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SIXTY-FIFTH CONGRESS.    SESS.  III.   CHS.  14, 18.   1919. 1057
be necessary to replace any medals, crosses, bars, emblems, or insignia 
as are herein or may heretofore have been provided for: Provided, 
That such replacement shall be made only in those cases where the 
medal of honor, distinguished-service medal, or Navy cross, or bar, 
emblem, or insignia presented under the provisions of this or any 
other Act shall have been lost, destroyed, or rendered unfit for use 
without fault or neglect on the part of the person to whom it was 
awarded, and shall be made without charge therefor. 

SEC. 7. That, except as otherwise prescribed herein, no medal of 
honor, distinguished-service medal, Navy cross, or bar or other suit- 
able emblem or insignia in lieu of either of said medals or of said 
cross, shall be issued to any person after more than five years from 
the date of the act or service justifying the award thereof, nor unless 
a specific statement or report distinctly setting forth the act or dis- 
tinguished service and suggesting or recommending official recogni- 
tion thereof shall have been made by his naval superior through 
official channels at the time of the act or service or within three years 
thereafter. 

SEC. 8. That in case an individual who shall distinguish himself dies 
before the making of the award to which he may be entitled the award 
may nevertheless be made and the medal or cross or the bar or other 
emblem or insignia presented within five years from the date of the 
act or service justifying the award thereof to such representative of 
the deceased as the President may designate: Provided, That no medal 
or cross or no bar or other emblem or insignia shall be awarded or 
presented to any individual or to the representative of any individual 
whose entire service subsequent to the time he distinguished himself 
shall not have been honorable: Provided further, That in cases of 
persons now in the naval service for whom the award of the medal 
of honor has been recommended in full compliance with then existing 
regulations, but on account of services which, though insufficient 
fully to justify the award of the medal of honor, appears to have been 
such as to justify the award of the distinguished-service medal or 
Navy cross hereinbefore provided for, such cases may be considered 
and acted upon under the provisions of this Act authorizing the award 
of the distinguished-service medal and Navy cross notwithstanding 
that said services may have been rendered more than five years 
before said cases shall have been considered as authorized by this 
proviso, but all consideration or any action upon any of said cases 
shall be based exclusively upon official records now on file in the 
Navy Department. 

SEC. 9. That the President be, and he hereby is, authorized to 
delegate, under such conditions, regulations, and limitations as he 
shall prescribe, to flag officers who are commanders in chief or com- 
manding on important independent duty the power conferred upon 
him by this Act to award the Navy cross; and he is further authorized 
to make from time to time any and all rules, regulations, and orders 
which he shall deem necessary to carry into effect the provisions of 
this Act and to execute the full purpose and intention thereof. 

Approved, February 4, 1919. 

CHAP. 18.—An Act To provide revenue, and for other purposes. 

Be it enacted, by the Senate and House of Representatives of the United 
States of America in Congress assembled, 

TITLE I.—GENERAL  DEFINITIONS. 

SECTION 1. That when used in this Act— 
The term "person" includes partnerships and corporations, as 

well as individuals; 
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SIXTY-FIFTH CONGRESS.    SESS. III.    CH. 18.    1919. 1062 
visions of subdivision (b) of section 218, (1) the rates for the calendar 
year during which such fiscal year begins shall apply to an amount 
of each partner's share of such partnership net income (determined 
under the law applicable to such year) equal to the proportion which 
the part of such fiscal year falling within such calendar year bears 
to the full fiscal year, and (2) the rates for the calendar year during 
which such fiscal year ends shall apply to an amount of each partner's 
share of such partnership net income (determined under the law 
applicable to such calendar year) equal to the proportion which the 
part of such fiscal year falling within such calendar year bears to the 
full fiscal year: Provided, That in the case of a personal service 
corporation with respect to a fiscal year beginning in 1917 and ending 
in 1918, the amount specified in clause (1) shall not be subject to 
normal tax. 

PARTS  OF INCOME   SUBJECT  TO  RATES  FOR DIFFERENT YEARS. 

SEC. 206. That whenever parts of a taxpayer's income are subject 
to rates for different calendar years, the part subject to the rates 
for the most recent calendar year shall be placed in the lower brackets 
of the rate schedule provided in this title, the part subject to the 
rates for the next preceding calendar year shall be placed in the 
next higher brackets of the rate schedule applicable to that year, 
and so on until the entire net income has been accounted for. In 
determining the income, any deductions, exemptions or credits of a 
kind not plainly and properly chargeable against the income taxable 
at rates for a preceding year shall first be applied against the income 
subject to rates for the most recent calendar year; but any balance 
thereof shall be applied against the income subject to the rates of the 
next preceding year or years until fully allowed. 

PART II.—INDIVIDUALS. 

NORMAL TAX. 

SEC. 210. That, in lieu of the taxes imposed by subdivision (a) of 
section 1 of the Revenue Act of 1916 and by section 1 of the Revenue 
Act of 1917, there shall be levied, collected, and paid for each taxable 
year upon the net income of every individual a normal tax at the 
following rates: 

(a) For the calendar year 1918, 12 per centum of the amount of 
the net income in excess of the credits provided in section 216: Pro- 
vided, That in the case of a citizen or resident of the United States 
the rate upon the first $4,000 of such excess amount shall be 6 per 
centum; 

(b) For each calendar year thereafter, 8 per centum of the amount 
of the net income in excess of the credits provided in section 216: 
Provided, That in the case of a citizen or resident of the United States 
the rate upon the first $4,000 of such excess amount shall be 4 per 
centum. 

SURTAX. 

SEC. 211. (a) That, in lieu of the taxes imposed by subdivision (b) 
of section 1 of the Revenue Act of 1916 and by section 2 of the 
Revenue Act of 1917, but in addition to the normal tax imposed by 
section 210 of this Act, there shall be levied, collected, and paid for 
each taxable year upon the net income of every individual, a surtax 
equal to the sum of the following: 

1 per centum of the amount by which the net income exceeds $5,000 
and does not exceed $6,000; 
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SIXTY-FIFTH CONGRESS.    SESS. III.    CH. 18.    1919. 

employed in keeping the books of such taxpayer; but if no such 
method of accounting has been so employed, or if the method em- 
ployed does not clearly reflect the income, the computation shall be 
made upon such basis and in such manner as in the opinion of the 
Commissioner does clearly reflect the income. If the taxpayer's 
annual accounting period is other than a fiscal year as defined in 
section 200 or if the taxpayer has no annual accounting period or 
does not keep books, the net income shall be computed on the basis 
of the calendar year. 

If a taxpayer changes his accounting period from fiscal year to 
calendar year, from calendar year to fiscal year, or from one fiscal 
year to another, the net income shall, with the approval of the Com- 
missioner, be computed on the basis of such new accounting period, 
subject to the provisions of section 226. 

GROSS  INCOME  DEFINED. 

SEC. 213. That for the purposes of this title (except as otherwise 
provided in section 233) the term "gross income"— 

(a) Includes gains, profits, and income derived from salaries, wages, 
or compensation for personal service (including in the case of the 
President of the United States, the judges of the Supreme and inferior 
courts of the United States, and all other officers and employees, 
whether elected or appointed, of the United States, Alaska, Hawaii, 
or any political subdivision thereof, or the District of Columbia, the 
compensation received as such), of whatever kind and in whatever 
form paid, or from professions, vocations, trades, businesses, com- 
merce, or sales, or dealings in property, whether real or personal, 
growing out of the ownership or use of or interest in such property; 
also from interest, rent, dividends, securities, or the transaction of 
any business carried on for gain or profit, or gains or profits and 
income derived from any source whatever. The amount of all such 
items shall be included in the gross income for the taxable year in 
which received by the taxpayer, unless, under methods of accounting 
permitted under subdivision (b) of section 212, any such amounts 
are to be properly accounted for as of a different period; but 

(b) Does not include the following items, which shall be exempt 
from taxation under this title: 

(1) The proceeds of life insurance policies paid upon the death 
of the insured to individual beneficiaries or to the estate of the 
insured; 

(2) The amount received by the insured as a return of premium 
or premiums paid by him under life insurance, endowment, or 
annuity contracts, either during the term or at the maturity of the 
term mentioned in the contract or upon surrender of the contract; 

(3) The value of property acquired by gift, bequest, devise, or 
descent (but the income from such property shall be included in 
gross income); 

(4) Interest upon (a) the obligations of a State, Territory, or any 
political subdivision thereof, or the District of Columbia; or 
(b) securities issued under the provisions of the Federal Farm Loan 
Act of July 17, 1916; or (c) the obligations of the United States 
or its possessions; or (d) bonds issued by the War Finance Corpo- 
ration: Provided, That every person owning any of the obligations, 
securities or bonds enumerated in clauses (a), (b), (c) and (d) 
shall, in the return required by this title, submit a statement show- 
ing the number and amount of such obligations, securities and 
bonds owned by him and the income received therefrom, in such 
form and with such information as the Commissioner may require. 
In the case of obligations of the United States issued after Sep- 
tember 1, 1917, and in the case of bonds issued by the War Finance 
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SIXTY-FIFTH CONGRESS.    SESS. III.    CH. 18.    1919. 

PROFITS  OF  CORPORATIONS  TAXABLE  TO  STOCKHOLDERS. 

SEC. 220. That if any corporation, however created or organized, 
is formed or availed of for the purpose of preventing the imposition 
of the surtax upon its stockholders or members through the medium 
of permitting its gains and profits to accumulate instead of being 
divided or distributed, such corporation shall not be subject to the 
tax imposed by section 230, but the stockholders or members thereof 
shall be subject to taxation under this title in the same manner as 
provided in subdivision (e) of section 218 in the case of stockholders 
of a personal service corporation, except that the tax imposed by 
Title III shall be deducted from the net income of the corporation 
before the computation of the proportionate share of each stockholder 
or member. The fact that any corporation is a mere holding com- 
pany, or that the gains and profits are permitted to accumulate 
beyond the reasonable needs of the business, shall be prima facie 
evidence of a purpose to escape the surtax; but the fact that the gains 
and profits are in any case permitted to accumulate and become 
surplus shall not be construed as evidence of a purpose to escape the 
tax in such case unless the Commissioner certifies that in his opinion 
such accumulation is unreasonable for the purposes of the business. 
When requested by the Commissioner, or any collector, every corpo- 
ration shall forward to him a correct statement of such gains and 
profits and the names and addresses of the individuals or shareholders 
who would be entitled to the same if divided or distributed, and of 
the amounts that would be payable to each. 

PAYMENT  OF  TAX   AT  SOURCE. 

SEC. 221. (a) That all individuals, corporations and partnerships, 
in whatever capacity acting, including lessees or mortgagors of real 
or personal property, fiduciaries, employers, and all officers and 
employees of the United States, having the control, receipt, custody, 
disposal, or payment, of interest, rent, salaries, wages, premiums, 
annuities, compensations, remunerations, emoluments, or other 
fixed or determinable annual or periodical gains, profits, and income, 
of any nonresident alien individual (other than income received as 
dividends from a corporation which is taxable under this title upon 
its net income) shall (except in the cases provided for in subdivision 
(b) and except as otherwise provided in regulations prescribed by 
the Commissioner under section 217) deduct and withhold from such 
annual or periodical gains, profits, and income a tax equal to 8 
per centum thereof: Provided, That the Commissioner may authorize 
such tax to be deducted and withheld from the interest upon any 
securities the owners of which are not known to the withholding 
agent. 

(b) In any case where bonds, mortgages, or deeds of trust, or other 
similar obligations of a corporation contain a contract or provision 
by which the obligor agrees to pay any portion of the tax imposed 
by this title upon the obligee, or to reimburse the obligee for any 
portion of the tax, or to pay the interest without deduction for any 
tax which the obligor may be required or permitted to pay thereon 
or to retain therefrom under any law of the United States, the 
obligor shall deduct and withhold a tax equal to 2 per centum of 
the interest upon such bonds, mortgages, deeds of trust, or other 
obligations, whether such interest is payable annually or at shorter 
or longer periods and whether payable to a nonresident alien indi- 
vidual or to an individual citizen or resident of the United States or 
to a partnership: Provided, That the Commissioner may authorize 
such tax to be deducted and withheld in the case of interest upon 
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SIXTY-FIFTH CONGRESS.    SESS. III.    CH. 18.    1919. 

any such bonds, mortgages, deeds of trust or other obligations, the 
owners of which are not known to the withholding agent.  Such 
deduction and withholding shall not be required in the case of a 
citizen or resident entitled to receive such interest, if he files with the 
withholding agent on or before February 1, a signed notice in writing 
claiming the benefit of the credits provided in subdivisions (c) and 
(d) of section 216; nor in the case of a nonresident alien individual 
if so provided for in regulations prescribed by the Commissioner 
under section 217. 

(c) Every individual, corporation, or partnership required to deduct 
and withhold any tax under this section shall make return thereof 
on or before March first of each year and shall on or before June 
fifteenth pay the tax to the official of the United States Government 
authorized to receive it. Every such individual, corporation, or 
partnership is hereby made liable for such tax and is hereby indem- 
nified against the claims and demands of any individual, corpora- 
tion, or partnership for the amount of any payments made in accord- 
ance with the provisions of this section. 

(d) Income upon which any tax is required to be withheld at the 
source under this section shall be included in the return of the recip- 
ient of such income, but any amount of tax so withheld shall be cred- 
ited against the amount of income tax as computed in such return. 

(e) If any tax required under this section to be deducted and with- 
held is paid by the recipient of the income, it shall not be re-collected 
from the withholding agent; nor in cases in which the tax is so paid 
shall any penalty be imposed upon or collected from the recipient of 
the income or the withholding agent for failure to return or pay the 
same, unless such failure was fraudulent and for the purpose of evading 
payment. 

CREDIT  FOR  TAXES. 

SEC. 222. (a) That the tax computed under Part II of this title 
shall be credited with: 

(1) In the case of a citizen of the United States, the amount of 
any income, war-profits and excess-profits taxes paid during the 
taxable year to any foreign country, upon income derived from sources 
therein, or to any possession of the United States; and 

(2) In the case of a resident of the United States, the amount of 
any such taxes paid during the taxable year to any possession of the 
United States; and 

(3) In the case of an alien resident of the United States who is a 
citizen or subject of a foreign country, the amount of any such taxes 
paid during the taxable year to such country, upon income derived 
from sources therein, if such country, in imposing such taxes, allows 
a similar credit to citizens of the United States residing in such coun- 
try; and 

(4) In the case of any such individual who is a member of a part- 
nership or a beneficiary of an estate or trust, his proportionate share 
of such taxes of the partnership or the estate or trust paid during the 
taxable year to a foreign country or to any possession of the United 
States, as the case may be. 

(b) If accrued taxes when paid differ from the amounts claimed as 
credits by the taxpayer, or if any tax paid is refunded in whole or in 
part, the taxpayer shall notify the Commissioner who shall redeter- 
mine the amount of the tax due under Part II of this title for the year 
or years affected, and the amount of tax due upon such redetermina- 
tion, if any, shall be paid by the taxpayer upon notice and demand 
by the collector, or the amount of tax overpaid, if any, shall be 
credited or refunded to the taxpayer in accordance with the pro- 
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regulations as the Commissioner, with the approval of the Secretary, 
may prescribe, showing the names of customers for whom such 
individual, corporation, or partnership has transacted any business, 
with such details as to the profits, losses, or other information which 
the Commissioner may require, as to each of such customers, as will 
enable the Commissioner to determine whether all income tax due on 
profits or gains of such customers has been paid. 

INFORMATION  AT  SOURCE. 

SEC. 256. That all individuals, corporations, and partnerships, in 
whatever capacity acting, including lessees or mortgagors of real or 
personal property, fiduciaries, and employers, making payment to 
another individual, corporation, or partnership, of interest, rent, 
salaries, wages, premiums, annuities, compensations, remunera- 
tions, emoluments, or other fixed or determinable gains, profits, and 
income (other than payments described in sections 254 and 255), of 
$1,000 or more in any taxable year, or, in the case of such payments 
made by the United States, the officers or employees of the United 
States having information as to such payments and required to make 
returns in regard thereto by the regulations hereinafter provided for, 
shall render a true and accurate return to the Commissioner, under 
such regulations and in such form and manner and to such extent as 
may be prescribed by him with the approval of the Secretary, setting 
forth the amount of such gains, profits, and income, and the name 
and address of the recipient of such payment. 

Such returns may be required, regardless of amounts, (1) in the case 
of payments of interest upon bonds, mortgages, deeds of trust, or 
other similar obligations or corporations, and (2) in the case of collec- 
tions of items (not payable in the United States) of interest upon the 
bonds of foreign countries and interest upon the bonds of and divi- 
dends from foreign corporations by individuals, corporations, or part- 
nerships, undertaking as a matter of business or for profit the collec- 
tion of foreign payments of such interest or dividends by means of 
coupons, checks, or bills of exchange. 

When necessary to make effective the provisions of this section the 
name and address of the recipient of income shall be furnished upon 
demand of the individual, corporation, or partnership paying the 
income. 

The provisions of this section shall apply to the calendar year 1918 
and each calendar year thereafter, but shall not apply to the payment 
of interest on obligations of the United States. 

RETURNS  TO  BE  PUBLIC  RECORDS. 

SEC. 257. That returns upon which the tax has been determined by 
the Commissioner shall constitute public records; but they shall be 
open to inspection only upon order of the President and under 
rules and regulations prescribed by the Secretary and approved by 
the President: Provided, That the proper officers of any State impos- 
ing an income tax may, upon the request of the governor thereof, have 
access to the returns of any corporation, or to an abstract thereof 
showing the name and income of the corporation, at such times and 
in such manner as the Secretary may prescribe: Provided further, 
That all bona fide stockholders of record owning 1 per centum or more 
of the outstanding stock of any corporation shall, upon making re- 
quest of the Commissioner, be allowed to examine the annual income 
returns of such corporation and of its subsidiaries. Any stockholder 
who pursuant to the provisions of this section is allowed to examine 
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(T. D. 2831.)

Regulations No. 45, relating to the income tax and war profits and
excess profits tax under Title II and III of the Revenue Act of
1918. [Public, No. 254, 65th Congress. H. R. 12863.]

PART I.

INCOME TAX ON INDIVIDUALS.

NORMAL TAX.

SEC. 210. That, in leu of the taxes imposed by subdivision (a) of
section 1 of the Revenue Act of 1916 and by section 1 of the Revenue
Act of 1917, there shall be levied, collected, and paid for each taxable
year upon the nef income of every individual a normal tax at the fol-
lowing rates:

(a) For the calendar year 1918, 12 per centum of the amount of the
net income in excess of the credits provided in section 216: Provided,
That in the case of a citizen or resident of the United States the rate

upon the first $4,000 of such excess amount shall be 6 per centum;
(b) For each calendar year thereafter, 8 per centum of the amount

of the net income in excess of the credits provided in section 216:
Provided, That in the case of a citizen or resident of the United States

the rate upon the first $4,000 of such excess amount shall be 4 per
centum.

ARTxcLE 1. Income tax on individuals.-The statute imposes an in-
come tax on individuals, including a normal tax and a surtax. See
section 211 of the statute. The tax is upon net income, as defined
in the statute, after deducting from gross income, as defined in the
statute, the allowable deductions. See sections 212, 213, 214 and
215. In certain cases credits are allowed against net income and
against the amount of the tax. See sections 216 and 222. Special
provisions of the statute deal with the effect of the tax on nonresi-
dent alien individuals, partnerships and personal service corpora-
tions, estates and trusts, and the stockholders of corporations which
unreasonably accumulate their profits. See sections 217, 218, 219
and 220. The tax is payable upon the basis of returns rendered by
the persons liable thereto, except thaf in some instances it is to be
paid at the source of the income. See sections 221, 223, 224, 225, 226,
227 and 228. The statute also imposes an income tax at a fixed rate
and a war profits and excess profits tax on corporations. See Part II
of the regulations. For administrative provisions, and for defini-
tions and general provisions, see Parts III and IV of the regulations.

