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Mr. Dovanron, from the committee of conference, submitted the
- following

CONFERENCE REPORT

[To accompany H. R. 7378]

The committee of conference on the disagreeing votes of the two
Houses on the amendments of the Senate to-the bill (H. R. 7378) to
provide revenue, and for other purposes, having met, after full and free
conference, have agreed to recommend and do recommend to their re-
spective Houses as follows:

That the Senate recede from its amendments numbered 76, 114, 216
24?i 387, 388, 389 392, 400, 407, 414, 415, 432, 436, 461, 484 492
and 501.

That the House recede from its disagreement to the amendments of
the Senate numbered 1, 2, 3, 4, 5, 7, 8, 9, 10, 11, 12, 13, 15, 16, 17, 18,
19, 20, 21, 22, 23, 24, 25 26 27 28 29 30 31 32 33 35, 36, 37 38
39 40 41 42 43 44 45 47 48 49 50 51 52 53 54 55 56 57 58
59 60 61 62 63 64 65 66 67 68 69 72 73 74 75 79 80 82 84
85 87 89 90 91 94 95 96 97 98 99 100, 101 102 108 109 113
118 119 120 121 122 123 126 128 129 132, 133 134 136 136 138
139 140 141, 142 143 144 145 146 148 149 150 151, 152 153 154
155 156 157 158 162, 164 165 166 167 168 169 170 171, 172 173
174 175 176 177 180 182 183 184 186 187 188 189 190 191, 192
193 194, 195 196, 198, 199, 200 201, 202, 207, 209 210 211, 212 213
214 218 222 223 225 226, 227 228 229 230 231, 232 233 235 236
237 238 239 240, 241, 244, 245 246 247 248, 249 250 2561, 262, 253
254 255 256 257, 258 259 260 261, 262 263 264 265 266 267 268
269 270 271 272 274 275 276 277 278 279 280 281, 282 283 284
285 286 287 288 289 292 293 294 295 297 298 299 300 301 302
303 304 305 306 307 308 310 311 312 313 314 315 316 317 318
, 319 320 321, 322 323 324 326 327 328 329 330 331 332 333 334
335 336 337 338 339 340 341 342 343 344 345 346 '347 348 349
350 351 352 353 354 355 356 357 358 359 360 361 362 363 364
365 366 367 368 369 370 371 372 373 374 375 376 377 378 379
380 381 382 383 384 390 393 394 395 396 397 398 401 403, 404
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405, 406, 408, 409, 410, 411, 412, 413, 416, 417, 419, 420, 421, 422, 423,

424, 425, 426, 427, 428, 429, 430, 431, 433, 434, 437, 439, 440, 441, 442,

443, 444, 445, 446, 447, 450, 451, 452, 453, 454, 455, 456, 457, 458, 462,

463, 464, 465, 466, 467, 468, 469, 470, 471, 472, 473, 475, 476, 477, 478,

479, 480, 481, 482, 483, 485, 486, 487, 488, 489, 490, 491, 493, 494, 495,
496, and 502, and agree to the same.

Amendment numbered 6:

That the House recede from its disagreement to the amendment of
thlel Senate numbered 6, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: $385; and the Senate agree to the same.

Amendment numbered 14:

That the House recede from its disagreement to the amendment of
the Senate numbered 14, and agree to the same with an amendments
as follows:

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

In the case of any corporation computing such tax under section 721
(relating to abnormalities in income in the taxable period), section 726
(relating to corporations completing contracts under tﬁ Merchant Marine
Act of 1936), section 731 (relating to corporations engaged in mining
strategic minerals), or section 736 (b) (relating to corporations with in-
come from long-term contracts), the credit shall be the amount of which
the tax imposed by such subchapter i8 90 per centum. For the purpose
of the preceding sentence the term ‘tax wmposed by Subchapter ILP of
ter 2' means the tax computed without regard to the limitation pro-

ided in section 710 (a) (1) &) (the 80 per centum limitation), wit
regard to the credit provided in section 729 (c) and (d) for foreign taxes

paid, and without regard to the adjustments provided in section 7384,

And the Senate agree to the same.

Amendment numbered 34:

That the House recede from its disagreement, to the amendment of
the Senate numbered 34, and agree to the same with an amendment,
as follows: ' , :

Omit the matter proposed to be inserted by the Senate amendment;
and restore the matter {;lroposed to be stricken out by the Senate and
on page 21, line 18, of the House bill strike out “111” and insert 112;
tJ,ndp the Senate agree to the same,

Amendment numbered 46:

That the House recede from its disagreement to the amendment of
the Senate numbered 46, and agree to the same with an amendment,
as follows:

On page 19, line 19, of the Senate engrossed amendments after
“deficiency’’ insert but without interest ; and on page 21, line 13, of the
Senate engrossed amendments after ‘‘liquidation’ insery or replace-
ment; and the Senate agree to the same.

Amendment numbered 70:

That the House recede from its disagreement to the amendment of
t;lmf Sﬁmate_ numbered 70, and agree to the same with an amendment,
as follows:
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In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 169; and the Senate agree to the same.

Amendment pumbered 71:

That the House recede from its disagréément to the amendment
of tfhlel Senate numbered 71, and agree to the same with an amendment,
as follows:

On page 29, line 21, of the Senate engrossed amendments, after
‘“children’’ insert: - A

(but in the case of contributions or gifis to a trust, chest, fund, or founda-
tion, payment of which s made within a taxable year beginning after
the date of the cessation of hostilities in the present war, as proclaimed
by the President, only if such contributions or gifts are to be used within
the United States or any of its possessions exclusively for such purposes)

And the Senate agree to the same. ’

Amendment numbered 77:

That the House recede from its disagreement to the amendment of
the Senate numbered 77, and agree to the same with an amendment,
as follows: ‘

On page 33, line 18, of the Senate engrossed amendments strike
out “129” and insert 128; and the Senate agree to the same.

Amendment numbered 78:

That the House recede from its disagreement to the amendment of
the Senate numbered 78, and agree to the same with an amendment,
as follows: .

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 129; and the Senate agree to the same.

Amendment numbered 81:

That the House recede from its disagreement to the amendment of
the Senate numbered 81, and agree to the same with an amendment,
as follows: _

_ In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 180; and the Senate agree to the same.

Amendment numbered 83:

That the House recede from its disagreement to the amendment of
the Senate numbered 83, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 131; and the Senate agree to the same.

Amendment numbered 86: ‘

That the House recede from its disagreement to the amendment of
the Senate numbered 86, and agree to the same with an amendment,
as follows:

On page 37, line 21, of the Senate engrossed amendments strike
oltllt “$300” and insert the following: $3560; and the Senate agree to
the same.
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Amendment numbered 88: ,

That the House recede from its disagreement to the amendment of
the Senate numbered 88, and agree to the same with an amendment,
as follows:

In lieu of the matter propgsed to be inserted by the Senate amend-
ment insert the following: 132; and the Senate agree to the same.

Amendment numbered 92:

That the House recede from its disagreement to the amendment of
the Senate numbered 92, and agree to the same with an amendment,
as follows:

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

SEC. 133. CREDIT FOR DIVIDENDS PAID ON CERTAIN PREFERRED
STOCK.
Section 26 i3 amended by inserting at the end thereof the following new
subsection:
“() Crepir ror DivibENDs Paip oN CERTAIN PREFERRED
Srock.— '
“(1) Amount or crEDIT—In the case of a public wtility, the
amount of dividends paid during the laxable year on its preferred
stock. The credit provided in this subsection shall be subtracted
Jfrom the basic surtax credit provided in section 27. )
15“((2)) Derinirions.—As wused in this subsection and section
a P

“(A) Public Utility.— The term ‘public utility’ means a cor-
poration engaged in the furnishing of telephome service or in
the sale of electric energy, gas, or water, if the rates for such
Surnishing or sale, as the case may be, have been established or
approved by a State or political subdivision there%f or by an
agency or instrumentality of the United States or by a public
utility or public service commission or other similar body of the
%strict of Columbia or of any State or political subdivision
thereof. '

“(B) Pr;zjerred Stock.—The term ‘preferred stock’ means
stock 1ssued prior to October 1, 1942, which during the whole of
the taxable year (or the part of the taxable year ajger s issue)
was stock the dividends in respect of which were cumulative,
limited to the same amount, and payable in preferenice to the
payment of dividends on other stock.” :

And the Senate agree to the same.

Amendment numbered 93:

That the House recede from its disagreement to the amendment of
the Senate numbered 93, and agree to the same with an amendment;
as follows: : .,

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 134; and the Senate agree to the same.

Amendment numbered 103:

That the House recede from its disagreement to the amendment of
thefSenate numbered 103, and agree to the same with an amendment,
as follows:
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In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 135; and the Senate agree to the same.

Amendment numbered 104: o

That the House recede from its disagreement to the amendment of
the Senate numbered 104, and agree to the same with an . amendment,
as follows: .

On page 41, line 9, of the Senate engrossed amendments strike out
%137’ and insert 136; and the Senate agree to the same, ‘

Amendment numbered 105: .

That the House recede from its disagreement to the amendment of
the Senate numbered 105, and agree to the same with an amendment,
as follows:

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

SEC. 137. EXEMPTION OF VOLUNTARY EMPLOYEES' BENEFICIARY
ASSOCIATIONS.

(¢) Exenprion oF VoLUNTARY EMPLOYEES' BENEFICIARY ASSocia-
rIoN.—Section 101 (16) of the Internal Revenue Code, and of the
Revenue Acts of 1938, 1936, and 1934, and section 103 (16) of the Reve-
nue Acts of 1932 and 1928, are amended to read as Sfollows:

“(16) Voluntary employees’ beneficiary associations providing for
the fayment of life, sick, accident, or other benefits to the members of
such association or their dependents, if (A) no part of their net earn-
ings inures (other than thrz:lqh SUC fa%r‘nents) to the benefil of any
private shareholder or individual, and (B) 85 per centum or more of
the income consists of amounts collected from members and amounts
contributed to the association by the employer of the members for the
sole purpose of making such payments and meeting expenses,’’.

(b) Rerroscrive Erreor.—For the purposes of the Internal Revenue
Code and the Revenue Acts of 1928, 1932, 1934, 1936, and 1938, the
amendments made to the Internal Revenue Code and those Acts by sub-
section (a) of this section shall be effective as if they were a part of the
Internal Revenue Code and such revenue Acts on the respective dates of
their enactment.” , .

(¢) AMeNDMENTS INapPLICABLE TO EMPLOYMENT TaxEgs.—The
amendments made by this section shall not apply to the employment tares
imposed by Subchapters A and C of Chapter 9 of the Internal Revenue
Code, or the corresponding provisions of a prior law.

And the Senate agree to the same.

Amendment numbered 106:
That the House recede ffom its disagreement to the amendment of
the Senate numbered 106, and agree to the same with an amendment,

as follows:
In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 138; and the Senate agree to the same.

Amendment numbered 107:

That the House recede from its disagreement to the amendment of
the Senate numbered 107, and agree to the same with an amendment,
as follows: '

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 139; and the Senate agree to the same.

H. Repts., 77-2, vol. 5——-28
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Amendment numbered 110:

~ That the House recede from its disagreement to the amendment of
the Senate numbered 110, and agree to the same with the following
amendments:

On: page 47, line 18, of the Senate engrossed amendments strike
out “141” and insert 140;

On page 48 of the Senate engrossed amendments beginning with
line 10 strike out down to and including the comma in line 13, and
insert:

“(B) that portion of a tentative taz, computed as iy the amendments
made by section 106 (a) and the amendments made by sections 106 (b)
(other than those relating to dividends on the preferred stock of public
utilities) (c), (d), and (¢) (1) of the Revenue Act of 1942 were applicable
to such tazable year,

And the Senate agree L0 the same.

Amendment numbered 111:

That the House recede from its disagreement to the amendment of
the Senate numbered 111, and agree to the same with an amendment,
as follows:

On page 49, line 16, of the Senate engrossed amendments strike
out 142" and insert 141; and the Senate agree to the same.

Amendment numbered 112:

That the House recede from its disagreement to the amendment of
the Senate numbered 112, and agree to the same with an amendment,
as follows: )

On page 50, line 13, of the Senate engrossed amendments strike out
143" and insert 142; and the Senate agree to the same,

Amendment numbered 115:

That the House recede from its disagreement, to the amendment of
the Senate numbered 115, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 143; and the Senate agree to the same.

Amendment numbered 116:

That the House recede from its disagreement to the amendment of
the Senate numbered 116, and agree to the same with an amendment,
as follows:

On page 59, line 3, of the Senate engrossed amendments strike out
146" and insert 144; and the Senate agree to the same.

Amendment numbered 117: ’

That the House recede from its disagreement to the amendment of
the Senate numbered 117, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 146; and the Senate agree to the same.

Amendment numbered 124:

That the House recede from. its disagreement to the amendment of
t,hef Sﬁsnate numbered 124, and agree to the same with an amendment,,
as follows:.
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In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 146; and the Senate agree to the same.

Amendment numbered 125:

That the House recede from its disagreement to the amendment of
the Senate numbered 125, and agree to the same with an amendment,
as follows: . ;

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 147; and the Senate agree to the same.

Amendment numbered 127:

That the House recede from its disagreement to the amendment of
the Senate numbered 127, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 148; and’the Senate agree to the same.

Amendment numbered 130:

That the House recede from its disagreement to the amendment
of the Senate numbered 130, and agree to the same with an amend-
ment, as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 149; and the Senate agree to the same.

Amendment numbered 131:

That the House recede from its disagreement to the amendment of
the Senate numbered 131, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 1560; and the Senate agree to the same.

Amendment numbered 137:

That the House recede from its disagreement to the amendment of
the Senate numbered 137, and agree to the same with an amendment,
as follows:

. On page 83, line 15, of the House bill strike out ‘“201,”; and the
Senate agree to the same. :

Amendment numbered 147:

That the House recede from its disagreement to the amendment
of the Senate numbered 147, and agree to the same with an amend-
ment, as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 161; and the Senate agree to the same.

Amendment numbered 159:.

That the House recede from its disagreement to the amendment
of the Senate numbered 159, and agree to the same with an amend-
ment, as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 162; and the Senate agree to the same.

Amendment numbered 160:

That the House recede from its disagreement to the amendment of
the Senate numbered 160, and agree to the same with an amendment,
as follows:

On page 66, line 12, of the Senate engrossed amendments strike
out ““155” and insert / 53; and the Senate agree to the same,
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Amendment numbered 161:

That the House recede from its disagreement to the amendment of
“the Senate numbered 161, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 164; and the Senate agree to the same.

Amendment numbered 163:

That the House recede from its disagreement to the amendment of
the Senate numbered 163, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 1565; and the Senate agree to the same.

Amendment numbered 178:

That the House recede from its disagreement to the amendment of
the Senate numbered 178, and agree to the same with the following
amendments:

On page 72, line 2, of the Senate engrossed amendments strike out
“158' and insert 166;

On page 74, line 21, of the Senate engrossed amendments after the

eriod insert: _ '

l()J'n,der regulations prescribed by the Commissioner with the approval of
the Secretary, a taxpayer which owns 100 per centum (excluding qualifying
shares) of each class of stock of a corporation may elect to determine the
worthlessness of its interest, described in this paragraph, in or with
respect to the property of the corporation, without regard to the amount of
the property of such corporation which would be excluded under sub-
section (¢) (2) (A) in determining the adjusted basis of all the assetia%
the corporation for the purposes of subsection (e), but such amount s

be treated under subsection (b) (1) as a recovery by the taxpayer in the
taxable year with respect to such interest.

On page 80, line 6, of the Senate engrossed amendments after ‘‘owns’’
insert not less than;

On page 80, line 12, of the Senate engrossed amendments after
“liquidates” insert: ) .

(by distributing all the assets which it is able to distribute and all its rights
to assets which it 18 not able to distribute, including the right to the recov-
ery of the property described in subsection (a) (1) and (2));

On page 80, Yine 21, of the Senate engrossed amendments after
““stock’ insert, or other interest;

On page 80, line 22, of the Senate engrossed amendments after
“stock’’ insert or other interest.

And the Senate agree to the same,

Amendment numbered 179: ,
That the House recede from its disagreement to the amendment of .
the Senate numbered 179, and agree to the same with an amendment,
as follows:
In licu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 157. RECOVERY OF UNCONSTITUTIONAL FEDERAL TAXES.
(2) IN GenEraL.—Chapter 1 of the Internal Revenue Code 18 amended
by inserting after section 127 the following new section:
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“SEC. 128. RECOVERY OF UNCONSTITUTIONAL FEDERAL TAXES.

“Income (excluding interest) attributable to the recovery during the
taxable year of a tax tmposed by the United States which been held
unconstitutional, and in respect of which a deduction was allowed in a
prior tazable year may be excl from gross income for the tazable
year, and the deduction allowed in regloeect thereof in such prior tazable
year treated as not having been allowable, 1f—

“(a) The tazpayer elects in writing (at such time and in such
manner as may be prescribed by re tong prescribed by the Com-
massioner with the agﬁroval of the Secretary) to treat such deduction
as not having been allowable for such prior taxable year, and

“(b) The taxpayer consents in writing to the assessment, within
such period as may be agreed upon, of any deficiencies resulting

" from such treatment, even though the statutory period for the assess-
ment of any such deficiency had expired prior to the filing of such
consent.”

(b) TaxaBre Yrars 10 Wirca ArpricABLE.—The amendment
made by subsection (a) shall be applicable with respect to taxable years
beginning after December 31, 1940.

And the Senate agree to the same.

Amendment numbered 181:

That the House recede from its disagreement to the amendment of
the Senate numbered 181, and agree to the same with an amendment,
as follows: '

On page 83, line 18, of the Senate engrossed amendments strike
out ““160’’ and insert 1568; and the Senate agree to the same.

Amendment numbered 185:

That the House recede from its disagreement to the amendment of
the Senate numbered 185, and agtee to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
'ment insert the following: 169; and the Senate agree to the same.

Amendment numbered 197:

That the House recede from its disagreement to the amendment of
the Senate numbered 197, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 160; and the Senate agree to the same,

Amendment numbered 203:

That the House recede from its disagreement to the amendment of
the Senate numbered 203, and agree to the same with an amendment,
as follows: '

On page 89, line 13, of the Senate engrossed amendments strike out
““163"” and insert 161; and the Senate agree to the same.

Amendment numbered 204:

That the House recede from its disagreement to the amendment of
the Senate numbered 204, and agree to the same with the following
amendments:

On page 90, line 15, of the Senate engrossed amendments strike
out 164’ and insert 16%;
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On page 95, line 16, of the Senate engrossed amendments strike
out “both the”;

?ﬂ b}; ® 95, line 22, of the Senate engrossed amendments strike
ou ;

On page 98, lines 5 and 6, of the Senate engrossed amendments
strike out ‘“‘the persons who are made the beneficiaries of the contribu-
tions paid by the employer” and insert all employees;

Beginning with line 16 of page 104 of the Senate engrossed amend-
ments strike out down through and including line 17 on page 105.

And the Senate agree to the same.

Amendment numbered 205:

That the House recede from its disagreement to the amendment
of the Senate numbered 205, and agree to the same with an amend-
ment, as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 163; and the Senate agree to the same.

Amendment numbered 206: :

That the House recede from its disagreement to the amendment
of the Senate numbered 206, and agree to the same with the follow-
ing amendments: ‘

On page 107, line 11, of the Senate engrossed amendments strike
out ‘“which has’”’ and insert the; and on page 107, line 14, of the
Senate engrossed amendments strike out ‘‘comprising’”’ and insert
of which comprise; and the Senate agree to the same.

Amendment numbered 208:

That the House recede from its disagreement to the amendment
of the Senate numbered 208, and agree to the same with an amend-
ment, as follows:

On page 115, line 9, of the Senate engrossed amendments strike
out “166’’ and nsert 164; and the Senate agree to the same.

Amendment numbered 215:

That the House recede from its disagreement to the amendment of
the Senate numbered 215 and agree to the samé with the following
- amendments:

On page 118, line 8, of the Senate engrossed amendments strike
out ‘“167”’ and insert 166;

Strike out pages 119 and 120, and the first two lines of page 121,
of the Senate engrossed amendments and insert in lieu thereof the
following:

every mutual insurance company (other than a life or a marine insur-
ance company and other than an interinsurer or reciprocal underwriter)
a tax computed under paragraph (1) or paragraph (2) whichever is the
greater and upon the income of every mutual insurance company (other
than a life or a marine insurance companf(z}/) which 18 an interinsurer or
reciprocal underwriter, a tax computed under paragraph (3):
“(1) If the corporation surtaz net income is over $3,000 a tax
computed ag follows:
“(A) Normal Tax.—A normal tax on the normal-tax net
income, computed at the rates provided in section 18 or section

1} (b), or 30 per centum of amount by which the normal-
tax net income exceeds $3,000, whichever is the lesser; plus
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“(B) Surtaz.—A surtaz on the corporation surtax net in-
come, computed al the rates provided in section 15 (b), or 20
per centum of the amount by which the corporation surtax net
wncome exceeds $3,000, whichever 18 the lesser.

“(8) If for the tazable year the gross amount of income from
interest, dividends, rents, and net premiums, minus dividends to
policy holders, minus the interest which under section 22 (b) (4)
18 exclu}ied Jrom gross income, exceeds $76,000, a tax equal to the
excess of—

“(A) 1 per centum of the amounts 8o computed, or 2 per
centum of the excess of the amount 8o computed over $75,000,
whichever 18 the lesser, over

“(B) the amount of the tax imposed under Subchapter E of
Chapter 2. ,

“(3) In the case of an interinsurer or reciprocal underwriter, if
:h? l:z}rporation surtax net income 18 over $60,000 a tax computed as
ollows:

“(A) Normal Taz.—A normal tax on the normal-tax net
wncome, computed at the rates provided in section 13 or section
14 (b), or 48 per éentum of the amount by which the normal-tax
net income exceeds $60,000, whichever is the lesser; plus

“(B) Surtax.—A surtax on the corporation surtax net income,
computed at the rates provided in section 16 (b), or 32 per centum
%f the amount by which the corporation surtax net income exceeds

60,000, whichever 1s the lesser.

“(4) GroSS AMOUNT RECEIVED OVER $765,000 BUT LESS THAN
$126,000.—1If the gross amount received during the taxable year from
interest, dividends, rents, and premiums (including deposits and
assessments) 18 over $76,000 but less than $126,000, the amount
ascertained under paragraph (1), paragraph (2) (4), and para-
graph (3) shall be an amount which bears the same proportion to
the amount ascertained under such paragraph, computed without
reference to this paragraph, as the excess over 876,000 of such gross
amount recewved bears to $50,000.

“(6) FOREIGN MUTUAL INSURANCE COMPANIES OTHER THAN
LIFE OR MARINE.—In the case of a foreign mutual insurance com-
pany (other than a life or marine insurance company), the net
ancome shall be the net income from sources within the United
States and the gross amount of income from interest, dividends,
rents, and net premiums shall be the amount of such income from
sources within the United States.

“(6) No UNITED STATES INSURANCE BUSIN E88.—Foreign mutual
insurance companies (other than a life or marine insurance com-

ny) not carrying on an insurance business within the United
g’?atee shall not be taxable under this section but shall be tazable
as other foreign corporations.

(()n) page 83, line 15, of the House bill after ‘207" insert: (a) (1)
or (8).
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And the Senate agree to the same.

Amendment numbered 217:

That the House recede from its disagreement to the amendment
of the Senate numbered 217, and agree to the same with an amend-
ment, as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
- ment insert the following: 166; and the Senate agree to the same.

Amendment numbered 219:

That the House recede from its disagreement to the amendment of
the Senate numbered 219, and agree to the same with an amendment,
as follows: ’ '

In lieu of the matter proposed to be inserted by the Senute amend-
ment insert the following: 167; and the Senate agree to the same.

Amendment numbered 220:

That the House recede from its disagreement to the amendment of
the Senate numbered 220, and agree to the same with an amendment,
as follows:

On page 127, line 5, of the Senate engrossed amendments strike out
“170’’ and insert 168; and the Senate agree to the same.

Amendment numbered 221: ‘

That the House recede from its disagreement to the amendment of
the Senate numbered 221, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 169; and the Senate agree to the same.

Amendment numbered 224:

That the House recede from its disagreement to the amendment of
the Senate numbered 224, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 170; and the Senate agree to the same.

Amendment numbered 234:

That the House recede from its disagreement to the amendment of
the Senate numbered 234, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 171; and the Senate agree to the same.

