
75TH CoNGRS 1 HOUSE OF REPRESENTATVES j RIM
3d Session No. 2330

REVENUE BILL OF 1938

MAY 11, 1938.-Ordered to be printed

Mr. DOUGHTON, from the committee of conference, submitted the
following

CONFERENCE REPORT
[To accompany H. R. 96821

The committee of conference on the disagreeing votes of the two
Houses on the amendments of the Senate to the bil (H. R. 9682) to
provide revenue, equalize taxation, and for other purposes, having
met, after full and free conference have agreed to recommend an
do recommend to their respective Houses as follows:
That the House recede from its disagreement to the amendment'

of the Senate numbered 2, 3, 4, 12, 14, 16, 17, 25, 28, 29, 30, 31, 32,
35, 43, 45, 46, 50, 51, 53, 55, 65, 66, 70, 74, 75, 76, 77, 78, 80, 81, 82,
91, 95, 96, 97, 135, 136, 137, 138, 139, 140, 141, 142, 143, 144, 147, 156,
160, 161, 162, 163, 164, 165, 166, 170, 171, 173, 179, 180, 181, 183,
184, 185, 186, 188, 189, 190, 191, 192, 193, 194, 195, 196, 197, 198,
200, 212, 216, 217, 218, 219, 220, 221, 222, 223, 224, 225, 226, 227,
228 and 229 and agree to the same.TIhat the Cenate recede from its amendments numbered 1, 5, 7, 8,
9, 11, 13, 18, 19, 23, 24, 26, 33, 34, 36, 37, 38, 39, 40, 41, 48,.49, 56,
57, 59, 61, 63, 67, 68, 71, 83, 84, 85, 86, 87, 89, 90, 92, 93, 94, 98, 99,
100, 101, 102, 103, 104, 106, 107, 108, 109, 110, 111, 113, 114, 116,
117, 118, 119, 120, 121, 122, 123, 124, 125, 126, 127, 128, 129, 130,
131, 132, 133, 134, 145, 146, 148, 149, 151, 153, 154, 155, 158, 159,
172, 174, 175, 176, 177, 178, 182, 187, 203, 204, 205, 209, 210, 213,
230, 237, and 239.
Amendment numbered 6:
That the House recede from its disagreement to the amendment of

the Senate numbered 6, and agree to the same with an amendment,
as follows: I

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 18. TAX ON CORPORATIONS IN GENERAL.

(a) ADJURTED NsINCONEo.-For the purposes of this title the term
"adjukd net income" means the net income minus the credit provided
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in section 26 (a), rating to interest on certain obligations of the United
States and Government corporations.

(b) ImPOSITION OF TAx.-There shall be levied, collected, and paid
for each taxable year upon the net income of every corporation the net
income of which i. more than $25,000 (except a corporation subject to
the tax imposed by section 14, section 231 (a), Supplement G or Supple-
ment Q) a tax computed under subsection (c) of this section or a tax
computed under subsection (d) of this section, whichever tax i the lesser.
' (c)G ENERAL RULE.-The tax computed under this subsection 8hall
be as followss:

(1) A tentative tax shall first be computed equal to 19 per centum
of the adjusted net income.

(2) The tax shall be the tentative tax reduced by the sum of-
(A) 163 per centum of the credit for dividends received pro-

vided in section 26 (b); and
(B) 21% per centum of the dividends paid credit provided in

section 27, but not to exceed 2X2 per centum of the adjusted net
income.

(d) ALTERNATIVE TAX (CORPORATIONS WITH NET INCOME SLIGHTLY
MORE THAN $25,000).-

(1) If no portion of the gross income consists of interest allowed as
a credit by section 26 (a) (relating to interest on certain obligations oj
the United States and Government corporations), or of dividends of
the class with respect to which credit is allowed by section 26 (b), then
the tax computed under this subsection shall be equal to $3,526, plus
32 per centum of the amount of the net income in excess of $25,000.

(2) If any portion of the gross income consists of such interest or
dividends, then the tax computed under this subsection shall be as
follows:

(A) The net income shall be divided into two divisions, the
first division consisting of $25,000, and the second division
consisting of the remainder of the net income.

(B) To the first division shall be allocated, until an aggregate
of $25,000 has been so allocated: First, the portion of the gross
income consisting of such interest; second, the portion of the
gross income consiing of such dividends; and third, an amount
equal to the excess, if any, of $25,000 over the amounts already
allocated to the first division.

(C) To the second division shall be allocated, until there has
been so allocated an aggregate equal to the excess of the net
income over $26,000: First, the portion of the gross income con-
sisting of such interest which is not already allocated to the first
division; second, the portion of the gross income consisting of
such dividends which is not already allocated to thefirst division;
and third, an amount equal to the excess, if any, of the net in-
come over the sum of $25,000 plus the amounts already allocated
to the second division.

(D) The tax shall be equal to the sum of the following:
(i) A tax on the $25,000 allocated to the first division,

computed under section 14 (c), on the basis of the alloca-
tion made to the first division and as ij the amount so
allocated constituted the entire net income of the corpora-
tion.
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(ii) 12 per centum of the diid * received allocated as
such to the second dimenon.

(iii) So per centum. of the remainder of the amount allo-
cated to the second dimston, except interest allowed as a
-redit under section 26 (a).

(C) CORPORATIONS IN BANKRUPTCY AND REcE0VzRSHIP.-If a
domestic corporation mifor any portion of the taxable year in bankruptcy
under the laws of the United States, or insolvent and in receivership in
any court of the United States or of any State, Territory, or the District
of Columbia, then, when the tax is computed under subsection (c), the
tentative tax shall be reduced by 2% per centum of the adjueted net income,
instead of by £S per centum of the dividends paid credit.

(f) JOINT-STOCK LAND BANZs.-In case of a joint-stock land
bank organized under the Federal Farm Loan Act, as amended, when
the tax is computed under subsection '(c), the tentative tax shall be reduced
by 2% per centum of the adjusted net income, instead of by 2% per centum
of the dividends paid credit.

(1i) RENTAL bOUSING (CORPORATIoNS'-In the case of a corporation
which at the close of the taxable year is regulated or restricted by the
Federal Housing Administrator under section 207 (b) (2) of the National
Housing Act, as amended, when the tax is computed under subsection
(c), the tentative tax shall be reduced by 2% per centum of the adjusted
net income, instead of by 2% per centum of the dividends paid credit;
but only if such Administrator certifies to the Commissioner the fact
that such regulaion or restriction existed at the close of the taxable year.
It shall be the duty of such Administrator promptly to make such cirtifi-
cation to the Commissioner after the close of the taxable year of wach
corporation which i8 8o reglted or restricted by him.

(h) EXmPr CORPORAIONs.-FOr corporations exempt from taxation
under this title, see section 101.

(i) TAX ON PERSONAL HOLDING COMPANIES.-For surtax on personal
holding companies, see Title IA.

(j) IiPRoPo R ACCUMULATION OF SURPL us.-For surtax on corpora-
tiorw which accumulate surplus to avoid surtax on shareholders, see
section 102.
SEC. 14. TAX ON SPECIAL CLASSES OF CORPORATIONS.

(a) SPECIAL CLASs NEr INCoME.-For the purposes o~fthis title the
term special class net income" means the adjusted net income miinu.
the credit for dividends received provided in section 26 (b).

(b) There shall be levid, collected, and paid for each taxable year
upon the special 8a net income of the following corporations (in lieu
of the tax imposed by section 18) the tax hereinafter in this section specified

(C) CORPORATIONS WITH Nor INCOMES oF NOT MORE THAN
$26,000.-If the net income of the corporation i8 not more than $25,000,
and if the corporation does not come within one of the class specfed in
subsection (d), (e), (f), or (g) of this section, the tax shall be asfolows:

Upon special cla8 net incomes not in ecss of $6,000, 12% per
centum.
$625 upon special cls8 net incomes of $6,000; and upon special

class net incomes in excess of $6 000 and not in excess of $20,000,
14 per centum in addition of sUCl exCess.

$2,725 Upon special clas8 net incomes of $20,000, and upo
special class ne incomes in excesee qf $20,000, 16 per centum in
addition qf such ence..
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(d) Srzsouz CLA8s8 O0 CORPORAIzoNs.-In the case of the follning
corporations the tax shall be an amount equal to 16t per centum of the
special class net income, regardkess of the amount thaereo

( ) Banks, as defined in section 14L
2) Corporations organized under the CUMna Trade Act, 1922.
8) Corporations which, by reason of deriving a large porti of

their gross income from sources within a possession of the United
States, are entited to the benefits of section £61.

(e) FoRszaN CORPORAZIONS.
(1) In the case of a foreign corporation engaged in trade or bui-

ness within the Untted States or having an office or place of business
therein, the tax shall be an amount equal to 19 per centum of the
special class net income, regardless of the amount thereof.

(2) In the case of a foreign corporation not engaged in trade or
business within the United States and not having an office or place
of business therein, the tax shall be as provided in section 281 (a).

(f) INSURANOE COMPANIES.-In the case of insurance companies, the
tax shall be as provided in Supflement G.

(g) MUTUAL INVESTMENT COMPANIES.-In the case of mutual invest-
ment companies, as defined in Supplement Q, the tax shall be as provided
in such Supplement.

(h) EXEMPT CojapORArIoNs.-For corporations exempt from taxaton
under this title, see section 101.

(i) TAX ON PERSONAL HOLDING CC(PANIES.-For surtax on personal
holding companies, see Title IA.

(i) IMPROPER ACCUMULATION OF SURPLus.-For surtax on corpora-
tions which accumulate surplus to avoid surtax on shareholders, see
section 102.
Sac. 16. CORPORATE TAXES EFFECTIVE FOR TWO TAX-

ABLE YEARS.
The taxes imposed by section 1$, section 14 (except subsection (e) (2)),

Supplement G, or Supplement Q, of this Act, or by section 18, section 14,
or Supplemeant a of the Revenue Act of 1986, shall not apply to any
taxable year beinntng after December 18,1989.
And the Senate agree to the same.
Amendment numbered 10:
That the House recede from its disagreement to the amendment of

the Senate numbered 10, and agree to the same with an amendment,
as follows:
Omit the matter proposed to be inserted by the Senate amendment,

and on page 26, after line 2, of the House bill insert the following:
(d) INVENTORIES IN CERTAIN INDUSTRIES.-

(1) PRODUCER8 AND PROCE88ORS OF CERTAZN NON-FZRROUS
METALs.-A taxpayer shall be entitled to elect the method of taking
inventories provided in paragraph (2) if his principal business is-

(A) Smelting non-ferrous ores or concentrates, or refining
non-ferrous metals, or both; or

(B) Producing brass, copper products, or brass products,
or any one or more of them, not further advanced than rods,
sheets, tubes, bars, plates, or strips.
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(2) INVENTORZIE OF RAW MATZRIALs.-A wtaayer entitled to
eect, and who has so dected, shall, in taking his inventory as of the
dose of any taxable year beginning after December 81, 1988, of raw
materuzls which are-

(A) used in a business described in paragraph (1); and
(B) not yet included in goods in process or finished goods;

and
(C) so intermingled that they cannot be identified with specific

invoices;
treat such raw materials remaining on hand as bein#: First, those
included in the inventory as of the beginning of the taxable year (in
the order of acquisition) to the extent thereof, and second, those
acquired in the taxable year, in the order of acquisition.

(3) TANNERs.-A taxpayer whose principal business is tanning
hides or 8kins, or both, shall be entitled to elect (with respect to any
taxable year beginning after December ,11, 1938) the method provided
in paragraph (2) as to the raw materials (including those included
in goods in process and in finished goods) in the business of tanning
hides, or skins, or both, if so intermingled that they cannot be idents-
fied with specific invoices.

(4) INVENTORIES A4T os8T.-In the case of the application of the
provisions of paragraph (2) or (3) all inventories of such materials
8hall be taken at cost, including the inventory as of the close of the
preceding taxable year.

(6) EzECTroN OF METHOD.-The method provided in paragraph
(2) Or (3) shal not be applied unless the taxpayer at or before the
fling of his return for the preceding taxable year, Aa8 filed with the
Commwsswner his election to have, it apply.

(6) REGULATIONS AS TO CHANG..-7he change to such method
shall be made in accordance with such regulations as the Commis-
sioner, with the approval of the Secretary, may prescribe as necessary
to prevent the avoidance of tax.

(7) CHANoE TO DIFFERENT METHOD.-An election made under
this subsection shall be irrevocable and the method so elected shall be
applied in all subsequent taxable years notwithstanding any change
in the principal business of the taxpayer, unless With the approval
of the Commtssioner change to a different method is authorized, and
then upon such terms and conditions and in accordance with such
regulations as the Commissioner, with the approval of the Secretary,
may prescribe.

On page 26, line 3, of the House bill, strike out "(d)" and insert (e).
On page 26, line 6, of the House bill, strike out "(e)" and insert I).
On page 26, line 9, of the House bill, strike out "(f)" and insert g).
On page 26, line 13, of the House bill, strike out "(g)" and insert (h).
Onsage 26, line 16, of the House bill, strike out "(h)"and insert (i).

he Senate agree to the same.
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Amendment numbered 15:
That the House recede from its disagreement to the amendment of

the Senate numbered 15, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

(1) GENERAL RULE.-Debte ascertained to be worthle8 and
charged oif u'ithin the taxable year (or, in the direction of the Coin-
missioner, a reasonable addition to a reserve for bad debts); and
wheun satisfied t/at a debt is recoverable only in part, the Commia-
#ioiner may allow such debt, in an amount not in excess of the part
charged off within the taxable year, a8 a dedication. This paragraph
sall not apply in the case of a taxpayer, other than a bank, as defiind
in section 104, with respect to a debt evidened by a security as de-
fined in paragraph (3) of this subsection.

(2) SECURITIES BECOMING WORTHLEss.-If any securities (as
defined in paragraph (3) of this 8ub8ection) are ascertained to be
worthless and charged off within the taxable year and are capital
assets, the loss remlting therefrom shall, in the case of a taxpayer
other than a bank, as defined in section 104, for the purposes of this
title, be considered as a 1088 from the 8ale or exchange, on the last day
of such taxable year, of capital as98et8.

And the Senate agree to the same.
Amendment numbered 20:
That the House recede from its disagreement to the amendment of

the Senate numbered 20, and agree to the same with an amendment,
as follows:

Restore tbe matter proposed to be stricken out by the Senate
amendment, and on page 47, line 20, of the House bill after "years"
insert beginning after December 31, 1935 and a comma; end the senate
agree Ito the same.
Amendment numbered 21:
That the House recede from its disagreement to the amendment of

the Senate numbered 21, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

(e) DIVID:ND8 PAID REDIT.-For corporation dividends paid credit,
see section 27.

seeNsctDIvIDo2 D CREDIT.-ForCorpo.oration coent dividends
credit, 8CeOectinD8.
And the Senate agree to the same.
Amendment numbered 22:
That the House recede from its disagreement to the amendment

of the Senate numbered 22, and agree to the same with an amend-
ment as follows:

In iieu of the matter proposed to be inserted by the Senate amend-
mvat insert the following:
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SEC. 27. CORPORATION DIVIDENDS PAID CREDIT.

(a) DEFI'NITIOw NxEx.FRXtrl.-As used in this title with respect to
any taxable year the term "dividends paid credit" meatn the msm of:

(1) The basic surtax credit for such year, computed as prodded
in subsection (b);

(2) The dividend carry-over to such year, computed as provided
in subsection (c);

(8) The amount, if any, by which any deficit in the accumulated
earnings and profits, as oqf the close of the preceding taxable yea
whether beginning on, before, or after January 1, 1938), exceeds
the amount of the credit provided in section 26 (c) relatingg to nd
Operating losses), for such preceding taxable year (if beginning after
December 31, 1987); and

(4) Amounts used or invevocably set aside to pay or to retire
indebtedness of any kind, if such amounts are reasonable with respect
to theize andterm ofsuch idebtedness. As wed in this paragraph
the term "indebtedness" mes only an indebtedness of the corpora-
ti0n existing at the do8e of business on December SI, 1987, and
evidenced by a bond, note, debenture, certificate of indebtedness,
mortgage, or deed of trust, issued by the corporation and in existence
at the dlose of business on December 31, 1987, or by a bill of exchange
accepted by the corporatin to, and in existence at, the close of
busies such date. Where the indebtedness is for a principal
sum, uwth interest, no credit shall be allovd under this paragraph
for amounts used or set aside to pay such interest.

(b) BASIC SURTAX CORrDIT.-As used in this title the term "basic
surtax credit" means the sum of:

(1) The dividends paid during the taxable year, increased by
the consent dividends credit provided in section 28, and reduced
by the amount of the credit provided in section 26 (a), relating to
interest on certain obligations of the United States and Government
corporations;

(2) In the case of a taxable year beginning after December 81,
1988, the net operating loss credit provided in section 26 (c) (1);

(8) The bank affiliate credit provided in section 26 (d).
The aggregate of the amounts under paragraphs (2) and (3) shall not
exceed the adjusted net income for the taxable year.

