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2 E of the Internal Revenue Code—Excess Proﬂts Tax

Existing law proposed to be omitted is printed in }ine type.
New matter is printed in #talio.
Existing law in which no change is proposed is printed in roman.

SUBCHAPTER E—EXCESS PROFITS TAX
Part 1

SEC. 710. IMPOSITION OF TAX.

(a) Iﬁmsmom.—-

| S a GE!HHDA—B sor—There shall be levied, col-
lected, and pgﬁd, for each takable year, on upéﬁ the ad-
juéted excess profits net income, as defined in sy;bsection

(b), of every corpomtidn (except a corporation exempt

under sectxon 727) the tax shown in the fellewmg teble:
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- Over  $56,000; but nedi owver “ﬁ;‘“%#&mm
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0% of oneens over
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Over 050,000, bub neb over $ii

10 a taz equdl to 90 per .centum of the amount thereof.
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{3} APPHICATION OF RATHS IN CASH OF GERFANN
W&ewﬂsbghmbmkeﬁmm
for the taxsble year computed under seetion 769 {relat-
ing to eertain exchanges) is less then $500;000; then in
the applieation of the table i pragenph (1) of this sub-
oetion to such taxpuyers i Hon of each amownt; other

besubsﬂ&uted&nammm&whwhbe&mthemmemm
&emean&sespmﬁedaetheheghes&bmdee&me&n%m

| emnpmedb«mtemmw

(3) DEFERMENT OF PAYMENT IN CASE OF ABNOR-
MALITY —If the adjusted excess profils net income (com-
puted without reference to section 722) for the tazable

year of a tarpayer which claims on its return, in accord-

ance with regulations prescribed by the Commissioner

with the approval of the Secretary, the benefits of sec-

tion 722, is in cxcess of 50 per centum of its normal

tax met income for such year, computed without the

credit provided in section 26 (e) (relating to adjusted
excess proﬁls.net income) the amount of tav payable
at the time prescribed for payment may be reduced by
an amount ‘eg'(u,al to 33 per centum of the amount of
the reduction in the tar so claimed. For the purposes of

section 271, if the tax payable is the tax so reduced, the

\
’ . 1



o g
m‘:‘y)"

1
2
3

R =9 & v e

10
1
12
13

14
15
16
17
18
19
2
21
22
3
U

3

" law 80 reduced shall be considered the amount shown on

. the return.

. (b) DeriNiTION OF ADJUSTED Exorss PRrOFITS NBT
INcoME.—As used in this section, the term “adjusted excess
profits net income” in the case of any taxable year means the
excess profits net income (as defined in section 711) minus
the sum of :

(1) Specwric EXEMPTION.—A specific exemption .

of 85,000 $10,000, und in the case of a mutual insurance
company other than life a specific exemption of $50,000;

(2) Excess proFITS CREDIT.—The amount of the
excess profits credit allowed under section 712; and

(3) UNUSED RBxCESS PROFITS OREDIT.—Th¢'
amount of the excess profits credit carry-over for the tax-
able year, computed in accordance with subsection (o).
(¢) Exoess PrRoFITS CREDIT CARRY-OVER,—

(1) DEFINITION OF UNUSED EXCESS PROFITS
OREDIT.~The term “unused excess profits credit” means

the excess, if any, of the excess profits credit for any

- taxable year beginning after December 31, 1939, over

the excess profits net income for such taxable year, com-

puted on the basis of the excess profits:credit applicable’

- to'such taxable year. For such purpose the excess-profits

 ovedit and the excess-profits net income for any taxablé:
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1 year beginnihg in 1940 shall be computed under the law
2 applicable to taxable years beginning in 1941. - ‘For such
8 - purpbse; in the case of tawable years béginning after
¢ - "Devember 31, 1941, the excoss-profits’ credit and the
8 . ewcoss-profits net income for any taxable year boginning
6  in 1940 or in 1941 shall be compuled under the law
7 applicable to taxable years bvyinning in 1948,
8 v (2) COMPUTATION OF EXORSS PROFITS OREDIT

9 . OABRYMR.—The excess profits credit carry-over for
10- - . any taxable year shall be the sum of the following:

11 (A) The unused excess profits credit for the
12 first preceding taxable year; and

18 (B) The unused exoess profits credit for the
14 scoond preceding taxable year reduced by the
15 - amount, if any, by which the cxcess profits net-
16 income for the first preceding taxable year exceeds
17 the sum of—

18 (i) the excess profits credit for such first

19. preceding taxable year, plus

20 (ii) the unused excess profits credit for the
21 third preceding taxable year.

22 8sEc. . EXCESS PROFITS NET INCOME.

3 (a) TAxaBLR YRARS BEGINNING AFTER DRORMBER

34:1.31; 1989.~The excess profits net' income for 'atiy taxable
25 year heginning after December 31, 1939, shall bo the normal-
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tax met invome, i defined in wection 18 ‘() (2), and, /in

the case of a life insurance company, for any tazubie year .

beginning after December 81, 1941, the adjusted normal-tax
net income, as defined in section 203 (a), minus 3% per
centum of the unearned premiums and unpaid losses on
cancellable health and accident insurance contracts, for such
year except that the following adjustments shall be made:
(1) Exomes PROFITS CREDIT COMPUTED UNDER
INCOME CREDIT.—~If the excess profits credit is computed
under. section 713, the adjustments shall he as follows:

(A) Income Feses Subject to Excess-Profils
Tag.~In computing such normal-tax net income the
oredit provided in section 26 (e¢) (relating to income
subject to the tax imposed by this subchapler) shall
not be allowed ;

(B) deng-Term Gains and Losses F'rom Sales
or Exchanges of Capital Assets.—~There shall be ex-
cluded long-tewm eapital gains and losses from sales
or exchanges of capital ussets held for more than 15
months. There shall be encluded the exeess of gains
from thio sole or enchange of property held for more
shon eighteen monthe which is of & eharactor which

. is'subjoet; ter the allowanee for dqimn pmded

'l
1,u.gjj;(;.“:=, ,5/ ot A,u y~' ,k{h:" ‘H ' ' .l}

e



P 0 3 & R e 0 N

T O Y -
2 5 & B 8 B B 8

8

_in seotion 98 (1) over the lessen from the sale or

exchange of sueh propertys

(C) Income From Retirement or Discharge of
Bonds, and So Forth.—There shall be excluded, in
the case of any taxpayer, income derived from the
retirement or discoarge by the taxpayer of any bond,
debenture, note, or certificate or other evidence of
indebtedness, if the obligation of the taxpayer has
been outstanding for more than eighteen months,
including, in case the issuance was at a premium, the
amount includible in income for such year solely
because of such retirement or discharge;

(D)' Refunds and Interest on Agricaltural Ad-
justment Act Taxes.—There shall be excluded income
attributable to refund of tax paid under the Agricul-
tural Adjustnient Act of 1933, as amended, and
interest upon any such refund;

(E) Recoveries of Bad Debts.—There shall be
excluded income attributable to the recovery of a bad
debt if a deduction with reference to such debt was
allowable from gross income for any taxable year
beginning prior to January 1, 1940;

(F) Dividends Received.—The credit for divi-
dends received shall z;\pply, without limitation, to
dividends on stock of domestic corporatiops. . .
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{6} Gompu.ation of Charitable; Etery Dedue-
tions—In determining any dedaction the ameunt of
whieh is limited 40 & pereentage of the taxpayer’s nob
ineome {or net inveme from the preperty); sueh net
ineome {or neb ineome from the property) shall be
eomputed without regerd te the deduetion on neeount
of the tax imposed by this subehapter:

(H) Bonus Income.~There shall be excluded
tncome derived from bonus payments made by any
agency of the United States government on account
of the production in cxcess of a specified quota of a
product-the exhaustion of which gives rise to an al-
lowance for depletion under section 23 (m).

(2) EXCESS PROFITS CREDIT COMPUTED UNDER

INVESTED CAPITAL CREDIT.—If the excess profits credi
i8 computed under section 714, the adjustments shall bo as

follows:

(A) Dividends Received.—The credit for divi-
dends received shall apply, without limitation, to all
dividends on stock of all corporations, except divi-
dends (actual or constructive) on stock of foreign
personal-holding companies. This subparagraph
shall not apply to dividends on stock which is not a

capital asset;

w i (B) A Interesti<vThe deduction for interest shiall
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- be.reduced by an amount equal to 50 per centum

of se much of such intevest as represents interest on
the indebtedness included in the deily amounts of
borrowed capital (determined under section 719
(8));

(C) Income Temes Subject to Ezxcess Profils
Taz.~In computing such normal-tax net income the
doduction for the tnx impesed by this subehopier
credit provided in section 26 (e) (relating to income
subject o the tazx imposed by this subchapier) shal
not be allowed;

(D) lwng-Femn Gains and Losses F'rom Sales
or Exchanges of Capital Assets—There shall be ex-
cluded long-term espitel gains and losses from sales
or exchanges of capital assels held for more than
15 months. There shall be exeluded the exeese of
gains from the sale er exchange of propenty held for
more then oighteon months whioh is of o charcter

- which i subjeet to the allowance for depreeintion
. provided in seetion 33 {1} over the losses from the
" sele er exchange of suel propertys

" {E) Income From Retirement or Discharge of

~ Bonds, and S0 Forth.~There shal]l be excluded, in

the case of any taxpayer, income:derived from the

" rotirement or diseharge by, the;taypayer of any bond,
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debenture, note, or oertificate or other evidenoe of
indebtedness, if the obligation of the taxpayer has
been outstanding for more than eighteen months,
inclading, in case the issuance was st a premium,
the amount includible in incowne for such year solely
becanse of such retirement or discharge;

(F) Refunds and Interest on Agricultural Ad-
justment Aot Taxes.—There shall be excluded in-
oome attributable to refund of tax paid under the
Agricultural Adjustment Act of 1933, as amended,
and interest upon any such refund;

(G) Interest on Certain Government Obliga-
tions.—The normal-tax net income shall be increased
by an amount equal to the amount of the interest on

obligations beld during the taxable year which axe

. described in section 22 (b) (4) any part of the m-

terest from which is excludible from gross income
or allowable as a credit agaivst net income, if the
taxpayer has so elected under section 720 (d) ; and

(H) Recoveries of Bad Debts.—There shall be
excluded income atributable to the recovery of a
bad debt if & deduction with reference to such debt
was allowable from gross income for any taxable

year beginning prior to January 1, 1840.

Lot oy Gompuiation o Ghepitoblé; Eier; Dodus-
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tionsr—In dotermining any doduotion the ameunt of
which is limited t0 a perceniage of the taxpayers
be computed witheut regard to the deduetien on
acoount of the tax impesed by this subebapter:

(J) In the case of a life insurance company,
the reserve and other policy liability credit shall be
reduced by 50 per centum thereof.

(K) Bonus Income.~There shall be excluded
income derived frbm bonus payments made by any
agency of the United Blates government on accounl
of the production in excess of a specified quota of a
product the exhaustion of which gives rise o an dl-
lowance for depletion uﬁder section 23 (m).

(3) TAXABLE YEAR LBESS . THAN TWELVE

MONTHB,—

(A) General Rule—If the taxable year is a
period of less than twelve months the excess profits
net income for such tazable year (referred to in this |
paragraph as the “short tazable year”) shall be
placed on an annual basis by multiplying the amount
thereof by the number of days in the twelve months
ending with the close of the short taxable year and

 dividing by the number of days in the short taxable



N
W ® A O e o e e s 3

I O S S Y
W o = o

E 8 B & 5 &8 & &

& R B B

year. The tax shall be such part of the tax com-
puted on such annual basis as the number of days
in the short taxable year is of the number of days
in the twelve months ending with the close of the
ahort taxable year.

(B) Eaxception.~If the taxpayer establishes ils

. adjusted excess profils nel income for the period of

twelve months beginning with the first day of the

short taxable year, computed as if such twelve-month

period were a tazable year, under the law applicable
to the short taxable year, and using the credits ap-
plicable in determining the adjusted cxcess profils
nel income for such short taxable ycar, then the tax
for the short tarable year shall be reduced to an
amount which is such part of the tax compuled on
such adjusted excess profils nel income so established
as the excess profils net income for the short tazable

year is of the excess profils net income for such

twelve-month period. The taxpayer (other than a

tazpayer to which the next sentence applies) shall
compule the tax and file its return without the ap-
plication of this subparagraph. If, prior to one year
from the date of the beginning of the short taxable
year, the taxpayer has disposed of substantially all
ils assels, in lieu of the twelve-month period provided
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in the prosading provieians of this subparagraph,
the twelve-monih period ending: with the close of the
short tazable yoar shall be need. For the purposes
of Uns subpsragraph, the excess profils net income
for the short tazable year shall not be placed on an
annual basis as provided sn subparagraph (4 ), and
the evcess profils net income for the twelve-month
period used shall in no case be considered less than
the excess profits net income for the short larable
year. The benefits of this subparagraph shall not
be allowed unless the taxpayer, at such lime as requ-
lations prescribed hereunder require, makes applica-
tion therefor in accordance with such regulations,
and such application, in case the return was filed
withowt regard to this subparagraph, shall be con-
sidered a olaim for oredit or refund. The Com-
missioner, with the approval of the Secretary, shall
prescribe such requlations as he may deem necessary
for the application of this subparagraph.

(b) TAXABLS YBARS IN Bask Pemiob—

(1) GRNBRAL BULE AND ADJUBTMENTS.—The ex-

cess profits net income for any taxable year subject to
the Revenue Aot of 1936 shall be the normal-fax net
income, as defined in section 13 .(a) of such Aoct; and
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for any other taxable year beginning after December 81,
1987, and before January 1, 1940, shall be the special-
class net inoome, as defined in section 14 (a) of the
applicable revenue law. In cither case the following
adjustments shall be made (for additional adjustments in
easo of cortain reorganizations, sec seotion 742 (e) ) :

Nors—8u A Jod by section 202 (c) (9) of
thelMlRoven?:rcf.ph( ) was ropes ¥ section (c) () o

(B) hong-Term Gains and Losses from Sales
or Exchanges of Capital Assets.—There shall be
excluded leng-term capital gains and losses from

~ sales or exchanges of capital assets held for more than
fifteen months. There shall be excluded the exoess
of gains from the sale or exchange of property held
for ore than eighteen months which is of o charme-
ter whieh is sthjeet to the alowanee for depreeintion
previded in vection 23 (1) ever the losses from the
sale or exehange of wieh property

' (C) Income From Retirement or Discharge of
Bonds, and S8o Forth.—There shall be excluded, in
the case of any taxpayer, income derived from the
retirement or discharge by the taxpayer of any bond,
debénturc, note, or certificate or other evidence of

indebtedness, if the obligation of the taxpayer has
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-been ountstanding for more than eightecn months, in-
. cluding, in case the issuance was at a premium, the
" amount includible in income for such year solely

‘because of such retircment or discharge; -

(D) Deductions on Account of Retirement or
Discharge of Bonds, and So Forth.—If during the
tazable year the taxpayer retires or discharges any
bond, debenture, note, or certificate or other evidence

of indebtedness, if the obligation of the taxpayer has

. been outstanding for more than eighteen months, the

following deductions for such taxable year shall not
be allowed:
(i) The deduction allowable under section
23 (a) for expenses paid or incurred in con-
nection with such retirement or discharge;
(ii) The deduction for losses allowable by
reason of such retirement or discharge; and
| (ii%) In case tlnc‘issuallce was at a discount,
~ the amount deductible for such year solely be-
cause of such retirement or discharge;;

(E) Casualty, ;ADexﬁol‘iti'on, and  Similar

- Lgésgs.’—-Deductioqs‘ under section 23 (f) for losses

arising from fires, storms, shipwreck, or other cas-

ualty, or from theft, or arising from the demolition,

 abandonment, or loss of useful value of property, not

1 e ; NI RS
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...~ compensated for by insurance or otherwise, shall not

be allowed ;

(F) Repayment of Processing Tax to Ven-
decs.—The deduction under section 23 (a), for any
taxable year, for expenses shall be deereased by an
amount which bears the same ratio to the amount

deductible on ,accou‘nt of any repayment or credit

. by the corporation to its vendee of any amount at-
. tributable to any tax under the Agricultural Adjust-

. ment Act of 1933, as amended, as the excess of the

aggregate of the amounts so deductible in the base
period over the aggregate of the amounts attrib-
utable to taxes under such Act collected from its
vendees which were includible in the corporation’s
gross income in the base period and which were not

paid, bears to_the aggregate of the amounts so de-

~ductible in the base period;

(G) Dividends Received.—The credit for divi-
dends reccived shall apply, without limitation, to
dividends on stock of domestic corporations;

(H). Payment of Judgments, and So Forth.—

- Deductions attributable to any claim, award, judg--

ment, or decree against the taxpayer, or interest on

any of the foregoing, if abnormal for the taxpayer,

1+ v 8hall not be allowed, and if normal for the taxpayer,.