Amendment numbered 242:

That the House recede from its disagreement to the amendment of
the Senate numbered 242, and agree to the same with the following
amendments:

On page 133, line 19, of the Senate engrossed amendments strike
out “174” and insert 172;

On page 134 of the Senate engrossed amendments, strike out lines
8 to 14, inclusive, and insert in lieu thereof the following:

“(a) Derinirion.—The term ‘victory tax net income’ n the case of
any taxable year means (except as provided in subsection (c)) the gross
income for such year (not including gain from the sale or exchange o
capital assets as defined in section 117, or interest allowed as a credut
against net income under section 26 (a) (1) and (2), or amounts re-
ceived as compensation for injury or sickness which are included in gross
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income by reason of the exception contained in section 22 (b) (6)) minus
the sum of the following deductions: ,

On page .138 of the Senate engrossed amendments, line 24, strike
out “‘another” and insert one other person; on page 142 of the Senate
engrossed amendments, lines 19 and 23, strike out ‘/(f)"’ and insert
(e); on page 143 of the Senate engrossed amendments, line 7, before
“for services’’ insert (other than fees paid to a public official); on page
144 of the Senate engrossed amendments, strike out lines 6 to 15,
inclusive, and insert in lieu thereof the foliowing:

“(d) EMproyrE.—The term ‘employee’ includes an officer, employee,
or elected official of the United States, a State, Territory, or any political
subdivision thereof, or the District of Columbia, or any cgency or instru-
mentality of any one or more of the foregoing. The term ‘employee’ also
includes an officer of a corporation,

On page 150 of the Senate engrossed amendments, strike out lines
1 to 6; on page 150 of the Senate engrossed amendments, lines 7
and 14, strike out ‘“(e)” and “(f)”’ and insert (d) and (e), respectively;
on page 151 of the Senate ensrossed amendments, lines 1 and 7,
strike out “(g)”’ and “(h)” and insert (f) and (g), respectively; on

age 153 of the Senate engrossed amendments, line 15, after “section”
insert shall be in liew of the return required to be furnished by the em-
ployer with respect to his employee under section 147 and; on page 156
of the Senate engrossed amendments, line 18, strike out “(f)” and
insert (¢); on page 157 of the Senate engrossed amendments, line 24,
strike out ““(g)’’ and insert (f); and on page 158 of the Senate engrossed
amendments, lines 12 and 15, strike out “(f)”’ and insert (e).

And the Senate agree to the same,

Amendment numbered 273:

That the House recede from its disagreement to the amendment of
the Senate numbered 273, and agree to the same with an amendment,
as follows:

Strike out the matter proposed to be stricken out by the Senate
amendment and insert the following:

(9) Speciric EXEMPTION AND %?E:rtnws oF INTERINSURERS AND
REecrproca, UNDERWRITERS,—

(1) Specrric ExEMPTION .—Section 710 (b) (1) t8 amended by
inserting before the semicolon at the end thereof a comma and the
Sfollowing: “and in the case of a mutual insurance company (other
than life or marine) which s an tnterinsurer or reciprocal under-
writer a specific exemption of $60,000"°. :

(2) Rerurns.—Section 729 (b) (2) 18 amended by inserting
before the period at the end thereof the following: ‘“‘or, in the case
of a mutual insurance compa;z}/ (other than life or marine) which 18
g.go ggae,?:insurer or reciprocal underwriter, 18 mot greater than

And the Senate agree to the same.

Amendment numbered 290:
That the House recede from its disagreement to the amendment of
the Senate numbered 290, and agree to the same with an amendment,

as follows: ‘
In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
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SEC. 209. NONTAXABLE INCOME FROM EXEMPT ‘EXCESS ouTPUT
OF MINING AND TIMBER OPERATIONS AND FROM
BONUS INCOME OF MINES, ETC. .

(@) Incour Creprr.—Section 711 (a) (1) (relating to excess profits
credit computed under income credit) is amended by inserting at the end
thereof the following new subparagraph:

“(I) NONTAXABLE INCOME OF CERTAIN INDUSTRIES WITH
DEPLETABLE RESOURCES.—In the case of a producer of minerals,
or a producer of logs or lumber from a timber block, as defined in
section 736, there shall be excluded nontaxable income from exempt
excess oultput of mines and timber blocks and nontaxable bonus
income provided in section 736.”

(0) InvesTep Capirar Crepir.—Section 711 (a) (2) (relating to
excess profits credit computed under invested capital credit) 18 amended
by inserting at the end thereof the following new subparagraph:

“(K) NONTAXABLE INCOME OF CERTAIN INDUSTRIES WITH
DEPLETABLE RESOURCES.—In the case of a producer of minerals,
or a producer of logs or lumbcir;ifrom a timber block, as defined in
section 736, there shall be excluded nontaxable income from exempt
excess output of mines and timber blocks and nontaxable bonus
income provided in section 736.”

(¢) NontaxasrLe INcome.—Subchapter E of Chapter 2 i8 amended by
inserting after section 734 the following new section:

“SEC. 735. NONTAXABLE INCOME FROM CERTAIN MINING AND
TIMBER OPERATIONS,

“(a) Derinirions.—For the purﬁgses of this section, section 711
(@) (1) (1), and section 711 (a) (2) (K)—

“(1) Propucer.—The term ‘producer’ means a corporation which
extracts minerals from a mineral property, or cuts logs from a timber
block, in which an economic interest 18 owned by such corporation.

“(2) MiNneraL uniT.—The term ‘mineral unit’ means a unit of
metal, coal, or nonmetallic substance in the minerals recovered from
the operation of a mineral Tproperty.

“(8) TiMBER uniT.—The term ‘timber unit’ means a unit of
timber recovered from the operation of a timber block.

“44) ExcErss ourpur.—The term ‘cxcess output’ means the excess
of the mineral units or the timber units for the taxable year over
the normal output.

“(6) Norymar ourpur.—The term ‘normal output’ means the
average annual mineral units, or the average annual timber units, as
the case may be, recovered in the taxable years beginning after Decem-
ber 31, 19356, and not beginning after December 31, 1939 (herein-
after called ‘base period’), of the person owning the mineral property
or the timber block (whether or not the taxzpayer). The average
annual mineral units or timber units shall be computed by dividing
the aggregate of such mineral units or timber units for the base period
by the number of months for which the mineral propert% or the tim-
ber block was in operation during the base period and by multiply-
ing the amount 8o ascertained by twelve. ﬁz any case. in which t
taxpayer establishes, under regulations prescribed by the Commis-
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sioner with the approval of the Secretary, that the operation of any
mineral property or any timber block 1 normallgdgrevented for a
sf:cfi;ﬁed period each year by physical events outside the control of
the taxpayer, the number of months during which such mineral prop-
erty or timber block is regularly in operation during a taxable year
shall be used in computing the average annual mineral units, or
timber units, instead of twelve. Any mineral property, or any tim-
ber block, which was in operation for less than six months during the
base period shall, for the purposes of this section, be deemed not to
have been in operation during the base period.

“(6) MineraL PROPERTY.—The term ‘mineral property’ means
a mineral deposit, the development and plant necessary tor the
extraction of the deposit, and so much of the surface of theerd a8 18
necessary for purposes of such extraction.

“7) MingraLs.—The term ‘minerals’ means ores of the metals,
coal, and such nonmetallic substances as abrasives, asbestos, asphal-
tum, barytes, borax, building stone, cement rock, clay, crushed
stone, feldspar, fluorspar, fuller’s earth, graphite, gravel, gypsum,
limestone, magnesite, marl, mica, mineral pigments, peat, potash,
precious stones, refractories, rock phosphate, salt, sand, silica, slate,
soapstone, soda, sulphur, and tale.

“(8) TiMBer BLock.—The term ‘timber block’ means an

eration unit existing as of December 31, 1941, which includes all
the taxpayer's timber which would logically go to a single given point
of manufacture, but shall not include any operation unit acquired
after December 31, 1941. :

“(9) Normar uniT PrROFIT—The term ‘normal unit profit’
means the average profit for the base period per mineral unit for
such period, determined %edim'ding the net income with respect to
minerals recovered from the mineral property (computed wnth the
allowance for depletion computed in accordance with the basis for
depletion applicable to the current taxable year) during the base
period by the number of mineral units recovered from the mineral
property during the base period. ‘

“(10) EsTiMATED RECOVERABLE UNITS.—The term ‘estimated
recoverable units’ means the estimated number of units of metal,
coal, or nonmetallic substances in the estimated recoverable minerals
from the mineral property at the end of the tazable year plus the
excess output for such year. All estimates shall be subject to the
approval of the Commissioner, the determinations of whom, for the
purposes of this section, shall be final and conclusive.

“(11) Exempr Excess ourpur.—The term ‘exempt excess
output’ for any tazable year means a number of units equal to the
following percentages of the excess output for such year:

“100 per centum if the excess output exceeds 60 per centum of
the estimated recoverable units;

“96 per centum if the excess output exceeds 33% but not 60 per
centum of the estimated recoverable units;

“90 per centum if the excess output exceeds 26 but not 33% per
centum of the estimated recoverable units;

“85 per centum 1if the excess output exceeds 20 but not 26 per
centum of the estimated recoverable units;

“80 per centum 1if the excess output exceeds 16% but not 20 per
centum of the estimated recoverable units,
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“60 per centum if the excess output exceeds 14% but not 16% per
centum of the estimated recoverable units;

“40 per centum if the excess output exceeds 12% but not 14% per
centum of the estimated recoverable units;

“30 per centum if the excess output exceeds 10 but not 12% per
centum of the estimated recoverable units;

“20 per centum 1f the excess output exceeds 6 but not 10 per
centum of the estimated recoverable units.

“(12) U~nir NEr INcoME.—The term ‘unit net income’ means
the amount ascertained by dividing the net income (computed with
the allowance for depletion) from the coal or iron ore or the timber
recovered from the coal mining property, iron mining property, or
timber block, as the case may be, during the taxzable year by the
number of units of coal or iron ore, or timber, recovered from such
property in such year.

“(b) NonTaxaBLk INcowE Frou Exempr Excrss Qurpur.—

“(1) GenERAL RULE—For any taxable year for which the excess
output of mineral property which was in operation during the base
period exceeds & per centum of the estimated recoverable units from
such property, the nontaxable income from exempt excess output for
such year shall be an amount equal (o the exempt excess output for
such year multiplied by the normal unit froﬁt, but such amount
shall not exceed the net income (computed with the allowance for
depletion) attributadle to the excess output for such year.

“(2) CoarL AND IrRoN MINES.—For any taxable year, the non-
tazable income from erempt_excess output of a coal mining or iron
mining property which was in operation during the base period
shall be an amount equal to the excess output of such property for
such year multiplied %’y one-half of the unit net income from such
property for such year, or an amount determined under paragraph
(1), whichever the taxpayer elects in accordance with regulations
prescribed by the Commissioner with the approval of the Secretary.

“(8) TimBER PROPERTIES.—For any taxable year, the nontaxable
wncome from exempt excess output of a timber. block which was in
operation during the base period shall be an amount equal to the
excess output of such property for such year multiplied by one-half
of the unat net income from such property for such year.

“(c) NontaxaBrLe Bonus INcome.— The term ‘nontazable bonus in-
come' means the amount of the income derived from bonus payments made

any agency of the United States Government on account of the produc-
ton n excess of a specified quota of a maineral product or of timber the
exhaustion of which gives rise to an allowance for depletion under section
23 (m), but such amount shall not exceed the net income (computed
with the allowance for depletion) attributable to the output in excess of
such quota.

“ (dq) Rure 1y Cask InNcome From Excess Qurpur INcLUDES.
Bonus PayMent.—In any case in which the income attributable to the
excess oulput includes bonus payments (as provided in subsection (c)),
the taxpayer may elect, under regulations prescribed by the Commissioner
with the approval of the Secretary, to recetve either the benefits of subsection
(b) or subsection (c) with respect to such income as 18 attributable to excess
output above the specified quota.”
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(d) Rerrosacrive ExcrusioN or NoNraxasre Bonus INcome.—
The amendments made by this section inserting section 711 (a) (1) (I),
section 711 (a) (2) (K), and section 736 (c), to the extent thal they relate
to nontazable bonus income, shall be applicable to taxable years beginning
after December 31, 1940,

And the Scnate agree to the same,

Amendment numbered 291:

That the House recede from its disagreement to the amendment of
the Senate numbered 291, and agree to the same with an amend-
ment, as follows: :

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

SEC. 210. NET OPERATING LOSS DEDUCTION ADJUSTMENT.

(@) Section 711 (a) (1) (relating to the excess profits credit computed
under income credit) vs amended by adding at the end thereof the follow-
ing new subparagraph:

“(J) Net operating loss deduction adjustment.—The net oper-
ating loss deduction ‘shall be adjusted as follows:

“@) In computing the net operating loss for any taxabie
year under section 122 (a), and the net income for any taxable
year under section 122 (b), no deduction shall be allowed for
any excess profits tax imposed by this subchapler, and, if the
excess profits credit for such taxable year was computed under
section 714, the deduction for interest shall be reduced by the
amount of any reduction under paragraph (2) (B) for such taz-
able year; and ' ,

“(i) In liew of the reduction provided in section 122 (c),
such reduction shall be in the amoun? by which the excess
profits net income computed with the exceptions and limitations
specified in section 122 (d) (1), (2), (8), and (4) and computed
without regard to subparagraph (B), without regard to any
credit for dwidends received, and without regard to any credit for
interest received provided in section 26 (a) exceeds the excess
profits met income (computed without the met operating loss
deduction).”

(b) Section 711 (a) (2) (relating to the excess profits credit computed
under invested capital credit) is amended by adding at the end thereof the
following new subparagraph:

“(L) Net operating ioss deduction adjustment.— The net operating
loss deduction shall be adjusted as follows:

“@) In computing the net operating loss for any taxable year
under section 122 (a), and the net income for any tazable year
under section 122 (b), no deduction shall be allowed for any
excess profits tax imposed bz this subchapter, and, if the excess
groﬂts credit for such taxable year was computed under section

14, the deduction for inderest shall be reduced by the amount of
any reduction under subparagraph (B) of this paragraph for
such taxable year; and
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(1) In liew of the reduction promded in section 122 (c),
such reduction shall be in the amount by which the excess profits
net income computed with the exceptions and limitations pro-
vided in section 122 (d) (1), (2), (3), and (4) and computed
without regard o subparagraph (D), without regard to any
credit for dindends recewved, and without regard to any credit
for interest received provided in section 26 (a) exceeds the excess
groﬁts 7)wt wncome (computed without the net operating loss de-

uction).”

(¢) The amendments made by this section shall be effective as of the
date of enactment of the Excess Profits Tax Act of 19/0.

And the Senate agree to the same.

Amendment numbered 296:

That the House recede from its disagreement to the amendment of
the Senate numbered 296, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: 228; and the Senate agree to the same.

Amendment numbered 309: ,

That the House recede from its disagreement to the amendment
of the Senate numbered 309, and agree to the same with an amend-
ment, as follows: ‘

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: (§); and the Senate agree to the same.

Amendment numbered 325:

That the House recede from its disagreement to the amendment
of the Senate numbered 325, and agree'to the same with an amend-
ment, as follows:

On page 196, line 2, of the Senate engrossed amendments strike
out “‘average’”’ and insert amount; and the Senate agree to the same.

Amendment numbered 385:

That the House recede from its disagreement to the amendment of
the Senate numbered 385, and agree to the same with an amendment,
as follows:

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

(@) OprioNnaL RETrROACTIVITY OF AMENDMENTS T0 1940 AND 1941 .—
The amendments made by this section, inserting section 760 and seciion
761, shall also be applicable in the computation of the tax for all taxable
years beginning after December 31, 1939, if the taxpayer, within the time
and in the manner and subject to such requlations as the Commissioner,
with the approval of the Secretary, prescribes, elects to have either or both
of such amendments apply. For any taxable year for which the provisions
of section 760 are appﬂed retroactively, the amendment made by subsec-
fvon (b) (2) of this section to section 719 (a) (1) shall also apply. In
case the provisions of section 761 are applied retroactively, the provisions
of section 718 (a) (6), section 718 (b) (4), and section 718 (¢) (4) shull
not az()flz in such computations.

And the Senate sgree to the same.
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Amendment numbered 386:

That the House recede from its disagreement to the amendment of
the Senate numbered 386, and agree to the same with the following
amendments: .

On page 230, line 6, of the Senate engrossed amendments after
“1941” insert: (except 1n the case of a tazable year beginning in 1941
and ending before July 1, 1942);

On page 230, beginning with “In” in line 9, of the Senate engrossed
amendments strike out down to and including the period in line 12
and insert: For the purposes of this part, in the case ofp a taxpayer whose
tax 18 determined under section 710 (a) (8), the term ‘‘tax imposed under
this subchapter’ means the excess of the tax imposed by such section
710 (a) (8) over the tax that would be imposed if such section 710 (a) (3)
were not applicable. c

On page 231, of the Senate engrossed amendments, in the table
appearing on such page strike out “Within the calendar year 1942”
and insert: Within the calendar year 1941 or 1942;

On page 235, line 14, of the Senate engrossed amendments after
“shall”’ insert: , at the election of the taxpayer made in its return for
such year, ; .

On page 235, of the Senate engrossed amendments strike out lines
20 to 23, inclusive, and insert:

(1) An amount equal to 10 per centum of the tax imposed under this
subchapter for the tazable year. _

On page 236, of the Senate engrossed amendments strike out lines
11 and 12 and insert: '

(4) In case such taxable year begins in 1941 or ends before September
1, 19482, zero.

And the Senate agree to the same.

Amendment numbered 391:

That the House recede from its disagreement to the amendment of
the Senate numbered 391, and agree to the same with an amendment,
as follows: .

On page 249, line 6, of the House bill after “months” insert on
accound of a change in the accounting period of the tarpayer; and the
Senate agree to the same.

Amendment numbered 399:

That the House recede from its disagreement to the amendment of
the Senate numbered 399, and agree to the same with an amendment,
as follows:

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

(d) Powers Wira Respecr To Wrice AMENDMENTS Nor APPLI-
CABLE.— :

(1) The amendments made by this section shall not apply with
respect to a power to appoind, created on or before the date of the
enactment of this Act, which is other than a power exercisable in
favor of the decedent, his estate, his creditors, or the creditors of his
estate, unless such power 18 exercised after the date of the enactmend
of this Act.
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(2) The amendments made by this section shall not become
applicable with respect to a power to appoint created on or before the
date of enactment of this Act, which 18 exercisable in favor of the
decedent, his estate, his creditors, or the creditors of his estate, if at
such date the donee of such power 18 under a legal disability to release
such power, until six months after the termination of such legal dis-
ability. For the purposes of the preceding sentence, an individual
wn the military or naval forces of the United States shall, until the
termination of the present war, be considered under a legal disability
to release a power to appoint.

(8) The amendments made by this section shatl not apply unth
respect to any power to appoint created on or before the date of the
enactment of this Act if 1t is released before January 1, 1943, or
within the time limated by paragraph (2) in cases to whach such para-
graph 18 applicable; or if the decedent dies before January 1, 1943, or
within the tyme limated by paragraph (2) in cases to which such para-
graph is applicable, and such power is not exercised.

And the Senate agree to the same.

Amendment numbered 402:

That the House recede from its disagreement to the amendment of
the Senate numbered 402, and agree to the same with an amendment,
as follows:

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

(b) LiapiLiry oF Lire INSURANCE BENEFICIARIES.—Section 826 (c)
( reJlfaéfling to apportionment of liability of beneficiaries) is amended to read
as follows:

“(¢) LiaBiLiry or Lire Insuranci BENEFic1ARIES.—Unless the
decedent directs otherwise in his will, if any part of the gross estate upon
which tax has been paid consists of proceeds of policies of insurance upon
the life of the decedent receivable by a beneficiary other than the executor,
the executor shall be entitled to recover from such beneficiary such portion
of the total tax paid as the proceeds of such policies bear to the sum of the
net estate and the amount of the exemption allowed in computing the net
estate, determined under section 936 (¢). If there is more than one such
beneficiary the executor shall be entitled to recover from such beneficiaries
in the same ratio.” ’

And the Senate agree to the same.

Amendment numbered 418:

That the House recede from its disagreement to the amendment of
the Senate numbered 418, and agree to the same with an amendment,
as follows:

Omit the matter proposed to be inserted by the Senate amendment
and on page 249, of the Senate engrossed amendments after line 23
insert:

(¢) ReLEaSE oN or BEForRE JAaNUARrY 1, 1943 —

(1) A release of a power to appoint before January 1, 1943, shall
not be deemed a transfer of property by the individual possessing such
power,

9(2) This subsection shall apply to all calendar years prior to
1943.

And the Senate agree to the same.
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Amendment numbered 435:

That the House recede from its disagreement to the amendment of
the Senate numbered 435, and agree to the same with an amendment, .
as follows: - '

Restore the matter proposed to be stricken out by the Senate amend-
ment and strike out wherever ap;}’earing therein the term “United
States Tax Court’ and insert The Tax Court of the United States; and
the Senate agree to the same.

Amendment numbered 438:

That the House recede from its disagreement to the amendment of
the Senate numbered 438, and agree to the same with an amendment,
as follows:

On page 253, line 16, of the Senate engrossed amendments strike
out “505” and insert 606; and the Senate agree to the same.

Amendment numbered 448:

That the House recede from its disagreement to the amendment of
the Senate numbered 448, and agree to the same with an amendment,
as follows:

On page 262, line 7, of the Senate engrossed amendments strike out
“December 31, 1941” and insert the date of the enactment of this Act;
and the Senate agree to the same.

Amendment numbered 449:

That the House recede from its disagreement to the amendment of
the Senate numbered 449, and agree to the same with an amendment,
as follows: _

In lieu of the matter proposed to be inserted by the Senate amend
ment insert the following: 607; and the Senate agree to the same.

- Amendment numbered 459: .

That the House recede from its disagreement to the amendment of
the Senate numbered 459, and agree to the same with an amendment,
as follows: :

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

SEC. 508. MITIGATION OF EFFECT OF RENEGOTIATION OF WAR
CONTRACTS OR DISALLOWANCE OF REIMBURSEMENT.

Chapter 38 is amended by inserting at the end thereof the following
new section:

““SEC. 3806. MITIGATION OF EFFECT OF RENEGOTIATION OF WAR
CONTRACTS OR DISALLOWANCE OF REIMBURSE-
MENT.

“(a) Repucrion FOR PRIOR TaxaBLE YEAR—

‘(1) EXCESSIVE PROFITS ELIMINATED FOR PRIOR TAXABLE
YEAR.—In the case of a contract with the United States or any agency
thereof, or any subcontract thereunder, which 18 made by the taz-
payer, if a renegotiation 18 made in respect of such contract or sub-
contract and an amound of excessive profits received or accrued under
such contract or subcondract for a taxable year (hereinafter referred

H. Repts., 77-2, vol, §———29
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to as ‘Igrior taxable year’) 18 eliminated and, in a taxable year ending
a{:er December 31, 1941, the taxpayer is required to pay or repay to
the United States or any agency thereof the amount of excessive
profits eliminated or the amount of excessive profits eliminaled s
applied as an offset against other amounts due the taxpayer, the part
of the contract or subcontract price which was received or was accrued
or the prior taxable year shall be reduced by the amount of excessive
profits eliminated. For the purposes of this section—

““(A) The term ‘renegotiation’ includes any transaction which
18 @ renegotiation withan the meaning of section 403 of the Sixth
Supplemental National Defense Appropriation Act (Public 628,
77th Cong., 2d Sess.) or such section,as amended, any modifica~
tion of one or more contracts with the United States or any
agency thereof, and any agreement with the United States or
any agency thereof in respect of one or more such contracts or
subcontracts thereunder.

“(B) The term ‘excessive profits’ includes any amount which
constitutes excessive profits within the meaning assigned to such
term by subsection (a) of section 403 of the Swth Supplemental
National Defense Appropriation Act (Public 628, 77th Cong.,
2d Sess.), as amende(f by the Revenue Act L(;/ 1942, any part of
the contract price of a contract with the United States or any
agency thereof, any part of the subcontract price of a subcontract
under such a contract, and any profits derwed from one or more
such contracts or subcontracts.

“(C) The term ‘subcontract’ includes any purchase order or
agreement which is a subcontract within the meaning assigned
to such term by subsection (a) of section 4083 of the Sixth Supple-
mental National Defense Appropriation Act (Public 628,
77th Cong., 2d Sess.), as amended by the Revenue Act of 1942,

“(2) REDUCTION OF REIMBURSEMENT FOR PRIOR TAXABLE
YEAR.—In the case of a cost-plus-a-fixzed-fee contract between the
United States or any agency thereof and the taxpayer, if an item for
which the taapayer has been reimbursed is disallowed as an item of
cost chargeable to such contract and, in a taxable year beginning after
December 31, 1941, the tax ai/er 18 required o repay the Unated
States or any agenc tkereojP the amount disallowed or the amount
disallowed 13 applied as an offset against other amounts due the taz-
payer, the amount of the revmbursement of the taxpayer under the
contract for the taxable year in which the reimbursement for such
item was received or was accrued (hereinafter referred to as ‘prior
wazable year') shall be reduced by the amount disallowed.

“(8) Depucrron bprsarLowsp.—The amount of the payment,
repayment, or offset described in paragraph (1) or paragraph (2)
shaw not constitute a deduction for the year in which paid or
incurred.