ART. 2. Normal tax.-For the calendar year 1918 the normal income
tax on individual citizens or residents of the United States is at the
rate of 6 per cent upon the first $4,000 of net income subject to the nor-
mal tax and 12 per cent upon the excess over that amount, and for
the calendar year 1919 and subsequent years is at the rate of 4: per cent
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of his intention is afforded by the conduct, acts and declarations of
the alien. The typical transient is one who stops for a short time
in the course of a journey through the United States, sometimes per-
forming labor, sometimes not, or one who enters the United States
intending only to stop long enough to carry out some purpose, object
or plan not involving an extended stay. A mere floating intention,
indefinite as to time, to return to another country is not sufficient to
constitute him a transient.

ART. 313. Proof of residence of alien.-An alien's statements as to
his intention with regard to residence are not conclusive, but when
unequivocal will determine the question of his intention, unless his
conduct, acts or other surrounding circumstances contradict the
statements. It sometimes occurs that an alien who genuinely in-
tends his stay to be transient may put off his departure from time
to time by reason of changed conditions, remaining a transient
though living in the United States for a considerable time. The
fact that an alien's family is abroad does not necessarily indicate
that he is a transient rather than a resident. An alien who enters
this country intending to make his home in a foreign country as soon
as he has accumulated a sum of money sufficient to provide for his
journey abroad is to be considered a. transient, provided his expecta-
tion in this regard may reasonably, considering the rate of his sav-
ing, be fulfilled within a comparatively short time.

ART. 314. Loss of residence by alien.-It will be presumed that an
alien who has established a residence in the United States, as out-
lined above, continues to be a resident until he or his family evi-
dence an intention to change their residence to another country by
starting to remove. Thus, alien residents who, following the armi-
stice agreement of November 11, 1918, take steps toward returning to
their native countries, as by applying for passports, may for the pur-
pose of withholding be regarded as residents for that portion of the
taxable year which elapsed up to the time such step Was taken. But
the status of the alien on the last day of his taxable year or period
determines his liability to tax for such year or period as a resident or
nonresident. See articles 305 and 306.

AnT. 315. Duty of employer to determine status of alien employee.-
Aliens employed in the United States are prima facie regarded as
nonresidents. If wages are paid without withholding the tax, except
as permitted in the following article, the employer should be pro-
vided with written proof of facts which overcome the presump-
tion that such alien is a nonresident. Such facts include the follow-
ing: (a) If an alien has been living in the United States for as much
as one year immediately prior to the time he entered the employment
of the withholding agent, or if he has been regularly employed by a
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resident, individual or, corporation in the sane county for as much
as three months immediately prior to any paympnt by the em-
ployer, he may be treated as a resident in the absence of facts
known to the employer showing that he is in fact a transient,
such as one of the types mentioned under article 312. The facts with
regard to the length of time the alien has thus lived in the country
or county and has been so regularly employed may be established by
the certificate of the alien. (b) The employer may also obtain evi-
dence to overcome the, prima facie presumption of nonresidence by
securing from the alien form 1078 (revised) or an equivalent certifi-
cate of the alien establishing residence. Having secured such evidence
from the alien, the employer may rely, thereon unless the statement of
the alien was false and the employer has reasonable cause to believe it
false, and may continue to rely thereon until the alien ceases to be a
resident under the provisions, of article 314. An employer who seeks
to account for failure to withhold in the past, if he did not at the
-time secure form 1078 (revised) or it's equivalent, is permitted to prove
the former status of the alien by any material evidence.

ART. 316. Allowance of personal exemption to nonresident alien em.
ployee.-A nonresident alien employee, provided he is entitled under
section 216 of the statute and articles 301-307 to credit for ,a per-
sonal exemption or for dependents or both, may claim the benefit of
such credit by filing with his employer form 1115, duly filled out and
executed under oath. Seeparticularly the lists of foreign countries
in article 307. On the filing of such a claim the employer shall
examine it. If on such examination it appears that the claim is in
due form, that it contains no statement which to the knowledge
of the employer is untrue, that such employee on the face of the
claim, is entitled to credit, and that such credit has not yet been ex-
hausted, such employer need not until such credit be in fact ex-
hausted withhold any tax from payments of salary or wages made
to such employee. Every employer with whom affidavits of claim
on form 1115 are filed by employees shall preserve such affidavits
until the following calendar year, and shall then file them, attached
to his annual withholding return on form 1042 (revised), with the
collector on or before March 1. In case, however, when the follow-
in g calendar year arrives such employer has no withholding to re-
turn, he shall forward all such affidavits of claim directly to the
Commissioner (Sorting Division),: with a letter of transmittal, on
or before March 15. Where any tax is withheld the employer in every
instance shall show on the pay envelope or shall furnish some other
memorandum showing the name of the employee, the date and the
amount withheld. This article applies only to payments of com-
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pensation by an employer to an employee. See further section 221
and articles 361-376,

PARTNERSHIPS AND PERSONAL SERVICE CORPORATIONS.

SEC. 218. (a), That individuals carrying on business in partnership
shajI be liable for income taX only in their individual capacity. There
shall be included in computing the net income of each par ter his dis-_
tributive share, whether distributed or not, of the net income -of the
partnership for the taxable year, or, if'his net income for such taxable
year is computed upon thebasis of a period differen from' that upon
the basis of which the net income of the partnership is computed, then
his distributive share of the net income of the partnership for any
accounting period of the partnership ending within the fiscal or calen-
dar year upon the basis of which the partner's net income is computed.

The partner shall, for the purpose of the normal tax, be allowed as
credits, in addition to the credits allowed to him 'utder section 216, his
proportionate share of such amounts specified in subdivisions (a) and
(b) of section 216 as are received by the partnership.

(b) If a fiscal year of a partnership ends during a calendar year for
which the rates of tax differ from ,those, for the preceding calendar
year, then (1) the rates for such preceding caletdar year shall apply
to an amount of each partner's share of such partnership net income
equal to the proportion which the part of such fiscal year falling within
such calendar, year bears to the full fiscal year, and (2) the rates for
the calendar year during which such fiscal year ends shall apply to the
remainder.

(c) In the case of an Individual member of a partnership' which
makes return for a fiscal year beginniig' in 1917 and ending'in 1918,''
his proportionate share of any excess, profits tax Imposed upon the
partnership under the Revenue Act of 1917 with respect to that part
of such fiscal year falling in 1917, shall, for the purpose of determining
the tax imposedI by this title, be credited against that portion of the
net Income embraced in his personal return for'the taxable year 1918
to which the, rates ifor 1917 apply,'

(d) The net income of the partnership shall be computed in the
same manner and on the same basis as provided in section 212, except
that the deduction provided in paragraph (11) of subdivision (a) of
section 214 shall not'be allowed.'

(e) Personal service corporations shall not be subject" to taxation
under this title, but the individual stockholders thereof shall be taxed
in the same manner as the members of partnerships, All the provislons
of this title relating to partnerships and the members thereof shall so
far as practicable apply to personal service corporations and the
stockholders thereof: 2rovided, That for the purpose of this sub-
division amounts distributed by a personal service corporation during
its taxable year shall be accounted for by the. distributees; -and hny
portion of the net income remaining undistributed at the close of its
taxable year shall be accounted for by the stockholders of such cor-
poratioh at the close of its taxable year in'proportion to their respec-
tive shares.
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(c) Every Individual, corporation, or partnership required to de-
duct and withhold any tax under this section shall make return
thereof on or before March first of each year and shall on or before
June fifteenth pay the tax to the official of the United States Govern-
ment authorized to receive it. Every such individual, corporation, or
partnership is hereby made liable for such tax and is hereby indemni-
fied against the claims and demands of any individual, corporation, or
partnership for the amount of any payments made in accordance
with the provisions of this section.

(d) Income upon which any tax is required to be withheld at the
source under this section shall be included in the return of the
recipient of such income, but any amount of tax so withheld shall be
credited against the amount of income tax as computed in such
return.

(e) If any tax required under this section to be deducted and
withheld is paid by the recipient of the income, it shall not be re-
collected from the withholding agent; nor in cases in which the tax
is so paid shall any penalty be imposed upon or collected from the
recipient of the income or the withholding agent for failure to return
or pay the same, unless such failure was fraudulent and for the pur-
pose of evading payment.

AnT. 361. Withholding tax at source.-In general withholding is re-
quired (a) of a tax of 8 per cent in the case of fixed or determinable
annual or periodical income (other than dividends from corporations
liable to the income tax and interest upon corporate bonds containing
a tax-free covenant clause) payable to a nonresident alien individual;
(b) of a tax of 10 per cent in the case of fixed or determinable annual
or periodical income (other than dividends from corporations liable
to the income tax and interest upon corporate bonds containing a
tax-free covenant clause) payable to a foreign corporation not en-
gaged in trade or business within the United States and not having
any office or place of business therein; and (c) of a tax of 2 per
cent in the case of interest payable to an individual or a partnership,
whether resident or nonresident, or to a foreign corporation not
engaged in trade or business within the United States and not havihg
any office or place of business therein, upon bonds or other obliga-
tions of domestic or resident foreign corporations containing a so-
called tax-free covenant clause. Withholding in all cases at the high-
est applicable. rate is also required from interest on bonds or other
securities where the owner of such securities is unknown to the with-
holding agent. Bonds issued under a trust deed containing a tax-free
covenant are treated as if they contained such a covenant. A foreign
corporation having a fiscal agency in this country is required to
withhold a tax of 2 per cent upon the interest on its tax-free covenant
bonds. See further sections 200, 217, 237 and 256 of the statute and
articles 1533, 311-3162 601 and 1071-1080.

ART. 362. Fixed or determinable annual or periodical income.-Only
(a) fixed or determinable (b) annual or periodical income is sub.
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ject to withholding. Among such income, giving an idea of the
general character of income intended, the statute specifies interest,
rent, salaries, wages, premiums, annuities, compensations, remunera-
tions and emoluments. But other kinds of income may be included.
(a) Income is fixed when it is to be paid in amounts definitely pre-
determined. On the other hand, it is determinable whenever there
is a basis of calculation by which the amount to be paid may be
ascertained. (b)The income need not be paid annually if it is paid
periodically, that is to say, from time to time, whether or not at
regular intervals. That the length of time during Which the pay-
ments are to be made may be increased or diminished in accordance
with someone's will or with the happening of an event does not make
the payments any the less determinable or periodical. A salesman
working by the month for a commission on sales which is paid or
credited monthly receives determinable periodical income.

ART. 363. Exemption from withholing.-Withholding from interest
on bonds or other obligations containing a tax-free covenant
shall not be required in the case of a citizen or resident alien indi-
vidual if he files with the withholding agent when presenting inter-
est coupons for payment, or not later than February first following
the taxable year, an ownership certificate on form 1001 (revised)
claiming a personal exemption or credit for dependents. See section
216 of the statute and articles 301-305. To avoid inconvenience
a resident alien individual should file a certificate of residence on
form 1078 (revised) with withholding agents, who shall forward
such certificates to the Commissioner (Sorting Division) with a let-
ter of transmittal. See article 315. Withholding is required from
income of a nonresident alien individual, except as provided in
article 316. No withholding from corporate dividends (other than
distributions by a personal service corporation) is required in any
case. The income of domestic and resident foreign corporations is
free from withholding.

ART. 364. Ownership certificates for interest coupons.-The owners of
bonds or other obligations, whether or not containing a tax-free
covenant, issued by domestic or resident foreign corporations, when
presenting interest coupons for payment shall file a certificate of
ownership for each issue of bonds, showing the name and address of
the debtor corporation, the name and address of the owner of the
bonds, whether the payee is married or the head of a family, the
nature of the obligations, the amount of interest and its due date,
and the amount of any tax withheld. No ownership certificates
need be filed in the case of interest payments on bonds the income
from which is not included in gross income, nor in the case of any
obligations of the United States. See section 213 (b) of the statute
and articles 74-82. Where in connection with 'he sale of its prop-
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erty payment of the bonds or other obligations of a corporation
is assumed by the assignee, such assignee, whether an individual,
partnership, corporation, or a State or political subdivision thereof,
must deduct and withhold such taxes as would have been required
to be withheld by the assignor had no such sale and transfer been
made.

ART. 365. Form of certificate where withholding required.-Form 1000
(revised) shall be used (a) by citizens or residents of the United
States when no personal exemption or credit is claimed against
interest on bonds containing a tax-free covenant; (b) by nonresident
alien individuals and by foreign corporations not engaged in trade or
business within the United States and not having any office or place
of business therein, whether or not such bonds contain a tax-free
covenant; and (c) by partnerships, resident or nonresident, in the
case of bonds containing a tax-free covenant.

AuT. 366. Form of certificate where no withholding required.-Form
1001 (revised) shall be used (a) by citizens or residents of the
United States when personal exemption is claimed against interest
on bonds containing a tax-free covenant and when presenting cou-
pons from bonds not containing a tax-free covenant; (b) by do-
mestic corporations; (c) by partnerships, resident or nonresident,
in the case of bonds not containing a tax-free covenant; and (d) by
foreign corporations engaged in trade or business within the United
States or having an office or place of business therein, whether or not
such bonds contain a tax-free covenant. In case a citizen or resi-
dent alien individual receives interest on bonds containing a tax-free
covenant in excess of the amount of personal exemption which the
individual may claim, any such excess must be reported on form
1000 (revised).

ART. 367. Use of substitute certificates.-Resident collecting agents
and responsible banks and bankers, receiving interest coupons for col-
lection with ownership certificates attached, may present the coupons
with the original certificates to the debtor corporation or its duly
authorized withholding agent for collection or may detach and for-
ward the original certificates directly to the Commissioner, provided
each such collecting agent shall substitute for such original certifi-
cates its own certificates (form 1058 (revised) or form 1059 (re-
vised) ) and shall keep a complete record of each transaction, show-
ing (a) serial number of item received; (b) date received; (a) name
and address of person from whom received; (d) name of debtor
corporation; (e) class of bonds from which coupons were cut
(whether containing a tax-free covenant or not) ; and (f) face amount
of coupons. For the purpose of identification the substitute certifi-
cates shall be numbered consecutively and corresponding numbers

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight



265

given the original certificates of ownership. The use of substitute
certificates by collecting agents, banks and bankers is not permitted,
however, in the case of ownership certificates presented with coupons
for collection by nonresident alien individuals, partnerships or
corporations.

ART. 368. Interest coupons without ownership certificates.-Where
interest coupons are received unaccompanied by certificates of own-
ership the first bank shall require of the payee an affidavit showing
the name and address of the payee, the name and address of the
debtor corporation, the date of the maturity of the interest, the
name and address of the person from whom the coupons were re-
ceived, the amount of the interest, and a statement that the owner
of the bonds is unknown to the payee. Such affidavit shall be for-
warded to the collector with the monthly return on form 1012 (re-
vised). The first bank receiving such coupons shall also prepare a
certificate on form 1000 (revised), crossing out "owner" and insert-
ing "payee" and entering the amount of interest in the space
provided for a foreign corporation having no office or place of
business within the United States, and shall stamp or write across
the face of the certificate "Affidavit furnished," adding the name
of the bank.

ART. 369. Interest on registered bons.-Where a bondholder files no
ownership certificate in the case of payments of interest on registered
bonds the withholding agent shall make out such a certificate in
each instance (a) on form 1000 (revised) if the bondholder is a
citizen or resident of the United States or a resident or nonresident
partnership and the bonds contain a tax-free covenant, or if the
bondholder is a nonresident alien individual or a foreign corpora-
tion not engaged in trade or business within the United States and
not having any office or place of business therein, and (b) on form
1001 (revised) in all other cases. When so used forms 1000 (revised)
and 1001 (revised) need not be signed.

ART. 370. Return of tax withheld.--(a) Every withholding agent
shall make an annual return to the collector of the tax withheld from
interest on corporate bonds or other obligations on or before March
1 on form 1013 (revised). He shall also make a monthly return on
form 1012 (revised) on or before the 20th day of the month fol-
lowing that for which the return is made. The original ownership
certificates, or the substitute certificates where authorized, must be
forwarded to the collector with the monthly return. (b) Every
person required to deduct and withhold any tax from income other
than such bond interest shall make an annual return thereof to the
collector on or before March 1 on form 1042 (revised), accompanied
by a separate report on form 1098 (revised) for each nonresident
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alien individual or foreign corporation not engaged in trade or busi-
ness within the United States and not having any office or place of
business therein, to whom income other than bond interest was paid
during the previous taxable year. In every case of both classes the
tax withheld must be paid on or before June 15 of each year to
the collector. For penalties attaching upon failure to make such re-
turns or such payment, see section 253 of the statute and article 104:1.

ART. 371. Withholding in 1918.-In the case of payments made prior
to February 25, 1919, where a withholding agent pursuant to the
Revenue Acts of 1916 and 1917 withheld only 2 per cent from the
income of nonresident alien individuals, he need return only such
sum. In all such cases where a withholding agent withheld the
tax pursuant to the Revenue Acts of 1916 and 1917 from the income
of foreign corporations not engaged in trade or business within the
United States and not having any office or place of business therein,
he need return only the sum withheld, to an amount not in excess of
the aggregate sum required to be withheld by the terms of the
Revenue Act of 1918 from the income paid over by the withholding
agent. In the case of every payment made after February 24, 1919,
the withholding agent must withhold at the rates prescribed by the
present statute from the whole payment, not merely from that part
which applies to the period after February 24, 1919.

ART. 372. Release of excess tax withheld.-Any sum withheld for tax
since December 31, 1917, in excess of the aggregate amount required
under the terms of the Revenue Act of 1918, shall be released by the
withholding agent and paid over to the person from whom it was
withheld or his proper representative. With reference to how a
debtor corporation may release and pay over the amount of tax so
withheld in a case where a bank or other collection agency detached
the ownership certificate which accompanied an interest coupon and
substituted its own certificate (form 1059), which does not disclose
the name and address of the bond owner, in such cases the withhold-
ing agent shall request the bank, or collection agency to disclose the
name and address of the owner of the bonds, as shown by the original
certificate, and it shall be the duty of the bank or collection agency
to make such disclosure to the withholding agent. Where withhold-
ing agents have so released any excess of tax, an itemized statement
showing the names, addresses and amounts refunded should be
attached to the annual list return (form 1013), in order to reconcile
any discrepancy between the aggregate amount of taxes returned as
shown by the monthly list returns (form 1012) and the aggregate
amount as shown by the annual list return.

ART. 373. Use of information return where no actual withholding.-
Where a debtor corporation or its duly authorized withholding agent
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has made payments of interest on its bonds, but in certain instances
has been required to withhold no tax, the ownership certificates on
form 1001 (revised) filed in connection with such payments shall be
transmitted directly to the Conmissioner (Sorting Division), accom-
panied by a return on form 1096 A showing the number of ownership
certificates thus transmitted and the total amount of interest paid.
This return shall be made by the 20th day of each month following
that for which the return is made and need not be sworn to. An an-
nual return shall be forwarded to the Commissioner not later than
March 15 of each year on form 1096 1, on which shall be given a
summary of the monthly returns. To the extent that there has been
actual withholding of the tax returns should be made in accordance
with article 370.