I
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“:but in ‘éxcess-of 125 per'ebutani-of the average

amount of such deductions i the fourprevious tax.
ableyears; shall be disallowed'ih an amount equal
to such excess; | |

(I) Intangible Drilling and Development
Costs.—~Deductions uttriliutql?le to intangible drilling
and development costs paid or incurred in or for
the drilling of wells or the ‘preparation of wells for
the production of oil or gas, and for development
costs in the case of mines, if abnormal for the tax-
payer, shall not be allowed, and if normal for the
taxpayer, but in excess of 125 per centum of the

average amount of such deductions in the four pre-

- vious taxable years, shall be disallowed in an amount

“equal to such eéxcess; and

(J) Abnormal Deductions.—~Under regulations
prescribed by the Commissioner, with the approval

of the Secretary, for the determination, for the pur-

~ ‘poses of this subparagraph of the classification of

deductions—

(i) Deductions of any class shall not be
allowed if deductions of such class were abnor-
- mal for the taxpayer, and . - -

(i) Tf the olasy of deductions was normal
for the taxpayer, bk th\e de&iéﬁoxy,,of such

Lt .v?"{ ,,.ﬂxs,;» .
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g ah e din qmamgmmmntmhdoducﬁm of such class for
(80 e Ahe; foad previdus. taxable;years, they shall be
4o disallowed dn e gmgunt equal to such exceps.
il 4K). Rules, for Applieation. of Subparagraphs
6 (H), (I), and. () —For, the; purposes of sub-
v, - paragraphs (), (L); and:(J) — o
L1} If, the taxpayer was not in existence

=

® @ =

1. for fous previous tazable years, then such aver-
10 .. hgeamouny gpecified. in -such subparagraphs
11 - .- | shall be. determined- for thie previous taxable
13 .-.:. . years.it was in existence and the succeeding

1. ..i.ai. texsblé years which: begin-before the beginnitig
| ‘14 0 -t of the taxpayer’s second taxable year under this
15 o oo . subchapter. : If the mumbér . of such, succeeding
Y‘ 16 b o YRS is greater. than the nuinber pwessarytto
| AT v z"-t; ; obtain an; aggregate of four tazalile. years there
B ) i shall bo omitted..se, many. of. such: succeeding
19 - ior - o0 yearsy heginning withithe last; as: qre: necessaty

B0 sl iy to'reduce the aggregate ta foun. -
) IR - i) Mednctions - shalk- mot: be: disallovted
LB it zg,m.des suchi: subperegragbs woless-#ee taxpajiir
j‘ "B igend sy o) A8babIighies: that 1.xhq;;gbwmﬁm o exoess s
uak (s -mi,.kf;a'na}:%ohwm“ﬂ?ﬁmq@ ‘of a2l inerthse, e the greks
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v conls s i decreass n: the amount of some other deduction
«@ s gl oo ik its base'period, and is not'a consequence of 8
»4ive s v U ghang st any time i the type, manner of oper-
«ifjuiustto 0o ation, size, or condition of the business engaged
@+ v .o inby the taxpayer. . ¢ ..l
T -+ (iii) - The amouit of deductions of any clsss
18-+ . {o-be disallowed under such subparagraphs with
#9175 b o respect o -any- taxable year shall not exceed
10:c. e v i .the amount by which the deductions of such
A 18 oo olass for such taxable year. exceed the deduc-
320::0¢ 50 1 tions of such class for the taxable year for which
“AB:.:0; i wvr . ithe tax under this subchapter is being computed,
/14 1+t (2) CAPITAL GAINS AND LOSSES.—For the pur-
:18) v1i poses of this subsection’ the normak-tax net income and
(161 : the spécial-class net income referred to in paragral;h (1)
‘170 -+ shall'‘be compnuted as if section 28 :(g) (2), section:23
11855 (k) . (2), and section 117 were part of the revenue law
/19«5, applicable -to :the taxable year. the'excess profits net
20 income of which is being computed, with the exception
i21/- (1., i that the wet shert-term capital logs carry-over provided in
1@y11.1 gubsection (e):(1) of bection 117 shall be applicablé to
#3131 et short-dersn’ capital lodees-for thxable years beginuirig
¢y 1l after-Deesmber 81, 1984.* Such/ exception - shall ‘not
2% apply for the purposes of computfng-¢h{hi whier thi
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it subckapter for:any:taxable ybar beginhing:before Jant-
Y YRRNY ary 1{;‘194:11(:# wtal bt nlie s vt ant ot &
3 SEC.TI2) BXCESS: PROFITS' CREDIT—ALLOWANCE. :
4 . {a) Dompsric: CORPORATIONS.~In the case! of a do-
5 mestic corporation which was in existence before January 1,

1940, the excess'profits credit for' any taxable year shall be an

. amount computed under section 713 or section 714, whichever

amount results in:thé: lesser.tax under this subchapter for the
taxable year:for which: the tax under this snbchapter is being
computed.: In the case of all other domestic corporations thé

exoess profits credit for imy taxable year shall be an amount

computed .under ' section - 714.i: (For! allowance - of excess |

profits credit in case of certain reorganizations of eorporations,
soo'seotion T41.). .- a0 T
(b) ForerexCorPoRATIONS.~In the case of a foreign

oorporation’ engaged: in trade: or ‘business : within ‘the: United

States or having an offiee. or place of businéss therein, tlié

first taxable year of which under this subchapter begins on
any date in 1940, which was in existencé on' the'day fortj-

- eight monthis prior-to such date and which at any time duritig

each of the taxable years in -such fortyseight months whs

- engagbd in-trade or business within the United States er kbd -
an office b7 place of business thereim, the excess profits credit

‘ Mn'ﬁﬂmy tuxnblo Joar:shall be¢n‘ambint:édmputed under sét-

»«M

’txon 718”oﬂ0é¢imfﬂh49%*hoh&¢d}dmmﬂtm'emﬂts in the

e
Y
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1, Josweritaic widesithis ssbehsigter for thertaxabile:yodn for whic
2 the tax under this subchapter is being comptitedi ~In the cage
3 of alkuother:foreign serporations the excem profits: credit for

4 any tazsble yeat shall be an.amount eompated under section
. .TMui o e i

6 .11 (o} Ertor. or DISOLAIMER. oF | CREDIT~+If the tax-
.7 payer states:in its retumn for: the taxablé year under. this sub-
8: chapter that it disclaims: the use of the. credit: computed under

-9 dection 713 or the use of the aredit: computed under section

10 714, the. credit so disolaimed shall not, for the.purposes of

11.. the internal revenue laws, be applicable to the computation

12, . of the tax under this‘subchdpter for such taxable year.

3. (d) SpRoraL RuLraN CoNNEGTION. WirH. QERTAIN

14 REORGANI1ZATIONS.~For existence of taxpayer through com-

15 . panend corporation, sea seation 740, (F)<. - 1 i)

16:i, SEC. 713, EXCEAS PROFITS, CREDIT--BASED ON INCOME.

1T e (6) AMoune op Bxorss. Prorrrs: CrEpiT~~The ex-

18 . coss profita: credit for any. taxable. year, compiuted. under this

19 gection, shall be— . , : .

2 4 (1) DaNmsTIc GORPORATIONA~IN; the case of a

21 .0 . domestié eorporation—i . ; ot b, .o L

: mg ER AT’ : ! (A))‘ﬂﬁ&pm‘,mﬂlﬂl(dfh&'mmgé;bmo:peﬁbd

B o netinoone, andefined inambisetion (4} i .
24 gy Aigirep (B )iPluge8: penl dénure;of thid nat eapitel addi-

M i a{mﬁmmhmﬁmomrgmmy e
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gl al ol st @)« Mises: 8 :pey’ senturh of she meticapital ye-
-t vl oduotioniss:defined in subsestion i(g). 7 S
4 {3) Forutan 6oRPORATIONS.~In the case of a for-

-pign gorporation; 95 Percentum: of: the gverage: base

2
8
4
b period netinceme, . - : . T
6 .1 (b) :BASR PREIODs -2 i i
7 (1) DEFINTTION~As used in this section the teim
8 . - “base period |

9. v b va(A) If the corporation was in existence durmg
10 ... - the whole of the forty-eight months preceding the
11 .- 'beginning. of its first taxable year under this sub-
12 . .7 ¢  chapter, means‘:the péﬁodf'commenqing with the
13 - - ibeginning. of - its first: taxable: year begimming after
14 " December 31, 1935, and ending-with the - close of
15 it 1oits gt iaxdble : year. begmmng before January. 1,
167 i 19405 @nd o oD o T e S
1 o0 o (B) Intheicase of u corporation: which was in
18 v existenoe-during only part of the forty-eight months
19 1 5. preceding the beginning ofidts first taxable year under
20 10 o this subchapter, moans the fortyweight months pre-
21 0 1 o goding the hegmmg of iita first tAxahde 'year under

2500 ur ethis;sabohspler.: dot 'ty

2301 wohs (@) 1 Dueraiond w0 BALYRS.++dHor ithe purposes .of
24) !rbmm'!(‘)ﬂ%llﬂ ':Oﬁr)sfﬂlawlpﬂﬁ)d‘nftﬁp taxpayer

230 D, shall beooxidin: ito ey thelfirethal o be composed
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- I=:i~of onehalf the entire. number!/of ‘ijonths in the be |
2 period ang torbegin:with the;beginning:of the hase peried.
-@% 2 o{e) -DrFtorr 1§ Excorss Prorrrs Ner INcOME.—For
4! the purposes of this section the term “deficit in excess profits
5 net income” with respect to anytaxable -year means the
6 amount by which the deductionsplus the credit for dividends
+ 7 - received and the credit provided in section 26 (a) (relating
B 8 o interest on certain obligatim;s of the United States and ils
@i instrumentalities) exceeded the gross income. For the pur-
10 -poses of this subsection in. determining- whether there was
-11- such an excess and in determining the amount thereof, the
12 adjustments provided in section 711 (b) (1) shall be made.
A3 = 4 (d) ~AVERAGE 'Basr - PEriop. NET INCOME—DETER-

14 MINATION,~ ", '« o0

A5 7l ~(1) DEFINITION~For the: purpdses of this section
16 the averagé, base period net income:of the taxpayer shall
117 -+ - be-the amount determined undei sibsection (e), subject
"18:* :-to the -exception; that if the. aggregate. excess profits net
139 21¢ 7+ indome for the last half of itd bdse>period, reduced by the
-90; ::Ti:aggregate of the: deficits in -excess profits:net income for
13%::i . suchihalf, is: greatér than such aggregite so reduced for
22 the first half, then the average.bade périod net income
123>~ 1:8hall ‘be.the amoeunt determined:wmdér wubsection (f), if
124,171 ghitobthan the dmont dofermifi] undor subrecion (¢).

¥ 30101+ (3) oithe purpiedasofisalispotion i(e)s spd (1),



2.

i f'mi-f.r,if.thagmm;m i axistence, during only part of tbveA

9 .48 months preceding the -beginning of .ita.fit taxable
i§: .o year. under this. subchapter, its excess! profits net in-
o ABOMBe s e e E2

5 (A) for each taxable year of twelve months
6. u;1 . (beginning with the beginning of its hase period)
W10 i, during which it was not in existence, shall be ¥n
8 .., amount equal to 8 per centum of the excess of—

9 .. . . .(i) the daily invested capital for the first
10 .. . day of the taxpayer's first taxable year begin:
n o ningafter-Decémber 31,1939, over., iy
2. ., . . . (i) an amount equal to the same percent-
18 ... ., . age,of such daily invested capital as is appli:
14 ~ cable under section 720 in reduction of the aven-
15, ..., . ege invested’ capital of the. preceding taxable
16 . yeAT;. . Tt D
B ARIRHLS .,(B):.for‘the taxable year of lessithan twelve
18 1\ .. ..months consisting of that part of the remainder:of
19 ..., . .itsbase period during which it:wags not in existence,
12011, 5., .shall be the amount ascertained for a. full ;year under
21 ..\ ., -.subparagraph . (A), multiplied. by, the .number of
© 23 i, ~days in such taxable year:of less than twelve months
23, .. -8nd, divided-hy the number,of days.in.the twelve

(i o - Tonthe ending with the clese. of snch; taxable yeat.
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ot B g v.!x(c;mmw:wmem aoeygesbask goriod ot
st o bo desh-then et .67 o R
@ 0 (4 For the oomputatitn of Bvenigebase period net
4 income in the case of certain reorganizations; see section
S TAG b kst e (8
6 i1 fo) Avirapn Base Pupsop’ NurImooMB—GENERAL
9 ok vissaGn.«~The wverago base piriodmet-inesne determined
8 - under'this subsection shall be daterinined s follows:
@11 By eomputing tho aggvegete of the exeass prot
30| e nei-iucome for vdeh of the taxable years of the tox
120 -; wuch sanable years Whioto was o defielt in excess profis
Wy lmmembyﬁosmdmmmdmg&e
1471 0] hpoubgt 1 i i e T ol
Wit 2irilfd)) Bef computing the ugghsgataof the excess profils
16 net income for each of the tazable\years of the tazpayer
021 ririihe base period; heduiced by the um of the deficits in
U8 11111 webay profits met lindome for eaéh -of sudhiyears. If the
3001 seneons iprofits et income (or. deficit in edeess profits net
201 i) 1for ons taable'yoat i tha biseperiod divided
1 i1y $hé nisnbor of Wohths 4 axbbmaw‘year 18 less than
ot VPG erebinbion of Whd. apipreyiatiof ahe edbess profits net
2811 sibhgbine’ [Podwot by defidits sh aitobssiphofils et income)

Py f)i«t,w:mxmwwwf»wwmms base. period

dmdod by llwmumbqr of mﬁcm m:hmlum
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o8 e isnotknl rused fop- such: one:gens) indvr :this paragraph
-8 1 1shallube; 75 per wintum:of the avatage monthly amodnt
o multiplied by the numbér of months in suéh ons year, dnd
5 utheyear-incnessed under this sentence shall be the yéar
6 1. the increade. tn:which wdl ‘producé. the lagheat averdayge
: Ibuupmodrmdmme, SR R A
8 1(2;),-:Bysdm«1ing the amount ascertained under par-
9 agraph (1) by the total numbel" of months in all sdch
10 . taxable.years;and - . . o b

AL - oo (8) : By moltiplying -the :amount. ascertained under

12 .. -paragraph<(2) by twelve, - . - . b “

13 (f) AveraGe Basg Prriop NeT INCOME-INOREASED
-14 . BEaArMiNGs 1N :Lasr Harr: OF Basg: Preiob,—The average

15 i-base period riet income determined under this subsection shall
16 be deterthined as-follows: = [ i b

AT -0 0 o(1) By computing; for ieach of :the taxable years of

18 . J:};(tbe :rmpu}hr;in‘zits«rhasar pediod,: the exvoss iprofits net
19,0 ~imedmb:for sueh: yedry o the défieit)in:exoess iprofits net
20 ;L;mmoemaibnmbh-ym;; Gobvian pilt oy

2Lyl (@) By éorirputing forveach.balf of thie base peribd
2 - vtheaggregate nftﬂm!m:p'mﬁtdmtiihcmhezfor each of
3815 1/ the-faenbhe s ok bl radcod; i for one or rubke
%hsvcr o il ees; thetd iwabiiai défivik«in exbess:profits ot

' »qu «9M.&Mﬂmidz Wﬂmﬂ’ﬁ' m«*
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+1 "\wof such ‘dompatation, if any taxable year is partly witkin
a@: cvveaeh half-of: the base period theré shall (be-allocated<to
\ 842+ vthe first half an amount.of the excess, profitsmet incothe
.4 .. or deficit in excess profits net income; as'the:case miay
B be, for such taxable year, which -bears the same ratio
6:. . 'thereto as the number of months falling within such Lalf
7 - bears to the entire number of months in such taxalile
181 - ' :year; and the remainder shall: be allocated to the second
9. . half; DR
10 (8) If the amount ascertained under, paragraph
AL 11(2) for the second half is greater than the amount ascer-
12 tained for the first half, by dividing the difference by
AB o entwop e s U
141, w0 i~ (4)- By adding the amount ascertained under para-
15 .i+graph (8)' to the amount ascertained under, paragraph
16 (2) for the second half of the base period; ! .«
127 17 i (B) By dmdmg the amount found under paragraph
118 ..' . (4) by the. number of months inthe second half of the
19 - ;w1 hase period and by multiplying: the result by twelve; -
20 . (6) The amount ascertained under-paragraph (5)
| iLj ~shall 'be the average base period net income determined
'23"...; - under this subsection, exceptthat the average base period
22« 1 ‘\met-inoorne :determined -under- thissubsection ishall in no

y 1«% i rx'pasezbe greaterithan the highest exeess profits met incolnie |
L a%qwq 'fdr any MHO Min tho M@&md.wﬂo»ﬁo purpole
R SRR L
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-~.{ obiioh limitation if aliy taxable year is of less than twelve '
-+ months, the excess profits'net income. for such taxahle
.~ year shall be-placed on an annual basis by multiplying by

.. twelve and dividing by the number of months included

athin suoh"taxablqt'yeur.':i Lo Caon e &
s o (7). For the purposes -of this subsection, the excess

profits net income for any.taxable- year endihg after

. ..May 81, 1940, shall not be greater than an amount com-
puted as follows: ~ : T "

(A) By reducing the excess profits nét income

i+ by an'amount which bears the same ratio thereto ds

~ the number of months after May 31, 1940, bears to

.. 7. the total number of months in such taxable year; and

.+ '(B). By adding to the amount ascertained under

;. subparagraph (A) an amount which bears the same

* ratio to the excess profits net income for the last

17§ ¢ v preceding taxable year as such number. of months
18 i . after May 31, 1940, bears to the number of months
19 .- - in such preceding year. The amount added under
20+ «.'; * this subparagraph shall not exceéd the amount of the

21

excess profits net income for such last:preceding

’ 22 b 'll'.-r) 'l:.‘mbleymﬂ A S N
1235 pciin 41 o (@) T4 the mimbér of months in such preceding

: V- TR 0 taxable yean is less than such namber of months affér. .
@ i 1o MR R 0 b odling bo the amotnigsoutala].
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v} ol -euhllerisubppoleaph<(B): ssidmiuiitriwhidh bears the
olffiini by la&nét'mﬁﬁ*'wmlm'{u@ amﬁuinetdnme for the
18147/ 1ifTs000nd phéceding taxnbls year-ss!thé: axoass of such
bl -duaromdber df maonths. dfter: May 81; 1040, over the
5 number of months in such »pbeceding: taxable year
B iibearsite the nwmber of months:inisuihjsecond preced-
M v . g taxable year. . or o oo s
28 o (g)  ADFUSTMENTS TN EXcrss :PRortas «OREDIT ON
9 AccouNt oF CAPITAL CHANGES.~For the: purpeses of this
0. gotione: ¢ ; o i h
 h NYRTIRERVES | 1) The 'net. oapxtal addition. for.. the taxable year
12 i .ghall bethe excess, divided:by the number of days in the
[A8: 21 taixable: year; of the aggregase wof the daily capital addition
i3 [ . for each day of thetaxable iyear over the aggregate of the
15::- :: daily dapital reduction for each :day :of he taxable year,
128 w11 it +:(@)1The net ioapital rednotion forithe taxable year
AT+ irghall ‘bethe excess, divided: by:the number of days in ihe
481 1 otaxdble year, of the-aggregato of thié daily capital reduc-
e #1800 i) viienforeach diy of the taxeble iyear over the. aggregate
3 1 :vivof ithe daily eapital 'addition for.eadk-day of the taxable
342‘15,4,175';;{5:3@ T (I T DT S PR R P
| 22 (8) The daily cepital additipn'der emy day of the
o @ texmble yearahid] bi:ithe niggtbghte: of the amounts of
e Ty :hnmﬁny*h&MM#ﬁz@Wiwu pmd—m
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ey i thnpage’s vl ncable rosiasider this b

B 1o ghnplnrnhndi prioy tq - suchi; day:|-kh - determining the
3 ‘amount of any property paid in, such property shall be
41 - ingluded i am amount: déterntined: in the manner pry-

B, i - vided|ine bootion 718 (), (2) .« A distribution by the

6 taxpayer: tb-ité shaveholders in its stock: on rights to se-
T, / ¢nire ite stoek shall not be:regarded as money or property
"8 .. paid in for stoek, or as paid-ini surplus, or a8 & contribu-
‘9 . tion to capital: The amount ascertained under:this pard-
10:, .., graph shall be reduced by. the excess, if 'any, of fhé
11 . ‘exeluded. capital for such da;ys over: the excluded capital
12 . ...+for the.first day of the.taxpayer’s first'taxable year under
13\ ... thig, subchapter.. For the:purposes of this paragraph the
14 ... excluded . capital: for any ‘day. shall be\an -amount equal
15.1 vy to-the:sam of the fallowing s - - v 1 s
16 ..t o (A)-The aggregate: of the adjusted: basis (for
1Ty ...t % determining:loss.upon:sale or: éxchange) as of the
8. . hegmmng of such day, of obligiaﬁms’-h‘old by the tax-
19 o % payer at the beginning of suchiday,’ which are do-
20\ o sekibed i section 22 «(b). . (4)1(A), - (B), or:(C})
2%, o sy pert:of the interest from: which in excludible from
22%:‘\‘.;“\,;3; grose. income - orallowable -av aredit against dét
2 s v Anoomasand o end ottt Gy E
B ity (B»)\kﬁl‘hevw of the-adjusted basis (for
: %&u&s &?m pips

gk mpon s, omachasigo) a4 of thé
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5 ++) beginning'ofsucl:day, of stpale of domestio:corpori:
o+ i.v7v tions Jield by the: taxpayer s the:beginning of such

¥ . . . . .
d&y. A N S S S ¥ TN COPTER S FEATE IS F AR

i »..-The daily capital addition shall in:no case: be:less than
. .gero. .. (For:daily capital additions and redactions in case

of certain reorganizations, see section 748.) ...
(4) The daily capital reduction for any day of the
taxable year shall be the aggregate of the amounts of

- .distributions to shareholders, not: out . of earnings and

10: . . profits, after the beginning of the taxpayer’s first taxable
11..  :year under this sul_')chapter and prior: to such day.