“ 154) Exceprion—The foregoing provisions of this subsection
shall not apply in respect of any contract if the taxpayer shows to the
satigfaction of the Commissioner that a different method of accounting
for the amount of the payment, repayment, or disallowance clearly
reflects income, and in such case the payment, repayment, or dis-
allowance shall be accounted for unth respect to the taxable year
provided for under such method, which for the purposes of subsections
(0) and (c) shall be considered a prior taxable year.
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- (b)) Crepir AGaINST REPAYMENT ON ACCOUNT OoF RENEGOTIATION
OR ALLOWANCE.—

“(1) Geverar RULE.— There shall be credited against the amount
of excessive profits eliminated the amount by which the tax g)r'th?
prior tazable year under Chapter 1, Chapter 2A, Chapter 2D, and
Chapter 2E, 18 decreased by reason of the application of ﬁzragmph
(1) of subscction (a); and there shall be credited against the amount
disallowed the amount by which the tax for the prior taxablé year
under Chapter 1, Chapter 2A, Chapter 2D, and Chapter 2FE, 18
decreased by reason of the application of paragraph (2) of subsection
(a). . -
“(2) CREDIT FOR BARRED YEAR—If at the time of the paymenit,
repayment, or offset described in paragraph (1) or paragraph (2)
pr‘;tbsection (@), refund or credit of tax under Chapter 1, Chapter
2A, Chapter 2D, or Chapter 2E, for the prior taxable year, is pre-
vented (except for the provisions of section 3801) by any provision of
the internal-revenue laws other than section 3761, or by rule of law,
the amount by which the tax for such year under such chapters is
decreased by the application of paragraph (1) or paragraph (2)
of subsection (a) sfall be computed under this paragraph. There
shall first be ascertained the tax previously determined por the prior
taxable year. The amount of the tax previously determined shall be
(A) the tax shown by the taxpayer uwpon his return for such taxable
year, increased by the amounts previously assessed (or collected with-
out assessment) as dfiicierwies, and decreased by the amount.}‘prq;

“viously abated, credited, refunded, or otherwise repaid in respect of such
tax; or (B) if no amount was shown as the tax by such taxpayer upon
his return, or if no return was made by such taxpayer, then the
amounts previously assessed (or collected without assessment) as
deficiencies, but such amounts previously assessed, or collected
without assessment, shall be decreased by the amounts previously
abated, credited, refunded, or otherunse repaid in respect of such tax.
There shall then be ascertained the decrease in tax previously deter-
mined which results solely from the application of paragraph (1)
or paragraph (2) of subsection: (a) to the prior taxable year.
amount 8o 'ascertained, together with any amounts collected as
additions to the tax or interest, as a result of paragraph (1) or para-
graph (2) of subsection (a) not having been applied to the prior
taxable year shall be the amount by which such tax is decreased. -

“(8) InrerEsT—In determining the amount of the credit under
this subsection no interest shall be allowed with respect to the amound
ascertained under paragraph (1) or paragraph (2); except that if
interest 18 charged by the United States or the agency thereof on
account of the disallowance for any period before the date of.the
payment, repayment, or offset, the credit shall be increased by an
amount equal to interest on the amount ascertained under either
such paragraph at the same rate and for the period (prior to the
date of the payment, repayment, or offset) as interest 18 so chdrged.

“(c) Crepir IN Ligv or Oraer CrEDIT OR REFUND.—If a credit is
allowed under subsection (b) with respect to a prior tazable year no other
credit or refund under the internal-revenue laws founded on the applica-
tion of subsection (a) shall be made on account of the amount allowecf'with
respect lo such taxable year. If the amount allowable as a credit under
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subsection (b) exceeds the amount allowed under such subsection, the excess
shall, for the purposes of the internal-revenue laws relating to credit or
refund of taz, be treated as an overpayment for the prior laxable year
which was made at the time the payment, repayment, or offset was made.”

And the Senate agree to the same.

Amendment numbered 460:

That the House recede from its disagreement to the amendment of
the Senate numbered 460, and agree to the same with an amendment,
as follows:

On page 273, line 2, of the Senate engrossed amendments strike out
“508’" and insert §09; and the Senate agree to the same.

Amendment numbered 474: '

That the House recede from its disagreement to the amendment of
the Senate numbered 474, and agree to the same with an amendment,
as follows:

On page 290. line 8, of the Senate engrossed amendments strike out.
¢$2.00"” and insert $2.50; and the Senate agree to the same.

Amendment numbered 497:

That the House recede from its disagreement to the amendment of
the Senate numbered 497, and agree to the same with an amendment,
as foilows: _

Restore the matter proposed to be stricken out by the Senate amend-
ment and on page 317, line 11, of the House bill strike out ‘621" and
insert “620”, and beginning in line 16 strike out the following:

“(a) Tax.—There shall be imposed upon the amount paid within
the United States after the effective date of this section for the trans-
portation, on or after such effective date, of pronerty by rail, motor
vehicle, water, or air from one point in the United States to another,
a tax equal to 5 per centum of the amount so paid, except that, in the
case of coal, the rate of tax shall be 5 cents per long ton.”

and insert in lieu thereof

“(a) Tax.—There shall be imposed upon the amount paid within the
United States after the effective date of tlf)is section for the transportation,
on or after such effective date, of property by rail, motor vehicle, water, or
air from one point in the ,Um'te(%} States to another, a tax equal to 3 per
centum of the amount so paid, except that, in the case of coal, the rate of
tax shall be 4 cents per short ton.

And the Senate agree to the same.

Amendment numbered 498:

That the House recede from its disagreement to the amendment of
the Senate numbered 498, and agree to the same with an amendment,
a8 follows:

On page 295, line 8, of the Senate engrossed amendments strike out
%620" and insert 627; and the Senate agree to the same.

Amendment numbered 499:

That the House recede from its disagreement to the amendment ot
the Slclmat,e numbered 499, and agree to the same with an amendment,
as follows:
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On page 296, line 2, of the Senate engrossed amendiments strike out
“621’’ and insert 622; and the Senate agree to the same.

Amendment numbered 600: :

That the House recede from its disagreement to the amendment of
the Senate numbered 500, and agree to the same with an amendment,
as follows:

On page 297, line 2, of the Senate engrossed amendments strike out
“622” and insert 623; and the Senate agree to the same.

Amendment numbered 503: :

That the House recede from its disagreement to the amendment of
the Senate numbered 503, and agree to the same with an amendment,
as follows:

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

TITLE VIII—RENEGOTIATION OF WAR CONTRACTS
SEC. 801. RENEGOTIATION OF WAR CONTRACTS.

(a) Subsections (a), (b), and (c) of section 403 of the Sizth Supple-
mental National %ense Aaz')fropriation Act (Public 628, 77th Cong.,
2d Sess.), are amended to read as follows:

“Skec. 403. (a) For the purposes of this section—- :

“(1) The term ‘Department’ means the War Department, the
Navy Department, the Treasury Department, and the Mariiime Com-
massion, respectively.

“(2) In the case of the Maritime Commission, the term ‘Secre-
tary’ means the Chairman of such Commsission.

““(3) The terms ‘renegotiate’ and ‘renegotiation’ include the refiz-
ing by the Secretary of the Department of the contract price.

“(4) The term ‘excessive profits’ means any amount of a coniract
or subcontract price which 18 found as a result of renegotiation to
represent excessive profils. S

“(8) The term ‘subcontract’ means any purchase order or agree-
ment to perform all or any part of the work, or to make or furnish
any article, required for the performance of another contract or sub-
contract. The term ‘article’ includes any material, part, assembly,
machinery, equipment, or other personal property.

“For the purposes of subséctions (d) and (e) of this section, the
term ‘contract’ includes a subcontract and the term ‘contractor’ in-
cludes a subcontractor.

“(b) Subject to subsection (i), the Secretary of each Department is
authorized and directed to insert in any contract for an amount in excess
of $100,000 hereafter made by such Department—

“(1) a provision for the renegotiation of the contract price &t a
period or periods when, in the judgment of the Secretary, the profits
can be determined with reasonable certainty;

“(2) a provision for the retention the United States from
amounts ot%rwise due the contractor, or for the repayment by haim to
the United States, if paid to him, of any excessive profits not elimi-
nated through reductions in the contract price, or otherunse, as the
Secretary may direct;
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. “(8) a provision requiring the coniractor to insert in each sub-
condract for an amount in excess of $100,000 made by him under
such contract (1) a provision for the renegotiation by such Secretary
and the subcondractor of the contract price of the subcontract at a
period or periods when, in the judgment of the Secretary, the profils
- can be determined with reasonable certainly, (i1) a provision }:’W the
retention by the contractor for the United States of the amount of any
reduction in the contract price of any subcontract pursuant o 1its
renegotiation hereunder, or for the repayment by the subcontractor to
the United States of any excessive profits from such subcontract paid
to him and not eliminated througﬁrreductims in the contract price
or otherwise, as the Secretary may direct, and (i11) a provigion for
relieving the contractor from any liablity to the subcontractor on
account of any amount so retained by the contractor or repaid by the
subcontractor to the United States, and (iv) in the discretion of the
Secretary, a provision requiring any subcontractor to insert in any
subcontract made by him under such subconiraci, provisions corre-
s%nding to those of subparagraphs (3) and (4) of tiis subsection (b);
a
“(4) a provision for the retention by the United States from amounits
otherwise due the contractor, or for repayment by him to the United
States, as the Secretary may direct, of the amount of any reduction
in the contract price gf any subcontract under such contract, which the
contractor 1s directed, pursuant to clause (3) of this subsection, to
withhold from payments otherwise due the subcontractor and actually
unpard at the time the contractor receives such direction.

“The provision for the renegotiation of the contract price, in the dis-
cretion of the Secretary, (1) may fiz the period or periods when or within
which renegotiation shall be had; and (it) if in the oprnion of the Secretary
the provisions of the condract or subcontract are otherwise adequate to
prevend excessive profits, may provide that renelgotiation shall apply only
to a portion of the contract or subcontract or shall not apply to performance
during a specified period or periods and may also provide that the con-
tract price wn effect during any such period or periods shall not be subject
to renegotiation. '

- *(c) (1) Whenever, in the opinion of the Secretary of a Department
the profits realized or Ukely to be realyzed from any condract with suc

Department, or from any subcontract thereunder whether or not made by
the contractor, may be excessive, the Secretary 18 authorized and directed
to require the contractor or subcontractor to renegotiate the contract price.
When the contractor or subcontractor holds two or more contracts or sub-
contracts the Secretary in his discretion, may renegotiate to eliminate
excessive profits on some or all of such contracts and subcontracts as a
group without separately renegotiating the contract price of each contract
or subcontract.

“(2) Upon renegotiation, the Secretary 18 authorized and directed
to eliminate any excessive profits under such contract or subcontract
() by reductions n the contract price of the contract or subcontract,
or by other revision in its terms; or (iv) by withholding, from amounts
otherwise due to the contractor or subcontractor, any amount of such
excessive profits; or (1it) by directing a contractor to withhold for the
account of the United States, from amounts otherwise due to the sub-
contractor, any amount of such excessive profits under the subcon-
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tract; or (iv) by recovery from the contractor or subcontractor, through
repayment, credit or suit, of any amount of such excessive profits
actually paid to him; or (v) by a%combin_ation of these methods, as
the Secretary deems desirable. e Secretary may bring actions on
bel.alf of the United States in the appropriate courts of the United
States to recover from such coniractor or subcontractor, any amount of
such excessive profits actually paid to him and not withheld or elimi-
nated by some other method under this subsection. The surety under
a contract or subcontract shall not be liable for the repayment of any
excessive profits thereon. All money recovered by way of repayment
or suit under this subsection shall be covered into the Treasury as
miscellaneous receipts. .

“(8) In determining the excessiveness of profits realized or likel
to be realized from any contract or subcontract, the Secretary shall
recognize the properly applicable exclusions and deductions of the
character which the contractor or subcontractor is allowed, under
Chapter 1 and Chapter 2E of the Internal Revenue Code. In deter-
mining the amount of any excessive profits to be eliminated hereunder
the Secretary shall allow the contractor or subcontractor credit for
Federal income and excess profits tazes as provided in section 3806
of the Internal Revenue Code.

“(4) Upon renegotiation pursuant to this section, the Secretary
may make such final or other agreements with a contractor or sub-
contractor for the eliminalion of excessive profits and jor the dis-
charge of any liability for excessive profits under this section, as the
Secretary deems desirable. Such agreements may cover such past and
fucure period or periods, may apply «o such contract or contracts of
the contractor or subcontractor, and may contain such lterms and
conditions, as the Secretary deems advisable. Any such agreement
shall be final and conclusive according lo its terms; and except
upon a showing of fraud or malfeasance or a wilful misrepresen-
tation of a materal fact, (1) such agreement shall not be reopened
asg to the matters agreed upon, and shall not be modified by any
officer, employee, or agent of the United States; and (ii) such agree-
ment ond any determination made in accordance therewith shall
not be annulled, modified, set aside, or disregarded n any suit,
action, or proceeding.

“(6) Any contractor or subcontractor who holds contracts or sub-
coniracts, to which the provisions of this section are applicable, may
file with the Secretaries of all the Departments concerned statements
of actual costs of production and suck other financial statements for
any prior fis gear or years of such contractor or subcontractor,
in such form and detail, as the Secretaries shall prescribe by joint
requlation.  Within one year after the filing of such statements, or
within such shorter period as may be prescribed by such joint regu-
lation, the Secretary of a Department may give the contractor or
subcontractor written notice, in form and manner to be prescribed in
such joint regulation, that the Secretary is of the opinion that the
gro fits realized from some or all of such contracts or subcontracts may

e excessive, and fixring a date and place for an initial conference to
be held within sixty days thereafter. If such notice is not given and
renegotiation commenced by the Secretarz within such sirty days the
contractor or subcontractor shall not thereafter be required to re-
negotiate to eliminate excessive profits realized from any such contract
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or subcontract during such fiscal year or years and any liabilities of
the contractor or subcontractor for excessive profits realized during
such period shall be thereby discharged. ’ :

“©6) Thrs subsection (c) shall be applicable to all contracts and
subcontracts hereafter made and to contracts and subcontracts
heretofore made, whether or not such contracts or subcontracts con-
tain a renegotiation or recapture clause, unless (i) final payment
pursuant to such contract or subcontract was made prior to April
28, 1942, or (11) the contract or subcontract egrovides otherwise pur-
suant to subsection (b) or (1), or is exempted under subsection (1),
of this section 408, or (%) the aggregate sales by the contractor or
subcontractor, and by all persons under the control of or controlling
or under common control with the contractor or subcontractor, under
contracts with the Departments and subcontracts thereunder do mot
exceed, or in the opinion of the Secretary concerned will not exceed,
$100,000 for the fiscal year of such contractor or subcontractor.

“No renegotiation of the contract price pursuant to any provision
therefor, or otherwise, shall be commenced g:the Secretary more than
one year after the close of the fiscal year of the contractor or sub-
contractor within which completion or termination ?f the contract or
subcontract, as determined by the Secretary, occurs.”

(0) Subsection (f) of section 408 of the Sixth Supplemental National
Defense Appropriation Act (Public 628, 77th Cong., 2d Sess.), 18 amended
to read asz;lrlowa:

“(f) Subject to any regulations which the President may prescribe for
the protection of the interests of the Government, the authority and dis-
cretion herein conferred upon the Secretary of each Department may be
delegated in whole or in part by him to such individ or agencies as
he may designate in his Department, or in any other Department with
the consent of the Secretary of that bepartment, and he may authorize
such individuals or agencies to make further delegations of such authority
and discretion.”’ :

(c) Section 408 of the Sizth Supplemental National %ense Appro-
priation Act (Public 628, 77th Cong., 2d sess.), is amended by adding
at the end thereof the following subsections:

“@“) (1) The promsions of this section shall not apply to—

“(1) any contract by a Department with any other department,
bureav, agency, or governmental corporation of the United States
or with any Territory, possession, or State or any agency thereof or
with any foreign government or any agency thereof; or '

‘(i) any contract or subcontract for the product of a mine, oil or
gas well, or other mineral or natural deposit, or timber, whiwch has
not been processed, refined, or treated beyond the first form or stade
suitable for industrial use; and the Secretaries are authorized by
joint regulation, to define, interpret, and apply this exemption.

“(2) The Secretary of a Department 18 aut%orized, i his discre-
tion, to exempt from some or all of the provisions of this section—

- “(i) any contract or subcontract to be performed outside of
% tzrritorial limits of the continental {lm'ted States or in
ska;
“(11) any contracts or subcontracts under which, in the
opinion of the Secretary, the profits can be determined with
reasonable certainty when the contract price vs established, such
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as certain classes of agreements for personal services, for the
purchase of real property, perishable goods, or commodities the
minimum price for the sale of which been fized by a public
regulatory body, of leases and license agreements, and of agree-
ments where period of performance under such contract or
subcontract will not be in excess of thyiruti/ days; and

“(17) a portion of any contract or subcontract or performance
thereunder during a specified period or periods, if in the opin-
1on of the Secretary, the provisions of the contract are otherwise
adequate to prevent excessive profits.

The Secretary may so exempt contracts and subcondracts both individually
and by general classes or types.

“(J) Nothing in sections 109 and 113 of the Criminal Code (U. S. C.,
title 18, secs. 198 and £03) or in section 190 of the Revsed Statutes
(U. 8. C.,title.5, sec. 99) shall be deemed to prevent any person appotnied
by the Secretary of a Department for intermattent and temporary employ-
ment in such Department, from acting as counsel, %mt, or attorney for
prosecuting any claim against the United States: Provided, That such
person shall not prosecute a,nty claim against the United States (1) which
am’see:{from any matter directly connected with which such person is em-
ployed, or (2) during the period such person 18 engaged in intermittent
and temporary employment in a Department.”

. ((?942 amendments made by this section shall be effective as of April
8, 1942.
And the Senate agree to the same.

Amendment numbered 504.
Amend the table of contents to read as follows:

Tirre I—INprvipvar aND Corporarion INcour Taxks
PART I—AMENDMENTS TO CHAPTER 1

Sec. 101. Taxable years to which amendments applicable.

Sec. 102. Normal tax on individuals (sec. 11).

Sec. 103. Surtaz on individuals (sec. 12 (b)).

Sec. 104. Optional tax on indinduals with gross income from certain
sources of $3,000 or less (sec. 400).

Sec. 105. Tax on corporations (sec. 16).

Sec. 106. Tax on nonresident alien individuals (sec. 211).

Sec. 107. Tax on foreign corporations (sec 231 (a)).

Sec. 108. Withholding of tazx at source (secs. 143 and 144).

Sec. 109. Treaty obligations. : :

Sec. 110. Transfers of life insurance contracts, etc. (sec. 22 (b) (2)).

Sec. 111. Income received from estates, etc., under gifts, bequests, etc.
(sec. 22 (b) (3)).

Sec. 112. Amendments to conform Internal Revenue Code with Public
Debt Act of 1941 (sec. 22 (b) (4) ).

Sec. 113. Exclusion of pensions, annuities, etc., for disability resulting

"~ from mildtary service (sec. 22 (6) )). ’
See. 114. Ez(cg;zs(zg;n) of income from discharge of indebtedness (sec. 22
Sec. 116. Improvements by lessee (sec. 22 (b)).
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Recovery of bad debts, prior tazes, and delinquency amounts
(sec. 22 (b)).

117, Acgitzlg;t)al allowance for military and naval personnel (sec.
. 118. Re gr(tdge 2)i;'emem in connection with inventory methods (sec.
. 119. Lastsin first-out inventory (sec. 22 (d)).
. 120. Alimony and separate maintenance paymenis (sec. 22).
. 121. Non-trade or non-business deductions (sec. 23 (a)). :
. 122. Deduction allowable to purchasers for State and local retail
sales taxes (sec. 23 (c){" v
. 123. Deduction for stock and bond losses on securities in affiliated
corporations (sec. 23 (g)). '
. 184. Deduction for bad debts, etc. (sec. 23 (k)).
. 125. Corporate contributions to United States, etc., or for charitable
use outside United States deductible (sec. 23 (q)).
. 126. Amortizable bond premium (sec. 23).
. 127. Deduction for meducal, dental, etc., expenses (sec. 23).
. 128. Deduction of certain amounts paid to cooperative apartment
corporation (sec. 23).
. 129. Degrcitig;z denred if proceeds used to pay for insurance (sec.
a)).
. 130. Tazxes and other charges chargeable to capital account mot
deductible but treated as capital items (sec. 24 (a)).
. 181. Reduction of personal exemption and credit for dependents—
requirement for return (sec. 26 (b) (1)).
132. Computation of net olperating losg credit and dividends pard
credit (sec. 26 (c¢) (1)).
1338. Credit for dividends paid on certain 5rqferred stock (sec. 26).
134. Income in respect of decedents (sec. 42 (a)).
136. Returns for a period of less than twelve months (sec. 47).
136. Declaration that return made under penalties for perjury in lieu
of oath (sec. 61).
137. Exfmpt?g; )oj employees’ voluntary beneficiary associations
sec. . .
138. De;zozgl (o)c(agv)ltal loss carry-over to section 102 companies (sec.
1)).
139. Compensation for services rendered for a- period of thirty-siz
months or more (sec. 107).
140. Certain fiscal year taxpayers (sec. 108).
141. Western Hemasphere trade corporations (sec. 109).
1/2. Nonrecognition of loss and determination of basis in case of
certain railroad reorganizations (sec. 112 (b)).
148. Basis of gifts (sec. 113 (a)).
1}4. Basis of property in case of optional value for estate taz pur-
poses (sec. 113 (a) (6)).
146. Percentage depletion for coal, fluorspar, ball and sagger clay,
rock asphalt, and metal mines and sulphur (sec. 114 (b) (4)%.
146. Effect on earnings and profits of wash sale losses (sec. 116 (1)).
147. Duistributions in liguidation (sec. 116 (c)). '
148. Incc}me r;;m sources without United States in certain cases (sec.
116 (a)).
149. Reciprocal exemption of compensation of employees of the Com-

monweath of the Philippines (sec. 116 (h)).
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Capital gains and losses (sec. 117).

Real property; tnvoluntary conversions; efc. (sec. 117).

Holl%n?h ;am'od of stock acquired through exercise of rights (sec.

Two-year carry-back of net operating losses (sec. 122 (b)).

Commodity credit loans (sec. 123).

Extension of deduction for amortization of emergency facilities
(sec. 124).

War losses.

Recovery of unconstitutional Federal tazes.

Foreign tax credit (sec. 131).

Extension of consolidated returns privilege to certain corpora-
tions (sec. 141).

Aliens and foreign corporations treated as nonresidents (secs.
143 and 144). N

Deductions for estate tax and income tax of estate (sec. 162).

Pension trusts (sec. 166). ,

Life insurance companies (sec. 201).

Insurance companies other than life or mutual and mutual
marine insurance companies (sec. 204).

Mut%zl insurance companies other than life or marine (sec.
207).

Technical amendment to definition of “ dwidend’’ (sec. 116 (a)).

Transactions in stocks, securities, and commodities not consid-
erb'ec)i engaging in trade or business in certain cases (sec. 211

Peg'iz)dfor filing petition extended in certain cases (sec. 272 (a)).

Statute of limitations on refunds and credits (sec. 322).

Regulated investment companies (Supplement Q).

Amendments to Supplement R (sec. 371).

Temporary income tax on individuals.

PART II-—PERSONAL HOLDING COMPANIES

Rates of personal holding company tax (sec. 5332.

Eremption of certain corporations from personal holding com-
pany tax (sec. 501 (b)). -

Consolidated income (sec. 501 (¢)). '

Computation of undistributed Subchapter A net income (sec.
604). '

Deficiency dividends of personal holding companies (sec. 506).

Dustributions by personal holding companies (sec..1156 (a)).

Tirne II—FExcess Prorirs Tax
PART I—EXCESS PROFITS TAX AMENDMENTS

Tazable years to which amendments applicable.

Rate of excess profits tax (sec. 710 (a)g).

Certain fiscal year taxpayers (sec. 710 (a)).

Two;year carry-back of unused excess profits credit (sec. 710
©). $

Comp)umtion of excess profits and invested capital of insurance
companies (sec. 711 (a)).
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Sec. 208. Technical amendments made necessary by change in base for
corporation tax (sec. 711 (a)).

See. 207. Capital gains and losses in the compulation of excess. profite
net tncome (sec. 711 (a)).

Sec. 208. Retroactive treatment of involuntary conversions as capital
transactions (sec. 711 (a) (1)). -

- Sec. 209. Nontaxable income from certain mining and timber operations
(sec. 711 (a) (1)).

See. 210. Net operating loss deduction adjustment (sec. 711 (a) (1)).

Sec. 211. Credit for diwvidends received in computation of excess profits
?e§ z'('rg;ome in connection with invested capital credit (sec. 711
a .

Sec. 212. Ap(plica%)%n(o))excess profits tax to certain foreign corporations
sec. .

Sec. 213. Ez(ce;;s profits net income placed on annual basis (sec. 711 (a)

. 3)).

Sec. 21/, Interest on certain Federal obligations (sec. 713 (c)).

Sec. 215. Base period net income of lowest year in base period (sec.
713 () (1)).

Sec. 216. Ca%iggal( r’)%duction in case of members of controlled group (sec.

Sec. 217. Inmvste(lq capital credit (sec. 714).

Sec. 218. Basis of property paid in (sec. 718 (a) (2)).

Sec. 219. Deficit 1n earnings and profits of another corporation (sec. 718).

See. 220. Amortizable bond premium on certain Government obligations
(sec. 720 (2)).

See. 221. Abnormalities wn income in taxable period (sec. 721).

Sec. 222. Relief provisions (sec. 722).

Sec. 223. Exempt corporations (sec. 727).

Sec. 22/. Excess profits tax returns (sec. 729 (b)).

Sec. 225. Consolidated returns (sec. 730).

Sec. 226. E‘a:(empt}gzl )from tax of mining of certain strategic minerals

. (see. .

See. 227. Amendments to section 734.

Sec. 228. Rules for income credit in connection with certain exchanges
(Supptement A).