(c) DIVIDEND CARRYVXER.-JThere shall be compute with respect
to each taxable year of a corporation a dividend carry-over to such year
from the two preceding taxableyears, which shall consist of the sum of

(1) The arrunt of the basic surtax credit for the second preceding
taxable year, reduced by the adjusted net income for such year, and
further reduced by the amount, if any, by which the adjusted 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 credit for the third

preceding taxable year (if not beginning before January 1,
1936) over the adjusted net income for such year; and

(2) The amount, if any, by which the basic surtax credit for the
I4 preceding taxable year exceeds the adjuted net income for such
yeW.

In t case of a preceding taxable year, referred to in this subsection
which begins in 1936 or 1937, the adjusted net income shall be the adjusted
net income as defined in section 14 of the Revenue Act of 1986, and the
basic surtax credit 8h be only the dwidn paid credit computed under
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the Revenue Act of 1986 without the benefit of the dividend carry-over
provided in section 27 (b) of such Ac'.

(d) DIVIDENTA IN KIND.-If a dividend is aid in property other than
money (including stock of the corporation if held by the corporation as an
investment) the amount with respect thereto which shall be uwed in com-
puting the basic surtax credit shall be the adjusted basis of the property
tn the hands of the corporation at the time of the payment, or the fair
market value of the property at the time of the payment, whichever is the
lower.

(e) DIVIDENDS IN OBLIGATIONS OR THS CORPORATIoN.-If a dividend
is paid in obligations of the corporation, the amount with respect thereto
which shall be used in computing the basic surtax credit shall be the face
value of the obligations or their fair market value at the time of the pay-
ment, whichever is the lower. If the fair market value of any such divi-
dend paid in any taxable year of the corporation beginning after Decem-
ber 81, 1935, is lower than the face value, then when the obligation is
redeemed by the corporation in a taxable year of the corporation beginning
after December 31, 1937, the excess of the amount for which redeemed
over the fair market value at the time of the dividend payment (to the
extent not allowable as a deduction in computing net income for any
taxable year) shall be treated as a dividend paid in the taxable year in which
the redemption occurs.

(I) TAXABLE STOCK DIVIDENDS.-In case of a stock dividend or stock
right which is a taxable dividend in the hands of shareholders under section
115 (f), the amount with respect thereto which shall be used in computing
the basic surtax credit shall be the fair market value of the stock or the
stock ri ht at the time of thepayment.

(g) DISTRIBUTIONS IN LIQUIDATION.-In the case of amounts dis-
tributed in liquidation the part of such distribution which is properly
chargeable to the earnings or profits accumulated after February 28,191,
shal, for the purposes of computing the basic surtax credit under this
section, be treated as a taxable dividend paid.

(A) PREFERENTIAL DIVIDENDS.-The amount of any distribution
(although each portion thereof is received by a shareholder as a taxable
dividend), not made in connection with a consent distribution (as defined
in section 28 (a) (4) ), shall not be considered as dividends paid for the
purpose of computing the basic surtax credit, unless such distribntion is
pro rata, with no preference to any share of stock as compared with other
shares of the same class, and with no preference to one clas8 of stock as
compared with another clas8 except to the extent that the former is entitled
(without reference to waivers of their rights by shareholders) to such pref-
erence. FOr a distribution made in connection with a consent distribution,
see section 28.

(i) NONTAXABLE DISTRIBUTIONS.-If any part of a distribution
(including stock dividends and stock rights) is not a taxable dividend in
the hands of such of the shareholders as are subject to taxation under this
title for the period in which the distribution is made, such part shal not
be intuaed in computing the basic surtax credit.
SEC. 28. CONSENT DIVIDENDS CREDIT.

(a) DEPINITIONS.-As used in this section-
(1) CONSENT sTocK.-The term "consent stock" means the clas

or cases of stock entitled, after the payment of preferred dividnd -
(as defined in paragraph (2)), to a share in the distribution (other
than in complete or partial liquidation) within the taxable year of

8
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alU the remaining earnings or proUts, which share comsitutes the
same proportion of such distribution regardless of the amount of such
distribution.

(2) PREFERRED DIVIDENDS.-The term "preferred dividends"
means a distribution (other than in complete or partial liquidtion),
limited in amount, which must be made on any cla88 of stock before
a further distrilntion (other than in complete or partial lquid n)
of earnings or profits may be made within the taxable year.

(8) CONSENT DIVIDENDS DAY.-The term "conen did day"
means the last day of the taxable year of the corporation, unless
during the last month of such year there have occurred one or more
days on which was payable a partial distribution (as defined in
paragraph (a)), in which case it means the last of such days.

(4) CONSENT DISTRIBUTION.-The term consentt distri6aion"
means the distribution which would have been made if on the consent
dividends day (as defined in paragraph (8)) there had actually been
distributed in cash and received by each shareholder making a con-
sent filed by the corporation under subsection (d), the specific amount
stated in such consent.

(5) PARTIAL DISTRIBUTION.-The term "partial distribution"
means such part of an actual distribution, payable during the last
month of the taxable year of the corporation, as constitutes a distribu-
tion on the whole or any part of the consent stock (as defined in para-
graph (1)), which part of the distribution, if considered by itse f and
not in connection with a consent distribution (as defined in para-
graph (4)), would be a preferential distribution, as defined in
paragraph (6).

(6) PREPERENTIAL DISTRIBUTION.-The term "preferential dis-
tribution" means a distribution which i8 not pro rata, or which is
with preference to any share of stock as compared with other shares
of the same class, or to any class of consent stock as compared with
any other class of consent stock.

(b) oCOORATIoNs NOT ENTITLED TO CREDIT.-A corporation shall
not to be entitled to a consent dividends credit with respect to any taxable

(1) Unless, at the Cose of such year, all preferred dividends (for
the taxable year and, if cumulative,for prior taxable years) have been
paid; or

(2) If, at any time during such year, the corporation has taken
any steps in, or in pursuance of a plan of, complete or partial
liquidation of all or any part of the consent stock.

(c) ALLOWANCE OF CREDIT.- There shall be allowed to the corpora-
tton, as a part of its basic surtax credit for the taxable year, a consent
dividends credit equal to such portion 'of the total sum agreed to be included
in the gross income of shareholders by their consents filed under subsecti
(d) as it would have been entitled to include in computing its basic surtax
credit if actual distribution of an amount equal to such total sum had
been made in cash and each shareholder making such a consent had
received, on the consent dividends day, the amount specified in the consent.

(d) SHAREHOLDERS' CONSENTS.-The corporation shall not be entitled
to a consent dividends credit with respect to any taxable year-

(1) Unklss it files with its return for such year (in accordance
with reguatins prescribed by the Commuisinr with the approval
of the &creary) signed Conentevumde under oath by persona who
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were shareholders, on the lat day of the taxable year of the cor-
poration o any class of consent stock; and

(2) Untess tn each such consent the shareholder agrees that he
will include as a taxable dividend, in his return for the taxable year
in which or with which the taxable year of the corporation emdu, a
specific amounts and

(3) Unle88 te conentsfiled are made by -uch of the shareholders
and the amount specified in each consent is such, that the consent
distribution wouldnot have been a preferential distribution-

(A) If there was no partial distribution during the las
month of the taxable year of the corporation, or

(B) If there was such a partial distribution, then when con-
sidered in connection with such partial distribution;

and
(4) Unless in each consent made by a shareholder who is taxable

with respect to a dividend only if received from sources within the
United States, such shareholder agrees that the specific amount
stated in the consent shall be considred as a dividend received by
him from sources within the United States; and

(5) Unless each consentfiled is accompanied by cash, or such other
medium of payment as the Commissioner- may by regulations
authorize, in an amount equal to the amount that would be required
b section 143 (b) or 144 to be deducted and withheld by the corpora-
ton if the .amount specfied in the consent had been, on the last day
of the taxable year of the corporation, paid to the shareholder in cash
as a dividend. The amount accompanying' the consent shall be
credited against the tax imposed by section 211 (a) or 231 (a) upon
the shareholder.

(e) CONSENT DISTRIBUTION AS FART OF ENTIRE DISTRIBUTION.-IJ
during the ktst month of the taxable year with respect to which shareholders'
consents are filed by the corporation under subsection (d) there is made a
partial distribution, then, for the Purposes of this title, such partial di8-
fribution and the consent distribution shall be considered as having been
made in connection with each other and each-shall be considered together
with the other as one entire distribution.

(f) TAXABILITY Op AmOUNTS SPECIFIED IN CONSENTS.-The total
amount specified in a consent filed under subsection (d) shall be included
as a taxable dividend in the gross income of the shareholder making such
consent, and, if the shareholder is taxable with respect to a dividend only
if received from sources within the United States, shall be included in
the computation of his tax as a dividend received from sources within the
United States; regardless of-

(1) Whether he actually so includes it in his return; and
2) Whether the distribution by the corporation of an amount

equal to the total sum included in all the consents fled, had actual
distribution been made, would have been in whole or in part a taxable
dividend; and

(3) Whether the corporation is entitled to any consent dividends
credit by reason of the filing of such consents, or to a credit less than
the total sum included in all the consents filed.

(g) CORPORATE SHAREHOLDERS.-If the shareholder who makes the
consent i8 a corporation, the amount specified in the consent shall be
considered as part of its earnings or profits for the taxable year, and shall
be included in the computation of i8 accumulated earnings and profl4.
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(h) BASIS OF STOC IN HANDS OF SHARSHOLDEP..-TAe amount
specified in a consent made under subsection (d) shall, for the purpose Of
adjusting the basis of the consent stock with reset to which the consent
was given, be treated a8 having been reinvested by the shareholder as a
contribution to the capital of the corporation; but only in an amount which
bears the same ratio to the consent dividends credit of the corporation aS
the amount of such shareholder's consent stock bears to the total amount
of consent stock with respect to which consents are made.

(i) EFFECT ON CAPITAL AccouNT oF CORPORATION.-The amount of
the consent dividends credit allowed under subsection (c) 8hall be con-
sidered as paid in surplus or as a contribution to the cap al of the cor-
poration, and the accumulated earnings and profits as of the close of the
taxable year shall be correspondingly reduced.

(a) AmOUNTs NOT INCLUDED IN SHARBEOLDER'S RTBURN.-2Th
ure of a shareholder of consent stock to include in his gross income

for the poper taxable year the amount specified in the consent made by
him and filed by the corporation, 8hall have the same effect, wth respect
to the deficiency resulting therefrom, as is provided in section 272 (1)
with respect to a deficiency re8ultingfrom a mathematical error appearing
on theface of the return.
And the Senate agree to the same.
Amendment numbered 27:
That the House recede from its disagreement to the amendment

of the Senate numbered 27, and agree to the same with an amend-
ment, as follows:

In lieu of the matter proposed to be inserted by the-Senate amend-
ment insert the following: (e); and the Senate agree to the same.
Amendment numbered 42:
That the House recede from its disagreement to the amendment of

the Senate numbered 42, and agree to the same with an amendment,
as follows:
On page 8 of the Senate engrossed amendments, line 13, strike out

"7" and insert 8; and the Senate agree to the same.
Amendment numbered 44:
That the House recede from its disagreement to the amendment of

the Senate numbered 44, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:, (17), or (18); and the Senate agree to the
same.
Amendment numbered 47:
That the House recede from its disagreement to the amendment of

the Senate numbered 47, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

(18) PROPERTY RECEIVED IN CERTAIN CORPORATE LIQUIDA-
TIONS.-If the property was acquired by a shareholder in the liqui-
dation of a corporation in cancellation or redemption of stock with
respect to which gain was realized, but with respect to which, as the
result of an election made by him under- pararap (7) of section
112 (b), the extent to which gain was recognteduwas determined
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under uch paragrawh then the basi hall be the same as the basic
of such stock can d or redeemed in the liquidation, decreased in
the amount of any money received by him, and increased in the
amount of gain recognized to him.

And the Senate agree to the same.
Amendment numbered 52:
That the House recede from its disagreement to the amendment of

the Senate numbered 52, and agree to the same with an amendment, as
follows:
Omit the matter proposed to be inserted by the Senate amendment,

and on page 95 of the House bill, after line 25, insert the following:
(7) ELECTION AS TO RECOGNITION OF GAIN IN CERTAIN COR-

PORATE LIQUIDATIONS.-
(A) GJENBRAL RU.LE.-In the case of property distribUted in

complete liquidation of a domestic corporation, f-
(i) the liquidation is moxe in pursuance of a plan of

liquidation adopted after the date of the enactment of this
Act, whether the taxable year of the corporation began on,
before, or after January 1, 1938; and

(ii) the distribution i8 in complete cancellation or re-
demption of all the stock, and the transfer of all the prop-
erty under the liquidation occurs within the month of
December, 1938-

then in the case of each qualified electing shareholder (as de-
fined in subparagraph ()) gain upon the shares owned byhim at the time of the adoption of the plan of liquidation shal
be recognized only to the extent provided in subparagraph8 (E)
and (F).

(B) EXCLUDED CORPORATIoN.-The term "excluded cor-
poration" means a corporation which at anv time between
April 9, 1988 and the dae of the adoption of the plan of liqui.
dation, both dates inclusive, was the owner of stock possessing
50 per centum or more of the total combined voting power of all
classes of stock entitled to vote on the adoption of such plan.

(C) QUALIFIED ELECTING SHAREHOLDERS.-T term
"qualied electing shareholder" means a shareholder (other than
an excluded corporation) of any class of stock (whether or not
entitled to vote on the adoption of the plan of liquidation) who
is a shareholder at the time of the adoption of such plan and
whose written election to have the benefits of subparagraph (A)
has been made and filed in accordance with subparagraph (D),
but-

(i) in the case of a shareholder other than a corporation,
only if written elections have been so filed by shareholders
(other than corporations) who at the time of the adoption
of the plan of liquidation are oumer8 of stock possessing
at least 80 per centum of the total combined voting power
(exclusive of voting power possessed by stock owned by
corporations) of all classes of stock entitled to vote on the
adoption of such plan of liquidation; or

(ii) in the case of a shareholder which is a corporation,
only if written elections have been so filed by corporate
*hireholders (other than an excluded corporation) which
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at the time of the adoption of *uck plan of liquidation are,
owners of stock po88s8sing at least 80 per centum of the
total combined voting power (exclusive of voting power
pos8se8sed by stock owned by an excluded corporation and

shareholders who are not corporations) of all cas8ee
of stock entitled to vote on the adoption of such plan of
liquidation.

(D) MAING AKD FILINGS OF ZLECTIONS.-The written elee-
lion8 referred to in subparagraph (0) must be made and filed in
such manner as to be not in contravention of regulations pre-
scribed by the Commissioner with the approval of the Secretary.
The filing must be within thirty days after the adoption of the
plan of liquidation, and may be by the liquidating corporation
or by the shareholder.

(E) NoNCORPORATS SHARSHOLDBRs.-In the case of a
qualified electing shareholder other than a corporation-

(i) There shall be recognized, and taxed as a dividend,
so much of the gain as i not in excess of his ratable share
of the earnings and profis of the corporation accumulated
after February 28 1913, such earnings and profits to be
determined as of Lecember 31, 1988, but without diminu-
lion by reason of distributions made during the month of
December, 1938; and

(ii) There shall be recognized, and taxed as short-term
or long-term capital gain, as the case may be, so much of
the remainder of the gain as is not in excess of the amount
by which the value of that portion of the assets received by
him which consists of money, or of stock or securities
acquired by the corporation after April 9, 1938, exceeds his
ratable share of such earnings and profits.

(F) CORPORATE 8HAREHOLDERS.-IX the case of a qualified
electing shareholder which is a corporation the gain shal be
recognized only to the extent of the greater of the twofolloWing-

(i) The portion of the assets received by it which con-
sists of money, or of stock or securities acquired by the
liquidating corporation after April 9, 1938; or

(ii) Its ratable share of the earnings and profits of the
liquidating corporation accumulated after February 28,
1913, such earnings and profits to be determined as of
December 81, 1938, but without diminution by reason of
distributions made during the month of December, 1958.

And the Senate agree to the same.
Amendment numbered 54:
That the House recede from its disagreement to the amendment

of the Senate numbered 54, and agree to the same with an amend-
ment as follows:

In iieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: the gain recognized resulting from such
distribution shall be considered as a short-term capital gain-

(1) Unless such liquidatwon is completed before July 1, 1938; or
(2) Unless (if it ws established to the sathfaction of the Com-

missioner by evidence submitted before July 1, 1938, -that due to the
laws of the foreign country in which such corporatlo incorpo.

is
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raed, or for other reason, it is or will be impossible to complete the
lifuidain of such company before suc date) the liuitation s
completed on or before such date as Commissie mafind
reasonable but not later than December 81, 1988; and the Senate
agree to the same.

