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Comparative Print Showing Changes Proposed In Subehapter

2 E of the Internal Revenue Code-Excess Profits Tax

Existing law proposed to be omitted is prited in lmi.

New matter is printed in itWk4'.

Existing law in which no change is proposed is printed in roman.

1 SUBCHAPTER E-EXCESS PROFITS TAX

2 Part 1

3 SEC. 710. IMPOSITION OF TAX.

4 (a) IMPOSITION.-

5 4-14h i i wi, . There shall be levied, col-

6 lected, and paid, for each taxable year, of upon the ad-

7 justed excess profits ,net income, as defined in subsection

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

9 under section 727) the ,t" ehe ft 4he fellewii;g "10le

4d ever WON ....
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10 a tax equal to 90 per centum of the amount thereof.

. ._.,... :16 . BEST AVAILABLE COPY



2

6 tief DEERMeT iO AH of eAs e Ft ABNot-he

7 tho the p esfutage, pe ifie i sseh die eie sh4I

8 he sustiftu a* amt whiekheeeftre* m to

9 the atmoiewt so peie4as the hig estlee aofw4fi f)

10 eoe etp 9, Al

11 (3) DEFERMENT OF PAYMENT IN CASE OF ABNOIR-

12 MALITY.-If the adjusted excess profits net income (com-

13 puted without reference to section 722) for the taxable

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

15 ance with regulations prescribed by the Commissioner

16 with the approval of the S('SC'PtIa'y, the benefits of see-

17 tion 722, is in excess of 50 per centum of its normal

18 tax net income for such year, computed without the

19 credit provided in section 26 (e) (relating to adjusted

20 excess profits net income) the amount of tax payabb

21 at the time prescribed for payment may be reduced by

22 an amount equal to 33 per centum of the amount of

23 the reduction in the tax so claimed. For the purposes of

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



a
1 tw so reduced 8&all be considered the amount shown on

2 the return. I

3 (b) DmNITION OF ADJUSTED Exormss Pon i NET

4 INCom.--As used in this section, the term "adjusted excess

5 profits net income" in the case of any taxable year means the

6 excess profits net income (as defined in section 711) minus

7 the sum of:

8 (1) SPEOIFIC EXBMPTION.-A specific exemption

9 of # $10,000, and in the case of a mutual insurance

10 company other than life a specific exemption of $50,000;

11 (2) ExcESS PROFITS CmR IT.-The amount of the

12 excess profits credit allowed under section 712; and

13 (3) UNUSED HxCEOS PROFITS OIIEDIT.-Thl

14 amount of the excess profits credit carry-over for the tax-

15 able year, computed in accordance with subsection (c).

16 (0) EXCESS PROFIT CREDIT CARRY-OVEB.-

17 (1) DEFINITION OF UNUSED EXCESS PROFITS

18 CREDIT.-The term "unused excess profits credit" means

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

20 taxable year beginning after December 31, 1939, over'

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

22 puted on the basis of the excess profits credit applicable

23 to such taxable year. For such purpose the excess-profitk

24 rdit and the exues-prof!t net incomeo for any txabl#
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S erbeginnlig, in 1940 shll becomputed undet the law

2 applicable to taxable years beginning in 1941. For suc

3 ' $pu)se, in the cam of taablek years IUginning after

4 ',Deember 31, 1941, tht mrems-ropilt -credit and 1te

S &iw-pf ts net intome for (Wy taxable year biyfiininy

6 in 1940 or in 1941 shall be commnrted under the law

7 applicable to taxable years beginning in 19424

8 (2) COMPUTATIONM OF EXOESS PROFITS CREI)1T

9owv .- The excess profits credit carry-over for

10 any taxable year shall be the sum of the following:

11I. . (A) The unused excess profits credit for the

12 first preceding taxable year; and

1V (B) The unused exoe8 profits credit for the

14 second preceding taxable year reduced by the

15 amount, if any, by wHlih the excess profits net

16 inteome for the first preceding taxableyear exeeds

17 the sun of-

18 (i) the exLcess 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 SM. 71L EXCESS PROFFIS NET INCOME.

23 (a) Tx YEAs BBnTeo ArE DwEoER

24 .. 31 !989.--he excess profit net incomefot ay taxable

25 year beginning after December 31, 1939, shail be the normal-



1 ta *timmer,ida edinctoa 1 '(a) (2), and, n

2 the case of a life isurow many, for oy taxaile ysr

3 beginoing after December31, 1941, th Wajusted normal-tAx

4 net. icomie, as defined in section *0* (a), minus 31 per

5 venum of the ttnearsd premiums and unpaid loms an

6 cancellbe health and accident insurance contracts, for such

7 year except that the following adjusftmmt shall be made:

8 (1) EXOs PUoFrr OC IT OMPTE UND

9 INCOME CMBDIT.-f the excess profits credit is computed

10 under section 713, the adjustments shall be as follows:

11 (A) Income Tom subject to Excess-Profits

12 Tax.-In computing such normal-tax net income the

13 &4vei11 op" u 4 " mis

14 credit provided in ecion 26 (e) (relating to income

15 subject to the tax imposed by this sfbchapter) shall

16 not be allowed;

17 (B) ImM Mnn Gains and losses From Sales

18 or ExxlUngm of Capital Aeto.-There shall be ex-

19 eluded Ie* ei eA gains and loses from sake

20 or, exchanges, of capital u*ed held for nwre than 15

21 mnth.q.heft W jsh e OVA.d.4 &e ehees 01

22 h e. e r of rpi he d W mee

24 / mmoO'%, a 'e - I,



8 (C) Income From Retirement or Discharge of

4 Bonds, and So Forth.-There shall be excluded, in

5 the case of any taxpayer, income derived from the

6 retirement or discharge by the taxpayer of any bond,

7 debenture, note, or certificate or other evidence of

8 indebtedness, if the obligation of the taxpayer has

9 been outstanding for more than eighteen months,

10 including, in case the issuance was at a premium, the

11 amount includible in income for such year solely

12 because of such retirement or discharge;

13 ()) Refunds and Interest on Agricultural Ad-

14 justment Act Taxes.-There shall be excluded income

15 attributable to refund of tax paid under the Agricul-

16 tural Adjustment Act of 1933, as amended, and

17 interest upon any such refund;

18 (E) Recoveries of Bad Debts.-There shall be

19 excluded income attributable to the recovery of a bad

20 debt if a deduction with reference to such debt was

21 allowable from gross income for any taxable year

22 beginning prior to January 1, 1940;
23 (F) Dividends Received.-The credit for divi-

; , deiads received shall apply, without limitation, to

25 dividends on stock of domestic corporations.,
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8 (H) Bonus Income.-There shall be excluded

9 income derived from bonus payments made by any

10 age y of the United States government on account

11 of the production in excess of a specified quota of a

12 produot- the exhaustion of which gives rise to an al-

13 lowance for depletion under section 23 (m).

14 (2) ExcEsS PROFITS CREDrr COMPUTED UNDEM

15 INVESTED CAPITAL CEDIT.-If the excess profits credit

16 is computed under section 714, the adjustments shall be as

17 follows:

18 (A) Dividends Received.-The credit for divi-

19 dends received shall apply, without limitation, to all

20 dividends on stock of all corporations, except divi-

21 dends (actual or constructive) on stock of foreign

22 personal-holding companies. This subparagraph

23 * shall not apply to dividends on stock which is not a

24 cApital asset;

125~ :()heet~J deduetlonffwtinterest sbll



be .ra do a m m oen to 50 per entm

.2 d bi, t Of 0& W49iu x tu tl interest on

3 the indebtedaom inheW in & a mounts of

4 borowed capital (determined under section 719

5 ());
.6 (C) Incme e Subj to Ezew Profpt.

7 Taz.--In computing such normal-tax net income the

9 credit provided in eetion 26 (e) ratingg to income

10 ae to the tax imposed by this au apter) shall

11 not be allowed;

12 ()) (ains and Lows From Sides

13 or 4anges of Capita Autas.-There shall 1b ex-

14 eluded 0 uteimepi gains and losses from sale

1, or mkaqg of capt au .hed for more than

16 15 mnS. jeJ* 4d d e e es of

17 fer the sele f, -AS e f

.m m um ares beig en meNp h is of a eharae
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* 4E) Income From Retirement or Discharge of

A., Bons, and So Forth.-There shalJ be excluded, in

24 the case of any taxpayer, iom o:4erived from the

-! E;on - enr e ha ry tepayer of any bond,



1 b now rts, or cwifiat or other evidee- of

idebtedueu, if the obgon of th taxpayer has

3 been ouadg for more ta" eighteen months,

4 including, i case the imwe was at a premium,

5 the amount includible in income for such year solely

6 becsa of such retirement or discharge;

7 (F) Refunds and Interest on Agricultural Ad-

8 justment Act Taxes.-There shall be excluded in-

9 come attributable to refund of tax paid under the

10 Agricultural Adjustment Act of 1933, as amended,

11 and interest upon any such ifund;

12 (U) Interest on Certain Government Obliga-

13 tioL,--The normal-tax net income shall be increased

14 by an amount equal to the amount of the interest on

15 obligations held during the taxable year which are

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

17 terest from which is excludible from gross income

18 or allowable as a credit against net income, if the

19 taxpayer has so elected under section 720 (d) ; and

20 (H) Recoveries of Bad Debts.-There shall be

21 excluded income attributable to the recovery of a

22 bad debt if a dedution with reference to such debt-

23 was allowable from gro uineon for any taxable

yea bmginng prior, to Jaary 1, 1940.
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1) in- to oee &f a elie th e a 1eomp 1n

Sth esrve and other policy liability credit sA be

9 reduced by 50 per centum thereof.

10 (K) Bonus luxm.-There shall be excluded

11 income derived from bons payments made by any

12 af'u cy of the United Stales government on acount

13 of the production in ecetm of a specifed quota of a

14 product the exhaustion of which gives rise to an al-

15 lowance for depletion under section 23 (in).

16 (8) TAXABLE YEAR LIHM THAN TWELVE

17 MONTHS.-

18 (A) General Rule.-f the taxable year is a

19 period of less than twelve months the excess profits

20 net income for such taxable year (referred to in this

21 paragraph as the "Aort taxable year") shall be

22 placed on an annual basis by multiplying the amount

23 thereof by the number of days in the twelve months

24 ending with the close of the short taxable year and

-25 dividing by the number 4 days in the AM taxable



year. The tax be ch part of the tax cam-

puted on au"i annual basis as the number of days

in the Aort taxable year is of the number of days

in the twelve months ending with the close of the

A taxable year.

6 (B) Exceptio.-If the taxpa.Wr establishes its

7 adjusted ezxcen profits net income for the period of

8 twdve months beginning with the first day of the

9 short taxable year, computed as if such twelve-month

10 period were a taxable year, under the law applicable

11 to the short taxable year, and using the credits ap-

12 plicable in determining the adjusted excess proflis

13 net income for such short taxable ycar, that the tax

14 for the short taxable year shall be reduced to an

15 amount which is such part of the tax computed on

16 such adjusted excess profits net income so established

17 as the excess profits net income for the short taxable

18 year is of the excess profits net income for such

19 twdve-month period. The taxpayer (other than a

20 taxpayer to which the iwt sentence applies) shall

21 compute the tax and file its return without the ap-

22 plication of this subparagraph. If, prior to one year

23 from the date of the beginning of the short taxable

24 year, the taxpayer has disposed of substantially all

25 its assets, in lieu of the twelve-month period provided
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10 year. The befits of this 8ubparagraph shall not

11 be allowed unless the taxpayer, at sueh time as rlt'g-

12 lation preavibed hereunder require., makes applieo-

13 tim therefor in awordawce with such regulati,,s,

14 and sc application, in case the return was fled

15without regard to this subaragraph, "hl be coa-

18 sidered a daim for credit or reftrd. The ICmw
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19 for the application of this msbparagraph.

20 (b) TAXABLI Yumiw nI Bim Pzm ,-

21 (1) Gw.ui zuu Aw owTwV .aM .- The ex-
22 cess profits net income for ay tm& year subject to

23 the Revenue Act of 1936 shall be the norma-ax et

24. ineomea defined iseotiem 18 .(&) of such Aot; and



for any edr table year ' after December 81,
1 1987, and before Jauary 1, 1940, shll be the special-

3 class net income, as defined in section 14 (a) of the

4 applicable revenue law. In either oase the following

5 adjustments shall be made (for additional adjustments in

6 eme of certain reorganization, see section 742 (e)) :

Num Su- rmph (A) 2a0 re2ed by( on M (c) (2) of
the 1941 Revenue AcL

7 (B) G Oains and sses from Saks

8 or Exeaanges of Capital Assets.-There shall be

9 excluded leimg wpni capital gains and losses from

10 sales or ea'ehages of capital asses hlUd for more than

11 fifteen moiths. Thel o shal be eeilded th eisem

12 Of fo the oak or fheld
13 iff more thim #161aj 44J j@ of :. t is fi
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17 (C) Income From Retirement or Discharge of

18 Bonds, and So Forth.-There shall be excluded, in

19 the case of any taxpayer, income derived from the

20 retirement or discharge by the taxpayer of any bond,

21 debenture, note, or certificate or other evidence of

22 indebtedness, if the obligation of the taxpayer has



1 been outstanding'for mord thaneighteen, months, in.

2 cuding, in case the issuance was at a premium, the

3 amount includible in income for such year solely

4 because of such retirement or discharge;

(D) Deductions on Account of Retirement or

6 Discharge of Bonds, and So Forth.-If during te

7 taxable year the taxpayer retires or discharges any

81 bond, debenture, note, or certificate or other evidence

9. of indebtedness, if the obligation of the taxpayer has

10 been outstanding for more than eighteen months, the

11 following deductions for such taxable year shall not

12 b allowed:

13 () The deduction allowable under section

14 23 (a) for expenses paid or incurred in con-

15 nection with such retirement or discharge;

16 (ii) The deduction for losses allowable by

17 reason of such retirement or discharge; and

18 (iii) In case the issuance was at a discount,

19 the amount deductible for such year solely be-

20 cause of such retirement or discharge;

21 (E) Casualty, Demolition, and Similar

22 Lopes.-Deductions under section 23 (f) for losses

23 arising from fires, storms, shipwreck, or other cas.

24 Halty, or from theft, or arising from the demolition,

25 abandonment, or loss of useful value of property, not
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compensated for by insurance or otherwise, shall not

be allowed;

(F) Repaymemt of Processing Tax to Von-

dees.-The deduction under section 23 (a), for any

taxable yelr, for expenses shall be decreased by a

amount which bears the same ratio to the amount

deductible on account 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-

dtctible in the base period;

(G) Dividends Received.-The credit for divi-

dends received shall apply, without limitation, to

dividends on stock of domestic corporations;

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

Deductious attributable to any claim, award, judg-o

ment, or decree against the taxpayer, or interest on
any of the foregoing, if abnormal for the taxpayer,

, 4,]sh not ),. allowed, and if noral for the taxpayer,
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10

11

12
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14,

16

18'

19

20

21-

22-

23-
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but fn tzet of 125 pere, i of the average

amount of smch deductions in the- otr previous tax,

able years; shall be disallowed iih an amount equal

to such excess;

(I) Intangible Drilling and Developluent

Costs.--Deductions attributable 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

e(jual to such excess; and

() Abnormal Deductions.-Under regulations

prescribed by the Commissioner, with the approval

of theSecretary, 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 clas were abnor-

mal for the txpayer, and'.