ART. 374. Ownership certificates in the case of fiduciaries and joint
owners.-MWhen fiduciaries have the control and custody of more than
one estate or trust, and such estates and trusts have as assets bonds of
corporations and other securities, a certificate of ownership shall be
executed for each estate or trust, regardless of the fact that the bonds
are of the same issue. When bonds are owned jointly by several per-
sons, a separate ownership certificate must be executed in behalf of
each of the owners.

ART. 375. Withholding in the case of enemies.-Payments made after
October 6, 1917, to the alien property custodian are in the same cate-
gory as payments made to or for citizens or residents of the United
Stites. Withholding at the source is accordingly unnecessary except
in the case of interest payments on corporate bonds or other obliga-
tions containing a tax-free covenant where no exemption is claimed.
The alien property custodian should use form 1000 (revised) in col-
lecting interest on bonds containing a tax-free covenant and in all
other cases should use form 1001 (revised). No distinction is to be
made between -payments directly to the alien property custodian and
to his depositaries and between interest on registered bonds and iG-
terest on coupon bonds. In the case of enemies or allies of enemies
holding a license granted under the provisions of the Trading with the
Enemy Act, withholding is required as in the case of any nonresident
alien not an enemy or ally of enemy. See article 446.

ART. 376. Return of income from which tax withheld.-The entire
amount of the income from which the tax was withheld shall be in-
cluded in gross income without deduction for such payment of the
tax. But any tax actually so withheld shall be credited against the
total tax as computed in the taxpayer's return. If the tax is paid
by the recipient of the income or by the withholding agent it shall not
be recollected from the other, regardless of the original liability
therefor, and in such event no penalty will be asserted against either
person where no fraud or purpose to evade payment is involved.
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SIXTY-SEVENTH CONGRESS.    SESS.  I.   CH.  136.    1921. 

CHAP. 136.—An Act To reduce and equalize taxation, to provide revenue, and 
for  other  purposes. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 

TITLE  I.—GENERAL DEFINITIONS. 

SECTION 1. That this Act may be cited as the "Revenue Act of 
1921." 

SEC. 2. That when used in this Act— 
(1) The term "person" includes partnerships and corporations, as 

well as individuals; 
(2) The term "corporation" includes associations, joint-stock com- 

panies, and insurance companies; 
(3) The term "domestic" when applied to a corporation or part- 

nership means created or organized in the United States; 
(4) The term "foreign" when applied to a corporation or partner- 

ship means created or organized outside the United States; 
(5) The term "United States" when used in a geographical sense 

includes only the States, the Territories of Alaska and Hawaii, and 
the District of Columbia; 

(6) The term "Secretary" means the Secretary of the Treasury; 
(7) The term "Commissioner" means the Commissioner of Internal 

Revenue; 
(8) The term "collector" means collector of internal revenue; 
(9) The term "taxpayer" includes any person, trust or estate sub- 

ject to a tax imposed by this Act; 
(10) The term "military or naval forces of the United States" 

includes the Marine Corps, the Coast Guard, the Army Nurse Corps, 
Female, and the Navy Nurse Corps, Female, but this shall not be 
deemed to exclude other units otherwise included within such terms; 
and 

(11) The term "Government contract" means (a) a contract 
made with the United States, or with any department, bureau, officer, 
commission, board, or agency, under the United States and acting 
in its behalf, or with any agency controlled by any of the above if the 
contract is for the benefit of the United States, or (b) a subcontract 
made with a contractor performing such a contract if the products 
or services to be furnished under the subcontract are for the benefit 
of the United States. The term "Government contract or contracts 
made between April 6, 1917, and November 11, 1918, both dates 
inclusive" when applied to a contract of the kind referred to in 
clause (a) of this subdivision, includes all such contracts which, 
although entered into during such period, were originally not en- 
forceable, but which have been or may become enforceable by reason 
of subsequent validation in pursuance of law. 

TITLE  II.—INCOME TAX. 
PART  I.—GENERAL  PROVISIONS. 

DEFINITIONS. 

SEC. 200. That when used in this title— 
(1) The term "taxable year" means the calendar year, or the 

fiscal year ending during such calendar year, upon the basis of which 
the net income is computed under section 212 or section 232. The 
term ''fiscal year" means an accounting period of twelve months 
ending on the last day of any month other than December. The 
first taxable year, to be called the taxable year 1921, shall be the 

227
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SIXTY-SEVENTH CONGRESS.    SESS . I.    CH.  136.    1921. 233

(4) The term "capital net gain" means the excess of the total 
amount of capital gain over the sum of the capital deductions and 
capital losses; 

(5) The term "ordinary net income" means the net income, com- 
puted in accordance with the provisions of this title, after excluding 
all items of capital gain, capital loss, and capital deductions; and 

(6) The term "capital assets" as used in this section means prop- 
erty acquired and held by the taxpayer for profit or investment for 
more than two years (whether or not connected with his trade or 
business), but does not include property held for the personal use or 
consumption of the taxpayer or his family, or stock in trade of the 
taxpayer or other property of a kind which would properly be included 
in the inventory of the taxpayer if on hand at the close of the taxable 
year. 

(b) In the case of any taxpayer (other than a corporation) who for 
any taxable year derives a capital net gain, there shall (at the elec- 
tion of the taxpayer) be levied, collected and paid, in lieu of the taxes 
imposed by sections 210 and 211 of this title, a tax determined as 
follows: 

A partial tax shall first be computed upon the basis of the ordinary 
net income at the rates and in the manner provided in sections 210 
and 211, and the total tax shall be this amount plus 121/2 per centum 
of the capital net gain; but if the taxpayer elects to be taxed under 
this section the total tax shall in no such case be less than 121/2 per 
centum of the total net income. The total tax thus determined shall 
be computed, collected and paid in the same manner, at the same 
time and subject to the same provisions of law, including penalties, 
as other taxes under this title. 

(c) In the case of a partnership or of an estate or trust, the proper 
part of each share of the net income which consists, respectively, of 
ordinary net income and capital net gain, shall be determined under 
rules and regulations to be prescribed by the Commissioner with the 
approval of the Secretary, and shall be separately shown in the 
return of the partnership or estate or trust, and shall be taxed to the 
member or beneficiary or to the estate or trust as provided in Sec- 
tions 218 and 219, but at the rates and in the manner provided in 
subdivision (b) of this section. 

PART  II.—INDIVIDUALS. 

NORMAL  TAX. 

SEC. 210. That, in lieu of the tax imposed by section 210 of the 
Revenue Act of 1918, there shall be levied, collected, and paid for 
each taxable year upon the net income of every individual a normal 
tax of 8 per centum of the amount of the net income in excess of 
the credits provided in section 216: Provided, That in the case of a 
citizen or resident of the United States the rate upon the first $4,000 
of such excess amount shall be 4 per centum. 

SURTAX. 

SEC. 211. (a) That, in lieu of the tax imposed by section 211 of 
the Revenue Act of 1918, but in addition to the normal tax imposed 
by section 210 of this Act, there shall be levied, collected, and paid 
for each taxable year upon the net income of every individual— 

(1) For the calendar year 1921, a surtax equal to the sum of the 
following: 

1 per centum of the amount by which the net income exceeds 
$5,000 and does not exceed $6,000; 
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39 per centum of the amount by which the net income exceeds 
$82,000 and does not exceed $84,000; 

40 per centum of the amount by which the net income exceeds 
$84,000 and does not exceed $86,000; 

41 per centum of the amount by which the net income exceeds 
$86,000 and does not exceed $88,000; 

42 per centum of the amount by which the net income exceeds 
$88,000 and does not exceed $90,000; 

43 per centum of the amount by which the net income exceeds 
$90,000 and does not exceed $92,000; 

44 per centum of the amount by which the net income exceeds 
$92,000 and does not exceed $94,000; 

45 per centum of the amount by which the net income exceeds 
$94,000 and does not exceed $96,000; 

46 per centum of the amount by which the net income exceeds 
$96,000 and does not exceed $98,000; 

47 per centum of the amount by which the net income exceeds 
$98,000 and does not exceed $100,000; 

48 per centum of the amount by which the net income exceeds 
$100,000 and does not exceed $150,000; 

49 per centum of the amount by which the net income exceeds 
$150,000 and does not exceed $200,000; 

50 per centum of the amount by which the net income exceeds 
$200,000. 

(b) In the case of a bona fide sale of mines, oil or gas wells, or any 
interest therein, where the principal value of the property has been 
demonstrated by prospecting or exploration and discovery work 
done by the taxpayer, the portion of the tax imposed by this section 
attributable to such sale shall not exceed, for the calendar year 1921, 
20 per centum, and for each calendar year thereafter 16 per centum, 
of the selling price of such property or interest. 

NET  INCOME  OF  INDIVIDUALS  DEFINED. 

SEC. 212. (a) That in the case of an individual the term "net 
income" means the gross income as defined in section 213, less the 
deductions allowed by section 214. 

(b) The net income shall be computed upon the basis of the tax- 
payer's annual accounting period (fiscal year or calendar year, as 
the case may be) in accordance with the method of accounting 
regularly employed in keeping the books of such taxpayer; but if 
no such method of accounting has been so employed, or if the method 
employed does not clearly reflect the income, the computation shall 
be made upon such basis and in such manner as in the opinion of 
the Commissioner does clearly reflect the income. If the taxpayer's 
annual accounting period is other than a fiscal year as defined in 
section 200 or if the taxpayer has no annual accounting period or 
does not keep books, the net income shall be computed on the basis 
of the calendar year. 

(c) If a taxpayer changes his accounting period from fiscal year 
to calendar year, from calendar year to fiscal year, or from one 
fiscal year to another, the net income shall, with the approval of 
the Commissioner, be computed on the basis of such new accounting 
period, subject to the provisions of section 226. 

GROSS  INCOME  DEFINED. 

SEC. 213. That for the purposes of this title (except as otherwise 
provided in section 233) the term "gross income"— 
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(a) Includes gains, profits, and income derived from salaries, 
wages, or compensation for personal service (including in the case of 
the President of the United States, the judges of the Supreme and 
inferior courts of the United States, and all other officers and 
employees, whether elected or appointed, of the United States, 
Alaska, Hawaii, or any political subdivision thereof, or the District 
of Columbia, the compensation received as such), of whatever kind 
and in whatever form paid, or from professions, vocations, trades, 
businesses, commerce, or sales, or dealings in property, whether real 
or personal, growing out of the ownership or use of or interest in such 
property; also from interest, rent, dividends, securities, or the trans- 
action of any business carried on for gain or profit, or gains or profits 
and income derived from any source whatever. The amount of all 
such items (except as provided in subdivision (e) of section 201) 
shall be included in the gross income for the taxable year in which 
received by the taxpayer, unless, under methods of accounting per- 
mitted under subdivision (b) of section 212, any such amounts are to 
be properly accounted for as of a different period; but 

(b) Does not include the following items, which shall be exempt 
from taxation under this title: 

(1) The proceeds of life insurance policies paid upon the death of 
the insured; 

(2) The amount received by the insured as a return of premium or 
premiums paid by him under life insurance, endowment, or annuity 
contracts, either during the term or at the maturity of the term 
mentioned in the contract or upon surrender of the contract; 

(3) The value of property acquired by gift, bequest, devise, or 
descent (but the income from such property shall be included in 
gross income); 

(4) Interest upon (a) the obligations of a State, Territory, or any 
political subdivision thereof, or the District of Columbia; or (b) 
securities issued under the provisions of the Federal Farm Loan Act 
of July 17, 1916; or (c) the obligations of the United States or its 
possessions; or (d) bonds issued by the War Finance Corporation. 
In the case of obligations of the United States issued after September 
1, 1917 (other than postal savings certificates of deposit), and in the 
case of bonds issued by the War Finance Corporation, the interest 
shall be exempt only if and to the extent provided in the respective 
Acts authorizing the issue thereof as amended and supplemented, 
and shall be excluded from gross income only if and to the extent it 
is wholly exempt to the taxpayer from income, war-profits and excess- 
profits taxes; 

(5) The income of foreign governments received from investments 
in the United States in stocks, bonds, or other domestic securities, 
owned by such foreign governments, or from interest on deposits in 
banks in the United States of moneys belonging to such foreign gov- 
ernments, or from any other source within the United States; 

(6) Amounts received, through accident or health insurance or 
under workmen's compensation acts, as compensation for personal 
injuries or sickness, plus the amount of any damages received whether 
by suit or agreement on account of such injuries or sickness; 

(7) Income derived from any public utility or the exercise of any 
essential governmental function and accruing to any State, Territory, 
or the District of Columbia, or any political subdivision of a State or 
Territory, or income accruing to the Government of any possession of 
the United States, or any political subdivision thereof. 

Whenever any State, Territory, or the District of Columbia, or any 
political subdivision of a State or Territory, prior to September 8, 
1916, entered in good faith into a contract with any person, the object 
and purpose of which is to acquire, construct, operate, or maintain a 
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in existence) was derived from sources within the United States as 
determined under the provisions of section 217; 

(b) The amount received as interest upon obligations of the 
United States and bonds issued by the War Finance Corporation, 
which is included in gross income under section 213; 

(c) In the case of a single person, a personal exemption of $1,000; 
or in the case of the head of a family or a married person living with 
husband or wife, a personal exemption of $2,500, unless the net income 
is in excess of $5,000, in which case the personal exemption shall be 
$2,000. A husband and wife living together shall receive but one 
personal exemption. The amount of such personal exemption shall  
be $2,500, unless the aggregate net income of such husband and wife 
is in excess of $5,000, in which case the amount of such personal 
exemption shall be $2,000. If such husband and wife make separate 
returns, the personal exemption may be taken by either or divided 
between them. In no case shall the reduction of the personal exemp- 
tion from $2,500 to $2,000 operate to increase the tax, which would 
be payable if the exemption were $2,500, by more than the amount 
of the net income in excess of $5,000; 

(d) $400 for each person (other than husband or wife) dependent 
upon and receiving his chief support from the taxpayer if such 
dependent person is under eighteen years of age or is incapable of 
self-support because mentally or physically defective. 

(e) In the case of a nonresident alien individual or of a citizen 
entitled to the benefits of section 262, the personal exemption shall 
be only $1,000, and he shall not be entitled to the credit provided in 
subdivision (d). 

(f) The credits allowed by subdivisions (c), (d), and (e) of this 
section shall be determined by the status of the taxpayer on the last 
day of the period for which the return of income is made; but in the 
case of an individual who dies during the taxable year, such credits 
shall be determined by his status at the time of his death, and in such 
case full credits shall be allowed to the surviving spouse, if any, 
according to his or her status at the close of the period for which such 
survivor makes return of income. 

NET  INCOME  OF  NONRESIDENT  ALIEN  INDIVIDUALS. 

SEC. 217. (a) That in the case of a nonresident alien individual 
or of a citizen entitled to the benefits of section 262, the following 
items of gross income shall be treated as income from sources within 
the United States: 

(1) Interest on bonds, notes, or other interest-bearing obligations 
of residents, corporate or otherwise, not including (A) interest on 
deposits with persons carrying on the banking business paid to persons 
not engaged in business within the United States and not having 
an office or place of business therein, or (B) interest received from 
a resident alien individual or a resident foreign corporation when 
it is shown to the satisfaction of the Commissioner that less than 
20 per centum of the gross income of such resident payor has been 
derived from sources within the United States, as determined under 
the provisions of this section, for the three-year period ending with 
the close of the taxable year of such payor, or for such part of such 
period immediately preceding the close of such taxable year as may 
be applicable; 

(2) The amount received as dividends (A) from a domestic corpora- 
tion other than a corporation entitled to the benefits of section 262, 
or (B) from a foreign corporation unless less than 50 per centum 
of the gross income of such foreign corporation for the three-year 
period ending with the close of its taxable year preceding the declara- 
tion of such dividends (or for such part of such period as the corpora- 
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tion has been in existence) was derived from sources within the 
United States as determined under the provisions of this section; 

(3) Compensation for labor or personal services performed in the 
United States; 

(4) Rentals or royalties from property located in the United 
States or from any interest in such property, including rentals or 
royalties for the use of or for the privilege of using in the United 
States, patents, copyrights, secret processes and formulas, good 
will, trade-marks, trade brands, franchises, and other like property; 
and 

(5) Gains, profits, and income from the sale of real property 
located in the United States. 

(b) From the items of gross income specified in subdivision (a) 
there shall be deducted the expenses, losses, and other deductions 
properly apportioned or allocated thereto and a ratable part of any 
expenses, losses, or other deductions which can not definitely be 
allocated to some item or class of gross income. The remainder, 
if any, shall be included in full as net income from sources within 
the United States. 

(c) The following items of gross income shall be treated as income 
from sources without the United States: 

(1) Interest other than that derived from sources within the 
United States as provided in paragraph (1) of subdivision (a); 

(2) Dividends other than those derived from sources within the 
United States as provided in paragraph (2) of subdivision (a); 

(3) Compensation for labor or personal service performed without 
the United States; 

(4) Rentals or royalties from property located without the United 
States or from any interest in such property, including rentals or 
royalties for the use of or for the privilege of using without the United 
States, patents, copyrights, secret processes and formulas, good will, 
trade-marks, trade brands, franchises, and other like property; and 

(5) Gains, profits, and income from the sale of real property located 
without the United States. 

(d) From the items of gross income specified in subdivision (c) 
there shall be deducted the expenses, losses, and other deductions 
properly apportioned or allocated thereto, and a ratable part of any 
expenses, losses, or other deductions which can not definitely be allo- 
cated to some item or class of gross income. The remainder, if any, 
shall be treated in full as net income from sources without the United 
States. 

(e) Items of gross income, expenses, losses and deductions, other 
than those specified in subdivisions (a) and (c), shall be allocated or 
apportioned to sources within or without the United States under 
rules and regulations prescribed by the Commissioner with the 
approval of the Secretary. Where items of gross income are sep- 
arately allocated to sources within the United States, there shall be 
deducted (for the purpose of computing the net income therefrom) 
the expenses, losses and other deductions properly apportioned or 
allocated thereto and a ratable part of other expenses, losses or other 
deductions which can not definitely be allocated to some item or class 
of gross income. The remainder, if any, shall be included in full as 
net income from sources within the United States. In the case of 
gross income derived from sources partly within and partly without 
the United States, the net income may first be computed by deducting 
the expenses, losses or other deductions apportioned or allocated 
thereto and a ratable part of any expenses, losses or other deductions 
which can not definitely be allocated to some item or class of gross 
income; and the portion of such net income attributable to sources 
within the United States may be determined by processes or formulas 
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corporation for the taxable year in the same manner as provided in 
subdivision (a) of section 218 in the case of members of a partnership. 
The fact that any corporation is a mere holding company, or that 
the gains and profits are permitted to accumulate beyond the reason- 
able needs of the business, shall be prima facie evidence of a purpose 
to escape the surtax; but the fact that the gains and profits are in any 
case permitted to accumulate and become surplus shall not be con- 
strued as evidence of a purpose to escape the tax in such case unless 
the Commissioner certifies that in his opinion such accumulation is 
unreasonable for the purposes of the business. When requested by 
the Commissioner, or any collector, every corporation shall forward 
to him a correct statement of such gains and profits and the names 
and addresses of the individuals or shareholders who would be 
entitled to the same if divided or distributed, and of the amounts that 
would be payable to each. 

PAYMENT  OF  INDIVIDUAL'S  TAX  AT  SOURCE. 