12 -(5) If, on any day of the taxable year, the taxpayer
13. . and any one or more other-éorporation’s -aré> members
14, - of the same controlled group, then the daily capital re-
15 duction of the taxpayer for such day shall be increased
16 ' - . by whichever of the following amounts i3 the lesser.:‘:

17, . . (4) The aggregate of the adjusted basis (for
18 . .. determining loss. upon sale or: exchange) of stock
19. ... v . i such ‘other corporation (or if more than one, in
205; . .. such other icorporations) -acquired by the taxpayer
L. . after the beginning of the tazpayer's first taable
22 .. yeesr under'ﬂtic,subchapterrmim the aggregate of
23 the adjusted basis (for determining loss upon sale or
%)

wohmge) of stook: is:suol \other | oorporatwn {or zf
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i> 4o wiof By thevtappager phior’ th-such duy~ dnd after the
gy vinnbeginming of ‘the tawpayera ﬁrbt tacible: »year under

3: o this subchapter, e

4. . «(B)-The ewcess of the aqgregate of the adjustéd
5 v yosbasis (for determining loss upon sale or exchange)
6 ... ' of stock in all domestic corporations and of obliga-
T tions desovibed in section 92 (b)- (4), held by the
8 « i taxpayer at the beginning of such day over the aggre-
9 gate of the adjusted basis (for determining loss upon
10.-..17: .t “sale or exchange) .of stock in all domestic corpora~
1 tions and of obligations desciribed in section 22 (b)

12 i noi(4), held by the taxpayer at the beginning of its first
18 i Bt litazable ‘year under this subchapter, i i
14 If any stock or obligations described in subparagraph

1 (4) or ( B) was disposed of prior to such day, 'it8'basis

(31}

16 shall be determmed under the law applwable to the year

1 l' in wlmh 30 dzsposed of. The ea:cluded capztal of the taz-
18 payer for such day shall be reduced by the amount by
19 whwh the_ 'ta:cpayer 8 dazly capztal reductwn for such
0. day'w zn&émed under tlus paragraph. Asaﬁse'ad n tl"tw
21 :”\ . ‘pd;t'zgraph a c(mtrolled group means oue or more chams

N R

22 of gor poratwns connected thro/ugh sw?k ownersth wz;h a

v ond b

- common arent cor oratwn if (1 more than 50 per
i o ¥ & P f () Pitodin }:7{

centum, of the combmed voling paw of all classes
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Y Vol sof mmmmméﬁqﬂ alam of stook,

B o, adohsof Hhe conparations.fensephithe:odmmon paren
{‘ 38 corporation) is owned dﬂﬁ"ly‘,bﬂ%mtm more of the
4: ... other.corperatians and (4)- thecommion parent corpore-
8.1 . tion.owna directly mare.than 56 per contum of the total

' combined. voting pewer of ull. classes of stock entitled to
T % - vate,.or more than 50 per. centum of the total value of
. shares of  all.classes of stock, of at least one of the other
corporafions, . . . .G T
10, SEC. Ti. BXCRSS PROFITS CREDIT--BASED ON INVESTED
1. CAPFEAL - o ot
. The excess profits credit, for hny'ﬁxable year, computed
13 under this sestion, shall be-the momahm imthe following
Jhogables e sy s b s

eym,we A, L i
Ro V‘;‘mﬁm i 'l‘he ex;dlt shall be- o
R - ---U—- et m the i v!"“ i‘“ ;
ovfl? 36,000,000, ué Mt over $400,000, plus 7% og“:lhe oxceas
e W;MM But not' over ﬁ%w ’“!6‘%] of the

. Goar $800500, ot i JII#&W% of the ewoem

;\‘( ,x‘!;';zu.,

15 snc 7. nnmtmon oF mvss'mn CAPITAL.
For the f;mposes of this su%oﬁapter the mvested capital
17 for any ﬁxﬁbie year shall e the average ge irivested dapital for
.18 ‘sl jrdar, dotiriniiod “ander’ sedﬁbﬁ 116, roduced by an
13% i ottt e oo 40 (laing 8 i
il T i B Bl e
. "':1_ g 0e sth mm muw&wf&%&ﬁ%&m‘#’ 3 A
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A . B
o1 dotdmnnatwef cinvested: oapital; on bim«othar tham a
.2 daily basls,»ml_l.produce an invested capital differing by fiot

+3 ; mode than $1,000-from an’mvested capital( @9termined on. a
+4 ; daily bdsis; he mey, under regulations prescribed by him with
+5 .ithe approval of the Becretary, provide for such:détermination

o

on such: other basis, ...(For .computation .of invested capital

-3

in-case.:of foreign corporations' and i cofporations -entitled ito

(v <]

:the benefits :of section: 251, see section724.) |
SEC;716. AVERAGE INVESTED CAPITAL. :

>

10 - :/The:average invested capital for:any taxable.year shall
11 b the.aggregate of the.daily invested capital for each dayof
12 - such -taxable .year," divided. by .the number of days in such
13 taxable yedr. =
14"SEC. 717 DAILY INVESTED CAPITAL. | . - 4
15 -, “Fhe daily invested capital for any. day. of the taxable yedr
16 - shall be.the .sum of the equity:invested capital for such day
17 ‘plus ‘the 'borrowed invested . capital for-such:day determiried
18 wminder section 719, - . o Tt Loy
'19.8EC. 718, EQUITY;INVESTED -CAPITAL. . - .. - i
20 .\ (a) DeRINITION.~The. equity invested capital for any
21 day of any taxable:year shall. be. determined,as of the begin-
22 - ning of :such..day. and ishall:be: the: suth ofthe followiig
23 amounts, reduced as provided in subsection (b)i“"f."’n ,
| 2 oo o(d).MoNey slfm‘imzéﬂﬂoney }preyionsly paid%.ih
- mes—s |

X
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for. stook; or ne paxd-;m surplus,eot as,a oontnbnﬁon to

Oaplml,n IR ‘r"'[- RPN S e Ny _-i-".hf RETRS
(2)' PROPERTY . PAID IN.~Property . (other than
moaey) previously paid in. (regardless of the time paid

o in), .for.stock,br.as).pmd-m surplus; or as a contribution
- " to capital. Such property shall be included in an amount
i equal to its basis -(unadjusted) for determining loss upon

sale or exchange. If the property was disposed of be-

fore such taxable year, such basis shall be determined i

| bhemmemmeruétbepmpeﬁywms&dlheld%the
.. .. beginning of such taxable year under the law applicable

i lo the year of disposition, but without. regard to the value

of property as of March 1, 1913. . If .the property was
disposed of Igefore ‘March 1, 19138, i 13 basis shall be

.. considered. to be.its fair market value at the time paid n.

Ifeueb the unadjusted basis of the property is g sub-

stituted basis i, such basis shall be adjusted, with respect

to the peﬁod before the property. was paid in, in the
menner provided in seetion. 433 (b} {3} by an amount

feq'qali to. the adjustments proper. under section 115 (1)

' . for determining earnings and profils;

23

i

1(3) DISTRIBUTIONS IN STOOK.-~Distributions in
stocke i e TP SR TR
(A) Made pnor to such taxable year to the

3

‘ -mm, R



,Ly Bl e r—oxtehtfto Whicki they are oonmderqd distributions  of

{ i

2  earnings and proﬁts, and G
3 SR | B) Previously made durmg such taxable year
4 . to the extent to. which they- are considered distribu-
5 . tions of earnings and profits other than earnings and
6 ... profits of such taxable year;. . -
1 - «(4) EARNINGS AND PROFITS AT BEGINNING OF
.8 .. . YEAR.—The accumulated earnings and. profits as of the
‘9 .+ beginning of such taxable year; ... .
10 46} meweem%eﬁxwmm
1 HQBH)*‘HGN——IB the ease - ef the previeus reeeipt of
12 property {other than pfepersy deseribed in the lash pen-
13 teneeefseeﬁea%-(-&)--(—l-é-)—)-bytbet&payermeom—
15 H2 (b} 46} or the corresponding provision of & prior
| 16 reveauel&w;anamemt;w&hrespeeﬂeeaehsuehkqm—
10 - daiion; equal to the emonnt by which the aggregate of
18 the ameunt of the meney so received and of the adjusted
19 ooy o th tim of recepty o ol proporsy.foher than
3 money}so zeoeiveds excecds the sum ofs -
B, . ik Tho aggregete of the sdjustod basis of eash
SR s}weofswekm%hmepeestewhwhsaekpmpemy
B meereeewe&&uehadysﬁedb&baseﬁeaebshmtebe
& v o \detemmedmmedﬁ%lypﬂorte#wreeeip&efaﬁy
e 0 0] G
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2 Co sﬁuo,aad YT Sty frpe 1‘?,7:{}17':‘.:" A%
g7 il o 418 e wggregube-of the Aiblsilitios of Gaeh other

Y 1 iproperty se reeeived was sabjeet; and e&’an& other
'8 i i - eontideration {other than the steck -with despeet to
9 which sueh preperty was redeived) givén by the
10+ 05 ¢+ tnapiyer for saeh property s resciveds and
Uiy« s (8) (NEW OAPITAL+-An -amouns -equal to 25 per
12+ - eentum of -the,i:e'w capital for:such day. : Theiterm “new

18- - ‘eapital” for any day means so much-of the:amounts of

i14-++- +1money -or .property includible for. s'ixbh'-'ﬂayiﬂ under para-

46 » ~graphs-(1) and (2) as was ‘previoasly,paiﬂ‘in during
16 ++ . taxable year beginning after Deeember 81,71940, and
A7+ :8o:much . of the distributions in:stoek :includible for such
18 - : day wider:paragraph :(3) as'was previously made dur-
19:: +-1ing a-taxable-year beginning after December 81, 1940,
20 subject to the following limitations:- - .~ .

21 4 @i yo{A): There - shall not-‘be ‘included money or
21 .;propeérty 'paid in by a corporation in an exchange
2.t 1 - to- which-eetion: 112 (b) ' {8);1(4) jror (5), or s0

B4 i ixyivomudh of sedtion’ 1>12 {e)¥ (d);ﬂm-ﬂiée) 48 refers-to
% . sectlon 112 (b) (3), (4), or. (5) \ 'dp

. ' N )‘-’\"ﬂt‘::'i"\
Yook ,»::.y.:.:.m S “ TN - "



i i o {obwoulddba applicableiexoept for section 371 (g).),
.« vorwould haveibéenapplicdble: £ the, term “control”

9

3

-

@ =2 & o
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had been defined in.seotionx 112 (k). to mean.the
ownlerthip of :sto¢k:‘posseshing more than 50 per

centum. of -the total combined. voting: power of all
. classés of:stock entitled to vote or more than 50 per
. centum of the: total value of shiares of -all classes of

stock,. . - - .. e, 2

. (B). There. shall not. b’ included money or

: .:.properby .paid ‘in. to- the : taxpayer by a transferér
- corporation if immediately after such transaction the
" transferor and the taxpayer are members of the sanig

. 'controlled group.. As used in this subparagraph and
N éubpamgmph (C), a controlled group means one or
.- more. chains of eorporations:éonnecte& ithrough stoek
“ownership with a common’ parent corporation if (i)

" more than 50 per centum of the total sombined voi+

ing power. of all classes of stock: entitléd to vote, of

. more:than 50 per centum of the:total value of shares
. .of all classes of stock, -of each of the corporatiofii
- (excépt-the. common parent corporation) is ownéd
1.1 directly: by-one: or. more: of  theother: corporatiorf¥;
-, and.{ii);the: cotmon: parent: corporation owns: di
st poetly inoé than 50 périvestum of thé botal combined

< a

v

BT N R V- " L M
B LE VT O B RO
RS ,j.;\;,}:l,»;v.«.g AR PR A, qt

i 1 voting :power of all classes of stock entitled to vote, - ...
e e e *ar"A . v,aﬁg R o C 5 k]
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% : 38 i
%": A » - more shan 50«»‘[:01* eontuhl of thn»total value ofl
‘g~ :sharés of all chases of :stock,’ of at: least one of the
g i oother corporatlons. B N
4 (C)- There smll not be included o distribution
B - ,in. stock. deseribed: in paragraph:. (8) made to
6 - another eorporatlon, if ihmediately after the distri-
7 * bution the taxpayer and the dnstnbutee are members
8 of the same controlled group. |
9 . . . (D) Increasein Tnadmissible:Assets.—The new
10 - capital for. dny' day: of -the taxable, ;yeér, computed
11 . without the application of subparagraph (E), shall
12 .- . be reduced b,?;fhe excess, if. ahy,: of the amount
13 ... . computed uuder section: 720 . (b) with respect to
14 - - inadmissible assets .held on such: day, over the
15 - "tl.mount cﬁmputed' under - section 720 - (b) wifh re-
16: | . - spect to .inadmissible assets-held on'the first day of
17. . . the :taxpayer's:first. taxable : ycar. 'beginniixg after

18 ..+ i:-Décember 31;:1940." For. tlnepnirposek of this sub-

9. ph'ragraph, in determiniug whether obligations which

20 i« are described in section 22 (L)' (4) any part of the

21. - . iiterest from which is.excludible from' gross incoute

o 985 - ..or allowable. aé‘dfciedir-'agdidst*het'sﬁmmé are to
23: it b treated as admissible omnadmxssxble assets, such’
'*t;;':‘ % niedigen b =obhgntxons shall befttenmd iy the 'same manner 84
£ o *h‘-.(i:

o I “73} G
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g b .they are‘treated for thé taxable year for which tak

- under! this subehapter is heitg computed. &
.+ (B) Maximum New Capital Allowable.—The

- new capital for uny-day of the taxable year shall not

L= I - - I -

.+ . be more than the amount; if uny, by which— r
(i) the sum of the equity invested capital
. . (computad without regard to this paragraph)

* . und the borrowed capital ; (as dofined in section

Lo

© 00 a o

... 719 (a)) of the taxpayer as of such day, ré-

10 . - . i duced by the umount of ;oney or property paid

11 in which is excluded by reason of the limitation
12 - . .. of subparagrapk (A) or (B)of this paragraph}
3 . . .exceeds - o 0 .. 0
14 - - . (i) the sum of such equity invested capital
15 : and borrowed capital az of the beginning of the

16: - .. first day of such taxpayer’s first: taxable year
17 e - -beginning after December 31, 1940, reduced by
18 - the amount; if any, by which the accumulated
© 19 % . - earnings and profits as of such first day of such
f 2.0 .. .. first taxable year exceed the accumulated earn-
2l . o o ings and:profits . (compited: without regard to

2 - distributions made in taxable years-beginning

23 .y i s after1December 31;:1940): a8 of the beginning' .

.- | TR N
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L b i - of thie firat defy ofithe taxable-yearifor which tip
2 . .~ taxvunder this-subchapter id:heing:computed. ';
@ 0.0 (BY Reduotion on Account of Distributions Out
4 . of Pre-1941 Accumulated: Earnings-and Profits.<
5 ‘The new capital for any day. of the-taxable year, com-
6. . " . puted without the application of subparagraph (E),
T:-~ - . shall:be reduced:by the amount which, after the he-
. ¢ ginning of the first taxablo year which beginé after
9: - " December 31, 1940, has heen distributed out of earn-

30, .- ..ouings and: profits accumulated ‘prior to the beginning

1. .t wof such first taxable year.: . . .
12 o (b) :RepueTion 1x EQuiry. INvisTED CAPITAL—The
13 amount by which the equity invested capital for any day shall
14" be reduced as provided in subsection: (a) shall be the sum
15; of the following amounts-:. -
16+ .1 .:(1) . DISTRIBUTIONS IN PREVIOUS YEARS.—Dis-
17 . tributions made prior- to- such- taxable. year which were
18:.%:+ not out of accumulated earnings and profits; |
19 v ooi (2) :DISTRIBUTIONS DURING-THE YEAR.—Distrib-
20+ 1. utions' previously made-during: such taxable year which
3% iv:+ are. noti out: of the: enrninigs: and; profits of such taxable
L e R RTINS (U

. Bt . 1(3) BAHNTSGS | AND ! PROFITS: 07 “ANOTHEE COR-
A PQRATION‘.-;-The' earnings and profits of another corpora-

i . -2 & tion which previously at
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- -§ il ‘mulated-enrringsi and: profits’ byt reason: of ‘e trandactidn
3 -deteribed:int sebtion1191(b} to-(e), both inclusive, or
8  'in:the corvesponding provision of & prior revenue law,
4 - ofby:-resson-of the transfer by such other corporation to
5 thetaxpayet of property the basis of which in the hands

(=~}

-of the texpayer is or was determined. with reference to its

7" Dbasis. in the hands of such other corporation, or would

8 . have been so0 detennineﬂ if the property had been other

9 . thanmoney; and
10 7 44 REDUOTION ON AGOOUNT OF OB ON TAN
11 PRHR HQUIDARION—In the ease of the previeus roceiph
12 of property {other than preperty deseribed in the last
13 sentence of soetion H3 (o) (16} by the tanpayer in
14 | complete liquidntion of anether eorporntion under seetion
15 - 19 {b) {8); or the eorrespending provision of o prior
16 - revenue lnw; an amount; with vespeet to ench saeh liquis

- 17 dation; equel o the amount by which the sum of—

D18 T Ay The agarepsto of the adjusiod basis of

C 19 eaeh share of stoek with respeet to whiek sneh prop+

2 enty was receiveds suoh adjasked: basis of each chore

R to be- dotermined immedintely prior to:the reeeips
2. . . okany plopersin cueh Liqidation with vespeet 8o
28 10 il i push aigey e ¢ s i Bl cnge RR

© U i4B) The eggiegate: of the:lisbilities of such

B2 10 1 ook St s bbb lpogor i ook
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L5t mootioniwith:thoivoseipbof mishproportfy.of the ik
2 o bilides ! {nob: essumed! by ithe taxpayer)- o which
B . -such propersy s roecived wae subjoos and of aty
6 by the taxpayer for suck property: so rescived;

T eseceds the aggregate eft-heamoun%eit’he'-meney’se
8
9

reeeived and of the adjusted basis; ob the fime of reeeiph;
of all property {other than meney) se reeeived: The
10 - amount of the reduetion under this paregrmph shell net
11 execod the aceumulated oarnings and profits as of the
13  (e¢) RULES FOR APPLICATION OF SUBSECTIONS (a)
14 AND (b) .~For the purposes of subsections (a) and {b)—
15 - - (1) DISTRIBUTIONS TO . SHAREHOLDERS.—The
16 . tenn “distribution” means a distribution by a corpora-
17 . tion to its share, holders, and the term.‘distribution in
18 . . stock” means a distribution by a corporation in its stock
19 or rights to acquire its stock. Te the extent that a dis-
20. . - -tribution in stock is not considered a distributiqn of earn-
21 .. ings-and profits.it shall not be considered a distribution.
22 A distribution in stock shall-not be regarded as money
28 . or property paid.in for stock; or as paid-in surplus, or as
2. .. s.tontribution to oapitals -+ 7 3t
2B.r5 111 wirwic(@) DISTRIBUTIONS T3 FERNT SIXTH DAYS OF TAX-

PR
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4
5
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8
9

10
11
12
13

14

15
16
17

18

19
20

21

22
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23
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~ + i "ABEE ¥BAB+In -the :application: of- such:subsections to
~ any taxable yearbegmnmgafter Docember 31, 1949,

so much of the distributions (taken in the order of time)

. made during the first sixty days thereof as does not

“exceed the acoumulated earnings and profits as of the

beginning thereof (computed without regard to this
paragraph) shall be considered to have been made on
the last day of the preceding taxable year.