Amendment numbered 58:
That the House recede from its disagreement to the amendment of

the Senate numbered 58, and agree to the same with an amendment,
as follows:
In lieu of the matter proposed to be inserted by the Senate amend-

ment insert the following: 18 months, if and to the extent such gain is
taken into account in computing net income; and the Senate agree to
the same.
Amendment numbered 60:
That the House recede from its disagreement to the amendment of

the Senate numbered 60, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 18 months, if and to the extent such loss is
taken into account in computing net income; and the Senate agree to
the same.
Amendment numbered 62:
That the House recede from its disagreement to the amendment of

the Senate numbered 62, and agree to the same with an amendment,
as follows:
In lieu of the matter proposed to be inserted by the Senate amend-

ment insert the following: 18 months, if and to the extent such gain is
taken into account in computing net income; and the Senate agree to
the same.
Amendment numbered 64:
That the House recede from its disagreement to the amendment of

the Senate numbered 64, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 18 months, if and to the extent such 1088 is
taken into account in computing net income; and the Senate agree to the
same.
Amendment numbered 69:
That the House recede from its disagreement to the amendment of

the Senate numbered 69, and agree to the same with an amendment,
as follows: I

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

100 per centum if the capital asset has been held for not more than
18 months;
66% per centum if the capital asset has been heldfor more than 18

months but not for more than £4 months;
60 per centum if the capital asset has been held for more than 24

Month.
Ad the Senatet agree to the same.
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Amendment numbered 72:
That the House recede from its disagreement to the amendment of

the Senate numbered 72, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted the Senate amend.
ment insert the following: 80; and the Senate agree to the same.
Amendment numbered 73:
That the House recede from its disagreement to the amendment of

the Senate numbered 73, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

(2) IN CASE OP NET LONG-TERU CAPITAL LOSBS.-If for any
taxable year a taxpayer (other than a cor oration) sustains a net
long-term capital 088, there shall be leId, collected, and paid, in
Ieu of the tax imposed by section 11 and 12, a tax determined as
follows, if and ody if such tax is greater than the tax imposed by
such sections:

A partial tax shall first be computed upon the net income
increased by the amount of the net long-term capital oss8, at the
rate and in the manner a8 if this subsection had not been
enacted, and the total tax shall'be the partial tax mine 80 per
centum of the net long-term capital lo88.

And the Senate agree to the same.
Amendment numbered 79:
That the House recede from its disagreement to the amendment of

the Senate numbered 79, and agree to the same with an amendment,
as follows:
Omit the matter proposed to be inserted by the Senate amendment

and on page 89, after line 25, of the House bill insert the following:
SEC. 106. CLAIMS AGAINST UNITED STATES INVOLVING

ACQUISITION OF PROPERTY.
In the case of amounts (other than interest) received by a taxpayer

from the United States with respect to a claim against the United Sktee
involving the acquisition of property and remaining unpaid for more
thanfifleen years, the portion of the tax imposed by section 12 attributable
to such receipt shall not exceed 80 per centum of the amount (other tgan
interest) so received.
And the Senate agree to the same,
Amendment numbered 88:
That the House recede from its disagreement to the amendment of

the Senate numbered 88, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: a street, suburban, or interurban electric rail-
way, or a street or suburban trackless troUey system of transportation, or a
street or suburban bus system of transportation operated as part of a street
or suburban electric railway or trackless trolley system; and the Senate
agree to the same

is



Amendment numbered 105:
That the House recede from its disagreement to the amendment of

the Senate numbered 105, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 1634; and the Senate agree to the same.
Amendment numbered 112:
That the House recede from its disagreement to the amendment

of the Senate numbered 112, and agree to the same with an amend-
ment as follows:

In hieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 1634; and the Senate agree to the same.
Amendment numbered 115: 5
That the House recede from its disagreement to the amendment of

the Senate numbered 115; and agree to the same with an amendment,
as follows:

In lieu of, the matter proposed to be inserted by the Senate amend-
ment insert the following: 1634 per centum thereof; and the Senate
agree to the same.
Amendment numbered 150:
That the House recede from its disagreement to the amendment of

the Senate numbered 150, and agree to the same with an amendment,
as follows:

Restore the matter proposed to be stricken out by the Senate
amendment and on page 263, line 20, of the.House bill strike out
"16" and insert in lieu thereof 1634; and the Senate agree to the same.
Amendment numbered 152:
That the House recede from its disagreement to the amendment of

the Senate numbered 152, and agree to the same with an amendment,
as follows:
On page 40 of the Senate engrossed amendments, line 8, strike out

"(7)" and insert (8); and the Senate agree to the same.
Amendment numbered 157:
That the House recede from its disagreement to the amendment of

the Senate numbered 157, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 27 (a) 'without the benefit of paragraphs (3)
and (4) thereof; and the Senate agree to the same.
Amendment numbered 167:
That the House recede from its disagreement to the amendment of

the Senate numbered 167, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 601. ESTATE TAX RETURNS.

Section 304 (b) of the Revenue Act of 1926, as amended (relating to the
amount of gross estate requiring the ling of a return) is amended by
striking out "$100,000" and inserting in lieu thereof "te amount of the
epeciflc exemption provided in section 303 (a) (4)".
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SEC. 5O. RETURNSOFADDITIONAL ESTATE TAX.
Section 403 of the Revenue Act of 1952, as amended, relating to returns

of the additional estate tax, 25 amended by striking out "$40,000" and
inserting in lieu therepf "the amount of the 8pecific exemption provided
in section 401 (c)".
SEC. 603. EXTENSIONS OF TIME FOR PAYMENT OF

ESTATE TAX.
Section 306 (6) of the Revenue Act of 1926, as amended, is amended to

read as follows:
"(b) Where the Commissioner finds that the payment on the due date

of any part of the amount determined by the executor as the tax would
impose undue hardship upon the estate, the Commissioner may extend
the time for payment of any such part not to exceed ten years from the
due date. In such case the amount in respect of which the extension is
granted shall be paid on or before the date of the expiration of the period
of the extension, and the running of the statute of Limitations for assess-
ment and collection, as provided in sections 310 (a) and 311 (b), shall be
suspendedfor the period of any such extension. Ifan extension is granted,
the Commissioner may, if he deems it necessary, require the executor to
furnish security for the payment of the amount in respect of which the
extension is granted in accordance, with the terms of the extension."
SEC. 504. RATE OF INTEREST ON EXTENSIONS OF TIME

FOR PAYMENT OF ESTATE TAX.
Section 306 (c) of the Revenue Act of 1926, as amended, is amended

by inserting at the end thereof thefollowing new sentence: "In the case of
any such extension granted after March 31, 1988, the rate of interest hall
be 4 per centum per annum."
And the Senate agree to the same.
Amendment numbered 168:
That the House recede from its disagreement to the amendment of

the Senate numbered 168, and agree to the same with an amendment,
U fOllows:
in lieu of the matter proposed to be inserted by the Senate amend-

ment insert the following: 605; and the Senate agree to the same.
Amendment numbered 169:
That the House recede from its disagreement to the amendment of

the Senate numbered 169, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

"(b) GiJFTS LESS THAN $4,000.-In the case of gifts (other than gDfts
in trust or of future interests in' property) made to any person by the
donor during the calendar year, the first $4,000 of such gifts to such person
shal not, for the purposes of subsection (a), be included in the total
amount of gifts made during such year."
And the Senate agree to the same.

. Reptsa., 7-3, vol, 2- 76
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Amendment numbered 199:
That the House recede from its disagreement to the amendment of

the Senate numbered 199, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 'The privileges granted under this section in
respect of civil aircraft employed in foreign trade or trade between the
United States and any of it8 po88e8qions, in respect of aircraft registered
in foreign country, 8h101 be allowed only if the Secretary of the Treasury
has been advised by the Secretary of Commerce that he hasfound that such
foreign country alows, or will allow substantially reciprocal privileges in
respect of aircraft registered in the Jnited States. If the Secretary of the
Treasury is advised by the Secretary of Commerce that he A" ound that
a foreign country has discontinued or will discontinue the :lowance of
such privileges, the prileges granted under this section 8aUll not applu
thereafter in respect of Evil aircraft registered in thatforeign country and
employed in foreign trade or trade between the United States and any of
tie possessions..
And the Senate agree to the same.
Amendment numbered 201:
That the House recede from its disagreement to the amendment of

the Senate numbered 201, and agree to the same with an amendment,
as follows:

Restore the matter proposed to be stricken out by the Senate
amendment, and on page 305, line 1, of the House bill strike out
"708" and insert in lieu thereof 706; and the Senate agree to the same.
Amendment numbered 202:
That the House recede from its disagreement to the amendment of

the Senate numbered 202, and agree to the same with an amendment,
as follows:
In lieu of the matter proposed to be inserted by the Senate amend-

ment insert the following: 707; and the Senate agree to the same.
Amendment numbered 206:
That the House recede from its disagreement to the amendment of

the Senate numbered 206, and agree to the same with an amendment,
as follows:

___In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 708; and the Senate agree to the same.
Amendment numbered 207:
That the House recede from its disagreement to the amendment of

the Senate numbered 207, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 709; and the Senate agree to the same.
Amendment numbered 208:
That the House recede from its disagreement to the amendment of

the Senate numbered 208, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
aient insert the following:
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SEC. 710. TAX ON DISTILLED SPIRITS.

(a) Section 600 (a) (4) of the Revenue Act of 1918, as amended, u
amended to read as follows:

"(4) On and after January 12, 1934, and until July 1, 1938, $2.00,
and on and after July 1, 1988, $2.25, on each proof gallon or wine gallon
tohen below proof and a proportionate tax at a like rate mn all fractional
parts of Wuh proof or wine gallon."

(b) Section 600 (c) of Act, as amended, is amended by striking
out "$2.00 per wine gallon" and inserting in lieu thereof "$2.25 per wins
gain.

(c) Section 4 of the Liquor Taxing Act of 1934 is amended by striking
out "$2.00" and inserting in lieu thereof "$2.25".

(d) The amendments made by this section hall not apply to brandy and
the rates of tax applicable to such brandy shall be ti rates appldable
without regard to such amendments.p
And the Senate agree to the same.
Amendment numbered 211:
That the House recede from its disagreement to the amendment of

the Senate numbered 211, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 711. EXEMPTION FROM STAMP TAX ON CERTAIN

TRANSFERS OF STOCKS AND BONDS.
(a) Subdivision 3 of Schedule A of Title VIII of the Revenue Act of

1926, as amended, is amended by inserting at the end thereof thefollowing
new paragraph8:

"The tax shall not be imposed upon deliveries or transfers of shares
or certificates-

"(1) From the owner to a custodian if under a written agreement
between the parties the shares or certificates are to be held or disposed
of by such custodianfor, and subject at all times to the instructions of,
the owner; orfrom such custodian to such owner;

"(2) From such custodian to a registered nominee ofsuch custodian,
or from one such nominee to another such nominee if in either case
the shares or certificates continue to be held by su;c nominee for the
same purpose for which they would be held if retained by such
custodian; orfrom such nominee to such custodian.

No exemption shall be granted under this paragraph unless the deliveries
or transfers are accompanied by a certificate settingforth 8uchfacts as the
Commissioner, with the approval of the Secretary, may by regulation
Prescribe as necessaryfor the evidencing of the right to such exemption.
No delivery or transfer to a nominee shall be exempt under this paragraph
unless such nominee, in accordance with regulations prescribed 6y the
Commissioner, with the approval of the Secretary, is registered with the
Commissioner.
"Any person who, with intent to evade the tax provided in this sub-

division, falsely makes a certificate accompanying any delivery or transfer
shall be deemed guilty of a misdemeanor1 and upon conviction thereof
shall be fined not more than $1,000, or imprisoned not more than si
months, or both."
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(b) Subdivision 9 of Schedule A of Title VIII of the Revenue Act of
1926, as amended, i amended by inserting at the end thereof the following
new paragraphs:

"TThe tax 8haU not be imposed upon deliveries or transfers of instru-
Iflents-

"(I) From the oumer to a custodian if under a written agreement
between the parties the instruments are to be held or disposed of by
such custodian for, and subject at all times to the instructions of,
the oumer; or from such custodian to such owner;

"(2) From such custodian to a registered nominee of such cus-
todian, or from one such nominee to another such nominee, if in
either case the instruments continue to be held by such nominee for
the same purpose for which they would be held if retained by such
custodian; or from such nominee to such custodian.

No exemption shall be granted under this paragraph unless the deliveries
or transfers are accompanied by a certificate setting forth such facts as
the Commissioner, with the approval of the Secretary, may by regulation
prescribe as necessary for the evidencing of the right to such exemption.
No delivery or transfer to a nominee shall be exempt under this paragraph
unless such nominee, in accordance with regulations prescribed by the
Commissioner, with the approval of the Secretary, is registered with the
Commissioner.
"Any person who, w'ith intent to evade the tax provided in this sub-

division, falsely makes a certificate accompanying any delivery or trans-
fer shall be deemed guilty of a misdemeanor, and upon conviction thereof
shall befined not more thkn $1,000, or imprisoned not more than six
months, or both."

(c) The amendments made by this section shall be effective with respect
to transfers or deliveries made after June 80, 1988.
And the Senate agree to the same.
Amendment numbered 214:
That the House recede from its disagreement to the amendment of

the Senate numbered 214, and agree to the same with an amend-
ment, as follows:
On page 59, line 19, of the Senate engrossed amendments strike

out "714" and insert in lieu thereof 713; and the Senate agree to the
same.
Amendment numbered 216:
That the House recede from its disagreement to the amendment

of the Senate numbered 215, and agree to the same with an amend-
ment as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 802. APPROVAL OF CLOSING AGREEMENTS.

Section 606 (b) of the Revenue Act of 1928 is amended by striking out
"is approved bythe Secretary, or the Under Secretary", and inserting
in lieu thereof the following: "is approved by the Secretary, the Under
Secretary, or an Assistant Secretary' .
And the Senate agree to the same.
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Amendinent numbered 231:
That the House recede from its disagreement to the amendment

of the Senate numbered 231, and agree to the same with an amend-
ment, as follows:

In liei of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 816. COMPROMISE BEFORE SUIT.

Section 3229 of the Revised Statutes is amended by strikir.g out "witah
the advice and consent of the Secretary of the Treasury" and inserting in
lieu thereof "with the approval of the Secretary of the Treasury, or of the
Under Secretary of the Treasury, or of an Assistant Secretary of the
Treasury".
And the Senate agree to the same.
Amendment numbered 232:
That the House recede from its disagreement to the amendment of

the Senate numbered 232, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 816. EXTENSION OF TIME FOR PAYMENT OF DEFI-

CIENCIES APPROVED BY COMMISSIONER.
The requirement of section 272 Ci) of the Revenue Act of 1936, 1984,

1982, and 1928, section 274 (k) qf the revenue Act of 1926, as amended,
section 274 (g) of the Revenue Act of 1924, section 250 (f) of the Revenue
Act of 1921, section 518 (i) of the Revenue Act of 1982, and section 308 (i)
of the Revenue Act of 1926, of approval by the Secretary of extension of
time for payment of deficiency in income, estate, or gift tax shal not
apply after thirty days after the date of the enactment of this Act, but the
approval shall be by the Commissioner under regulations prescribed by
the Commissioner with the approval of the Secretary.
And the Senate agree to the same.
Amendment numbered 233:
That the House recede from its disagreement to the amendment of

the Senate numbered 233, and agree to the same with an amendment,
as follows:

On. page 65, line 18, of the Senate engrossed amendments strike out
"818" and insert in lieu thereof 817; and the Senate agree to the same.
Amendment numbered 234:
That the House recede from its disagreement to the amendment of

the Senate numbered 234, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 818. TAXES OF INSOLVENT BANKS.

Section 22 of the Act of March 1, 1879 (20 Stat. 361; 12 U. S. C. 570),
is amended to read as follows:

"SEc. 22. (a) Whenever and after any bank or trust company, a sub-
stantil portion of the business of which con8s8ts of receiving deposits and
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making loans and discounts, has ceased to do bufines& by reason of insot-
vency or bankruptcy, no tax shall be assessed or colected, or paid into the
Treasury of the United States on account of such bank, or trust company,
which shall diminish the assets thereof necessary for the full payment of
all its depositors; and such tax shall be abated from such natwnal banks
a" are found by the Comptroller of the Currency to be insolvent; and the
Commtsioner of Intern al Revenue, when thefacts shall appear to him, is
authorized to remit so much of the said tax against any such insolvent
banks and trust companies organized under State law as 8hal befound to
affect the claims of their depositors.

"(b) VW heneve? any bank or trust company, a substantial portion of the
business of which consists of receiving deposits and making loans and
discounts, has been released or dischargedfrom its liability to its deposi-
tors for any part of their claims against it, and such depositors have
accepted, in lieu thereof a lien upon subsequent earnings of such bank or
trust company, or cktms against assets segregated by such bank or trust
company or against assets transferred from it to an individual or corpo-
rate trustee or agent, no tax shall be assessed or collected, or paid into the
Treasury of the United States on account of such bank, or trust company
such indivndual or corporate trustee or such agent, which shall diminish
the assets thereof which are available for the payment of such depositor
claims and which are necessaryfor the full payment thereof.