See. 229. Termanation of Supplement B.

Sec. 230. Invested capital in connection with certain exchanges and liqui-
dations (%Zhapter 2E).

PART [I—POST-WAR REFUND OF EXCESS PROFITS TAX
See. 260. Post-war refund of excess profits tazx.

Tiree III—Carirar Stocx AND DEcLARED VaiLve Excrss Prorirs
Taxkes

Sec. 301. Capital stock tax (sec. 1200).

Sec. 302. Declared value excess profits tax (sec. 600).

Sec. 303. Declared value excess profits tax for taxable years of less than
twelve months (sec. 601).

See. 304. Technical amendments made necessary by change in base for
corporation tax (sec. 602).
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Tirre IV—FEsrare anp Girr Taxes
PART I—ESTATE TAX

. Estates to which amendments applicable.

Community interests (sec. 811 (e)).

Powers of agpointment (sec. 811 (f)).

Proceeds of life insurance (sec. 811 (g)).

Deziuct_ig,?;; ng)t)allowablc‘ in excess of certain property of estate
sec. . ,

Charitable pSedges (sec. 812 (b)).

De(de)xftion on account of property previously taxed (sec. 812
c)).

Deiéiuct'(i%z) Jor disclatmed legacies passing to charities (sec.
12 .

Denial of deduction on bequést to certain propaganda organi-
zations (sec. 812 (d)).

Priority of credit for local deuth taxes (sec. 813 (a)).

Liability of certain transferees (sec. 827 (b)).

Exemgtwn of  estates of nonresidents not citizens (sec. 861 (a)).

Period for filing petition extended in certain cases (sec. 871 (a)).

Specific exemption (sec. 935 (¢)).

Overpayment found by Board (sec. 912).

PART I1I—GIFT TAX

Gifts to which amendments applicadle.
Powers of appointment (sec. 1000).
Gifts of community property (sec. 1000).
Exzclusion from net gifts requced (sec. 1003 (b)).
gpeciﬁc exemption of gifts reduced (sec. 1004).
ertod for filing petition extended 'n certain cases (sec. 1012

(@)).
Overpayment found by Board (sec. 1027 (d)).
Definition of property in United States (sec. 1030 (b)).

Tirre V—AMENDMENTS T0 PRIOR REVENUE ACTS 4AND

501.
509.
508.
504.
508.
506.

607.
508.

509.
510.

611,
612

MiscerrLaneovs Provisions

Additional credits for undistributed profits tax.

Stamp tax on certain insurance policies {sec. 1804).

Suit against collector bar in other suits (sec. 3772).

Change of name of Board of Tax Appeals (sec. 1100).

Regquirement of filing notice of lien (sec. 3672).

che)llaneous amendments to stamp tax provisions (sec. 1801,
ete.).

Time for performing certain acts postponed by reason of war.

Mitigation joj effect of renegotiation of war contracts or disal-
lowance of reimbursement.

Amendment to the Public Salary Tax Act of 1939.

Abolition }/ Board of Review and transfer of jurisdiction to
Board of Tax Appeals.

Deg;ziticzn)gf malitary or naval forces of the Uniled States (sec.

97 (a)).

Joint Committee on Internal Revenue Tazation—Power to o8-

tain data (Chap. 48).
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TirLe VI—Excise Taxks

Effective date of this title.

Dnstilled spirits (sec. 2800).

Fermented malt liquors (sec. 3160).

Wines (sec. 3030).

Cigars and cigarettes (sec. 2000).

Telephone, telegraph, etc. (sec. 3466).

Photographic apparatus (sec. 3406 (a) (4)).

Tubricating ouls (sec. 3413).

Transportation of persons (sec. 3469).

Organs under contract before October 1, 1941 (sec. 3404 (d)).

Termination of certain excise taxes (sec 3406 (a) (6), (7), (8),
and (9)).

Aflizing of cigarette stamps in foreign countries (sec. 2112 (c)).

Exemption of insignia, etc., used in connection with uniforms of
the armed forces from yewelry tax (sec. 2400).

Refrigerators, refrigerating apparatus, and air-conditioners
(sec. 8408).

Exemption of certain cash registers (sec. 3406 (a) (6’))

Emempt trans J)ortatwn of 01l by pipe line (sec. 3460).
Coin-operated amusement and gaming devices (sec. 3267).

Sale under chattel mortgage (sec. 2406 and sec. 8441).

Repeal of certain provisions relatmg to mized flour (Chapter
18, Chapter 27).

T mnsportatwn of property. :

Ezxemption from processing tax of palm oil used in maﬂufacture
of 1ron or steel products (sec. 2477).

Cabaret tax (sec. 1700 (e)).

Sule and wuse of toilet preparations by beauty parlors, etc. (sec
2402 (b)).

TirLe VII—Socrar Security TAxEs

Automt;tic increase in 1943 rate not to apply (secs. 1400 and
1410).

TirLe VIII—RENEGoriATION OF WAR CoONTRACTS

Renegotiation of war contracts.

R. L. DougnTon,
JERE COOPER,
JouNn W. BornNE, Jr.,
WesLey E. Disngy,
ALLeEN T. TrREADWAY,
HaroLp KnuTson,
DanieL A. REEp,
Managers on the part of the House.

Wavrter F. GEoRGE,

Davip I. Wawss,

ALBeN W. BArkLEY,

Tom CoNNALLY,

RoserT M. LA FoLLETTE, J¥.,

ArTHUR CAPPER,

A. H. VANDENBERG,
Managers on the part of the Senate.



STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE

The managers on the part of the House at the conference on the
disagreeing votes. of the two Houses on the amendments of the Senate
to the bill (H. R. 7378) to provide revenue, and for other purposes,
submit the following statement in explanation of the effect of the
action sgreed upon by the conferees and recommended in the ac-
companying conference report: :

Amendment No. 1: This amendment omits rents and royalties
from the classes of income permitted’ to be reported on the simplified
return under Supplement T to secure & closer correspondence between
gross income for gupplement T purposes and Victory tax net income.
The House recedes. :

Amendments Nos. 2, 3 and 5: These amendments of the Senate
change the heading of the last column in the schedule of rates in
section 400 of the Code'in order to express more accurately the status
of the taxpayers coming within this column. The House recedes.

Amendment.No. 4: This amendment corrects an error in the table
applicable to Supplement T; the House recedes.

Amendment No. 6: This amendment reduces the allowance for
each dependent for the purposes of Supplement T from $440 to $330
to conform with the change in the basic allowance. The House
vecedes with an amendment fixing such allowance at $385.

Amendment No. 7: This amendment provides that a payment
made to a wife which is includible in her gross income by virtue of the
new sections 22 (k) and 771 of the Code shall not be considered a
payment by her husband for the; support of any dependent. The
House recedes.

Amendments Nos. 8 and 9: These amendments are clerical; the
House recedes.

Amendment'No. 10: This amendment provides that in computing
the corporation surtax net income of a public utility, there shall be
subtracted the credit for dividends paid on its preferred stock pro-
vided by Amendment No. 92, and also that dividends received on
preferred stock of a public utility shall be disregarded in computing
the credit for dividends received. The House recedes with an amend-
ment denying the credit to fiscal year corporations for fiscal years
beginning in 1941. :

Amendment No. 11: This amendment exempts from the surtax on
corporations Western Hemisphere Trade Corporations as defined in
amendment No. 111.  The House recedes.

Amendment No. 12: This amendment reduces the rate on cor-
poration surtax net incomes over $25,000 but not over $50,600 from
32 percent to 22 percent. The House recedes.

Amendment No. 13: This amendment provides for a reduction in
the rate on corporation surtax net incomes over $50,000 from 21
percent to 16 percent. The House recedes.

. 85
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Amendment No, 14: This amendment changes the House provision
with respect to the credit of corporations in computing normal and
surtax for income subject to excess profits tax. Under the House
bill, the general rule is that a corporation subject to excess profits
tax shall be entitled to a credit in an amount equal to its adjusted
excess profits net income. Certain exceptional situations are set
forth in which the amount of credit shall be the amount of which the
excess profits tax imposed under the particular section making the
exception is 90 percent. The House bill includes within this exception
the cases of corporations computing excess profits tax under sections
721 and 726. The Senate amendment eliminates from the exception
provided in the House bill the case of a corporation computing its
excess profits tax under section 722 and adds to the exception corpora-
tions computing excess profits tax under sections 731 and 736 (b).
The amendment further provides that the excess profits tax which shall
be used in computing the credit under the exception means the tax
computed without regard to the 80 percent limitation on tax provided
in section 710 (a) (1) (B), without regard to the credit provided in
section 729 (¢) and (d) and without regard to the adjustments provided
in section 734. The House recedes, with a technical amendment.

Amendmemnt No. 15: This amendment strikes out a provision in the
House bill which has been inserted in section 155 of the bill as passed
by the Senate. The House recedes. ’ ‘

Amendments Nos. 16 and 17: These amendments are clerical ; the
House recedes.

Amendments Nos. 18, 19, 20, 21, 22, 23, 24, and 25: These amend-
ments reduce the rate of tax on nonresident alien individuals as pro-
posed by the House from 37 percent to 30 percent, and the figure ot
$22,900 appearing in the House bill is adjusted to $15,400, which is
the approximate level at which the effective rate equals 30 percent.
The House recedes.

Amendment No. 26: This amendment reduces the rate of tax on
nonresident foreign corporations proposed by the House from 37
percent to 30 percent; the House recedes.

Amendment No. 27: In the case of nonresident aliens, the House
bill provided for withholding of tax at source at a rate of 37 percent,
ThedSenate amendment reduces this rate to 30 percent. The House
recedes,

Amendment No. 28: This amendment provides that in the case of
tax-free covenant bonds which were issued prior to January 1, 1934,
but the maturity date of which has been extended on or after that
date, the rate of withholding at the source shall not exceed 27% percent
with respect to nonresident aliens. The House recedes.

Amendment No. 29: This amendment is clerical; the House recedes.

Amendment No. 30: This section does not appear in the House
bill. In effect, it provides for the exemption from taxation of pro-
ceeds of a life insurance, endowment or annuity contract, if such
contract or interest therein has a basis for determining gain or loss
in the hands of a transferee determined in whole or in part by reference
to such basis of such contract or interest therein in the hands of the
transferor. Thus, where a corporation acquires a life insurance
policy from a predecessor corporation in a tax-free reorganization,
proceeds. received under the policy will be exempt from taxation.
The House recedes. :
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Amendment No. 31: This is a change in section number and title;
the House recedes. '

Amendment No. 32: This is a technical amendment of the last
sentence of section 22 (b) (3) which the House, bill added in order to
prevent the exclusion from income of gifts and bequests paid at inter-
vals out of income. The House receées.

Amendment No. 33: This amendment of section 110 (b) of the
House bill, concerning the allocation of estate and trust income
among legatees and beneficiaries, provides a more detailed application
of the principles of allocation in cases where amounts are to be paid
out of other than income or out of income for a Frior period. The:
amendment requires the inclusion in the income of a legatee or bene-
ficiary of estate or trust income which becomes payable to the legatee:
or beneficiary within the taxable.year. There 18 & new provision for-
allocation to the previous taxable yéar of a portion of amounts paid
within the first 66 days of the taxable year of the estate or trust.

The applicability is also changed from the amounts paid, credited,
or to be (ﬁstributed after December 31, 1941, to taxable years begin--
nix;ﬁ after such date, and, in the case of legatees and beneficiaries, to
such amounts paid, credited, or to be distributed by estates or trusts.
on or after the beginning of such estate’s or trust’s first taxable year
beginning after December 31, 1941,

he House recedes.

Amendment No. 34: This amendment retains in substance the:
provisions of the House bill, which conform certain sections of the:
Code with the Public Debt Act of 1941. In addition, the Senate-
‘inserts clarifying amendments to section 25 (a) and 26 (a) of the Code,.
which are declaratory of existing law.

The amendment also classifies public obligations and provides the
extent to which interest thereon shall be excluded from gross income.

The House recedes with an amendment striking out the matter in-
serted by the Senate amendment, restoring the matter stricken out.
by the Senate amendment, and renumbering the section.

Amendment No. 35: This amendment amends section 22 (b)
(6) to exclude from gross income amounts received as & pension,
annuity, or similar allowance for personal injuries or sickness resulting
fron(li active service in the armed forces of any country. The House
recedes.

Amendment No. 36: This amendment retains in substance the
provisions of the House bill extending the date of applicability of
section 22 (b) (9) of the Code, relating to income realized from the:
discharge of indebtedness. In addition, the amendment changes.
22 (b) (9) to make the relief which it grants available without a
showing of unsound financial condition.

The amendment also adds a new paragraph providing for exclusion
from gross income of amounts of income realized as the result of
discharge of indebtedness of a railroad coxﬁoration in equity receiver-
ship or reorganization proceedings. The House recedes.

Amendments Nos. 37, 38, 39, 40, 41, and 42: These amendments are
clerical; the House recedes.

Amendment No. 43: Section 115 of the House bill provided for the
exclusion from gross income of so much of the amount received during
the present war by an individual in the military or naval forces of the
United States as salary or compensation for active service in such forces

H. Repts., 77-2, vol. 5~—80
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as does not exceed $250 in the case of a single person and $300 in the
case of a married person. This amendment limits this exclusion to
. personnel below the grade of commissioned officer, and the $300
exclusion for married personnel is extended to include the head of a
family, The House recedes.

.tglendment No. 44: This is a change in section number; the House
recedes.

Amendment No. 45: Section 116 of the House bill revised the report
requirement in connection with inventory methods to apply only
to annual reports. This change was made applicable to taxable
years beginning after December 31, 1940. The Senate amendment
makes the above change applicable to taxable years beginning after
December 31, 1938. The House recedes.

Amendment No. 46: This amendment affords to a taxpayer using
the elective inventory method authorized by section 22 (d) of the
Code a measure of relief from the consequences of the involuntary
liquidation of its base stock inventory resulting from prevailing war
conditions. It permits the taxpayer in years ending subsequent to the
year of liquidation, but not later than 3 years after the termination
of the war, to replace, for tax purposes, items of merchandise liqui-
dated from its base stock inventory at their original inventory figures,
charging to income for the year of liquidation any excess costs to which
it may be subjected in offecting the replacement and adding to income
for the year of liquidation any excess of the original inventory figure
over the actual replacement costs ultimately incurred. Adjustment
of the tax liability for the year of liquidation and for all intervening
years shall be made insofar as such years are affected by the replace-* "
ment adjustment and without regard to any statute of limitations or
other restrictions of law other than that of section 3761 of the Code
relating to compromises. The House recedes, with technical
amendments.

Aanendment No. 47: This is a change in section number; the House
recedes.

Amendment No. 48: This is a technical change of the rule for treat-
ment of installment payments of alimony. Under both the House and
the Senate amendments, in general, installment payments discharging
a part of an obligation, the principal sum of which is, in terms of money
or property, specified in the decree of divorce or instrument of settle-
ment, are not considered periodic pavments for the purposes of section
22 (k). The Senate amendment, however, provides that an install-
ment payment is to be considered a periodic payment if such principal
sum, by the terms of the decree or instrument, may be or is to be paid
within a period ending more than ten years from the date of such de-
cree or instrument. But in the latter case, such installment payment
for the taxable year of the wife (or if more than one such installment
payment for such taxable year is received during such taxable year,
the aggregate of such installment payments) shall be considered a
periodic payment only to the extent that it does not exceed 10 percent
of such principal sum. For the purposes of this 10 percent limita-
tion, the portion of a payment of the principal sum which is allocable
to the period after the taxable year of the wife in which it is received
is considered an installment payment for the taxable year in which it
is received. The House recedes.
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Axénendment No. 49: This is a clerical amendment; the House
recedes.

Amendment No. 50: This is a technical amendment making an
appropriate cross-reference; the House recedes.

Amendment No. 51: This is a clerical amendment designed to re-
flect the change made by amendment No. 50. The House recedes.

Amendment No. 52: The amendment is clerical ; the House recedes.

Amendment No. 563: This amendment is clerical ; the House recedes.

Amendment No. 54: This amendment strikes out subsection (c) of
section 118 of the House bill, which now appears as section 163 of the
hill as amended by the Senate. The House recedes.

Amendments Nos. 55, 66, and 57: These amendments are clerical;
the House recedes.

Amendment No. 58: This amendment provides for the allowance of
a deduction to the purchaser for certain State and local retail sales
taxes not imposed by law direotly on the purchaser but passed on to

_and paid by him. The taxes imposed upon persons engaged in fur-
nishing services at retail which are passed on to the consumer are
also included as deductions to the consumer. There is no comparable
provision in the House bill. The House recedes.

Amendment No. 59: Section 23 (g) of the Code provides that the
loss resulting from the worthlessness of securities, defined as shares
of stock in a corporation and rights to subscribe for or to receive
such shares, shall, if such shares are capital assets, be considered as a
loss from the sale or exchange of capital assets, The amendment adds

-8 new paragraph (4) to section 23 (g) so as to provide that, for the

purposes of this section, stock in a corporation affiliated with the tax-

ayer shall not, in the case of such taxpayer, be deemed a capital asset.
'Ii"he House recedes.

Amendments Nos. 60 and 61: These amendments are clerical; the
House recedes., '

Amendment No. 62: This amendment is technical, conforming to
the change made by amendment No. 132; in view of the action taken
on amendment No. 132, the House recedes.

Amendment No. 63: This amendment is clerical ; the House recedes.

Amendment No. 64: This amendment adds a new paragraph (5)

“to section 23 (k) to provide that bonds, debentures, notes, or certifi-
cates, or other evidences of indebtedness issued with interest coupons
or in registered form by any corporation affiliated with the taxpayer
shall not, in the case of such taxpayer, be deemed capital assets for
the purposes of section 23 (k) (2) (which treats the loss resulting
from the worthlessness of such securities, if they are capital assets,
as a loss from the sale or exchange of capital assets). Section 23 (k)
(1) (relating {o the deductibility of worthless debts) shall be applicable
with respect to debts evidenced by such securities, except that no
deduction on account of worthlessness shall be allowed under such
section with respect to any such debt which is recoverable only in
part. The House recedes.

Amendments Nos. 65, 66, and 67: These amendments are clerical;
the House recedes.

Amendment No. 68: This amendment makes the provisions of
section 119 of the House bill with respect to nonbusiness bad debts
applicable only to taxable years beginning after December 31, 1942,
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finst‘;oaad of December 31, 1941, as in the House bill. The House
rucodes,

~ Amendment No. 69: This amendment provides that section 23 (k)
(6) (mentioned under amendment No. 64 above), is applicable with
resggct to years beginning after December 31, 1941. The House
recedes.

Amendment No. 70: This amendmert is clerical; the House recedes,
with a clerical amendment.

Amendment No. 71: This amendment broadens section 23 (q)
of the Code so as to allow deductions to corporations for contribu-
tions or gifts made to or for the use of the United States, any State,
Territory, or any political subdivision thereof, or the District of
Columbia, or any T%ossession of the United States, for exclusively
public purposes. e amendment deletes the provision contained in
existing law which limits corporate charitable deductions to those
contributions or gifts which are to be used only within the United
States or its possessions. The House recedes, with an amendment
which provides that contributions to a trust, chest, fund, or foundation
made within a taxable year beginning after the end of the war shall
be deductible only if they are to be used within the United States or
its possessions. ‘

féxdnendment No. 72: This is a change in section number; the House
recedes. ‘

Amendment No. 73: This amendment alters the definition of
“bond” for the purpose of the amortization of bond premium pro-:
vision so as to exclude obligations which constitute stock in trade of
the taxpayer or obligations which would be includible in an inventory
madde by a taxpayer at the close of a taxable year. The House
recedes. '

Amendment No. 74: This amendment is clerical; the House recedes.

Amendment No. 75: This amendment adds section 23 (x) to the
Code to allow a deduction for extraordinary expenses paid during
the taxable year for the medical care of the taxpayer, his spouse, or a
dependent of the taxpayer. The deduction is limited to such expenses
as exceed 5 percent of net income computed without the benefit of
section 23 (x), and the maximum deduction for any taxable year in
the case of a husband and wife who file a joint return, or a head of a
family, may not exceed $2,500, and in the case of all other indivi-
uals, $1,250. The House recedes.

Amendment No. 76: This amendment adds to the Code section 23
(y) to provide that losses of certain mining corporations for taxable
years beginning in 1938 and 1939 shall be allowed as deductions in
computing net income for the first taxable year beginning in 1940.
The Senate recedes.

Amendment No. 77: This amendment adds to the Code section 23
(z) to allow a tenant-stockholder to deduct from gross income amounts
paid or accrued to a cooperative apartment corporation within the
taxable year of the tenant-stockholder, if such amounts represent
such tenant-stockholder’s proportionate share of certain real estate
taxes, allowable as deductions under section 23 (¢) of the Code, paid
or incurred by the corporation, or of the interest paid or incurred by
the corporation on certain indebtedness. The House récedes with an
amendment renumbering the section.



REVENUE ACT OF 1043 41

Amendment No. 78: This is a clerical amendment; the House
recedes, with an amendment renumbering the section.

jginendment No. 79: This amendment is clerical. The House
recedes. ,

Amendment No. 80: Section 121 of the House bill is revised by
this amendment which adds to the Code a new paragraph. denying
a deduction under section 23 (b) for any amount, whether in the form
of interest or in any other form, which has been paid or accrued on an
indebtedness inourred or continued to purchase a single premium
life insurance or endowment contract. For the purpoges of this new
paragraph a contract shall be considered a single premium life insur-
ance contract, if substantially all the premiums on such contract are
paid within a period of four years from the date on which the contract
18 purchased. The House recedes.

Amendments Nos. 81 and 83: These amendments are clerical; the
House recedes, with amendments renumbering these sections.

Afinendment No. 82: This is a clerical amendment; the House
recedes. :

Amendment No. 84: This amendment is technical, to conform the
title of section 132 with the material added by amendment No. 86.
The House recedes. ‘

Amendment No. 85: This amendment.provides that alien residents
with the appropriate status of countries contiguous to the United
States shall %e allowed the personal exemption of head of a family
or of a married person living with husband or wife in cases where
such countries allow similar exemptions to citizens of the United States
who reside in the United States. The House recedes.

Amendment No. 86: This amendment reduces the credit for depend-
ents from $400 to $300. The House recedes with an amendment
fixing such credit at $350.

Amendment No. 87: This amendment is clerical ; the House recedes.

Amendment No. 88: This is a clerical amendment; the House
recedes with an amendment renumbering the section.

- Amendments Nos. 89 and 90: These amendments are clerical; the
House recedes.

Amendment No. 91: This amendment provides that section 133 of
the bill as amended by the Senate shall be applicable with respect to
taxable years beginning after December 31, 1939, instead of December
31, 1941, as provided in the House bill. The House recedes.

Amendment No. 92: This amendment inserts at the end of section
26 of the Code a new subsection which allows to public utilities a
credit against the corporate surtax of the amount of dividends paid
on their preferred stock during the taxable year. The House recedes
with technical changes.

Amendment No. 93: This amendment makes a change in section
number; the House recedes, with a clerical change.

Amendment No. 94: Under the House bill, the recipient of income
in respect of a decedent includes such income in his gross income, and
is given a deduction for the estate tax paid on account of the inclusion
in the decedent’s estate of the right to such income, determined on the
basis of the effective rate of estate tax applicable to the decedent’s
estate. The Senate amendment provides that such deduction shall be
determined on the basis of the Increase in estate tax caused by the
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inclusion in the decedent’s estate of all rights to such income. The
House recedes. ,

Amendment No. 956: This amendment provides that the retroactive
provisions of section 135 of the bill, as amended by the Senate, will
aPply only if the executor and each person receiving income in respect
of a decedent consent to the computation of the income tax of the
decedent for his last taxable period under such retroactive provisions.
The House recedes.

Amendments Nos. 96, 97, 99, and 100: The retroactive provisions of
section 135, relating to income in respect of decedents, require that
proper adjustment of the tax of the recipient of such income be
made within one year after the filing of the consents by the recipients,
notwithstanding any expiration before the end of such year of the
period of limitation provided by the Code. These amendments
provide that such adjustments shall be made notwithstanding the
expiration before the end of such year of any period of limitation pre-
scribed in a revenue law in effect prior to tﬁe Code, and notwith-
standing any rule of law, such as a previous judicial determination of
the recipient’s tax, prior to the end of such year. The House recedes.

Amendment No. 98: This is a technical amendment made neces-
sary by amendment number 95 in order to carry out the provision
in the House bill that these retroactive provisions will not extend the
period of limitation for claiming credit or refund of the income tax of
the decedent for his last taxable period. The House recedes.

Amendment No, 101: This amendment to the retroactive provisions
of section 135 provides that if, upon the application of such. provisions,
there is a deficiency in income tax for the last taxable period of the
decedent, such deficiency when assessed shall be reduced by the over-
payment, if any, in the estate taxes on the estate of the decedent
caused by the failure to deduct from such estate the proper amount of
such income tax of the decedent, if at the time such deficiency is
asseslsed credit or refund of such overpayment is barred. The House
recedes.

Amendment No. 102: This is a clerical amendment; the House
recedes. '

Amendment No. 103: This is a change in section number; the
House recedes, with a clerical amendment.