(3) CoMPUTATION OF EARNINGS AND PROFITS OF
TAXABLB YEAR.—For the purposes of subsections (a)
(3) (3) and (b) (2). in determining whether a dis-
tribution is out ‘of the carnings and profits of any taxable
year, such earnings and profits shall be coinputed as of

the close of such taxable year without diminution by

- reason of any distribution made during such taxable year

or by reason of the tax under this subchapter or chapter

1 for such year and the determination shall be made

~without regard to the amount of earnings and profits at

the time the distribution was made.

{4) SFeck ¥ CASE OF MBRGHR OR GONSOLIPA-

- oN—If n eorpomtion owns stoek in another eorporn-

o d&tedm&smerymeegerereonsehdwmyer '

B} sueh eorporntions are parties to o trans- -

R U
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8 i il towyl merger on consolidation; 111 ’;5.‘55‘['7{'?5;5 2
4 . then waoh:Stoek shall not be conbidored:as property paid
5 - infar sioele ofy or a8 peid-ini sunplas of; ob ane contrby-
6 tionto eapitel of, the eorporation: romiliig. from the
7 . -trensection: refoived! to in sabpavagreph (&) er (B)-
8 (d) For special rules affecting: computation of property
9 -paid in for stock in connection with certain. exchanges and
10- - liquidations, see seetion 7564 a8} Supplement C. .
11 - (e)! For. determination of equity -inveésted. capital in
12 special cases, see.section 728, - - e SRR
13 (f) 1.The, reserves of -an -insurance company: shall not be
14 inchuded. in computing equity invested: capital ‘dnder this
15 . section bt shall be.treated: as borrowed: capital as prom'zéed
1610 section 719, - oo et e D
1. SEC. 719. BORROWED INVESTED CAPITAL: |
183 - (a) Bon’nomm G;svmu‘;-'l?he' ‘horrowed . capital for
19 any day of any tuxable year: shall bedetermined ias of the
20" beginning of such day and:shall bs the sum of the following:
21 - i:41) The.amount of ‘the-putstanding - indebtedness
22 (not including interest;-and net ineluding indebtedness
93 Wm%MMfM*M o oeptain ex-
- ehongbs)--of the taxpayer whick.is: evillenced by a bond,
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2
3
4

10
1
12
13

14

-‘,,.M \mw,-m o m;e,:ﬂabommm "f“md"b“ﬂ' ‘

i negs; mortgo.ge, or'deed Mﬂ;ﬁplns, e e

i 1) 1T the  case of /& taxpayor. having(n contréict

«.. {made: before the expiration iof 30 days-after-the ddte
- .of the enactinent of the:Second:Revenue Act of :1940)

- +with .a-foreign government to furnish articles, materials, -

15

16
17

18

19

21

'''''

or supplies to such foreign government, if suchcontract

.provides: for:advance payment and for: repayment by the
. :wendor :of any, part of stich advance payment upon cah-

cellation of the contract by such foreign government, the

. amount which Would be.required to be.so repaid if can-
"cellation occurred at the beginning of such day, but no

--amount shall be considéred as- borrowed icapital under

this paragraph which has heen includiblein gross ineerseé-

'.‘.mcome, plus» Cod

.+ (3) In the case of an insurance company, the mean

" of .the amount.of the pro rata unearned premiums deter-
. ‘mined at the beginning and end of the taxable year, plus,

(4) In the case of a life insurance company, the

. --mean of the amount of the life insurance reserves, and

the mean of the amount of -the: reserves .on: insurance

conlracts’ (or oontracts- arising ouwt' of . imurmwe con

28:; )i dragis) ‘whish do not involve, a the :time with reférence
241 <. vlo which- i the'- computativn ‘was. made, life, ‘health, or

ety il deagnineytog oot sy b aiaide Somios s ool
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3 BUSHE aomdmw oontmyemws, detenmmd, at tlm begmmng amﬁC
endof the taaﬁable year. bt
o (b): Bonnowm) Invnsm GAPITAL.‘-*—The borrowed

invested capltal for - .any- day of any tazable year shall be

2

3

4

-5 determined as of the begmmng of such:day. and shall be an
6 amount equal to 50 per centum of the borrowed capital for
T -such d&y g

8 SEC. 720. ADMISSIBLE AND INADMISSIBLE ASSETS.

9 ' (a) DerrnrioNs.—For the purposes of this sub-
10 chapter— .- - SNE

11 - (1) The term “inadmissible assets” means—

12 ~ . (A) Stock in corporzitions except stock in a
13 . foreign personal-holding company, and except stock
14 which is not a capital asset;and SR .v |

15 (B) Except as provided in subsect_ion (d),
16. - obligations described in section 22 (b) (4) any
7. part of the: interest from which is excludiblex from
18 . gross iucome or allowable as a credit against net
19 inco.me..w e S x
20 .. .. (2) The term “admissible assets” means all aésets
21 - other than inddnﬁssible assets, |

.(b) RaTio OF INADMISSIBLES TO ToTAL Assms-——

22

23 - The amount by which the average invested capltal for any
24 taxable year shall be reduced as provided in section:715 shah
25

be an amount whleh is the same percentage of such average
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’ ,le mifeﬂiadk capilal psfthe percenthge.- wlnch tha total of the in-
-2 admissible ‘assets.is of-the total of admissible and inddmissible
3 - assets; »For such purposes; .the :amount: attributable to each

-4 .agset held at:any time -during such .taxable  year. shall be
5 determined by ascértaiting the adjusted ‘basis thereof: (or,
6 in the case: of ‘money, the amount thereof) for each:day of
T such taxable year so held and adding such daily: amounts.
8 The determination of such daily amounts shall be made under
9 regulations: prescribed by the Commissioner with the ap-
10 proval of the Secretary. - The adjusted basis shall be the ad-
11 justed basis for determining 'loss upon sale or exchange as
12 determined under section 113.

13 - (¢) CoMPUTATION IF SHORT-TERM CAPITAL GAIN.—
14 If during the taxable year there has been a short-term eapital
15 gain from the sale or exchange of a capital asset held for not
16 more than 15 months with respect to an inadmissible asset,
17 then so much of the amount attributable to such inadmissible
18 agset under subsection (b)- as bears the same ratio thereto as
19 - such gain bears to the sum of such gain plus the dividends and
20 interest on such asset for such year, shall, for the purpose of
21 determining the ratio of inadmissible- assets to the total of
22 pdmissible and. inadmissible assets, be added to the total of
23 - admissible assets and subtracted from the total of inadmissible
% agwets, o o

%..i17:(d). TRBEATMENT OF GOVERNMENT OBLIGATIONS A#
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92 --taxable M}ﬁmroomlmta&:mﬂorJmcmmfa'iu,xdhe;ﬁx:paw
8. : may.in ntsmmrnrﬁor sueh: iyper elect; torincreabe its normal-
4 itax net)inodme ﬁor:mh taxable year byfmamonnt equal to
. the amwount;df the Meataon_all obligations held iduring the
6 -taxsble year which are deseribedl in section 22 (b} : (4) any
T -part of ithe iinterest from whioh is .excludible :from gross in-
-8 _come or allowable:as . credit.against net incoms. In such
9. case, for the purposes of this.section, the term “‘admissible
10. asseis” includes such-ohligations, and the term “inadmissible
1] - assets” does not include such obligations. - :

12 SEC.721 ABNORMALITIES IN INCOME IN TAXABIJE PERIOD,

13, - - (a) DEFINITIONS.~For the purposes.of this section—
14 . (1) ABNOBMAL INCOME~~The term “abnormal
15 = - income” mears income of any class includible in the

16. . .gross income of the taxpayer for any taxable ‘year under
1" this subchapter if it is abnormal for.the taxpayer to
18 derive income of such class, or, if the taxpayer normally
19. . derives inco;he of such .clasg but:the amount:of such in-
20 .. .come of such class includible in the gross income of the
21 . . taxable year isin exoess of 125 per centum of the average
22 smount of the-gross ineome ofithe same class for the four
23" " .previous taxdble yedrs, or, if the texpayer was not in

24 existence for four previous taxable years, the.taxable
8 ;oo yeors i furing «which. the: taxpayer . was -ifi; Jexistence.
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. };1'4. 51 zm»of a olaiss. demed fmwmxy aunva of . the busk-
2 el wlu-h 8° taken :into aceount in the determination of
3 e constt;uatioa average: base period net income under
4 . section 72 shall not constitute -““abnormal income” for
5 the purpt&\cuof this section. ‘
6 - (2) S ATE CLASSES OF INCOME. ---Each of the .

T - ollowng: ﬁYv}rparagraphs shall be held to describe a

8 separate class of income:

9 . - (A) Income arising out of a claim, award, judg-
10 . ment, or decree, or interest on any of the'foregoing;’
1 or | |

12 (B) Income constituting an amount :i)ayable'
13 . . under a contract the performance of which required
14 © . more than 12 -months; or |

15 .+ . (C) Income. resulting: from exploration, dis-
16 : '/ covery, prospecting, research, or - development of’
17 -+ .. tangible property, patents, formulae, or processes,’
18 1. "r.. or any combination of the foregoing, extending over
19 ... ... aperiod of more than 12 months; or

20 .. - (D) Income ineludible in gross income for the
21 .. ' . taxable year rather than for. a different taxable year'
23, .. ; w. by reason of a change in the taxpayer’s accounting-
23 v . period or method of aceounting; or

245 ¥ oo (B In the. case of a'léssor of real property,-
J.71643—4 .
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- income included: in- groes. xnoomq fon the. taxabls®
- year by reason of the términation of the lease; or
o (F) Income consisting of dividends on stock
. of fofeign corporations, except foreign personal hold-

ing companies.

. "All the income which is classifiable in more than one of

such subparagraphs shall be classified under the one
which the taxpayer irrevocably elects. The classification

" . of income of any class not described in subparagraphs

(A) to (F), inclusive, shall be subject to regulations
prescribed by the Commissioner with the approval of
the Secretary.

(3) NET ABNORMAL INCOME.~The term “net ab-

normal income” means the amount of the abnormal in-

~ come less, under regulations prescribed by the Commis-

sioner with the approval of the Secretary, (A) 125 per

centum of the average amount of the gross income of the

.« same class determined under paragraph. (1), and (B)

an amount which bears the same ratio to the amount of

any direct costs or expenses, deductible in determining

.the normal-tax net income of the taxable year, through

the expenditure of which such abnormal in¢ome was in

whole or in part derived as.the excess.of the amount of

- such  abnormal ‘income over 125 pér; centum of such

1 ey '
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4 dvérage’ amount et 1o the’ amotint of siibh abnormsl

BRI A R T

income. S e
" (b) AMOUNT ATTRIBUTABLE 10' OTHER YEARS.~
- The ‘amount. of the net abnormal income that is attributable
" to any previous or. future taxable year or years shall be de-
termined under regulations preseribed by the Commissioner
with the approval of the Seefetary. TIn the case of amounts
otherwise attributable to future taxable years, if the taxpayer

either transfers substantially all its properties or distributes

any property in complete liquidation, then there shall be
attributable to the first taxable year in which such transfer

or distribution occurs (or if such year is previous to the tax-

able year in which the abnormal income is includible in gross

income, to such latter taxable year) all amounts so attribut-
able to future taxable years not included in the gross income

of a previous taxable year.

*. (¢} CoMPUTATION OF TAX ¥OR CURRENT TAXABLE
YEAR—The tax under this subchapter for the taxable year,
in which the whole of such abnormal income would without-

regard to this section be includible, shall not exceed the sum’

-of:

-"(1) The tax under this subchapter for such taxable

+ -year computed without the inclusion in gross income of

p 4
ASTE I
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w9 wbmhm attribi.
tablé to any other taxable year, and e
1(2) Thesaggregate of the:increase:in theitax under

... this subghapter which. would have resulted for each pre-
P ;:vious',taxable -year to which any. portion: of such net

2

3

4

5
6. . ;abnormal income is attributable, -computed as if an
7

8

9

amount equal to such portion had heen included in the

. gross income for such previous taxable year. .. - .
- (d) CQMP({;IATION of TAx: ror Furure TAxABLe
YEAR.—~The amount of the net abnormal income attributable
to any future taxable year shall, for the purposes of this sul-
,chapter, be included in the gross income for such taxable
, year. ' The tax under this subchapter for such future taxable
year shall not exceed the sum of—

(1) the tax under this subchapter for sach future

taxable year computed without the inclusion in:excess

_ profits net income of the portion of such net abnormal

income which is attribatable to such year, and
. (2) the decrease in the tax under this' sabchapter

for the previous taxable year in whieh the whale of such

abnormal income would without regard to this section
be ineludible, which resulted by reason of the exclurion

. of the whale or & part of the:abnonnal incon from the

gross income for such previous taxable year; but the

i
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i ;é«E;Wfi{bﬁ{mch;fﬁem&é shull-bo diniisbed. by aze',
2 aggfeg’aw of the increases in «th;jtux»nmler this subchap- |
8 ter which'have resulted for the taxable years intervening
4 botween such previous taxable year and such future tax-
5 - able year because of the inclusion in'the gress income of | .
6 - the. portions of such net abnormal income attributable
7 -to such intervening years.
8 SEGC R ADJUSTMENT OF ABNORMAL BASE PERIOD NET
9 - INCOME. ' g
10 ) Guvenah Ronn—In the ense of & taxpayer whose
11 frsb temnble vear under this subehapler begine in 1046, if
12 the taxpayer establishes— : ’
13 i) that the eharaeter of the business engaged in by
14 the taxpayer o of Jabuary 1; 1040; is different from the
15 eharacter of the business engnged in during one or meve
16 of the laxablo years in its base peried ab defined in
1T seetion T3 {b) (s er
18 42} thet in one or more of the taunble years in sueh
Y base period normal. preduction; owtput; or eperation was
0 nterraped or diminished bevause of the oeevrrence of
31 - ovents wbnormel in tho ease of such saxpayers sed
2 {8} the amount that would have boem its average
B base pevind net inesme— -
K A 3 o charetn ot i 0 o G-
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. texable yeam of such bese period; and - . :
' @}.iim.efgthéabwmﬁemdw

in parogroph {2)- had coourvods and
<6} i in cach of such. taxable years none of the
items of grow ineome had been abnormally lasge
end none of the items of deductions had been ob.
{3)- s grentor than the avernge base period not income
-Wmmmmum%a@‘m
then the amount established under paragraph (3) shell be
considered 0 tho avorage base period et income of the

taxpuyer for the purpeses of this subehapier:

MMWWWSRW;W .,
Fer&bepurpesesofsubseehen-(&)—- |
medmmmﬂw

other ngent of production; low selling prico of he prod-
ek of dho taxpeyer, or low physienl vohumo of seks
owing to low demand for such produoct or for.the output

of the tempayer; shall nob be eonsidered a8 abnormak
{9)- The charvetor of the business engoged in by the

 taxpayor a0 of Jenuary: 4x $040; sbwll bo congiderod dif-

 forent from the charcter of the business engaged in dit
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{A)-&hemmadﬂereneem%heproduetser
-serviees furpisheds er -
4B} there i o difforence in the eapaeity for
p!edaehenorepemﬂemer S |
{6} there is a difference in the ratie of nonbes-
rowed eapitel to totel eapital: or o
-(-D}-them*pwermmmseeﬂeedﬂmgenly
" past of its base periods or -
{E} the taxpayer aequired; before Janvary 1;

1040; all or part of the assets of o competitor; with

the result that the eompetitien of such eompetitor
wae oliminated or diminished: 2
under sabseetion {a)- {8} shall be eomputed in the same
manner a9 provided in seetion 713 {d); exmeept pare-

graphs {8)- and {4); but for sueh purposes eomputing

exeess profits net ineome and defieit in exeess profits not
inoome on the basis of the absumptions made in oubee-
{4} 1 subseetion {a) {1} or both subseetions {a)

44 and {a} {2) are applicable to any taxpayer; its

.
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. pateil fon ¥ho paipasen of nebrection (w {8))- for the
lest taxable year in stich bate period: : For.the purposes
of this paragraph; if such lnot sxable year is of less thn
twelve months; the exoces profils neb. income for such
taxable year chall bo placed on an annual basis by mult-
plying by twelve and dividing by the ausmber of months

. included in sudh taanble year |
{o} LEBMIPATION ON APPHLIOATION ©F OGENEHAL

Rendir—This cootion ohall poé be applieable unless—

© {1} the tax undor this eubehepier for the taxable
year eomaputod witheut referenee to this seetion; exceeds
6 por contam of the taxpayer's normel4ax net incomo
for sueh year; ond '

14 {3)- the application of this soetion weuld result in

15 o dimisution of the iax oiherwise payoble under this

16  oeubehapler for the tamable year by mere than 10 per

17 eentam thereef:

18 . Feor the purposee of this subseetion and mbeeetion {d) the

19 (axpeyera normal-tax et income shell be eomputed witheut

.deduetion of the tax imposed by this mbebapler,

21 {d) Exrunve or Repvorion =% Tax Usnnn Tins

22 BpemioN—The application of thia seetion ahall ot vedues

23 the tex payshle under this subehapier for the tasable yoor

24 below 8 por acnitim of the aspapare nonnaldan net ineome

25 for puch yonev. Fiae:iam undee this abohupios chempstod with
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amonnt equal 1o 10-per-contam of the (ax computed witheut
refovence: o this sookion: S =
¥oKr—The taxpoyer shall compute its tax and flo its relurn
under this smbehapter without the epplication of this seetion:
The benefite of this seetion chall met be allowed nnless the
tanpayer; within sis months frem the date preseribed by low
for the filing of ite veturn, makes applicelion therefor in ae-
eordanco with regulations to be preseribed by the Commis-
sionor with the approval of the Seeroinry, cxeops that if the
Commissioner in the ecase of any tampayer with respeet to
the tax Hability of any taimble yoar— |
-(-»l;)-inuoapneliminnynoﬁeemhgadeﬁéemy
in tho tax: Boposed by this subohapier auch taxpayer mey;
within ninely dave after the date of sueh netico; make
sach application; er
<3} mails.a netioe of deficiensy: (A} witheut having
previsusly iamiod a prelivinary netice thereof ov (B}
- soekion in Hs pelitien to the Board or in en amended
 petition in accordanco with the reles of the Beoard:
H the epplication is et fllod withiu ein menths after the date

25 wpressmibeds by law.bor- oo fling ok she-soburs tho appliestion

g



T AU L A S A A ST N4
TVP‘" A
i -
v

© ® I O M o W B

bd bk e
® B £ 8

[ S S S
® S & & =

S e R U N R e Ry B e
e T
w3 . " 3 - X ‘ . i . é L&
of sookion’ shell neb reduce the e :

- ander this sabehapter by nn amount in ex60e9 of the ameint

without the appliension of his seotion It the average bue
for any taxable yoar; the Comminsioner may; by vegulations
approved by the Seerelary; preseribe the exient to whieh the
Jimitations presoribed by this suboeetion may be weived for
the purpese of detemmining the tax under this subehopter for
o subsequent taxeble year:

SEC. 722. GENERAL RELIEF-—CONSTRUCTIVE AVERAGE BASE

PERIOD NET INCOME.