"(c) Any such tax so collected shall be deemed to be erroneously collected,
and shall be refunded subject to al provisions and limitations of law 80
far as applicable, relating to the refunding of taxes, but tax so abated or
refunded after the date of the enactment of the Revenue Act of 1938 shall be
reassessed whenever it shall appear that payment of the tax will not
diminish the assets as aforesaid. The running of the statute of limitations
on the making of assessment and collection shall be suspended during,
andfor ninety days beyond, the periodfor which, pursuant to this section,
assessment or collection may not be made, an a tax which ha8 been
abated may be reassessed and collected during the time within which, had
there been no abatement, collection might have been made.

"(d) This section shall not apply to any tax imposed by the Social
Security Act."
And the Senate agree to the same.
Amendment numbered 235:
That the House recede from its disagreement to the amendment of

the Senate numbered 235, and agree to the same with an amendment,
as follows:
On page 68, line 4, of the Senate engrossed amendments strike out

"820" and insert in lieu thereof 819; and the Senate agree to the same.
Amendment numbered 236:
That the House recede from its disagreement to the amendment of

the Senate numbered 236, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
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SEC. 820. MITIGATION OF EFFECT OF LIMITATION AND
OTHER PROVISIONS IN INCOME TAX CASES.

(a) DEFINITIONs.-For the purpose of this section-
(1) DETEERINATION.-The term "determination under the in-

come tax laws" means-
(A) A closing agreement made under section 606 of the

Revenue Act of 1928, as amended;
(B) A decision by the Board of Tax Appeals or a judgment,

decree, or other order by any court of competent jurisdiction,
which has become final; or

(C) A final disposition by the Commissioner of a claim for
refund. For the purposes of this section a claim for refund
8hall be deemed nally disposed of by the Commissioner-

(i) as to items with respect to which the claim waas al-
lowed, upon the date of allowance of refund or credit or
upon the date of mailing notice of disallouwnce (by reason
of ofietting items) of the claim for refund, and

(i) as to items with respect to which the claim 'was dis-
allowed, in whole or in part, or as to items applied by the
Commissioner in reduction of the -refund or credit, upon
expiration of the time for instituting suit with respect
thereto (unless suit is instituted prior to the expiration of
such time).

Such term shall not include any such agreement made, or decision,
judgment, decree, or order which has become final, or cim for re-
fund finally disposed of, prior to ninety days after the date of the
enactment of this Act.

(2) TAXPAYER.-Notwithstanding the provisions of section 901,
the term "taxpayer" means any person subject to a tax under the
applicable Revenue Act.

(3) RELATED TAXPAYER.-The term "related taxpayer" means
a taxpayer who, with the taxpayer with respect to whom a determina-
tion specified in subsection (b) (1), (2), (3) or (4 is made, stood,
in the taxable year with respect to which tie erroneous inclusion,
exclusion, omission, allowance, or disallowance therein referred to
was made, in one of the following relationships: (A) husband and
Ue; (B) grantor and fiduciary; (C) grantor and beneficiary; (D)
fiduciary and beneficiary, legatee, or heir; (E) decedent and de-
cedent's estate; or (F) partner.

(b) CIROUMSTANCES or ADU8TMENT.-When a determination under
he income tax laws-

(1) Requires the inclusion in gross income of an item which was
erroneously included in the ross income of the taxpayer for another
taxable year or in the gro8s income of a related taxpayer; or

(2) Allows a deduction or credit which was erroneously allowed
to the taxpayer for another taxable year or to a related taxpayer; or

(3) Requires the exclusion from gross income of an item unth
respect to which tax was paid and which was erroneously excluded
or omitted from the gro88 Income of the taxpayer for anotr taxable
Vear or from the gros income of a related taxpayer; or

(4) Allows or disallows any of the additional deductions allowable
in computing the net income of estates or trusts, or requires or
denies any of the inclueiom in the computation of net income of
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beneficiaries, heirs, or legatees, specified in section 162 (b) and (c) of
this Act, and corresponding sections of prior revenue Acts, and the
correlative incllusWon or - deduction, as the case mav be, has been
erroneously excluded, omitted, or included, or disallowed, omitted,
or allowed, as the case may be, in respect of the related taxpayer; or

(5) Determines the basis of property for depletion, exhaustion,
wear and tear, or obsolescence, or/or gain or 1088 on a sale or exchange,
and in respect of any transaction upon which such baski depends
there was an erroneous inclusion in or omission from the gross
income of, or an erroneous recognition or nonrecognition of gain or
1os8 to, the taxpayer or any person who acquired title to such property
in such transaction and from whom mediately or immediately the
taxpayer derived title subsequent to such transaction-

and, on the date the determination becomes final, correction of the effect
of the error is prevented by the operation (whether before, on, or after the
date of enactment of this Act) of any provision of the internal-revenue
laws other than this section and other than section 3229 of the Revised
Statutes, as amended (relati-ng to compromises), then the effect of the
error shall be corrected by an adjustment made under this section. Such
adjustment shall be made only if there is adopted in the determination a
position maintained by the Commissioner (in case the amount of the
adjustment would be refunded or credited in the same manner as an over-
payment under subsection (c)) or by the taxpayer with respect to whom the
determination is made (in case the amount of the adjustment would be
assessed and collected in the same manner as a deficiency under sub-
section (c)), which position is inconsistent with the erroneous inclusion,
exclusion, omission, allowance, disallowance, recognition, or nonrecogni-
tion, as the case may be. In case the amount of the adjustment would be
assessed and collected in the same manner as a deficiency,, the adjustment
shall not be made with respect to a related taxpayer unless he stands in
such relationship to the taxpayer at the time the latter first maintains the
inconsistent position in a return, claimfor refund, or petition (or amended
petition) to the Board of Tax Appeals for the taxable year with respect to
which the determination is made, or if such position is not so maintained,
then at the time of the determination.

(C) 1M1ETHOD oF Aw USTMENT.-The adjustment authorized in sub-
section (b) shall be made by assessing and collecting, or refunding or
crediting, the amount thereof, to be ascertained as provided in subsection
(d), in the same manner as if it were a deficiency determined by the
Commissioner with respect to the taxpayer as to whom the error uwas made
or an overpayment claimed by such taxpayer, as the case may be, for the
taxable year with respect to which the error was made, and as if on the
date of the determination specified in subsection (b) one year remained
before the expiration of the periods of limitation upon assessment or filing
claimfor refundfor such taxable year.

(d) AsCERTAINMENT OF AMOUNT OF ADJUSTMENT.-In computing
the amount of an adjustment under this section there shall first be ascer-
tained the tax preciously determined for the taxable year with respect to
which the error was made. The amount of the tax previously determined
shal be (1) the tax shown by the taxpayer, with respect to whom the error
vws made, upon his return or such taxable year, increased by the amounts
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previously a$sessed (or collected without assessment) as deficiencies, and
decreased by the amounts previously abated, credited, refunded, or other-
w'nse repaid in respect of such tat; or (2) if no amount was shown as the
tax by such taxpayer upon his return, or if no return was made by such
taxpayer, ti&en the amounts previously assessed (or collected without
assessment) as deficiencies, but such amounts previously assessed, or
collected without assessment, hall 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 the tax pre-
viously determined which results 'olely from the correct exclusion, inclu-
sion, allowance, disallowance, recognition, or nonrecognition, of the item,
inclusion, deduction, credit, gain, or loss, which was the subject of the
error. The amount so ascertained (together with any amounts wrong-
fully collected, ase additions to the tax or interest, as a result of such error)
shall be the amount of the adjustment under this section.

(e) ADJUSTMENT UNAFFECTED BY OTHER ITEms; Erc.-The amount
to be assessed and collected in the same manner as a deficiency, or to be
refunded or credited in the same manner as an overpayment, under this
section, shall not be diminished by any credit or set-off based upon any
item, inclusion, deduction, credit, exemption, gain, or loss other than the
one which was the subject of the error. Such amount, if paid, shall not be
recovered by a claim or suit for refund or suit for erroneous refund based
upon any ztem, inclusion, deduction, credit, exemption, gain, or loss other
than the one which was the subject of the error.

(f) No ADJUSTMENT FOR YEARS PRIOR TO 1932.-No adjustment
shal be made under this section in respect of any taxable year beginning
prior to January 1, 1932.
And the Senate agree to the same.
Amendment numbered 238:
That the House recede front its disagreement to the amendment

of the Senate numbered 238, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

SEC. 821. INTEREST ACCRUING AFTER OCTOBER 24, 1988,
AND BEFORE AUGUST 30, 1936, ON DELIN-
QUENT INCOME, ESTATE, AND GIFT TAXES.

Interest accruing after October 24, 1983, and prior to August 30,
1935, on delinquent income, estate, and gift taxes 8hal be computed at
the rate of 6 per centum per annum. Any such interest accruing during
such perod which has been collected prior to the date of the enactment of
this Act in excess of such rate s8all be credited or refunded to the tax-
payer, if claim therefor is filed within six months after the date of the
enactmni't of this Act. No interest shall be allowed or paid on any such
credit or refund.
And the Senate agree to the same.
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R. L. DOUGHTON,
THOs. H. CULLEN,
FRED M. VINSON,
JERE COOPER,

Managers on the part of the Howle;
PAT HARRISON,
WILLIAM H. KING,
WALTER F. GEORGE,
DAVID I. WALSH, -
ARTHUR CAPPER,
A. H. VANDENBERG,

Managers on the part of the Senate.
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STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE

The managers on the part of the House at the conference on the
disagreeing votes of the two Houses on the ameddments of the Senate
to the bill (H. R. 9682) to provide revenue, equalize taxa-ion, and for
other purposes, submit the following statement in explanation of the
effect of the action agreed upon by the conferees and recommended
in the accompanying conference report:
Amendment No. 1: This is a technical amendment made neces-

sary by amendment No. 150; and the Senate recedes.
Amendments Nos. 2, 3, and 4: These amendments make clerical

changes; and the House recedes.
Amendment No. 5: This amendment makes a clerical change;

and the Senate recedes.
Amendment No. 6: The House bill provided, in a general rule, for

a tax rate of 20 percent on the adjusted net income of corporations
having net incomes in excess of $25,000 with a reduction of 4 percent
with respect to the dividends paid credit and with a reduction of 16
percent with respect to the dividends received from other domestic
corporations. Thus a tax was provided which might vary from
20 to 16 percent, according to the amount of net income paid out in
dividends.

Corporations with net incomes of $25,000 or less were to be taxed
upon their "special class net incomes" (adjusted net income minus
dividends received credit) as follows:
Twelve and one-half percent of the first $5,000 of their special class

net incomes;
Fourteen percent of the next $15,000 of their special class net in-

comes; and
Sixteen percent on the balance of their special class net incomes in

excess of $20,000.
Corporations with net incomes somewhat in excess of $25,000 were

to be taxed under the general rule or under an alternative plan (if
it produced a lesser tax) whereby the corporation was taxable on the
first $25,000 of its net income as if such amount were its entire net
income, plus a tax of 12 percent of so much of the remainder of the
net income as consisted of dividends received from other corporations,
plus a tax of 32 percent of the balance. This alternative tax was
designed to provide for a proper transition between the tax on cor-
porations with net incomes of less than $25,000 and the tax on corpora-
tions coming under the general rule.
In the case of corporations coming under the general rule, the House

bill provided for several relief provisions with respect to the undis-
tributed profits tax. These provisions are (1) a 2-year dividend
carry-over, (2) a 1-year net operating loss carry-over, and (3) a
"consent dividends credit." This last credit is allowed to a corpora-
tion on account of the amounts included by its shareholders in their
incomes.
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Joint-stock land banks, rental housing corporations provided for in
the National Housing Act, and domestic corporations in bankruptcy
or insolvent and in receivership were relieved from the undistributed-
profits tax by means of a tax credit equal to 4 percent of their adjusted
net income when such corporations were subject to the general rule.

Banks, China Trade Act corporations, corporations deriving a large
part of their income from sources within possessions of the United
States, insurance companies, and mutual investment companies were
to be taxed at a flat rate of 16 percent in all cases under the House bill.
Resident foreign corporations were to be taxed at 20 Percent.
The Senate bill eliminated the undistributed-profts tax and pro-

vided for a tax at a uniform rate of 18 percent on the Lormal tax net
income of all corporations. Relief was given the smaller corporations
by a credit against net income of 10 percent of the amount by which
$25,000 exceeded the net income.
The bill as agreed to in conference follows the plan of the House

bill, retaining the principle of the undistributed-profits tax. The
principal features to be noted are as follows:

First. The rate of tax on corporations coming under the general
rule has been reduced from 20 to 19 percent. The tax computed at
this rate. is subject to reduction by 232 percent with respect to the
dividends-paid credit and by 16% percent with respect to dividends
received from other domestic corporations, instead of the percentages
used in the House bill of 4 and 16 percent, respectively. The result
of this plan is to bring about a maximum tax of 19 percent if no
dividends are distributed, and a minimum tax of 16Y2 percent if the
entire net income is distributed to the shareholders.

Second. Corporations with net incomes of less than $25,000 are
taxed in the same manner and at the same rates as in the House bill.

Third. The alternative tax provided for in the House bill in the
case of corporations with net incomes slightly in excess of $25,000
has not been changed in substance.

Fourth. In the case of corporations coming under the general rule,
the relief provisions provided for in the House bill are retained.
These provisions are a 2-year dividend carry-over, a 1-year net operat-
ing loss carry-over, and a "consent dividends credit." In addition,
relief provisions are provided for as described under amendment No.
22, which provide relief for corporations which are in debt or which
have a deficit in their accumulated earnings and profits.

Fifth. Joint-stock land banks, rental housing corporations provided
for in the National Housing Act, and domestic corporations in bank-
ruptcy, or insolvent and in receiverships, are taxable as under the
House bill except that the maximum effective rate of tax on such
corporations is 163/ percent instead of 16 percent.

Sixth. Banks, China Trade Act corporations corporations deriving
a large part of their income from sources witAin possessions of the
United States, insurance companies, and mutual investment companies
are taxable as under the House bill except that the rate of tax is 16,;
percent instead of 16 percent.

Seventh. Resident foreign corporations are taxed at the rate of 19
percent.

Eighth. The corporate tax system which has been described is
temporary in character and will not apply to any taxable year begin-
ning af per December 31, 1939.

H1. Repts., 75-3, vol. 2-77
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Amendment No. 7: This amendment makes a clerical change;
and the Senate recedes.
Amendment No. 8: This Senate amendment provides that if

obligations of the United States or its possessions or obligations of
an instrumentality of the United States, organized under act of
Congress, are deposited with a trustee, under a participation agree-
ment under which only such obligations may be deposited, the in-
terest thereon when distributed to the beneficiary shall be considered
as having been aid directly to such beneficiary. The Senate recedes.
Amendment No. 9: This amendment provides for the taxation of

future issues of obligations of the United States and Government
corporations. The Senate recedes.
Amendment No. 10: This amendment provides that the cost of

goods sold during any taxable year beginning after December 31,
1938, may be computed upon the last-in-first-out basis if such basis
conforms as nearly its may be to the best accounting practice in the
trade or business and is regularly employed in keeping the books or
records of the taxpayer; and the change to such basis shall be made
for any year in accordance with such regulations as the Commissioner,
with t e approval of the Secretary, may prescribe as necessary to pre-
vent the avoidance of tax. Any taxpayer, who, for any taxable year,
is permitted under the preceding sentence to change to such basis
shall be considered to have made an irrevocable election with respect
to such year and future taxable years and shall not be permitted to
change from such basis in any subsequent taxable year.
The House recedes with an amendment which substitutes for the

Senate provision a subsection providing as follows:
Certain taxpayers, with respect to certain raw materials, are entitled

to elect, in taking their inventory as of the close of any taxable year
beginning after December 31, 1938, to treat such raw materials re-
maining on hand as being, first, those included in the inventory as of
the beginning of the taxable year (in the order of acquisition) to the
extent thereof, and second, those acquired in the taxable year in the
order of acquisition.