SEC. 221. (a) That all individuals, corporations, and partnerships, 
in whatever capacity acting, including lessees or mortgagors of real or 
personal property, fiduciaries, employers, and all officers and em- 
ployees of the United States having the control, receipt, custody, dis- 
posal, or payment of interest (except interest on deposits with per- 
sons carrying on the banking business paid to persons not engaged in 
business in the United States and not having an office or place of 
business therein), rent, salaries, wages, premiums, annuities, compen- 
sations, remunerations, emoluments, or other fixed or determinable 
annual or periodical gains, profits, and income, of any nonresident 
alien individual or partnership composed in whole or in part of non- 
resident aliens (other than income received as dividends of the class 
allowed as a credit by subdivision (a) of section 216) shall (except in 
the cases provided for in subdivision (b) and except as otherwise 
provided in regulations prescribed by the Commissioner under section 
217) deduct and withhold from such annual or periodical gains, profits, 
and income a tax equal to 8 per centum thereof: Provided, That the 
Commissioner may authorize such tax to be deducted and withheld 
from the interest upon any securities the owners of which are not 
known to the withholding agent. 

(b) In any case where bonds, mortgages, or deeds of trust, or 
other similar obligations of a corporation contain a contract or 
provision by which the obligor agrees to pay any portion of the 
tax imposed by this title upon the obligee, or to reimburse the obligee 
for any portion of the tax, or to pay the interest without deduction 
for any tax which the obligor may be required or permitted to pay 
thereon, or to retain therefrom under any law of the United States, 
the obligor shall deduct and withhold a tax equal to 2 per centum 
of the interest upon such bonds, mortgages, deeds of trust, or other 
obligations, whether such interest is payable annually or at shorter 
or longer periods and whether payable to a nonresident alien indi- 
vidual or to an individual citizen or resident of the United States 
or to a partnership: Provided, That the Commissioner may authorize 
such tax to be deducted and withheld in the case of interest upon 
any such bonds, mortgages, deeds of trust, or other obligations, the 
owners of which are not known to the withholding agent. Such 
deduction and withholding shall not be required in the case of a 
citizen or resident entitled to receive such interest, if he files with the 
withholding agent on or before February 1 a signed notice in writing 
claiming the benefit of the credits provided in subdivisions (c) and 
(d) of section 216; nor in the case of a nonresident alien individual 
if so provided for in regulations prescribed by the Commissioner 
under subdivision (g) of section 217. 

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight



SIXTY-SEVENTH CONGRESS.    SESS . I.    CH.  136.    1921. 

(c) Every individual, corporation, or partnership required to 
deduct and withhold any tax under this section shall make return 
thereof on or before March 1 of each year and shall on or before 
June 15, pay the tax to the official of the United States Government 
authorized to receive it. Every such individual, corporation, or 
partnership is hereby made liable for such tax and is hereby in- 
demnified against the claims and demands of any individual, cor- 
poration, or partnership for the amount of any payments made in 
accordance with the provisions of this section. 

(d) Income upon which any tax is required to be withheld at the 
source under this section shall be included in the return of the recipient 
of such income, but any amount of tax so withheld shall be credited 
against the amount of income tax as computed in such return. 

(e) If any tax required under this section to be deducted and with- 
held is paid by the recipient of the income, it shall not be recollected 
from the withholding agent; nor in cases in which the tax is so paid 
shall any penalty be imposed upon or collected from the recipient 
of the income or the withholding agent for failure to return or pay 
the same, unless such failure was fraudulent and for the purpose of 
evading payment. 

CREDIT  FOR  TAXES  IN  CASE  OF  INDIVIDUALS. 

SEC. 222. (a) That the tax computed under Part II of this title 
shall be credited with: 

(1) In the case of a citizen of the United States, the amount of any 
income, war-profits and excess-profits taxes paid during the taxable 
year to any foreign country or to any possession of the United States 
and 

(2) In the case of a resident of the United States, the amount of 
any such taxes paid during the taxable year to any possession of the 
United States; and 

(3) In the case of an alien resident of the United States, the amount 
of any such taxes paid during the taxable year to any foreign country, 
if the foreign country of which such alien resident is a citizen or sub- 
ject, in imposing such taxes, allows a similar credit to citizens of the 
United States residing in such country; and 

(4) In the case of any such individual who is a member of a part- 
nership or a beneficiary of an estate or trust, his proportionate share 
of such taxes of the partnership or the estate or trust paid during the 
taxable year to a foreign country or to any possession of the United 
States, as the case may be. 

(5) The above credits shall not be allowed in the case of a citizen 
entitled to the benefits of section 262; and in no other case shall the 
amount of credit taken under this subdivision exceed the same pro- 
portion of the tax, against which such credit is taken, which the tax- 
payer's net income (computed without deduction for any income, war- 
profits and excess-profits taxes imposed by any foreign country or 
possession of the United States) from sources without the United 
States bears to his entire net income (computed without such deduc- 
tion) for the same taxable year. 

(b) If accrued taxes when paid differ from the amounts claimed as 
credits by the taxpayer, or if any tax paid is refunded in whole or in 
part, the taxpayer shall notify the Commissioner, who shall redeter- 
mine the amount of the tax due under Part II of this title for the year 
or years affected, and the amount of tax due upon such redetermina- 
tion, if any, shall be paid by the taxpayer upon notice and demand 
by the collector, or the amount of tax overpaid, if any, shall be cred- 
ited or refunded to the taxpayer in accordance with the provisions of 
section 252. In the case of such a tax accrued but not paid, the Com- 
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or to supply such information at the time or times required under 
this title, or who willfully attempts in any manner to defeat or evade 
the tax imposed by this title, shall be guilty of a misdemeanor and 
shall be fined not more than $10,000 or imprisoned for not more than 
one year, or both, together with the costs of prosecution. 

RETURNS  OF  PAYMENTS  OF  DIVIDENDS. 

SEC. 254. That every corporation subject to the tax imposed by 
this title and every personal service corporation shall, when required 
by the Commissioner, render a correct return, duly verified under 
oath, of its payments of dividends, stating the name and address of 
each stockholder, the number of shares owned by him, and the 
amount of dividends paid to him. 

RETURNS  OF  BROKERS. 

SEC. 255. That every individual, corporation, or partnership doing 
business as a broker shall, when required by the Commissioner, ren- 
der a correct return duly verified under oath, under such rules and 
regulations as the Commissioner, with the approval of the Secretary, 
may prescribe, showing the names of customers for whom such indi- 
vidual, corporation, or partnership has transacted any business, with 
such details as to the profits, losses, or other information which the 
Commissioner may require, as to each of such customers, as will enable 
the Commissioner to determine whether all income tax due on profits 
or gains of such customers has been paid. 

INFORMATION  AT  SOURCE. 

SEC. 256. That all individuals, corporations, and partnerships, in 
whatever capacity acting, including lessees or mortgagors of real or 
personal property, fiduciaries, and employers, making payment to 
another individual, corporation, or partnership, of interest, rent, sal- 
aries, wages, premiums, annuities, compensations, remunerations, 
emoluments, or other fixed or determinable gains, profits, and income 
(other than payments described in sections 254 and 255), of $1,000 
or more in any taxable year, or, in the case of such payments made 
by the United States, the officers or employees of the United States 
having information as to such payments and required to make 
returns in regard thereto by the regulations hereinafter provided for, 
shall render a true and accurate return to the Commissioner, under 
such regulations and in such form and manner and to such extent as 
may be prescribed by him with the approval of the Secretary, setting 
forth the amount of such gains, profits, and income, and the name 
and address of the recipient of such payment. 

Such returns may be required, regardless of amounts, (1) in the 
case of payments of interest upon bonds, mortgages, deeds of trust, 
or other similar obligations of corporations, and (2) in the case of 
collections of items (not payable in the United States) of interest 
upon the bonds of foreign countries and interest upon the bonds of 
and dividends from foreign corporations by individuals, corporations, 
or partnerships, undertaking as a matter of business or for profit the 
collection of foreign payments of such interest or dividends by means 
of coupons, checks, or bills of exchange. 

When necessary to make effective the provisions of this section the 
name and address of the recipient of income shall be furnished upon 
demand of the individual, corporation, or partnership paying the 
income. 

The provisions of this section shall apply to the calendar year 1921 
and each calendar year thereafter, but shall not apply to the payment 
of interest on obligations of the United States. 
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Regulations No. 62 (19,2 ed.), relating to the income tax and war

profits and excess profits tax under the revenue act of 1921.

PART I.

INCOME TAX ON INDIVIDUALS.

NORMAL TAX.

SEc. 210. That, in lieu of the tax imposed by section 210 of the
Revenue Act of 1918, there shall be levied, collected, and paid for each
taxable year upon the net income of every individual a normal tax of
8 per centum of the amount of the net income in excess of the credits
provided in section 216: Provided, That in the case of a citizen or resi-
dent of the United States the rate upon the first $4,000 of such excess
amount shall be 4 per centum.

ARTICLE 1. Income tax on individuals.-Except as otherwise pro-
vided, Title I of the statute is effective January 1, 1921, and im-
poses an income tax on individuals, including a normal tax and a sur-
tax. See section 211 of the statute. The tax is upon net income, as
defined in the statute, determined by deducting from gross income, as
defined in the statute, the allowable deductions. See sections 212,213,
214, and 215. In certain cases credits are allowed against net in-
come and against the amount of the tax. See sections 216 and 222.
Special provisions of the statute deal with the effect of the tax on
nonresident alien individuals, partnerships, personal service corpora-
tions, estates and trusts, and the stockholders of corporations which
unreasonably accumulate their profits. See sections 217, 218, 219,
and 220. The tax is payable upon the basis of returns rendered by
the persons liable thereto, except that in some instances it is to be
paid at the source of the income. See sections 221, 223, 224, 225, 226,
227, and 228. The statute also imposes on corporations an income
tax at a fixed rate, and, for the calendar year 1921 only, an excess
profits tax. See Part II of the regulations. For administrative
provisions, and for definitions and general provisions, see Parts III
and IV of the regulations.

ART. 2. Normal tax.-The normal income tax on individual citizens
or residents of the United States is at the rate of 4 per cent upon
the first $4,000 of net income subject to the normal tax and 8 per cent
upon the excess over that amount. The lower rate on the first $4,000
applies to each separate individual, whether married or unmarried,
and should not be confused with the joint exemption granted mar-
ried persons. In the case of nonresident alien individuals the nor-
mal tax is 8 per cent and there is no reduction of the rate upon the
first $4,000 of net income. In order to determine the income to
which the normal tax is applied, the net income, as defined in section
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regard to the length and nature of his stay. A mere floating in-
tention, indefinite as to time, to return to another country is not
sufficient to constitute him a transient. If he lives in the United
States and has no definite intention as to his stay, he is a resident.
One who comes to the United States for a definite purpose which
in its nature may be promptly accomplished is a transient; but if his
purpose is of such a nature that an extended stay may be necessary
for its accomplishment, and to that end the alien makes his home
temporarily in the United States, he becomes a resident, though it
may be his intention at all times to return to his domicile abroad
when the purpose for which he came has been consummated or
abandoned. A foreign corporation is one incorporated under the
laws of a foreign country. As to when a citizen or domestic cor-
poration is entitled to the benefits of section 262, see articles 1135-
1137. For the treatment of foreign life insurance companies, see
section 245(c) and article 687.

ART. 311(a). Alien seamen, when to be regarded as residents.-In
order to determine whether an alien seaman is a resident within the
meaning of the income-tax law, it is necessary to decide whether the
presumption of nonresidence is overcome by facts showing that he
has established a residence in the territorial United States, which
consists of the States, the District of Columbia, and the Territories
of Hawaii and Alaska, and excludes other places. Residence may be
established on a vessel regularly engaged in coastwise trade, but
the mere fact that a sailor makes his home on a vessel flying the
United States flag and engaged in foreign trade is not sufficient to
establish residence in the United States, even though the vessel, while
carrying on foreign trade, touches at American ports. An alien sea-
man may acquire an actual residence in the territorial United States
within the rules laid down in article 312, although the nature of his
calling requires him to be absent from the place where his residence
is established for a long period. An alien seaman may acquire such
a residence at a sailor's boarding house or hotel, but such a claim
should be carefully scrutinized in order to make sure that such
residence is bona fide. The filing of Form 1078, or taking out
first-citizenship papers, is proof of residence in the United States
from the time the form is filed or the papers taken out, unless re-
butted by other evidence showing an intention to be a transient.
The fact that a head tax has been paid on behalf of an alien seaman
entering the United States is no evidence that he has acquired resi-
dence because the head tax is payable unless the alien who is entering
the country is merely in transit through the country. An alien may
remain a nonresident although he is not in transit through the
country. As to when the wages of alien seamen are subject to tax,
see article 93.
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ART. 312. Proof of residence of alien.-The following rules of evi-
dence shall govern in determining whether or not an alien within
the United States has acquired residence therein within the meaning
of the Revenue Act. An alien, by reason of his alienage, is presumed
to be a nonresident alien. Such presumption may be overthrown (1)
in the case of an alien who presents himself for determination of
tax liability prior to departure for his native country, by (a) proof
that the alien, at least six months prior to the date he so presents
himself; has filed a declaration of his intention to become a citizen
of the United States under the naturalization laws, (b) proof that
the alien, at least six months prior to the date he so presents him-
self, has filed Form 1078 or its equivalent, or (c) proof of acts and
statements of the alien showing a definite intention to acquire resi-
dence in the United States or showing that his stay in the United
States had' been of such an extended nature as to constitute him a
resident; (2) in other cases by (a) proof that the alien has filed a
declaration of his intention to become a citizen of the United States
under the naturalization laws, (b) proof that the alien has filed
Form 1078 or its equivalent, or (c) proof of acts and statements
of an alien showing a definite intention to acquire residence in the
United States or showing that his stay in the United States has
been of such an extended nature as to constitute him a resident. In
any case in which an alien seeks to overcome the presumption of
nonresidence under (1) (c) or (2) (c) above, if the officer who
examines the alien is in doubt as to the facts, such officer may, to
assist him in determining the facts, require an affidavit or affidavits
setting forth the facts relied upon, executed by some credible per-
son or persons, other than the alien and members of his family, who
have known the alien at least six months prior to the date of "execu-
tion of the affidavit or affidavits.

ART. 313. Loss of residence by alien.-An alien who has acquired
residence in the United States retains his status as a resident until
he abandons the same and actually departs from the United States.
An intention to change his residence does not change his status as a
resident alien to that of a nonresident alien. Thus an alien who has
acquired a residence in the United States is taxable as a resident for
the remainder of his stay in the United States. The status of an
alien on the last day of his taxable year or period determines his
liability to tax for such year or period as a resident or nonresident.
See article 305.

ART. 314. Duty of employer to determine status of alien employee.-
If wages are paid to aliens without withholding the tax, except as
permitted in article 315, the employer should be prepared to prove
the status of the alien as provided in the foregoing articles. An em-
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ployer may rely upon the evidence of residence afforded by the fact
that an alien has filed Form 1078 or an equivalent certificate of the
alien establishing residence. An employer need not secure Form
1078 from the alien if he is satisfied that the alien is a resident alien.
An employer who seeks to account for failure to withhold in the
past, if he had not at the time secured Form 1078 or its equivalent,
is permitted to prove the former status of the alien by any com-
petent evidence. The written statement of the alien employee may
ordinarily be relied upon by the employer as proof that the alien is
a resident of the United States.

ART. 315. Allowance of personal exemption to nonresident alien em-
ployee.-A nonresident alien employee may claim the benefit of the
credit for personal exemption by filing with his employer Form 1115
duly filled out and executed under oath. On the filing of such
a claim the employer shall examine it. If on such examination it
appears that the claim is in due form, that it contains no statement
which to the knowledge of the employer is untrue, that such employee
on the face of the claim is entitled to credit, and that such credit has-
not yet been exhausted, such employer need not until such credit be
in fact exhausted withhold any tax from payments of salary or wages
made to such employee. Every employer with whom affidavits of
claim on Form 1115 are filed by employees shall preserve such
affidavits until the following calendar year, and shall then file
them, attached to his annual withholding return on Form 1042,
with the collector on or before March 1. In case, however, when
the following calendar year arrives such employer has no with-
holding to return, he shall forward all such affidavits of claim di-
rectly to the Commissioner, with a letter of transmittil, on or before
March 15. Where any tax is withheld the employer in every instance
shall show on the pay envelope or shall furnish some other memo-
randum showing the name of the employee, the date and the amount
withheld. This article applies only to payments of compensation by
an employer to an employee. See further section 221 and articles
361-375.

ART. 316. Income from sources within the United States.-Nonresi-
dent alien individuals, foreign corporations, and citizens of the
United States or domestic corporations entitled to the benefits of
section 262 are taxable only upon income from sources within the
United States. See sections 213(c), 233(b), and 262.

The statute divides the income of such taxpayers into three
classes: (1) Income which is derived in full from sources within
the United States; (2) income which is derived in full from sources
without the United States; and (3) income which is derived partly
from sources within and partly from sources without the United
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States. The taxable income includes that derived in full from
sources within the United States and that portion of the income
which is derived partly from sources within and partly from sources

without the United States which is allocated or apportioned to
sources within the United States.

ART. 317. Interest.-There shall be included in the gross income

from sources within the United States, of nonresident alien indi-
viduals, foreign corporations and citizens of the United States or

domestic corporations which are entitled to the benefits of section
262, all interest received or accrued, as the case may be, on bonds,

notes, or other interest-bearing obligations of residents of the United
States, whether corporate or otherwise, except:

(a) Interest paid on deposits with persons, including individuals,
partnerships, or corporations carrying on the banking business, to

persons (nonresident alien individuals, foreign corporations and citi-
zens of the United States, or domestic corporations entitled to the

benefits of sec. 262) not engaged in business within the United States,
and not having an office or place of business therein; and

(b) Interest received from a resident alien individual or a resi-

dent foreign corporation when it is shown to the satisfaction of the
Commissioner that less than 20 per cent of the gross income of
such resident payor has been derived from sources within the United
States for the three-year period ending with the close of the taxable
year of such payor, or for such part of such period immediately pre-

ceding the close of such taxable year as may be applicable.
Any taxpayer who excludes fr6m gross income from sources within

the United States income of the type specified in (a) or (b) above

shall file with his return a statement setting forth the amount of such

income and such information as may be necessary to show that the
income is of the type specified in those paragraphs.

ART. 318. Dividends.-Gross income from sources within the United
States includes all dividends, as defined by section 201:

(a) From a domestic corporation other than one entitled to the
benefits of section 262; and

(b) From a foreign corporation unless less than 50 per cent of

its gross income for the three-year period ending with the close of

its taxable year preceding the declaration of such dividends or for

such part of such period as it has been in existence, was derived
from sources within the United States.

Dividends will be treated as income from sources within the
United States unless the taxpayer submits sufficient data to establish
the fact that less than 50 per cent of the gross income of the foreign
payor corporation for the three-year period ending with the close of
its taxable year preceding the declaration of such dividend was
derived from sources within the United States.
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ART. 319. Compensation for labor or personal services.-Gross income
from sources within the United States includes compensation for
labor or personal services performed within the United States
regardless of the residence of the payor, of the place in which
the contract for services was made, or of the place of payment.
When a specific amount is paid for labor or personal services
performed in the United States, such amount shall be included
in the gross income. When no accurate allocation or segre-
gation of compensation for labor or personal services performed
in the United States can be made, or when such labor or
service is performed partly within and partly without the
United States, the amount to be included in the gross income shall
be determined by an apportionment on the time basis, i. e., there
shall be included in the gross income an amount which bears the
same relation to the total compensation as the number of days of
performance of the labor or services within the United States bears
to the total number of days of performance of labor or services for
which the payment is made.