Amendment No. 104: This amerdment eliminates the requirement
that income tax returns of individuals be made under oath and pro-
vides for verification by a written declaration that the return is made
under the penalties of perjury. There is no comparable provision in
the House bill. The House recedes, with an amendment making a
change in section number.,

Amendment No. 105: This amendment changes the requirements
for exemption of an employecs’ beneficiary association to provide that
the 85 percent of income used for making payments and meeting
expenses may include contributions from the employer as well as
amouunts collected from members. This amendment is made retro-
active through the Revenue Act of 1928. The amendment also pro-
vides for a new class of exempt corporations, namely, nonprofit public
utility corporations. Both of these amendments are expressly made
inapplicable to employment taxes. The House recedes with an
amendment delcting that part of the Senate amendment relating to
nonprofit public utility corporations.
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Amendments Nos. 106 and 107: These amendments are changes in
section numbers; the House recedes with amendments changing the
section numbers to conform to the bill as agreed to in conference.

Amendment No. 108: This amendment changes the provisions of
gection 128 of the House bill so as to delete the requirement that the
personal services must have been completed before the required
percentage of the compensation is received, and revises the language
in order to resolve certain administrative problems which might arise
under the House amendment. The House recedes.

Amendment No. 109: This amendment clarfies the language of the
House bill. The House recedes.

Amendment No. 110: This amendment eliminates the House pro-
visions relating to fiscal year taxpayers and substitutes provisions
applicable only to taxable years be%‘igning in the calendar year 1941
and ending after June 30, 1942, e bill as passed by the House
provided that fiscal year taxpayers should, if the law with respect to
the respective calendar years in which a fiscal year falls is different,
compute their normal taxes, surtaxes, and excess profits taxes in a
specified manner. This amendment relates only to normal and surtax,
while amendment No. 260 relates to excess profits tax. This amend-
ment provides that in the case of a taxpayer with a taxable year
beginning 1n 1941 and ending after June 30, 1942, the tax is the sum
of the following: (a) that portion of the tax computed at the 1941
rates which the portion of the taxable year prior to July 1, 1942,
bears to the entire taxable year; and (b) that portion of the tax
computed at the 1942 rates which the portion of the taxable year
after June 30, 1942, bears to the entire taxable year. Certain special
classes of taxpayers are exempted from the operation of the statute,
namely, insurance companies subject to Supplement G, mvestment
companies subject to Supplement Q, and Western Hemisphere Trade
Corporations as defined in section 141 of the Revenue Act of 1942.
In addition, the statute does not apply to individuals who pay their
taxes under Supplement T. The House recedes with an amendment
‘making a change in section number and clerical changes.

The conference is agreed that with respect to any future tax in-
crease, fiscal year taxpayers will be liable for the increase as well as
calendar year corporations,

Amendment No. 111: The Senate amendment provides exemption
from surtax for certain domestic corporations deriving their income
principally from the active conduct of trade or business in foreign
countries within the Western Hemisphere. There is no comparable
provision in the House bill. The House recedes with an amendment
making a change in section number,

Amendment No. 112: This amendment provides for nonrecognition
of loss on the transfer after December 31, 1939, of property of a rail-
road corporation as defined in the Bankruptcy Act pursuant to a
court order made in reorganization proceedings, without regard to the
definition of reorganization contained in section 112 (g) of the Code.
Further, the amendment provides that the property so transferred
shall have the same basis in the hands of the transferee as it had in
the hands of the transferor. There is no comparable provision in the
House bill. The House recedes with an amendment changing the
section number,
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Amendment No. 113: This amendment provides that the basis for
property acquired after December 31, 1934, by street, suburban, or
interurban electric railways in interstate commerce, pursuant to court
order to effectuate a plan of reorganization under section 77B of the
Bankruptcy Act shall be the basis in the hands of the transferor for
taxable years beginning after December 31, 1939, notwithstanding
section 270 of Chapter X or the definition of reorganization in sec-
tion 112 (g) of the Code. There is no comparable provision in the
House bill. The House recedes.

Amendment No. 114: This amendment provides, with respect to
personal holding companies adopting a plan of complete liquidation
after the passage of the Revenue Act of 1942, special rules for the
treatment of gain on shares of stock owned by certain shareholders
on the date of the adoption of the plan of liquidation, where the liqui-
dation is in complete cancellation and redemption of all of the stock
and the transfer of the property occurs within the month of December
1942, except for cash reserved for payment of liabilities. The Senate
recedes.

Amendment No. 115: This amendment is clerical; the House
recedes, with a clerical change.

Amendment No. 116: This amendment provides that the basis of
property acquired by bequest, devise, or inheritance or by the de-
cedent’s estate from the decedent, which is valued, for estate tax
purposes, pursuant to the executor’s election under section 811 (j) of
the Code, shall be the fair market value of the property as of the
applicable valuation date for estate tax purposes. }I)‘he House recedes,
with an amendment renumbering the section.

Amendment No. 117: This amendment is clerical; the House
recedes, with a clerical change.

Amendments Nos. 118, 119, 120, 121, 122, and 123: These amend-
ments provide for percentage depletion at the rate of 15 percent with
respect to ball and sagger clay and rock asphalt mines, and deny
discovery depletion in respect of such mines. The House recedes.

Amendments Nos. 124 and 125: These amendments are clerical;
the House recedes, with clerical changes.

Amendment No. 126: This amendment is technical, conforming
to the change made in section 152 of the bill as passed by the Senate.
The House recedes.

Amendment No. 127: This amendment is clerical; the House
recedes, with a clerical change.,

Amendment No. 128: Section 134 of the House bill struck out
section 116 (a) of the Code, under which a citizen of the United
States, & bona fide nonresident of the United States for more than
six months during the .taxable year, is exempt from tax on earned
income from sources without the United States. The amendment
retains section 116 (a), but changes the test, effective with respect to
taxable years beginning after December 31, 1942, to one of residence
in a foreign country or countries during the entire taxable year, The
Senate also added a provision that a citizen of the United States, who
has been a resident of a foreign country or countries for at least two

rars before the date on which he changes his foreign residence to a
{Inited States residence, shall be exempt with respect to earned
income from sources without the United States derived during the
period of his foreign residence. This change is applicable with respect
to taxable years beginning in 1942, The House recedes.
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Amendment No. 129: The amendment deletes an amendment
contained in the House bill which provided that there should be in-
cluded in gross income all amounts paid by the United States or
any agency thereof as compensation for labor or personal services or
under contract with the United States or any agency thereof. The
Senate also has deleted a further House amendment which would
confine the application of section 251 of the Code to the Common-
wealth of the Philippines and Puerto Rico. T e House recedes.

Amendment No. 130: This is a change in section number; the
House recedes, with a clerical change.

Amendment No. 131: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 132: This amendment alters the provision of the
House bill relating to the holding period distinguisging short-term
from long-term capital ’Fains and losses by changing the time from 15
months to 6 months. The House recedes.

Amendments Nos. 133 and 134: These are technical amendments
related to amendment No. 132. The House recedes.

Amendment No. 135: This amendment removes mutual investment
companies from the application of the alternative tax applied by the
House bill in the case of certain other corYorations if net long-term
capital gain exceeds net short-term capital loss. The House recedes.

Amendments Nos, 136 and 137: Section 136 of the House bill pro-
vided in the case of banks and insurance companies that the excess for
any taxable year of losses over gains on sales and exchanges of bonds,
debentures, notes, or certificates, or other evidences of indebtedness,
should be considered as ordinary losses and deductible in full. The
Senate amendments remove insurance companies from this provision.
The House recedes with an amendment removing life insurance com-
panies from the alternative tax applied by the House bill in the case
of certain other corporations if net long-term capital gain exceeds net
short-term capital loss.

Amendments Nos. 138, 139, 140, 141, 142, 143, 144, 145, and 146:
These amendments are technical amendments related to amendment
No.d132. In view of the action on amendment No. 132, the House
recedes.

Amendment No. 147: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 148: This is a technical amendment related to
amendment No. 149. In view of the action on amendment No. 149,
the House recedes.

Amendments Nos. 149, 150, 151, and 154: Section 137 of the House
bill included buildings and similar real property improvements used
in trade or business within the definition of capital assets. It pro-
vided, in case gains from involuntary conversions, sales, or exchanges
of depreciable property used in trade or business (other than buildings
and similar real property improvements) held for a term equivalent
to that of long-term capital assets, plus gains from involuntary con-
versions of long-term capital assets, exceed losses from such sales,
exchanges, or conversions, the gains and losses should be treated as
long-term capital gains and losses; if gains do not exceed losses, the
gains and losses should not be treated as capital gains and losses.
Amendment No. 149 in part provides, instead of buildings and similar
real property improvements used in trade or business being classified
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as capital assets, that real property used in trade or business shall
be excluded from the definition of capital assets. Amendments Nos.
150, 151, and 154, together with the rest of amendment No. 149, ac-
complish the same result as Section 137 of the House bill so far as
conversions, sales, and exchanges of property used in the trade or
business and involuntary conversions of long-term capital assets are
concerned. The House recedes.

Amendments Nos. 152, 153, and 155: These are technical amend-
ments related to amendment No. 132. In view of the action on
amendment No. 132, the House recedes.

Amendment No. 156: The Senate amendment provides that an in-
voluntary conversion will be considered an exchange of the property
converted for the property acquired in determining the period for
which such property is held. The House recedes.

Amendment No. 157: This is a clerical amendment; the House
recedes.

Amendment No. 158: This amendment makes taxable the gains
upon an involuntary conversion to the extent that money, whenever
received, i8 not expended to acquire property similar to the converted
property. The House recedes.

Amendment No. 159: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 160: This amendment adds to the bill a new
section to permit the net operating loss for any taxable year beginning
on or after January 1, 1942, to be carried back and credited against
net income for each of the two preceding years (but not for any
taxable year beginning before January 1, 1941). That portion of the
net operating loss for any taxable year which is not used as a carry-
back may be carried forward, as under existing law, to the two succeed-
ing taxable years. The House recedes with an amendment to con-
form the section number with the bill as agreed to in conference.

Amendment No. 161: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 162: A taxpayer electing to include loans received
from the Commodity Credit Corporation in income for taxable years
beginning after December 31, 1938 and before January 1, 1942 may,
under section 139 of the House bill, elect to do so at, or at any time
prior to, the time for filing the taxpayer’s return for his taxable year
beginning in 1942. The Senate amendment allows this only if the
records of the taxpayer are sufficient to permit an accurate determina-
tion of income for the years involved and if the taxpayer agrees to
allow additional assessments of any deficiencies for such years al-
though the statutory period for assessing deficiencies may have
expired. The House recedes.

Amendment No. 163: This is a clerical change; the House recedes,
with a change in section number.

Arinendment No. 164: This is a clerical amendment; the House
recedes.

Amendment No. 165: This amendment extends from 3 months to
6 months after the date of the enactment of the Revenue Act of
1942, the period in which an election may be made to take an amortiza-
tion deduction for an emeirgency facility completed or acquired by a
corporation after December 31, i939 and before June 11, 1940, or
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by a taxpayer other than a corporation after December 31, 1939, and
before January 1, 1942. The House recedes.

Agnendment No. 166: This is a clerical amendment; the House
recedes, ,

Amendment No. 167: This amendment permits amortization in
the case of a taxpayer which commenced construction, reconstruction,
erection, or installation of an emergency facility during the emergency
period, but did not complete it before the end of the emergency
period. It provides that the taxpayer shall use an amortization

eriod beginning with the month in which the construction, etc., was

egun and ending as of the end of the month within which the emer-

ency period ends, or within which the emergency facility ceased to
%e necessary in the interest of national defense during the emergency
period. The House recedes. , -

Amendment No. 168: This amendment provides that the part of
any facility which was constructed, etc., after December 31, 1939,
and not earlier than 6 months prior to the filing of an application for
a certificate of necessity and with respect to which part a certificate
of necessity has been made, shall be decemed to be an emergency facil-
ity notwithstanding that the other part of such facility was constructed,
etc.; earlier than 6 months prior to the filing of the application for the
certificate of necessity. The House recedes,

Amendment No. 169: This is a technical amendment related to
amendment No. 168. In view of the action on amendment No. 168,
the House recedes. ,

Amendments Nos. 170 and 171: These amendments extend from 3
{0 6 months after the enactment of the Revenue Act of 1942 the period
in which an application for a certificate of necessity must be filed in
the case of facilities acquired or completed by corporations after
December 31, 1939 and before June 11, 1940 and by persons other
than corporations after December 31, 1939. The House recedes.

Amendment No. 172: This is a technical amendment related to
amendment No. 167. In view of the action on amendment No. 167,
the House recedes. ‘ '

Amendments Nos. 173, 174, and 175: The House bill provided that
no amortization deduction should be allowed unless a certificate of
necessity was made within 9 months after the date of enactment of
the Revenue Act of 1942 in the case of facilitics completed or ac-
quired by corporations after December 31, 1939 and before June 11,
1940, within the six months after the last date on which an applica-
tion for a certificate of necessity was filed or within 9 months after
the date of enactment of the Ravenue Act of 1942, whichever was
later, in the case of facilities completed or acquired by persons other
than corporations after December 31, 1939 and before January 1,
1943. The Senate amendments extend the six-month periods to 9
months and the nine-month period to 12 months. The House
recedes.

Amendment No. 176: This is a clerical amendment; the House
recedes.

Amendment No. 177: This amendment extends the provision in
the House bill for a credit or refund of the amount of tax paid under
Chapter 1 of the Code which would not have been paid had the
amortization provisions in the bill been enacted on October 8, 1940.
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Amounts paid under the excess profits tax and the declared value
excess-profits tax are included. The House recedes.

Amendment No. 178: This amendment, for which there is no corre-
sponding provision in the House bill, provides practical rules for the
treatment of property destroyed or scized in the course of military
or naval operations during the war, and of property located in enemy
countries or in areas which come under the control of the enemy.

In the case of property situated in an enemy country, or in an
area controlled by such country, on the date war was declared on
such country by the United States, such property is under this
amendment deemed to have been seized or destroyed on the date the
United States declared war on such country.

Similarly, if after the date war is declared by the United States,
the enemy country occupies an area in which the taxpayer’s property
is located, that property is treated as destroyed or seized upon the
date the enemy gains control of the area. In many cases, the exact
date of enemy occupation cannot be established. Therefore, the
taxpayer is permitted to treat the loss as occurring at any time after
the last date on which the United States or a friendly country had
coniplete control of the area and before the earliest date on which
the enemy gained complete control. ' '

This amendment also provides similar rules for determining the
date of the loss in the case of property actually destroyed or seized
in the course of military or naval operations.

The section of the bill added by this amendment provides that if
any interest in or with respect to property deemed to be seized or
deatroyed under such section (property seized or destroyed in the
course of military or naval operations or in an area under the control
of the enemy, or an interest in or with respect to such property)
becomes worthless, the loss thereon shall be treated as a casualty loss
resulting from the destruction or seizure of the interest in such prop-
erty. The amendment applies only if the property deemed to be
seized or destroyed under this section had been destroyed. The
section applies equally to land and interests in real property, and to
tangible and intangigle personal property interests. g or example,
under section 127 (a) (3) contained in this amendment, land which
has been seized in the course of military or naval operations or which
is in an area under enemy control is treated, for the purposes of deter-
mining whether the stock or bonds of the corporation owning such land
have become worthless, as having been destroyed, even though land
may be ordinarily regarded as indestructible,

13;1 the case of a taxpayer which owns at least 50 percent of the
stock of each class of a corporation, which corporation has property,
representing at least 75 percent of the adjusted basis for determining
loss of all its property, destroyed or seized in the course of military
or naval operations, or located in an area under the control of the
encmy, such taxpayer may {reat that part of the loss upon the liquida-
tion of such corporation which results from the destruction or seizure
of such property as being a casualty loss on account of the destruction
or seizure of the stock interest in such property.

This amendment also provides that in determining the loss upon
the destruction or seizure of the property described in this section,
the taxpayer shall ignore those clements of value caused by the pos-
sibility that the property will be returned to him at the end of the war,
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or the possibility that the Government will reimburse him for the
property after the war. The taxpayer shall not, of course, ignore his
right to reimbursement from insurance or from other similar definite
rights which compensate him for the loss. It is provided that in
determining the loss upon property treated as seized or destroyed,
consideration must be given to any compensation for such loss result-
ing from the property, treated as seized or destroyed, being used in
the same taxable year to pay any obligations of the taxpayer with
respect to such property. If the taxpayer cannot determine whether
or nob certain o\gligat,ions are so discharged, it may determine its loss
as if all such obligations were so discharged. For example, a bank has
a branch in Tokio. If it cannot determine whether or not the assets
in the Tokio branch were used to discharge its liabilities to those
depositors in the branch who are not enemies of Japan, it may never-
theless determine its loss as if such assets were so used.

This amendment further provides that any money received in
respect of property treated as destroyed or seized under this amend-
ment, the fair market value of any property received in lieu of such
property, and the fair market value of the property itself, if it is
recovered, shall be included in income for the taxable year when
received. Furthermore, the restoration in value of any interest in or
with respect to such property, which interest was treated as destroyed
or seized under this amendment, as a result of the recovery of money
or nroperty in respect of property to which such interest related,
shall be included in income for the taxable year in which such restora-
tion in value occurs,

The provisions of this amendment are applicable to taxable years
beginning after December 31, 1940. However, under the terms of
this amendment, no war loss can be sustained prior to December 7,
1941. The House recedes with the following amendments:

In the case of a wholly-owned subsidiary, whose stock would be
worthless if the value of certain liquid assets (excluded in determining
whether the taxpayer could treat the loss upon the liquidation of the
'subsidiary as a war loss) were disregarded, the section is changed to
permit the taxpayer to determine the worthlessness of its interest in
the subsidiary without regard to the value of such assets, except that
the value of all of such assets must be treated as a recovery by the
taxpayer. A taxpayer electing to claim its loss under this provision
need not liquidate its subsidiary.

In the case of a taxpayer entitled to a loss for the partial worthless-
ness of its interest in a subsidiary upon the liquidation of the sub-
sidiary, the section is changed to expressly provide that a complete
distribution in good faith of all assets and of all rights to assets is
a sufficient liquidation. If the taxpayer is not able to make an im-
mediate distribution of any asset, it must distribute all its rights to
such asset,

In the case of a taxpayer entitled to a war loss upon the liquidation
of its subsidiary, the section is changed to remove the provision limit-
ing the taxpayer’s loss to its stock interest in the subsidiary. Upon
the liquidation of the subsidiary, the loss upon the taxpayer’s entire
interest in the subsidiary is treated as a war loss.

Amendment No. 179: The Senate amendment provides that a tax-
payer who has paid an unconstitutional Federal tax for which he has
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been allowed an appropriate deduction and who subsequently recovers
such tax in any taxable f'ear beginning after December 31, 1940, may
exclude the income (exclusive of interest also recovered) attributable
to such recovery from his gross income in the taxable year of recovery
provided certain conditions are fulfilled. The House recedss with an
amendment eliminating surplus language. "

Amendment No. 180: This is a clerical amendment; the House.
recedes.

Amendment No. 181: This amendment provides, with respect to
taxable years beginning after December 31, 1940, that a taxpayer who
has pnig or accrued foreign income taxes may claim such taxes as a
credit against his tax liability or, in the alternative, as a deduction
from gross income. The election to take the .credit may be made or
changed at any time prior to the expiration of the period prescribed
for making a claim for credit or refund of the tax imposed by Chapter
1. Existing law provides that, if “the taxpayer signifies in his return,”
the tax imposed shall be credited with the foreign tax. On the deduc-
tion side, it is provided that the taxpayer may use the foreign tax as
a deduction from gross income if he “does not signify in his return his
desire to have to any extent” the credit.

The conferees gave consideration to the question of an amendment
to section 131 of the Code to provide that the credit for foreign taxes
on foreign income not reported in the taxable year because of its
being blocked should be deferred and allowed in the taxable year in
which such income is released and realized for income tax purposes.
It was agreed that such an amendment is unnecessary. Under a
proper interpretation of existing law, the credit for foreign taxes, as
welf) as the various allowable deductions, follows the income into the
taxable year in which it is realized for purposes of the income tax law.
This might appropriately be covere(i) specifically by departmental
regulations in view of the importance of the question to a large
number of taxpayers.

The House recedes with a change in section number.

Amendment No. 182: This is a technical amendment made neces-
sary because of the change in method of computing ‘“normal tax net
income’’ provided in section 105 of the bill. he House recedes.

Admondment No. 183: This is a clerical amendment; the House
recedes.

Amendment No. 184: The Senate amendment provides that the
term ‘“‘income, war profits and excess profits taxes’’ shall, for the
purposes of sections 131 and 23 (¢) (1) (é) , relating to the foreign tax
credit and deduction, include a tax paid in lieu of a tax upon income,
war profits, or excess profits otherwise generally imposed by any
foreign country or by any possession of the United States. The
House recedes.

Amendment No. 185: This is a clerical amendment; the House
recedes with a change in section number.

Amendments Nos, 186 and 192: In extending the privilege of filing
consolidated returns, the House bill provided that the group making a
consolidated income tax return might include corporations not includ-
ible in the group making a consolidated excess profits tax return. Itis
believed desirable that the affiliated group of corporations should be
identical for both consolidated income and for consolidated excess
profits tax return purposes. This is administratively expedient, both
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from the standpoint of the Government and the taxpayer. In addi-
tion, it prevents the disqualification for consolidated oxcess profits tax
return purposes of groups which are eligible for consolidated income tax
return purposes in those cases where the common parent corporation
would otherwise be exempt from excess profits taxes under sections
725 and 727 of the Code. These amendments help to carry out this
policy, by striking the provisions of the House bi]Y, that for consoli-
dated income tax purposes, the affiliated group might include corpo-
rations subject to the income tax whether or not such corporations
were includible for consolidated excess profits tax return purposes,
and by removing personal service corporations, personal holding com-
panies, and companies exempt under section 727 from the excess profits
‘tax from the category of ineligible corporations.. The House recedes.

Amendments Nos. 187 and 188: Section 141 of the Code, in its
present form and as amended by this bill, provides that consolidated
returns may be filed by an affiliated group only if all corporations
which were members of the group at any time during the taxable year
for which such returns are filed consent to the consolidated returns
regulations. Under such a rule a group which, without obtaining the
required consents, had disposed of an affiliate prior to the time that
recommendations were made to Congress by the Treasury Depart-
ment that consolidated returns should be extended for income as well
as cxcess profits tax purposes would not be able to avail itself of this
provision. The Senate amendments have therefore provided that a
corporation which is not a member of the affiliated group after March
31, 1942, of the last taxable year of the group beginning before April
1, 1942, shall not be considered a member of the group for consoli-
dated income tax return purposes although it shaﬁrbe considered a
member for consolidated excess profits tax return purposes. The
House recedes.

Amendment No. 189: The regulations under existing law provide
that the net operating loss deduction of a member of a group, on ac-
count of & carry-over from years prior to that in which its income is
first included in a consolidated return, shall not exceed the amount
of the separate income of such member. This smmendment provides
that this limitation shall not prevent the portion of the deduction, on
account of a net operating loss carry-over which is attributable to a
1941 war loss, from being taken into account in computing consolidated
net income. Thde House recedes.

Amendment No. 190: This is a technical amendment related to
amendment No. 261. It retains a $5,000 specific exemption from
excess profits tax for a group filing & consolidated retuvn instead of the
$10,000 exemption provided in the House bill. In view of the action
taken on amendment No. 261, the House recedes.

Amendment No. 191: The House bill provided that corporations
entitled to the benefit of section 251 of the Code, relating to income
from sources within possessions of the United States, should be ex-
cluded from the privilege of filing consolidated returns unless electing
under section 251 (b) not to be taxed under such section. This
amendment removes the option of becoming an includible corporation
by electing not to be taxed under section 251. The House recedes.

Amendment No. 193: This is a technical amendment related to
amendment No. 192. In view of the action on amendment No. 192,
the House recedes.
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Amendments Nos. 194, 195, and 196: These are clerical amendmenta;
the House recedes,

Amendment No. 197: This is a clerical change; the House recedes,
with a change in section number,

Amendment No. 198: This amendment strikes from section 14 (c)
of the Code, relating to foreign corporations, the phrase which permits
such a corporation special tax treatment if it has an office or place of
business in the United States. In so doing, the amendment accords
with the sections of the House bill removing this phrase in other sec-
tions of the Code. The House recedes.

Amendments Nos. 199, 200, 201, and 202: These are clerical amend-
ments; the House recedes.

Amendment No. 203: This amendment provides that, unless a
specified statement has been filed as prescribed by the Commissioner,
no deduction (except under section 23 (w), relating to deductions of
estate, etc., on account of decedent’s deductions) shall be allowed in
computing the net income of an estate for income tax purposes on
-account of amounts allowable as a deduction under section 812 (b)
of the Code in computing the net estate of a decedent for estate tax
purposes. The House recedes, with a change in section number,

Amendment No. 204: This amendment revises substantially the
treatment of pension trusts and annuity and profit-sharing plans
contained in the House bill. The present law is restored to the effect
that a trust is exempt if the trust assets may not be used for purposes
other than the exclusive benefit of the employees so0 long as all liabili-
ties with respect to the employecs or their beneficiaries have not been
satisfied. The requirement that 70 percent of all employees should
be covered by the plan for the plan to be tax-exempi has been altered
so that if 70 percent of all employees are eli ib{)e and at least 80

ercent, of those eligible participate, the plan will be exempt. Specific
anguage has been inserted to provide that plans supplementary to
social security benefits shall not be considered discriminatory merely
because limited to salaried or clerical employees.