Taxpayers to whom this privilege is given are taxpayers whose
principal business is-

(1) Smelting nonferrous ores or concentrates, or refining nonferrous
metals, or both; or

(2) Producing brass, copper products, or brass products, or any
one or more of them, not further advanced than rods, sheets, tubes,
bars, plates, or strips.
The raw materials to which such provisions apply are raw materials

which are (1) used in a business above described; and (2) not yet
included in goods in process or finished goods; and (3) so intermingled
that they cannot be identified with specific invoices.
A taxpayer whose principal business is tanning hides or skins, or

both, shall be entitled to elect the method provided above (with
respect to any taxable year beginning after December 31, 1938), as
to the raw materials (including those included in goods in process and
in finished goods) in the business of tanning hides, or skins, or both,
if so intermingled that they cannot be identified with specific invoices.
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In the case of the application of the above rules all inventories of
such materials shall be taken at cost, including the inventory as of
the close of the preceding taxable year.
The method above provided as to inventories of raw materials

shall not be applied unless the taxpayer, at or before the flying of his
return for the preceding taxable year, has filed with the Commissioner
his election to have it apply.
The change to such met od shall be made in accordance with such

regulations as the Commissioner, with the approval of the Secretary,
may prescribe as necessary to prevent the avoidance of tax.
An election made under this subsection shall be irrevocable and

the method so elected shall be applied in all subsequent taxable years
notwithstanding any change in the principal business of the taxpayer,
unless with the approval of the Commissioner change to a different
method is authorized, and then upon such terms and conditions and
in accordance with such regulations as the Commissioner, with the
approval of the Secretary, may prescribe.
Amendment No. 11: This amendment makes a clerical change;

and the Senate recedes.
Amendment No. 12: This amendment makes a clerical change;

and the House recedes.
Amendments Nos. 13 and 14: The House bill, provided that if any

securities (defined as shares of stock or stock rights) become worthless,
the resulting loss shall be considered as a loss from the sale or exchange,
on the first day of the taxable year, of capital assets. Senate amend-
ment No. 13 confines the operation of this rule to taxpayers other than
corporations; and the Senate recedes. Senate amendment No. 14
substitutes the last day of the taxable year for the first day of the
taxable year, as provided by the House bill; and the House recedes.
Amendment No. 15: The House bill provided that Jf any securities

(defined as bonds and other evidences of indebtedness of corporations,
with interest coupons or in registered form) become totally worthless,
the resulting loss shall be considered as a loss from the sale or exchange,
on the first day of the taxable year, of capital assets. The House bill
further provided that if any such securities become partially worthless
no deduction might be taken. The Senate amendment confines the
operation of these rules to taxpayers other than corporations, and
substitutes the last day of the taxable year for the first day of the
taxable year, as provided by the House bill. The House recedes with
an amendment confining the operation of the rule of the House bill to
taxpayers other than banks as defined in section 104 of the House bill.
Under the conference agreement, if such securities owned by banks,
as so defined, become either totally or partially worthless, the los
,will be treated in the same manner as other bad debts.
Amendments Nos. 16, 17, 32, 147, and 160:, The House bill provided,

in the case of the so-called "charitable contribution" deduction, that
if gifts are made in property other than money the deduction shall
be limited to the adjusted basis of the property in the hands of the
donor or the fair market value of the property at the time of the gift,
whichever is the lower. The Senate amendments strike out these
provisions; and the House recedes.
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Amendment No. 17: See amendment No. 16. The House recedes.
Amendments Nos. 18 and 19: These are technical amendments

made necessary by amendment No. 9; and the Senate recedes.
Amendments Nos. 20, 22, and 151: Senate amendments Nos. 20

and 22 strike out certain parts of the House bill relating to the divi-
dends paid credit provided with respect to the 20-16 tax of the House
bill (which was eliminated by Senate amendment No. 6), and Senate
amendment No. 151 reinserts these provisions as supplement Q (as
they remained applicable for the purposes of title IA and section 102)
with certain technical amendments. The Senate recedes on amend-
ment No. 151. The House recedes on amendments Nos. 20 and 22,
with amendments incorporating, with changes, the technical amend-
ments made by the Senate, and making further amendments made
necessary by the conference agreement on amendment No. 6 (cor-
poration tax).
The changes made under the conference agreement in the dividends

paid credit, as a part of the conference agreement on the corporation
tax, are as follows:

(1) Deficit credit.--There is included in the dividends paid credit
an amount equal to the excess of any deficit in accumulated earnings
and profits as of the close of the preceding taxable year (whether
beginning on, before, or after January 1, 1938) over the amount of
the net operating loss credit allowed by section 26 (c) for such pre-
ceding taxable year (if beginning after December 31, 1937). Such
a deficit can be created only by the operation of the business at a loss.
A distribution to shareholders, regardless of its source, cannot create
a deficit in accumulated earnings or profits. Even though a distri-
bution out of accumulated earnings or profits so exhausts the earnings
and profits account as to leave it incapable of absorbing a loss there-
after resulting from the business, the loss, and not the distribution,
creates the deficit. The credit is limited to the excess of such deficit
over the net. operating loss credit in order to prevent a double deduc-
tion, since the net operating loss credit already forms a part of the
dividends paid credit. The amount permitted to be included for
the first taxable year beginning after December 31, 1937, however,
will be the full amount of such deficit, since net operating losses for
years beginning prior to January 1, 1938, are not allowed as a credit
in the subsequent year.

(2) Debt credit.-There is included in the dividends paid credit
amounts used or irrevocably set aside to pay or to retire indebtedness
of any kind, if such amounts are reasonable with respect to the size and
terms of such indebtedness. The term "indebtedness" means only
an indebtedness of the corporation existing at the close of business on
December 31, 1937, and evidenced by a bond, note, debenture, certifi-
cate of indebtedness, mortgage, or deed of trust, issued by the corpora-
tion -and in existence at the close of business on December 31, 1937, or
by a bill of exchange accepted by the corporation prior to, and in exist-
ence at, the close of business on such date. Where the indebtedness is
for a principal sum, with interest, no credit is to be allowed for amounts
used or set aside to pay such interest. Indebtedness incurred through
the assumption of the liabilities of another cannot be considered in-
debtedness within the meaning of the provision, even though such as-
sumption took place prior to January 1, 1938, unless evidenced by one
of the instruments required by the provision, issued by the taxpayer
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prior to, and in existence at, the close of business on December 31'
1937. Similarly, indebtedness represented by a renewal obligation
issued after December 31, 1937, will not be classed as indebtedness.
Nor will the issuance of a renewal obligation subsequent to De-
cember 31, 1937, be considered payment of an indebtedness.
Amendment No. 21: This amendment makes a clerical change*

and the House recedes with an amendment making a further clerical
change.
Amendment No. 22: See amendment No. 20.
Amendment No. 23: This amendment makes a clerical change; and

the Senate recedes.
Amendment No. 24: This amendment dispenses with the require-

ment of an oath with respect to individual income-tax returns, and
provides that the return shall contain or be verified by a written
declaration that such return is made under the penalties of perjury.
The Senate recedes.
Amendment No. 25: This amendment provides that the fact that

an individual's name is signed to a filed income-tax return shall be
prima facie evidence for all purposes that the return was actually
signed by him. The House recedes.
Amendment No. 26: This amendment makes a clerical change; and

the Senate recedes.
Amendment No. 27: This amendment makes a clerical change'

and the House recedes with an amendment making a further clerical
change.
Amendment No. 28: The House bill created a new subsection (c)

(2) providing for an extension of time not to exceed 5 years for the
payment of tax attributable to short-term or long-term capital gain
derived upon complete liquidation of personal holding companies or
foreign personal holding companies if request therefor was made by
the taxpayer.
The Senate amendment retains this provision but eliminates the

requirements for the approval of the Secretary of the Treasury to
every such request. The House recedes.
Amendment No. 29: This is a technical amendment; and the House

recedes.
Amendment No. 30: This amendment provides with respect to sec-

tion 102 that the fact that the earnings or profits of a corporation are
permitted to accumulate beyond the reasonable needs of the business
shall be determinative of the Durpose to avoid surtax upon share-
holders unless the corporation by the clear preponderance of the
evidence proves to the contrary. The House recedes.
Amendment No. 31: This amendment makes a clerical change;

and the House recedes.
Amendment No. 32: See amendment No. 16. The House recedes.
Amendments Nos. 33 and 34: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 35: This amendment makes a clerical change; and

the House recedes.
Amendments Nos. 36, 37, 38, and 39: These amendments make

clerical changes; and the Senate recedes.
Amendment No. 40: This is a clerical amendment inade necessary

by amendment No. 6; and the Senate recedes.
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Amendment No. 41: This amendment makes a clerical change; and

the Senate recedes.
Amendment No. 42: This amendment provides for the nonrecogni-

tion of gain or loss in certain cases where exchanges or distributions
are made in obedience to orders of the Securities and Exchange Com-
mission. The kind of canes covered and the extent to which there will
be no recognition of gain or loss are described in detail in supplement
R, added by amendment No. 152.
The House recedes with a clerical amendment.
Amendment No. 43: This is a technical amendmen+; and the House

recedes.
Amendment No. 44: This is a technical amendment; and the House

recedes with an amendment making a further technical change.
Amendments Nos. 45 and 223: Amendment No. 45 adds a new pro-

vision to the House bill and is required in connection with amendment
No. 223. Section 110 of the Revenue Act of 1935 amended the Reve-
nue Act of 1934 so as to provide that on certain complete liquidations
of a subsidiary by a parent corporation no gain or loss was to be
recognized to the parent. In such cases the basis of the property
transferred to the parent was, in its hands, the basis of the stock which
the parent gave up for the property. The 1936 act superseded the
1935 act amendment as to distributions in taxable years beginning
after December 31, 1935, and provided that the basis, in the hands of
the parent, of the property transferred should be the basis, in the
hands of the liquidating corporation, of the property transferred.
The effect of amendment No. 223 is to permit such a parent cor-

poration to elect to have the basis provisions of the 1934 act (those
which would have governed had the 1935 amendment not been super-
seded) apply to property received. The election may be made only
with respect to property received before June 23, 1936 (the day follow-
ing the enactment of the 1936 act) in a taxable year of the parent
beginning after December 31, 1935. The election applies only if the
liquidation was completed before June 23, 1936. The election applies
tall the property received in such period and may not be made with
respect to particular pieces or to pa ticular distributions. Distribu-
tions made after the date of the enactment of the 1935 act (August 30,
1935) and prior to a taxable year of the parent beginning after Decem-
ber 31, 1935, were not, under the 1935 amendment or the 1936 act,
tax free. Amendment No. 223 does not affect these distributions
or the basis of property so received, but the fact that there were
distributions during that period does not affect the recognition of
gain or loss on the transfer of property or the basis thereof if received
by the parent after that time in a liquidation completed prior to
June 23, 1936. The parent corporation, in order to have the 1934
act basis, must affirmatively elect to have such basis apply to the
property. This must be done within 180 days after the date of the
enactment of the bill. Failure to elect is not an election and an
election once made is irrevocable.
Amendment No. 45 preserves the applicability of the 1934 act

basis provisions elected by the parent for years to which the new bill
applies. The provision gives no new election for taxable years 1938
and following.- Once having elected under the amendment No 223
the election stands not only for 1936 and 1937 but also for 1938 and
subsequent years. The House recedes.
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Amendment No. 46: This amendment provides the basis for
determining gain or loss in the case- of property where exchanges or
distributions are made in obedience to orders of the Securities and
Exchange Commission. The kind of cases covered and the rules
with respect to determination of the basis are described in detail in
supplement R, added by amendment No. 152. The House recedes.
Amendment No. 47: See amendment No. 52. The House recedes

with an amendment.
Amendments Nos. 48 and 49: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 50: Under the House bill, in the case of distribu-

tions in liquidation of a corporation, 100 percent of the gain recog-
nized was to be taken into account in computing net income, except in
the case of amounts distributed in complete liquidation as defined in
section 115 (c). Under the Senate amendment, the gain recognized
on a distribution in liquidation (except in complete liquidation as so
defined) is to be considered as a short-term capital gain. The House
recedes.
Amendment No. 51: In the case of corporations, other than foreign

personal holding companies, this amendment extends the time within
which complete liquidation must occur, so as to come within section
115 (c), s0 that in the case of liquidations begun in a taxable year
beginning after December 31, 1937, such time will be 3 years in lieu
of 2 years. In the case of liquidations begun in a taxable year be-
ginning before January 1, 1938, the time is not extended and continues
to be 2 years as under the 1936 act. The House recedes.
Amendments Nos. 52 and 47: Amendment No. 52 provides that

in the case of the complete liquidation of a corporation begun and
completed within the first taxable year of the corporation beginning
after December 31, 1937, each shareholder may elect to have his gain
recognized only to the extent of the amount of his ratable share of
earnings and profits accumulated since February 28, 1913, or the
amount of money received by him, whichever is greater. Such gain to
the extent of such earnings or profits is to be taxed as a dividend,
and the remainder of the recognized gain is to be taxed as a capital gain.
The House recedes with an amendment providing that the liquida-

tion must be in pursuance of a plan of liquidation adopted after the
date of the enactment of this act, regardless of whether the date of
such adoption occurs within the taxable year of the corporation
beginning on, before, or after January 1, 1938. The distribution
must be in complete cancelation or redemption of all the stock.
Under the conference agreement the transfer of all the property

under the liquidation must occur within the month of December 1938.
If proper arrangements are made in good faith for the payment, after
December 31, of unascertained or contingent liabilities and expenses,
the requirement will be complied with.
Under the conference agreement, shareholders who may avail them-

selves of the benefits of the provision are divided into two groups-(1)
shareholders other than corporations and (2) corporate shareholders.
From the group of corporate shareholders is excluded a corporation
which, at any tune between April 9, 1938, and the date of the adoption
of the plan of liquidation, both dates inclusive, is the owner of stock
possessing 50 percent or more of the total combined voting power of all
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classes of stock entitled to vote upon the adoption of such plan of
liquidation.
Under the conference agreement, any shareholder in either group

(whether or not entitled to vote on the adoption of the plan of liqui-
dation) may entitle himself to the benefits of the provisions as to recog-
nition of gain, in respect of shares owned by him at the time of the
adoption of the plan of liquidation, if the following conditions are
complied with:

(1) The shareholder must have made and filed a written election
(which cannot be withdrawn or revoked) to have the benefits of the
nonrecognition of gain provided for;

(2) Such written election must be filed by him or by the liquidating
corporation with the Commissioner within 30 days after the adoption
of the plan of liquidation;

(3) Such making and filing must be in a manner not in contravention
of regulations prescribed by the Commissioner with the approval of
the Secretary; and

(4) Such elections must have been so filed by shareholders of the
same group who are owners of stock possessing at least 80 percent of
the combined voting power of all classes of stock owned by share-
holders of the same group on the date of, and entitled to vote upon, the
adoption of the plan of liquidation.

Gain, in the case of a shareholder entitled to the benefits of the
provision, will be recognized only to the extent of the greater of the
following: (1) The shareholder's ratable share of the earnings and
profits accumulated since February 28, 1913, or (2) the sum of the
money received by him and the fair market value of any stock or
securities received which were acquired by the corporation after
April 9, 1938. In the case of a corporate shareholder such recognized
gain is treated as capital gain. In the case of a shareholder other than
a corporation, however, that portion of the recognized gain which is
not in excess of his ratable share of the earnings and profits is treated
and taxed to him as a, dividend and the remainder as a short-term or
long-term capital gain, as the case may be.
The amount taxed to the shareholder as -a dividend is to be treated

as a dividend for all tax purposes. Therefore, in the case of a share-
holder which is a partnership or a trust, for example, the tax con-
sequences will be the same as though a dividend had actually been
received in ordinary course.
Amendment No. 47 provides for the basis in the case of property

received in a liquidation described ill connection with amendment
No. 52. In such case the basis of property thus received by an
electing shareholder is the basis of his stock canceled or redeemed,
increased in the amount of gain recognized to the shareholder. The
House recedes with an amendment, eliminating unnecessary language
and providing that the basis of property received in cancellation or
redemption of stock with respect to which gain was realized but with
respect to which the extent of the recognition of such gain was deter-
mined in accordance with the conference agreement on amendment
No. 52, shall be the same as the basis of the stock canceled or redeemed
in the liquidation, increased in the amount of gain recognized to the
shareholder, and decreased in the amount of any money received
by him.
Amendments Nos. 53 and 55: These are technical amendments;

and the House recedes.
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Amendment No. 54: This amendment extends to July 1, 1939, the
time within which liquidation of a foreign personal holding company
must be completed in order for the shareholders to receive the benefits
of the capital gains provisions.
The House recedes with an amendment providing that the gain

resulting from a distribution in complete liquidation shall be considered
a short-term capital gain, unless the liquidation was completed before
July 1, 1938, or (if it is established to the satisfaction of the Comnis-
sioner by evidence submitted prior to July 1, 1938, that it is or will be
impossible to complete the liquidation on or before such date) the
liqui(lation is completed on or before such date as the Commissioner
may find reasonable, but not later than December 31, 1938.
Amendment No. 55: See amendment No. 53. The House recedes.
Amendment No. 56: This amendment makes a clerical change; and

the Senate recedes.
Amendments Nos. 57, 58, 59, 60, 61, 62, 63, 64, 65, 66, 67, 68, 69,

70, 71, 72,-73, 74, 75, 76, and 77: These amendments deal with the
subject of capital gains and losses in the case of taxpayers other than
corporations.