(ii) -If the clam of deduotians was normal

for the) tbxyer i ,bu th '4e4 9 f such
5: I
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9rj T ti~i~'' ~n ifth# az- ae iw* W6 bs period oeta

r' dee e in theamount .ofsome other deduction

in itSbwe'po ad is not a consequence ofa

4 , ,iangotati any time in the type, manner of oper-
'aton, size, or 'ondition of the business engaged

6 in, by the taxpayer.

7- (iii) The amount of deductions of any class

8 to be disallowed under such subparagraphs with

.9 respect to any, taxable, year shall not exceed

10 .the amount by which the deductions of such

.1!,t, , .C, . . , , class for'such taxable .year. exceed the deduo-
12 ,,tions of such class for the taxable year for which

W, the tax.,under this subchapter is being computed.

14i " (2) CA AL- oAiNs,:An LOm.-For the pur-

, poses -of this subsection the nornial-tax net income and

,16+ u- 'the spicial-cAss net income referred to in paragraph (1)

T17" shall:be computed as ifsection 23 ,(g) (2), section,23

18 (k), (2) and section 117 were pitrg of the revenue law

- 19 applicable to the taxable year, the 'excess profits net

20 income of Which is being computed; with the exception

W that the -e sheawVe fmcaptlal lois carry-over provided In

s ubsection (e (,1) osection 117 thall be applicablato

l : , net i teNMieapital loieq fo amble years beginning

I1 ,I afterDeesinber" '81, 1984. &ichl "deeption shl -b ot

+25 apply for the purpose, of mlonp, 2 +
. .+4 ),



~ ~sbo~ater'for any tax%4leyb~r YeiiigbeforeJM

3 SEC.'iL EACiSS PROFITS, C3BEDIT-4.4LOWA LEI 1; "

4 ja)i Doirex CoBpomn~Tok&B' -In 1the cas of -a do

5 mestic corporation which was in existence before January 1,

6 1940; the excess profits credit fox, any taxable year shall be in

7, amount computed under section 713 or section 714, whichever
8 amount results inithel lesser tax under this subchapter for the

9 taxable year for which the tax under this subchapter is being

10 computed. In the case of all other'domestic corporations thi

11 excess profits credit for any 'taxable year shall be an amount

12 computed :,under, section 714., (Fori allowance 'of exed

13 profits credit in case of certain reorganizationsof eorporationW,

14 seOeseotion 741.)

15 (b) FoBEG,,o(luCPoAoNs.-In the case of a foreign

16 oorporition eigged, in trad, or :business ,within +the ,United

17, Staites -op. 0&g A eff. o*p eOf b"Aftnm itler eiR, the

18 first taxable year, of which under this subchapter 'begins bik

19 any date in 1940, which was in existence On, theday for#L

20 eight months prior, to.such date and which at any time durifki

21 each of the taxable years in-such ",fortyeghtmbnths wiA

2 ,nigagid in tradeW r buuiessawithinthe United States or h "

23 a effes i' & ,-the exceu profits credit

4bI16r)ip tmablib w oUR1* ,nambint imputed under s&

...... InWWM-46 M A
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2 the tax under this subchpter is being cmju dej In the c*

3 of alkh.f e m rp. atia th'eimmpm w credit for

4; aq tamble ye- shall, be an, amount. omsatod ander section
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(c~ej Epam. o DisL4mam .o1 i mw"4f the tat-

T7. pyer * bss msi its retum for; th* takbl6d yw uandr, this sub-

8 chapWeita it dibea s the, use of the credit computed under

• gedtion,713, or the use of the credit omputed; under section

10 .714,. the. credit, so disolwed shall not;, fo the purposes of

W;, the internl revenue laws,, be appliealei to the computation

12) of the tax, under this subch*pter for. such, table year.

14 REoRGANiZATiONs.-For existence of pyer through cow

10; ponem poai ,e eaion 740O(f)6 .

16 StC Q1& Ift'S 8 IRO l' CaEmfi$,"]AmBD 04 INCOM.

(k), ~ MWV~ ot 1 xmPmuXPTS CITo-"The m~

18 ,.0 profit abredit 1w, any taublb, year compW under this

gectibn,, ihafl be.*
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8 '4bae period"m*

9 , (A) Ifthe co'ration was nMex tence during

10 , the whole of ,the forty-teight months precediig the

11. ... beginning of its first-taxable-year under this sb-

12 .chapter, means the period ,commencing with the

.13 ' ,beginning. of itfirettabiey-ary egfitning after

14 December 31,, 1935, and ending. -with the' ose of
15 its lastax[ble year beginning btore January 1,

,16 194;a and
17 '% )nhcsoaoprton:which wasin

18 existence-4uringo*ny'partlef.*etforty-eight months

19 it ,,pro gghe iofItsfirsta le year under

2 0, , w... , 4this su wr,: mnsm thefoitqye t months pr-

21 ing, i the be& am of its firt uhakyear un der
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Of 01164")o~n~I the',otive ntuv be fk1Aonths in the base

2 period anwi tob n'*ith thebe~bmiwof the base period.

4 i, the, purposes of this section the term "deficit in excess profits

5 net income" with respect to anytaxaUble,-year means the

6 amount by which the deductionsTlus the credit for dividends

. received and the Credit provided in section V (a) (relating

8 to interest on certain obligations of d United States and its

, instumentallies) 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.

A$. (d) AvuAot ';B~si PEEIO NET INComE-DETER-

j14 XJNATI01t.

45./ . i"(1 D.'IDITION,--For' the purposesof this section

16 the average base period net income ,of thetaxpayer shall

r17 ., bethe amount determined undet subsection (e), subject

48, to" the exception that if the, ggregate, excess profits net

'I1) , iM"ome for the lat half of itA bisep6iod; reduced by the

20; -1 laggiegite Of the deficits in excess Orofits net income for

121t; ;sue&Ihal is grelttr thahi she aggreate, so reduced for

22 the first half, then the average bode -period net income

123~' :, "rs-a!kbe~the amountfdetermizoudtmdbrsubsection (f), if

/ vrft gittef~iz thwb4qW tri~eI ne sb en(.



, f tht.ayw wO aawat*U0 oply part of the

2 .48 months preceding the beginningg of .i t taxable

yeA ruder .ths xbeh]ptior it$ e0esp ?-profia net iv-

5 (A) for each taxable year of tw ive months

.(beg=n*n with the beginning of its base period)

7 during ,which it was not in existenee,,shalbe n

8 amount'equa to 8 perenum of the exce .of--C

.9 ,. (i) the daily invested capital for the first

10 day of the. taxpayer's first taxable year begins

11 ning after December 31, 193%, over. i!,

12 (ii) an amount equal to thQ same perce*.

3 ,ageof such daily invested capital as is apAi,

14 cable under section 720 in reduction of the avpj.

age . invested capital of the'. preceding taxa= .

6 ' year; . .- ' "r

!7 ",. ,," . (B) for the taxable yea of less than twelj.

18 . months., consisting of that part of the remainder of

119 , its ,base period during whch,it was not; in -existeno0%

'20 ,, ,shall be the aipount asoertied fqr f&Illyear under

,21. , sip gph., (A), m tiplied, y, the Aumber tf

22 4dys,1 lRicuh -.tabe yoar. of losst~ v lm ye months

23 1 , dod by. thpe'umborof 4".ys ,*e twelve

124,lJxA,,4inPQ*0# ,,the eofA,* t&b=4 yea.



4 income in the case of certain eorganizationi~isee section

fo{) A'vMAOWBiA PUR106 N-iwv-B-u

11 )AViiACM."RhO uirge bao piod~retiinb6iio determined

8 -twidrgiis mzbsedion hal bs dterned~fOlows:

11i 4& bS4 'Mifl"Ie AY if 4* mi'e 0ha eme of

I~ ~ ~f!~(1i cmpD~~)th bkggt f the evcew propit

16 net incotne for eack of the taxable 'yas of the taxpayer

IV is te)"a pokw lidw~~eI, twgM of the deficits in

tie e~~aiproft~it m~M~e~4* ~f~of etkt yer8.If the

* eweft~i~e4vi~o # (,rW4*su,r.leesprofits net

~ irui~e ifro~ ~iuxble ~i "),Wperiod divide

41(16 Wig )5JwU 104a 6"'iW o"4 prorits t

~~')*'t ~ b - linoe



12 I~i~4~fc~ u&,k on~w~t tin&bttparvgs*h

3 lufy~~f wif'~themniafs *k v.Iaqtew.ntw y amro#n*

'v odfn'Aiwer d

5 ekyearjucrase tmder '4 wteceall bwU the ya

6 heimreale i whiuh ,will prodtw, the kipgAilt aver&qe

8 1(2) iy! dividing theaxmnount aacraieuder pr

9 agraph (1) by 'the total number of months in all siibh

40 -taxablOeyftn,*-and

11 3) y mltilyig te !amount. ascertained under

12 paraugvh~ f (2), by twelve.

13 (f ) AVERAGE BASE PERIOD NnTs INooMB41TRBdA

14 Ki~wfol xx lA L&LP 6r ,BAAE. PUIfR1b-The average

15 i ,bene1 pe"iiiet incom wAletermi under! Wbs sqbswion sha

16 be deterzhiedaswfOlws:

17 ;~ ()By Conmuing for -6a& of the laxable years of

18 the: 4xps3or in tsobasei pelia, -tw ercee* Trofits nlet

19. i.,lntmfor, rncI d r, *4 the. (dhio6Mi gerofits Aet

,20 'IjjAe lrpsiombhyear; v

~2J:i~~,rj I~f(&f j 3' dompqtiung tfor!.eaoi l eithe ibse periWd

th~Ip69! o&emowpiiW ~et iiooiefor eachf

ek ft*' yaw Ih**s, h d "w.d*oi fiiwfor,w

;We..i~i* ,. Ltd ~ * **bo ?"~~~m'rfis



\; ,x€ofsucr mputato,.i , any tazble. ye is pa,'ly within

1.,, u,,eaeh halt ot the base period there shall be,,aocatedfto

J the, firsthalf an atmnomtfe the excel profitesnet income

.,4\ . deficit ,in excess profits. net inoome, u the case fay

I5 k be, for such taxable year,, Which.bears the same ratio

thereto as the number of months fal* within such hl

7 bears to the entire number- of months in such taxable

181 year; and the remainder shall be allocated to the second

.9 :half; ,

10 (3) If the amount ascertained under, paragraph

A 1. 1(2) for, the second half is greater than the amount ascer-

12 tained for the first half, by dividing. the difference by

Ja two;, .'

14. ,. (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';- dA

1,17 , (5) By dividing the amount found under paragraph

18. (4), by the. number of months in the second'half of the

-19, f:o-, base period and by: multiplying, the result -by, -twelve;

20 (6) The amount ascertained under paragraph (5)

1 ;,* ,shall be, the average base period not income determined

22 under this subsecton, except-that the average- base period

'Af "*1, ,,etinoome determined under.thiu'subeotonihhall in no

14 ')h ui,,, eb reati than the higheste' es pivfitizet income

mq irk~~~~~ atjF&y" 7aab 7'a*i tb dvN iheu Ilk,



ON

:t s l onimit tiea nytauableyar isoftless than twelve

2 'imonthsd the' excess profitnet income for such taxahie

A year shill be played on anannual basis by multiplying by

(i4 twelve and dividing. lby:the number of months included

' In such taxabletyear. , , •

6 2,, (7) For the purposes of this subsection, the excess

7 profit net income for any taable-year ending after

-8 . May 31, 1940,shall not be greater than an amount corn-

9 ,puted as follows:

10 (A) By reducing the excess profits net income

11 by, an amount which bears the same ratio thereto d

12 the number of months after May 31,' 1940, bears to

13. 7, the total number of months in such taxable year; and

114 . . (B), By adding to the amount ascertained under

.15 subparagraph (A) an amounttwhich bears the same

'16," ratio .to the: excess 'profits net income for the lt

17 / 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 exceed the amount of the

21 . excess profits net income for such last preceding

22 , tazableyea .

1,23 , '.(O) 1-the ntmbWrbf months in ouch preceding

1;tjUble iweis I*sha sichiutmbev. oft months Aitr,

~~P~e4 IF



,,as,, t., bears the

Mawini ,tth vt entalla me for the

/ 4i e 6 cgtx~rsb u41thloeuof such
~ n u ~ I, 14O,~over the

number of months iw'mwl.,wcedig 1,,taiable year

j,6 beato the number of noami i secondd preced-

8 ~ ~ ~ -('g AtTME8 EkdH~ss 1F'01ftR BIT ON

9 ACCOUNT OF CAPITAL CHNGFs.-*-0,'Fthe; uztpces of this

-12, , (1); The net capital 'addition, for. the taxable year

, .hll be 'the Acess, divided by the number of days in the

48: .. .talable yka, of &eaggregxse 46 afilyvoapital addition

-1i4;, for each day 4 ithotaxable year ov*' the aggregate of the

,JIU:,V. dail Oap1tzl dton ,for ea& dwy ofhe taxable year.

.]116d,) "1t % (2)jTi inet) oapitelsmduotion forItim taxable year

17,'!,,. i"shiUlbefth' ezom, dividedby:thenihnber of days in the

,IS )tableyew, tdhe.'agg t eof.-4W daily capital reduc-

10;m 'F it f ,or'eawh.&y of the *tuietye',vw the. aggregate

, 20 foi :;, tda~iy, hd8lit portOayof the tale

22 (8) The daily capital, a~rw 14Eaimy day of the

"A !o the4amountf1 ie , * 4d+l014 w, Of
r a • ~ , . u aid. -ind4

+j



A,, 1(m d l~ ) I .1+) .~:, ,,"'! -I, t ~
-1 i~*~ w *bl derthis, sulo

3 amount of +any property paid in, such proerty shall We

-4 AnoudA i am ami&CuaM Anane m i bner pro-

5,0. ,ti I fti"on 710 (a) (2) Ad dlbution by the

6 taxpayer tibiti, seholdes, i its ,stock or rights to ie-

7, ,.quireitsstok shall not be read a money or property

I8 a id , for Stoek' or as Paidn surplus, or, as- a, contribil

9 l.tionto capital#', The amountacertainerunder this par*-

10 , gzapph+shail. be reduced, by. the ees, if'any, of tht

11 xAluded: capital! for such day, over theexduded capitk1

, ,fet the frst day of the taxpayerskfirst"tmable year un~r

,\,; +,,this subchapter, Fo. the.purposes of, this' paigraph tht
14t x.,+\;ex~tldedx e pital' fo, any'dayshall bean, amount equal

151 Athsuzim of the, following:"

16 A ",, (A), -,The aggregate of the adjuateal.asis (for

170 ,,, detftmiinglossupon sale or, exchange) as of the

18 .. he.,, xiing ot such day, of obliogais'.eld by the taW*

19 ' pyeAthe bei o umohday,*hih are di.