(a) GENERAL RULB—~In any case in which the lar-
payer establishes that the tax computed under this sub-
chapter (without the bemefit of this section) results in an
excessive and discriminalory tas and establishes what would
be a fair and jusl amount representing normal earnings lo
be used as a constructive average base period net income
for the purposes of an excess profits iax based wpon a com-
parwson of normal earnings and earnings dering an crcess
profils tax period, the tux shall be delermined by using
such constructive average base period net imcome in licu
of the average base period net income otherwise delermined
under this' subohapler. In determining -ewoh -consiructive

‘avernge base period net income wo- rogard hallsbe-had o
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' s; evenis..or conditions affecting. the tazpayer, the indusiry of
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1
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which it is a member, or lavpayers generally occurring or
existing after December 31, 1939.

. (b) TaxprayErs UsING AVERAGE FE ARNINGS
METHOD~The tax computed under this subchapter (with-
out the benefit of this section) shall be considered to be
excessive and discriminalory in the case of a laxpayer en-
titled to use the excess profits credit based on inoome pur-
suant to section 713, if is average base period nei income is
an inadequate standard of normal earnings because—

(1) in one or more tazable years in the base period
normal production, oulput, or operation was interrupled
or diminished because of the oocurrénce, eil.her tmme-
diately prior to, or during the base period, of events
unusual and peculiar in the ecperience of such tazpayer,

(2) the business of the tarpayer was depressed in
the base period because of temporary economic circum-
stanoes unusual in the case of such laxpayer or because
of the faol that an industry of which suck taxpayer was
u member was depressed by reason of temporary eco-
nomwc events unuswal 1n the case of such industry,

(3) the business of the tarpayer was depressed
in the base period by reason of conditions generally pre-
vailing i an ndusiry of which the tazpayer was a

A28

s
O
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cycle, or e o

(B) sporadic and intermittent periods of high
- production and profits, and such pertods are inade-
quately represented in the base period,

(4) the tazpayer, ecither during or immedialcdly
prior o the base period, commenced business or changed
the character of the business and the average base period
net income does not reflect the normal operation for the
enlire base period of the business. If the business of the
12 tazpayer did not reach, by the end of the base period,
1B the carning level which it wonld have reacked i e
" tazpayer hud commenced business or made the change
15 in the oharacter of the business two yeurs before it did
16 %0, it shall be deemed to have commenced the business
11 or made the change at such earlier ime. For the pur-

poses of this subparagraph, the term ‘‘change i the char-
acter of the business’ includes a ehange in the operation
or management of the business, a difference in the prod-

- ucts or services [urnished, a-difference in the capacity
- for production or operation, a difference in the ratio
of nonborrowed capital to iotal capital, and the acquisi-
tion before January 1, 1940;-of al} or pari .of the assels
of & competiory. with: the:vesmls-that: the competition of
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ot compelitor s liminaled. or- dimiished,  dny

rel

change in the eapucity for production .or operation of
the business consummalted during any iazable year end-

. ing after Decomber 3¢, 1939, as a result of commitments

made prior to January 1, 1940, binding the tazpayer to
make the ehange, or any acquisition before May 31,
1941, from a competilor engaged in the dissemination of
information through the public press, of substantially all
the assets of such competitor employed in such business
with the result that compelition belween the tazpayer
and the competitor eristing before Janwary 1, 1940,
was eliminated, shall be deemed to be a change on
December 31, 1939, in the character of the business, or
{6) of any other factor affecting the tazpayer's
bustiess which may reasonably be considered as resulting
in an inadequate slandard of normal earnings during the
base period and the application of this section to the taz-
underlying the provisions of this subsection, and with
the conditions and limitations emumerated thcrm.
(c) INVESTED CAPiral CoRPORATIONS, ETC.~The

22 tas computed under this subchapter (without. the benefit of
23 this soction) ehall be considered to be evcessive and dis-
24 criminalory. in. (e ease of @ taxpayer, not enlitled to use

25 the exvess profits credit based on income:pursuant is sechion-

gt
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1 :713, if the excess profits oredit based on invested capital is
2 an tnadequate standard for determining evcess profils,
3 becauso—
4 (1) the business of the tazpayer is of a class in
5 which intangible assets not includible in invested capital
6 under section 718 make important contributions i
7 income,
8 (2) the business of the tazpayer is of a class in
9 which capital is not an important income-producing
10 factor, or
11 (3) the invested capital of the tazpayer is abnor-
12 mally low.
13 In such case for the purposes of this subchapler, such taz-
14 payer shall be considered to be entitled to use the excess
15 profils credit based on tncome, using the constructive average
base period net income determined under subsection . (a).
For the purposes of section 713 (g) and section 743, the
beginning of the tarpayer’s first tazable year under this sub-
chapter shall be considered to be that date after which capital
additions and capital reductions were not taken inlo account
for the pusposes of this subsection.

(d) LIMITATION ON APPLICATION OF G(EBNERAL

! ol
5 8

RuLE.—~The consiructive average base period net income
determined wnder subseotion [a) shall not be used for any

E X BB RERBB &
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1»":3‘ wa 't (1) the taw under - this subchapler- for such tax- E
able year computed without reference to this section, ex-
ceeds 6 per centum of the taxpayer's normal tax net in-
come for such year computed without the credit provided
5 in section 26 (e) (relating to adjusted excess profils net

- W W

6 income) ; and , _

7 (2) the tax under this subchapter for the tazable
8 year computed by using the constructive average base
9 period net income determined under subsection (a) (but
10 without regard to subsection (e)) would be less than 95
1 per centum of the taz for the tazable year computed
13 without reference to this section.

3 (e) ExTENT OF REDUCTION OF TaX UNDER THIS
4 SkcTION.—~The tax under this subchapter, determined with
1 the use of the constructive average base period net income
16 determined under subsection (a), shall not be less than
1T either—

18 (1) The amount of such tax, determined without
B regard to this subsection but with the use of the construo-
0 tive average base period met income determined under
1 subsection (a), plus & per centum of the tax so deter-
a -mined, or
3 . (2) 6 per centum of the tazpayer’s normal tax net
% inoome, compuied without the credit provided in seotion
B . 96 (o) (relating o adjusied evooss profiis net incoms).
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i off ) APPLIGAVION - FaR RELIEF: Uour, THIS Sko-
. TION.~—T he tazpayer shall. compute ile tac, file #ardturn, and
" pay s taz under this subchapter without the: application of

this section, except.as previded in seotion 710 (a) (8). The
benefits of this section shall not be allowed unless the tar-
payer, not later than siz months afier #he date prescribed by
law for the filing of ils return, makes application therefor in
accordance with regulations to be prescribed by the Commis-

- sioner with the approval of the Secretary, except that if the

Commissioner in the case of any lazpuyer with respect lo the
tax liability of any taxable year-— |
(1) issues a preliminary nolice proposing a def-
ciency in the taz imposed by this subchapter such taz-
payer may, within ninely days after the date of such
notice make such application, or
(2) mails a notice of deficiency (A) withqut hav-
ing previously issued a preliminary notice- thereof or
(B) within ninety days after the date of such prelimi-
nary notice, such lazpayer may claim the. beneﬁt.s of
this section in its petilion lo the Board or in an amended
pelition in aocordancs with th rules of the Board.
If the application is not filed within sic monthe after the
date prescribed by law for the filing of the return, the opera-
tion of. this. section shall wot reduce .the taz: atharwise de-

bormindk wnder, ibis. subchaplen by .on. amunb s sacess of

A JERTER 7.5 3
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theamount ‘of the daficiéncy firially: delermined wader: this

subohapter without the. application- of this section. :If ‘a
consiructive average base period net: inoome has been de-
termined under the provisions of this section for any tazable
year, the Commissioner may, by regulations approved by
the Secretary, presoribe. the. extent to whick: the limitations
prescribed by. this subsection may. be waived for:the’ purpose
of determining the tax under this subchapter for a subsequent
tazable year.

(9) RULES FOR APPLICATION OF SECTION.—~For the
purposes of this section—

(1) the tax imposed by this subchapter shall be
the tax before the allowance of the foreign tax credit
pursuant io section 729 (c) and (d);

(2) in the case of a tazpayer, the average base
period net income of which is computed under Supple-
ment A, for' the period for which the income of any
other person is inoluded in the ocomputation of the
average base period net: income of the tazpayer, the
tazpayer shall be ireated as if such other person’s bus-
ness were a part of the business of the tazpayer.

SEC. 738. BQUITY INVESTED CAPITAL IN SPECIAL CASES.
Where the Commissioner determines that the equity in-

vested' capital as of the beginning of the taxpayer’s first
o d T1643 s L
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taxable year under this subohapter esnnot be determined
in accordance with section 718, the equity invested capital as
of the beginning of such year shall be an amount equal to the
sum of (a) the meney plus (b) the aggregate of the ad-
justed basis of the assets of the taxpayer held by the taxpayer
at such time, such sum being reduced by the indebtednes
outstanding at such time. The amonnt of the money, assets,
and indebtedness at such time shall be determined in ac-
cordance with rules and regulations prescribed by the Com-
missioner with the approval of the Secretary. In such case,
the equity invested capital for each day after the beginning
of the taxpayer’s first taxable year under this subchapter shall
be determined, in accordance with rules and regulations

" prescribed by the Commissioner with the approval of the

Secretary, using as the basic figure the equity invested capital

as 80 determined.

SEC. 724. FOREIGN CORPORATIONS AND CORPORATIONS
ENTITLED TO BENEFITS OF SECTION 251—IN-
VESTED CAPITAL.

Notwithstanding section 715, in the case of a foreign
corporation engaged in trade or business within the United
States or having an office or place of business therein, and
in the cuse of a corporation entitled to the benefits of section
251, the invested capital for any taxable year shall be deter-
mined in sccordance with rules and regulations preécribed by



S e o c—&%
Y

-}

o o =

LR I .
e A e T L IR P

the Commissioner with the approval of the Secretary, under
which—

(a) GeNeraL RULE—The daily invested capital for
any day of the taxable year shall be the aggregate of the
adjusted basis of each United States asset held by the tax-
payer on the beginning of such day. In the application of
section 720 in reduction of the average invested capital
(determined on the basis of such daily invested capital),
the terms “admissible assets” and “inadmissible assets” shall
include only United States assets; or

{b) ExcrptioN.—If the Commissioner determines that
the Uni'ted States assets of the taxpayer cannot satisfactorily
be segregated from its other assets, the invested capital for
the taxable year shall be an amount which is the same per-
centage of the aggregate of thc; adjusted basis of all assets
held by the taxpayer as of the end of the last day of the tax-
able year which the net income for the taxable year from
sources within the United States is of the total net income
of the taxpayer for such year.

(c¢) DrFINITION OF UNITED BTATES ASSET.—AS used
in this subsection, the term “United States asset” means an
asset held by the taxpayer in the United States, determined
in accordance with rules and regulations prescribed by the
Commissioner with the approval of the Secretary.
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SEC. 725, PERONAL SBRVICE CORPORATIONS.

(s) DEFINTTION.—AS nsed in this subchapter, the term
“personal service: eovporation” means a corporstion whose
inoome is to be asaribed primarily to the activities-of share-
holders whe are regularly engaged in the active conduct of
the affairs of the corporation and are the owners at all times
during the taxable year of at least 70 per centum in value
of each class of stoek of the corporation, and in which capital
is not & material income-producing i:acwr; but does not in-
clude any foreign corporation, nor amy corporation 50 per
oentum or more of whose gross income consists of gains,
profits, or income derived from trading as a prinsipal. For
the purposes of this subsection, an individual shall be cor-
sidered as owning, at any time, the stock owned at such time
by his spouse or minor ~child or by any guardian or trustee
representing therm.

(b) ELROTION A8 170 TAXARILITY.~If & personal serv-

ice corporation signifies, in its return under Chapter 1 for

any taxable year, its desire not to be subject to the tax
imposed under this subchapter for such taxablé year, it shall
be exempt from such tax for such year, and the provisions of
Supplement B of Chapter 1 shall apply to the shareholders in
sucki corporation who were such shareholders on the last day
of such taxable yoar of the corporation.
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SEC. 736 CORPORATIONS COMPEETYING .CONTRACTS UN.
DER MERCHANT MARINE ACY, 1906,

'(a) If the United States Maritime Commission certiftes
to the Commissioner that the taxpayer has esmpleted within
the taxable ‘year any' contracts or subeontracts 'which are
subject to the provisions of section 505 (b) of the Merchant
Marine Act of 1936, as amended; then the tax imposed by
this subchapter for such taxable year shall be, in lieun of a tax
computed under section 710, a tax eomputed under subsection
(b) of this soction, if, and only if; the tax- computed under
subsection {b) is less than the tax computed. under section
710. -

(b) The tax computed under this subsection shall be the
excess of— ‘

(1) A tentative tax computed under ' section 710
with the normal-tax net income increased by the amounnt
of any payments made, or to be made, to the United
Btates Maritime Commission with respect:to such con-
tracts or subcontracts; over

(2) The amount. of such'payments.
SEC. 721. EXEMPT CORPORATIONS.
- The following: corporations shall be exempt from the tax
imposed by this subchapter:
Lo
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(a) Corporations exempt under section 101 from the
tax imposed by Chapter 1.

(b) Foreign personal-holding companies, as defined in
section 331.

{e} Mutual investiment companies; as defined in seetion
861
Company Aet of 1040 are registered a8 diversified eompaties
ab ofl times during the tazable year: For the purpeses of
this subseetion; if & company 18 so registered before July &
1041; it shadl be eensidered ae se registered at all times prior
to the date of sueh registration- .

(¢) Regulated investment companies as defined in section
361 without the application of section 361 (b) (3).

" (e) Personal-holding companies, as defined in section
501.

(f) Foreign corporations not engaged in trade or busi-
ness within the United States and net heving an offiee or
place of business therein,

_(g) Domestic corporations satisfying the following
conditions:

(1) If 95 per centum or more of the gross income
of such domestic corporation for the three-year period '
immediately preceding the close of the taxable year (or
for such part of such period during which the corpo-
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1 ration was in existence) was ‘de‘ﬁved from sources other
2 than sources within the United States; and

3 (2) If 50 per centum or more of its gross income
4  for such period or such part thereof was derived from
5 the active conduct of a trade or business.

6 (h) Any corporation subject to the provisions of Title

7 IV of the Civil Aeronautics Act of 1938, in the gross income
8 of which for any taxable year beginning after December 31,
9 1939, there is includible compensation received from the
10 United States for the transportation of mail by aircraft if,
11 after excluding from its gross income such compensation, its
12 adjusted excess profits net income for such year is zero or
13 Jess.
14 S2C. 728. MEANING OF TERMS USED.
15 The terms used in this subchapter shall have the same
16 meaning as when used in Chapter 1.
17 sEC. m. LAWS APPLICABLE.
18 (a) GENerAL RuLE.—All provisions of law (including
19 penalties) applicable in respect of the taxes imposed by
20 ) Chapter 1, shall, insofar as not inconsistent with this sub-
21 chapter, be applicable in respect of the tax imposed by this
22 gubchapter. In the application of section 108 to the com-
2 putation of the tax imposed by this subchapter, in addition
% 4 the amendments made inapplicable for the purposes of the
\ 25 computations under subsection (a) (2) of suck section, the




1.
1 .m!m;&mmfoﬁmﬂmum of 1942
2 shall not be deemed to be. applicddle.
3  (b) REtomwe—
(1) CoMPUTATION OF RXCRES PROFITS OREDITS.—
In the case of & taxpayer which under section 712 or

g o
BT

4

5

6  section 741 is entitled to have the excess profits credi
7 compated under section 713 or section 714, whichever
8 resulis in the lesser tax under this subchapter, the return
9 under this subchapter for any taxable year shall contain
10 computations of two tentative taxes, one with the credit
1 computed under section 713 and one with the credit

12 computed under section 714 ; and the return shall contain
13 all information which the Commissioner, by regulations

14 prescribed by him with the approval of the Secretary,
15 may prescribe as necessary for such computations. If
16 the taxpayer states in such return that it disolaims the
17 use of one of such credits in the computation of the tax
18 under this subchapter for the taxable year, the computa-
19 tion and information based on sueh credit may be omitted
20 from the return,

21 (2) No zETURN RBQUIRED.—Notwithstanding sub-
22 section (a), no retum under sention 53 {s) shall be
2 required ¢o be filed by any taxpayer under this sub-
24 chapter for any taxable year for which its exoess profits
‘ 2 - net.income, oomputed with the sdjustments provided in
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1 section 711 (#)-:{3) -und:plased en an anndal:besis a3

2 ‘provided in section 711 (a) (8), is net greater than

3 $5/000 $10,600, or, in the onse of a mutual insurance

4 company other than life, is nol grealer than $50,000.

5 (3) Consolidated returns—~For provisions relating

6 {o consolidated returns, soe seclion 141.

1 _{c) FommioN Taxss Paip—In the application of sec-

8 tion 131 for the purposes of this subchapter the tax paid or
" 9 aoorued to any country shall be deemed to be the amoant of

10 such tax reduced by the amount of the credit allowed with

11 respect to such tax against the tax imposed by Chapter 1.