ART. 320. Rentals and royalties.-Gross income from sources Within
the United States includes rentals or royalties from property located
within the United States or from any interest in such property,
including rentals or royalties for the use of or the privilege of using,
in the United States, patents, copyrights, secret processes and
formulas, good will, trade-marks, trade brands, franchises, and
other like property. The income arising from the rental of prop-
erty, whether tangible or intangible, located within the United
States, or from the use of property, whether tangible or intangible,
within the United States, is from sources within the United States.

ART. 321. Sale of real property.-Gross income from sources within
the United States includes gain, computed under the provisions of
section 202, derived from the sale or other disposition of real prop-
erty located in the United States. For the treatment of capital net
gain, see section 206 and articles 1651-1653.

ART. 322. Income from sources without the United States.-Gross
income from sources without the United States includes:

(1) Interest other than that specified in section 217(a) (1), and
article 317, as being derived from sources within the United States:

(2) Dividends other than those derived from sources within the
United States as provided in section 217(a) (2) and article 318:

(3) Compensation for labor or services performed without the
United States. For the treatment of compensation for labor or per-
sonal services performed partly within the United States and partly
without the United States. See article 319.

(4) Rentals or royalties derived from property without the United
States or from any interest in such property, including rentals or
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purchase of stock or otherwise may therefore, if a subsidiary relation-
ship is established, constitute employment of the income in its own
business. To establish that the business of one corporation can be
regarded as including the business of another it is ordinarily essential
that the first corporation own substantially all of the stock of the
second. Investment by a corporation of its income in stock and
securities of another corporation is not without anything further to
he regarded as employment of the income in its business.

ART. 353. Unreasonable accumulation of profits.-An accumulation of
gains and profits is unreasonable if it is not required for the purposes
of the business, considering all the circumstances of the case. No
attempt can be made to enumerate all the ways in which gains and
profits of a corporation may be accumulated for the reasonable needs
of the business. Undistributed income is properly accumulated if
invested in increased inventories or additions to plant reasonably
needed by the business. It is properly accumulated if retained for
working capital required by the business or in accordance with con-
tract obligations placed to the credit of a sinking fund for the pur-
pose of retiring bonds issued by the corporation. In the case of a
banking institution the business of which is to receive and loan
money, using capital, surplus and deposits for that purpose, undis-
tributed income actually represented by loans or reasonably retained
for future loans is not accumulated beyond the reasonable needs of
the business. The nature of the investment of gains and profits is
immaterial if they are not in fact needed in the business.

PAYMENT OF INDIVIDUAL'S TAX AT SOURCE.

SEc. 221. (a) That all individuals, corporations, and partnerships,
in whatever capacity acting, including lessees or mortgagors of real or
personal property, fiduciaries, employers, and all officers and employees
of the United States having the control, receipt, custody, disposal,
or payment of interest (except interest on deposits with persons car-
rying on the banking business paid to persons not engaged in business
in the United States and not having an office or place of business
therein), rent, salaries, wages, premiums, annuities, compensations,
remunerations, emoluments, or other fixed or determinable annual or
periodical gains, profits, and income, of any nonresident alien Individual
or partnership composed in whole or in part of nonresident aliens
(other than income received as dividends of the class allowed as a
credit by subdivision (a) of section 216) shall (except in the cases
provided for in subdivision (b) and except as otherwise provided in
regulations prescribed by the Commissioner under section 217) deduct
and withhold from such annual or periodical gains, profits, and income
a tax equal to 8 per centum thereof: Provided, That the Commissioner
may authorize such tax to be deducted and withheld from the interest
upon any securities the owners of which are not known to the with-
holding agent.
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(b) In any case where bonds, mortgages, or deeds of trust, or other
similar obligations of a corporation contain a contract or provision
by which the obligor agrees to pay any portion of the tax imposed by
this title upon the obligee, or to reimburse the obligee for any portion
of the tax, or to pay the interest without deduction for any tax which
the obligor may be required or permitted to pay thereon, or to retain
therefrom under any law of the United States, the obligor shall de-
duct and withhold a tax equal to 2 per centum of the interest upon such
bonds, mortgages, deeds of trust, or other obligations, whether such
interest is payable annually or at shorter or longer periods and whether
payable to a nonresident alien individual or to an individual citizen
or resident of the United States or to a partnership: Provided, That the
Commissioner may authorize such tax to be deducted and withheld in
the case of interest upon any such bonds, mortgages, deeds of trust, or
other obligations, the owners of which are not known to the withholding
agent. Such deduction and withholding shall not be required in the
case of a citizen or resident entitled to receive such interest, if he
files with the withholding agent on or before February 1 a signed notice
in writing claiming the benefit of the credits provided in subdivisions
(c) and (d) of section 216; nor in the case of a nonresident alien
individual if so provided for in regulations prescribed by the Com-
missioner under subdivision (g) of section 217.

(c) Every individual, corporation, or partnership required to deduct
and withhold any tax under this section shall make return thereof
on or before March 1 of each year and shall on or before June 15 pay
the tax to the official of the United States Government authorized to
receive it. Every such individual, corporation, or partnership is
hereby made liable for such tax and is hereby indemnified against the
claims and demands of any individual, corporation, or partnership for
the amount of any payments made in accordance with the provisions
of this section.

(d) Income upon which any tax is required to be withheld at the
source under this section shall be included in the return of the recipient
of such income, but any amount of tax so withheld shall be credited
against the amount of income tax as computed in such return.

(e) If any tax required under this section to be deducted and with-
held is paid by the recipient of the income, it shall not be re-collected
from the withholding agent; nor in cases in which the tax is so paid
shall any penalty be imposed upon or collected from the recipient of the
income or the withholding agent for failure to return or pay the
same, unless such failure was fraudulent and for the purpose of evad-
ing payment.

ART. 361. Withholding tax at source.-In general, withholding is
required (a) of a tax of 8 per cent in the case of fixed or determi-

nable annual or periodical income payable to a nonresident alien
individual or to a partnership composed in whole or in part of non-
resident aliens and having no office or place of business within the
United States, except (1) dividends of a class allowed as a credit
by subdivision (a) of section 216, (2) interest on deposits with per-
sons carrying on the banking business, paid to persons not engaged
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in business in the United States and not having an office or place of
business therein, and (3) interest upon corporate bonds containing
a tax-free covenant clause; (b) of a tax of 10 per cent for the
calendar year 1921 and 121 per cent for subsequent years in the case
of fixed or determinable annual or periodical income (with the ex-
ceptions just stated) payable to a foreign corporation not engaged in
trade or business within the United States and not having any office
or place of business therein; and (c) of a tax of 2 'per cent in the
case of interest payable to an individual or a partnership, whether
resident or nonresident, or to a foreign corporation not engaged in
trade or business within the United States and not having any office
or place of business therein, upon bonds or other obligations of do-
mestic or resident foreign corporations containing a so-called tax-
free covenant clause. Where the owner of bonds or other like
obligations is unknown to the withholding agent a tax of 2 per cent
must be withheld from interest on so-called tax-free covenant bonds,
and a tax of 8 per cent must be withheld from interest on all other
corporate bonds or securities. Bonds issued under a trust deed con-
taining a tax-free covenant are treated as if they contained such a
covenant. A foreign corporation having a fiscal agent or paying
agent in this country is required to withhold a tax of 2 per cent upon
the interest on its tax-free covenant bonds. See further sections 200,
217, 237, and 256 of the statute and articles 1533, 311-316, 601, and
107.1-1080.

A debtor corporation having an issue of bonds or other similar
obligations may appoint a duly authorized withholding agent to act
in its behalf, provided notice of such appointment is filed with the
Commissioner.
ART. 362. Fixed or determinable annual or periodical income.-Only

(a) fixed or determinable (b) annual or periodical income is subject
to withholding. Among such income, giving an idea of the general
character of income intended, the statute specifies interest, rent, sal-
aries, wages, premiums, annuities, compensations, remunerations, and
emoluments. But other kinds of income may be included. (a) In-
come is fixed when it is to be paid in amounts definitely predeter-
mined. On the other hand, it is determinable whenever there is a
basis of calculation by which the amount to be paid may be ascer-
tained. (b) The income need not be paid annually if it is paid
periodically, that is to say, from time to time, whether or not at
regular intervals. That the length of time during which the pay-
ments are to be made may be increased or diminished in accordance
with someone's will or with the happening of an event does not make
the payments any the less determinable or periodical. A salesman
working by the month for a commission on sales which is paid or
credited monthly receives determinable periodical income.
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ART. 363. Exemption from withholding.-Withholding from interest
on bonds or other obligations containing a tax-free covenant shall
not be required in the case of a citizen or resident alien individual
if he files with the withholding agent when presenting interest cou-
pons for payment, or not later than February 1 following the taxable
year, an ownership certificate on Form 1001 claiming a personal
exemption or credit for dependents. See section 216 of the statute
and articles 301-305. To avoid inconvenience a resident alien in-
dividual should file a certificate of residence on Form 1078 with with-
holding agents, who shall forward such certificates to the Commis-
sioner with a letter of transmittal. See article 315. No withholding
from corporate dividends (other than distributions by a personal
service corporation prior to January 1, 1922) is required in any case.
The income of domestic and resident foreign corporations is free
from withholding.

ART. 364. Exemption certificates of nonresident aliens.-(a) When
the gross income (including bond interest) of a nonresident alien,
which is derived from sources within the United States, does not
exceed the personal exemption of $1,000, allowed by section 216(e),
an exemption certificate, Form 1001 B, should be executed and filed
with the withholding agent, if any part of the gross income is de-
rived from interest upon bonds or similar obligations of a domes-
tic corporation which contain a tax-free covenant clause. The
amount of tax due from the withholding agent, as shown by Form
1013, may be reduced by 2 per cent of the aggregate amount of in-
terest payments made to such nonresident alien upon tax-free cove-
nant bonds during the calendar year.

(b) When the gross income of a nonresident alien, derived from
sources within the United States, does not exceed $1,000, such per-
son may file with the withholding agent an exemption certificate
on Form 1001 C with respect to interest upon bonds or similar ob-
ligations of a domestic corporation not containing a tax-free cove-
nant clause. The debtor organization or withholding agent, upon
receipt of a properly executed certificate showing that the individ-
ual's income does not exceed $1,000, shall release and pay over to
such individual upon demand any tax withheld during the preceding
calendar year. The tax assessed against the withholding agent
and which has not been paid may be made the subject of a claim
for abatement to the extent of the amount of excess tax withheld,
and refunded to the alien on the basis of this certificate. In case
the tax so withheld has been paid to the Government, refund of the
tax withheld in the case of nontax-free bonds and similar obliga-
tions can only be made to the bond owner or his duly authorized
representative.
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The exemption certificates, Forms 1001 B and 1001 C, properly
executed, may be filed with the debtor organization or its duly au-
thorized withholding agent at any time after the close of the cal-
endar year, but not later than May 1 of the succeeding year. Own-
ership certificates, however, must be filed in connection with all in-
terest payments upon bonds and similar obligations of domestic
corporations in accordance with the regulations, notwithstanding
the fact that Form 1001 B or Form 1001 C is filed.

ART. 365. Ownership certificates for interest coupons.-The owners
of bonds or other obligations, except domestic and resident corpora-
tions, whether or not such bonds or other obligations contain a tax-
free covenant, issued by domestic or resident foreign corporations,
when presenting interest coupons for payment shall file a certificate
of ownership for each issue of bonds, showing the name and address
of the debtor corporation, the name and address of the owner of the
bonds, the nature of the obligations, the amount of interest and its
due date, and the amount of any tax withheld. No ownership certifi-
cates need be filed in the case of interest payments on bonds the in-
come from which is not required to be included in gross income, nor
in the cise of any obligations of the United States. See section 213
(b) of the statute and articles 74-84. Where in connection with the
sale of its property payment of the bonds or other obligations of a
corporation is assumed by the assignee, such assignee, whether an in-
dividual, partnership, corporation, or a State or political subdivision
thereof, must deduct and withhold such taxes as would have been
required to be withheld by the 'assignor had no such sale and transfer
been made. As to ownership certificates in the case of bonds of
foreign countries, or bonds or stocks of nonresident foreign cor-
porations, see article 1077.

ART. 366. Form of certificate where withholding required.-For the
purposes of article 365, Form 1000 shall be used (a) by citizens or
residents of the United States when no personal exemption or credit
is claimed against interest on bonds containing a tax-free covenant;
(b) by nonresident alien individuals, by partnerships composed in
whole or in part of nonresident aliens and not having an office or
place of business within the United States, and by foreign corpora-
tions not engaged in trade or business within the United States
and not having any office or place of business therein, whether or not
such bonds contain a tax-free covenant; (c) by partnerships, resident
or nonresident, and (prior to Jan. 1, 1922) personal service corpora-
tions, in the case of bonds containing a tax-free covenant; and (d)
where the owner is unknown to the withholding agent.

ART. 367. Form of certificate where no withholding required.-For the
purposes of article 365, Form 1001 shall be used (a) by citizens or
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residents of the United States when personal exemption is claimed
against interest on bonds containing a tax-free covenant and when
presenting coupons from bonds not containing a tax-free covenant;
(b) by domestic and resident partnerships, in the case of bonds not
containing a tax-free covenant. In case a citizen or resident alien in-
dividual receives interest on bonds containing a tax-free covenant in
excess of the amount of personal exemption which the individual may
claim, any such excess must be reported on Form 1000.

ART. 368. Use of substitute certificates.-Resident collecting agents,
including responsible banks and bankers receiving interest coupons
for collection with ownership certificates attached, may present the
coupons with the original certificates to the debtor corporation or
its duly authorized withholding agent for collection, or may detach
and forward the original certificates directly to the Commissioner,
provided each such collecting agent shall substitute for such original
certificates its own certificates, Form 1058 or Form 1059, and shall
keep a complete record of each transaction, showing (a) serial num-
ber of item received; (b) date received; (c) name and address of
person from whom received; (d) name of debtor corporation; (e)
class of bonds from which coupons were cut (whether containing a
tax-free covenant or not); and (f) face amount of coupons. The
original certificate for which the certificate of the collecting agent is
substituted shall be indorsed, preferably with a rubber stamp, by the
collecting agent, as follows:

Owner's certificate No .........

(Name of collecting agent.)

, 19-
(Give date of certificate.)

The counterpart of the within certificate bearing like number was
attached to the coupons within mentioned for delivery to the debtor or
withholding agent, by whom the coupons are payable.

For the purpose of identification the substitute certificates shall
be numbered consecutively, reverting to the numeral 1 at the begin-
ning of each calendar year, and corresponding numbers given the
original certificates of ownership. The use of substitute certificates
by collecting agents, banks, and bankers is not permitted, however,
in the case of ownership certificates presented with coupons for col-
lection by nonresident alien individuals, partnerships, or corpora-
tions.

ART. 369. Interest coupons without ownership certificates.-When in-
terest coupons are received unaccompanied by certificates of owner-
ship, unless the first bank be satisfied that the owner is a domestic or
resident corporation, the first bank shall require of the payee a state-
ment showing the name and address of the payee, the name and ad-
dress of the debtor corporation, the date of the maturity of the
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interest, the name and address of the person from whom the coupons
were received, the amount of the interest, and a statement that the
owner of the bonds is unknown to the payee. Such statement shall
be forwarded to the Commissioner with the monthly return on Form
1012. The first bank receiving such coupons shall also prepare a cer-
tificate on Form 1000, crossing out "owner" and inserting "payee"
and entering the amount of interest on line 6, and shall stamp or
write across the face of the certificate "Statement furnished," adding
the name of the bank.

ART. 370. Interest on registered bonds.--Ownership certificates are
required in connection with interest upon registered bonds the same
as interest upon any other class of bonds. If ownership certificates
are not furnished by the owner of the bonds, such certificates must be
prepared by the debtor corporation or its withholding agent. (a)
If the bonds contain a tax-free covenant clause, ownership certifi-
cates must be prepared on Form 1000 for the following classes of
bondholders: Citizens or residents of the United States, nonresident
alien individuals, partnerships, whether foreign or domestic, foreign
corporations having no office or place of business within the United
States. (b) If the bonds do not contain a tax-free covenant clause,
Form 1000 shall be prepared in the case of nonresident alien indi-
viduals, partnerships composed in whole or in part of nonresident
aliens and not having an office or place of business within the United
States, or in case the owner is a foreign corporation not engaged in
trade or business within the United States and not having an office or
place of business therein. If ownership certificates are not filed by a
citizen or resident of the United States or a resident partnership in
connection with interest payments upon registered bonds not con-
taining a tax-free covenant clause, Form 1001 should be prepared
by the debtor corporation or its withholding agent.

Regardless of whether the registered bonds do or do not contain a
tax-free covenant clause, no ownership certificate is required in con-
nection with such bonds owned by domestic or resident corporations.

ART. 371. Return of tax withheld.-(a) Every withholding agent
shall make an annual return to the collector of the tax withheld from
interest on corporate bonds or other obligations on or before March
1 on Form 1013. He shall also make a monthly return on Form
1012 on or before the 20th day of the month following that for which
the return is made. The original ownership certificates, or the sub-
stitute certificates where authorized, must be forwarded to the Com-
missioner with the monthly return. (b) Every person required to
deduct and withhold any tax from income other than such bond
interest shall make an annual return thereof to the collector on or
before March 1 on Form 1042, showing the amount of tax required
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to be withheld for each nonresident alien individual, partnership
composed in whole or in part of nonresident aliens and not having
an office or place of business within the United States, or foreign
corporation not engaged in trade or business within the United States
and not having any office or place of business therein, to whom in-
come other than bond interest was paid during the previous taxable
year. In every case of both classes the tax withheld must be paid on
or before June 15 of each year to the collector. For penalties attach-
ing upon failure to make such returns or such payment, see section
253 of the statute, section 3176 of the Revised Statutes as amended,
and articles 1004, 1005, and 1041.

ART. 371(a). Withholding-Partnerships.-The Revenue Act of 1921
provides for withholding in the case of payments made to a partner-
ship composed in whole or in part of nonresident aliens. This
provision does not apply to such payments made prior to Novem-
ber 23, 1921. However, in the case of a partnership having an
office or place of business in the United States, withholding will not
be required (except in the case of interest upon tax-free bonds) even
though one or more of the members thereof is a nonresident alien;
the partnership, however, as agent of the nonresident alien member
or members, should file a return of the income of such nonresident
alien member or members in accordance with the provisions of article
404.

ART. 372. Release of tax withheld from interest on bank deposits.-
Under the Revenue Act of 1921 persons carrying on the banking
business within the United States are not required to withhold any
tax from interest on bank deposits which is paid to (or credited
to the accounts of) persons not engaged in business within the
United States and not having an office or place of business therein.
Any tax which, subsequent to December 31, 1920, and pursuant to
the Revenue Act of 1918, had been withheld by persons carrying
on the banking business within the United States from interest
on bank deposits paid to (or credited to the accounts of) non-
resident alien individuals not engaged in business within the United
States and not having an office or place of business therein,
or foreign corporations not engaged in business within the United
States and not having an office or place of business therein, shall be
released and paid over to such nonresident alien individual or foreign
corporation, or his or its representative.

ART. 373. Use of information return where no actual withholding.-
Where a debtor corporation or its duly authorized withholding agent
has made payments of interest on its bonds, but in certain instances
has been required to withhold no tax, the ownership certificates on
Form 1001 filed in connection with such payments shall be trans-
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mitted to the Commissioner, accompanied by a return on Form
1096 A showing the number of ownership certificates thus trans-
mitted and the total amount of interest paid. This return shall be
made by the 20th day of each month following that for which the
return is made and need not be sworn to. An annual return shall
be forwarded to the Commissioner not later than March 15 of each
year on Form 1096 B, on which shall be given a summary of the
monthly returns. To the extent that there has been actual with-
holding of the tax, returns should be made in accordance with
article 371.