20 \ *iWb4izseotin422 (ib) (4) (A,' .(B) , or(e

- y,pwo the interebfrorhwishihiexcludiblefroi

,,ce a edit against d

SWOPaa4lei"
~A )Th f a24.o



wt

2 .:stielsod. bYth6N taxpayerat the begin of sudA

day. € ..

4 The daily capital addition shall in;n case bet less than

S zero. (For, dailycapital additions and reductions in case

6, of certain reorganizations, see section ,743.)

T- (4) The daily capital, reduction for any day of the

8 taxable year. shall be the aggregate of the amounts of

9,. distributions to shareholders, not out of earnings and

10! profits, after the beginning of the taxpayer's first taxable

11. year under this subchapter and prior to such day.

12,, (5) If, on any day of the taxable year, the taxpayer

13 . and any one, or more other corporations are, members

14! of the same controlled group,' then'thei daly capital re-

15 duction of the taxpayer for' such day shall be, increased

16 by. whichever of the following amounts is the lesser:"

17 ' (A) The aggregate of the adjusted basis (for

18 determining -los. upon sale or; change) of stock

19, i such 'other corporation (or if more than one, in

20)' , . such .othe corporations) acquired Iby the taxpayer

2!,. after thebeginning of the taxpayWs first taxable

221 "year under, thi subchapter,mir the aggregate :of

23 the adjusted basis (for deter ni los upon sale'or

. waango) 6ftoh ,,corporation (or if



4v.'.\ ~.f'htt~e taamaajer piior ttx~uh day' dnd after t~e

3 this subchap , or

4 (B) The eace," of the aggregate of tleadju8thd

5 , ,basis (for determining loss upon sale, or-echange)

16 of stock in all domestic corporations and of oblig-

7 lions described in section 22 (b): (4), held by the

8 taxpayer at the beginning of such day over. the aggre-

9 gate of the adjusted basis (for determining loss upon

10 U wsale or.. change) .of 8tok in all domestic corpora,.

11 tions and of obligations descibed in section 22 (b)

12 , (4) held by the taxpayer at the beginning of its flist

13 , , 'taxable year under this subchapter.

14 If any stock or obligations described in subpai'agraph

15 (A) or (B) was disposed prior to suhd basiss

16 shall be dtermined under the law applicable, to .the year

17 in which so disposed of. The excluded catal of the tax-

18.., payer-for such day shall be reduced by the amount by

19 which the taxpayer's daily capital reduction for such

20 day is increased under this paragraph. As used in this

21 . paragraph, a controlled group means owze or more chains

22 of jorporations connected through stock ownership with a

23 comonpart. corporation if (i) more than 50 per

centum. of the tpta? combined votin p of a class

ol;,9, fs entire to vote,or,-more than 50 per ,



2i 14" 4 A

r ,4~io U x r4i i ;. pae

3 corporation) is owned dAre4 * £* k more of tkh

4 o. A~,' orp~ra~ione~, 4( wi)tltfIdom* & parent corpora-

in Owu ditl7/, *we 1" 6 er COWUM of th tot

AL''11150111 young power of all dlausesof atocic entitled to

vote, ,or more "than, 50 petk dentum 6f tetotal value of

haru of all. clasees Of took, of atleast ote of the other

IQ 9SJOI 71t, 52MCBBS flffVITS, CRtXUJ'-A8U 09 INVESTED

I2 n ,The .excels profits credit, for. imytaxable your, computed

13 under this seoti .be'th0 amout; shown in the following

D tble IVSB CarI .

wflton 715ib: The adt sMalb:

Over $5,000,00, but not owe $400,00, plus 7% of the excem

0t $ ' t Over OW, Ot thewo

Om Al 6Of the am

15 SEC. 11L I)OtNiTION 0F INVESftD CAPITAL

16' Nolhe purpoees of tlsu sibehpter te in td capit

17 fri In 'beb~ ye&sal1 h average i~ite'ipitsI Tor

18 such year, diermmea under secton "IUJ, reaiuoed by an

19 amount, ompae u 6er's' (0 m (i' is'ble

20 "006 Li's I er t q 0 he



2 daily basis,.,,will, produce an invested capital liftRng by .ot

.,,s nmoha$qi,$tOON ow aJivostedttpUal(,dtermined oi. a

4 dai& bisishe eay,under reguWtions pre~cribedby him with

;5 he approval 'of the6 cretaryprovide for, such', deminatkrn

,6 on such othet basis. ([Forr, compuiation .of invested capital

7 incase iof foreignn ,corporations ..and ;corporations entitled to

8 the ,benefits of section :251, see section:724:)

:9 snc,.1L AVUAGEvINVE nTED C.PITALA

10 W average invested capital, foriany taxable .year shall

11 be tha aggregate.of the. daily invested ,capital ifor. ech daylof

12 suchtasable year,'I divided by the number of days in such

13 taxable year.

,14 819C., 71,7, DAILY INVESTED CAPITAL.

,15, The daily invested, capital for anyway of the taxable year

16 shall be the % sum of the equity ;ingested capital; for such dq

-17 ,,plus the'borrowed, invested..capital for such day determine

18 tundersecton 749.

19 oSEC.18. EQU~ITY,-INVESTIM -CAPITAL1

:20 \ ,(a).DRuIMTIO--The equity.invested capital for azy

21 day of any tzaobe year'slaU, be. determinedas'of 'the begi4

.221 -n"gOfA wh.dA, and tshallbe :thevhsinz ofithe following

23 amounts, reduced as provided in subsection (I) .

2 '21f , 1;, ) ijiY Axd,'iI .MDion$. )previously paid i4 n

J. 71643--8



O o, grO "_pOd 1U,, stlrplui,,or aa 00 ootribution to

(2) ROPEBTY,.PAID I.-..-Property (other than

'4// money) previously paid in, (regardless of the time paid

in).. for stock, 6r as paid-in surplus, or.as &,contribution

:6, to capital. Such property shall be included in an amount

7, equal to its basis (unadjusted) for determining loss upon

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

9 fore such taxable year, such basis shall, be determined iii

,10 t 6 H, h PdW N eiteed" 0 fhe

%Tof, , in 0 mel tamb yea under the law applicable

12,- to the year of disposition, but without, regard to the value

13 of property as of March 1, 1913. If.the property was

14 disposed of before March 1, 1913, 1 its basis shall be

15, considered to be, its fair market value at the time paid in.

16, If ; ew& the unadjusted basis of the property is , sub-

,17 ' . stitutkd basis it, such basis shall be adjusted, with respect

18 to the period before the property, was paid in, ift the

19 fm le d in seeti.44 -- ' by an amount

20, eqqal; to: the adjustments proper. under section 115 (1)

21 for determining earnings and profit;

22 , (3) DiSTRUTIms IN socK.-oDistributions in

23 stock.-, "

M2., (A)'Made, prior, to such ax.Itble year to the

(1J4;, ,



. V"V

~ it~Ote1t~0~Wi(lithe aemnider*d 4itributionsof

2 earnings, and profits; and

-. . (B), previously made during such taxable year

4 to the extent to which they, are considered distribu-

tions of earnings and profits other than earnings and

,6 profits of such taxable year;:,

7 .. (4) EARNINGS AND PROFITS, AT BEGINNING OF

.8 ,YEAB.-The accumulated earnings and profits as of the

,9 beginning of such taxable year;,

10 OF;)- GMN ON * ,F] "'i c t

11. LIQUIDATIO0N. In the eas -of the"~io~ *eito

12 popiyfehiha*p'eiylee idft the 1"t ee*-

13 tefee of seetieft 44 s- -(&)yy the tapyin ~ eem-

14 plete seetion~oI o

15: 4+ f* the ofeptdwP"faOMRIo pior

16 relefte lMVIw M aantmt" with i'set6 eaeh saeh lq

17 ~Jteieta~te emtttby whieh the, grgt of

18 the' pm*etfit ,f the mouney 9o eee4 -P&4 of the Aaj*.ted

19. b at tfe of eeitfy th ith

20 MAN W4 *edtee nf

21, Of4~h f6 is basis of eae

shr2 stk wi* to Wsu eh o pe

23 ;% apLu

A4 Ifi .AeO tk



6 ..... et '* w+"eh! u
4>,, i;>t:

P"f 1 
J&

]1 , :.:.++ (6),iNmv oAp1TAT,.4., amount .equal to 25 per

-.lS -:.centumr of the new capital forisueh dtay.. +The tern "new

:18: ... capital" :for any. day means so much of theiamounts of

414 +,"-money or .pr~perty ,inludible for. Siwh :day: under para-

g 5 ra, .gphis';(1..)' and (2).as was previously, paidl in during

1i6, i-,+a .taxable yettr beginning, after December1,i,9410, and

1,7, so much of the-distributions in stock includihie for such

t18+ :'+ tla mider +paragraph .(3) as.,was .Previously made dutr-

1; +- iring a..taxabIe year begining aler December $11, 1940,

20 subject to the following limitations:: .. :...

t+.!, '.- I, (A), There shal!. not 'ibe 'included money .or

- - ...propert ,paid in by. a obrpora tion in an exchange

23. to+ ', ,, whi&ectionII12,.(b) ,t') (4)/,or (5), or so

mu& of . . n1' {).; ,mt.,4e) 'as refers to

25 section .112 (b) (3), (4),r (5) ilapplicable

,- IS M -- -----.



(f I
i~l..:i ; ;, ,(ozw~lbeappc~bexcptir, eeton371; (g).)- ,-

aor~wmud.b *bewapplriiW0ei e)(hoerm "control!'

3 had been defined in,sedtoh 112 -4h), to mean the

4 owxerohip ofstok;ossesihg more than 50 per

5 centum. of-the total combined, voting power of all

6 ;, classes of, stockentitled tovote or more than 50 per

7 centum of the total value of shares of all classes of

8 stock.

9 (B) There shall not, be, included money or

10 " property ,paid, in, to: the, taxpayer by a transfer6vi

11 corporation if immediately after such "transaction tho

12 ' transferor and the taxpayer are members of the sanid

13 controlled group, As used in this subparagraph afil

14 subparagraph (C), a controlled group means one or

15 ,more, chains of corporations connected through sto&

16 ownership with a common: parent corporation if (Iyi

17 more than 50 per centhm of the total combined vdt

18 ing power of all classes of stock: entitledd to vote, it

19 fmiore, than 50 perr centum of the totalvalue of sharer

20 -of all classes of stock, ;of each of, the corporatioti

21 exceptt .the common parent corporation) is own~d

22 directly by one or. more!,of the:,other. corporatioAl.

23. and ("i),the common parent, corporation owns d

2.-;,, :vtyotin thanw50epr f rietum of. t1 itai combine,

votn power of all obia~ms of stock entitled to vote,



1 ,.or more t OU 60,peicpntuiOt',thAeK',total value f

2 -shar kdof idl, d1ases of stock, 6f fat -least one of the

Othr corporations.

4 (C) There shall not be includeda distribution

f5. in, Stock deicribed-r in paragraph', (3) made to

6 another corporation, if immediately after the distri-

7 button the taxpayer and the distributee are members

8 of -the same controlled group.

9 ~ . (D) Increase ii Jnidmissible 'Assets.-The new
10. capitaldfor any ay' of the taxable year, computed

11 ;without the application of subparagraph (E), shall

12 be reduced by the exies', if. any,; of the amounti

13 computed under sectionr 720 *. (b) with respect to

14 inadmissible assets held 'on such fday, over the

amount computed' under, sectioi .720 (b) with re-

16 spect to inadmissible assets held on' the first day of

17 +,,. :, ,the taxpayer's -first? taxable, year, ,beginning after

18 Dcember,31i1940.' For thepurposes of this sub-

19 paragraph, in determining whether obligations which

20 are described in section,22 (L): (4) arty part, of the

21, interest from which is excludible, from gross income

.22, ;:. + ,or Allowable, a a credit.: againstnet, Icome are to

2, ', bc..treatehasadmissible otiftadissible assets, such
7W. i ii:4 l I ICu obligations ahall beI tgeat 'mthesame manner dq

't ' ' + ti i) V. ..'." -1. " g,



89-

4: + 1:"',they artreatedJor th6 taxable year for which tak

2 ,under this, subehapter is beii~g computed.

8 (E), Maximum: New Capitl Allowable.-The

4 new capital for any day 6f the taxable year shall not

5 be more than the amount; if tny, by which-

6 (i) the sum of the equity invested capital

7 (computed without. regard to this paragraph)

8 and the borrowed capital (as defined in section

9 . 719 (a)) of the taxpayer as of such day, r -

10 duced by the amount ofmoney or property paid

11 in which is excluded by reason of the limitation'

12 of svbparagraph (A) or (B) of this paragraph'

13 exceeds'

14 (ii) the sum of such equity invested capital

15 and borrowed capital as of the beginning of the

16 first day of such taxpayer's first taxable year

17 '. beginning after December 31, 1940, 'reduced by

18 tho amount, if, any, by which the accumulated

19 < , earnings and profits as of such first day of such

20 . first taxable year exceed ,the accumulated eari-

21 i. . ugs and profits, (complted 'without regard t6

22 distributions made i' 'taxable years ,beginnifig

\23 U,', afterdDeoember 31i :1940).i as Of-the beginnifik

% .



S:fi o.....ld t& day oitItaIebl',yoaffor which t]la

2 --%trundev, thiwsubchapter Ui beib computed.
(F RedttctionnAocointAf Distributions Ou

4 of Preo-941 Acoilttlated; Barniigsvand Profits.,-'.

5 The now capital for any, day, of thtaxable year, coin.

6 ' pted without the appliceation of subparagraph (E),

74 shall be reduced by the amount Which, after the be-

8, ginning of, the first taxable 'year which begins after

9 December 31, 1940,has beei distributed out of earh-

19;, ings and profits accumulated prior. to the beginning

1f -of such first taxableyear.,

1 " (b)! RI~RDUcON WEQIJITY INVTED CAPITAL.-Th6

13 amount by which the equity invested capital for any day shall

14 be reduced as: provided in subsection i (a) shall be the sun

15'2 of the folowing amounts.-

16,; (1) DwrjIUTIONS IN PiUViOuS YEAi8.-Dis-

17 tributlons vmide prior' to such, taxable 'year which were

. .not out of 'acumulhted earnings and profits;

19 :,(2); DISTRlmTIONS JURINO,'TIMI YEAR.-Distrib-

utions' prviusly omade,,dnrini such taxable year which

21 arc, nbti out, of Ahe earnings and;profits Qf such taxable

Yr23ear;

P24 0oJATION.--The earnings and profits of another corpora..