HOUSE BILL

Under the House bill, capital gains and losses were divided into
two groups called short-term capital gains and losses and long-term
capital gains and losses. Short-term capital gains and losses were
defined as those realized upon the sale or exchange of capital assets
held for 1 year or less, if and to the extent such gains and losses
were to be taken into account in computing net income. Long-term
capital gains and losses were defined as those realized upon the sale
or exchange of capital assets held for more than 1 year, if and to the
extent such gains and losses were to be taken into account in computing
net income. It was provided that short-term capital losses could only
be offset against short-term capital gains and not against ordinary
income or against long-term capital gains. However, any excess of
short-term capital losses over short-term capital gains were permitted
to be carried forward into the subsequent year to be applied against
the short-term capital gains of that year. Where thle short-term
capital gains exceeded short-term capital losses, the excess was to be
added to the ordinary income of the taxpayer and taxed at the full
normal and surtax rates applicable.

In the case of long-term capital losses, such losses could only be
offset against long-term capital gains, except that where such losses
exceeded the gains, $2,000 of such excess could be charged against
ordinary income and the balance carried over to the subsequent year
and charged against the long-term capital gains of such year. The
capital gains and losses taken into account in computing net income,
in the case of long-term capital gains and losses, were reduced to per-
centages thereof which became less monthly as the period for which
the assets were held became longer, except that in the case of assets
held over 5 years a minimum of 40 percent was provided. Where the
long-term capital gains (as reduced to the appropriate percentages
thereof) exceeded the long-term capital losses (as reduced to the appro-
priate percentages thereof), the excess was to be included in net in-
come and taxed at the regular rates. However, an alternative tax
was provided with respect to a net long-term capital gain. This pro-
vision gave the taxpayer the iight (if it would produce a lesser tax)
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to have a partial tax computed on his net income, with the net long-
term capital gain excluded, at the regular normal and surtax rates and
to compute the final tax by adding to such partial tax 40 percent of
the net long-term capital gain. Thus, with respect to a gain recog-
nized on the sale of an asset held over 5 years, only 40 percent of such
gain would be taken into account in computing net income, and the
tax on this amount at 40 percent would result in a maximum tax of
16 percent on the actual gain.

SENATE AMENDMENTS

The Senate amendments retain the plan in the House bill of dividing
capital gains and losses into two groups, namely, short-term capital
gains and losses and long-term capital gains and losses. The treat-
ment of short-term gains and losses is identical with the House bill,
but short-term gains or losses are defined as gains or losses recognized
on the sale or exchange of assets held for 18 months or less, instead
of 1 year or less. The treatment of long-term gains and losses was
different from the House bill. The percentage brackets based on the
length of the holding period were eliminated and the general rule laid
down that in the case of capital assets held for over 18 months only
50 percent of such gains or losses as were recognized on sales or ex-
changes should be taken into account in computing net income. The
Senate amendments further provide for an alternative tax in case
such a method would produce a lesser tax. This provision entitled
the taxpayer to compute a partial tax on his net income, exclusive
of net long-term capital gains, and to arrive at his final tax by adding
to such partial tax 15 percent of his net long-term capital gains.
Thus a maximum tax rate of 15 percent was provided for with respect
to gains on the sale or exchange of assets held for more than 18 months.
A consistent treatment was provided for in the case of a net long-term
capital loss. In this case two computations were also provided. A
tax at the regular rates was first computed after taking into account
in computing net income 50 percent of the net long-term loss. A
second tax was then to be computed on the net income of the taxpayer
(before reducing such net income on account of the net long-term
capital loss) at the regular rates and then reducing the result by a tax
credit of 15 percent of the net long-term capital loss. In the case of
net long-term capital losses, the Government was entitled to receive
whichever tax was the greater.
The Senate amendments allow no carry-over of long-term losses

for they are allowed against ordinary income.
CONFERENCE AGREEMENT

The bill as agreed to in conference provides for the following system
with respect to capital gains and losses:

First. The treatment of short-term capital gains and losses is the
same as provided for in the Senate amendments. The holding
period is fixed at 18 months. It has already been pointed out that
the treatment in the Senate amendments is the same as in the House
bill except that in the latter bill the holding period was 1 year or less,
whereas in the Senate amendments the holding period is 18 months
or less.

Second. Long-term capital gains and losses are defined as those
realized on the sale or exchange of capital assets held for more than
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18 months, if and to the extent such gain or loss is taken into account
in computing net income. The rule provided with respect to the
percentage of long-term gain or loss to be taken into account is as
follows:

Sixty-six and two-thirds percent if the capital asset has been held
for more than 18 months but not for more than 24 months; and

Fifty percent if the capital asset has been held for more than 24
months.

Third. In the case of a net long-term capital gain, the tax is com-
puted at the regular normal and surtax rates upon the net income
which has been determined by including therein only the appropriate
percentages of the gains or losses realized on the sale or exchange of
capital assets held for more than 18 months or more than 24 months
as the case may be.

Fourth. Also in the case of a net long-term capital gain, an alter-
native tax is provided for, computed on the net income of the tax-
payer, exclusive of such net long-term capital gain, at the regular
rates, plus 30 percent of the net long-term capital gain. The tax-
payer is entitled to whichever tax is the lesser, whether computed
under this rule or the preceding rule.

Fifth. In the case of a net long-term capital loss, the tax is com-
puted at the regular normal and surtax rates upon the net income
which has been determined by including therein only the appropriate
percentages of losses or gains realized on the sale or exc an e of
assets held for more than 18 months or more than 24 months, as the
case may be.

Sixth. Also in the case of a net lon-term capital loss, an alterna-
tive tax is provided for, computed on the net income of the taxpayer,
exclusive of such net long-term capital loss, at the regular rates,
minus 30 percent of the net long-term capital loss. The Govern-
ment is entitled in such a case to whichever tax is the greater, whether
computed under this rule, or the preceding rule.
With respect to the treatment of capital gains and losses realized

by corporations the House bill and the Senate amendments are identi-
cal.

In general, the conference agreement provides for a maximum tax
on taxpayers other than corporations of 20 percent with respect to
capital gains realized on the sale of capital assets held over 18 months
and not over 24 months and of 15 percent with respect to capital gains
realized on the sale of capital assets held over 24 months. The tax-
payer with a small net income is given relief because on such long-
term capital gains he is only compelled to include in his taxable net
income 66% percent of his capital gain on assets held over 18 months
and not over 24 months, and 50 percent of his capital gain on capital
assets held over 24 months.
The House recedes on amendments Nos. 65, 66, 70, 74, 75, 76, and

77. The Senate recedes on amendments Nos. 57, 59, 61, 63, 67, 68,
and 71. The House recedes with an amendment on amendments
Nos. 58, 60, 62, 64, 69, 72 and 73.
Amendment No. 78: This is a technical amendment; and the

House recedes.
Amendment No. 79: This amendment provides that any amount

received by a taxpayer from the United States, in a taxable year
subject to the provisions of the bill, arising out of a claim against the
United States from the acquisition by the Iatter of property belonging
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to the taxpayer and which claim has remained unpaid for more than
,15 years is to be treated as having been received upon the sale of a
capital asset made and completed on the date of such receipt.The House recedes with an amendment transferring this provision
from section 117 to a new section 106, and provides that in the case of
amounts received by a taxpayer from the United States with respect
to a claim against the United States involving the acquisition of
property and remaining unpaid for more than 15 years, the surtax
attributable to such receipt shall not exceed 30 percent of the amount
so received. In the computation of the amounts given this treatment
there is excluded all interest whether included in the judgment or
accruing on the judgment.
Amendments Nos. 80 and 81: These are technical amendments

made necessary by reason of the changes in the House bill and the
Senate amendment relating to the deduction for charitable contribu-
tions. The House recedes.
Amendment No. 82: This amendment makes a clerical change; and

the House recedes.
Amendment No. 83: This amendment makes a clerical change; and

the Senate recedes.
Amendment No. 84: This amendment adds a new section which

provides that for the purpose of computing net income of a, corpora-
tion no gain or loss is to be recognized from the purchase and retire-
ment completed Turing the years 1938 and 1939 by such corporation
of its own obligations of whatever character at less or more than the
par or face value of such obligations. The Senate recedes.
Amendments Nos. 85 and 86: Under the House bill the credit for

foreign taxes is subject to the limitation that it shall not exceed the
same proportion of the United States tax which the taxpayers' net
income from sources within the foreign country bears to his entire net
income. The Senate amendments have the effect of increasing the
foreign tax credit in the case of corporations by reducing the denomi-
nator of the fraction used in the computation by the amount of the
credit for intercorporate dividends. The Senate recedes.
Amendment No. 87: This amendment makes a clerical change; and

the Senate recedes.
Amendment No. 88: This Senate amendment extends the definition

of a railroad in the section relating to the filing of consolidated returns
so as to include (1) a street or suburban trackless trolley system and
(2) a street or suburban bus system. The conference agreement ac-
cepts the Senate amendment with respect to trackless trolley systems
but restricts the definition in the case of bus systems to those operated
as a part of a street or suburban electric railway system or trackless
trolley system.
Amendment No. 89: This amendment strikes out the provision of

the House bill relating to cases of bankruptcy or receivership of one or
more corporations in an affiliated group making a consolidated return.
The Senate recedes.
Amendment No. 90: This amendment makes a clerical change; an(l

the Senate recedes.
Amendment No. 91: Under the House bill, a return was required to

be filed for a trust having a net income of $50 or more. The Senate
amendment requires a return only if the net income of the trust is
$100 or more. The House recedes.
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Amendment No. 92: Amendment No. 24 (on which the Senate
recedes) removes the requirement that the return of an individual be
made under oath. This amendment provides penalties in the case of
an individual who willfully makes and subscribes a return which he
does not believe to be true and correct. The Senate recedes.
Amendments Nos. 93 and 94: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 95: In section 148 (f) the House bill retained the

requirement contained in the existing law that an annual report be
made to Congress by the Secretary of the Treasury showing the names
and salaries of officers and employees of corporations whose compensa-
tion exceeds a certain amount, but increased the amount from
$15,000 to $75,000. There was also added a requirement that this
report be made available to the public through the Department of
the Treasury. The Senate amendment dispenses with the require-
ment that an annual report be made to Congress and provides that
the Secretary shall compile from the returns made a list containing
the names of and the amounts paid to each such officer and employee
and the names of the paying corporations and'shall make such list
available to the public. The House recedes.
Amendment No. 96: Under the House bill, a trust was allowed,

for the purpose of the normal tax and the surtax, in lieu of the per-
sonal exemption allowable under section 25 (b) (1), a credit of $50
against net income. The Senate amendment increases the amount
of such credit from $50 to $100. The House recedes.
Amendment No. 97. The House bill provided that for taxable years

beginning after December 31 1938, an employees' trust is subject to
tax under section 161 unless it is impossible at any time for any part
of the trust principal or income to be used for, or diverted to, pur-
poses other than the exclusive benefit of employees. The Senate
amendment provides that an employees' trust shall be exempt from
tax if at any time prior to the complete satisfaction of the pension
liabilities with respect to employees under the trust it is impossible
for any part of the trust fund, including principal and income, to be
used for, or diverted to, any purposes other than the exclusive benefit
of employees. The House recedes.
Amendments Nos. 98, 99, 100, 101, and 102: These are clerical

amendments made necessary by amendment No. 40; and the Senate
recedes.
Amendments Nos. 103 and 104: These are technical amendments

made necessary by amendment No. 6; and the Senate recedes.
Amendment No. 105: Under the House bill the rate of tax on life-

insurance companies is 16 percent. The Senate amendment makes the
rate 18 percent. The House recedes with an amendment making the
rate 163 percent.
Amendments Nos. 106, 107, and 108: These are technical amend-

ments made necessary by amendment No. 6; and the Senate recedes.
Amendment No. 109: This amendment makes a clerical change;

and the Senate recedes.
Amendments Nos. 110 and 111: These are technical amendments

made necessary by amendment No. 6; and the Senate recedes.
Amnendment No. 112: Under the House bill the rate of tax on

insurance companies other than life or mutual is 16 percent. The
Senate amendment makes the rate 18 percent. The House recedes
with an amendment making the rate 16% percent.
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Amendments Nos. 113 and 114: These are technical amendments
made necessary by amendment No 6' and the Senate recedes.
Amendment No. 115: Under the house bill the rate of tax on

mutual insurance companies other than life is 16 percent. The
Senate amendment makes the rate 18 percent. The House recedes
with an amendment making the rate 163 percent.
Amendment No. 116: This amendment makes a clerical change;

and the Senate recedes.
Amendment No. 117: This is a technical amendment made neces-

sary by amendment No. 6; and the Senate recedes.
Amendments Nos. 118 and 119: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 120: This is a technical amendment made neces-

sary by amendment No. 6; and the Senate recedes.
Amendments Nos. 121, 122, 123, 124, 125, and 126: These amend-

ments make clerical changes; and the Senate recedes.
Amendment No. 127: This is a technical amendment made neces-

sary by amendment No. 6; and the Senate recedes.
Amendments Nos. 128, 129, 130, 131, 13?, 133, and 134: These

amendments make clerical changes; and the Senate recedes.
Amendments Nos. 135 and 136: Under the House bill extensions

of time for payment of deficiencies were to be granted by the Commis-
sioner with the approval of the Secretary. Under these Senate
amendments the extension is to be granted by the Commissioner
under regulations prescribed by him with the approval of the Secretary.
The House recedes.
Amendments Nos. 137, 138, and 139: These Senate amendments

provide that a jeopardy assessment, or any unpaid portion thereof,
may be abated by the Commissioner to the extent that he believes
the assessment to be excessive in amount, at any time before a deci-
sion is rendered by the Board of Tax Appeals. It is also provided
that the Commissioner shall notify the Board of any such abate-
ment, and if a jeopardy assessment is abated in whole or in part the
amount of the bond given to the collector shall be proportionately
reduced at the request of the taxpayer. The House recedes.
Amendment No. 140: The Senate amendment increases from 3

years to 4 years the statute of lhnitations for the assessment of tax
on the shareholder of a corporation with respect to amounts distrib-
uted in liquidation of corporations (other than foreign personal
holding companies) on account of items omitted from gross income
which should have been included under section 115 (c). The House
recedes.
Amendments Nos. 141, 142, and 143: These amendments make

clerical changes; and the House recedes.
Amendment No. 144: This is a technical amendment; and the

House recedes.
Amendments Nos. 145 and 146: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 147: See amendment No. 16. The House

recedes.
Amendments Nos. 148 and 149: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 150: The House bill imposed upon domestic

miitual-investment companies a tax of 16 percent upon their adjusted
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net income reduced by the basic-surtax credit computed without the
net operating-loss credit and the bank-affiliate credit. The Senate
amendment strikes out this provision and in amendment No. 6 treats
these corporations like any other corporation and applies a tax of
18 percent of the normal-tax net income. The House recedes with
an amendment restoring the provisions of the House bill but changing
the rate from 16 to 1634 percent.
Amendment No. 151: See amendment No. 20. The Senate

recedes.
Amendment No. 152: This amendment provides special tax treat-

ment for gain or loss arising out of certain transfers of property made in
obedience to orders of the Securities and Exchange Commission issued
to effectuate the provisions of section 11 (b) of the Public Utility
Holding Company Act of 1935-i. e., orders directed to the simplifica-
tion and geographical integration of public utility company systems.
The amendment consists of three sections. Section 371, relating to

nonrecognition of gain or loss, is an exception to the rule prescribed in
section 112 (a) that the entire amount of the gain or loss upon the sale
or exchange of property shall be recognized. The type of gain or loss
covered by this exception is that arising from a disposition of assets
which have appreciated or declined in value, or from the receipt of
assets by shareholders upon a distribution. The section places these
transactions in two categories, depending upon the parties involved.
The first category consists of (1) security transactions between cor-
porations which are members of a public utility holding company
system and the holders of their stock or securities or the stock or
securities of associate companies of a certain standing, and (2) trans-
fers of property of system companies in exchange for other property
other than certain kinds of property defined as "nonexempt." If
any such nonexempt property is received in either a security trans-
action or a property-for-property exchange, gain is always recognized
to the extent of the fair market value of such nonexempt property.
The second category consists of exchanges or distributions where
both parties are corporations which are members of a "system group"-
i. e., an affiliated group among all the members of which a 90 percent
common ownership of equity stock prevails. In this type of trans-
action no limitation is put upon the extent of nonrecognition by virtue
of the kind of property involved. The type of gain or loss to which
nonrecognition is extended by this section does not include the type of
gain or loss involved in the extinguishment or removal of the burden
of an indebtedness either through cancelation or assumption of liabil-
ities. Regardless of the kind of transaction out of which a cancela-
tion or assumption of liabilities arises, gain or loss will be recognized
to the extent of the difference between the amount of the liability
canceled or assumed (with proper adjustments for premiums or
discounts) and the "cost" to the taxpayer incurred in the extinguish-
ment of his liabilities.

Section 372 prescribes the basis of property received in these
exchanges and distributions to the end that the gain or loss will be
brought into account on a later transaction with respect to the
property. In the case of the exchanges described in section 371 (a)
and (b) the basis is determined by reference to the property disposed
of. In the case of exchanges described in section 371 -(d) the basis
is determined by reference to the basis in the hands of the transferor.
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In the case of distributions under section 371 (c) the basis of the
stock upon which the distribution is made is allocated between such
stock and the property distributed. In the case of distributions
under section 371 (d) the basis of the property distributed is deter-
mined by reference to its basis in the hands of the transferor and the
basis of the stock upon which the distribution is made is decreased
under section 113 (b) (1) (D) by the amount of the property dis-
tributed.