The House bill limited the employer’s deduction in the year of pay-
ment of contributions to a plan to 5 percent of the compensation
otherwise paid to the eleo ees with permission to spread any excess
over a 5 year period. The ¥Iouse bill has been revised in the case of
pension trusts to subject the reasonableness of the deductions claimed
up to 5 percent to periodical examinations by the Commissioner at
not less than 5 year intervals. Further provision has been made for
plans where it is actuarially necessary for the employer’s contributions
In any given year to exceed 5 percent of the compensation otherwise
paid employees. Under the Senate changes, where the employer’s
contributions for both past and current service credits are determined
in terms of a level amount, or a level percentage of compensation,
over the remaining future service of each employee, the employer’s
contributions are permitted, with a minor qualification, as a deduction
in excess of the 5 percent limit where actuarially necessary. Where
the employer may be said to pay a level percentage of compensation
for present services but pays in irregular amounts for past services a
deductible amount is allowed in addition to normal cost of not in
excess of 10 percent of the cost which would be required to completely
fund or purchase the Eension or annuity credits as of the date when
they are included in the plan. Any excess may be carried over to a
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subsequent year in which contributions fail to reach the prescribed
limits. If contributions are paid into a stock bonus or profit-sharing
trust such contributions are limited to 15 percent of the compensation
otherwise paid employees. Any excess contributions may be carried
over or carried back to years in which this limit was not reached. If
amounts are deductible in connection with two or more trusts or
plans, the total amount deductible in a taxable year shall not exceed
25 percent of compensation otherwise paid employees according to
the provisions of the amendment. If an annuity is purchased by a
section 101 (6) corporation, the employee includes in income only
amounts he receives. :

Detailed provisions have been added by the Senate amendment
with respect to the dates of application of this measure to pension
plans now in existence or not yet jn existence for the purpose of
allowing adequate opportunity to adjust plans to the requirements
erected, with special allowances for plans in existence prior to De-
cember 31, 1939,

The House recedes with certain clerical and technical changes and
the removal of the provisions with respect to plans in existence prior
to December 31, 1939.

Amendment No. 205: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 206: This amendment contains a number of cleri-
cal corrections and provides a less stringent exclusion of buriat insur-
ance companies, and provides for the inclusion of certain assessment
life insurance companies. Capital gains are excluded from the tax
base, and amortization of bond premium and accrual of bond discount
is provided for. The House recedes with certain clarifying amend-
ments.

Amendment No. 207: This amendment by the Senate repeals a
section made unnecessary by other changes. The House rece(fes.

Amendment No. 208: This is a change in section heading; the House
recedes with an amendment to conform the section number to the bill
" as agreed to in conference. . :

Amendments Nos. 209, 210, 211, and 212: These Senate amend-
ments tax mutual marine insurance companies in the same manner as
stock companies, with a deduction for dividends to policyholders. The
House recedes.

Amendment No. 213: Participating stock companies are allowed a
deduction by this amendment for all dividends paid to policyholders,
instead of only that part in excess of investment income; the deduction
for surplus apportioned to policyholders is eliminated, and a provision
is inserted to permit life insurarice reserves to be treated as unearned
premiums in the case of life business of a company not taxed under
section 201. Capital losses are to be allowed 1n full as & deduction
from ordinary income to the extent that they.arise from the sale of
assets disposed of to obtain funds to pay abnormal insurance losses or
to 1235' dividends in periods of declining premium income. The House
recedes,

Aﬁnendment No. 214: This amendment is clerical; the House
recedes.

Amendment No. 215: This amendment provides that mutual in-
surance companies other than life shall be taxed on their investment
income at the regular corporate and excess profits tax rates or at 1
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ercent on gross income whichever gives the greater tax. ‘‘Gross
income’’ means the gross amount received from interest, dividends,
rents, and net premiums, minus dividends to policyholders, less the
interest which under section 22 (b) (4) is excluded from gross income.
Reciprocal underwriters or interinsurers are taxed on the investment
income basis only., Companies having gross receipts of less than
$76,000 are exemFt, and companies having less than 875,000 of gross
income and less than $3,000 of investment income pay no tax. Re-
ciprocal underwriters or interinsurers pay nc tax if investment income
is less than $50,000. Notch provisions determine the tax of com-

anies having incomes slightly in excess of these limits. Capital
osses are to be allowed in full as a deduction from ordinary income to
the extent that they arise from the sale of assets disposed of to obtain
funds to pay abnormal insurance losses or to pay dividends in periods
of declining premium income.

The House recedes with a series of clarifying amendments and an
amendment providing that reciprocal underwriters and interinsurers
are not subject to tax unless the surtax net income from investments
exceeds $50,000.

Amendment No. 216: This amendment provides an exemption from
tax for small stock accident and health insurance companies having
gross receipts of less than $200,000. The Senate recedes,

Amendment No. 217: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 218: This is a technical amendinent related to
amendment No. 215. In view of the action on amendment No. 215,
the House recedes.

Amendment No. 219: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 220: The Senate amendment provides that if a
notice of deficiency in income tax is mailed to a taxpayer outside the
States of the Union and the District of Columbia, the taxpayer has
150 days within which to file his petition with the Board of Tax
Appeals. The House recedes with a change in section number.

endment No. 221: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 222: This is a clerical change; the House recedes.

Amendment No. 223: The Senate amendment adds to the situa-
tions in which a seven-year statute of limitations is prescribed by the
House bill for a claim for credit or retund, the case of an overpayment
on account of the effect -that the deductibility of a debt or loss from
the worthlessness of a security has on the application to the taxpayer
of a carry-back. The House recedes. ‘

Amendment No. 224: This is a clerical change; the House recedes
with a change in section number.

Amendment No. 225: This amendment includes in the definition of
regulated investment companies for the purposes of the income tax
common trust funds or similar funds not mcluded in the definition of
a common trust fund in section 169 of the Code and excluded by
section 3 (¢) (8) of the Investment Company Act of 1940 from the
definition of an investment company. The House recedes.

Amendment No. 226: The House bill provided that a corporation
should not be considered a regulated investment company unless 90
percent of its net income for the taxable vear computed witKout regard
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to net long-term and net short-term capital gains was distributed to
its shareholders as taxable dividends during the taxable year. The
Senate amendment removes this restriction.in view of the change in
amendment No. 230. The House recedes.

Amendment No. 227: This is a clerical change; the House recedes.

Amendment No. 228: It was further providedin the House bill that
a corporation is not a regulated investment corporation unless it com-
Flied with rules and regulations prescribed by the Commissioner,
or the {urpose of ascertaining the actual ownership of its outstand-
ing stock, This requirement 18 removed by the Senate amendment
in view of the change in amendment No. 230, The House recedes.

Amendment No.229: A corporation, to qualify as a regulated invest-
ment company, is required by the Senate amendment to file with its
return for the taxable year an election to. be a regulated investment
company unless it has made such an election for a previous taxable
year which began after December 31, 1941, The House recedes.

Amendment No. 230: With respect to the tax on Supplement Q
net income and Supplement Q surtax net income, the Senate amend-
ment permits Supplement Q treatment where there has been a dis-
tribution as taxag e dividends of not less than 90 percent of the net
_income without regard to net short-term and net long-term capital

gains, and compliance with regulations prescribed for the purpose of

ascertaining the actual ownership of the stock. The amendment also
extends the recognition of the conduit principle to capital gains, thus
taxing distributed portions of such gains as capital gains in the hands
of the shareholders. The Senate amendment also provides that the
earnings and profits for any taxable year beginning after December
31, 1941 (but not the accumulated earnings and profits) shall not be
reduced by any amount which is not allowable as a deduction in
computing net income for siich taxable year. The House recedes.

Amendments Nos. 231 and 232: These are clerical or minor tech-
nical amendments; the House recedes.

Amendment No. 233: The Senate amendment provides for retro-
‘active adjustments of earnings and profits in order to eliminate certain
hardship cases which have arisen out of subsequent disqualifications
of mutual investment companies. The House recedes.

Amendment No. 234: This is a clerical change; the House recedes
with a change in section number.

Amendments Nos. 235, 236, 237, and 238: These are clerical
changes; the House recedes.

Amendment 239: The Senate amendment provides that, in cases
where property was acquired in a taxable year beginning before Jan-
uary 1, 1942, in any manner described in section 372 prior to its amend-
ment by the Revenue Act of 1942, the basis shall be that prescribed
in such section prior to its amendment. The House recedes,

Amendment No. 240: This is a clerical amendment; the House
recedes.

Amendments Nos. 241 and 242: The House bill provided a system
for collection of the tax at the source on dividends, bond interest, and
wages. The amount so collected was to be allowed as a credit against
the tax imposed by chapter 1 for the taxable year in whicn such
dividends, Eond interest, and wages were includible in gross income.
The rate of withholding under the House bill was to have been 5
percent for the calendar year 1943 and 10 percent for each calendar
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ear thereafter. The Senato amendment struck out this provision
in the House bill and inserted in lieu thereof a new subchapter D to
chapter 1 of the Internal Revenue Code. Part I of this amendment
imposes a Victory tax of 5 percent upon the Victory tax net income of
every individual other than a nonresident alien subject to the tax
imposed by section 211 (a). Such tax is applicable with respect to
taxable years beginning after December 31, 1942 and expires after the
date of cessation of hostilities in the present war. Part II ot this
amendment provides a system for collection of the tax at the source
and allows the amount so collected as a credit against the Victory tax
and the other taxes imposed by chapter 1. Collection of the tax at
the source under the Senate amendment is limited to wages and does
not include dividends and bond interest as was provided in the House
bill. The rate of withholding under the Senate amendment is 6
percent. Under the Senate amendment an annual deduction of $624
1s altowed which is not subject to withholding as against an annual
deduction of $552 in the case of a single person and $1,320 in the case
of a married person under the House bill. The House bill also allowed
an annual deduction for each dependent in the sum of $432 which is
not allowed under the Senate amendment since the Senate amendment
makes no distinction as to the marital or dependency status of the
taxpayer.

Under the Senate amendment, fees received by public officials were
included in the definition of wages and thus were subject to with-
holding. The conference action excludes such fees from the defini-
tion of wages and therefore from withholding. If such public official
has a salary in addition to his fees, the salary would be subject to the
withholding provisions. Excluding such fees froin the withholding
provisions does not affect the Victory tax net income of such official
and in computing his Victory tax such fees are includible in his gross
income.

Under the Senate amendment, the term ““employee’” was defined to
include, in addition to public officers, employees, and elected officials,
certain individuals who are not employees under the law of master
and servant, The effect of the definition was to broaden the common
law concept of master and servant and bring within the purview of
the withholding provisions certain individuals who would not other-
wise be covered. The conference action excludes such individuals
from the definition of employee but retains within its meaning public
officers, employees, and elected officials,

Under the Senate amendment, employers are required to furnish
each employee a statement at the end of the year showing the wages
paid by the employer to his employee and the amount of tax withheld
and collected in respect of such wages. A duplicate copy of each such
statement is required to be filed by the employer with his final return
for the year. Under section 147 of the Internal Revenue Code,
employers are also required to file a return showing, among other
things, the amount of salaries and wages paid to his employees during
the taxable year. In order to avoid duplication of effort and lessen
the reports requirsd to be made to the Commissioner of Internal
Revenue, the conference action provides that if the employer filed the
statement required to be furnished to his employees under the Senate
amendment, he would not be required to file & return under section 147
showing the salary or wages of such employees.
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Certain technical and clerical changes were also made to the Senate
amendment., The House recedes.

Amendment No, 243: This amendment is-an addition by the Senate
to the income tax provisions of the Code, requiring the recomputa-
tion of the net incomre of any individual who for five consecutive years
has each year had allowable deductions attributable to a trade or
business exceeding the gross income theretrom. The Senate recedes.

Amendment No. 244: The House bill provided that licensed personal
finance companies must be subject to the supervision of State authority
having supervision over financial institutions. This amendment re-
stores the provisions of existing law which requires merely that such
companies be under State supervision. The House recedes. ~

Amendment No. 245: This amendment eliminates the provision of
the House bill that loan or investment companies be “sugject to the
supervision of state authority for supervision over finance institu-
tions.” The House recedes.

Amendment No, 246: This amendment provides that the amend-
ments relative to exemption of certain corporations from personal
holding company tax shall be applicable to taxable years beginning
after December 31, 1941, instead of December 31, 1938, with a pro-
vision that the taxpayer may, at his election, have the amendments
apply retroactively to all taxable years beginning after December 31,
1938, and not beginning after December 31, 1941. The House
recedes. ,

Amendment No. 247: This is a technical amendment related to
amendment No. 192. The House recedes.

Amendment No. 248; This amendment allows a personal holdix
company & deduction, in computing its undistributed subchapter
net income for taxable years beginning after December 31, 1940, of
amounts distributed before January 1, 1944, in redemption of pre-
ferred stock outstanding prior to January 1, 1934, in cases where a
corporation, for the 4-year period immediately prior to January 1,
1934, in fact, operated as a manufacturing, commercial, processing or
service company. The House recedes. ‘

Amendments. Nos. 249 and 250: These are changes in section
numbers; the House recedes.

Amendments Nos. 251 and 252: These are clerical amendments;
the House recedes.

Amendments Nos. 253, 254, and 255: These amendments extend
the period in which relief may be obtained by personal holding
companies through distributions from 90 days to 6 months. The
House recedes. - ‘

Amendments Nos. 256, 257, and 2568: These are technical amend-
ments; the House recedes, ‘ \

Amendment No. 259: The House adopted a {lat excess profits tax
rate of 90 percent of adjusted excess profits net income, instead of
the rate table now provided. This amendment limits the excess
profits tax so computed to an amount which, when added to the taxes
imposed by chapter 1 (other than section 102), equals 80 percent of
the corporation surtax net income computed without the credit

rovided in section 26 (e) for income subject to excess profits tax.
‘he House recedes.

Amendment No. 260: As pointed out in the explanation of amend-

ment No. 110, the bill as passed by the House provided that fiscal
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year taxpayers should, if the law with respect to the respective
calendar years in which a fiscal year falls is different, compute their
normal taxes, surtaxes, and excess profits taxes in & specified manmer.
This amendment simplifies the computation of excess profits tax
liabilities of such taxpayers, and makes the provision applicable only
to taxable years beginning in the calendar year 1941 and ending
after June 30, 1942, The House recedes,

Amendment No. 261: The House bill increased the specific exemp-
tion allowed in computing adjusted excess profits net income from
$5,000 to $10,000 ($50,000 in the case of a mutual insurance company
other than life), and, likewise, provided that an excess profits tax
return need not be filed if excess profits net income does not exceed
$10,000 ($50,000 in the case of a mutual insurance company other
than life). The Senate deleted these provisions. The House recedes.

Amendment No. 262: This amendment adds to the bill a new sec-
tion to permit unused excess profits credit for any taxable year begin-
ning on or after January 1, 1942, to be carried back and credited
against, excess profits net income for each of the two preceding years
(but not for any taxable year beginning before January 1, 1941).
That portion of the unused excess profits credit for any taxable year
which is not used as a carryback may be carried forward, as under
existing law, to the two succeeding taxable years, The House recedes.

Amendment No. 263: This is a change in section number; the
House recedes.

Amendments Nos. 264, 265 and 266: These amendments relate to
the computation of excess profits net income of insurance companies.
Mutual insurance companies other than life or marine are taxable
under a special notch provision, if the gross amount received from in-
terest, dividends, rents, and premiums (including deposits and assess-
ments) is between $75,000 and $125,000.

In computing the adjusted excess profits net income of a life insur-
ance company under the income credit, the House bill is amended
to allow a deduction from normal tax net income of the excess of the
product of the figure determined and proclaimed by the Secretary
under section 202 (b) and the excess profits net income computed
without regard to this provision, over the adjustment for certain
reserves, Under the invested capital credit this deduction is 50 per-
cent of such excess, The House recedes.

Amendments Nos. 267 and 268: These amendments make clerical
changes; the House recedes.

Amendments Nos. 269, 270, and 271: These amendments correct
technical imperfections in the House bill.  The House recedes.

Amendment No, 272: This amendment would amend section 723
of the Code to provide that the equity invested capital of mutual
insurance companies other than life or marine shall be the mean of
the surplus, plus 50 percent of the mean of all reserves required by
law, The H]ousc recedes.

Amendment No. 273: This amendment deletes an unnecessary
cross-reference,  The House recedes with an amendment fixing the
specific exemption of mutual insurance companies (other than life)
which are interinsurers or reciprocal underwriters at $50,000. A
corresponding change is made in the requirement for filing excess
profits tax returns,
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Amendment No. 274: This is a change in section number; the
House recedes.

Amendment No. 275: This amendment éliminates the provision in
the House bill requiring computation of the excess profits credit
carry-over from taxable years beginning in 1940 and 1941 under the
law applicable to taxable years beginning in 1942. The House
recedes.

Amendment No. 276: This is a change in section number; the
House recedes. : .

Amendments Nos. 277, 278, 279, 280, 281, 282, 283, 284, 285, 287,
and 288: These are clerical and technical amendments relating to the
treatment .of capital gains and losses and of income derived from the
cancellation of indebtedness necessitated by the change from 18
months to 6 months in the holding périod for K)ng-term capital assets.
The House recedes.

Amendment No. 286: This amendment makes a technical change
in the provisions which permit a net short-term capital loss carry-over
in computing base period net income. ‘The House recedes.

Amendment No. 289: This amendment, which is applicable only
to taxable years beginning after December 31, 1939, and not begmning
after December 31, 1941, provides that gains or losses on the involun-
tary conversion of property of a character subject to the allowance for
depreciation provided in section 23 (1), beld for more than 18 months,
shall be treated for excess profits tax purposes the same as gains or
losses from the sale or exchange of such property. In the determina-
tion of the period for which such property has been held, the provisions
of section 117 for determining the holding period of capital assets shall
apply. The House recedes.

Amendment No. 290: This amendment excludes, in the computa-
tion of excess profits net income of certain producers of minerals, logs,
or lumber, certain income derived from the exempt excess output of
mineral and timber properties, as well as bonus income received for

.increased production, In the case of timber, the exclusion is deter-
mined by reference either (1) to a quota based upon past production
(to be fixed by the War Production Board, or other governmental
agency) or (2) to the amount received in bonus payments by an
agency of the Government on account of log production. In the
case of minerals, the exclusion is computed by reference to the non-
taxable income from exempt excess output, as defined in section 735
of the Code, added by this amendment, and also to the nontaxable
bonus income received from an agency of the Government, with cor-
tain provisions for the climination of duplication between nontaxable
income from exompt excess output and nontaxable bonus income.

The exclusion in the case of minerals subjoct to this section is de-
termined by multiplying the normal unit profit during a defined base
period by a specified portion of current production in excess of normal
output, cﬁxring such base poriod, or in dm caso of coal and iron mines
by multiplying current excess production by one-half of the current
net income per unit of coal or iron,

The House recedes with an amendment making drafting and clarify=-
ing changes and the following changes of substance:

Tho oxclugion in the case of timber is made the same as in the case
of minerals, namoly, nontaxable income from exempt excess output,
and nontaxable indome from exempt excoss output of a timber blnok
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is defined. New definitions added in section 735 are of “producer”,
“mineral unit’”, “timber unit’’, and “timber block’. The definitiona
of ‘“‘excess output’ and “normal output’’ are expanded to cover timber
units; ‘“normal output’” is expanded to give a discretion to the Com-
missioner to reduce the number of months to be used in computation,
where physical events normally prevent working during certain months
during the year. An election is given in the case of coal and
iron mines to compute nontaxable income from exempt excess output
either under the general rule or under the special rule applicable
thereto. The provisions are applicable only to producers of minerals
or logs as defined in the report of the committee of conference.

It is contemplated that the determination of income from mining
and logging operations to be excluded from excess profits net income
shall be made on the basis of individual mineral properties or timber
blocks rather than on the basis of an aggregate of mineral properties
or timber blocks owned by a taxpayer.

Amendment No. 291: This amendment inserted a new section in
the bill to provide for the adjustment of the net operating loss deduc-
tion in computing excess profits net income. Under existing law, this
deduction is designed for use in determining net income, and the ad-
justments required by this amendment are necessary to coordinate this
deduction with the provisions for the computation of excess profits
net income. The House recedss with amendments providing that
- the adjustments to the computations made for uny taxable year in
determining the net operating loss deduction are determined with
respect to the excess profits tax adjustments for the year for which
such computations are made. For example, if section 711 (a) (2)
(B) (reducing the deduction for interest in certain cases) is applicable
to the taxpayer in the taxable year in which a net operating loss is
sustained, an adjustment corresponding to that required by section
711 (a) (2) (B) is made in determining the net operating loss, even
though section 711 (a) (2) (B) is not applicable in the taxable year
in which the net operating loss deduction, determined on the basis of
such net operating loss, is claimed. .

Amendment No. 292: This smendment incorporates a new section
to amend existing law bﬁ' roviding that dividends on stock which is
not a capital asset sha Ee included in full in the computation of
excess profits net income of a taxpayer using the excess profits credit
based on invested capital. The change is applicable to taxable years
beginning after December 31, 1939. The House recedes.

Amendments Nos. 293, 294, and 295: These are changes in section
numbers. The House recedes.

Amendment No. 296: This makes a clerical change. The House
recedes, with an amendment to conform to the bill as agreed to in
conference.

Amendment No. 297: This amendment adds a new section to the
bill to amend section 713 (e) of the Code to provide that, in case the
average monthly excess profits net income or deficit in excess profits
net income for a taxable year in the base period is less than 75 percent
of the aggregate of the excess profits net income (reduced by deficits
in excess i_)roﬁts net income) for the remaining years, divided by the
number of months in such remaining years (called average monthly
amount), the base period net income for such year gha]l be an amount
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equal to 75 percent of the average monthly amount multiplied by the
number of months in such year.

This adjustment is applicable only in the case of one year in the
base period, and to that year for which the increase in excess profits
net income will produce the highest base period net income. The
House recedes.

Amendments Nos. 298, 299, and 300: These are changes in section
numbers; the House recedes.

Amendment No. 301: This amendment incorporates a new section
to amend section 718 of the Code by providing that, under certain very
limited circumstances, the equity invested capital of a ‘“‘transferee’
corporation which receives property from another corporation pur-
suant to a tax-free exchange or reorganization shall be increased, and
the invested capital of the transferor shall be decreased, by the deficit
in earnings and profits of the transferor which is attributable to the
property so transferred. Subsequent earnings of the transferee shall
first be applied to reduce the amount of such deficit before any earn-
ings and profits can be determined to have been accumulated and to
increase invested capital. The amendment is applicable to taxable
years beginning after December 31, 1939. The House recedes.

Amendment No. 302: This s a technical amendment which amends
section 720 (d) of the Code to provide that the amount of interest on
Government obligations, described in section 22 (b) (4), by which the
taxpayer elects to increase its normal tax net income for excess profits
purposes is to be reduced by the amount of the amortizable bond pre-
mium attributable to such obligations. The House recedes.

Amendment No. 303: This amendment inserts a new section into
the bill to make certain technical changes necessary in the computation
of tax under section 721 of the Code, relating to abnormalities in
income in the taxable period. Subsection (f) is added to section 721
to provide that, if by reason of taking into account exploration, dis-
covery, prospecting, research, or development of tangible property,
patents, formulae, or processes, extending over a period of more than
-12 months, the constructive average base period net income ag a result
of the appiication of the relief provisions of section 722 is higher than
if such activities had not been taken into account, no net abnormal
income resulting from such activities which are of a class described
in section 721 (a) (2) (C) shall be attributable to the base period, or
to a;iy year other than a taxable year under Subchapter E of Chapter
2. This amendment is applicable to taxable years beginning after
December 31, 1939, The House recedes. .

Agn endment No. 304: This is a change in section number; the House
recedes.

Amendments Nos. 305, 306, 307, 310, 311, 314, 316, 318, 319, 325,
227, 328, 329, 330, 331, 332, 333, and 334: These amendments relate
to the relief provisions under the excess profits tax.

Section 213 of the House bill revises and broadens section 722 of
the Code, relating to adjustments in the base period net income of
corporations, to remove existing inequities and to alleviate hardship
in cases where relief cannot now be obtained. The Senate amend-
ments clarify the changes made by the House bill, broaden the relief
granted in certain respects, and alter the administration of the relief
provisions,
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In those cases described in the last sentence of section 722 (b) (4)
(relating to taxpayers the change in the character of the business
of which accrued after December 31, 1939) and in section.722 (c)
(relating to taxpayers which came into existence after December 31,
1939) regard shall be had, under the amendments of the Senate, to
such changes to the extent necessary to establish the normal earnings
to be used as the constructive average base period net income, despite
the general rule that events occurring after December 31, 1939, are
to be disregarded. .