. 25 '.. tion which previously at any imne wer 4d acu-:



-. . • ° o

. demriW sewtiou 112' ($LI t6,'(e) , both inclusive, bir

a i the"ieapondnpi provision ofm, prior' revenue ]a*,
4. oit'reonofthe tmnsfer'by'such other corporation to

5 .the.twxyer of property the'basis of which in the hands

6 of the- taxpiyeris' or was determined with reference to its

7 basis in, the hands: of such other corporation, or would

8 have ,been so determined if-the property had been other

9 than money; and,

10 , , ,i e eB U 'A

11 PHI. ~ f*.1 jiiweof*

12 of peey4 Ofhwlei Iwe ei tebed ift the 6e4

13 we*etteeo seetieo* 444 -4*~*~
14 ) em4e~ ift~d~kM*ot woher eopfiteIAite seetiof

15 4 *4 *otor e pee4sefeffpee

16 reveoe ifwi m~ WIWtm wiM t'o e aet, eb e 014

11 q to"Gfie fo V W he * WS-

19, eat e s o 4 ebk iih Wefe4 o i h pme

20 M*s~a 'eeivedit suek aje4bsiroeAe br

23 ~ ~ ~ v
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6~ ~ ~ ~ ~~o theeIawayrf~ h.

11 o -,c' lA&L

14ejVe fiD (b.- o, t pupoe "f subsecion oa f "n, ,)--

16 teR- I aw disribtiob .c o-

17 eee the aehlr, M4 th otefm tie

13 (C) RiriUS FOR hAppli otN OF SgMeTIONS (a)

14 AND (b) -For the purposes of subsetions (a) and. b) -

15 ()DIjTRBIJT0Im To. tIIAIIEHoLDER-The

16- tenn, "distribution" means a distribution by, a corpora-

17 .tion to its share, holders, and the term! distributionn in

18 stock" means a (listibutioll by. a corporation in its stock-

19. or rights to acquire its stock.- To thb, extent that a dis-

20 . trbution int stock is not, considered a distribution of earn-

21 ings, aind profits, it shal not be c onsidere1 a distribution.

22 A distribution ii stock shallnot be regarded as money

23 or property paid in ,for stock, or as peid4in, surplus, or as

(MUQN MIB M~~0KI W WI'DAY8 OF.Ut
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4 V , ,-I :. ., 4nthe .pplieatin bf, such. subsections to

,2, any table year beginningafter December 31, 1949,

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

4 made during the first sixty days thereof as does not

5 exceed the accumulated earnings and profits as of the

6 beginning thereof (computed without regard to this

7 paragraph) shall be considered to have been made on

8 the last day of the preceding taxable year.

9 (3) COMPUTATION OF EARNINGS AND PROFITS OF

10 TAXABLE YEAR.-For the purposes of subsections (a)

11 (3) (3) and (b) (2) in determining whether a dis,

12 tribution is out of the earnings and profits of any taxable

13 year, such earnings and profits shall be computed as of

14 the close of such taxable year without diminution by

15 reason of any distribution made during such taxable year

16 or by reason of the tax under this subchapter or chapter

17 1 for such year and the determination shall be made

18 without regard to the amount of earnings and profits at

19 the time the distribution was made.

20 .(4 $9e0*m +9 CH Af 1* off e0*80M
21 it tui i own stoek ;ft aitethe eoqir-t-

22, , eny d-

23 , su- -. A, : ,.( . e o m -Ac s p at .8 wa e or eo e f

24 deeiiiierynege oemoli

25 A AA
%~" W k%,-t,,.,,. ae o ~s
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8 (d) For special rules afecting, computation of -property

9 paid in for, stock! in connection with certai# exchanges and

10 liquidations, see eetieft U4! ,-4 Supplement C.-

i. (e)° For determination of equity invested, capital in

12, special cases,. see. section 723. 

13 (1) The reserves of an insurance company, shall not be

14 included.! in computing .equity invested capital tnder this

15! section bat shall be. treated: as borrowedcapitd as provided

16". in section 719.

1, SEC. 719. BORROWED, INVESTED CAPITAL

18 (a). BoniwboD (UprrA.L-The, borrowed capital for

19 any day of any taxable year shalU hii defOrmine Aas of the

20;-Y beginning of such day ankdshall be the sum of the following:

21 ' ;11) The., amount of :the -fut.tanding. indebtedness

22 (not including interestriw4 fwt inebt di, ."uef

2A ebeeee) ;fh taipyer whie.i s vidieneed by a bond,



1 l -eodqutf& , VIdndebtd-

2 nois, mortgage, rde 'pu A

3f111-2) -b n the I ow 6ft tapaerbaing I' contijet

4 (,madeibore e expiation off:O"daysiafter.tthe date

5 of the enactment of the Secoiid ,1evenu Act ,of 1940)

6 ... with foreignin government to fu.rnish articles, material,

7 or supplies to such foreign government, if such ;contract

8 provides, for' advgnce payment, and for. repayment by the

9 vendor .of any part ofsUch advance payment upon cai-

10 cellation of the contract by such foreign govermnent, the

11 amount whieh*vud be required to be so repaid if can-

12 .cellation occurred at ;the, beginning of such day, but nb

13 :amount shall, be considered as borrowed capital under

14 this paragraph-which has been inludible:in gross

15 .nome, plus, .

16 (3) in the case of an insurance company, the mean

17 of wthe amount of the pro rata unearned premiums det6'-

18 mined at, the begining and end of .the tamble year, plus,

19 (4) In the case of a life insurma ;company, the

,20 , '..fmean of the amount or the life ina'rance reserves, and

21 the mean of the amontof ,tiW: rew'v on ,insurance

22. .wntraow (OP witteb:r arising .ot ofu inete n -

2& . *01s) 1wIi A 'do n t ivole," at. ihe time with ref Orene
2 4 . ,ieh ithomutirm was. nme, i), hje,.lthm , 07

J ~ ~ Ow~t ;was :"~A ~ ~~Diwk 'ors~~



2 end of the /able year,.

3 (b) fBoiuowir INvTsmRD CpiTur .-The borrowed

4 invested capital for any day of any taxable year shall be

5 determined as of the beginning of such day, and shall be an

6 amount equal to 50 per centum of the borrowed capital for

7. such day.-,

8 SEC. 720. ADMISSIBLE AND INADMISSIBLE ASSETS.

9 (a) DEFINITIoNS.--For the purposes of -,this sub-

10 chapter-

11 (1) The term "inadmissible assets" means-

12 (A) Stock in corporations except' stock in a

13 foreign personal-holding company,, and except stock

14 which is not a capital asset; and

15 (B) Except as provided in subsection (d),

16 obligations described in section 22, (b) (4) any

17 part of the interest from which is excludible from

18 gross income or allowable as a credit against net

19 income.

20 (2) The term "admissible assets" means all assets

21 other than inadmissible assets.

22, (b) RATIO, OF, INDMIILES To To'i&L Ass'

2, .The, amount -by which the average invested capital for any

24 taxable year shall be reduced as provided in section 715 shall

25 be au amount which is the same percentage of such average



i &Capii lIt pero$e Dge .Wio , thetot.. - of the hv

2 admissible a etsis of the total of admissible and i dmAssWble

3 assets jor.such. purposes the amount! attributable to eaoh

4 asset, -held at any' time -during such taxable ,year shall be

5 determined by aeertai*g the adjusted basis thereof (or,

6 in the cgse of, money, the amount thereof) for each day 'of

7 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 (c) COMPUTATION IF SHORT-TERM CAPITAL GAIN.-

14 If during the taxable year there has been a ,shei44ita m ,ea,,"-

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 asset 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 admissible' and, inadmissible assets, be. added to the total'of

23 admissible assets and subtracted from the total of inadmissible

24 assets'

W. TUATMmT, OF-GOi4wrMBNT: OBLIGATIONS Ail

I



~ ix~bii~er p t ndoi io1n4 lv4M 1 i payer

t4 iax n ti'moom frivi t4c year byj,. m0nt,1quaI-to

6 theamountdf thepisretjon ii obligatoi hldi ufi*g the

16 rtaxibe yearwhich are deseibed in eotion-22- (b).. (4) any

7 .prat of the interest from whioh is ,exoludible from gross in-

8 _ome oralowablei as credit agint net inoomo. .in such

Scease, for the purposes of this ,.section, the :term "admissible

10 assets" includes suchobligations, and the -term "inadmissible

•J .asets", does not include such, obligations.

12 SEC. 721. ABNORMALITIES IN INCOME IN T AE PERIOD.

13, (a) Dm Tmwnm.-For, the purposes of, this section-

14 (1). ABJoN AL InoOM&-"The term "abnormal

15 income" means .income of any clas- ineludible in the

16. .grom income of the taxpayer for any taxable iyea under

17 this subchapter ,if it is..abnormal for. the taxpayer to

18 derive income vf such olas, or, if the taxpayer.normally

19. derives incopie of such clas.,but ithe amount: of such in-

20 .oome of Isuc class ind udible in tlew gross income of the

21 :taxable year. is. in excess of 125, per oaAtu .of the. average

'22. amount of the groes incom.ofithesamelcl4sfor, the four

23 p., ieoa ta ble,,yedrs,,er,:if_ the taxpayerWae onot in

24 existence for four previous taxable years, the tablee

(~ ~usiclnujwi~hf ha~talo w .sii Qitn



"'ng .1 k '.1 i %,

I lJn&*e~f 1a i *Md "rb~ y Wtit)t# of. the busJ-
2. kh etke to :aceount in th~b de/rmination df

3 a eontna1utive average; base period net income under

4 eetion 7!shall not conaitute "abnrmal income" for

Sthe purp4 of this section.

6 (2) .4ATB CLASSEM OF INqOOMIKIach of the

7 'following, _rj4ragraphs shall be held to describe a

8 separate class of income:

9 (A) Incomearising out of a claim, award, judg-

10 ment; or decree, or interest on, any of the;oregoing;

11 or

12 (B) Income constituting an amounts payable

13 under a contract the performanoceof which required'

14 more than 12 months; or

15 (C) Income. resulting from exploration, dis-'

16 ' covery, prospecting, research, or; devolopment of

17 tangible property, patents, formulae, or processes,

18 '. or ary combination of the foregoing, extending over

19 a period of more than 12 months; or

20 (D) Income includible in gross income for the,

21, taxable year rather than for a differenttaxable year

22 ,by reason of a changein the taxpayer' A eounting-'

23 period or method of aceouiting; or'

2 (E In the c se of o lsor of reail' yropertyi

J. 7164 -4



':L,. ., 1 . ooie inclded .iin gross inoometfol\,the, taxab1t

2 -year by reason of the, teination of, the lease; or

3 (F) Inome consisting of dividends on stock

of foreign corporations, except foreign personal hold.

5 ing companies.

6 'All the income which is classifiable in more than one of

7 such subparagraphs shall be classified under the one

8 which the taxpayer irrevocably elects. The classification

9 of income of any class not described in subparagraphs

10 (A) to (F), inclusive, shall be subject to regulations

11 prescribed by the Commissioner with the approval of

12 the Secretary.

13 (3) NT ABNORMAL INcoM.--The term "net ab-

14 normal income" means the amount of the abnormal in-

15 eome less, under regulations prescribed by th Commis-

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

17 centum of the average amount of the gross income of the

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

19 an amount which bears the, same. ratio to the amount of

20. any direct costs or expenses, deductible in determining

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

22 the expenditure of which such abnormal income was in

23 whole or in, pit derived as the excess of tle amount of

24. such, abnormal income overo126 centum of such



The'amo nt of the net abnormal income tht attributable

5 to any previous or future taxable year or years shall be de-

6 termined under regulations prescribed by the Commissioner

7 with the approval of the Secretary. In the case of amounts

8 otherwise attributable to future taxable years, if the taxpayer

9 either transfers. substantially all its properties or distributes

10 any property in complete liquidation, then there shall be

11 attributable to the first taxable year.in which such transfer

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

13 able year in which the abnormal income is includible in gross

14 income, to such latter taxable year) all amounts so attribut-

15 able to future taxable years not included in the gross income

16 of a previous taxable year.

17 ' (c) COMPUTATION OF TAX FoR CumuBmii TAXABLE

18 YEARn.-The tax under this subchapter for the taxable year,'

19 in'which 'the whole of such abnormal income would without

20 regard to this section be ineludible, shall not ,exceed the sum

21 of: ' "
22 (1) The tax- under this subchapter for such taxable

23, -, year computed without the inclusion in gross income of

4A



~tbqppr~44$ ~ wM~iattrib*

2 abletany other taxableYiar, and

i (~Th., grgt inr W.ei theitsax under

S..thi subOp wih icwould have, rented. for each pr.

5, ,yWus ,taxaWe -,year to which any .portion.of- such net

6: abuoma] income is attributable, computed as if an

7 amount equal to such portion had been, included in the

8, gross- inoome fo such previous taxable year. -

9. (d) COPUTATOK, o -TAx FOR FUTuxE TAXABLE

10I YMrA.-The amount of the. net abnormal, income attributable

U to any future taxable year. shall, for the purposes of this sub-

12 ,chapter, bi in luded in the gross income for suoh taxable

13, year. Ihe, tax under this subehapter for such future taxable

14,, year shall not exceed the sum of.-,-

15. (1) the tax under this subchapter for such future

16 taxable year computed without the Mnuion-in excess

17 profits net income of the portion of smb i abnormal

18 inommo which is attribuable to such year, and

19 (2) the decrease in the tax under this .abhapter

20 .for the previous taxable year in wk& the whole of such

21 abnormal income would without regard to this ueton

23 be inchadil, which ralA by rawan of the exclusion

2 f, *4- t 'Orw a P6 of t6e.a' liw ib from the

24 grw knone fot such p- table yo; but the

!~



2 aggeg the in th4 tfitdiet this subcho-

3 ter whioh:wve reuulted for thett!e years intervenng • 

4 between such preous taxable year and such future tax-

5 able year because of the inclusion in 'the grss income of

6 the portions of such net -abnormal income attributable

7 to such intervening years.
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12 mesvbi itlOm ~4b eeOme

4 i&3 4k ( a 6,6~i es RL.---In anyil case a the t1z-
14 pae 4hes tha w"PW t c p uerOisb.