12 (d) LimaraTioNs oN AMOUNT OoF ForpiaN Tax

13 Creprr.~—~The amount of the credit taken under this section

14 shall be subject to each of the following limitations:
15 (1) The amount of the credit in respeet of the tax
16 paid or socrued to any country shall not exceed the same
17 proportion of the tax against which such credit is taken,
18 which the taxpayer’s excess profits net income from
19 sources within such ecountry bears to its entire excess
2 profits net income for the same taxable year; and -
21 (2) The total amount of the credit shall rot exceed
2 the same propertion of the tax against which such credit
4 is taken, which the taxpayer’s excess profits net income
4 from sources without the United States bears to its entire
% . exocss prefils net income for she same taxable year.
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SBC. 730 CONSOLIPATED RETURNS,

4o} Barvarnaes 20 KuH CONGOLIDATED RATGANS—
An affilinted gronp of eorperations shall; subjeet to the pro-
visiond of this seetion; have the privilege of making o con-
pelidated retarn for the tamable vear in liew of scparate re-
turns: The making of o eonselidated return shell b¢ upen
the eondition that all the eerpermtiens which bave been mew-
bers of the affilinted group ot anv time during the taxable ves
for whieh the return is made eonsent io all the regulation

10 under subseetion {b) preseribed prier to the last day pre-
11 peribed by law for the filing of such return: and the making
12 of a conselidated return shall he eonsidered o8 mivh eonsent:
13 In the eave of o eorporotion which 18 & member of the
14 offilinted group for o fractional part of the yeor the eon
15 selidated return shall inelade the iheome of sueh corporation
16 for sueh part of the year as it is & member of the aflilinted
17 greup:

18 b} Rpeerrrions—The Commiscioncr; with the ep-
19 preval of the Beereiary; shall preseribe seh regulations o
20 * he may deetn neeessary in order thet the tox liability of any
21 offilinted group of corporations making a consolidated return
22 and of each ecorpomtion in the group; both during and eftcr
23 the period of affiliation; may be retarned; determined; com-
24  puied; asvensed; collecied; and adjavied; in sueh manner
25 elearly o refloss the excess profite fum lability .und the

o [ «w ) -t
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varions feciors necessary: for the determination of eneh -
bility; end in order to prevent avoidance of sueh tam liabiity:
{e) Conpueation AND PavyuNe o Tax—Ia any
ease in which » consolideted return is made the tax shell be
determined; computed; assemed; colleeted; and adjusted in
acoordance with the regulations under subseetion {b)- pre-
seribed prior to the last day preseribed by law for the filing
of sach return: Only one specifio exompiion of $5,000 pro-
vided in seetion 0 {b) {1} ehall be allowed for the entire

in this seetion; an “affilisted grounp= ineans one or more eheing
of ineludible corperations conneeted through steck owner-
ship with & eommen parent corperation whieh is an ineludible
corporation if—
{&Aileast%pereeu&mdmhehsseﬂhes&oek
of eaeh of the ineludible eorporations {exeept the eom-
mon parent eorporation) is ewned direetly by eme er
meore of the other ineludible eorpeorations and
at least 85 per centum of each elasn of the stoek of at
least one of the ather ineludible corporations:
As used in this subseetion; the tewn “siock- does net include
nonveling stoek which is limited and proferred a6 to dividends:
{0} Durnimon o “INCLUDELN CORPOR:TION"
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1 As used inidlis -secbion;: the tevwn-Sineladible orperation”
8 {1} Gorporations exempt from the fax impoced by
4 this subehapter:
5 {9)- Foreign corporations:
6 {3} Corporations erganised under the Chinn Trade
7 Aet; 1039,
8 {4} Corporasions entitled {o tho benefits of seetion
9

861; by reason of receiving o large pereentage of their
10 ineome from pescecsions of the United States:

11 45)- Perconal service eorporations:
12 48} Insurance companies sabjeet to taxation ander
13 seetion 804 or 807

1 ) InorupIBLE INSURANCE COMPANIRE—Despite the
15 previsions of paregraph {6)- of subseetion {6); twe or meore
16 domestie inmrence eompabies eseh of which is subjeet to
17 temation under the same seetion of Chapler 4 shall be eon-
sidered as ineludible eorporations for the purpese of the
applieation of subseetion {(d) to meh inoumnee eompenies
alone,

4} Bvnemian¥ Konnap 10 Conrix Wars ForuioN
Eaw—In the ease of o demestic corperation ewning or eon-
irelling; diveetly or indirectly; 200 por contum of tho capital
stock {onelnsive of directors qualifying shaves)- of o corpora-
tion organined under the Lyws of & contigasus'foreige coantry

28 BB
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andmeintained seloly for tho purposs of complying with tho
lowe of suel: couniry 6s to title and operation of property; sach
foreign corporation may; ab the eption of the domeoiio eor-
poration; be treated for the purpese of this subehapter oo a
domentie corporalion:
6 {b) Sespexsion oF Rraane oP S2AT6ER OF LBH-
T samioNs—If o notice under seetion 373 (e} in respeet of a
8 deficieney for any taxable year i meailed to o eorpovation;
9 the muspension of the ranning of the sietute of Lmitations
10 provided in seetion 977, shall apply in the ease of eorpera-
11 gens with whieh such eorporation made o conselidated retum
12 for such taxable yean
13 SEC. 722. REVIEW OF ABNORMALITIES BY BOARD OF TAX

- TR

L - )

14 APPEALS.
15 (a) PeriTioN 1O THE BOARD.—If a claim for refund
16 of tax under this subchapter for any taxable year is disal-
17 lowed in whole or in part by the Commissioner, and the
18 disallowance relates to the application of section 711 (b)
18 (1) (H), (I), (J), or (K), section 721, or section 722;
20 relating to abnormalities, the Commissioner shall send notice
21 of such disallowance to the taxpayer by registered mail.
22 Within ninety days after such notice is mailed (not counting
23 Bunday or & legal holiday in the District of Columbia as the
% ninstieth day) the taxpayer may file a petition with the
2 Board of Tax Appeals for a redetermination of the tax
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_under this subchapter. If such petition .is so filed, sudh

notice of disallowance shall be deemed to be a netice of
deficiency for all purposes relating to the assessment and
collection of taxes or the refund or credit of overpayments,

(b) Dericiexcy Fouxp BY Boarp IN Cask or
CrAny.—If the Board finds that there is no overpayment
of tax in respect of any taxable year in respect of which the
Commissioner has disallowed, in whole or in part, a claim
for refund described in subsection (a) and the Board further
finds that there is a deficiency for such year, the Board
shall have jurisdiction to Jetemline the amount of such de-
ficiency and such amount shall, when the decision of the
Board becomes final, be assessed and shall be paid upon
notice and demand from the collector.

(¢) Finavuity or DETERMINATION.—If in the deter-
mination of the tax liability under this subchapter the deter-
mination of any question is necessary solely by reason of
section 711 (b) (1) (H), (I), (J), or (K), section 721,
or section 722, the determination of such question shall not
be reviewed or redetermined by any court or agency except
the Board.

(d) SpEciAL DivisioNn oF BoARD.~The determinations
and redeterminations by the Board provided for in this section
shall be made by a special division of the Board which shall
be constituted by the Chairman and consist of not less than
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1. three members of the Board. Such determinations and rede-

9 terminations shall not be reviewable by the Board, and the
decisions of such division making such determinations and
redeterminations shall be deemed decisions of the Board.

SEC. 733 CAPITALIZATION OF ADVERTISING, ETC, EX.

PENDITURES.
(a) ELecTiON TO CHARGE TO CAPITAL ACCOUNT.—

For the purpose of computing the excess profits credit, a

W O =0 & v -

taxpayer may elect, within six months after the date pre-
10 scribed by law for filing its return for its first taxable year
11 under this subchapter, to charge to capital account so much
12 of the deductions for taxable years ir its applicable base
13 period on account of expenditures for advertising or the pro-
14 motion of good will, as, under rules and regulations prescribed
15 by the Commissioner with the approval of the Secrctary,
16 may be regarded as capital investments. Such election must
17 be the same for all such taxable years, and must be for the
18 total amount of such expenditures which may he so regarded
19 as capital investments. In computing the excess profits
2 credit, no amount on account of such expenditures shall be
21 charged to capital account:

2 (1) For taxable years in the base period unlcss the
3 election authorized in subscetion (a) is exercised, or

AU (2) For any taxable year prior to the beginning of
% the base period.




. (b). Evency.or EincrioN.~If:the: taxpayer exercises
. the_eloction suthorized under subsection: (8)— .
(1): The net.income for each taxable year in the
base period shall be considered to be the met income
computed with- such - deductions disallowed, and such
deductions shall x;ot be considered as having diminished
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earnings and profits. This paragraph shall be retroac-
tively applied as if it were a part of the law applicahle
to each taxable year in the base period; and

(2) The treatment of such expenditures as dedue-
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tions for a taxable year in the base period shall, for the

b
(S

purposes of section 734 (b) (2), be considered treat-

[y
W

ment which was not correct under the law applicable te
14 such year.

10 SEC. 734. ADJUSTMENT IN CASE OF POSITION INCONSIST-
16 ENT WITH PRIOR INCOME TAX LIABILITY.

17 (a) DEFiNITIONS.—For the purposes of this section—

18 (1) TaxpAYER.~The term “taxpayer’” means any
19 person subject to a tax under the applicable revenue
20 Act.

21 (2) INcoME TAX.—The term “income tax” means
22 an income tax imposed by chapter 1 or chapter 2A of
23 this title; Title I and Title IA of the Revenne Acts of
%4 1938, 1936, and 1984; Title I of the Revenune Acts of
2 1932 and 1928; Title IT of the Revenue Aets of 1926
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¥ vrmavmlcim Mm&%qﬁm,ﬂ ; Title I of
- the Revenue Act of 1916; or section IJ, of the Aot ef

1 Ootaher, $. 1913, & war, profits o quepss profits tax iny-

»+ pospd_hy. Title JIL, of the. Revenng, Acts. of 1821 and
- 1918; or Title II.of the Revenua Act of.1917; or an
' ipoome; war profits, or: exoess profits. tax, imposed by
Wﬁ; 0‘ the foregoing provisions, as amended or supple-

(3) PRIOR TAXABLE YEAB.—A, taxphle year begin

. ning after, Degember 31,1939, shall. not; be. censidered

12 . qprior taxable,year.. .. - .

13 - -(b) CIBCUMSTANCES OR ADJUSTMENT.— "

4 M=

1B, (A).in.determiping at any time thetaxofa

16 taxpayer under this subchapte> an item, affecting the

.. determination of the excess, profits arpdit is treated

18 - - in s mapner inconsistent with the treatment, sccorded
19 0., ., -suchyitem. in the determipation of the jppome-tax
20, ;. . HNability,ofsyeh taxpayer.or.s predegessor for a priox
., . .itsxable year.or yeams, and . e

R0 deoa o (B) the tentmeent, of, ’%‘Ph item i the priex

B Mle year 95 yowrs. povsisteply with, the deter
24,.,»_ i . DRiDAHED, under this subchapter wowld effect an i
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1+ 1201 ioreade of dectéasé in the'dmivairt of th ifoume iaxds

2 © i previcusly determined for ‘sdéhgtax.ﬁlile?yéé}f.or years,
3 ' Camd ¢ b

47«41 720 (O) on the date of such determinktion of the
57 "° " " tax under this subchapter’ correction of the: effect of
6 ' the inconsistent treatment ‘in ahy one or more of the
7 -~ prior taxable yéa’x% is prév’énted (except for the pro-
8 - visions of section 3801) by the operation of any law
9 or rule of law (other than section 3761, relating to
10°- . ‘compromises), - gL |
11 - then the correction shall be made by an adjustment under
12 this section. If in a subsequont determination of the tax
13 under this subchapter for such taxable year such incon-
14 sistent treatment is not adopted, then the correction shall
15 not be made in connection with such subsequent deter-
16 mination. "
17 - " (2) Such adjustment shall be made only if there is
18 adopted in the determiration a position maintained by
19 " the Commissioner (in case the net effect of the adjust:
201" ment would be a dectease in the incorhe taxes previously
21 determined for such year of years) or by the t#xpayei‘
2 with respect to-whotn the detertiination is made (in case
23" the iét éffect of the adjustment would be an increase
' nthe income taxes previously determinéd for such yoar
25 or years) which position is inconsiitent With hb treat-
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* years' which wa# not' ¢orrect under'the la‘w appliéable

AN I

" to such year.”

" (c) 'MerHOD AND EFFEOT OF ADTUSTMENT.—~ (1)

The adjustment authorized by subsection (b), in' thé amount
ascertained as provided in subsection (d), if a net increase
shall be added to, and if a net decrease shall be subtracted
from, the tax otherwise computed under this subchapter for
the taxable year with respect to which ‘such irconsistent

[ R S

position is adopted. -

(2) If more than one adjustment under this section is’

made because more than one inconsistent position is adopted

with respect to one taxable year under this subchapter, the

separate adjustments, each an amount ascertained as pro-
vided in subsection (d), shall be aggregated, and the ag-

gregate net increase or decrease shall bi; added to or sub-

tracted from the tax otherwise computed under this sub-
' chapter for the taxable year with respect to which such

inconsistent positions are adopted.

*(3) Ifall the adju‘stinénts' under this 'section,"’xlrrmde on

acvount of the adoption of an inconsistent position of positions
with respect to one taxable year under this subchdpter,: result

in ah aggregate net incrhse, the tax’ imiposed by this sub-
chapter shall in no dase b6 less thaa the ammmt of ‘such

nggfegatd nét Hicldhse,

1.8
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(d) ASCERTAINMENT OF AMOUNT OF ADJUSTMENT.—

- In computing the amount of ac adjustment under this section

there shall first be ascertained the amount of the income

. taxes previously determined for each of the prior taxable

years for which correotion is prevented. The amount of
each such tax previously determined for each such taxable
year shall be (1) the tax shown by the taxpayer, or by the
predecessor, upon the return for such prior taxable year,
increased by the amounts previously assessed (or collected
without assessment) as deficiencies, and decreaged by the
amounts previously abated, credited, refunded, or otherwise
repaid iﬂ respect of such tax; or (2) if no amount was shown
as the tax by such taxpayer or such predecessor upon the
return, or if no return was made by such taxpayer or such
predecessor, then the amounts previously assessed (or col-
lected without assessment) as deficiencies, but such amounts
previously assessed, or collected without assessment, shall be
decreased by the amounts previously abated, credited, re-
funded, or otherwise repaid in respect of such tax. There
shall then be ascertained the increase or decreage in each such
tax previously determined for each such year which results
solely from the treatment of the item consistently with the
treatment accorded such item in the determination of the tax
liability under this subchapter. To the increase or decrease
so ascertained for each such tax for each such year there shall
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be added interest tﬁereon computed as if the increase or de-
crease constituted a deficiency or an overpayment, as the case
may be, for such prior taxable year. There shall be ascer-
tained the difference between the aggregate of such increases,
plus the interest attributable to each, and the aggregate of
such decreases, plus the interest attributable to each; and the
net increase or decrease ro ascertained shall be the amount

of the adjustment under this section with respect to the incon-

© QW =3 O & o W DN

gistent treatment of such item.
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SEC. 735. RELIEF FOR INSTALMENT BASIS TAXPAYERS.

-y
[

(a) ELECTION TO ACCRUE INCOME.~In the case of

P
[3)

any taxpayer computing income from instalment sales under

the method provided by section 44 (a), if such tazpayer

[y
W

14  establishes that the average volume of credit extended to pur-
15 chasers on the instalment plan in the four preceding tacable
16 years was more than 125 per centum of the volume of such
17 credit extended to such purchasers in the tazable year, it may
18 elect, in ils first return for the taxable year, for the purposes
19 of the tax imposed by this subchapter, to compule, pursuant
20 to regulations presevibed by the Commissioner with the
21 approval of the Secretary, its gross income from instalment
sales on the basis of the taxable period for which such income
i3 acerned, in liew of the basis provided by section 44 (a).

Such election shall be irrevocable when once made and shall

& B 8 B

apply also to all. subsequent taxable years, and the gross
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tncome from instalment sales for eack tazable year before the
first year with respect to which the election is made but begin-
ning after Degember 31, 1939, shall be adjusted for the
purposes of this subchapter to conform to such election. In
making such adjustments, no amount shall be included in com-
puting excess profils uel income for any ercess profils lax
tazable year on account of instalment sales made n tawable
years beginning before January 1, 1940,

(b) ADJUSTMENT 0N AccouNt oF CRANGE—If an
adjustment specified in subsection (a) s, with respect to any
tarable year, prevented, on the date of the clection by the taz-
payer to change its method of computing income from instal-
ment sales, or within two years from such date, by any pro-
vision or rule of law (other than this section and other than
section 3761, relating to compromises), such adjustment shall
nevertheless be made if in respect of the iazable year for which
adjustment is sought a notice of deficiency is mailed or a claim
for refund i filed, as the case may be, within two years after
the date such election i8 made. If at the time of the mailing

‘of such notice of deficiency or the filing of such claim for

refund, the adjustment is 8o prevented, then the amount of the
adjustment authorized by this subsection shall be limited to
the increase or decrease in the tax previously delermined for
such taxable year which results solely from the effect of sub-
section (a), and such amount shall be assessed and collected,

R
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or credited or refunded, in the same manner as if it were
a deficiency or an overpayment, as the case may be, for such
taxable year and as if on the date of such election, two years
remain before the expiration of the periods of limilation upon

e R I

assessment or the filing of claim for refund for the tuzable

=]

year. The tar previously determined shall be ascertained in
accordance with section 734 (d). The amount to be assesscd

and collected under this subsection in the same manner as if

0 o =3

il were a deficiency or to be refunded or credited in the same
10 manner as if it were an overpayment, shall not be diminished
11 by any credit or set-off based upon any iem, inclusion, deduc-
12 fion, credit, exemption, gain or loss, other than one resulting
13 from the effect of subsection (a). Such amount, if paid, shall
14 not be recovered by a claim or suit for refund, or suit for
15 erroneous refund based upon any item, inolusion, deduction,
16 credit, exemption, gain or loss, other than one resulting from
17 the effect of subsection (a).

18 Part II—Rules in Connection With Certain

19 Exchanges

20 Supplement A—Excess Profits Credit Based on Income

21 SEC. 740. DEFINITIONS.

5]

For the purposes of this Supplement—

8

(a) AcQuiriNg CorroRATION~The term “acquiring
2 corporation” means—

% (1) A corporation which has acquired— -
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1 (A) sabstantially it the properties of another

2 corporation and the whole or a part of tke considera-

3 tion for the transfer of such properties i3 the transfer

4 to such other corporation of all the stock of all classes

5 (except qualifying shares) of the corporation which

6 has acquired such properties, or

7 (B) substantially all the properties of another

8 corporation and the sole consideration for the transfer

9 of such properties is the transfer to such other cor-
10 poration of voting stock of the corporation which
1 has acquired such properties, or

12 (C) before October 1, 1940, properties of
13 another corporation solely a3 puid-in surplus or a
14 contribution to capital in respect of voting stock
15 owned by such other corporation, or

16 (D) Substaatially all the properties of a part-
17 nership in an exchange to which section 112 (b)
18 ~ (B), or s0 much of section 112 (c) or (e) as refers
19 to section 112 (b) (5), or to which a correspond-
20 ing provisien of a prior revenue lav’, is or was
21 applicable.

22 For the purp ses of subparagraphs (B) and (C) in
23 determining whether such voting stock or such paid-in
24 surplus or contribution to capital is the sole consideration,
25 the assamption by the acquiring corporation of a liability
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of the other, or the fact that property aoquired is subject
to a Lability, shall be disregarded. -Subparagraph (B)
or (C) shall apply -only i the corporation transferring
- such- properties is forthwith completely liquidated in par-

W N

[, ]

suance of the plan under which the acquisition is made,
and the transaction of which the aoquisition is a part has
the effect of a statatory merger or consolidation.

(2) A corporation which has acquired property from

© 00 =3 &

another corporation in a transaction with respect to which

10 gain or loss was not recognized under section 112 (b)

1 (6) of Chapter 1 or a corresponding provision of a prior
12 revenue law;

13 (8) A corporaiion the result of a statutory merger
14 of two or more corporations; or

15 (4) A corporation the result of a statutory consoli-
16 dation of two or more corporations.