Under the House bill a corporation may be entitled to relief if,
prior to January 1, 1940, commitments were made binding it to make
changes in the operation, management, etc., and such changes are
eflectuated during a taxable year ended after December 31,1939. In
this case the changes are deemed to result in a change in the character
of the business as of December 31, 1939. The Senate has made a
clarifying amendment to make it manifest that the commitments
made need not take the form of legally binding contracts only. The
Senate has also deleted those provisions of the House bill which

rovide for certain limitations to be applied in determining eligibility
or relief and in computing the final tax liability after relief has been
given., ,

The Eeneral relief provisions under the House bill were applicable
to taxable years beginning after December 31, 1941. The Senate has
made these provisions retroactive and agplicable to all taxable years
beginning after December 31, 1939, which necessitated an amendment
to extend the time for filing an application for relief in the case of
taxable years beginning after December 31, 1939, but not after
December 31, 1941, to six months after the date of the enactment of
the Revenue Act of 1942, If an apflication for relief for such years
is not timely filed, any relief will be limited, as in the case of a claim
for the current year not timely filed, to the amount of any deficiency
finally determined without the application of the relief section.

As a result of the provisions added by the Senate, extending relief
to certain mining corporations by exempting from excess profits tax
a certain portion of the current income, a further amendment was
made in the general relief provisions to provide that, if the construc-
tive average base period net income of a taxpayer, to which section
711 (a) (1) (I) or section 711 (a) (2) (K) of the Code applies, is
established under section 722, there shall also be determined a fair
and just amount to be used as normal output and normal unit profit
for the purposes of section 735,

The Senate deleted the provisions of the House bill relating to the
treatment under section 721 of the Code of current abnormal income
in cases where a constructive average base period net income is
determined under section 722. Substitute provisions with respect
to such cases have been inserted elsewhere by the Senate.

The House bill provided for the establishment within the Board of
Tax Appeals of a special division which would be the sole division of
the Board hearing and determining and redetermining issues arisin
under section 711 (b) (1) (H), (), (J), or (K), (relating ta abnorma
deductions within the base period), section 721 (relating to abnormal
income within the taxable period), and section 722 (relating to general
relicf from discriminatory excess profits taxes). The abnormality
cases under section 711 (b) (1) (H), (I), (J), or (K), or under section
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721, except section 721 (a) (2) (C), do not on the whole involve prob-
lems of the complexity of those presented by section 722. Such cases
will be disposed of under the Senate amendments in the same manner
in which such cases are currently handled under existing law. De-
termination and redetermination by any division in the Board involv-
ing any question arising under section 721. (a) (2) (C) or section 722
would be reviewed by the special division of the Board. °

In addition to the Yrovisi()ns relating to general relief, the House
bill granted additional relief to taxpayers in certain special circum-
stances. The Senate transferred the provisions reluting to bonus
income of industries with ‘depletable reserves to those sections relat-
ing to nontaxable income from exempt excess output of mining and
logging, and from bonus income of mines and timber blocks.

Ogl‘he Senate also made certain changes relating to installment basis
taxpayers and has added provisions extending relief to taxpayers
with income from long-term contracts.” In the case of installment
basis taxpayers the eligibility requirements have been amended bﬁ
the Senate to provide an election to taxpayers which can establis
(a) that the average volume of credit extended to purchasers on the
installment plan in the four taxable years preceding the first taxable
year beginning after December 31, 1941, was more than 125 percent
of such credit extended to such purchasers in the taxable year, or
(b) that the average outstanding installment accounts receivable at
the end of each of the four taxable years preceding the first taxable
year beginning after December 31, 1941, was more than 125 percent
of the average of such accounts receivable at the end of the taxable
{ear. Under the.amendment the House bill provides for an irrevoca-

le election which the Senate has changed to provide taxpayers with
8 new election to resume the reporting of income on the installment
basis when the eligibility requirements are no longer satisfied. When
once made, such election shall be irrevocable and shall preclude an
further election under section 736 (a) and for the taxable year in whic
_the election to resume the installment method of accounting is made
and for subsequent taxable years income shall be computed 1n accord-
ance with section 44 (c¢) of the Code.

The Scnate has added a provision extending relief to taxpayers
reporting income from long-term contracts upon the completed con-
tract method of accounting, if it is abnormal for the taxpayer to
derive income from contracts,,’the performmance of which requires
more than 12 months, or, if the amount of such income is abnormally
great, so that such a taxpayer may elect for excess profits tax purposes
to compute in its return for such taxable yeur its income from such
contracts upon the percentage of completion method of accounting,
This election when made is irrevocable and applies to all other con-

“tracts, past, present, or future, the performance of which requires
more than 12 months, and the net income for prior years including
the base period yeurs of the taxpayer is to be adjusted for excess
profits tax purposes in conformity with this election,

The provisions of the House bill authorizing adjustment of the
excess profits income of the years prior to that with respect to which
the elections under this section have been made, despite the fact that
such adjustinents might otherwise have been prevented by any other
provision or rule of %a,w, have been broadened to include long-term
contracts and adjustments in the tax imposed by chapter 1 stemming
from the operation of this section.
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Under the existing law, as interpreted by the Commissioner of Internal
Revenue, it was necessary for the ta.xp‘i;{er to compute his tax with-
out regard to the relief provisions and file a claim for refund for each
taxable year. It is believed that such a procedure should not be
followed where the taxpayer has had its constructive average base
period net income finally determined for any year. Such determina~
tion should permit the taxpayer to use the base period net income so
determined as & basis in computing its excess profits tax for any future

ear.

y By action of the Senate the amendments to section 722 are appli-
cable with respect to taxable years beginning after December 31,
1939. Unless a taxpayer elects within six months after the date of -
enactment. to have subsection (b) of section 736 and so much of sub-
section (¢) as is applicable thereto apply retroactively to all taxable
years beginning after December 31, 1939, such subsections shall apply
only to taxable years beginning after December 31, 1941,

he House recedes with respect tQ each of the above amendments
with a technical amendment in the case of amendment No. 325. .

Amendments Nos. 308, 309, 312, 313, 315, 317, 320, 321, 322, 323,
324, and 326: These are technical and clerical amendments necessi-
tated by the substantive changes made in the general relief provisions.
The House recedes with a clerical change in amendment No. 309.

Amendment No, 335: This is a change in section title and number;
the House recedes. : .

Amendment No, 336: This amendment provides that a corporation
which would otherwise be exempt from excess profits tax s not be
exempt if it is & member of an affiliated group of corporations which
files a consolidated return under section 141 of the Code. The reason
for this change is explained in connection with amendment No. 186.
The House recedes.

Amendments Nos, 337 and 338: These amendments make technical
and clerical changes; the House recedes.

Amendment No. 339: This amendment incorporates a new section
into the bill as passed by the House to eliminate the present require-
ment that the return of a taxpayer subject to the excess profits tax
must contain two sets of computations of the excess profits credit.
The optional provisions which permit a taxpayer to disclaim either
method of computing its credit are likewise repealed. These changes
are applicable to taxable years beginning after December 31, 1939,
80 t(lllat previous disclaimers are rendered ineffective. The House
recedes.

A(rlnendment No. 340: This is a change in section number; the House
recedes.

Amendment No. 341: The Senate has added a new section 731 to
the Code to exempt from ‘excess profits tax that portion of the ad-
justed excess profits net income attributable to the mining by a
domestic corporation in the United States of certain specified strategic
metals, This amendment is applicable to taxable years beginning
after December 31, 1940. The House recedes.

Amendment No. 342: This amendment revises section 734 of the
Code, relating to adjustment in the case of an inconsistent position
taken by a taxpayer with respect to a prior income tax liubility. The
Committee. of Conference considered a number of problems arisi
under this section, some of which appear to be satisfactorily determine
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under existing reguldtions issued by the Commissioner. Thus, the
effect of a previous adjustment under section 3801, or of an incon-
sistent position in a subsequent excess &roﬁts tax taxable year, or the
determination whether consistency with the prior year treatment of
an item or transaction is permitted for excess profits tax purposes,
although under current rulings and decisions sucl;x treatment is erro-
neous, and whether the taxpayer has a right to withdraw from an in-
consistent position, are groperly treated under existing law.

The Senate has defined the term ‘‘ predecessor’’ specifically to include
only a person which is a component corporation of the taxpayer within
the meaning of section 740 and a person which on April 1, 1941, or
at any time thereafter controlled the taxpayer and any person which
is 8 predecessor of a person which is a predecessor of the taxpayer
under the definition. )

The character for tax purposres of that portion of an adjustment
which represents interest, the proper treatment of the excess of an
adjustment representing a decrease in excess of the excess profits tax
for the taxable year, and the method of computation of interest in
determining the amount of an adjustment are fully deseribed in the
statute by action of the Senate. This amendment also provides a
statutory rule for the burden of proot in cases arising under section
734, The House recedes.

Amendment No. 343: This is a change in section number and the
House recedes, . _

Amendments Nos. 344, 345, 348, 349, 350, 351, 352, 353, 365, 366,
367, 368, 369 and 370: These are technical amendments made neces-
sary by amendments made in certain sections of Supplement A under
the excess profits tax. The House recedes,

Amendment No. 346: This amendment makes several technical
changes in section 740 (c¢) as amended in the House bill. Section
740 (c) (1) of the bill as passed by the Senate corresponds to the whole
of section 740 (c) of the House bill, but is subject to the further rule of
paragraph (2) of section 740 (¢) as added by the Senate. Section
740 (c) (1) also allows a component corporation to take into account
_its entire base period experience (except as provided in section 740
(e) (2)) for the purpose of the growth formula under sections 713 (f)
and 742 (h), except that it cannot take into account such base period
experience for the purpose of determining the greatest amount of
oxcess profits net income for any hase period year to which the average
base period net income or Supplement A base period net income is
limited under the growth formula., A technical addition to scction
740 (c) (1) also gives the component corporations’ base Feriod experi-
ence for the day of the Supplement A transaction as well as the prior
period (with certain exceptions) and its capital addition and capital
reduction as of such day immediately prior to such transaction and
for all prior periods to the acquiring corporation.

Section 740 (c) (2), as added by the Senate, applies only in case
of a Supplement A transaction occurring in a taxable year beginning
aftor December 31, 1941, In such case, the base period experience of
the component corporation (after the application of section 740 (c) (1)
in case of a prior transaction) is allocated to such component corpora-
tion for purposes of excess profits credit for only such year in the ratio
which the number of days in such Iyear before the transection plus such
days bears to the total tax in such year.
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The last sentence of section 740 (c), as added by the Senate bill, is
retroactive to taxable years beginning after December 31, 1939, In
general, it prevents an acquiring corporation from taking into account
any experience after the Supplement A transaction of a component
corp(clxration which continues in existence thereafter. The House
recedes.

Amendment No. 347: This amendment makes the change in base
period for purposes of Supplement A under the excess profits tax
(changed to the four calendar years 1936 through 1939 in the House
bill) subject, in general, to the election to have the amendments
to Supplement A made by this act apply retroactively for the purpose
of computing the excess profits tax for all taxable years beginning
after December 31, 1939. The only exception is in the case of any
corporation which became an actﬁuiring corporation prior to Sep-
tember 1, 1940. The House recedes.

Amendment No. 354: This amendment changes the treatment of
two or more taxable years beginning in the san:e base period year
under Supplement A of the excess profits tax. The House bill
requires the excess profits net income for such years to be put upon
an annual basis, The Senate bill provides that the excess profits net
incomes for such years shall be adjusted to such extent as the Com-
missioner, under regulations prescribed by him with the approval of
the Secretary, prescribes as necessary in order that such base period
year shall reflect income for a period of twelve months, The amend-
ment adds a rule for guidance in the application of this provision
to provide that a taxable year of a component corporation (beginning
within the base period) which begins with or within the taxable
year of the acquiring corporation in which the acquisition occurred,
or which begins with or within the same base period year with which
or within which such taxable year of the acquiring corporation begins,
shall be considered a taxable year of the acquiring corporation and
to have begun in the base period year with which or within which
suchd taxable year of the acquiring corporation began. The House
recedes.

Amendment No, 355: This amendment applies the 756 percent rule
for the purpose of computing the excess profits tax under Supplement
A for taxable years beginning after December 31, 1941, Under this
rule, the lowest base period year of group excess profits net income is
to be raised to 75 percent of the average for the other three years.
The House recedes.

Amendments Nos, 356, 357, 358, 359, 360, and 363: These Senate
amendments are technical, resulting primarily from changing the rule
of section-742 (e) (1) as amended in the bill passed by the House. The
House recedes.

Amendments Nos. 361 and 362. In the House bill, section 741
(e) (2) under Supplement A of the excess profits tax provided for
an adjustment, under the Commissioner’s regulations, in excess profits
net income for ‘“vacant’” base period years (which are to be filled up
on the basis of 8 percent of invested capital) in cases where there
was cross ownership of stock between acquiring and component cor-
porations on the first day of the owning corporation’s first taxable
year beginning in 1940. The amendments renumber this section,
742 (e) (3), and provide more specifically for the situations in which
the adjustment is to be made. In some cases of cross ownership of
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stock, adjustment under section 742 (e) (3) is not necessary by reason
of the provisions for adjustment in section 742 (f) (1), as amended by
this bill. Thus the example given in the House and Senate Committee
reports under this section is covered by section 742 (f) (1).

The primary purpose of section 742 (e) (3) is to provide for adjust-
ment where, by reason of the acquisition by one corporation of stock
in another, the invested capital of the corporation whose stock is
acquired is increased without a corresponding decrease in the invested
capital of the owning corporation. This may occur, for example, in
the case of a purchase by A Corporation of B Corporation’s stock from
B on the last day of the gasé eriod. Insuch case, the invested capital
of B for the first day of.its first taxable year in 1940 will be increased
bg' the assets received from A, while, by reason of the operation 'of
the inadmissible asset ratio as to A, A's invested capital for such day
will not be reduced correspondingly. Section 742 (e) (3) also applies
regardless of the date prior to the first taxable year in 1940 when the
stock was acquired if the inadmissible asset ratio fails to eliminate
duplication of the same invested capital as between the acquiring
corporation and its component. Accordingly, in such cases the Com-
missioner is given authority to prescribe regulations with the approval
of the Secretary for adjustment in the excess profits net incomes of
such corporations, The House recedes, -

Amendment No. 364. This is a technical amendment to section
742 (f) (1) under Supplement A of the excess profits tax. Such sec-
tion was designed in the House bill to eliminate experience attributable
to stock acquired by the transfer of assets (other than the issuance of
the acquiring corporation’s stock) of the acquiring corporation, which
assets thereupon went out of the system. This amendment provides
that stock which has in the hands of the taxpayer a basis determined
with reference to the basis of stock previously acquired by the issuance
of the taxpayer’s own stock shall be considered as having been acquired
in consideration of the issuance of the taxpayer’s own stock. The
House recedes. :

Amendments Nos. 371, 372, 373, 374, 'These are technical ‘amend-
ments to the applicability provision of section 228 of the bill as passed
by the Senate (216 of the House bill), designed primarily to reflect
the retroactive application to taxable years beginning after December
31, 1939, of the last sentence of section 740 (c) as added by the Senate
bill, The House recedes. .

Amendments Nos. 375 and 376: The House bill provided that section
752, relating to the computation of highest bracket amount in connec-
tion with exchanges, should not apply to any taxable year beginning
after December 31, 1941, Amendment No. 375 strikes this pro-
vision and amendment No. 376 repeals section 752 as of the date of the
enactment of the Second Revenue Act of 1940, The latter amend-
ment also repeals as of such date section 710 (a) (2), relating to the
application of the highest bracket amount in the computation of the
excess profits tax. The House recedes.

A:inendment No. 377: This is a clerical amendment; the House
recedes,

Amendment No. 378: This amendment revises and simplifies the
definitions of ‘“exchange’” and ‘‘transferee upon an exchange’’ and
adds the term “transferor’’ in connection with the rules provided for
determining invested capital as the result of certain tax free exchanges
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and ‘“‘intercorporate liquidations.” It is provided that the term
“exchange’’ means a transaction by which one corporation, called the
“transferee,” receives property of another corporation, called the
“transferor,” and the basis of the property so received, in the hands
of the transferee, for the purposes of section 718 (a) (relating to the
definition of equity invested capital) is determined by reference to
the basis in the hands of the transferor, This amendment also pro-
vides that the basis in the hands of the transferee of the property
received upon the exchange from the transferor is to be determined
in accordance with the provisions of section 718 (a) (2), namely, the
basis (unadjusted) for determining loss, adjusted, with respect to the
period before its receipt by the transferee upon the exchange, by an
amount equal to the adjustment ﬁ)ro er under section 115 (1) for
determining earnings or profits, The House recedes.

Amendments Nos. 379 and 380: These amendments are technical
amendments; the House recedes,

Amendments Nos, 381, 382, 383, 384 and 385:

Amendment No. 381 rewrites, with numerous technical and clari-
fyinF changes, the provisions of section 761 of the House bill, provid-
ing for an invested capital adjustment at the time of a tax-free inter-
commte liquidation, ' ‘

nendment No. 382 strikes subsection (b) of section 760 of the
House bill makinF the provisions of section 760 applicablé retroac-
tively to all taxable years beginning after December 31, 1939,

Amendments Nos, 383 and 384 make merely technical changes.

Amendment No, 385 makes, if the taxpayer so elects, the provisions
of section 761 applicable to all of the taxable years of such taxpayer
beginning after December 31, 1939, and the provisions of sections
718 (a) (6), 718 (b) (4), and 718 (c) (4) inapplicable to such taxable
years of such taxpayer,

The House recedes with a change in amendment No, 3856 making
section 760 a%plicable retroactively, at the option of the taxpayer,
taxable years beginning after December 31, 1939,

Amendment No. 386: This amendment adds a new part III to sub-
chapter E of chapter 2 of the Code, 8o as to provide for a post-war
refund of excess profits tax, A credit equal to 10 percent of the tax
imposed under subchapter E for each taxable year is directed to be
established by the Secretary of the Treasury to the account of the
taxpayer. Taxpayers entitled to such credit shall receive non-interest~
bearing bonds of the United States equal to 10 percent of the tax paid.
Such bonds shall not be transferable on or before the date of cessation
of the present war, Within agf)ropriate limitations, 40 percent of the
amounts paid during the taxable year in retirement of debt is allowed
as a credit against the tax for such year imposed by subchapter E.
The House recedes with certain clarifying changes. .

Amendments Nos, 387, 388, 389, and 392: These amendments re-
late to the cepital stock and declared value excess-profits taxes. The
House bill provided for annual deolarations of capital value in maki
capital stock tax returns, and also made technical amendments wit
respect to the declared value excess-profits tax, Senate amendments
Nos, 387, 388, and 389 terminate both the capital stock and declared
value excess-profits taxes. Amendment No. 392 eliminates technical
amendments made by the House. The Senate recedes.
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Amendments Nos. 390 and 391: The House bill inserted a new pro-
vision in the Code for determining the declared value excess-profits
tax for taxable years of less than 12 months, Amendment No. 390
makes a technical change in this provision and amendment No. 301
makes the provision applicable to taxable years beginning after De-
cember 31, 1939, The House recedes with an amendment indicating
that the amendment in the House bill relates only to an income-tax
taxable year which is a period of less than 12 months on account of &
change in the accounting period of the taxpayer. ‘

Amendment No. 393: The House bill contained no provision with
respect to certain inter vivos transfers of community property. This
am:(lildmenb adds such a provision to section 811 (d); the House
recedes, '

‘::inendmenb No. 394: This is a clerical amendment; the House
recedes,

!;(rinendment No. 395: This is a clerical améndment; the House
recedes . ‘

Amendment No. 306: The House bill provided that one of the
excepted powers to appoint is & power to appoint within a class which -
does not include any others than the spouse of the decedent, descend--
ants of the decedent or his spouse, spouses of such descendants,
donees described in section 812 (d), and donees described in section
861 (a) (3). This amendment broadens the class to include the, spouse
of the creator of the power, descondants (other than the decedent) of
the creator of the power or his spouse, and spouses of such descendants.
The House recedes. :

Amendment No. 397: This amendment clarifies the scope of the
corresponding provision of the House bill. The House recedes with
a clerical amendment.

Amendment No. 398: This is a technical amendment, coordinating
. the House provigion with amendment No. 402. The House recedes,

Amendment No. 399; This amendment revises the provisions gov-
erning the applicability of section 403 to existing powers of appoint-
ment. Under the House bill nongeneral powers, created on or before
the date of enactment of this act, are not taxable if released within
2 years after the ‘date of enagtment of the act or if exercised on or
before such date. 'The House bill also provided that the amend-
ments are not applicable with respect to a power to appoint released
on or before the date of enactment of this act, The Senate amend-
ment provides that nongeneral powers, created on or before the date
of enactment of this act, are not taxable unless exercised after such
date. This change makes allowance for the inability to release
various nongeneral powers under applicable local law. The Senate
amendment also qrovides that the amendments made in the House
bill shall not a&p y to any power created on or before the date of
enactment of this act if released on or before January 1, 1943. In-
addition, the Senate amendment contains a special rule for those
under a legal disability at the date of enactment of this act. The
House recedes with certain technical amendments, ;

Amendment No.' 400: This amendment restores the $40,000 ex-
emption now applicable to insurance proceeds payable to benefioiaries
other than the executor. The House bill eliminated this exemption
and allowed a 360,000 specific exemption under the additional estate
tax. The Senate recedes. ' '

H. Repts., 77-2, vol, 6——383
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Amendment No. 401: This amendment clarifies the corresponding
-provision of the House bill, The House recedes. o
~ Amendment No. 402: This amendment makee various technical
changes. The House recedes with a technical amendment. '

Aﬁnendment No. 403: This is a clerica)l amendment; the House
recedes. ' ,

Amendment No. 404: This amendment clarifies the language of the
corresponding provision of the House bill; the House recedes,

Amendments No. 405 and No. 406: These are clerical amendments;
the House recedes. o

Amendment No. 407: This is a technical amendment made neces-
sary by amendment No, 4156. The Senate recedes,

endments No. 408 and No. 409: These are technical amend-
ments; the House recedes, ‘

Amendments No. 410 and No. 411: Under the House bill the de-
duction of the disclaimed interest must be preceded by a disclaimer
which becomes irrevocable prior to the date prescribed for the filin
of the ostate tax return. These amendments allow the deduction i
the disclaimer is made prior to such date, provided that it becomes
irrevocable before the expiration of the applicable period of limita-
tions for the redetermination of the estdte tax. The House recedes.

Amendment No. 412: This is a clerical amendment; the House
recedes.

Amendment No. 413: This amendment provides that, if a notice
of deficiency in estato tax is mailed to a taxpayer outside the States
of the Union and the District of Columbia, the taxpayer has 150
days within which to file his petition with the Board of Tax Appeals.
The House recedes.

Amendment No. 414: This amendment strikes out a provision in
the House bill which allowed & $60,000 specific exemption under the
additional estate tax, in conjunction with the elimination of the
$40,000 insurance exemption with respect to insurance payable to
beneficiaries other than the executor. See amendment No. 400. The
Senate recedes. .

Amendment No. 416: This amendment adds a new subsection (e) to
section 812 of the Code, providing, subject to certain stated limitations,
for the deduction of estate, succession, legacy, or inheritance taxes
actually paid to any foreign country in respect of any property
situated within such foreign country, which is included in the gross
estate and which the Commissioner determines cannot be withdrawn
from such foreign countr{) by reason of freezing orders, exchange
restrictions, or other prohibitions, A special statute of limitations is
included for those cases where the tax claimed as a deduction is
recovered at a later date. This special statute of limitations is also
made applicable to the recovery of any state estate, succession, legacy,
and inheritance taxes allowed as a credit. The amendment applies to
estates of decedents dying after December 31, 1941. However, it is
provided that the amendment, insofar as it relates to the deduction
of foreign death taxes, shall not apply to estates of decedents dying
more than 1 year after the termination of the present war, The
amendment makes various technical changes made necessary by the
principal changes. The conferees are impressed with the purpose of
this amendment, but it has been decided to withhold any legislative
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a::ign pending further study of the problems involved. The Senate
recedes. A : - :

Aﬁxendm‘ent No. 416: This is a clerical amendment; the House
recedes. -' : o
" Amendment No. 417: The changes made by this amendment corre-
spond to the changes made by Senate amendment No. 396. The

ouse recedes. S o

Amendment No. 418: This amendment provides that the release of
a general power of appointment before January 1, 1943, shall not be
deemed a taxable gift. Under the House bill the amendments with
respect to powers of appointment were not applicable to the release
of a power before January 1, 1943, However, such releases might be
held taxable under the existing gift tax statute, and this amendment
accordingly makes it clea) that releaseg made before January 1, 1043,
are not taxable under existing law. The House recedes with certain
technical amendments. These amendments, in accordance with the
entire tenor of sections 403 and 452 of the House bill, apply only to
powers received by the individual from another person, and do not
affect the present status of powers reserved to an individual by himself.
See Estate of Sa&{ord v. Comm. (308 U. S. 39 (1939)).

Amendment No. 419: This amendment corresponds to amendment
No. 397. The House recedes, .

Amendment No. 420: Under the House bill nongeneral powers,
created on or before the date of enactment of .this act, are not taxable
if released within 2 years after the date of enactment of this act or if
exercised on or before such date. The House bill also provided that
the principal amendments are not applicable with respect to a power:
to appoint released on or before the date of enactment of this act.
The Senate amendment provides that nongeneral powers, created on
or before the date of enactment of this act, are not taxable unless
exercised after such date. In addition, the amendment contains a
special rule for those under a legal disability at the date of enact-
ment of this act. The House recedes. See amendment No. 418,

Amendment No. 421: This amendment clarifies language in the
House bill; the House recedes.