65 fo r y ie te & o f G m" gmwayi eeti

16eW, UM an dicb~y "a aub~li msay 40~ wvd

9 the use ya of deotsew tia e b the uAA ne i ace

10 ear 60mso o rauaM iear. ddSV

11 SEC. 722. GENERAL RELIEF-CONSTRUCTIVE AVERAGE BASE

12 PERIOD NET INCOME.

13 (a) GENERAL Jui-'--ln any case i-s whiA & t at,-

14 payer eaiode that the fax compared under Ilia sub-

15 chapter .(without the bemsefi of "ki section) reagdi in an

16 excessive and diecritniiaory tax and eftablileewha w ould

17 be a fair and just amount representing normval earnings to

18 be used as a construction? avwnie base period net income

19 for the purpose of an ezm propitaxk based w~pm a comn-

20 pariou of wrvnal earnings aid earing during an cxcai'

21 profile taxv perviA tke kcr ski be dekifeirie by tin14

22 nwh irehtrucive aer base period, net i* in lieu

23 of t avwe base period a immm oerwi#sdei,'ed

24 ndw t' ha pir. I#M wm vvetw

5. &. p.riod ml so...... , 0



~j ven. r rndiios eectin tAs taapar, doe iusdusfry -of

.,2 wkich it is a member, or layers generally occurring or

3 existing after December 31,1939.

4 (b) TAXPAYDR8 USING AvsARO EARNINGS

5 MRTl oD.-The tax compukd under this subchapter (with-

6 out the benef of this section) sal be considered to be

7 emxssive and discriminatory in the cae of a taxpayer en-

8 Wed to use the ss profits credit based on income pur-

9 suant to section 713, if its average bam period net income is

10 an inadequate standard of normal earnings beause-

11 (1) in one or more k&cbie years in the base period

12 noriml production, output, or operation was interrupted

13 or diminished because of the oocurrence, either immo.

14 diately prior to, or during the base period, of evetu

15 unnw l and pmuiar in the experience of suc taxpayer,

16 (2) th business of the taxpayer was deprend in
17 the bas period because of temporary economic circun-

18 stames unusual in de case of such t yer or because

19 of the fac that an industry of which suck taxpayer was

20 a member was &Ireed by reason of temporary eco-

21 nomic evets unusual in the cse of suc industry,

22 (3) the bsines of the taxpayer was depresW

23 in the base period by ruo of conditimis genaly pre-
24 vaihV in an industy of whick the tarpayer was a



,~td it , r, W bs

1() a tasSr ither dir;.g aAor in¢

2 Enla andwqPlMW4de fivm' IA. genral. business1

3cde, or

4 (B) aporadie and inkriUtpenodof hiqh

5 production and pro*it, .md eek Period. are mlade-

6 qUtey reseted in the base period

7 (4) mle kwmpayer, either during, or immedialdy#

8 prior to the base perio, cnauenwed &wsiness or hite

9 the ckara ter of the busin. and the atrage bass period

10 net inoo does not reflect the normal operation for the

11 enwirase peioof hebusius. If, W~ businena of the

12 taxpayer did not re , by the end of dw bae period,

13 tse earningleed which it wold hamv reached if the

14 tazmpa hd omewed buins or mae the change

15 in Ie d ter of the btuma two gmr before it did

16 so, it "4'il be deemed to have comm oned the business

11 or made the dumtp at saw earlier sim. For the pur-

18 pow of t8is ubkwa .aqhp the tem "cange in the char-

19 acotr of Uhe business" indudes a chanp the operation

20 or management of Mhe business, a difronce in the prod-

21 nt or sermioes fm i , a d nm ix te capacity

22. for production or atpeaionva d4rmo in the ralio

22, of -I-- d e-.apl to kid capt, md, tW aquu*-

24. Sion &#Ore JanI.ry. . 1......of .... or .. f Ame asse

25 of a Oipm r tk ~ *~k meii.o



2 CEUfJI ~s he ~ai-foersd o oP operation 6f

3 the business msummated during any taxable ye en

4 i9 aWD. lwMbr31, 19 a result of ommtmeb
4made p to Jamery 1, 1940, bidding the tpayer to

6 make the eka ve, or any aouisiion before May 31,

7 1941, from a competitor engaged in the diemwination of

8 information through th public prs~ of eubtanially all

9 the awet of ak competitor employed in such businem

10 with the result that competition betweem the taxpayer

11 and te competitor ziai before January 1, 1940,

12 was diminated, shall be deemed to be a change on

13 Deomber 1, 1939, in the character of the buiue, or

14 (5) of any other factor afrting the & pye

15 baium which ma reasonably be cosidered as reultin

16 ian =inaeqat sdard of normal ew-sigs during the

17 base period nd hd application of this muCon to the kw

18 pqyw weuld net be inosstn ith the pruci plea

19 nderyin t prot io of th s eion, and wi

20 the condition and limitio emmm a Lreix

21 (c) INve8reD CApnr.t (oJwoR rtoIs , Er.-Ths

22 in oaW d u r tli. sw*ohpter (without the ben of
23 ti at9)saLb oidr to be amv and diso.

24 Ovieeri eMu of a u A der n ,silt to use

25th. IO profit wedi &zed Oft iuew ms Akeci



I 713j t'f e mw ptvf* eadit oh ieaI oapita it

2an ae t s for det m profits,

3 because-

4 (1) te bsins of te t paye is of class in
5 which intagie -aemt not indudible in invested capital

6 under section 718 make important contributions to

7 inome,

8 (2) ihe buine of e payer is of a cks in

9 whidh capital is not an important income-producing

10 factor, or

11 (3) the invested capital of the taxpayer is abnor-

12 mally low.

13 In such case for the purpose of this ubhapter, such tax-

14 payer sall be dered to be titled to use the excess

15 profits credit based on income, using the constructive average

16 base period net income detemined under auction, (a).

17 For the purposes of action 713 (g) and section 743, the

IS beginning of te taxpaVr's first taxable yer under this sub-

19 chapter shall be considered to be that date after which capital

20 additions and capital reduction were not taken into account

21 for the purpoeuofeW49ssubecion

22 (d) LIMITTION oN APPATiION Op GENERAL

2 RuL.-Tk oonsructive average base period net income

2A dekemined under subsetion (a) &al ntot be used for any

25 ab.seru l



W() th ta. eder this subcJpter for ih tax-

able year coputed Witho n reren to tietion, ex-

11 ceede 6 pe centum of, the taxpayer's normal tax net in

cme for suc year computed without the credit provided

5 in action 26(e) (relating to adjusted emA pro net

6 imwme); and

7 (2) the tax under thi subchapter for the taxable

8 year computed by using the contructive average bae

9 period net income determined under subsection (a) (but

10 without regard to subsection (e)) would be less than 95

11 per centum of the tax for the taxable year computed

12 without reference to this action.

13 (e) EXTENT OF REDUCTION OF TAX UNDER THIS

14 SwnroN.-The tax under th i ubhapter, determined with

15 the use of the constructive average base period net income

16 determined under subsection (a), shall not be les than

17 eit -

18 (1) The amount of such tax, determined without

19 regard to this subsection but with the us of the costruo-

2 tive average base period net income determined under-

21 sibsetion (a), pl*s 5 per centum of the tax so deter-

23 mised, or

. (2) 6 per cmntm of As taxpayer's normal tax net

14 inome, aim puitd with tAe credit provided -in section

26, (e) (reltin W ad*44 vem1 propt *e ncm)



2. TiO*.w-TAt tcap~yrwhI "ooMpueit. gut, $1. jta+ern, ard

* S~-3 pay i',I= underti abchapter without the ppheation.(

4 LAis wio,*z"taaimpmiidou c70(a) (3). The

5 bene of hi. section Al a be allied, unes the tax-

6 payer, not later than six months after A date prscribed by

7 law for Ik filing of ita reurn, makes applition therefor in

8 accordance with regulations to be preribed by do Comms

9 siomner kith approval of the Se ary, mo that if the

10 Commissioner in th. case of any taxpayer with respect to the

11 taw liability of any taxable year-

12 (1) issues a prelimihary notice proposing a de-

13 ciew in the tax imposed by this sbehapter such tax-

14 payer may, wtin ninety days after th& date of suc

15 notice make s application, or

16 (2) mails a notice of deficient (A) withoy hav-

17 ing previousy issue a prdiminary notice ther'eof or

18 (A) w hithinety days after th date of sc prdimi-

19 nary notice, sutta.payer mayclaim t befits of

20 thwi section in patifion to the Board or mi an amended

21 p o in aocordac with &h ruln of the Board.

22 If the application is not fled within six vondheafter the

23 dle prweribed by ba t* gofili of the rd, to opera-

2h A j lon a$utes owgJ ,ge tviv 44, &x, o~rwise do-

25 p-qg jepq* y ~~ V*ces of



2 subvhptei Aih s. h ap~lication- of' this Mlifon- If --a

3 constructive average base pviod net incom hae b de-

4 ternined under the promiios of this section for any table

5 year, the Commtssiowmer may, by rega utionsapproed &yj

6 the ereary, prewi b the &rtent to wkick, thelimiktiom

7 presribed by, this subsection, may e waived for, the purple

8 of determining the tax under this mbchapter for a ibaequent

9 taxabe year.

10 (g) RULES FOR APPLWAriON OF SWETION.--For the

11 purposes of this section-

12 (1) the tax imposed by this subchapter shall be

13 the tax before the allowance of Me foreign ta credit

14 pursuit to etion 729 (o) ad (d);

15 (2) in the case of a taxpayer, the average bae

16 period net income of which is computed under Supple.

17 ment A, forth pefiodfor which the inomeof any

18 other persn is iuded in the amputation of the

19 average base period net iscote of the taxpayer, the

20 taxpayer sh be treated at if such other person's busi-

21 rne were a part of the businm of the ayer.

22 BBC. 73L QUITY INVBSTMd CAPITAL IN SPCAL CAS

23 Whore the, Cmmini r dete I that the equity in-

24 vested' cpital as of the begiiag of the taxjyjf first

[ "764-..



1

2

3

14

15

6

17

8

9

10

1

12

13

14

15

16

17

18

19

20

21

22

able year uder ths subdapter cannot be dstemined

in accordance with metios 718, the equity investd capital a

othe fg sech year shall be an amount equal to the

sum of (a) themoney plas (b) the aggregate of the ad-

juted basis of the amets of the taxpayer held by the tpaer

at se&h time, such sum being reduced by the indebtednem

outstanding at such time. The amount of the money, assets,

and indebtedness at such time shall be determined in ao-

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 so determined.

SEC. 72L FOREIGN CORPORATIONS AND CORPORATIONS

ENITLED TO BENEFITS OF SECTION I-IN-

VESTED CAPITAL

Notwithstanding section 715, in the case of a foreign

corporation engaged in trade or business within the United

States ,M of" or 4 de,'ein, and

in the ase of a emporation entitled to the benefits of section

251, the invested capital for any tumble year #h be deter-

mined in coorda with rules and reguladen pIeIb by



1 the Commisioner wIk the approval t the Be ttry, under

which-

3 (a) GO w RUL.-The diy invested CPi for

4 any day of the taxable year shall be the aggregate of the

5 adjusted basis of each United States asset held by the tax-

6 payer on the beginning of such day. In the application of

7 section 720 in reduction of the average invested capital

8 (determined on the basis of such daily invested capital),

9 the terms "admissible assets" and "inadmissible assets" shall

10 include only United States assets; or

11 (b) Excm'To.-If the Commissioner determines that

12 the United States assets of the taxpayer cannot satisfactorily

13 be segregated from its other assets, the invested capital for

14 the taxable year shall be an amount which is the same per-

15 centage of the aggregate of the adjusted basis of all assets

16 held by the taxpayer as of the end of the last day of the tax-

17 able year which the net income for the taxable year from

18 sources within the United States is of the total net income

19 of the taxpayer for such year.

(c) D ,IOwr OF UMTW STATm Ass.-As used

21 in this subsection, the term "United States asset" means an

22 asset held by the taxpayer in the United States, determined

23 in accordance with rules and regulations prescribed by the

24 Commissioner with the approval of the Secretary.



8Wu. U. I IU'D" .8UWC CnI TEWf

2 (a) DammoN. -As u ed in thissub&p , te term

8 "psuna wsvieiWo Dft Woa meas a cOportion whose

4 incM is to be ascribed primarily to the activities, of sbare

5 holdens who an gary engaged in the active conduct d

6 t6e, diw of the cqron and are the owners at all times

7 daring the, tabh year of at least 70 per eentum in value

8 of e eh dass of Aoekofthe corporation, and in which capital

9 is nwt a material income-producing factor; but does not in-

10 elude any foreign cororation, nor any orpoation 50 per

11 centum or more of whose gross income consist of gains,

12 profits, or income derived from trading as a principal. For

13 the purposes of this subsection, an individual shall be cor-

14 sidmd as owning, at any time, the stock owned at such time

15 by his spouse or minor child or by any guardian or trustee

16 representing themL .

17 (b)' BuCoN As To TAxWmilLT.-If a personal serv-

1 ioe corporation signifies, in its return under Chapter 1 for

19 any taxable year, its desire not to be subject to the tax

20 imposed under this subehapter for such taxable year, it shall

21 be exempt from such tax for such year, and the provisions of

22. Supplement 8 of Chapter 1 shall apply to the shareholders in

23, suh corpomtion who were such dreholders on the last day

24 of such table year'd the -oqonmrion.-

_



1 S3M 1L *ORWO m "" W!M N.

2 M3 NIUN MIN ACT, IML

3 a) If the Uttd LeatMaitime CommiMion cerfika

4 to the Commisioner that the taxpayer has eompletd within

5 the taxMe -year any ontmets or sbonticts 'which are

6 subject to the provisions of section 505 (b) of the Merchant

7 Marine Act of 1986, as amended; then the tax imposed by

8 " subehapter for such taxable year shall be, in lieu of a x

9 computed under section 710, a tax -computed under subsction

10 (b) of this section, if, and only, if; the tax-computed1under

11 subsection jb) is less than the. tax computed under section'

12 710.

13 (b) The tax opted under this subsection shall be the

14 excess of--.

15 (1) A tentative tax computed under section 710

16 with the normal-tax net income increased by the amonnt

17 of anypayments made, or to be made,,to the United

18 8tates Maritime Commission with repet to such con-

19 tracts or subcontracts; over

20 (2) The amount of such paymentss. ,

21 SiC. 72?. -ilUPT CORPORATIONS.

22 The folowingorpomtions shall be exempt from the tax

23 ipmoed by this subchpter:



.... 70-

1 (s) Corporations exempt under action 101 fr9m t6

2 tax imposed by Chaptr I.

3 (b) Foreign personal-holding companies, as defined in

4 section 331.
5 ++ ak eomeaodeine i

6 8611

8 4nmem AA& of 1940~ are uia'w4de as diive.'ied

9 @AiM imed gthesamAe yea Fret4e peo

10 ths e , it aeeiwmy i soe ieg eforeJ 4-

12 to rte Aee ifek -'---t-Oj

13 (c) Regulated investment companies a defined in section

14 361 without the application of section 361 (b) (3).

15 (e) Personal-holding companies, as defined in section

16 501.

17 (f) Foreign corporations not engaged in trade or buqi-

18 ness within the United States d ht ea fefieefo

19 - of hwiaew therein.