17 (b) CoMPONENT CORPORATION.~The term. “‘compo-

18 nent corperation” means—

19 (1) In the case of a transaction described in sub-
20 . section (a) (1), the corporation which transferred the
2 assetls;

2 (2) In the case of a transaction desoribed in sub-
28 section (a) (2), the corporation the. property of which
24 was aequired ;

5 (3) In the case of a statutory merger, all corpora-
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- tions merged, except the corporation resulting from the
merger; or
(4) In the case of a statutory consolidation, all cor-
porations consolidated, except the corporation resulting
from the consolidation; or '
(5) In the case of a transaction specified in sub-
section (a) (1) (D), the parinership whose properties
- were acquired.
term “qualified eomponent corperation” means & eomponent
eorporation which was in eistence on the date of the be-
(¢c) INCOME OF CERTAIN COMPONENT CORPORATIONS
Nor INcLUDED.~For the purposes of section 712, section
741, and section 742 in the case of a corporation which is a
component corporation in a transaction described in subsection
(a), for the purposes of computing, for any tazable year
beginniny after December 31, 1941, the excess profits credit
of such component corporation or of an acquiring corporation
of which the acquiring corporation in such transaction is not
a component, no account shall be taken of the net income,
capital addition, or capital reduction of such component cor-
poration before such transaction, or of the net income, capital

addition, or capital reduction before such transaction, of ils
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1 component corporations in any transaclion before such trans-
2 action. |
3 (d) Base PEriop.—In the case of a taxpayer which is
4 an acquiring corporation the base period shall be:

(1) If the tax is being computed for any taxable
year beginning in 1940, the forty-eight months preceding
the beginning of such taxable year; or

(2) If the tax is being computed for any taxable

L ® =N & o>

year beginning after December 31, 1940, and before
10 January 1, 1942, the forty-eight months preceding
11 what would have been its first taxable year beginning in
12 1940 if it had had a taxable year beginning in 1940 on
13 the date on which the taxable vear for which the tax is
14 being computed began: ; or

15 (3) If the tax is being computed for any tazable
16 year beginning after December 31, 1941, the four cal-
17 endar years 1936 to 1939, both inclusive.

18 (e) Base Periop Yrars.—In the case of a taxpayer
19 which is an acquiring corporation its base period years shall
20 be the four successive twelve-month periods beginning vu the
21 same date as the beginning of its hasc period.

22 (f) ExiswenceE or Aoyt irisg §xioh G0N, - Bor
23 the purposes | sibeovion fo) nhd seeton b oeclion 712

24 (a), f any compons st corporation of she ta poger was i
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period {either actually or by renson of this subsestion)- its

 Bbguiring. eorpomtion before January 1, 1940, the tazpayer

shall be-vonsidered to have been in existence o before such

cdate. oo SRS

" (g) ComproNBNT CORPORATIONS OF COMPONENT COR-
PORATIONS.—If & corporation is a component corporation
of an ‘acquiring -corporation, under subsection (b) or under
this subsection, it shall (except for the purposes of section
43 741 (d) (1) and (2) and seetion 748 +a) section 742
(a) (1),(2), and (3)) also be a component corporation of

the .corporation of which such acquiring corporation is a

component corporation,

(h) SoLe ProprirrorsHIP.—For the purposes of sec-
tions 740 (a) (1) (D), 740 (b) (5), and 742 741 (g),
a business owned by a sole proprietorship shall be considered

a partnership,

- SBE: 14k ALLOWANCE OF EXCESS PROVETS CREDIT,

{0} AnrowaNen-In the ease of o taxpryer which is

0B aeqairng corporation which wes in exisience on the date

of the beginning of its base period; the cxeosy profite eredis
for eny taxable year shell be an nwmount eomputed under
sootion 713 or seotion T14; whichever ameunt results in

which the tax under this subehapter is being eomputed:
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ito) Beragz oF DisgranaR op Cannie—If the tax-
poyer states in its return for the tazable year under tsia suk-
. chopion ok it disclairs the yso of the exofis computed under
© nection +18 ox. the, use of the eredii eomputed under seetion
nternad Revenve baws; be applieable to the eotaputation of
..SEC, Uk m. SUPPLEMENT A AVERAGE BASE PERIOD NET

> £ | S-] =t

3

T INCOME,

10 -, . In the case of a taxpayer which is an acquiring corpora~
H  tion the exeess profite eredit of whiek is ellewed under seetion
12 74%, its average base period net income (for the purpose of
13  the, credit computed under section 713).'# the taxpeyer was
14 eetuelly in existence before dJenusry 17 $940; shall; ab the
15 elotion of the sexpayer mode in ite rolurn for the tazable
16 . year; be eomputed as follows; and i the taxpayer wes et
17 setnally in existence before vueh dnie; shall be eemputed aq
18, feflows; in How of tho mothod provided in seotion 713 shal
19 . be the amaunt compuled under- section 713 or the amount of:
20 4t Sypplement A average base period net ingome, whichever ia.
21 . tha. greater, The Supplement A average base pgriod net:
22 income shall be the amount computed;without,‘regard to sub~
23 action () of this seotion or compuled under subsection, (h)
24 of this section, whichever is the greater. The Supplement 4:
2 querage base period net income shall be computed as follows::
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1 (s) By ascertaining with respect to each of its base
2 period years— '

3 (1) The amount of its and each of ils component
4 corporation’s ‘excess profits net income for each of its
5 and such component corporation’s taxable years begin-
6 ning efter Deeember 31; 1936; and ending with or
7 within such base period year; or, in the case of each
8 -such taxable year of the tazpayer or of such com-
9 ponent corporation, as the case may be, in which the
10 deductions plus the credit for dividends received and the
11 credit provided in section 26 (a) (relating to interest
12 on certain obligations of the United States and ils in-
13 strumentalities) exceeded the gross income, the amount
14 of such excess;

15 {3 With respeet to cach of its qualifiod component
16 eorporations; the amount of its exeess profits net meome
17 for each of its taxable years beginning after Deeember
18 8% 1035, and ending with or within such base period
19 yoor of the taxpayer: or; in tho ease of eech sueh tax-
20 able year in which the deduetions plus the eredit for
21 dividends received exeeceded the gress ineotne; the arseunt
22 of seh exeess: .
23 -(8)- (2) (A) The aggregate of the amounts of ex-
24 . cess profits net income ascertained under paragraphs {1}
25  end {3) paragraph (1); (B) the aggregate of the ex-




LT - - R - T

10

1 -

12
13

14

16 -

17
18
19

21
22
23

oA R T

9b-

- " cesses ascertained under paregraphs (1) end 43} pard-

- graph (1); and (C) the difference between ' the
" aggregates found under clause (A) and clause (B). If
"' the aggregate ascertained under clause (A) is greater
- than the aggregate found ascertained under clause (B),
" the difference shall for the purposes of subsection (b)
"be designated a “plus amount”, and if the aggregate
ascertained under clause (B) is greater than the aggre-
- gate found under clause (A), the difference shall for
the purposes of subsection (b) be designated a “minus
amount”.
If, in the case of the tazpayer or any component corpord‘
tion of the tazpayer, one and only one tavable year of the
taxpayer or such component corporation, as the case may
be, begins with or within such base period year and such taz-
able y;xar 18 less than twelve months, the amount of the excess

profits met income, or the amount of such excess of deduc-

tions plus the credit for dividends received and the credit

[’)‘rbm'ded' in section 26 (a) (relating to interest on certain
obligations of the United States and its instrumentalities) over
gross income, as the case may be, foi' such tazable year, shall be
placed on an annual basis in the same manner as is provided

in ' section 711 (a) (3). If more than one tazable year

* of the taxpayer or such component corporation, ds the case

may be, begins with or within such base period year, the aggre-
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gole.of the emounts.of ezeess profite net ingoms. minus the
', aggregala of. the exmwses of deductions plus the credif for divi-
dewsis vaorived, and the crodit provided. in section 26 (a)
{relating tq inlerest qn. cestgin obligations of the United States
- and Ux instrumenialities) over grass income, or the aggregate
of auch excesses minus the aggregate of the amounis. of excess
profits net income, as the case may be, for such tazgble years
shall be placed on an annyal basis by dividing by the aggre-
gale of the number of days in such tazable years and
multiplying by three hundred and sizly-five,

(b) By adding the plus amonnts ascertained, ynder sub-
section (a) {8} (2) for each year of the base period; and by
subtracting from such sum, if for two or more years of the

© ® W @ S P I A0 e
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base period there was a minus amount, the sum of suek the

1k
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-minus amounts, excluding the greatest.

‘(e). By dividing the amount ascertained: under supsec-
-tion (b) by four.

et
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(d) In no case shall the average hase period net.income

et
o

‘be less than-zero. In the case of a taxpayer which begomes

8

an, aequiring carporstion in any taxable year beginuing after
December 31, 1939, if, on September 11, 1940, and at all

8N

times. until the taxpayer became an acquiring corporation—
(1), the texpayer owned not less than 75 per, centum
2. - of each class of stock of each of the qualified component

E=

' M !
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1 oorporations involved in the transaction in which the

2 taxpayer became an acquiring corporation; or
3 (2) one of the qualified component corporations in-
4 volved in the transaction owned not less than 75 per

5 centum of each class of stock of the taxpayer, and of each
6 of the other qualified component corporations involved
7 in the transaction,
8 the average base period net income of the taxpayer shall not
9 be less than (A) the average base period net income of that
10 one of its qualified component corporations involved in the
11 transaction the average base period net income of which is
12 greatest, or (B) the average base period net income of the
13 taxpayer computed without regard to the base period net
14 income of any of its qualified componentl corporations in-
15 volved in the transaction. As used in this subsection, the
16 term “‘qualified component corporation” means a component
17T corporation whick was in cxistence on the date of the begin-
18 ning of the taxpayer's base period.
19 (e) For the purposes of subsection (a) (1) end {2} of
20 this section—
21 {1} There shall be excluded; in the varieus eompy-
22 tetions; any dividends peid by the taxpayer or eny of its
23 qualified eomponent eorporations during any of the tax-
% able years of the payer whieh are included in the eon-
J. 71643—7
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putation of the taxpayer's average base peried net in-
eome: i the payver eorporation is & eorperation de-
seribed in subseetion ()} (1) or {2) of this seetion;

the dividends to bo excluded under this paragraph shal

be enly sueh as are paid after sueh payer eerperation
first beeame an aoquiring eorporation and

(1) If neither the taxpayer corporation nor any of
#8 component corporations was actually in existence on
December 31, 1936, the exccss profits net income of each
such corporation (except a corporation which became a
component corporation of an acquiring corporation be-
fore the beginning of the acquiring corporation’s first tax-
able year which began in 1940) for each buse period year
at no time during which any of such corporations was ac-
tually in existence, shall be an amount equal to 8 per
centum of the excess of—

(A) the daily invested capital of such corpora-
tion for the first day of s first taxable year under
this subchapter beginning in 1940 plus, in case it
became, wn such first taxable year but on a day n
any other such corporation’s tazable year beginning
in 1939, an acquiring corporation with respect to
such other corporation, the daily invested capital of
such other corporation for such day, over

(B) an amount equal to the same percentage of
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such daily itnwested capital as would be applicable
under section 720 in reduction of the average in-
vested capital of such corporation for the last taxable
year beginning in 1939 if such section had been
applicable to such year (computed as if the admis-
sible and inadmissible assets of any other such cor-
poration with respect to which it became, in such
taxable year, an acquiring corporation, had been
held by it). .
(2) In case any corporation described in paragraph
(1) owned stock in any other such corporation on the
first day of such owning corporation’s first tavable year
under this subchapter beginning in 1940, its and such
other corporation’s excess profits net income for each base
period year described in paragraph (1) shall be de-
termined in accordance with regulations prescribed by
the Commissioner with the approval of the Secretary.
42} (3) In determining whether, for any taxable
year, the deductions plus the credit for dividends received
and the credit provided in section 26 (a) (relating to
inlerest on certain obligations of the United States and
its instrumentalities) exceeded the gross income, and in
determining the amount of such excess, the adjustments

provided in section 711 (b) (1) shall be made.
{5 ) In the eese of o taxpayer which is an eequiring
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.eorporation nnd which was hot eetaally in existenee en the

date of the beginsing of ite base period; there shall be ex-
eluded from tho various eomputetions under subseetion (o)
1) of this section the pertion of its exeess profite net ineeme;
or of the exeens over grose ineome therein referred to; which
is attributable to any period before it first beeamne an aequir-
- 42} In the ense of & component eorperation which be-
eathe ® quelified epmponent eorporation enly by reacen of
seotion 740 (f}; there shell be exeluded from the varieus
computntions under swhsoction ) 2} of this sestion the
portion of s exeess profits neb ineome; or of the exeess over
groso ineome therein referred to; whieh is ettributable to any
period before i first beeame an aoquiring eorperation:

{8} In the eese of & qunlified eomponent eorporation
which wes aetuelly in existenee op the dote of the beginning
of the texpayer's base peried; there shall be exeluded from
the verieus eomputations under subseetion {n} {3} of this
seetion the pertion of ito exeess profits net ineome; or of the
exeess over groys ineome therein referred to; which is
attributeble to the peried befere sueh date:

(f) (1) 1f, after December 31, 1935~

(4) the tazpayer acquired stock in another corpo-

ration, and thereafter such other corporation became a

1. component corporation of the taxpayer, or - -
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.- (B) a corporation . (hereinafter called “first corpora-

tion”) .acquired stock in another corporation (hereinafler
. called “second - corporation”), and thereafler the first
and second corporations became component corporations
of the tacpayer,
then to the extent that the consideration for such acquisition
was not the issuance of the taxpayer’s or first corporation’s,
as the case may be, own stock, the Supplement A average
base period net income of the taxpayer shall be reduced, and
the transferred capital addition and reduction adjusted, in
respect of the income and capital addition and reduction of
the corporation whose stock was so acquired and in respect
of the income and capital addition and reduction of any other
corporation which at the time of such écquisition was con-
nected directly or indirectly through stock owmership with
the corporation whose stock was so acquired and which
thereafter became a component corporation of the taxpayer,
in such amounts and in such manner as shall be determined
in accordance with regulations prescribed by the Commis-
stoner with the approval of the Secretary.

{4} (2) If during the taxable year for which tax is com-

puted under this subchapter the taxpayer acquires assets in

.a. transaction which constitutes it an acquiring corporation,

the amount includible under subsection (a) 23, attributable

to such transaction, shall be limited to an amount which
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‘bears tho same ratio to the amount computed witkout regard

to this peragreph subsection as the number of days in the
taxable year after such transaction bears to the total number
of days in such taxable year.. |
(g) In tho case of a partnership which is a component
corporation by virtue of section 740 (b) (5), the compu-
tations required by this Supplement shall be made, under
rules and regulations prescribed by the Commissioner with
the approval of the Secretary, as if such partnorship had
been a corporation. For the purpose of such computations,
in making the adjustment for income taxes required by
sectior 711 (b) (1) (A), the partnership so regarded as
a corporation shall be considered as having distributed all its
net income a8 a dividend.
(h) INCREASED EARNINGS IN Last HALr or Bask
Periop.—
(1) GENERAL RULE~The Supplement A average
base period net income determined under this subsection
shall be computed by ascertaining for each half of the
base period the sum of the plus amounts determined
under subsection (a) veduced if for any year in such
half a minus amount was determined by the minus
amount for such year. If the amount ascertained for the
second half exceeds the amount ascertained for the first

half, the Supplement 4 average base period net income



LN O~ R S

10
11
12
13
14
15
16
17
18
19

21

2

23

108
shall be the sum, divided by two, of. the amount so as-
certained for the second half plus one-half of such ex-
cess, except that it shall not exceed the largest plus
amount determined under subsection (a) with respect
to any base period year.

(2) LIMITATION ON AMOUNT INCLUDIBLE FOR
CERTAIN TAXABLE YEARS ENDING AFTER MAY 31,
1950~For the purposes of this subsection the excess
profits net income of any corporation. for any tavable year
beginning in 1939 and ending after May 81, 1940, shall
in Mo case exceed a;z amount computed as follows:

(A) By reducing the excess profits net income
by an amount which bears the same ratio thereto-as
the number of months after May 31, 1940, bears to
the total number of months in such tazable year; and

(B) By adding to the amount ascertained under
subparagraph (A4) an amount which bears the same
ratio to the excess profits net income for the last
preceding taxable year as such number of months
‘after May 31, 1940, bears to the number of months
in such preceding year. The amount added under
‘this subparagraph shall not exceed the amount of the
excess profits net income for such last preceding
taxable year.

(C) If the number of months in such preceding
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...+ tazable year i3 Vess than such number of months after
. May 31, 1940, by adding to the amount ascertaincd
under subparagraph (B) an amount which bears the
same. ratio- lo the excess profits net income for the
second preceding taxzable year as the excess of such
number of months after May 31, 1940, over the
number of months in such preceding taxable year

bears to the number of months in such second preced-

®© 0 I O N B O N

ing laxable year.
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SEC. #3 742. NET CAPITAL CHANGES.

{a) For tho purposes of section 743 )y upon the date
of the transaction whieh eonstitites o eorporation en sequir-
13 ing eorporation; there shell be added to ite deily eapitel addi-
14 tion or reduction for sueh day; the net eapitel additien or
16. -reduetion; as the eate may be; of cach of the eomponent eor-
16 porations involved in such srancesiion; bub no other eapital
17 addition or reduetion shall be eonsidered as hoving been made
18 by reeson of sueh transaetion:

19 b} For the purpesey of tis seetion—

. . such compenent corporation theve shall be disegarded
property paid in to sueh eorporation by the taxpayer or
by any of its eomnponent corporations:

42} In computing the net eapital reduetion of cnch

E R
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mich eomponcnt corperation there shall be disregarded
distributions made te the tenpayer or to eny of sueh
eomponent eorperations:

(a) Taxpayer Using Tuis SupPLEMENT ~Ior the
purposes of seotion 713 (g), if the transaction which con-
stitutes the taxpayer an acquiring corporation occurs in «
tacable year of the taxpayer which begins after December 31,
1939, and the taxzpayer’'s average base period met income

is computed under section 741, the following rules shall

apply in computing the daily capital addition and reduction of

the taxpayer for each day after such transaction:

(1) The transferred capital addition or reduction
of the component corporation shall be treated as if
were a capital addition or reduction, as the case may
be, of the taxpayer.

(2) The transferred capital addition of the com-
ponent corporation shall be its daily capital addition
as of the time immediately before the transaction (com-
puted under section 713 (y), but without regard lo ils
reduction under the fourth sentence of paragraph (3)
on account of excluded capital, but with the application
of paragraph (6) of this subsection).

(3) The transferred capital reduction of the com-

ponent corporation shall be its daily capital reduction
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as of the time immediately before the iransaction (com-
puted under section 713 (g) but with the application of
paragraph (7) of this subsection).

(4) In compuling the daily capital addition of the
taxpayer, money or property paid in lo the taxpayer
by any of s component corporations, and properly
consisting of stock in any such component corporation
paid in by sharcholders of such component corporation,
shall be disregarded.

(5) In computing the daily capital reduction of the
taxpayer, distributions by ‘the taxpayer to any of ils
component corporations not out of earnings and profits
shall be disregarded.

(6) In computing the transferred capital addition
of the component corporation, money or property paid
in to such component corporation by the taxpayer or any
other component corporation and property consisting of
stock in the tacpayer or any other component corporation
paid in by sharcholders of the tarpayer or other com-
ponent corporation, shall be disregarded.

(7) In computing the transferred. capital reduction
of the component corporation, disiributions by such com-

ponent corporation lo the taxpayer or any other com-

- ponent corporation shall be disregarded. -

(8) The daily capital addition of the tazpayer to
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- which any amount is added under paragraph (1) shall
be the amount thereof computed before its reduction under
the fourth sentence of section 713 (g) on account of
excluded capital.

/b) RuLE WHERE AcQUIRING CORPORATION I8 CoN-
PONENT OF TAXPAYER~In cases where an acquiring cor-
poration i8 a component of the taxpayer, and the transaction
which constitutes such corporation an acquiring corporation
occurs in a lazable year of such corporation which begins
after December 31, 1939, for the purpose of determining the
daily capital addition or reduction of the taxpayer the above
rules shall be applied in a similar manner to determine the
daily capital addition or reduction of such acquiring corpo-
ration for each day after such transaction. .
SEC. 744 743. FOREIGN CORPORATIONS.