Section 373 defines the terms which are peculiar to the substantive
provisions of this amendment.

It is provided that any transaction which falls within the terms
of this amendment and also within any of the provisions of section
112 (other than subset. (b) (8)) is to be governed only by the
terms of this amendment.
The House recedes with a clerical amendment.
Amendments Nos. 153 and 154: These amendments make clerical

changes; and the Senate recedes.
Amendment No. 155: The Senate amendment provides that the

term "personal holding company" does not include a corporation
which establishes to the satisfaction of the Commissioner that it is
actively and principally engaged in creating, developing, and com-
mercializing inventions, processes, or patents, or licenses relating
thereto.
The Senate recedes.
Amendment No. 156: This amendment provides that if a common

parent railroad corporation of an affiliated group, making a consoli-
dated return under section 141, satisfies the stock ownership require-
ment of a personal holding company and the income of such affiliated
group, determined as provided in section 141, satisfies the gross income
requirement of a personal holding company, then the affiliated group
is taxable as a personal holding company.
The House recedes.
Amendment No. 157: This is one of the Senate amendments made

necessary by reason of the transfer of the corporation dividends paid
credit, by the Senate amendments, from section 27 to section 361. As
a part of the conference agreement with resliect to the corporation
tax the House recedes with an amendment on this amendment the
effect of which is to deny to personal holding companies the debt
credit and the deficit credit granted in the case of corporations in
general.
Amendment No. 158: This amendment makes a clerical change;

and the Senate recedes.
Amendlmnent No. 159: The Senate amen(Iment permits a personal

holding Company in (letermining its "undistrib)ute(l title IA net
income" to (le(duct amounts used or irrevocably set aside to pay or
retire preferred stock issue(I prior to January 1, 1934, and containing
contractual obligations enforceable by thel hollers of such stock for
the retirement of the same on a fixed (late.
The Senate recedes.
Amendment No. 160: See amendment No. 16. The House recedes.
Amendments Nos. 161, 162, 163, 164, 165, and 166: These. amiend-

ments make clerical changes; and the house rece(Ies.
Amen(dmelnt No. 167: The House bill (sees. 501 and 502) combined

the estate-tax schedule of the 1926 act anIed the estate-tax schedule

REVENUE BrLL 019' 193848



REVENUE BILL OF 198

of the 1932 act, and provided, in lieu of an 80-percent credit on
account of State death taxes to be taken against the 1926 estate taxes,
a credit of 16M percent to be taken against the combined taxes. Both
provisions were effective with respect to estates of decedents dying
after December 31, 1939. The Senate amendment struck out these
provisions. The conference agreement adopts the Senate provisions.

(Section 501, Senate amendment:) This provision extends the period
for which the Commissioner may extend the time for the payment of
estate taxes in cases of undue hardship from 8 years to 12 years. The
conference agreement fixes the period at 10 years. The Senate
amendment also permits the Commissioner to require, as a condition of
the extension, the executor to furnish security for the payment of the
part extended. The present law provides for security in the form of a
bond, not exceeding double the amount of the part of the tax exten-
sion of payment of which granted. The amendment permits security
other than a bond to be furnished and leaves the amount of security to
be determined by the Commissioner. The conference agreement
adopts this provision.

(Section 502, Senate (Amendment:) This provision reduces from
6 percent to 4 percent interest on extended payments of estate tax if
the extension is granted after March 31, 1938. The conference
agreement adopts this provision.

(Sections 503, 504, and 505 of the House bfll:) Under existing law
the credit against the 1926 estate tax for death taxes imposed by and
paid to the States is deducted after deducting the credit for payments
of Federal gift taxes. The House bill provided that the credit of such
local death taxes be first deducted. The Senate restored the provi-
sions of the existing law. The conference agreement adopts the
Senate provision.

(Sections 506 and 507 of the I-ouse bill:) The House bill provided
that the specific exemption for estate tax should be reduced by the
aggregate of amounts claimed and allowed as specific exemption,
under the gift tax, for 1938 and succeeding years. The Senate
amendment strikes out these sections. The conference agreement
adopts the Senate provision.

(Sections 508 and 509 of House bill:) In lieu of the req uirenments of
existing law that, in the case of the estate of a citizen or resident of the
United States, a return shall be filed whenever the value of the gross
estate exceeds a specified amount, the House provided for the filing
of the return whenever the value of the gross estate exceeds the amount
of the applicable specific exemption. The Senate amendment strikes
out these provisions. The conference agreement restores the provi-
sions with changes in section numbers.
Amendment No. 168: This amendment makes a clerical change;

and the House recedes with an amendment making a further clerical
change.
Amendment No. 169: Under existing law there is excluded, in

ascertaining the total amount of gifts made by a. donor in a given'
calendar year, a gift or gifts to any one person of $5,000, or less, or
the first $5,000 of a gift or gifts to any one person in excess of that
amount, with the excel)tion that if the gift is of a future interest in
property, no amount thereof is excluded. The House reduced the
amount of the exclusion to $3,000. The Senate restored to the bill
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the amount prescribed by existing law, and further provided that no
amount may be excluded when the gift is made by a-transfer in trust.
The conference agreement fixes the amount at $4,000 and adopts the
Senate provision with respect to gifts in trust.
Amendments Nos. 170, 171, 173, and 180: Section 601 of the House

bill imposed a capital-stock tax applicable for the year ending June
30, 1939, and subsequent years, the capital-stock tax imposed by the
Revenue Act of 1935, as amended, being applicable to the year ended
June 30, 1938. The Senate amendments make the capital-stock tax
imposed by the House bill applicable also to the year ending June 30,
1938, and terminate the 1935 act tax with the year ending June 30,
1937. The House recedes.
Amendments Nos. 172, 174, 175, 176, 177, and 178: Section 601 of

the House bill provided for a new declaration of value for capital
stock tax purposes every 3 years. The Senate amendments provide
for 2-year periods instead of 3-year periods. The Senate recedes.
Amendment No. 179: Section 601 (f) of the House bill requires, for

capital-stock-tax purposes, a new capital-stock valuation for 1 year,
called "declaration year" of each 3-year period established by the
bill. This amendment adds to section 601 (f) of the House bill a new
paragraph (6), which provides that the capital-stock tax year begin-
ning with or within an income-tax taxable year within which bank-
ruptcy or receivership, due to insolvency, of a domestic corporation,
is terminated shall constitute a declaration year, and that in such case
the adjusted declared value for any subsequent year of the 3-year
period shall be determined on the basis of the value declared in the
return for such declaration year. The House recedes.
Amendment No. 180: See amendment No. 170. The House

recedes.
Amendment No. 181: Section 602 of the House bill, imposing a

new excess-profits tax, provided that the excess-profits tax imposed
by the Revenue Act of 1935, as amended, should not apply with respect
to any income-tax taxable year ending after June 30, 1939. The
Senate amendment changed this to June 30, 1938, consistently with
Senate amendments with respect to capital stock tax. The House
recedes.
Amendment No. 182: This amendment provides that the tax im-

posed by section 603 of the Revenue Act of 1932 on toilet preparations
shall not apply to articles sold by the manufacturer, producer, or im-
porter after June 30, 1938, for 9 cents, or less. The Senate recedes.
Amendment No. 183: This amendment provides that the tax im-

posed by section 601 (c) (2), as amended, of the Revenue Act of 1932
on brewers' wort, malt syrup, etc., shall not apply to articles sold or
imported after June 30, 1938. The House recedes.
Amendments Nos. 184 and 200: Section 707 of the House bill re-

duced the rate of tax on sales of produce for future delivery on com-
modities exchanges from 3 cents per $100 of value to 1 cent per $100
of value, effective July 1, 1938. That section also subjected to the tax
so-called transferred or scratch sales. Senate amendment No. 200
strikes this provision out, and Senate amendment No. 184 terminates
all taxes on sales of produce for future delivery as of July 1, 1938. The
House recedes on both amendments.
Amendment No. 185: This amendment makes a clerical change;

and the House recedes.
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Amendment No. 186: The House bill contained no new provision
with respect to whale oil and other marine oils. The Senate amend-
ment provides that no whale oil (except sperm oil), fish oil, or marine
animal oil of any kind (whether or not refined, siliphonated, sulphated,
hydrogenated, or otherwise processed), or fatty acids derived there-
fromi, shall be admitted to entry, after June 30, 1939, free from the tax
imposed by, section 601 (c) (8) of the Revenue Act of 1932, as amended,
unless such oil was produced on vessels of the United States or in the
United States or its possessions, from whales, fish, or marine animals
or parts thereof taken and captured by vessels of the United States.
The House recedes.
Amendment No. 187: This amendment imposes a tax of 3% cent

per pound on imported fish meal, fish scrap, marine animal meal, and
marine animal scrap; The Senate recedes.
Amendment No. 188: The House bill continued the rate of tax of

2 cents per pound imposed by section 601 (c) (8) of the Revenue Act
of 1932, as amended, on imported hempseed, perilla seed, rapeseed,
sesame seed, and kapok seed. The Senate amendment changes the
rate of tax imposed on these seeds to the following: Hempseed, 1.24
cents per pound; perilla seed, 1.38 cents per pound; kapok seed, 2
cents per pound; rapeseed, 2 cents per pound; and sesame seed, 1.18
cents per pound. The House recedes.
Amendment No. 189: This amendment makes a clerical change; and

the House recedes.
Amendment No. 190: This amendment provides that the tax im-

posed by section 601 (c) (8) of the Revenue Act of 1932, as amended,
shall not apply to rapeseed Gil imported to be used in the manufacture
of rubber substitutes or lubricating oil. The amendment directs the
Commissioner of Customs, with the approval of the Secretary, to
prescribe methods and regulations to carry out this e emption. The
House recedes.
Amendments Nos. 191 and 192: These amendments provide that

the iniport taxes imposed by section 601 of the Revenue Act of 1932,
as amended, shall not apply to any article. merchandise, or combina-
tion, by reason of the presence therein of any coconut oil produced in
Guam or American Samoa, or any direct or indirect derivative of such
oil. 'The House recedes.
Amendment No. 193: This amendment provides that changes made

by the bill in section 601 (c) (8) of the Revenue Act of 1932, as
amended, which contains excise taxes on certain imported articles,
shall be effective July 1, 1938. The House recedes.
Amendment No. 194: Section 703 of the House bill imposed a tax

on certain imported pork at a rate of 6 cents per pound and on other
pork at a rate of 3 cents per pound. This amendment strikes out this
tax; and the House recedes.
Amendments Nos. 195 and 196: These amendments make clerical

changes; and the House recedes.
Amendment No. 197: The House bill exempted Northern white

pine, Norway pine, Englemann spruce, and Western white spruce,
from the tax on imported lumber imposed by section 601 (c) (6) of
the Revenue Act of 1932, as amended. The Senate amendment elim-
inates Englemann spruce from the exemption provided by the FBouse
bill. The House recedes.
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Amendment No. 198: This amendment makes a clerical change; and
the House recedes.
Amendment No. 199: The House bill amended section 630 of the

Revenue Act of 1932, as amended, to include within the definition of
"vessels" entitled to exemptions from import and excise taxes by
virtue of such Section, civil aircraft employed in foreign trade or
trade between United States and any of its possessions. The
House bill als, Aded aircraft owned by the United States or by
any foreign X d constituting a part of the armed forces thereof
in the definite 'vessels of war" in such section. The Senate
amendment prn hat the exemption of foreign civil aircraft under
such section shait A, allowed only if the Secretary of the Treasury
shall have been advised b)y the Secretary of Commerce that the
foreign country in which such aircraft is registered allows, or will
allow, substantially reciprocal privil ~,<, in respect of aircraft regis-
tered in the United States. The amendinl( iii, il. provides that the
privileges granted under such section shall not apply after the Secre-
tary of Commerce has advised the Secretary of the Treasury that such
foreign country ha3 discontinued or will discontinue the reciprocal
privileges for aircraft of the United States. The House recedes
with an amendment requiring the Secretary of Commerce to make a
finding with respect to the allowance or discontinuance of reciprocal
privileges granted by such foreign countries before he advises the
Secretary of the Treasury concerning such privileges.
Amendment No. 200: See amendment No. 184. The House

recedes.
Amendment No. 201: This amendment strikes out the provisions of

the House bill which excepts from the definition of "filled cheese"
under the act of June 6, 1896, substances and compounds, consisting
principally of cheese with added edible oils, which are not sold as
cheese or as substitutes for cheese but are primarily useful for impart-
ing a natural cheese flavor to other foods. The House recedes with
an amendment changing the section number.
Amendment No. 202: This amendment makes a clerical change;

and the House recedes with an amendment making a further clerical
change.
Amendments Nos. 203, 204, and 205: The House bill removed the

tax of 2 cents per thousand on plain wooden matches and the tax of
one-half cent per thousand on paper matches in books. It retained
the tax of 5 cents per thousand on fancy wooden matches, and wooden
matches having a staine(l, dyed, or colored stick or stem. Senate
amendment No. 203 strikes out the House provision, imposes a tax of
2 cents per thousand on both plain wooden and paper matches, and
retains the 5-cent tax on fancy and colored stick wooden matches.
The Senate recedes on this amendment.
Amendments Nos. 204 and 205 provide that if contracts between

vendor and vendee do not permit the addition to the contract price of
the increased rate of tax on paper matches the vendee is to pay the
increased amount. The Senate recedes.
Amendments Nos. 206 and 207: These amendments make clerical

changes; an(l the House receyles with amendments making further
clerical changes.
Amendment No. 208: Section 712 of the IhIouse bill increased the

rate of tax on distilled spirits, except brandy, from $2 to $2.25 per
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proof or wine gallon. The increase was made effective July 1, 1938.
This amendment strikes out the increase. The conference agreement
retains the increased tax and makes clerical and drafting changes.
Amendment No. 209: This amendment reduces the tax on tires

imposed by section 602 of the Revenue Act of 1932 from 2% cents a
pound to 1% cents a pound and reduces the tax otl inner tubes from
4 cents to 23 cents a pound, the amendment being applicable to
articles sold after June 30, 1938. The Senate recedes.
Amendment No. 210: This amendment provides, in the case of

certain excise taxes imposed by the Revenue Act of. 1932, that in the
case of a sale by a manufacturer to a selling corporation the transac-
tion shall be presumed to be otherwise than arm's length if either the
manufacturer or the selling corporation owns more than 75 percent of
the outstanding stock of the other, or if more than 75 percent of the
outstanding stock of both corporations is owned by the same persons
in substantially the same proportions. Under the amendment sales
by a manufacturer to a selling corporation shall in all other cases be
presumed to be at arm's length. The Senate recedes.
Amendment No. 211: This amendment adds identical language to

subdivision 3 and subdivision 9 of title VIII of the Revenue Act of
1926, as amended. The two subdivisions impose stamp taxes, sub-
division 3 on transfers of capital stock and similar interests and sub-
division 9 on transfers of bonds and similar instruments. The matter
added by the Senate amendment to the two subdivisions exempts from
tax, transfers from the owner to a custodian or nominee, from cus-
todian to nominee, or from the nominee of the owner or custodian to
another nominee, if held by the custodian dr nominee for the same
purpose for which they would have been held by the owner had they
been retained by him, or from custodian to owner, or from nominee
to owner or custodian, but all such transfers or deliveries are to be
accompanied by a certificate setting forth the facts. A penalty for a
false certificate with intent to evade the tax is provided.
The conference agreement sets out separately the matter added to

subdivisions 3 and 9, respectively. It eliminates from the exemption
transfers from the owner to a nominee and from a nominee to an
owner, and divides the other exemptions into two classes: (1) Between
owner and custodian and (2) between custodian and his registered
nominee, or from one registered nominee of the custodian to another
registered nominee of the custodian. To exempt transfers of class
(1) there must be a written agreement binding the custodian to hold
or dispose of the securities for, and subject to the instructions of,
the owner. A transfer from a nominee to an owner is not exempt.
With respect to transfers of class (2) it is necessary that the securities
shall he held by the nominee for the same purpose for which they would
be held if retained by the custodian. Each transfer in either class
must be covered by a certificate setting forth such facts as the regu-
lations shall require. The custodians contemplated are mere custo-
dians, like banks and trust companies which frequently act as such,
and not trustees holding securities for the benefit of beneficiaries.
The provisions of the Senate amendment providing criminal penalties
for making false certificates accompanying the delivery or transfer
and making the amendments effective with respect to deliveries or
transfers made after June 30, 1938, are retained by the conference
agreement.
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Amendment No. 212: This amendment provides that in the case
of tickets and cards of admission to a spoken play (the so-called
"legitimate theater") which are sold at the box office, the admissions
tax shall be based upon the price for which the ticket or card is sold.
Under the present law the tax is based upon the established price.
The Senate amendment applies to sales made after June 30, 1938.
The House recedes.
Amendment. No. 213: This amendment inserts a new section per-

mitting the use of mechanical devices in collection of certain taxes,
namely, admissions taxes and stamp taxes under the Revenue Act
of 1926, as amended. The Senate recedes.
Amendment No. 214: This amendment inserts a new section (sec-

tion 714), an amendment to section 616 of the Revenue Act of 1932, so
as to exempt electric and power plants or systems owned and operated
by cooperative or nonprofit corporations engaged in rural electrification
from the tax on electrical energy imposed by section 616. The House
recedes with a change in section number.
Amendment No. 215: This amendment inserts a new section (sec-

tion 802), amending section 606 of the Revenue Act of 1928 so as to
provide that closing agreements entered into by the Commissioner
with the taxpayer need not be submitted to the Secretary or Under
Secretary for approval. The House recedes with an amendment pro-
viding t at losing agreements must be approved by the Secretary,
the Under Secretary, or an Assistant Secretary of the Treasury.
Amendments Nos. 216, 217, 218, and 219: These amendments make

clerical changes; and the House recedes.
Amendment No. 220: The House bill amended section 3184 of the

Revised Statutes to provide that interest on assessments should be
computed from the (late of the collector's notice to the date of payment.
This amendment provides that the amendment made by the House
bill shall be effective only with respect to notices served or sent after
the date of enactment of the bill. The House recedes.
Amendments Nos. 221 and 222: These amendments make clerical

changes; and the House recedes.
Amendment No. 223: See amendment No. 45. The House recedes.
Amendments Nos. 224, 225, 226, and 227: These amendments make

clerical changes; and the House recedes.
Amendment No. 228: This amendment provides that in the case of

certain taxpayers, income, war-profits, and excess-profits taxes
imposed by the Revenue Acts of 1917 and 1918 shall be assessed, col-
lected, and paid without the assessment, collection, or payment of
interest incurred prior to July 1, 1939, or of penalties, additional
amounts or additions to tax, incurred prior to the date of enactment
of the bihl. The taxpayers allowed this special treatment are:

(1) Individuals who were bona fide residents of a possession of the
United States for more than 6 months during the taxable year for
which such taxes are due, and who were taxable as citizens of the
United States.