ART. 374. Ownership certificates in the case of fiduciaries and joint
owners.-When fiduciaries have the control and custody of more than
one estate or trust, and such estates and trusts have as assets bonds of
corporations and other securities, a certificate of ownership shall be
executed for each estate or trust, regardless of the fact that the bonds
are of the same issue. When bonds are owned jointly by two or
more persons, a separate ownership certificate must be executed in
behalf of each of the owners.

ART. 375. Return of income from which tax withheld.-The entire
amount of the income from which the tax was withheld shall be in-
cluded in gross income without deduction for such payment of the
tax. But any tax actually so withheld shall be credited against the
total tax as computed in the taxpayer's return. See article 31. If
the tax is paid by the recipient of the income or by the withholding
agent it shall not be recollected from the other, regardless of the
original liability therefor, and in such event no penalty will be
asserted against either person for failure to return or pay the tax
where no fraud or purpose to evade payment is involved.

CREDIT FOR TAXES IN CASE OF INDIVIDUALS.

SEC. 222. (a) That the tax computed under Part II of this title shall
be credited with:

(1) In the case of a citizen of the United States the amount of any
income, war-profits and excess-profits taxes paid during the taxable year
to any foreign country or to any possession of the United States; and

(2) In the case of a resident of the United States, the amount of
any such taxes paid during the taxable year to any possession of the
United States; and

(8) In the case of an alien resident of the United States, the amount
of any such taxes paid during the taxable year to any foreign country,
if the foreign country of which such alien resident is a citizen or sub-
ject, in imposing such taxes, allows a similar credit to citizens of the
United States residing in such country; and

(4) In the case of any such individual who is a member o' a part-
nership or a beneficiary of an estate or trust, his proportionate share
of such taxes of the partnership or the estate or trust paid during the
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patents in fee, or any other disposition authorized by existing law 
relating to Indian allotments. 

Approved, June 2, 1924. 

CHAP. 232.—An Act To provide for the addition of the names of Chester 
Calf and Crooked Nose Woman to the final roll of the Cheyenne and Arapaho 
Indians, Seger jurisdiction, Oklahoma. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the Secre- 
tary of the Interior be, and he hereby is, authorized to add to the 
final roll of the Cheyenne and Arapaho Indians of the Seger juris- 
diction, Oklahoma, approved May 18, 1921, the names of Chester 
Calf and Crooked Nose Woman, which names were inadvertently 
omitted from the said roll, and to pay to each of these persons a 
sum equal to that heretofore paid per capita to those whose names 
appear on the approved roll, such payment to be made from any 
tribal funds to the credit of the Cheyenne and Arapaho Indians. 

Approved, June 2, 1924. 

CHAP. 233.—An Act To authorize the Secretary of the Interior to issue 
certificates of citizenship to Indians. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That all non- 
citizen Indians born within the territorial limits of the United 
States be, and they are hereby, declared to be citizens of the United 
States: Provided, That the granting of such citizenship shall not 
in any manner impair or otherwise affect the right of any Indian 
to tribal or other property. 

Approved, June 2, 1924. 

CHAP. 234.—An Act To reduce and equalize taxation, to provide revenue, 
and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 

TITLE  I.—GENERAL DEFINITIONS. 

SECTION 1.   This Act may be cited as the "Revenue Act of 1924." 
SEC. 2. (a) When used in this Act— 

(1) The term "person" means an individual, a trust or estate, 
a partnership, or a corporation. 

(2) The term "corporation" includes associations, joint-stock com- 
panies, and insurance companies. 

(3) The term "domestic" when applied to a corporation or part- 
nership means created or organized in the United States or under 
the law of the United States or of any State or Territory. 

(4) The term "foreign" when applied to a corporation or part- 
nership means a corporation or partnership which is not domestic. 

(5) The term "United States" when used in a geographical sense 
includes only the States, the Territories of Alaska and Hawaii, and 
the District of Columbia. 

(6)  The term "Secretary" means the Secretary of the Treasury. 
(7) The term "Commissioner" means the Commissioner of Inter- 

nal Revenue. 
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(6) The term "capital net loss" means the excess of the sum of 
the capital losses plus the capital deductions over the total amount 
of capital gain; 

(7) The term "ordinary net income" means the net income, com- 
puted in accordance with the provisions of this title, after excluding 
all items of capital gain, capital loss, and capital deductions; and 

(8) The term "capital assets" means property held by the tax- 
payer for more than two years (whether or not connected with his 
trade or business), but does not include stock in trade of the tax- 
payer or other property of a kind which would properly be included 
in the inventory of the taxpayer if on hand at the close of the tax- 
able year, or property held by the taxpayer primarily for sale in the 
course of his trade or business. 

(b) In the case of any taxpayer (other than a corporation) who 
for any taxable year derives a capital net gain, there shall (at the 
election of the taxpayer) be levied, collected and paid, in lieu of the 
taxes imposed by sections 210 and 211 of this title, a tax determined 
as follows: 

A partial tax shall first be computed upon the basis of the ordi- 
nary net income at the rates and in the manner provided in sec- 
tions 210 and 211, and the total tax shall be this amount plus 12½ 
per centum of the capital net gain. 

(c) In the case of any taxpayer (other than a corporation) who 
for any taxable year sustains a capital net loss, there shall be levied, 
collected, and paid, in lieu of the taxes imposed by sections 210 
and 211 of this title, a tax determined as follows: 

A partial tax shall first be computed upon the basis of the ordi- 
nary net income at the rates and in the manner provided in sections 210 
and 211, and the total tax shall be this amount minus 12½ per 
centum of the capital net loss; but in no case shall the tax under 
this subdivision be less than the taxes imposed by sections 210 and 211 
computed without regard to the provisions of this section. 

(d) The total tax determined under subdivision (b) or (c) shall 
be collected and paid in the same manner, at the same time, and sub- 
ject to the same provisions of law, including penalties, as other 
taxes under this title. 

(e) In the case of the members of a partnership, of an estate or 
trust, or of the beneficiary of an estate or trust, the proper part of 
each share of the net income which consists, respectively, of ordi- 
nary net income, capital net gain, or capital net loss, shall be 
determined under rules and regulations to be prescribed by the 
Commissioner with the approval of the Secretary, and shall be 
separately shown in the return of the partnership or estate or trust, 
and shall be taxed to the member or beneficiary or to the estate or 
trust as provided in sections 218 and 219, but at the rates and 
in the manner provided in subdivision (b) or (c) of this section. 

EARNED  INCOME. 

SEC. 209. (a) For the purposes of this section— 
(1) The term "earned income" means wages, salaries, profes- 

sional fees, and other amounts received as compensation for per- 
sonal services actually rendered, but does not include that part of 
the compensation derived by the taxpayer for personal services 
rendered by him to a corporation which represents a distribution of 
earnings or profits rather than a reasonable allowance as compen- 
sation for the personal services actually rendered. In the case of a 
taxpayer engaged in a trade or business in which both personal 
services and capital are material income producing factors, a reason- 
able allowance as compensation for the personal services actually ren- 

263

larry
Highlight

larry
Highlight

larry
Highlight



SIXTY-EIGHTH CONGRESS.   SESS.  I.   CH. 234.   1924. 264 

dered by the taxpayer, not in excess of 20 per centum of his share 
of the net profits of such trade or business, shall be considered as 
earned income. 

(2) The term "earned income deductions" means such deduc- 
tions as are allowed by section 214 for the purpose of computing net 
income, and are properly allocable to or chargeable against earned 
income. 

(3) The term "earned net income" means the excess of the 
amount of the earned income over the sum of the earned income 
deductions. If the taxpayer's net income is not more than $5,000, 
his entire net income shall be considered to be earned net income, 
and if his net income is more than $5,000, his earned net income 
shall not be considered to be less than $5,000. In no case shall the 
earned net income be considered to be more than $10,000. 

(b) In the case of an individual the tax shall, in addition to the 
credits provided in section 222, be credited with 25 per centum of 
the amount of tax which would be payable if his earned net income 
constituted his entire net income; but in no case shall the credit 
allowed under this subdivision exceed 25 per centum of his tax 
under section 210. 

(c) In the case of the members of a partnership the proper part 
of each share of the net income which consists of earned income 
shall be determined under rules and regulations to be prescribed 
by the Commissioner with the approval of the Secretary and shall 
be separately shown in the return of the partnership and shall be 
taxed to the member as provided in section 218. 

PART  II.—INDIVIDUALS.   

NORMAL  TAX. 

SEC. 210. (a) In lieu of the tax imposed by section 210 of the 
Revenue Act of 1921, there shall be levied, collected, and paid for 
each taxable year upon the net income of every individual (except 
as provided in subdivision (b) of this section) a normal tax of 6 
per centum of the amount of the net income in excess of the credits 
provided in section 216, except that in the case of a citizen or resi- 
dent of the United States the rate upon the first $4,000 of such excess 
amount shall be 2 per centum, and upon the next $4,000 of such 
excess amount shall be 4 per centum; 

(b) In lieu of the tax imposed by subdivision (a), there shall be 
levied, collected, and paid for each taxable year upon the net in- 
come of every nonresident alien individual, a resident of a con- 
tiguous country, a normal tax equal to the sum of the following: 

(1) 2 per centum of the amount by which the part of the net 
income attributable to wages, salaries, professional fees, or other 
amounts received as compensation for personal services actually per- 
formed in the United States, exceeds the credits provided in sub- 
divisions (d) and (e) of section 216; but the amount taxable at such 
2 per centum rate shall not exceed $4,000; 

(2) 4 per centum of the amount by which such part of the 
net income exceeds the sum of (A) the credits provided in sub- 
divisions (d) and (e) of section 216, plus (B) $4,000; but the 
amount taxable at such 4 per centum rate shall not exceed $4,000; 
and 

(3) 6 per centum of the amount of the net income in excess of 
the sum of (A) the amount taxed under paragraphs (1) and (2), 
plus (B) the credits provided in section 216. 
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a fractional part of a month shall be disregarded unless it amounts 
to more than half a month, in which case it shall be considered 
as a month. 

(3) In the case of an individual who dies during the taxable 
year, the credits allowed by subdivisions (c), (d), and (e) shall 
be determined by his status at the time of his death, and in such 
case full credits shall be allowed to the surviving spouse, if any, 
according to his or her status at the close of the taxable year. 

NET  INCOME  OF  NONRESIDENT  ALIEN  INDIVIDUALS. 

SEC. 217. (a) In the case of a nonresident alien individual or of 
a citizen entitled to the benefits of section 262, the following items 
of gross income shall be treated as income from sources within the 
United States: 

(1) Interest on bonds, notes, or other interest-bearing obligations 
of residents, corporate or otherwise, not including (A) interest 
on deposits with persons carrying on the banking business paid to 
persons not engaged in business within the United States and not 
having an office or place of business therein, or (B) interest re- 
ceived from a resident alien individual, a resident foreign corpora- 
tion, or a domestic corporation, when it is shown to the satisfaction 
of the Commissioner that less than 20 per centum of the gross 
income of such resident payer or domestic corporation has been 
derived from sources within the United States, as determined under 
the provisions of this section, for the three-year period ending 
with the close of the taxable year of such payor preceding the 
payment of such interest, or for such part of such period as may 
be applicable; 

(2) The amount received as dividends (A) from a domestic 
corporation other than a corporation entitled to the benefits of 
section 262, and other than a corporation less than 20 per centum 
of whose gross income is shown to the satisfaction of the Commis- 
sioner to have been derived from sources within the United States, 
as determined under the provisions of this section, for the three- 
year period ending with the close of the taxable year of such cor- 
poration preceding the declaration of such dividends (or for such 
part of such period as the corporation has been in existence), or 
(B) from a foreign corporation unless less than 50 per centum of 
the gross income of such foreign corporation for the three-year 
period ending with the close of its taxable year preceding the 
declaration of such dividends (or for such part of such period as 
the corporation has been in existence) was derived from sources 
within the United States as determined under the provisions of this 
section; 

(3) Compensation for labor or personal services performed in the 
United States; 

(4) Rentals or royalties from property located in the United 
States or from any interest in such property, including rentals or 
royalties for the use of or for the privilege of using in the United 
States, patents, copyrights, secret processes and formulas, good 
will, trade-marks, trade brands, franchises, and other like prop- 
erty; and 

(5) Gains, profits, and income from the sale of real property 
located in the United States. 

(b) From the items of gross income specified in subdivision (a) 
there shall be deducted the expenses, losses, and other deductions 
properly apportioned or allocated thereto and a ratable part of any 
expenses, losses, or other deductions which can not definitely be 
allocated to some item or class of gross income. The remainder, 
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if any, shall be included in full as net income from  sources within 
the United States. 

(c) The following items of gross income shall be treated as income 
from sources without the United States: 

(1) Interest other than that derived from sources within the 
United States as provided in paragraph (1) of subdivision (a); 

(2) Dividends other than those derived from sources within the 
United States as provided in paragraph (2) of subdivision (a); 

(3) Compensation for labor or personal services performed with- 
out the United States; 

(4) Rentals or royalties from property located without the 
United States or from any interest in such property, including 
rentals or royalties for the use of or for the privilege of using with- 
out the United States, patents, copyrights, secret processes and 
formulas, good will, trade-marks, trade brands, franchises, and 
other like property; and 

(5) Gains, profits, and income from the sale of real property 
located without the United States. 

(d) From the items of gross income specified in subdivision (c) 
there shall be deducted the expenses, losses, and other deductions 
properly apportioned or allocated thereto, and a ratable part of 
any expenses, losses, or other deductions which can not definitely 
be allocated to some item or class of gross income. The remainder, 
if any, shall be treated in full as net income from sources without 
the United States. 

(e) Items of gross income, expenses, losses and deductions, other 
than those specified in subdivisions (a) and (c), shall be allocated 
or apportioned to sources within or without the United States under 
rules and regulations prescribed by the Commissioner with the 
approval of the Secretary. Where items of gross income are sepa- 
rately allocated to sources within the United States, there shall be 
deducted (for the purpose of computing the net income therefrom) 
the expenses, losses and other deductions properly apportioned or 
allocated thereto and a ratable part of other expenses, losses or 
other deductions which can not definitely be allocated to some item 
or class of gross income. The remainder, if any, shall be included 
in full as net income from sources within the United States. In 
the case of gross income derived from sources partly within and 
partly without the United States, the net income may first be com- 
puted by deducting the expenses, losses or other deductions appor- 
tioned or allocated thereto and a ratable part of any expenses, 
losses or other deductions which can not definitely be allocated to 
some items or class of gross income; and the portion of such 
net income attributable to sources within the United States may be 
determined by processes or formulas of general apportionment pre- 
scribed by the Commissioner with the approval of the Secretary. 
Gains, profits and income from (1) transportation or other services 
rendered partly within and partly without the United States, or 
(2) from the sale of personal property produced (in whole or in 
part) by the taxpayer within and sold without the United States, 
or produced (in whole or in part) by the taxpayer without and sold 
within the United States, shall be treated as derived partly from 
sources within and partly from sources without the United States. 
Gains, profits and income derived from the purchase of personal 
property within and its sale without the United States or from the 
purchase of personal property without and its sale within the 
United States, shall be treated as derived entirely from sources 
within the country in which sold. 

(f) As used in this section the words "sale" or "sold" include 
"exchange" or "exchanged"; and the word "produced" includes 
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section, but the amount actually distributed or made available to 
any distributee shall be taxable to him in the year in which so dis- 
tributed or made available to the extent that it exceeds the amounts 
paid in by him. Such distributees shall for the purpose of the nor- 
mal tax be allowed as credits such part of the amount so distributed 
or made available as represents the items specified in subdivisions 
(a) and (b) of section 216. 

(g) Where the grantor of a trust has, at any time during the tax- 
able year, either alone or in conjunction with any person not a bene- 
ficiary of the trust, the power to revest in himself title to any part 
of the corpus of the trust, then the income of such part of the trust 
for such taxable year shall be included in computing the net income 
of the grantor. 

(h) Where any part of the income of a trust may, in the discretion 
of the grantor of the trust, either alone or in conjunction with any 
person not a beneficiary of the trust, be distributed to the grantor 
or be held or accumulated for future distribution to him, or where 
any part of the income of a trust is or may be applied to the payment 
of premiums upon policies of insurance on the life of the grantor 
(except policies of insurance irrevocably payable for the purposes and 
in the manner specified in paragraph (10) of subdivision (a) of 
section 214), such part of the income of the trust shall be included in 
computing the net income of the grantor. 

EVASION  OF  SURTAXES  BY  INCORPORATION. 

SEC. 220. (a) If any corporation, however created or organized, is 
formed or availed of for the purpose of preventing the imposition 
of the surtax upon its shareholders through the medium of permit- 
ting its gains and profits to accumulate instead of being divided or 
distributed, there shall be levied, collected, and paid for each taxable 
year upon the net income of such corporation a tax equal to 50 per 
centum of the amount thereof, which shall be in addition to the tax 
imposed by section 230 of this title and shall (except as provided in 
subdivision (d) of this section) be computed, collected, and paid 
upon the same basis and in the same manner and subject to the same 
provisions of law, including penalties, as that tax. 

(b) The fact that any corporation is a mere holding or investment 
company, or that the gains or profits are permitted to accumulate 
beyond the reasonable needs of the business, shall be prima facie evi- 
dence of a purpose to escape the surtax. 

(c) When requested by the Commissioner, or any collector, every 
corporation shall forward to him a correct statement of such gains 
and profits and the names and addresses of the individuals or snare- 
holders who would be entitled to the same if divided or distributed, 
and of the amounts that would be payable to each. 

(d) As used in this section the term "net income" means the net 
income as defined in section 232, increased by the sum of the amount 
of the deduction allowed under paragraph (6) of subdivision (a) of 
section 234, and the amount of the interest on obligations of the 
United States issued after September 1, 1917, which would be subject 
to tax in whole or in part in the hands of an individual owner. 

PAYMENT  OF  INDIVIDUAL'S  TAX  AT  SOURCE. 

SEC. 221. (a) All persons, in whatever capacity acting, including 
lessees or mortgagors of real or personal property, fiduciaries, em- 
ployers, and all officers and employees of the United States having 
the control, receipt, custody, disposal, or payment of interest (ex- 
cept interest on deposits with persons carrying on the banking busi- 
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ness paid to persons not engaged in business in the United States 
and not having an office or place of business therein), rent, salaries, 
wages, premiums, annuities, compensations, remunerations, emolu- 
ments, or other fixed or determinable annual or periodical gains, 
profits, and income, of any nonresident alien individual, or of any 
partnership not engaged in trade or business within the United 
States and not having any office or place of business therein and com- 
posed in whole or in part of nonresident aliens, (other than income 
received as dividends of the class allowed as a credit by subdivision 
(a) of section 216) shall (except in the cases provided for in sub- 
division (b) and except as otherwise provided in regulations pre- 
scribed by the Commissioner under section 217) deduct and with- 
hold from such annual or periodical gains, profits, and income a tax 
equal to 6 per centum thereof: Provided, That the Commissioner may 
authorize such tax to be deducted and withheld from the interest 
upon any securities the owners of which are not known to the with- 
holding agent. 