20 (g) Domestic corporations satisfying the following

21 conditions:

22 (1) If 95 per centum or more of the gross income

23 of such domestic corporation for the three-year period

24 immediately preceding the close.of the taxable year (or

25 for such part of such period during which the corpo-



I ration w&8 in existnce) was -derived from worm other

2 than sources within the United States; and

3 (2) If 50 per centum or more of its gross income

4 for slich 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 less.

14 SiC. 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. 729. 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 subehapter. In the application of section 108 to the com-

23 pu ation of tAe tax imposed by this sa&hapter, in addition

2A to tw amendments made inapplicabl for the purposes of the

e cmputatons under ubmetio (a) (2) of such setion, the



ZmAedes sk ecs3No e mw r of 14

2 a&W 11 b u 4W p iisae
3 (b) Ba urn -

4 (1) CIowvmAZ or RI O PWmU OmTS.-
5 In the se ofx tuMper which under section 712 or

6 Mtion 741 is entitled .to have the exes profits credit

7 computed under section 713 or section 714, whichever

8 res 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

11 computed under section 713 and one with the credit

12 computed under action 714; and the return sha contain

13 all information which the Commissioner, by regulations

14 prescribed by him wiMt the approval of the Secretary,

15 may prescribe as necessary for such computations. If

16 the taxpayer states in such return that it disclaims the

17 use of one of such credits in the comptation of the tax

18 under this subchapter for the taxable year, the computa-

19 tion and information based on suh credit maybe omitted

20 from the return.

21 (2) No ARTUw RNQUUm.--Notwithstanding siub-

22 setio (a), no return under setion 52 is) &al be

23 required to be filed by any taxlpayer uder this sub-

24 d&pter for any aable year for whi& its eam profits

26 tinoosme,.cwss fWi -e dt m *w e i



1 1

1 sectionr 7 11 ()42) adtpkvW, at to -sana ti6a

2pnvided in ueosk 711 (a) (8),1 is not greater than

S 000 $10,400, or, in, At wof a ma" -isae

4 om a otahr ie life, is not Majr ma $50,000.

5 (3) Ccaaelidated rehurme-For provirnon rdatitg

6 to onwaW rAwaes smaw4ion 141.

7 (c) FomoN TAxw PA -- In the application of seo-

8 tion 181 for the purposes of this subchapter the tax paid or

9 sommed to any country shall be deemed to be the amount 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) L3os ON AxouwT oF Fowicw TAx

13 C T.--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 respeo of the tax

16 paid or accrued 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 not income from

19 urs within suoh country bears to its entire excess

20 profits net iome for the same taxable year; and *

21 (2) The total amount of the credit shall not exceed

Z! the same F etion of the tax agai which such credit

zi in taken, whiek the taxpayer's exems profts net income

24 from sourm witht te UniWW rates bean to its entire

X .mb ad ibomme hr b. mae ali yir.
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12 ofa 081gel fretawf shfdi hw, eefsAeued no oti&4 eonwn

1o
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14 afegr.i gmiphe e the eos-
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17 group.
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4 eweifmivhieh a oeoif a om&O a k~

5 deteemledT MettHW4 asessdy e.Ie&ed M4d ds it

6 w otim , ti toehn 41+de ree-i

7 seibed to & 4l&vjoiftl~i~fef ow hfor t
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11 44d PERM*9t 4la "AMi*Mni WH AM-

L' jft " of J4jVj6 g jo~ o of *w mre ehoins

13 of itelidile eoptwott effmtee~dieg soek owner-

14 shpwtiaenmapae-ee4ien witiel is ta kweltdible

15 Ann A*ia-

16 44.)-A 4lm 6t eeetmtiof e"ehe~awof the swek

17 o4 eeeh of 4he ifieladile eeeau mmi *0~ow "eiep eetn
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4 :b U"Ae 4f thbe erp of male jk•,~ ...
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86 of tx e r h uehpe for myy taxabe yer is HHd o oA inl

9 the.f4 fte iae4fm

10 loed r iee4Mn a 4y i the eoss of erandte

1 disaMowaceh eht the appliadeo &mof s eto 711 (b

12 for ank tmbe yemi

13 89C. 732. REVIEW OF ABNORMALITIES BY BOARD OF TAX

14 APPEALS.

15 (a) PIfr1TON TO THEB BoAii.-If a claim for refunid

16 of tax under this subdiapter for any taxable year is disal-

17 lowed in whole or in part by the CJommiissioner, and the

18 disallowance relates to the application of section 711 (b)

19 (1) (H), (I), (J), or (K), section 721, or setion 722,

20 rdt to abnormalities, the Commissioner shall send notice

21 of such disallowance to the taxpayer by registered mail.

2 Within ninety days after such notice is mailed (not counting

Sunday or a k holiday in the District of Columbia as the.

24 ninetieth day) the taxpayer may file a petition with the

25 Board of Tax Appeals for a redetermination of the tau



1 under this subchapter. If suoh petition is so filed, sudh

2 notice of disallowance shall be deemed to be a notice of

3 defiiency for all purposes relating to the amessment and

4 collection of taxes or the refund or credit of overpayments.

5 (1) DEFICIENcY FOUND BY BOARD IN CArnB oF

6 CLAIM.-If the Board finds that there is no overpayment

7 of tax in respect of any taxable year in respect of which the

8 Commissioner has diallowed, in whole or in part, a claim

9 for refund described in subsection (a) and the Board further

10 finds that there is a deficiency for such year, the Board

11 shall have jurisdiction to determine the amount of such de-

12 ficiency and such amount shall, when the decision of the

13 Board becomes final, be assessed and shall be paid upon

14 notice and demand from the collector.

15 (c) FINALITY OF I)ETERMINATION.-If in the deter-

16 mination of the tax liability under this subchapter the deter-

17 intation of any question is necessary solely by reason of

18 section 711 (b) (1) (H), (I), (J), or (K), section 721,

19 or section 722, the determination of such question shall not

20 be reviewed or redetermined by any court or agency except

21 the Board.

22 (d) SPECIAL DIVISION OF BOARD.-The determinations

23 and redeterminations by the Board provided for in this section

24 shall be made by a special division of the Board which shall

25 be constituted by the (hairman and consist of not less than



t1ree ma m of .IBoar Such deteminatio ad red.-

2 temin sam not be reliable by the Board, and the

S decisions of such dizwini making mA determinatiorm and

4 redeterminatiof "hal be deemed decisions of the Board.

5 SEC. 73. CAPITALIZATION OF ADVERTISING, ETC., EX.

6 PENDITURES.

7 (a) ELECTION TO CHARGE TO CAPITAL ACCOUNT.-

8 For the purpose of computing the excess profits credit, a

9 taxpayer may elect, within six months after the date pre-

10 scribed by law for filing its return for its first taxable year

11 wader this subchapter, to charge to capital account so much

12 of the deductions for taxable years it. 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 Secretary,

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 be so regarded

19 as capital investments. In computing the excess profits

20 credit, no amount on account of such expenditures shall be

21 charged to capital account:

22 (1) For taxable years in the base period unless the

23 election authorized in subsection (a) is exercised, or

24 (2) For any taxable year prior to the beginning of

25 the base period.



O4',
2 the election authorized underubseetion0 (a)-.

3 (1)- The netnoome kw eh taxable year inth

4 ba period shall be considered to be the net income

5 computed with such deductions dis&ilowed, and stii

6 deductions shall not be considered as having diminished

7 earnings and profits. This paragraph shall be retroac-

8 tively applied as if it were a part of the law applicable

9 to each taxable year in the base period; and

10 (2) The treatment of such expenditures as dedue-

11 tions for a taxable year in the base period shall, for the

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

13 meant which was not correct under the law applicable to

14 such year.

15 SEC. 734. ADJUSTMENT IN CASE OF POSITION INCONSIST.

16 ENT WITH PRIOR INCOME TAX LIABILITY.

17 (a) DEnqNITIoX.-For the purpose of this section-

18 (1) TAxAyn.-The term "taxpayer" means anly

19 person subject to a tax under the applicable revenue

20 Act.

21 (2) iwoomE 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 Revenue Acts of

24 1938, 1938, and 1934; Title I of the Revenue Acts of

25 1932 and 1928; Tide I of the Iweau Aft of 1926
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3 the Rtevemu Act of 1916; or section I4 the Act 9.

4 ~ ~~~~ r9~~~r~ IwqS profits tax. iixW

6 194; orTtf , 4h q1~Ac ~ 9 l7 ; or to

7~,t im llposed by
8~. ~y(4 4i for~gi~YprvO, a#, q~iqed orspp-

10 () Paoi TAALY%-4 year begi*1

11 iug, 40 41, 4I4 a bq. qginsidered

12 ~pirtx~o er

14 (1JV-

16 taxpayer under this subchapter an i~iop spting thq

17, Piiafrp.of the ,e -~ft V rdi is ,rae
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2 , - i i6usly detennined for Wdh taxibleeJy or years,

3 'ant'

4. - (0) on the date ofsuch determinition of the

'5 tax under this subchapter correction 'of; the effect of

6 the inconsistent treatment m any one or more of the

7 prior taxable yeah is prevented exceptt 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

compromises)
1 then the correction shall be made by an adjustment under

12 this section. If in a subsequent 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.

i7 ''(2) Such adjustment shall be made only if there is

18 adopted in the determination a position maintained by

19 , the Commissioner (in case the net 'effect of the adjust-

20 ment would be a -decrease in the incoie"taxes previously
21 determined for such year ok years) or by; the taxpayer

'' with respect to whom the determination is made (in case

23- ihe niot Meet' of the adjustinent would be an increase

24, in the income taxes previously 'deteminid for such ycr

or years) which position is ico riLi h& treat-



P ne iitikoiga SU s Md i-itk'lnhe j Q ~taab1 year or
2 ' ears wthhwa not correct 'un~der the I' appl~ble

S to such year.-

41 (c) M HOD AND 'EmoT 6OP AJUTMENT.-(1

5 The adjustment authorized by sulsection (b), in' the' aanount

ascertained as provided in subsection (d), if a net increase

7 shall be added to, and if a net decrease shall be subtracted

8 from, the tax otherwise computed underthis subchapter for

9 the taxable year with respect to which'such inconsistent

10 positions adopted. .

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

12, made because more than One inconsistent position is adopted

13 with respect to one taxable year under this subchapter, the"

14 separate adjustments, each an amount ascertained as pro-

15 vided in subsection- (d), shall be aggregated, and the ag-

16 gregate net increase or decrease shall bt. added to or sub-

17, traced from the tax otherwie computed under this sub-,

18 chapter 'for the taxable year with" respect- to which such

19 inconsiste't positions: are adopted. .

.... (3) If all the adjustments under this 'section; made on

21 amount of the adoption of an indonsent position orpositions

. with respect to one taxable year under this subchapter, result

a inA a aggregate net incre"e,: the tai imposed, by this sub-

ia~pter shall in no ease b"less than the am"ount-of such'
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-IJ computing the amount of ar adjustment under thi section

3 there shall first be ascertained the amount of. tho income

4, taxes Previowly determined for each of .th prio" taxable

5 years, for which correction is prevented. The amount of

6 eap4 such tax previously determined for each such taxable

7 year shall be (1) the tax shown by the taxpayer, or by the

8 predecessor, upon the return for such prior taxable year,

9 increased by the amounts previously assessed (or collected

10 without assessment) as deficiencies, and decreased by the

1 amounts previously abated, credited, refunded, or. otherwise

12 repaid in respect of such tax; or (2) if no amount was shown

13 as the tax by such taxpayer or such predecessor upon the

14. return, or if no return was made by such taxpayer or such

15 predecessor, then the amounts previously assessed (or col-

16 lected without assessment) as deficiencies, but such amounts

17 previously assessed, or collected without assessment, shall be

18 decreased by the amounts previously abated, credited, re-

19 funded, or otherwise repaid in respect. of such tax. There

20 shal then be ascertained the increase or decreaqe in each such

21 tax previously determined for each such year which results

22 solely from the treatment of the item consistently with the

23, treatment accorded such item in the determination of the tax

24 liability under this subchaptew. To the increase or decoase

25 so ascertained for each such tax for e such year there shl



i 1 be, added interest thereon computed as if the increase or de-

2 crease constituted a deficiency or an overpayment, as the cue

3 may be, for such prior taxable year. There shall be ascer-

4 gained the difference between the aggregate of such increases,

5 plus the interest attributable to each, and the aggregate of

6 ouch decreases, plus the interest attributable to each, and the

7 net increase or decrease Ko ascertained shall be the amount

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

9 sistent treatment of such item.

10 SEC. 735. RELIEF FOR INSTALMENT BASIS TAXPAYERS.

11 (a) ELECTION TO AcoRUR INCOM.-In the case of

12 any taxpayer computing income from instalment sales under

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

14 establishes that the average volume of credit extended to pur-

15 chasers on the instalment plan in the four preceding taxable

16 years was more than 125 per centum of the volume of such

17 credit extended to such purchasers in the taxable year, it may

18 elect, in its first return for the taxable year, for the purposes

19 of the tax imposed by this subchapter, to compute, pursuant

20 -to regulations prescribed by the Commisoe with the

21 approval of the Seretarp, its gross income from instalment

22 sales on the basis of the taxable lriod for which such income

23 is accrued, in lieu of the basis provided by section 44 (a).

24 Suls election shall be irreowcable when ont made ,and shall

25 apldy also to all, abequent table year, aied the gross
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1 iwmw from inmtalment sales for each taxable year before the

2 first year with rapect to which the election is made but begin-

3 sing after Deqmber 31, 1939, shall be adjusted for the

4 purpose of this subchapter to onfrm to suck eleion. In

5 making suc adjustments, i amount shall be included in com-

6 puting weess profits net incnne for any exwess profits tax

7 taxable year on account of iiistkdnnt sales made in taxable

8 years beginning before January 1, 1940.

9 (b) ADJUSTMENT ONAccouxr OF CANG.-If an

10 adjustment Sptrfied in subsection (a) is, with respect to any

11 taxable year, preented, on the date of the election by the tax-

12 payer to change its method of computing income from instal-

13 meant sales, or within two years from such date, by any Ipro-

14 vision or rule of law (other than this section and other than

15 section 3761, relating to corn'romises), such adjustment shall

16 nevertheless be made if in respect of the taxable year for which

17 adjustment is sought a notice of deficiency is mailed or a claim

18 for refund is filed, as the case may be, within two years after

19 the date such election is made. If at the time of the mailing

20 'of such notic of deficiency or the filing of such claim for

21 refund, the adjustment is so prevented, then the amount of the

22 adjustment authorized by this subsection shall be limited to

23 de increase or decrease in the tax previously determined for

24 such taxable year which results solely front the effect of sub-

25 section (a), and suck amount shall be auesmd and colleted,
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I or credited or reftudd, in th same manner as if it were

2 a defiency or an overpaymst, as the case may be, for suc

3 taxable year and as if on the date of such election, two years

4 renjma before the erpiration of the periods of limitation upon

5 assm sent or he /iling of chr for refund for the taxable

6 year. The tax jireviousy determined shall be ascertained in

7 accordance wit section 734 (d). The anwunt to be asseml

8 and collected under this subsection in the same manner as if

9 it were a deficiency or to be refu ended or credited in t1 same

10 manner as if it were an overpayntel, shall not be dim inished

11 by any credit or set-of based upon any item, inclusion, deduc-

12 lion, 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, inclusion, deduction,

16 credit, exemption, gain or loss, other titan one resulting from

17 the effect of subsection (a).