Amendment No. 422: This amendment allows the annual exclusion
in the case of gifts in trust, except in cases of gifts of future interests
in property. 'The House recedes.

mendment No. 423: This amendment provides that, if a notice
of deficiency in %:ft tax is mailed to a taxpayer outside the States of
the Union and the District of Columbia, the tax%ayer has 150 days
within which to file his petition with the ﬁpard of Tax Appeals. The
House recedes. '

Amendments Nos. 424 and 425: These are clerical amendments;
the House recedes. ,

Amendments Nos. 426, 428, 429, and 430: These are clerical amend-
ments; the House recedes,

Amendment No. 427: This amendment to the Revenue Act of 1936
provides an additional credit for determining undistributed net
income subject to undistributed profits surtax in certain cases .of
corporations having a deficit in accumulated earnings and profits
and prohibited because of such deficit by a State law or order of
a public regulatory body from distributing dividends. There is
no comparable provision in the House bill. The amendment also
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.expands ‘the paragraph prohibiting double credits to contemplate
the inclusion of this o,ddit?onal c:;lcll?t. In like manner, the definition
-of undistributed net income is also expanded and is broadened further
to include the additional credit provided in amendment No. 431.
The House recedes. : ,

Amendment No. i31: This amendment to the Revenue Act of
1036 provides an additional credit to give relief from undistributed
profits. surtax to a corporation realizing income from the sale of a
capital asset which income is distributed pursuant to contract to
preferred shareholders in redémi)tion of their shares prior to March
3, 1936. There is no comparable provision in the House bill. The
House recedes.

Amendment No. 432: This amendment provides that the stamp
tax on indemnity, fidelity, and surety bonds, and insurance other than
life, is imposed at the rate of 8 cents, instead of 4 cents as provided in
the House bill, on each dollar, or fractional part thereof, of the pre-
mium charged. The Senate recedes.

- Amendment No. 433: This amendment provides that the stamp tax

imposed in the House bill, at the rate of 1 cent on each dollar, or frac-
tional part thereof, of the premium charged for life insurance, sickness,
and accident policies, and annuity contracts, shall not apply where
the insurer is subject to tax under section 201 of the Code, relating
to t(tlxx upon the income of life insurance companies, The House
recedes.

Amendment No. 434: This is a change of section heading; the
House recedes.

. Amendment No. 435: Section 504 of the House bill changed the
name of the Board of Tax Appeals to United States Tax Court. The
amendment strikes this section. The House recedes with an amend-
ment fixing the name as The Tax Court of the United States,

Amendment No. 436: This is a change in section number; the
Senate recedes. ‘

Amendment No. 437: Section 506 of the House bill provided for the
exclusion of a specified period in computing interest with respect to
income tax in the case of nonresident alien individuals subject to the
provisions of section 211 (a) or.211 (c) of the Code, and foreign cor-
porations subject to the provisions of section 231 (a) of the Code,
where payment of tax was prevented due to restrictions imposed by
any foreign country. The amendment eliminates this section because
the subject matter thereof is included within the scope of section 506
of the bill as passed by the Senate. The House recedes.

Amendment No. 4337: Section 507 of the House bill exempted from
documentary stamp tax the use of instruments to make effective
coertain orders of the Securities and Exchange Commission. By
amendments Nos. 438 to 448, inclusive, the Senate adds to the section
a number of other provisions relative to documentary stamp taxes.
Amendment No. 438 changes the section number to 505, changes
the heading of the section to conformn to the additional provisions
included by the Senate, and adds a subsection providing that for
the purposes of chapter 11 of the Code relating to issues of bonds,
stocks, ete., obligations issued by any receiver, trustee in bankruptcy,
assignee, or other person having custody of the property or charge
of the affairs of any corporation, shall be deemed to be issued by the
corporation. The House recedes, with a_clerical amendment.
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Amendment No. 439: This amendment adds to the House bill &
provision abOIishin% exemption from stamp tax of any delivery or
transfer of stocks, bonds, etc., by operation of law, but establishes
s;‘)‘eciﬁc exemptions with resgect to enumerated transfers and deliveries
of the character of, or resembling, transfers and deliveries by operation
of law, The House recedes.

Amendment No. 440: This amendment adds to the House bill a
provision exempting from documentary stamp tax on issue and
transfer, stocks and bonds issued by savings and loan associations,
cooperative banks, and homiestead associations, substantially all the
business of which is confined to making loans to members. The
House recedes.

“ Amendment No. 441: This amendment adds a provision to existing
law conferring exemption from documentary stamp tax with respect
to the use of instruments to make effective reorganizations confirmed
under the National Bankruptcy Act. The amendment extends
exemption to the use of instruments to make effective any plan of
reorganization or adjustment confirmed under the National Bank-
ruptcy Act, or approved in an e%uity receivership in a court involving
a railroad corporation as defined in section 77 (m), or a corporation
as defined in section 106 (3), of the said act. The amendment limits
the exemption to such use of instruments occurring within § years
from the date of confirmation or approval. The House recedes.

Aﬁlendment No. 442: This is a technical amendment; the House
recedes. '

Amendment No. 443: This amendment changes the designation of
8 subsection from (g) to (f); the House recedes.

A(xlnendment No. 444;: This is a clerical amendment; the House
recedes.

Amendment No. 445: This amendment exempts from the stamp tax
imposed by section 1802 (a) of the Code shares or certificates of a
common trust fund. The House recedes.

Amendmoent No. 446: This amendment provides that the United
States or any agency or instrumentality thereof shall not be liable for
documentary stamp tax with respect to an instrument to which it is
a party, and even though stamps are affixed thereby the tax may
nevertheless be collected from any other party liable therefor. The
House recedes. ‘

Amendment No. 447: This amendment repeals an exemption with
respect to deliveries or transfers of bonds in connection with a reorgan-
ization as defined in section 112 of the Revenue Act of 1932, if gain or
loss is not recognized under the applicable income tax law. The
House recedes. ‘

Amendment No, 448: This amendment establishes the effective
dates of the various amendments to stamp tax provisions made by
section 505 of the bill, as passed by the Senate. The House recedes
with a change in an effective date, ;

Amendment No. 449: This is a clerical change; the House recedes
with a change in section number.

Amendments Nos. 450, 451, 452, 4563, 454, 455, 456, 457, and 458:
The House bill provided for the suspension of time limitations running

ainst the Government, taxpayers, and others, in certain cases
where by reason of the war timely performance of acts affecting Federal
tax liabilities and rights is impossible or impracticable, These amend-
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ments clarify these provisions in certain respects, and provide further
that section 205 of the Soldiers’ and Sailors’ Civil Relief Act of 1940,
a8 amended, shall not apply with respect to any period of limitation
prescribed by or under the internal revenue laws, Also added by
the Senate is a provision for the refund or credit of interest, penalty,
additional amount, or addition to the tax, where amounts thereof are
. collected, but liability therefor was in reality not incurred b{ reason
of sections 3804 and 3805 of the Code as added by this bill, The
House recedes. ‘ :
Amendment No. 459: This amendment contains special provisions
in respect of crediting Federal income and excess profits taxes against
amounts repayable to the United States on account of disallowances
under cost-plus-a-fixed-fee contract. Under existing law a person
who has a legal or equitable claim against the United States is en-
titled to credit or offset such claim against his liability to the United
States, whether such claim arises out of the X&rticular transaction in
which he incurred his liability to the United States (Bull v. United
States, 2956 U. S, 247) or out of a distinct and seipamte transaction—
which would constitute a legal or equitable setofl (United States v,
Macdantel, 7 Peter’s 1, 18, 17; United States v. Ringgold, 8 Peter's
160, 163-164; Gratiot v. United States, 16 Poter's 336, 370; Watkins
v. United States, 76 U. S, 759, 765; U. S. Code, title 28, sec, 774).
Inl.T. 3577, 1. R. B. 1942-37 , page 5, the Bureau of Internal Revenue
has taken the position that in cases in which Government war con-
tracts are renegotiated by reductions applied retroactively to prior
taxable year for which returns have been filed, no refund or abatement
of the Kederal income and excess profits taxes for such prior years
shall be made by reason of such renegotiation and that such taxes
are to be applied as a credit or offset against the amounts to be
repaid pursuant to-the renegotiation. By such ruling a similar
position is taken in respect of cases involving a cost-plus-a-fixed-fee
contract where an item for which the taxpayer has been reimbursed
is disallowed as an item of cost chargeable to such contract and the
taxpayer is required to repay to the United States the amount dis-
allowed. The amendment adds a new section to the Code, section
3806, to apply the Bureau rule in cases involving cost-plus-a-fixed-fee
contracts, to prohibit a taxpayer from deducting in the year of repay-
ment the amount repaid, to provide specifically for the method of
computing the amount of taxes to be credited in respect of barred
vears, to provide a rule as to interest, aund to authorize a credit or
refund of taxes allowable but not allowed as a credit against the
amount to be repaid to the United States. The House recedes with
an amendment which provides for similar treatment in cases involving
renegotiations of war contracts or subcontracts where the taxpayer
is required to Fay or repay to the United States or any agency thereof
the amount of excessive profits eliminated pursuant to the renegotia-
tion. Under the Senate provisions as thus amended the Government
representative who accepts the payment or repayment, on behalf of
the United States or axgr s:ﬁeucy thereof is, in cases of renegotiation
as well as in cases of disallowances under cost-plus-a-fixed-fee con-
tracts, authorized to allow the credit for taxes provided for in the
new section 3806. The conference agreement therefore modifies, to
conform with section 3806 of the Code, the provision in section 801
of the bill which authorizes the Secretary of the Department con-
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cernéd to credit against the eliminated excessive profite the amount
olil Federal income and excess profite paid or payable with respect
thereto. .

Amendment No., 460: This. amendment extends relief from the
provisions of the Public Salary Tax Act of 1939 in cases of compensa-
tion received in & taxable year beginning after December 31, 1938,
for services rendered prior to January 1, 1939, The House recedes
with a clerical amendment.

Amendment No. 461: This amendment provides for a Joint Com-
mittee to study plans for compulsory savings and other plans whereby
money may be raised to assist in the conduct of the war and the
avoidance of inflation and plans for the payment currently of taxes.
These matters come within the if’luritsdicmm of the present tax com-
mittees of the Congress and will be considered in connection with
future tax legislation. The Senate recedes.

Amendment No, 462: This amendment abolishes the Processi
Tax Board of Review and transfers its jurisdiction to the Board o
Tax Appeals, The House recedes. - '

Amendment No. 463: This amendment makes more explicit the
fact that the additional allowance for military and naval personnel,
contained in amendment No. 43, applies to the Women’s Army Aux-
ilinry Corps and the Women’s Reserve branch of the Naval Reserve.
The House recedes. .

Amendment No, 464; This amendment adds & new provision to the
House bill, relating to the powers of the staff of the Joint Committee
on Internal Revenue Taxation in securing information, data, estimates
and statistics. The amendment is in accord with the spirit and
intez&t of the organic law creating the Joint Committee. The House
recedes,

Amendments Nos, 465 and 470: The House bill fequired persons to
make their floor stocks tax returns on distilled spirits and wines on or
before the first day of the third month following the effective date of
the bill. This amendment deletes this requirement and substitutes
therefor a provision that such floor stocks tax returns shall be. made
on or before the end of the thirtieth day following the effective date
of the bill. The House recedes,

Amendment No. 466: This amendment provides that alcohol of 160
proof, or greater, may be imported into thé United States and be with-
drawn, in bond, from customs custody, without payment of the In-
ternal Revenue tax imposed upon ‘the act of importing such alcohol,
for transfer to industrial alcohol plants, alcohol bonded warehouses,
and denaturing plants for redistillation or denaturation and with-
drawal, or withdrawal without redistillation, either free of tax or upon
payment of the tax, as the case mi%ht be, for all the purposes author-
1zed biv part I of subchapter C of chapter 26 (relating to industrial
alcohol) of the Code, This amendment also provides that imported
alcohiol may be withdrawn from customs custody by the United States
or any governmental agency thereof for its own use free of Internal
Revenue tax. The House recedes,

Amendment No. 467:. This amendment provides for a drawback of
$3.756 per proof gallon to manufacturers of certain nonbeverage
products where fully tax-paid, domestically produced distilled spirits
are used, upon the payment of an annual tax graduated from $25
to $100 according to amounts of withdrawal. e amendment pro-
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vides for records to be kept and regulations of the Commissioner to
be issued and grants investigative powers to the Commissioner
through his agents to ascertain the correctness of claims filed. The
section also provides the period within which claims may be filed.
There is no comparable provision in the House bill. The House
recedes.

Amendment No. 468: This amendment deletes the House provision,
in respect of fermented malt liquor, for an exemption from the floor
stocks tax in favor of retail stocks held by a person on premises as to
which such person has incurred occupational tax as retail dealer in
liquors or retail dealer in malt liquors for a period beginning on Jul
1, 1942, but as to which premises no other occupational tax wit.
respect to dealing in distilled spirits or fermented malt liquors has
been incurred by such person for a period beginning on such date.

This amendment also deletes the House provision which would
require persons to make their returns for the floor stocks tax on fer-
mented malt liquors, on or before the first day of the third month
foHowing the effective date of the bill. The amendment substitutes
therefor a requirement that such floor stocks tax returns shall be made
on or before the end of the thirtieth day following the effective date
of the bill. :

The House recedes.

. Agxendment No. 469: Thisis a technical amendment; and-the House
recedes, -

Amendment No. 471: This amendment changes a section headin
in conformity with amendments Nos. 472 to 481, inclusive. The
House recedes. A ,

Amendment No. 472: The House bill increases the rate of tax on
smoking tobacco from 18 cents per pound to 24 cents per pound.
The amendment eliminates this increase; the House recedes.

Amendment No. 473: This is a clerical change; the House recedes.

Amendment No. 474: The House bill increased the tax rates appli-
cable to cigars weighing more than 3 pounds per thousand. The
Senate lowers certain of the rates fixed by the House bill as shown by
the table below: '

Tax rates approved by House Tax rates approved by Senate
Class Made toretatl at (cents) | RME || Clam Made to retall at (cents) | R8&
A....... Not more than 2.5each.......... $2.80 [| A...... Not more than 3.8 each. ... ... $2.00
B...--.. M:m than 2.5 and not more than 3.5 || B...... M4ore than 2.5 and not more than 3.00
O....... More than 4 and not morethans..| 5.00 )| O...... More than 4 and not more than6..| 4,00
D.......| Morethan6and not morethan8..| 7.00 || D...... More than 6 and not more than8..| 7.00
) JR More than 8 and not morethan1l.] 10.00 || E...... More than 8 and not more than 15.] 10.00
) S M&m than 11 and not more than | 13,50
G....... Mz(‘))m than 15 and not more than | 18,00 || F...... M:ore than 15 and not more than | 15.00
H. ... Maoore thar 20 and not more than | 25.00 || O...... More than 20. . coeeeeecacranee..| 20.00
| S More thad 30. . .oceeueeeeeeacnen- 38.00
The House recedes with an amendment changing to $2.50 the rate

on cigars made to retail at not more than two and one-half cents.
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Amendment No. 475: This is a clerical change; the House recedes.

Amendment No. 476: The House bill increased the existing rate of
tax on cigarette papers of one-half cent for each 50 papers, or fraction
thereof, with an-exemption of lots of not less than 25 papers, to one-
half cent for each 25 papers or fraction. thereof with no exemption.
This amendment elimnates this provision of the House bill. The
House recedes.

Amendment No. 477: This is a clerical change; the House recedes.

Amendments Nos. 478 and 479: These are technical amendments
to correspond to amendment. No. 472; the House recedes.

Amendment No. 480: This changes a subsection designation from
(f) to (d); the House recedes.

Amendment No. 481: This amendment adds & new provision -to
the House bill, permitting tax-free removal beyond the jurisdiction
of the United States of cigarette papers and tubes. The House

recedes. 2

Amendment No. 482: The House bill increased from 10 percent to
15 percent the rate of tax on telegra%h, cable or radio dispatches or
messages. The amendment restores the 10 percent rate with respect
to international dispatches or messages. The House recedes.

Amendment No. 483: This amendment, in order to conform to the
establishment of an additional rate by amendment No. 482, changes
the provision of ‘he House bill for tax computation based upon the
sum of all charges for telegraph, cable or redio dispatches or messages
covered by a bill, to provide for separate computation of tax at each
rate. The House recedes. ,

Amendment No. 484: The House bill increased from 10 to 25 per-
cent the rate of tax: ag&licable to photographic ap{)aratus, exempted
from tax cameras weig more than 4 pounds, exclusive of lens and
accessories, and.increased from 10 tv 16 percent the rate of tax applic-
able to photographic films and plates and sensitized paper. The
amendment reﬁl\;ces the 26 percent rate to 10 percent, removes the
exemption with respect to cameras weighing more than 4 pounds,
exclusive of lens and accessories, and exempts sensitized papers for
use in the reproduction of drawings, records, and other documents for
industrial or commercial purposes. The Senate recedes.

Amendment No. 485: This is a technical amendment to conform to
amendment No. 486; the House recedes.

Amendment No. 486: This amendment adds a provision extendi
to members of the military and naval forces of any of the other Unit
Nations an exemption from the tax on certain: amounts paid for trans-
portation, and seats and berths connected therewith, like that ex-
tended by existing law to personnel of the United States Army, Navy,
etc. The House recedes.

Amendment No. 487: This amendment adds to the articles ex-
empted by the House bill from jewelry tax, watches designed especially
for use by the blind; the House recedes.

Amendment No. 488: The House bill exempted from the tax on the
sale or lease of refrigerators and other cooling equipment, the lease or
renewal of a lease of a water cooler leased prior to October 1, 1941.
The amendment eliminates the specific exemption relative to water
coolers, which the amendment makes unnecessary aund limits the tax to
(a) household type refrigerators, (b) articles for or auitable for use as
parts of or with such household type refrigerators, and (c) self-con-
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tained air-conditioning units, including in each case parts or acces-
sories therefor sold on or in connection with the sale thereof. The
House recedes. _ : '

Amendment No. 489: This amendment adds a new provision to
the bill, increasing from $50. to $100 the annual tax on coin-operated
gaming machines. The House recedes. .

Amendment No. 490: This is a clerical change; the House recedes.

Amendment No. 491: The House bill classified as an amusement
machine subject to the tax of $10 per annum, thus excluding from tax
as a gaming machine, a vending machine operated by insertion of a
one cent coin, which, when it dispenses a prize, never dispenses a prize
of a retail value of, or entitles a person to receive a prize of a retail
value of, more than 5 cents, The amendment requires as a further
condition to such classification that any prize dispensed shall be
merchandise and not cash or tokens., The House recedes. °

Amendment No. 492: This amendment provides that trade stimu-

latt.);('l machines shall not be construed as gaming devices. The Senate
recedes.
"~ Amendment No. 493: The House bill made inapplicable to coin-
operated gaming machines section 3275 of the Code, which provides
for the keeping of a list of special taxpayers open to public inspection
and the furnishing of copies to prosecuting officers for a stated fee.
The amendment strikes out this provision of the House bill. ,

Under the House bill amendments relative to coin-operated ma-
chines were made aﬁplicable to the year beginning July 1, 1942, except -
that no tax would be payable for a period prior to the effective date
of the amendments with respect to an articﬁa not taxable prior to the
amendments. The Senate amendment provides that the amend-
ments relative to coin-operated machines shall be first applicable (1)
where a machine previously taxable is subjected by the amendments
to an increased rate of tax, with respect to the year beginning July 1,
1943; (2) where a machine was not previously taxable, with respect
to the taxable period beginning with the effective date of the amend-
ments; and (3) where the amount of the prize is limited to 5 cents,
with respect to the year beginning July 1,1942. The House recedes.

Amendment No. 494: This amendment eliminates the tax imposed
by the House bill on pari-mutuel or totalizator wagering on any racin
or any other sporting event of 5 percent of the amount wagered an
received into the pool to be paid by the person conducting or having
control thereof. The House recedes.

Amendments Nos. 495 and 496: These are clerical changes; The
House recedes. .

Amendment No. 497: This amendment eliminates from the House
bill a tax on amounts paid for the transportation of property. The
House recedes with an amendment restoring the tax and providing
that the tax is imposed at the rate of 3 percent of the amount paid,
except that in the case of coal the rate is 4 cents per short ton.

Amendment No. 498: This amendment incorporates a new section
which exempts from the tax on the first domestic processing of certain
oils, the use of palm oil in the manufacture of iron or steel products
or any subsequent use of palm oil residue resulting from the manu-
facture of iron or steel products, corresponding to a similar exemption
now existing with respect to palm oil used in the manufacture of tin
plate or terne plate, and the subsequent use of the residue of such
palm oil. The House recedes with a clerical amendment.
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Amendment No. 499: This is an amendment to section 1700 (e)
(1) of the Code. This provision of the Code imposes the 5 percent
tax on amounts paid for admission, refreshment, service, or merchan-
dise at any roof garden, cabaret, or similar place fumisixing a public
performance for profit. In order to allay possible questions under
the present statute, the amendment specifies that the tax, levied on
amounts paid by or for any patron or guest entitled. to be present
during any portion of the performance, shall be applicable although
no increase is made in the charges for admission, refreshment, service,
or merchandise by reason of the furnishing of the performance. -Thus-
the tax will be collected although a cabaret does not ‘increase its
prices for food or beverages while its floor show is in progress. The
amendment confirms. the - Treasury Department’s interpretation of
the present statute by stating that thé tax is applicable in the case
of any room in any hotel, restaurant, hall, or other public place where
music and dancing privileges or any other entertainment, except
instrumental or mechanical music alone, ‘are afforded the patrons in
connection with the serving or selling of food, refreshment, or mer-
chandise. The House recedes with a clerical amendment.

Amendment No. 500: This amendment changes the provision of
existing law that the sale of a toilet preparation to, and the resale by,
a person operating a barber shop, beauty parlor, or similar establish-
ment, shall both be considered a sale at retail, but there shall be
credited against the tax payable upon the resale the tax paid on the
sale to such person. ‘The amendment provides that sale to such per-
son for use in such operation shall be deemed a sale at retail, but sale
to such person for resale shall not be deemed a sale at retail. Use'in
such operation of an article purchased for resale shall be considered
a sale at retail at a price equivalent to the amount paid for the article.
The House recedes with a clerical amendment. ‘

Amendment No. 501: This amendment exempts from the retailers’
excise taxes retail sales at post exchanges and ships’ service stores.
The Senate recedes. This recession is not to be given any effect in
interpreting existi law. The conference believes the matter
‘requires further study.

Amendment No. 502: This amendment postpones the increase in
the rates of tax imposed by the Federal Insurance Contributions Act
by providing that the 1 percent rate shall remain effective through
the calendar year 1943, and that the 2 percent rate shall apply to
wages paid and received during the calendar years 1944 and 1945.
The House recedes.

Amendment No. 503: This amendment adds to the House bill
title VIII, relating to renegotiation of war contracts, which amends
section 403 of the Sixth Supplemental National Defense Appropria-
tion Act (Public Law 528, 77th Cong., 2d Sess.). Title VIII includes
the following provisions:

(1) Renegotiation is made applicable to the Treasury Department.

(2) The terms “subcontract’ and “article,”” which are not defined in
the present statute, are defired to mean, in the case of ‘‘subcontract’’,
any purchase, order or agreement to perform all or any part of the
work, or to make or furnish any article, required for the performance
of another contract or subcontract, and in the case of “‘article,” as
including any material, part, assembly, machinery, equipment or other
personal property.
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(3) In the discretion of the Secretary of the Department concerned,

- the provision for the renegotiation of the contract price may fix the
period for renegotiation, and may provide that renegotiation shall
apply only to a portion of the contract or subcontract. :
?4;’ The Secretary may renegotiate contracts or subcontracts as a
group

(6) In determining the excessiveness of profits, the Secretary shall
recognize the properly applicable exclusions and deductions which the
contractor or subcontractor is allowed under chapter 1 and chapter 2E
of the Code. , .

(6) The Secretary of the Department concerned is authorized to
credit against excessive profits eliminated pursuant to this section the
amount of Federal income and excess profits taxes paid or payable
with respect to such profits.

(7) No renegotiation may be commenced more than one year after
the close of the fiscal year of the contractor or subcontractor within
which completion of the contract or subcontract occurs.

(8) .Contracts and subcontracts for certain mineral or' natural
deposits, or timber, are exempted from renegotiation.

(9) The Secretary of the Department is authorized to exempt
specified categories of contracts and of subcontracts.

. Amendment No. 504: This amendment makes clerical ¢ es in
the table of contents. The House recedes with an amendment
conforming the table of contents to the bill as agreed to in conference.

The House recedes with an amendment designed to clari‘? the
language of the Senate provisions which provides that the credit for
income and excess profits taxes shall be determined in accordance with
the provisions of amendment No. 459. '

" The committee of conference does not feel that the amendments
which are made by the bill to the renegotiation law contain all the
changes and improvements which it might be desirable to make. No
attempt has been made to study and reexamine all the possible methods
for dealing with excessive profits realized on war contracts. The bill
merely attempts to remove some of the more pressing objections to
the present law and to make the law administratively workable. It is
anticipated that the Ways and Means Committee will study section
403 in connection with matters now pending before the committee,
with an eye to a more general revision than 1s contained in the 1942
revenue bill. '
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