(b) In any case where bonds, mortgages, or deeds of trust, or 
other similar obligations of a corporation contain a contract or pro- 
vision by which the obligor agrees to pay any portion of the tax im- 
posed by this title upon the obligee, or to reimburse the obligee for 
any portion of the tax, or to pay the interest without deduction for 
any tax which the obligor may be required or permitted to pay 
thereon, or to retain therefrom under any law of the United States, 
the obligor shall deduct and withhold a tax equal to 2 per centum of 
the interest upon such bonds, mortgages, deeds of trust, or other 
obligations, whether such interest is payable annually or at shorter 
or longer periods and whether payable to a nonresident alien indi- 
vidual or to an individual citizen or resident of the United States or 
to a partnership: Provided, That the Commissioner may authorize 
such tax to be deducted and withheld in the case of interest upon any 
such bonds, mortgages, deeds of trust, or other obligations, the 
owners of which are not known to the withholding agent. Such de- 
duction and withholding shall not be required in the case of a citizen 
or resident entitled to receive such interest, if he files with the with- 
holding agent on or before February 1 a signed notice in writing 
claiming the benefit of the credits provided in subdivisions (c) and 
(d) of section 216; nor in the case of a nonresident alien individual 
if so provided for in regulations prescribed by the Commissioner un- 
der subdivision (g) of section 217. 

(c) Every person required to deduct and withhold any tax under 
this section shall make return thereof on or before March 15 of each 
year and shall on or before June 15 pay the tax to the official of the 
United States Government authorized to receive it. Every such 
person is hereby made liable for such tax and is hereby indemnified 
against the claims and demands of any person for the amount of 
any payments made in accordance with the provisions of this 
section. 

(d) Income upon which any tax is required to be withheld at 
the source under this section shall be included in the return of the 
recipient of such income, but any amount of tax so withheld shall 
be credited against the amount of income tax as computed in such 
return. 

(e) If any tax required under this section to be deducted and 
withheld is paid by the recipient of the income, it shall not be re- 
collected from the withholding agent; nor in cases in which the 
tax is so paid shall any penalty be imposed upon or collected from 
the recipient of the income or the withholding agent for failure to 
return or pay the same, unless such failure was fraudulent and for 
the purpose of evading payment. 
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(9) In the case of such a domestic insurance company, the net 
income of which (computed without the benefit of this paragraph) 
is $25,000 or less, the sum of $2,000; but if the net income is more than 
$25,000 the tax imposed by section 246 shall not exceed the tax which 
would be payable if the $2,000 credit were allowed, plus the amount 
of the net income in excess of $25,000. 

(b) In the case of a foreign corporation the deductions allowed in 
this section shall be allowed to the extent provided in subdivision (b) 
of section 234. 

(c) Nothing in this section or in section 246 shall be construed to 
permit the same item to be twice deducted. 

PART IV.—ADMINISTRATIVE PROVISIONS. 

RETURNS  OF PAYMENTS  OF  DIVIDENDS. 

SEC. 254. Every corporation subject to the tax imposed by this 
title shall, when required by the Commissioner, render a correct re- 
turn, duly verified under oath, of its payments of dividends, stating 
the name and address of each shareholder, the number of shares 
owned by him, and the amount of dividends paid to him. 

RETURNS  OF  BROKERS. 

SEC. 255. Every person doing business as a broker shall, when re- 
quired by the Commissioner, render a correct return duly verified 
under oath, under such rules and regulations as the Commissioner, 
with the approval of the Secretary, may prescribe, showing the names 
of customers for whom such person has transacted any business, with 
such details as to the profits, losses, or other information which the 
Commissioner may require, as to each of such customers, as will en- 
able the Commissioner to determine whether all income tax due on 
profits or gains of such customers has been paid. 

INFORMATION  AT  SOURCE. 

SEC. 256. All persons, in whatever capacity acting, including lessees 
or mortgagors of real or personal property, fiduciaries, and em- 
ployers, making payment to another person, of interest, rent, salaries, 
wages, premiums, annuities, compensation, remunerations, emolu- 
ments, or other fixed or determinable gains, profits, and income 
(other than payments described in sections 254 and 255), of $1,000 
or more in any taxable year, or, in the case of such payments made by 
the United States, the officers or employees of the United States hav- 
ing information as to such payments and required to make returns 
in regard thereto by the regulations hereinafter provided for, shall 
render a true and accurate return to the Commissioner, under such 
regulations and in such form and manner and to such extent as 
may be prescribed by him with the approval of the Secretary, setting 
forth the amount of such gains, profits, and income, and the name 
and address of the recipient of such payment. 

Such returns may be required, regardless of amounts, (1) in the 
case of payments of interest upon bonds, mortgages, deeds of trust, 
or other similar obligations of corporations, and (2) in the case of 
collections of items (not payable in the United States) of interest 
upon the bonds of foreign countries and interest upon the bonds of 
and dividends from foreign corporations by persons undertaking as 
a matter of business or for profit the collection of foreign payments 
of such interest or dividends by means of coupons, checks, or bills of 
exchange. 
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(T. D. 3640)

Regulations 65, relating to income tax, revenue act of 1924

PART I

INCOME TAX ON INDIVIDUALS

NORMAL TAX

Sac. 210. (a) In lieu of the tax imposed by section 210 of the Revenue
Act of 1921, there shall be levied, collected, and paid for each taxable year
upon the net income of every individual (except as provided in subdivision
(b) of this section) a normal tax of 6 per centum of the amount of the net
income in excess of the credits provided in section 216, except that in the
case of a citizen or resident of the United States the rate upon the first
$4,000 of such excess amount shall be 2 per centum, and upon the next $4,000
of such excess amount shall be 4 per centum;

(b) In lieu of the tax imposed by subdivision (a), there shall be levied,
collected, and paid for each taxable year upon the net income of every non-
resident allen individual, a resident of a contiguous country, a normal tax
equal to the sum of the following:

(1) 2 per centum- of the amount by which the part of the net income
attributable to wages, salaries, professional fees, or other amounts received
as compensation for personal services actually performed in the United States,
exceeds the credits provided in subdivisions (d) and (e) of section 216; but
the amount taxable at such 2 per centum rate shall not exceed $4,000;

(2) 4 per centum of the amount by which such part of the net income
exceeds the sum of (A) the credits provided in subdivisions (d) and (e) of
section 216, plus (B) $4,000; but the amount taxable at such 4 per centum
rate shall not exceed $4,000; and

(3) 6 per centum of the amount of the net income in excess of the sum
of (A) the amount taxed under paragraphs (1) and (2), plus (B) the
credits provided in section 216.

ART. 1. Income tax on individuals.-Title II of the statute, which
is effective January 1, 1924, imposes an income tax on individuals,
including a normal tax (section 210) and a surtax (section 211).
The tax is upon net income as defined in the statute, which is deter-
mined by subtracting the allowable deductions from gross income as
defined in the statute. See sections 212, 213, 214, and 215. In cer-
tain cases credits are allowed against net income (section 216) and
against the amount of the tax (sections 209 and 222). Special pro-
visions of the statute deal with nonresident alien individuals (section
217), partnerships (section 218), estates and trusts (section 219), and
corporations formed or availed of for the purpose of preventing im-
position of surtax upon their shareholders (section 220). See section
208 and articles 1651-1654 for special provisions relative to the tax-
ation of capital gains and the deduction of capital losses. The tax is
payable upon the basis of returns rendered by persons liable thereto,
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Africa. So much of the income from sources within the United
States of a nonresident alien individual or of a foreign corporation
as consists of earnings derived from the operation of a ship or ships
documented under the laws of any of the countries in the first list
is not required to be included in the gross income of such non-
resident alien individual or foreign corporation for the purpose of
Federal income tax. The income from sources within the United
States ofa nonresident alien individual or of a foreign corporation
from earnings derived from the operation of a ship or ships docu-
mented under the laws of any of the countries in the second list is
required to be included in the gross income of such nonresident
alien individual or foreign corporation and is subject to Federal
income tax. If a nonresident alien individual or a foreign corpora-
tion receives income from sources within the United States con-
sisting of earnings derived from the operation of a ship or ships
documented under the laws of a foreign country which is in neither
,list, the amount so received must be included in gross income unless
satisfactory proof is furnished either (a) that such foreign country
imposes no income tax, or (b) if an income tax is imposed that
the foreign statute grants an equivalent exemption to citizens of
the United States nonresident in such country and to corporations
organized in the United States;

(2) Dividends or interest received by an individual before Janu-
ary 1, 1927, from domestic building and loan associations, sub-
stantially all the business of which is confined to making loans to
members, but' the amount excluded from gross income under this
paragraph shall not exceed $300 in any taxable year;

(3) Rental value of a dwelling house and appurtenances thereof
furnished to a minister of the gospel as part of his compensation;

(4) Receipts of shipowners' mutual protection and indemnity asso-
ciations not organized for profit and no part of the net earnings of
which inures to the benefit of any private shareholder. Such
corporations, however, shall be subject as other taxpayers to the
tax upon their net income from interest, dividends, and-rents. In
other words, they are subject to the taxes imposed by section 230,
but only upon net income from interest, dividends, and rents;

(5) Under section 234 (a) (3) any tax paid by a corporation pur-
suant to a tax-free covenant clause need not be included in the gross
income of the bondholder. See article 565;

(6) Amounts distributed as dividends by a corporation organized
under the China Trade Act, 1922, to or for the benefit of an indi-
vidual, if at the time of such distribution he is a citizen of China ,
resident therein, and the equitable right to the income of the shares
of stock of the corporation is in good faith vested in him. See sec-
tion 263.
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GROSS INCOME DEFINED: NONRESIDENT ALIEN INDIVIDUAL

[SEC. 213.] (c) In the case of a nonresident alien individual, gross income
means only the gross income from sources within the United States, determined
under the provisions of section 217.

ART. 92. Gross income of nonresident alien individuals.-In the case
of nonresident alien individuals" gross income" means only the gross
income from sources within the United States, determined under the
provisions of section 217. See articles 317-331. As to the gross in-
come of foreign corporations see section 233 (b) of the statute and
article 550; also section 217 and articles 317-331. The items of gross
income from sources without the United States and therefore not
taxable to nonresident aliens or foreign corporations are described in
section 217 (c) and article 323. As to who are nonresident alien
individuals, see articles 311-315.

ART. 93. When the wages of a nonresident alien seaman are derived
from sources within the United States.-While resident alien seamen
are taxable like citizens on their entire income from whatever sources
derived, nonresident alien seamen are taxable only on income from
sources within the United States. Wages received for services ren-
dered inside the territorial United States are to be regarded as from
sources within the United States. The wages of an alien seaman
earned on a coastwise vessel are from sources within the United
States. See further article 320. There is no withholding from the
wages of alien seamen unless they are nonresidents within the rules
laid down in articles 311 to 315. Even in the case of a nonresident
alien seaman, the employer is not obliged to withhold from wages
unless those wages are from sources within the United States as de-
fined above. As to when alien seamen are to be regarded as resi-
dents, see article 312.

DEDUCTIONS ALLOWED INDIVIDUALS: BUSINESS EXPENSES

SEC. 214. (a) In computing net Income there shall be allowed as deductions:
(1) All the ordinary and necessary expenses paid or incurred during the

taxable; year in carrying on any trade or business, including a reasonable
allowance for salaries or other compensation for personal services actually
rendered; traveling expenses (including the entire amount expended for meals
and lodging) while away from home in the pursuit of a trade or business;
and rentals or other payments required to be made as a condition to the
continued use or possession, for purposes of the trade or business, of property
to which the taxpayer has not taken or Is not taking title or in which he has
no equity;

ARr. 101. Business expenses.-Business expenses deductible from
gross income include the ordinary and necessary expenditures di-
rectly connected with or pertaining to the taxpayer's trade or busi-
ness, except the classes of items which are deductible under the pro-
visions of articles 121-251. The cost of goods purchased for resale,
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NET INCOME OF NONRESIDENT ALIEN INDIVIDUALS

SEC. 217. (a) In the case of a nonresident alien individual or of a citizen
entitled to the benefits of section 262, the following items of gross income
shall be treated as income from sources within the .United States:

(1) Interest on bonds, notes, or other interest-bearing obligations of resi-
dents, corporate or otherwise, not including (A) interest on deposits with
persons carrying on the banking business paid to persons not engaged in busi-
ness within the United States and not having an office or place of business
therein, or (B) interest received from a resident alien Individual, a resident
foreign corporation, or a domestic corporation, when it is shown to the satisfac-
tion of the Commissioner that less than 20 per centum of the gross income of
such resident payor or domestic corporation has been derived from sources
within the United States, as determined under the provisions of this section,
for the three-year period ending with the close of the taxable year of such
payor preceding the payment of such interest, or for such part of such period
as may be applicable;

(2) The amount received as dividends (A) from a domestic corporation
other than a corporation entitled to the benefits of section 262, and other
than a corporation less than 20 per centum of whose gross income is shown
to the satisfaction of the Commissioner to have been derived from sources
within the ,United States, as determined under the provisions of this sec-
tion, for the three-year period ending with the close of the taxable year
of such corporation preceding the declaration of such dividends (or for such
part of such period as the corporation has been in existence), or (B) from
a foreign corporation unless less than 50 per centum of the gross income
of such foreign corporation for the three-year period ending with the close
of its taxable year preceding the declaration of such dividends (or for such
part of such period as the corporation has been in existence) was derived
from sources within the United States as determined under the provisions
of this section;

(3) Compensation for labor or personal services performed in the United
States;

(4) Rentals or royalties from property located in the United States or from
any interest in such property, including rentals or royalties for the use of or
for the privilege of using in the United States, patents, copyrights, secret
processes and formulas, good will, trade-marks, trade brands, franchises, and
other like property; and

(5) Gains, profits, and income from the sale of real property located In the
United States.

(b) From the items of gross Income specified in subdivision (a) there shall
be deducted the expenses, losses, and other deductions properly apportioned
or allocated thereto and a ratable part of any expenses, losses, or other deduc-
tions which can not definitely be allocated to some item or class of gross
income. The remainder, If any, shall be Included in full as net income from
sources within the United States.

(c) The following items of gross income shall be treated as income from
sources without the United States:

(1) Interest other than that derived from sources within the United States
as provided in paragraph (1) of subdivision (a) ;

(2) Dividends other than those derived from sources within the United
States as provided in paragraph (2) of subdivision (a) ;
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(3) Compensation for labor or personal services -performed without the
United States;

(4) Rentals or royalties from property located without the United States
or from any interest in such property, including rentals or royalties for the use
of or for the privilege of using without the United States, patents, copyrights,
secret processes and formulas, good will, trade-marks, trade brands, franchises,
and other like property; and

(5) Gains, profits, and income from the sale of real property located without
the United States.

(d) From the Items of gross income specified In subdivision (c) there shall
be deducted the expenses, losses, and other deductions properly apportioned
or allocated thereto, and a ratable part of any expenses, losses, or other deduc-
tions which can not definitely be allocated to some item or class of gross income.
The remainder, if any, shall be treated in full as net income from sources
without the United States.

(e) Items of gross income, expenses, losses and deductions, other than those
specified in subdivisions (a) and (c), shall be allocated or apportioned to
sources within or without the United Sta.tes under rules and regulations pre-
scribed by the Commissioner with the approval of the Secretary. Where items
of gross income are separately allocated to sources within the United States,
there shall be deducted (for the purpose of computing the net income there-
from) the expenses, losses and other deductions properly apportioned or allo-
cated thereto and a ratable part of other expenses, losses or other deductions
which can not definitely be allocated to some item or class of gross income.
The remainder, if any, shall be included in full as net income from sources
within the United States. In the case of gross income derived from sources
partly within and partly without the United States, the net Income may first
be computed by deducting the expenses, losses or other deductions apportioned
or allocated thereto and a ratable part of any expenses, losses or other deduc-
tions which can not definitely be allocated to some items or class of gross
income; and the portion of such net income attributable to sources within the
United States may be determined by processes or formulas of general appor-
tionment prescribed by the Commissioner with the approval of the Secretary.
Gains, profits and income from (1) transportation or other services rendered
partly within and partly without the United States, or (2) from the sale of
personal property produced (in whole or in part) by the taxpayer within and
sold without the United States, or produced (in whole or in part) by the tax-
payer without and sold within the United States, shall be treated as derived
partly from sources within and partly from sources without the United States.
Gains, profits and income derived from the purchase of personal property
within and Its sale without the United States or from the purchase of personal
property without and its sale within the United States, shall be treated as
derived entirely from sources within the country in which sold.

(f) As used In this section the words "sale " or "sold " include "exchange"
or "exchanged "; and the word "produced" Includes "created," "fabricated,"
"manufactured," "extracted," "processed," "cured," or "aged."

(g) (1) Except as provided in paragraph (2) a nonresident alien individual
or a citizen entitled to the benefits of section 262 shall receive the benefit of 'the
deductions and credits allowed in this title only by filing or causing to be
filed with the collector a true and accurate return of his total income received
from all sources in the United States, in the manner prescribed in this title;
including therein all the information which the Commissoner may deem neces-
sary for the calculation of such deductions and credits.
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(2) The benefit of the credits allowed in subdivisions (d) and (e) of section
216, and of the reduced rate of tax provided for In subdivision (b) of section
210, may, in the discretion of the Commissioner and under regulations pre-
scribed by him with the approval of the Secretary, be received by a nonresident
alien individual entitled thereto, by filing a claim therefor with the withholding
agent.

AnT. 311. Deinition.-A "nonresident alien individual" means an
individual (a) whose residence is not within the United States and
(b) who is not a citizen of the United States. An alien actually
present in the United States who is not a mere transient or sojourner
is a resident of the United States for purposes of the income tax.
Whether he is a transient or not is determined by his intentions with
regard to the length and nature of his stay. A mere floating in-
tention, indefinite as to time, to return to another country is not
sufficient to constitute him a transient. If he lives in the United

States and has no definite intention as to his stay, he is a resident.
One who comes to the United States for a definite purpose which
in its nature may be promptly accomplished is a transient; but if his
purpose is of such a nature that an extended stay may be necessary
for its accomplishment, and to that end the alien makes his home
temporarily in the United States, he becomes a resident, though it
may be his intention at all times to return to his domicile abroad
when the purpose for which he came has been consummated or
abandoned. A foreign corporation is one which is not domestic. See
article 1509. As to when a citizen or domestic corporation is entitled
to the benefits of section 262, see articles 1135-1137. For the treat-
ment of foreign life insurance companies, see section 245(c) and
article 687.

ART. 312. Alien seamen, when to be regarded as residents.-In order
to determine whether an alien seaman is a resident within the mean-
ing of the income-tax law, it is necessary to decide whether the pre-
sumption of nonresidence is overcome- by facts showing that he has
established a residence in the territorial United States, which con-
sists of the States, the District of Columbia, and the Territories of
Hawaii and Alaska, and excludes other places. Residence may be

established on a vessel regularly engaged in coastwise trade, but the
mere fact that a sailor makes his home on a vessel flying the United
States flag and engaged in foreign trade is not sufficient to establish
residence in the United States, even though the vessel, while carry-
ing on foreign trade, touches at American ports. An alien seaman
may acquire an actual residence in the territorial United States
within the rules laid down in article 313, although the nature of his
calling requires him to be absent for a long period from the place
where his residence is established. An alien seaman may acquire such

a residence at a sailor's boarding house or hotel, but such a claim
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should be carefully scrutinized in order to make sure that such resi-
dence is bona fide. The filing of Form 1078, or taking out first-
citizenship papers is proof of residence in the United States from the
time the form is filed or the papers taken out, unless rebutted by
other evidence showing an intention to be a transient. The fact that
a head tax has been paid on behalf of an alien seaman entering the
United States is no evidence that he has acquired residence, because
the head tax is payable unless the alien who is entering the country
is merely in transit through the country. As to when the wages of
alien seamen are subject to tax, see article 93.