18 Part H-Rules in Connection With Certain

19 Exchanges

20 Supplement A-Excess Profits Credit Based on Income,

21 SEC. 740. DEFINITIONS.

22 For the purposes of this Supplement-

23 (a) AcQui n o CoRPom nox-The term "acquiring

24 corporation" means-

25 (1) A corporation which hus acquired- ,.
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1" (A) mbftntidy A tho prvprti ot another

2 rpomtk and the whole or a part of the omoidera-

3 tion for the tansor of mh prperties i the nder

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

11 has acquired such properties, or

12 (C) before October 1, 1940, properties of

13 another corporation solely a3 paid-in surplus or a

14 contribution to capitud in respect of voting stock

15 owned by such other corporation, or

16 (D) Substantially all the properties of a part-

17 nership in an exchange to which section 112 (b)

18 (5), or so much of section 112 (c) or (e) as refers

19 to section 112 (b) (5), or to which a correspond-

20 ing provision of a prior revenue law, is or was

21 applicable.

22 For the purp .ss of subparagraphs (B) and (C) hi

2 deterining whether such voting stock or such paid-in

24 surplus or contribution to capital is the sole consideration,

25 the assumption by the acquiring corporation of a liability

" Ulmmalowing
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I of the other, or the fact that prop"t acquired is subject

2 to a liability, shall be disregarded. gubparsaph (3)

3 or (0) AaR apply-only if the operation transferring

4 su& .properties is' forthwith completely liquidated in par-

5 suance of the plan under which the acquition is made,

6 and the transaction of which the acquisition is a part has

7 the effect of a statutory merger or consolidation.

8 (2) A corporation which has acquired property from

9 another orporation in a transaction with respect to which

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

11 (6) of Chapter I or a corresponding provision of a prior

12 revenue law;

13 (3) A corporadon 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) COMPOXNT Coo&POAno.--The term. "compo-

18 nent corporation" means-

19 (1) the case of a. transaction described in sub-

20 section (a) (1), the corporation which transferred the

21 asset;

22 (2) In the case of a transaction described in sub-

23 section (a) (2), the corporation the. property of which

24 was acquired;

25 (3) In the case of a statutory merger, all corpora-
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1 tious merged, except the corporation resulting from the

2 merger; or

3 (4) In the case of a statutory consolidation, all cor-

4 porations consolidated, except the corporation resulting

5 from the consolidation; or

6 (5) In the ease of a transaction specified in sub-

7 section (a) (1) (D), the parinership whose properties

8 were acquired.

9 44+0g i+&*viii CuuiAo The
10, tem "..... e:*--e iie...... 6 . ...

11 eefo eWhi~l ~fe i* " eet e oftebe
12 g ofe** t4he Wv*;ftye*1!* base pei4'Q'4

13 (c) INCOME OF CERTAIN COMPONENT CORPORATIONS

14 NOT INCLUDED.-For the purposes of section 712, section

15 741, and section 742 in the case of a corporation which is a

16 component corporation in a transaction described in subsection

17 (a), for the purposes of computing, for any taxable year

18 beginning after December 31, 1941, the excess profits credit

19 of such component corporation or of an acquiring corporation

20 of which the acquiring corporation in such transaction is not

21 a component, no account shall be taken of the net income,

22 capital addition, or capital reduction of such component cor-

23 portion before such transaction, or of the net income, capital

24 addition, or capital reduction before such transaction, of its

I . . . . . . . . ... .. . . . . .- i _i| 7 7 7 i i ii i il i. .. . . . . .. . ..
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1 conponent corporations in any transaction before such Iran*-

2 action.

3 (d) BSi PUOD.-In the case of a taxpayer which is

4 an acquiring corporation the base period shall be:

5 (1) If the tax is being computed for any taxable

6 year beginning in 1940, the forty-eight months preceding

7 the begnig of such taxable year; or

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

9 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 year for which the tax is

14 being computed began- ; or

15 (3) If the tax is being computed for any taxable

16 year beginning after December 31, 1941, the four cal-

17 endar years 1936 to 1939, both inclusive.

18 (e) BAuE PERIoD Y&AJIs.-In the case of a taxpayer

19 which is an acquiring corporation its base period years shall

20 be the four sucitessive twelve-month periods beginning on the

21 same date as the beginning of its bas( ptfiud.

22 (f) EXIarEINCE OF ACWC'RL& 4 ui'; -vn-itl~.ior

23 the purposes 4, t.ti. -*-*tt - -tt 44 'it. wn u I

24 (a), if jty lht, III, Pily/iyr was al



1ev,,too,,&.--, ,.,',, b- - e
2 ory e e o sb

-- " %~fi . Ad before Januaty'l, 1940, 4e taxpayer

4 shall be. oonidered to have been in existence "'before such

5 date.,

6. 1 (g) COXPONEBfT CORPORATIONS OF COMPONENT Coii-
7 POATIoNS.--4f a orporatio i is a comynent corporation

8 of an acquiring corporation, under subsection (b) or under

9 this subsection, it shall (except for the purposes of section
10 444 741 (d) (1) and (2) and eeton ;U section 742

11 (a) (1), (2), and (3)) also be a component corporation of

12 th corporation of which such acquiring corporation is a

13 component corporation.

14 (h) SOLE PRoPRwiiE sm.-For the purposes of see-

15 tions740 (a) (1) (D), 140 (b) (5), and -42 741 (g),

16 a business owned by a sole proprietorship shall be considered

17 a partnership.
18 a, ;4L AL., AN. B .IF Z QUA

, 3 i 1f eep ei I eeefi22 ife ai&y -teable yeaa 9W~l be -aft aiieimt eeffte def

23, ve~eft -74 op eete *I+4 whiehe -e atm@~ r'eoitt int

24 tie. iemie, 4a iiwdev ahis 1M~ i*bee fe *e ftambe, YesW ife
25 whi te Mi -,:-f thi s.ibept is being ee*tte..



8 !¢ 4&, 741. SUPPI M£NT A AVERAGE B3AS PEIOD NET

9 ~~al I , NOS

10 -, ,n the case of taxpayer whih is. an acquiring corporal-

12 .-4, its average bae period net income (i(or the purpose of

13 the., credit computed under section 71 ) i 4he *p-qe* wo

14 ;4 ,,,,,, l . :o, ...

1 *~eofte4poe ai* tax kehwi poes ofve 4V=

16 ye~he aolowalifeal PAyetIA-

17,, 4e*~1yi eMLPee hofeh *shIeeepid

18 i it of t-e i4~e p ~4 ii* seIo - 814a1
19 be te oasot co opue undof t er whc is 71 or the amount o

20 ; *tpp- w A average base period net inome, whchever is.

t: ti , £ eat. The Supplement A average base pio net.

22 income shall be 11w amount computed :wi4Jwtut regard to sub:

23, qton (1) o this section or opted under subtion (7i)

24 of this aetioa, w eve gre . The Suppleent 4A

25 w efrag, 1ase period net icome shall e ¢omp i follows

16 A isP4#aWi

.. ..... . .. . . .. . . . . . .. . ... .. . . .. . w a H 4 . .. . . . . .. . . .
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1 (a) By aserining with respect to ea h of, its base

2 period years-

3 (1) The amount of its and each of akc ponnt

4 corporation's excess profits net income for each of its

5 and such component corporation's taxable years begin-

6 ning eke, Peeefei 44 -9 eei with or

7 within such base period year; or, in the case of each

8 such taxable year of the taxpayer or of such corn-

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 its in-

13 strumentalities) exceeded the gross income, the amount

14' of such excess;

15 4* Wih respeet taeb f ie m

16 OPAM16 .... :.... the Won 0i ite elae --'- et"

17 Iff eao i -w, ebl yea h egifil f Deeembef

18 , aid 4  ith wihin-:-* sek bae

19 ye Of t j t e- e, ee ef, it ea o eaek eh ta*-

20 ble yew ia w iie the dedeiee pk the evedi for

21 &Aide .eeeiired e*eeeded the gis ineeme, te affieet

22 o oeh emeem;

23. +f) (2) (A) The aggregate of the amounts of ex-

24 cess profits net income ascertained under pit - (4+

25 end -+% paragraph (1); (B) the aggregate of the ex-
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I " ceases ascertained under p *0 (4+ and par*-

2 graph (1); and (C) the difference between the

3 aggregates found under clause (A) and clause (B). If

4 the aggregate ascertained under clause (A) is greater

5 than the aggregate fe d ascertained under clause (B),

6 the difference shall for the purposes of subsection (b)

7 'be designated a "plus anhount", and if the aggregate

8 ascertained under clause (B) is greater than the aggre-

9 gate found under clause (A), the difference shall for

10 the purposes of subsection (b) be designated a "minus

11 amount".

12 If, in the case of the taxpayer or any component corpora-

13 tion of the taxpayer, one and only one taxable year of the

14 taxpayer or such component corporation, as the case may

15 be, begins with or within such base period year and such tax-

16, able year is less than twelve months, the amount of the excess

17 profits net income, or the amount of such excess of deduc-

18 tions plus the credit for dividends received and the credit

19 provided in section 26 (a) (relating to interest on certain

20 obligations of the United States and its instrumentalities) over

21 gross income, as the case may be, for such taxable year, shall be

22 placed on an annual basis in the same manner as is provided

23 in section 711 (a) (3). If more than one taxable year

24,, q-the taxpayer or such component corporation, as the case

25 may be, begins with or within such base period year, the aggre-



4. (b)#f By adding f thee pu oi4 it ' asuaerinu b-

! q Ml a -q" 1 of. yepar f d ot s plu kri or dim-

14 ds pri d o the or* puam , in wtw 26 (a)

&(rTioinltq iqrw44p =ue1444 OUigationa of te United Stae2

m amontsaecluin ther grae inome, or i aggregate

6. of wc1 znn sia the aggreyote of /ke anwvou4 of emuce

7 Pmf*i~ adt iwowe, ae *h cwaseuwy boo for .ac4 4iqfu years

9 gato of *~ number of. day8 in 8Ud& taXiae yjears9 and

10. Mudtiplyivg by tAree Auuadre4 and *-it~~fv.

11 (b) By adding the plus amounts ascertane gder sb-

1? +e1*p() f) (2) f~r each year of the base, priod; and by

13 subtracting from sach suII, if for two or more yrnir, of the

14 base period thqre was a minus amount, the sum of stie the

10 Minus amounts, excluding the greatest.

16 ( B), d iyid=gt* mon ascertaiedi tw4ir s4sec-

V! tion (b) by four.

18 (d), In no case s the average, b#se priOqnet i, ome

19 be l tbI u zero, In, the case of a taxpayer w4c4 becomes

20 anq. Opq cororrt n in any tbeble y begi after

21 December 31, 1939, if, on September !4 qQOp. t all,

V, timesunto] the txpayer beame an acuizig corporation-.

23 (1) , teo, y ed 4ot, 1"s 7- .pq,

91 e&4h cJ, of, stock of, evcJ4 of. tbQ qvsie4, oWp ent
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I corporations involved in tho transaction in which th

2 taxpayer became an acquiring corporation; or

3 (2) one of the qualified component corporations in..

4 volved in the transaction owned not less !han 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 component corporations in-

15 volved in the transaction. As used in this subsection, the

16 term "qualified component corpo4raim" means a component

17 corporation whicr was in existence on the date of the begin-

18 ning of the, taxpayer's base period.

19 (e) For the purposes of subsection (a) (1) an4 -4 of

20 this section-

21 -4-+ There AmN 1e %e,, ,,hA-td4 it the vaotos eem p*-

22 " wry dividend paid by the of fifty o its

23 qt&itdeompe eombetiw d wiy oi~ f the 4e*-

24 able o tf the pay wh4ieh ame inetded inh& ewt -

J. 71643-7
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1tf .1 tOe &A.pe4 esO tveM be iat-

3 siW i ohegn* f++* or 44 ofet

4 4 ihend t oeeid.4~~e ehal

5 be M& 80ue e~ Pawd aft.ek hP&Y~

6 fiffe beeftte a ~ 0OqPiB ad

7 (1) If neither the taxpayer corporation nor any of

8 its component corporations was actually in existence on

9 December 31, 1936, the excess profits net income of each

10 such corporation (except a corporation which became a

11 component corporation of an acquiring corporation be-

12 fore the beginning of the acquiring corporation's first tax-

13 able year which began in 1940) for each base period year

14 at no time during which any of such corporations was ac-

15 tually in existence, shall be an amount equal to 8 per

16 centum of the excess of-

17 (A) the daily invested capital of such corpora-

18 tion for the first day of its first taxable year under

19 this subchapter beginning in 1940 plus, in case it

20 became, in such first taxable year but on a day in

21 any other such corporation's taxable year beginning

22 in 1939, an acquiring corporation with respect to

23 such other corporation, the daily invested capital of

24 such other corporation for such day, over

25 (B) an amount equal to the same percentage of



1 such daily invested capital as would be applicable

2 under section 720 in reduction of the average in-

3 vested capital of such corporation for the last taxable

4 year beginning in 1939 if such section had been

5 applicable to such year (computed as if the admis-

6 sible and inadmissible assets of any other such cor-

7 poration with respect to which it became, in such

8 taxable year, an acquiring corporation, had been

9 held by it).

10 (2) In case any corporation described in paragraph

11 (1) owned stock in any other such corporation on the

12 first day of suet owning corporation's first taxable year

13 under this subchapter beginning in 1940, its and such

14 other corporation's excess profits net income for each base

15 period year described in paragraph (1) shall be de-

16 termined in accordance with regulations prescribed by

17 the Commissioner with the approval of the Secretary.

18 -2+ (3) In determining whether, for any taxable

19 year, the deductions plus the credit for dividends received

20 and the credit provided in section 26 (a) (relating to

21 interest on certain obligations of the United States and

22 its instrumentalities) exceeded the gross income, and in

23 determining the amount of such excess, the adjustments

24 provided in section 711 (b) (1) shall be made.