(2) Citizens of the United States and domestic corporations who,
for the taxable year for which such taxes are due, would have been
entitled to the benefits of section 262 of the Revenue Act of 1921 if
such section had been in effect in such taxable year. They would have
come within the provisions of such section if they derived the portion
of their gross income therein specified from sources within a possession.
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The amendment provides further that if such taxes are not paid on

or before June 30, 1939, interest thereon shall be collected on such
unpaid taxes at 6 percent from June 30, 1939, until the date of pay-
ment. Penalties, additional amounts, or additions to tax incurred
after the date of enactment of the bill may also be collected. No
distraint or other proceeding for the collection of such taxes is to be
made, begun, or prosecuted prior to July 1, 1939. The amendment
also provides for refund or credit, without interest, of any interest,

additional amounts, or additions to tax paid within 2 years
preceding the date of enactment of the bill by a taxpayer of the classes
referred to with respect to the taxes described above, if claim therefor
is filed prior to July 1, 1939. The House recedes.
Amendment No. 229: This amendment makes a clerical change;

and the House recedes.
Amendment No. 230: This amendment amends section 3 of the

Liquor Enforcement Act of 1936 by imposing certain penalties with
respect to importing, bringing, or transporting any intoxicating liquor,
otherwise than in the course of continuous interstate transportation,
into any State in which all sales of intoxicating liquor, with certain
exceptions, are prohibited. The Senate recedes.
Amendment No. 231: Under existing law the Commissioner of In-

ternal Revenue, with the advice and consent .of the Secretary of the
Treasury, may compromise any civil or criminal case arising under the
internal-revenue laws instead of commencing suit thereon. This
amendment authorizes the Commissioner to compromise such cases
under regulations prescribed by him with the approval of the Secre-
tary. The House recedes with an amendment authorizing the Com-
missioner to compromise such cases with the approval of the Secretary
of the Treasury, or of the Under Secretary of the Treasury or of an
Assistant Secretary of the Treasury, and changing the section number.
Amendment No. 232: This amendment amends the provisions re-

lating to extensions of time for payment of deficiencies of income tax
under prior income-tax acts, back to and includin the Revenue Act
of 1926, the Gift Tax Act of 1932, as amended, and the present estate
tax acts, back to and including estate taxes imposed by the Revenue
Act of 1926. The effect of the provision is to dispense with the re-
quirement that the Secretary approve of every extension, and sub-
stitutes therefor a requirement that extensions be approved by the
Commissioner under regulations prescribed by him with the approval
of the Secretary. The House recedes with an amendment which
makes the change effective after 30 days after the date of enactment
of the bill..
Amendment No. 233: This amendment provides that in the. case

of mortgages made or obligations issued by any joint-stock land bank
after the date of the enactment of the act all income, except interest,
derived therefrom shall be included in gross income and shall not be
exempt from Federal income taxation. The House recedes with a
clerical amendment.
Amendment No. 234: Section 22 of the act of March 1, 1879,

rovides for the abatement and remission of taxes of banks whichgave ceased to do business by reason of insolvency or bankruptcy
if the collection of such taxes would diminish the assets thereof
necessary for the payment of depositors. This amendment extends
like treatment, as respects their taxes, to trust companies engaged in
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the banking business, and to arrangements whereby such insolvent
banks and trust companies are restored to solvency and enabled to
continue business through waiver by depositors of part of their claims,
and acceptance in lieu thereof of liens against future earnings, or claims
against future assets, segregated from the other assets of the concern,
and held for liquidation either by such bank or trust company or by
a trustee or other fiduciary (whether or not created or designated
solely for this purpose) to whom transfer has been made. The amend-
ment also provides that a tax which has, under the provisions of the
section, been thus refunded, or which has been thus abated, or which,
under the section before or after amendment, may not be assessed or
collected, may at a later date be assessed, or reassessed, and collected,
whenever collection will not diminish the assets necessary for the pay-
ment of depositors and creditors. A suspension of the running of
the statute of limitations as provided for during the tume assessment
or collection is barred. Taxes diminishing the assets necessary for
the full payment of creditors are under the amendment treated in the
same manner as taxes having a like effect as respects the payment of
depositors. The House recedes with an amendment changing the
section number and making the following changes:
Amendment No. 235: Aois amendment provides for abatement of

jeopardy assessments in certain cases by amending the jeopardy
assessment provisions of prior income tax acts, back to and including
the Revenue Act of 1926, and the gift tax act of 1932, as amended,
and the present estate tax acts, back to and including the estate
taxes imposed by the Revenue Act of 1926. The amendment is
effective only as to jeopardy assessments made after the effective
date of this bill. The amendment is similar to amendments Nos. 137,
138, and 139, dealing with inconie-tax liability for taxable years
beginning aftel December 31, 1937. The House recedes with a
clerical amendment.
Amendment No. 236: This amendment provides for mitigation of

some of the inequities under the income-tax laws caused by the statute
of limitation and other provisions which inow prevent equitable adjust-
ment of various income-tax hardships. There is no comparable pro-
vision in the House bill. Under the income-tax laws it is possible for a
taxpayer or the Commissioner, after operation of the statute of limita-
tions or some other provision of the internal-revenue laws prevents
correction of an error, to obtain a double advantage by taking a posi-
tion contradictory to that which caused the error. The Senate amnend-
ment was drawn to discourage this practice in specified types of cases
by authorizing corrective adjustment.
The Senate amendment would work as follows: It becomes operative

if (1) after the effective date of this act, there is a final "determination"
under the income-tax laws which gives authoritative sanction to the
inconsistent position presently maintained by the taxpayer or the
Commissioner and indicates that the previous treatment of the item
was erroneous under the applicable provisions of the internal-revenue
laws; and (2) correction of the effect of such error is prevented by the
operation of one or more provisions of the internal-revenue laws, as the
running of the statute of limitations, the collateral consequences of a
board of tax appeals proceeding, the execution of a closing agreement,
etc., with respect to the year as to which the error was made.
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The types of final determinations prerequisite to the operation of
the amendment are described in subsection (a) (1). Subdivision (A)
thereof, referring to closing agreements, and subdivision (B), refer-
ring to court and Board decisions, cover conventional determinations
the finality of which is governed by existing provisions of law. Sub-
division (C) refers to dispositions ythe Commissioner of claims for
refund and specifies when such dispositions shall be deemed final for
the purpose of this amendment. Tnder its provisions the time at
which a disposition in respect of a particular item becomes final
depends, not only upon the action taken with respect to that item,
but also upon whether the claim for refund was allowed or disal-
lowed. The subdivision specifies when a disposition becomes final in
respect of items applied by the Commissioner in reduction of the
overpayment alleged in the claim for refund as well as in respect of
items set forth by the taxpayer in the claim for refund. If, however,
the items applied by the Commissioner to offset an alleged overpay-
ment result in the assertion of a deficiency this subdivision has no
application to such items. Subdivision (A) or (B) may become
applicable in such case, depending upon the action taken with respect
to the proposed deficiency.

Subsection (b) specifies the types of cases involving inconsistent
action to which the amendment extends. If such inconsistent action
occurs under the circumstances therein described, the amendment
authorizes an adjustment to correct the effect of the error. The
amount of the adjustment is ascertained and the adjustment made as
follows: The tax previously determined for the taxable year in respect
of which the error was made is first ascertained, and the increase or
decrease in such tax which results from the correction of the error is
then determined. The recomputation does not involve consideration
of any other items except, of course, those items upon which the tax
previously determined was based. It requires merely the ascertain-
ment of the tax that would have been due if the item il respect
of which the error was made had been correctly treated. If the
treatment of any item upon which the tax previously determined was
based or if the application of any provision of the internal-revenue
laws with respect to such tax was dependent upon the amount of
income (e. g., charitable contributions, credit for foreign taxes,
earned income credit), readjustment in these particulars will be neces-
sary in conformity with the change in income resulting from correct
treatment of the item in respect of which the error was made.

If the recomputation results in an increase over the tax previously
determined, such increase is considered as a deficiency determined
by the Commissioner and may be assessed and collected under the
established procedure for the assessment and collection of deficiencies.
The taxpayer may contest the deficiency before the Board or if he
chooses may pay the deficiency and later file suit for refund. Cor-
respondingly, a decrease resulting from the recomputation is con-
sidered as an overpayment which may be recovered under established
procedure. The taxpayer will file a claim for refund (unless the over-
payment is refunded without such claim) and if the claim is denied or
not acted upon by the Commissioner within the prescribed time, the
taxpayer may then file suit for refund. Subsections (d) and (e)
indicate, however, that the adjustment, both with respect to the
ascertainment of the amount of the adjustment and the later pro-

ST
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ceedings for its collection or refund, is unaffected by any other items
not taken into consideration in computing the tax previously deter-
mined. The amount of the adjustment, if an overpayment, may of
course under established procedure be credited against any income
tax then due from the taxpayer, or if a deficiency, may correspondingly
be set off against any refund of income tax due to the taxpayer.
The amendment extends to certain "related" taxpayers, as defined

in subsection (a) (2), such as husband and wife, or trustee and bene-
ficiary. The problems dealt with have frequently arisen with respect
to such taxpayers.
The conference agreement adopts the substance of the Senate

amendment, but makes several changes. The important changes are
'ts follows:

(1) It is provided that the section will not become operative by
reason of determinations made prior to 90 days after the effective
date of the act. This affords taxpayers and the Commissioner a
reasonable time to decide whether they desire to discontinue pro-
ceedings already begun which may lead to determinations as defined
in this section.

(2) A definition of the term "taxpayer" for the purpose of this sec-
tion is inserted.

(3) Assignor and assignee, donor and donee, lessor and lessee, and
claimants to ownership of the same property, are eliminated as inde-
pendent categories of related taxpayers.

(4) It is made clear that no adjustment is authorized with respect to
the transferor of property in a transaction upon which the basis of the
property depends, when a position inconsistent with that taken by the
original transferee at the time of such transaction is taken by: (a) Such
original transferee, or (b) a subsequent transferee of such original
transferee. Paragraph (b) (5) does not apply with respect to any
position taken by such subsequent transferee where the transfer by
which he received the property itself established a new basis for the
property in his hands, as in the case of a sale to him by the original
transferee. With respect to transferees, paragraph (b) (5) applies
only where the property in the hands of a subsequent transferee (as in
the case of a gift) has a substituted basis ascertained by reference to
the basis in the hands of the original transferee. In addition, a clerical
change alters the order of the words at the beginning of the subsection.

(5) The section is not to be operative where correction of the effect
of the error is prevented by a compromise under section 3229 of the
Revised Statutes, as amended.

(6) If the amount of the adjustment is considered as a deficiency,
the adjustment is authorized only when the taxpayer with respect to
whom the determination is made has successfully maintained a posi-
tion inconsistent with the error, and if the amount of the adjustment
is considered as an overpayment, the adjustment is authorized only
when the Commissioner has successfully maintained the inconsistent
position. If the adjustment would require the related taxpayer to
pay a deficiency, the adjustment shall not be made unless the rela-
tionship, where terminable, such as that of spouses or partners,
existed both in the taxable year with respect to which the error was
made and at the time the taxpayer first asserted the inconsistent
position.

58
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(7) It is stated explicitly that the taxpayer with respect to whom
the error was made is the taxpayer with respect to whom the adjust-
ment is authorized. It is further provided that for the purpose of
such adjustment, the Periods of limitation upon assessment or refund
or credit for the taxable year with respect to which the error was made
.shall be considered as having 1 year yet to run from the date of the
determination. Accordingly, the Commissioner has at least 1 year
within which to issue a notice of deficiency iin respect of the amount
of the adjustment, where such amount is considered as a deficiency.
The issuance of such notice will, of course, in accordance with the
procedure governing the assessment of deficiencies, suspend the run-
ning of the period of limitations thus provided by this subsection on
the assessment of the deficiency. Similarly, the taxpayer has 1 year
within which to file a claim for refund in respect of the amount of
the adjustment, where such amount is considered as an overpayment.
Where the amount of the adjustment is considered as a deficiency and
the taxpayer chooses to pay such deficiency and contest it by way
of suit for refund, he has 2 years from the date of such payment
within which to file a claim for refund.

(8) It is provided that no adjustment shall be made under this
section in respect of any taxable year beginning prior to January 1,
1932.

(1) The provisions which prohibit assessment and collection of tax
where the effect would be to diminish the assets available for payment
of creditors other than depositors have been eliminated. The result
of this change is that in cases where the claims of creditors are junior
to the claims of depositors, if depositors' claims would not be dimin-
ished by the payment of taxes, then the abatement of tax does not
apply. If, however, creditors' and depositors' claims rank equally,
taxes which would diminish the assets available for either would
diminish the assets available for both, and in such cases the tax is
abated.

(2) The authority to reassess tax previously abated or refunded
when it later appears that collection may be made without diminishing
assets necessary for payment of depositors is limited to tax abated or
refunded after the date of enactment of the act.

(3) The suspension of the running of the statute of limitations
against assessment and collection is extended for 90 days, to provide
a reasonable time for action in those cases in which, at the time of
suspension, the period for assessment or collection has almost expired.

(4) The provision with respect to social security taxes has been
rewritten in order to make it clear that the section does not apply
to such taxes imposed upon the bank, trust company, or trustee or
agent thereof. The liability of a bank, trust company, or trustee or
agent thereof, with respect to the deduction and withholding of taxes
imposed upon others, or as a transferee of the assets of others, is not
within the section in any event.
Amendment No. 237: The Senate inserted in the House bill a new

section (sec. 822) providing that claims for payment of refund of
processing tax under section 602 of the Revenue Act of 1936 placed
in the mails on or before December 31, 1936, shall be held to have been
filed prior to January 1, 1937. The Senate recedes.
Amendment No. 238: The Senate inserted in the House bill a new

section (sec. 823) providing that interest on delinquent income, estate,



60 RIWVENtE BILL OF' 1938
and gift taxes accruing prior to August 30, 1935, the date of the 'ap-
proval of the Revenue Act of 1935, be computed at the rate of 6
percent per annum instead of 1 percent a month, and that any such
interest collected after October 24, 1933, in excess of such rate is to
be credited or refunded, without interest, in an amount equal to the
excess, if claim therefor is filed within 6 months after the date of the
enactment of the Revenue Act of 1938.
The House recedes with an amendment changing the section num-

ber and limiting the provision to interest accruing after October 24,
1933, and prior to August 30, 1935, and which has been collected
prior to the date of the enactment of this act.
Amendment No. 239: This amendment inserted a new section au-

thorizing and directing the Secretary of the Treasury to conduct an
investigation of the desirability and practicability of the imposition
of a tax on the use of labor-saving and labor-displacing machinery
and to report thereon to the Seventy-sixth Congress. The Senate
recedes.
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