The term “corporation” as used in this Supplement does
not include a foreign corporation.

Supplement B—Highest Bracket Amount and Invested

Cepital
SKG 760, DEFINITIONS,

Ao wsed in this Supplement—

{o) Exenanan—The terin “exchange’ means an ex-

change; to whieh seetion H2 (h) {4} or (b} er se mueh
of seetion 112 o)y {d}; o {6} as refers to seetion 113 {b)
{4} ot {B)5 or to which e eorresponding provision of & prior
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- rovenuo law; i or wes applicablo; by one eorperation of iis
‘property whelly or in part for stock er seeurities of another

eorperation; or & transfer of property by one corpertion to
another corporntion after Docombor 81; 101% the basis of
whieh in the hends of sueh other corportion is or was deter-
wined whdor seetion H3 {n) {8) (B); or would hewe been
vo dotermined hnd snch soction boen in ek

“transferer upen ah exchange” mesns o corporntion which
i exohange; wholly o in part; for stock or sceurities of sueh
o&hefeevpemﬁe;a;onmmfempmpewywmo&hereovpm
tion after December 345 1047 the bavis of which in the hands
&mheﬂmeemm&eniswmde&wuﬁae&mdersee&en
H3 {a} {8} (B} or would have been se determnined hed
stioh seetion been in effeet: s
“transforee upon an exchengel meany & corpemtion which
cember 34 10475 the basin of whieh in ite hands is or was
determined under seetion 13 {n) {8} {B); or would have
been o determined had sieh seetion heon in effeet: -
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ship of nteek posseseing a6 least 90 per contume of the total
combined vebing pewor of all elntes of stock entitlod to veto
aid ot Jeast BO-por contum of the total velte of shares of all
classes of siock of the eorporetion:
breeket emount’ means $500,000 or the highest braeket
amount eomptited under seetion 753; whichever is the smsller:
SEC, %1 DETERMINATION OF PROPERTY PAID IN' FOR
STOCK AND OF BORR(WED CARITAL IN GON-
NECTION WITH CERTAIN EXCHANGES,
<o) Properey Paib I¥ Por Seeck—In the eppliea-
ti6h of seation T8 (&) to a transforee upon an exchange in
dotormining the amount paid in for siock of the thansferes;
or ae phid-in surplus or a9 & eontribution to eapitel of the
sransferee; in eonneetion with sueh exchange; only an amount
shall bo deemed. to have been oo paid in equal to the exeess
of the basis in. the hands of the irensferee of the preperty
of the transferer received by: the transferce upon the exchange
over the sum ef—

) Any liability of the transferor nssummed upon
sich exciango and eny lability subjeet to which the
property was recoived upon such exchange; plus
- 43} The aggregate of the ameunt of money end the
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foir marliet valie of any other property trapsferred to

the irensferor net permiited to be reeeived by sueh

transferor witheut the recognition of gain:

+b} Bornownp CAPitai~—In the epplication of see-
Hon TO {o} to & transferce upen en oxehange; the term
evidoneed by seeurities issued by the transferee upen sueh
exehango ao eonsideration for the property ef the transferor
reeeived by the tmnsferee upon sueh exehange i (1) sueh
seeusitin were property permittod to be received by the per-
son to whem such seeurities were issued without the reeog-
by sueh seeurities did net erise out of indebtedness of the
transferor (other then indebtedness which in the transierers
hends was subjeet to the limitations of this subseetion) as-
sumed by the trensferee in eonneetion with suek exchange:
S8EG: 763 COMBRUTATION OF HIGHEST BRACKET AMOUNT

IN CONNECTION WITH EXCHANGES.

{&} SpHORAE APPHEATION 6F Dathy Brvpssed Gar-
1AL oF Transrehon Uron ExcHaNen—TFor the pur-
peses of this seetion; the daily invested eapital of o transferer
upen an exchange for the doy after the exehange shall be
the daily invested eapitel determined under seetion 717 re-
dueed by an amount equal to the axmeunt by which the equity
invested eapital of the transferee upon such exehange was in-
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1 omod:bymonoﬁtbemeip&ofpmpu&y&ommehm.
2 feror upen sueh exchange:

3
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b} Hians? Brackn® AMOUNE oF FraNsPEROR—

) TARABLR ¥BAR OF HXGHANGE—In the ease
of o transferor upen an exchenge after the beginning of
brackes amount for tho taxable year in which the ex-
change takes plaee shall be the sum of—

{A) Its highest bracket ameunt inumedintely
preeeding the exchenge muliphied by the number of
days in the taxable year up to and ineluding the day
of the exchange; plus

B Tis highest bracket amount for the taxable
yenr aiter the exchange; mitiphied by the number
of days in the taxable year remaining after the day
of the exehenge;

divided by: the number of deys in the taxable yeer.
{2} FAXABEE ¥BARS APTER BXOHANGE INVOLV-

Ve 6ONPROE—In the ease of & trunsferor upen an ex-

-ehange after the beginning of its first taxeble year under

transferor or its sharchelders; or beth; are in eontrol of
the transferee; the transferor’s highest breeket ameunt
for any taxable yeer after the taxable year in whieh the

. exchange takes place shall bo an ameunt whioh is e per- -
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contage: of ite highest brackiot ameunt. immediately pro-

eeding the exchange equel te the pereentoge whieh its
daily invested eapiial for the day after the exchange is of
it daily invested eapital for the day of the exehange:
{3} FAXABER ¥BARS APTER BROHANGE NOP IN-
¥OLVENG GONFROI—In the ease of o transforer upen an
exehange -{other than o transferor deseribed in pavagraph
{4} of this subseetion) after the beginning of ite first
the exehange no transferer or its sharehelders; or both;
upon the exchange are in eontrol of the transferce; and
if the shareholders of the ransferee immediately preeed-
ing the emehange nre net in eontrel of the tramsferee
braeket amount for any taxable year after the exchange
shall be the excess; if any; of the sam of the transferer’s
chenge and the transferee’s highest bracket amount in-
UNDBB SHETION +12 (B) (5)—In the ease of an exchange
after the beginning of the first taxable year under this

. subchapter of any transferor er transieree upen cuch ex-

ehenge; involving twe or more transferers; or one or more-
transferors and one or mere othor poreens; if immediately



< Te e M

118

1 afor tho oxchenge ne ono of such trensforors; o ie shate-
2 _holders; or both; and ne ene or mere of sueh other persens
3 are in oontrel of the transfereo and if such exchange is
4  an enchengo doseribed in sectien 413 b} {5} or w0
5 -mnneh of seetion 113 {6} or 312 {o) a8 vefors to section
6 9 {b) {5}y the highost breket osmount of uny such
T teonsferor for any texable yenr aftor the oxchenge sholl
8 be an amouns equal to ite highest braeket amount imme-
9 dintely proceding the exchange— -

10 . {A) Minus an ameunt which bears the same
1 ratio to its highost bracket ameunt immediately pro-
12 ecding tho oxchango as the oxeess of its daily i
13 wegted enpital for the day of the exehange over il
1 deily investod capitol for the day aftor the exchange
15 . bears to its daily investod eapitel for the de¥ of the
16 exchange; and

17 B Plus ant amennt which bears the same ratio
183, to the exeoss over $500;000 of the swm of the
19 amounts computod under subparagreph L)) with
20 respeet to eneh transferor; as the amount eemputed
21 under subparegraph (A} with respeet to such trans-
22 - feror bears to the sum of the amennts eomputed
23 undor puch sabpargraph. with rorpost bo.cach trucs-
AU Aeror:

. J.71643—8
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coNTROI—1In the easo of o transferce upon an exchenge
after the beginning of the first taxablo yeer ander this
subehapter of o transferer upen such exchange the trany-
feree’s highest breeket emount for the texable year in
whieh the exehange takes place shell be the sum ef—
proccding the cxchango multiplied by the number
of days in the taxable year up to and ineluding the
day of the exchange; plus

4B} He highest braeket amount for the taxable
“ber of days in the texable vear remaining after the

- day of the exchenge; '
divided by the number of days in the texable year. For

- the purpeses of this paragraph and subseetion {4} of

thisseeheﬂ%xehaﬂge’lmehdes&hqmdaﬂendese@ed
m paregraph (5} of this subseetion; and sueh exehange

- shell be deemed to have taken place on the day sueh

{%}Mmmmm
NG 6ONTROE—In the ease of o transferee upon an ex-
ehange after the beginning of the first taxable year under

this subehapter of o transferer upen sueh exchenge; i
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exchonge or its shareholders; or both; are i eontrel of the
any texeble year after the exchange shall be an amount
whieh is & perecntage of such transferor’s highest braeket
amennt Bnmedintely preceding the exehange equal to

- the pereentage which the exeess of the transferee’s dutly

tnvested eapital for the day after the exchange over its
deily invested eapitel for the day of the exehange is of
sueh transferor’s daily invested eapital for the day of the
exehange:

13} TARABER ¥BARS APTHR BRCHANGE No¥ BV
vemeeeﬂmeﬁ——htheeaseefamdereeupen&n
exehaﬂee{—eshenhaﬁ&msfereedeseﬂbedmpmgmpb
{4} of this subseetion} after the beginning of the first
taxable year under this subehapter of o transferor upen
suoh exehange; if immediately after the exebange ne

- transforor oF it§ shareholders; or both; are in eontrol of

the transferee; and if the shareholders of the transferee

. immedintely preceding the exehenge are not in eontrol of
- the exchange shell be an amount equad to (A) the sum

of the iransferer’s highest braeket amount immediately
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< {B) $500,000; whichever i the smaller.
. UNBED snemioN H2 (b} (b)—In the ease of an ex-

ehange dosertbed in subseetion (b) (4) of this seetion;
the highest braeket amount of the transferee upon such
eachange for any texable year efter the exehange sholl

- be an amount equal (A} to the sumn of the ameunts eom-

puted ander subparegraph (A} of sueh subseetion with

respeet t0 cach transferer or (B} $6500,000; whiehever i

the smeller:
{&}Wmmwmeﬁ

710N H2 {h)- {6)}—LUpen the reecipt by u eorporation
during any taxeble year under this subchapier of prop-
or loss upom which is net recognised by reason of section

2 {b) {6); the highest breeket ameunt of the eor
- ofter the liquidation is eompleted shall be an emount
~equal to its highest braeket amount immediately preced-
t v i dhe eompletion of the liquidation inereased; but in e
© /- etee 1o an atnount above $500,000; by an amount oguel
- 4o the highest brackeb amennt of sach other eorporation
¢ immdintely preceding the completion of sach liquidation;

ey

Y -
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i i previously and aftor. the beginning of the fisst taxable
- such preperty sueh eorporation wae @ transferer upon an

exchonge with respeet to whiek sueh ether corporation
was & trensieree:

- {d) Hreumss BRAcKE® AMOUNT I¥ OASE oF Two on
Monn BromANGES BF SAMD TAZABLD YBAR—

) ¥ o trensferer upon en exchange is in the same
a3 tramsferor or transferee}; ite highest braeket amownt
for sueh taxeble year shell be the ameunt determined
under subseetion (b} (1)} with respeet to the last ex-
change in sueh taxable year: To highest bracket axnount
immedintely precoding any exchenge in sueh taxeble
year subsequent to the firsb exehange therein shell be
respeet to the immediately preceding exehange as if the
taxable year elosed on the dey of sueh subsequent

- 43} H o transferee upon an exchenge 9 in the same

- taxable yeor involved in more than one exehange -{either

a8 tmnsferee or transferor)s s highest braeket amount

- . for saeh toxeble year shell be the emeunt determined
. under subsection {6) (1) Wwith respeet to the last ex-
. - ohange ip sueh taxablo year: Fs highest bracket ameunt
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immediately preceding ony ezehange in such taxable
. year subsequent to the firsh exchange therein shell be the
amotnt eompited under subseetion (o) 1) with respeet
to the inmediatoly preeeding exchange as if the taxeble
year elosed on the day of sueh sabsequent exehange:

3} H o trensferor or transferee upon an exehange
is in the same texable year invelved in mere than one
exchange (either as transferor or transferee); ite highest
braeket axnount for any taxable year after the taxable
year in whieh sueh exehanges took place shell be the
amount eomputed under ssbsection (b} 43); Y8); er
WWM@%%%—%W&S%WB‘W
be; with respeet o the last such exehange:

Supplement C—Invested Capital in Connection With Certain’
. Exchanges and Liquidations

SEC. 760. EXCHANGES.

(a) DEFINITIONS—For the purpose of this section—

(1) EX&HANGE.—TIze term “exchange” means an
exchange, to which section 112 (b) (3), (4), or (5) or
so much of section 112 (¢c), (d), or (e) as refers to
section 112 (b) (3), (4), or (5), or to which a cor-
responding provision of a prior revenue law, i3 or was
applicable, by one corporation of is property wholly or
in part for stock or securities of another corporation, or

a transfer of property by one corporation to another cor-



iy
uy

W O 9 O M W DD

=t ek ped e
W O = O

14
15
16
17
18
19
20
21
22
23

S

119
poration after December 31, 1917, the basis of which

- in the hands of such other corporation is or was deter-

mined under section 113 (a) (8) (B), or would have
been so determined had such section been in effect. |

(2) TRANSFEREE UPON AN EXCHANGE.—The
term “transferee upon an exchange” means a corporation
which upon an exchange acquires property in exchange,
wholly or in part, for ils stock or securities, or which
acquires property from another corporatioﬁ after De-
cember 31, 1917, the basis of which in its hands is or
was determined under section 113 (a) (8) (B), or
would have been so determined had such section been in
effect.

(b) RuLE—~In the application of section 718 (a) to

a transferee upon an exchange in. determining the amount
paid i for stock of the transferee, or as paid-in surplus or as
a contribution to capital of the transferee, in connection with
such exchange, only an amount shall be deemed to have been
30 paid in equal lo the excess of the basis (for determining
loss) in the hands of the transferee of the property of the
transferor received by the transferee upon the exchange over

the sum of—

(1) The amount of any liability of the transferor
assumed upon the exchange and of any Liability subject

to which such property was so received, plus
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.. (2) The. amount of any lability -of -the -transferce
(not arising out of any liability described in paragraph
(1)) constituting consideration for the property so

+ recetved, plus |
(3) The aggregate of the amount of any money
and the fair market value of any other property (other
than such stock and other than property described in
paragraphs (1) and (2)) transferred to the transferor.

(¢) REpUcTION IN DAILY INVESTED CAPITAL—In

"the application of section 717 to a transferee upon an ex-

. change; the daily invested capital for any day after such

exchange shall be reduced by an amount equal to the amount
by which the sum of the amounts specified in paragraphs

(1), (2), and (3) of subsection (b) exceeds the basis (for

determining loss) in the hands of the transferee of the prop-

- erly of the transferor recewed upon the exchange.

- SEC. 761. TRANSACTIONS IN LIQUIDATION.

“(a) DEFINITION OF LIQUIDATING TRANSACTION.—

As used in thws section, the term ‘?iquidating transaction”

" means:

(1) The complete liquidation. of another corpora-
tion under section 112 (b) (6) or the corresponding
“provision of a prior revenue law, o
- (2) The 'liquz'datio’n of another corporation, or a

1
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" transaction: having. the: effect  of liquidating..in, whole or

in part, some or all of the stock of another corporation

. (4) if gain or loss in whale or in part is not
“recognized either in a consolidated income or ax-

cess profils lax return or because of the provisions of

_ section 112 (b) (4) or (5), or so much of sec-
tion 112 (c). to (e), inclusive, as refers to section

© 112 (b) (4) or (5), or the corresponding pro-
vision of a prior revenue law, and A
(B) if the property recewed by the taxpayer

has a basis described in section 113 (b) (2) (4).1"

(b) ADJuSTMENT OF EQuiTy INVESTED CAPITALSH

If property. is received by the taxpayer in a liquidating
transaction, the equity invested capital for'eaoh day following
the transaction shall be adjusted as follows: . ¢

(1) If the stock of the transferor which is in efféct
canceled upon such liquidating transaction s determined

to have been acquired by the issuance of stock in trans-

* actions in which gain or loss in whole or-in part was nol

recognized, there shall be included, in liew of the amounts
determined to- be otherwise includible in the equity in-
vested capital of the tazpayer with respect to such stook,

~ .the amount determined to be necessary to reflect the

equity inveéted capital and the defioit in earnings and

T, T1648—9
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‘o profits; if - any, of -the  transferor ‘with: respect to such
o otocki - “ |

(2) If such stock of the transferor i3 determined
not lo have been acquired by the issuance of slock in

transactions in which gain or loss in whole or in part

. was. not recognized, the equily invested capital of the

taxpayer shall be adjusted. to. the éxtent necessary to

+ .. reflect in ils .accumulated earnings and profits and s

earnings and_profits for the taxable year. the portion of

‘the earnings end profils or the deficit in earnings and

profits, as the case may be, of the transferor accumulated
subsequent to the date which i3 determined to be the date
of acquisition by the taxpayer of control (or, with re-
spect o stock acquired subsequent to the acquisition of
control, the date. of . acquisition of such stock) of the
transferor and determined to be atiributable to such
stock. For. the purposes of the. computations z;nder

. this’ paragraph, the basis of the property held by the
- transferor or.its pre.lecessor at the time of the acquisition

. of contral (or of acquisiiion of the stock in the case of

property determined to be atiributable to stock acquired

* gince the acquisition of control) which 8 atiributable
- to such stock shall be, in lieu of the basis prescribed by
. section 113 or the corresponding prmmm of a prior

revenue law, an amount determined by reference lo

(78 XK} i
JEEHEY N
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"o the  ddpisted . basis: for. determining loss upon a sale
.-..or exchange of such stock in the hands of the taz-
- .-payer or a predecessor. The basis so assigned shall
. apply, in-liew of the basis otherwise prescribed in
* computing any amount (determined by reference to the

~basis of such property in the hands of the transferor)

entering , into 'the computation of the equily invested

-capital of the taxpayer or any other corporation compit-

ing equity invested capital by reference to the equity in-
vested capital of the taxpayer. For the purposes of this
paragraph the adjusted basis for determining loss upon
a sale or exchange of such stock shall be determined with-
out regard to any adjustment authorized by the last sen-
tence of section 113 (a) (11) which is already refiected
wn the eaMi1zgs and profits or deficit in earnings and
profits attributable to such stock.

(¢) MERGERS AND CONSOLIDATIONS.—In determining

the amount of the adjustments under subsections (a) and

(b), if a corporation owned stock in another corporation, and

(1) such corporations are merged or consolidated
n a statutory merger or consolidation, or

(2) such corporations are parties to a liquidating
transaction which results in the liquidation of such stock
in a manner similar to that resultiﬁg from a statutory

merger or consolidation,
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for the:purposes of this section. suciv stock:shighbe. considersd
. to.have been: acquired. by the corporation. resulting. from the~

_merger, consolidation, or (ransaction, and the properties at- -

tributable therelo recewved by it wn liguidation of. such stodk.
(d) DETERMINATIONS—~Any determination which is
required to be made under this section shall be made in ac-
cordance with regulations which shall be prescribed by the
Commissioner with the approval of the Secretary. |
o)

.,