25 * 1-kteeeo wihim
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I e0*pwft ftwhiek wM 0A. esIIi ee the
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6 io ohit .e to .y iebefeme ib * besie me

8 1* o thee eOf freetipole fAM A A Whieh be

22. e (f) (AA1, ftr ec Mber31,,--

10 tio n, 4 d4 there shall te eaeladed theionb o a e

12 of n 0 * eee r t4of of th e aoar eye

13 gmws hwome theftein referred toy whielk is Mtrihutal toe"y

14 peidbefore it -first beeflwne t 0e i0e

15 YIft the ewse of aifd eoniplonef AAeAorfie

16 whiek iw atei~yft e*ioteie oa the "tt of. th bgnn

17 of Owe i%'avl~iLwxlPoye bas ere there "hl e ewehided from

18, th e w wi'a tfiei ubetono

19 9miotiethe f eesptsnebiem or of 4w

20 eiteeos evzer gmos ifteoine therein referred to,- whieht ifi

21 s 4fiotbl t th beor ft

22, (f) (1) If, after December 31, 1935-

23 (A) tie taxpayer acquired 8Iock in another Cor))o-

24 ration, and thereafter s uch other corporation became a

2, eomponeWd o~r7orafton of the taxpayer, or
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1 (B) a eorporatio, (hereinafter called "first corpora-

2 tion") acquired stock in mother corporation (hereinafter

3 called "second corporation"), and thereafter the first

4 anid second corporations became component corporations

5 of the taxpayer, 1

6 then to the extent that the consideration fm, such acquisition

7 was not the issuance of the taxpayer's or first c(nrporations,

8 as the case may be, own stock, the supplement A average

9 base period net income of the txpayr shall be relucd, and

10 the transferred capital addition and reduction adjusted, in

11 respect of the income and capital addition and reduction'of

12 the corporation whose stock was so acquired and in. respect

13 of the income and capital addition and reduction of any other

14 corporation which at the tine of such acquisition was con-

15 nected directly or indirectly through stock ownership with

16 the corporation whose stock was so acquired and which

17 thereafter became a component corporation of the taxpayer,

18 in such amounts and in such manner as shall be determined

19 in accordance with regulations prescribed by the Comnis-

20 siouer with the approval of the Secretary.

21 -44 (2) If during the taxable year for which tax is com-

22 puted under this subchapter the taxpayer acquires assets'in

23 a., transaction which constitutes it an acquiring corporation,

24 the amount inludible under subsection (it) -)-, attributable

25 to such transaction,, shall be limited to an amount which
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1 bears the same ratio to the amount computed without regard

2 to this p subsection as the number of days in the

3 taxable year after such transaction bears to the total number

4 of days in such taxable year..

5 (g) In the case of a partnership which is a component

6 corporation by virtue of section 740 (b) (5), tho compa-

7 tations re(jLired by this Supplement shall be made, under

8 rules and regulations prescribed by the Commissioner With

9 the approval of the Secretary, as if such partnerships h(1
10 been a corporation. For the purpose of such computations,

11 in making the adjustment for income taxes required 1)y
12 section 711 (b) (1) (A), the partnership so regarded as

13 a corporation shall be considered as having distributed all its

14 net income as a dividend.

15 (h) INCREASED EARNINGS IN LAST IIALF OF BASE

16 PERIOD.-

17 (1) GENERAL RULE.-The Supplement A average

18 base period net income determined under this subsectioll

19 shall be cornputed by as(ertaiiiing for each half of th,

20 base period the sum of the plus amounts deter nined

21 under subsection (a) reduced -if for anyt year in such

22 half a minus amount was determined by the minus

23 amount for such year. If the amount ascertained for the

24 second half exceeds the amount ascertained for the first

25 half, the Supphinent A average base period net income
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1 shall be the sum, divided by two, of the amount so as-

2 certained for the second half plus one-half of such ex-

3 cess, except that it shall not exceed the largest plus

4 amount determined under subsection (a) with respect

5 to any base period year.

6 (2) LIMITATION ON AMOUNT INCLUDIBLE FOR

7 CERTAIN TAXABLE YEARS ENDINO AFTER MAY 31,

8 1940.-For the purpose of this subsection the excess

9 profits net income of any corporation for any taxable year

10 beginning in 1939 and ending after May 31, 1940, shall

11 in no case exceed an amount computed as follows:

12 (A) By reducing the excess profits net income

13 by an amount which bears the same ratio thereto as

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

15 the total number of months in such taxable year; and

16 (B) By adding to the amount ascertained -under

17 subparagraph (A) an amount which bears the same

18 ratio to the excess profit s net income for the last

19 preceding taxable year as such number of months

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

21 in such preceding year. The amount added under

22 this subparagraph shall-not exceed the amount of the

23 excess profits net income for such last preceding

24 taxable year.

25 (C) If the number of months in such preceding
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'1 tazabe year is, ea than, such number of months after

,2 May 31,. 1M0, by adding to the amount ascertainal

., under subparagraph (B) an amount which bears the

4 same. ratio to the excess profits net income for the

5 second preceding taxable year as tle excess of such

6 number of months after May 31, 1940, over the

7 number of months in such preceding taxable yea)-

8 bears to the number of months in such second preced-

9 ing taxable year.

10 SEC. M3 742. NET CAPITAL CHANGES.
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3 ee. t . . .

4 (a) TAXPAYER USING TH1sSUPPLEMENT.-For the

5 purposes of section 713 (g), if the transaction which con-

6 stitutes the taxpayer an acquiring corporation occurs in a

7 taxable year of the taxpayer which begins after December 31,

8 1939, and the taxpayer's average bae period net income

9 is computed under section 741, the following rules shall

10 apply in computing the daily capital addition and reduction of

11 the taxpayer for each day after such transaction:

12 (1) The transferred capital addition or reduction

13 of the component corporation shall be treated as if it

14 were a capital addition or reduction, as the case may

15 be, of the taxpayer.

16 (2) The transferred capital addition of the com-

17 ponent corporation shall be its daily capital addition

18 as of the time immediately before the transaction (con-

19 puted under section 713 (g), but without regard to its

20 reduction under the fourth sentence of paragraph (3)

21 on account of excluded capital, but with the application

22 of paragraph (6) of this subsection).

23 (3) The transferred capital reduction of the com-

24 ponent corporation shall be its daily capital reduction
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1 as of the time immediately before the transaction (com-

2 puted under section 713 (g) but with the application of

3 paragraph (7) of this subection).

4 (4) In computing the daily capital addition of the

5 taxpayer, money or property paid in to the taxpayer

6 by any of its component corporations, and properly

7 consisting of stock in any such component corporation

8 paid in by shareholders of such component corporation,

9 shall be disregarded.

10 (5) In computing the daily capital reduction of the

11 taxpayer, distributions by the taxpayer to any of its

12 component corporations not out of earnings and profits

13 shall be disregarded.

14 (6) In computing the transferred capital addition

15 of the component corporation, money or property paid

16 in to such component corporation by the taxpayer or any

17 other component corporation and property consisting of

18 stock in the taxpayer or any other common ent corporation

19 paid in by shareholders of the taxpayeri or other coi-

20 ponent corporation, shall be disregarded.

21 (7) In computing the transferred capital reduction

22 of the component corporation, distributions by such com-

23 ponent corporation to the taxpayer or any other com-

24 ponent corporation shall be disregarded.

25 (8) The daily capital addition of the taxpayer to



I 1 which any, amount is added under paragraph (1) shall

2 be the amount thereof computed before its reduction under

3 the fourth sentence of section 713 (g) on account of

4 excluded capital.

5 (b) RULE WHERE ACQUIRING CORPORATION IS COM-

6 PONENT OF TAXIAYER.-In cases where an acquiring cor-

7 portion is a component of the taxpayer, and the transaction

8 which constitutes such corporation an acquiring corporation

9 occurs in a taxable year of such corporation which begins

10 after December 31, 1939, for the purpose of determining the

11 daily capital addition or reduction of the taxpayer the above

12 rules shall be applied in a similar manner to determine the

13 daily capital addition or reduction of such acquiring corpo-

14 ration for each day after such transaction.

15 SEC. W14 743. FOREIGN CORPORATIONS.

16 The term "corporation" as used in this Supplement does

17 not include a foreign corporation.

18 Supalemen &-H h &aeket Amount nd Invested
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14 Supplement C-Invested Capital in Connection With Certain'

15 .Exchanges and Liquiditions

16 SEC. 760. EXCHANGES.

1'7 (a) DEFNIToNs.-For the purpose of this section-

18 (1) EXCHANGE.-The term "exchange" means an

19 exchange, to which section 112 (b) (3), (4), or (5) or

20 so much of section 112 (c), (d), or (e) as refers to

21 section 112 (b) (3), (4), or (5), or to which a cm-r

22 responding provision -of a prior revenue law, is or was

23 applicable, by one corporation of its property wholly o

24 in part for stock or securities of another corporation, or

25 a transfer of property by one corporation to another cor-
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1 poration after December 31, 1917, the basis of which

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

3 mined under section 113 (a) (8) (B), or would have

4 been so determined had such section been in effect.

5 (2) TRANSFERE U UPON AN EXCIIANE.-The

6 term "transferee upon an exchange" means a corporation

7 which upon, an exchange acquires property in exchange,

8 wholly or in part, for its stock or securities, or which

9 acquires property from another corporation after De-

10 cember 31, 1917, the basis of which in its hands is or

11 was determined under section 113 (a) (8) (B), or

12 woudd have been so determined had such section been in

13 effect.

14 (b) RULE.-In the application of section 718 (a) to

15 a transferee upon a'n exchange in. determining the amount

16 paid in for stock of the transferee, or as paid-in surplus or as

17 a contribution to capital of the transferee, in connection with

18 such exchange, only an amount shall be deemed to have been

19 so paid in equal to the excess of the basis (for determining

20 loss) in the hands of the transferee of the property of the

21 tiansferor received by the transferee upon the exchange over

22 the sum of--

23 (1) The amount of any liability of the transferor

24 assumed upon the exchange and of any liability subject

25 to which such property was so received, plus



1 (2),The. amount of any liability ofthe transferee

2 (not arising out of any liability described in paragraph

3 ' ' (1)) constituting consideration for the property so

4 received, plus

5 (3) The aggregate of the amount of any money

6 and the fair market value of any other property (nther

7 ' than such stock and other than property described iin

8 paragraphs (1) and (2)) transferred to the transferor.

9 (c) REDUCTION iN DAILY INVESTED CAPITAL.-In

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

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

12 exchange shall be reduced by an amount equal to the amount

13 by which the sum of the amounts specified in paragraphs

14 (1), (2), and (3) of subsection (b) exceeds the basis (for

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

16 erty of the transferor received upon. the exchange.

EC. 761. TRANSACTIONS IN LIQUIDATION.

18' (a) DEFINITION OF LIQUIDATING TRANSACTION.-

19 As used in this section, the term "liquidating transaction"

,20 means:

21, (1) The complete liquidation of another ,orpora-

22 tion under section 112 (b) (6) or the corresponding

23 provision of a prior revenue law, or

24' (2) The liquidation of another corp ration, or a
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1 transaction having, the. effect of liquidating .in, whole or

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

3 (A) if gain or los in, whole or in part is not

4 recognized either in a consolidated income or &-

5 cess profits lax, return or because of the provisions of

6 section 112- (b) (4) or (5), or so. much of sw-

7 tion 112 (c); to (e), inclusive,. as. refers to section

8 112 (b) (4) or (5), or the corresponding pro-

9 vision of a prior revenue law, and

10 (B) if the property received by the taxpayO

11 has a basis described in section 113 (b) (2) (A). I'

12 (b) ADJUSTMENT OF EQUITY INVESTED CAPITAL.J44

13 If property is received by the taxpayer in a liquidati4

14 transaction, the equity invested capital for each day followi*#

15 the transaction shall be adjusted as follows: ,:

16 (1) If the stock of the transferor which is in effect

17 canceled upon such liquidating transaction, is determined

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

19 actions in which gain or loss in whole or in part was not

20 recognized, there shall be included, in lieu of' the amounts

21. determined to be otherwise includible in, the equity i.

22 vested capital of the taxpayer with respect to such stock

23 the amount determined to be necessary to reflect the

24 equity invested capital and the deficit in earnings aid

J. 71643- 9
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4 "Pro* sif. myjiof thetransferor 'Iwith, respect to such

2 s1ck

3 (2) If sud stock of the transferor is determined

4 not to have been acquired by the issuance of stock in
.,5 transactions in which gain or loss in whole or in part

6_ was not recognized, the equity invested -capital of the

"7 taxpayer shall be adjusted, to, the -extent necessary to

8 reflect in it, accumulated earnings 'and profits and its

9 earnings and-profits for the taxable year, the portion of

10, the earnings end profits or the deficit in earnings and

11 profits, as the case may be, of the transferor accumulated

12 subsequent to the date which is determined to be the date

1 of acquisition by the taxpayer of control (or, with re-

14 spect to stock acquired subsequent to the acquisition 'of

15 control, the date, Of', acquisition of such stock) of the

18 transferor and determined to be attributable to such

17 stock. For the purposes of the, computations under

18 this, paragraph, the basis of, the. property held by the

19 transferor or, its pre'eceesor at the time of the acquisition

20 of control (or of acquisitionn of the stock in the ease of

21 property determined to be. attributable to stock a, acquired

22 since the acquisition of control) which is attributable

23, , to such stock shall be; in lieuof the basis, prescribed by

24. section 113 or the orresponding proVisin of a prior

25 revenue law, an amount determined by reference to
.... ,:. '. A) i' .t
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I the, 7ida toted, bamis for,' determiining loss gpon a' sale

2 or change of such stock in the hands of the tac-

3 'payer or a predecessor. The, basis so assigned shall

4. apply, in lieu of the basics otherwise prescribed in

5 computing any amount (determined by reference to the

6 basis of such property in the hands of the transferor')

7 entering, into the computation of the equity invesWt

8 capital of the taxpayer or any other corporation compit-

9 ing equity invested capital by reference to the equity in-

10 vested capital of the taxpayer. For the purposes of this

11 paragraph the adjusted basis for determining loss upon

12 a sale or exchange of such stock shall be determined with-

13 out regard to any adjustment authorized by the last sen-

14 tence of section 113 (a) (11) which is already reflected

15 in the earnings and profits or deficit in earnings and

16 profits attributable to such stock.

17 (c) MERGERS AND CONSOLIDATION.-In determining

18 the amount of the adjustments under subsections (a) and

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

20 I (1) such corporations are merged or consolidated

21 in a statutory merger or consolidation, or

22 (2) such corporations are parties to a liquidating

23 transaction which results in the liquidation of such stock

24 in a manner similar to that resulting from a statutory

25 merger or consolidation,



I. for tk. purpose of thti m~oion& suc*i, dto& s,"b t onsidera4

2,_ to have bem acquired by the corporation., restng from the,

3, merger, consolidation, or transaction, and the properties at-

4 tributable thereto received by it in liquidation of, such stock,

5 (d) D.ETERMlNATION..-'Any. determination which is

& required to be made under this section &l be, made in ac-

7 cordae with regulatnis which shall be prcribid by the

8 Commissioner, with the approval of the Secretary.

0