ART. 313. Proof of residence of alien.-The following rules of evi-
dence shall govern in determining whether or not an alien within
the United States has acquired residence therein within the meaning
of the Revenue Act. An alien, by reason of his alienage, is presumed
to be a nonresident alien. Such presumption may be overthrown (1)
in the case of an alien who presents himself for determination of
tax liability prior to departure for his native country, by (a) proof
that the alien, at least six months prior to the date he so presents
himself, has filed a declaration of his intention to become a citizen
of the United States under the naturalization laws, (b) proof that
the alien, at least six months prior to the date he so presents him-
self, has filed Form 1078 or its equivalent, or (c) proof of acts and
statements of the alien showing a definite intention to acquire resi-
dence in the United States or showing that his stay in the United
States had been of such an extended nature as to constitute him a
resident; (2) in other cases by (a) proof that the alien has filed a
declaration of his intention to become a citizen of the United States
under the naturalization laws, (b) proof that the alien has filed
Form 1078 or its equivalent, or (c) proof of acts and statements
of an alien showing a definite intention to acquire residence in the
United States or showing that his stay in the United States, has
been of such an extended nature as to constitute him a resident. In
any case in which an alien seeks to overcome the presumption of
nonresidence under (1) (c) or (2) (c) above, if the officer who
examines the alien is in doubt as to the facts, such officer may, to
assist him in determining the facts, require an affidavit or affidavits
setting forth the facts relied upon, executed by some credible per-
son or persons, other than the alien and members of his family, who
have known the alien at least six months prior to the date of dxecu-
tion of the affidavit or affidavits.

ART. 314. Loss of residence by alien.-An alien who has acquired
residence in the United States retains his status as a resident until
he abandons the same and actually departs from the United States.
An intention to change his residence does not change his status as a
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resident alien to that of a nonresident alien. Thus an alien who has
acquired a residence in the United States is taxable as a resident for
the remainder of his stay in the United States. The status of an
alien on the last day of his taxable year or period determines his
liability to tax for such year or period as a resident or nonresident.
See article 305.

ART. 315. Duty of employer to determine status of alien employee.-
If wages are paid to aliens without withholding the tax, except as
permitted in article 316, the employer should be prepared to prove
the status of the alien as provided in the foregoing articles. An em-
ployer may rely upon the evidence of residence afforded by the fact
that an alien has filed Form 1078, or an equivalent certificate of the
alien establishing residence. An employer need not secure Form
1078 from the alien if he is satisfied that the alien is a resident alien.
An employer who seeks to account for failure to withhold in the
past, if he had not at the time secured Form 1078 or its equivalent,
is permitted to prove the former status of the alien by any com-
petent evidence. The written statement of the alien employee may
ordinarily be relied upon by the employer as proof that the alien is
a resident of the United States.

ART. 316. Allowance of personal exemption to nonresident alien em-
ployee.-A nonresident alien employee may claim the benefit of the
personal exemption (section 216 (e)) by filing with his employer Form
1115 duly filled in and executed under oath. If the alien employee
is a resident of Canada or Mexico, he may also obtain the benefit
of the credit for dependents (section 216 (d)) and the benefit of the re-
duced rates of tax (section 210(b) ) by filing Form 1115 with his em-
ployer. On the filing of such a claim the employer shall examine
it. If on such examination it appears that the claim is in due form,
that it contains no statement which to the knowledge of the employer
is untrue, that such employee on the face of the claim is entitled to
credit, and that such credit has not yet been exhausted, such em-
ployer need not until such credit is in fact exhausted withhold any
tax from payments of salary or wages made to such employee. Every
employer with whom affidavits of claim on Form 1115 are filed by em-
ployees shall preserve such affidavits until the following calendar
year, and shall then file them, attached to his annual withholding
return on Form 1042, with the collector on or before March 15. In
case, however, when the following calendar year arrives such em-
ployer has no withholding to return, he shall forward all such
affidavits of claim directly to the Commissioner, with a letter of
transmittal, on or before March 15. Where any tax is withheld the
employer in every instance shall show on the pay envelope or shall
furnish some other memorandum showing the name of the employee,
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the date and the amount withheld. This article applies only to pay-
ments of compensation by an employer to an employee. See further
section 221 and articles 361-376.

ART. 317. Income from sources within the United States.-Nonresi-
dent alien individuals, foreign corporations, and citizens of the
United States or domestic corporations entitled to the benefits of
section 262 are taxable only upon income from sources within the
United States. See sections 213(c), 233(b), and 262.

The statute divides the income of such taxpayers into three
classes: (1) Income which is derived in full from sources within
the United States; (2) income which is derived in full from sources
without the United States; and (3) income which is derived partly
from sources within and partly from sources without the United
States. The taxable income includes that derived in fpll from
sources within the United States and that portion of the income
which is derived partly from sources within and partly from sources
without the United States which is allocated or apportioned to
sources within the United States.

ART. 318. Interest.-There shall be included in the gross income
from sources within the United States, of nonresident alien indi-
viduals, foreign corporations and citizens of the United States or
domestic corporations which are entitled to the benefits of section
262, all interest received or accrued, as the case may be, on bonds,
notes, or other interest-bearing obligations of residents of the United
States, whether corporate or otherwise, except:

(a) Interest paid on deposits with persons, including individuals,
partnerships, or corporations carrying on the banking business, to
persons (nonresident alien individuals, foreign corporations, and
citizens of the United States or domestic corporations entitled to
the benefits of section 262) not engaged in business within the United
States, and not. having an office or place of business therein; and

(b) Interest received from a resident alien individual, a resident
foreign corporation, or a domestic corporation, when it is shown to
the satisfaction of the Commissioner that less than 20 per cent of the
gross income of such resident payor or domestic corporation has been
derived from sources within the United States (as determined under
the provisions of articles 317 to 331, inclusive) for the three-year
period ending with the close of the taxable year of the payor which
precedes the payment of such interest, or for such part of that
period as may be applicable.

Any taxpayer who excludes from gross income from sources
within the United States income of the type specified in (a) or (b)
above shall file with his return a statement setting forth the amount
of such income and such information as may be necessary to show
that the income is of the type specified in those paragraphs.
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ART. 319. Dividends.-Gross income from sourceswithin the United
States includes all dividends, as defined by section 201:

(a) From a domestic corporation other than one entitled to the
benefits of section 262, and other than a corporation less than 20
per cent of whose gross income is shown to the satisfaction of the
Commissioner to have been derived from sources within the United
States, as determined under the provisions of section 217, for the
three-year period ending with the close of the taxable year of such
corporation preceding the declaration of such dividends (or for such
part of such period as the corporation has been in existence); or

(b) From a foreign corporation unless less than 50 per cent of
its gross income for the three-year period ending with the close of
its taxable year preceding the declaration of such dividends, or for
such part of such period as it has been in existence, was derived
from sources within the ]United States.

Dividends will be treated as income from sources within the
United States unless the taxpayer submits sufficient data to establish
to the satisfaction of the Commissioner that they should be excluded
from gross income under subdivisions (a) or (b) of this article. See
also section 213 (b) (13) of the statute.

ART. 320. Compensation for labor or personal services.-Gross income
from sources within the United States includes compensation for
labor or personal services performed within the United States
regardless of the residence of the payor, of the place in. which
the contract for services was made, or of the place of payment.
When a specific amount is paid for labor or personal services
performed in the United States, such amount shall be included
in the gross income. When no accurate allocation or segregation
of compensation for labor or personal services performed in the
United States can be made, or when such labor or service is per-
formed partly within and partly without the United States, the
amount to be included in the gross income shall be determined by
an apportionment, on the time basis, i. e., there shall be included in
the gross income an amount which bears the same relation to the
total compensation as the number of days of performance of the
labor or services within the United States bears to the total number
of days of performance of labor or services for which the payment
is made.

ART. 321. Rentals and royalties.-Gross income from sources within
the United States includes rentals or royalties from property located
within the United States or from any interest in such property,
including rentals or royalties for the use of or the privilege of using,
in the United States, patents, copyrights, secret processes and for-
mulas, good will, trade-marks, trade brands, franchises, and other
like property. The income arising from the rental of property,
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plus for the needs of the business. No attempt can be made to
enumerate all the ways in which gains and profits of a corporation
may be accumulated for the reasonable needs of the business. Dis-
tributions made by a corporation shortly after the close of its taxable
year shall be taken into consideration in determining the reason-
ableness of the amount of earnings, and profits of the corporation
retained by it for the year in question. Undistributed income is
properly accumulated if invested in increased inventories or additions
to plant reasonably needed by the business. It is properly accumu-
lated if retained for working capital required by the business or in
accordance with contract obligations placed to the credit of a sinking
fund for the purpose of retiring bonds issued by the corporation. In
the case of a banking institution the business of which is to receive
and loan money, using capital, surplus, and deposits for that purpose,
undistributed income actually represented by loans or reasonably
retained for future loans is not accumulated beyond the reasonable
needs of the business. The nature of the investment of gains and
profits is immaterial if they are not in fact needed in the business.
It is an unreasonable accumulation of gains and profits by corpora-
tions, after the effective date of this Act, with the purpose of en-
abling their shareholders to escape surtaxes on such gains and profits,
which subjects such corporations to the additional tax imposed by
section 220. The financial condition of the corporation at the close
of the taxable year in question, the manner in which its funds are
invested at that date, determines the reasonableness of the accumu-
lations.

For the purpose of section 220 the term "net income" means the
net income of the corporation as defined in section 232 increased
by the sum of (1) the amounts received as dividends and allowed
as a deduction by section 234 (a) (6), plus (2) the amount of interest
on obligations of the United States issued after September 1, 1917,
which would be subject to tax in whole or in part in the hands of an
individual owner. The Commissioner or any collector may require
any corporation to furnish a statement of its gains and profits, the
names and addresses of and number of shares held by each of its
shareholders, and the amounts that would be payable to each, if the
income of the corporation were distributed.

PAYMENT OF INDIVIDUAL'S TAX AT SOURCE

Sic. 221. (a) All persons, in whatever capacity acting, including lessees or
mortgagors of real or personal property, fiduciaries, employers, and all officers
and employees of the United States having the control, receipt, custody, dis-
posal, or payment of interest (except interest on deposits with persons carry-
ing on the banking business paid to persons not engaged in business in the
United States and not having an office or place of business therein), rent,
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salaries, wages, premiums, annuities, compensations, remunerations, emolu-
ments, or other fixed or determinable annual or periodical gains, profits, and
income, of any nonresident alien individual, or of any partnership not engaged
In trade or business within the United States and not having any office or
place of business therein and composed in whole or in part of nonresident
aliens, (other than income received as dividends of the class allowed as a credit
by subdivision (a) of section 216) shall (except in the cases provided for in
subdivision (b) and except as otherwise provided in regulations prescribed by
the Commissioner under section 217) deduct and withhold from such annual
or periodical gains, profits, and income a tax equal to 6 per centum thereof:
Provided, That the Commissioner may authorize such tax to be deducted and
withheld from the interest upon any securities the owners of which are not
known to the withholding agent.

(b) In any case where bonds, mortgages, or deeds of trust, or other similar
obligations of a corporation contain a contract or provision by which the
obligor agrees to pay any portion of the tax imposed by this title upon the
obligee, or to reimburse the obligee for any portion of the tax, or to pay the
interest without deduction for any tax which the obligor may be required or
permitted to pay thereon, or to retain therefrom under any law of the United
States, the obligor shall deduct and withhold a tax equal to'2 per centum of
the interest upon such bonds, mortgages, deeds of trust, or other obligations,
whether such interest is payable annually or at shorter or longer periods and
whether payable to a nonresident alien individual or to an individual citi-
zen or resident of the United States or to a partnership: Provided, That the
Commissioner may authorize such tax to be deducted and withheld in the case
of interest upon any such bonds, mortgages, deeds of trust, or other obliga-
tions, the owners of which are not known to the withholding agent. Such
deduction and withholding shall not be required in the case of a citizen or
resident entitled to receive such interest, if he files with the withholding
agent on or before February 1 a signed notice in writing claiming the benefit
of the credits provided in subdivisions (c) and (d) of section 216; nor in the
case of a nonresident alien individual if so provided for In regulations pre-
scribed by the Commissioner under subdivision (g) of section 217.
(c) Every person required to deduct and withhold any tax under this sec-

tion shall make return thereof on or before March 15 of each year and shall
on or before June 15 pay the tax to the official of the United States Govern-
ment authorized to receive it. Every such person is hereby made liable for
such tax and is hereby indemnified against the claims and demands of any
person for the amount of any payments made in accordance with the pro-
visions of this section.

(d) Income upon which any tax is required to be withheld at the source
under this section shall be included in the return of the recipient of such
Income, but any amount of tax.so withheld shall be credited against the
amount of income tax as computed An such return.

(e) If any tax required under this section to be deducted and withheld is
paid by the recipient of the income, it shall not be re-collected from the with-
holding agent; nor in cases in which the tax is so paid shall any penalty be
imposed upon or collected from the recipient of the income or the withholding
agent for failure to return or pay the same, unless such failuie was fraudulent
and for the purpose of evading payment.

ART. 361. Withholding tax at source.-In general, withholding is
required (a) of a tax of 6 per cent in the case of fixed or determi-
nable annual or periodical income payable to a nonresident alien
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individual or to a partnership not engaged in trade or business within
the United States and not having any office or place of business
therein, and composed in whole or in part of nonresident alien in-
dividuals, except (1) dividends of a class allowed as a credit by sub-
division (a) of section 216, (2) interest on deposits with persons
carrying on the banking business, paid to persons not engaged in
business in the United States and not having any office or place of
business therein, and (3) interest upon corporate bonds containing
a tax-free covenant clause; (b) of a tax of 121/2 per cent in the case
of fixed or determinable annual or periodical income (with the ex-
ceptions just stated) payable to a foreign corporation not engaged in
trade or business within the United States and not having any office
or place of business therein (sec. 237) ; and (c) of a tax of 2 per cent
in the case of interest payable to an individual or a partnership,
whether resident or nonresident, or to a foreign corporation not en-
gaged in trade or.business within the United States and not having
any office or place of business therein, upon bonds or other obliga-
tions of domestic or resident foreign corporations containing a so-
called tax-free covenant clause. If the owner of bonds or other like
obligations is unknown to the withholding agent a tax of 2 per cent
must be withheld from interest on so-called tax-free covenant bonds,
and a tax of 6 per cent must be withheld from interest on all other
corporate bonds or securities. Bonds issued under a trust deed con-
taining a tax-free covenant are treated as if they contained such a
covenant. Where neither the bonds nor the trust deeds given by the
obligor to secure them contain a tax-free covenant, supplemental
agreements executed by the obligor corporation and the trustee
containing a tax-free covenant which modify the original trust
deeds to that extent are of the same effect from the date of their
proper execution as if they had been part of the original deeds of
trust, and the bonds from such date are subject to the provisions of
subdivision (b) of section 221, provided appropriate authority ex-
ists for the modification of the trust deeds in this manner. The
authority must be contained in the original trust deeds, however,
or actually secured from the bondholders.

A foreign corporation having a fiscal agent or a paying agent in
this country is required to withhold a tax of 2 per cent upon the
interest on its tax-free covenant bonds. A debtor corporation having
an issue of bonds or other similar obligations may appoint a duly
authorized withholding agent to act in its behalf, provided notice
of such appointment is filed with the collector for the district in
which the debtor corporation is located, giving the name and address
of the withholding agent. Compensation paid to alien residents of
Canada or Mexico for personal services actually performed in the
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United States is subject to the rates of normal tax provided by
subdivision (b) of section 210 of the statute. The benefit of such
reduced rates may be procured by a nonresident alien for withhold-
ing purposes only by filing claim therefor on Form 1115 as provided
in articles 316, 331, and 373. See also section 21 7 (g) of the statute.
See further sections 200, 217, 237, and 256 of the statute, and articles
1523, 311-317, 331, 601, and 1071-1080.

ART. 362. Fixed or determinable annual or periodical income.-Only
fixed or determinable annual or periodical income is subject to
withholding. Among such income, giving an idea of the general
character of income intended, the statute specifies interest, rent, sal-
aries, wages, premiums, annuities, compensations, remunerations,
and emoluments. But other kinds of income may be included, as for
instance, royalties. (a) Income is fixed when it is to be paid in
amounts definitely predetermined. On the other hand, it is deter-
minable whenever there is a basis of calculation by. which the amount
to be paid may be ascertained. (b) The income need not be paid
annually if it is paid periodically; that is to say, from time to time,
whether or not at regular intervals. That the length of time during
which the payments are to be made may be increased or diminished
in accordance with some one's will or with the happening of an
event does not make the payments any the less determinable or peri-
odical. A salesman working by the month for a commission on sales
which is paid or credited monthly receives determinable periodical
income. The income derived from the sale in the United States of
property, whether real or personal, is not fixed or determinable
annual or periodical income.

ART. 363. Exemption from withholding.-Withholding from interest
on bonds or other obligations containing a tax-free covenant shall
not be required in the case of a citizen or resident alien individual if
he files with the withholding agent when presenting interest coupons
for payment, or not later than February 1 following the taxable
year, an ownership certificate on Form 1001 claiming a personal
exemption or credit for dependents. See section 216 of the statute
and articles 301-305. To avoid inconvenience a resident alien indi-
vidual should file a certificate of residence on Form 1078 with with-
holding agents, who shall forward such certificates to the Commis-
sioner with a letter of transmittal. See article 315. The income of
domestic and resident foreign corporations is free from withholding.
No withholding from corporate dividends is required except from
the amount distributed as dividends by a corporation organized
under the China Trade Act, 1922, to (a) a nonresident alien indi-
vidual other than a citizen of China resident therein at the time of
such distribution; (b) a partnership not engaged in trade or business
within the United States and not having any office or place of busi-
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ness therein, composed in whole or in part of nonresident aliens; or
(c) a foreign corporation not engaged in trade or business within
the United States and not having any office or place of business
therein. In the case of (a) and (b) the rate of withholding applica-
ble is 6 per cent and in the case of (c) 12- per cent. See further
sections 213(b) (13) and 263.

ART. 364. Exemption certificates of nonresident aliens.-(a) When
the gross income (including bond interest) of a nonresident alien,
which is derived from sources within the United States, does not
exceed the personal exemption of $1,000, and, in the case of a resident
of Canada or Mexico, does not exceed the personal exemption of
$1,000 and the credit for dependents, an exemption certificate, Form
1001 B, should be executed and filed with the withholding agent, if
any part of the gross income is derived from interest upon bonds or
similar obligations of a domestic corporation which contain a tax-
free covenant clause. The amount of tax due from the withholding
agent, as shown by Form 1013, may be reduced by 2 per cent of the
aggregate amount. of interest payments made to such nonresident
alien upon tax-free covenant bonds during the calendar year. If
the withholding agent has paid the tax shown to be due on Form
1013 prior to the receipt of Form 1001 B, a claim for refund of the
excess tax paid should be filed by the withholding agent. See section
281(d) of the statute and articles 1301-1308. If assessment has been
made upon the basis of Form 1013 prior to the receipt of Forms
1001 B, the withholding agent should file an amended return, Form
1013, accompanied by the exemption certificates, together with a
request for adjustment of its account. The collector will forward
the return and request to the Commissioner for action.

(b) When the gross income of a nonresident alien derived from
sources within the United States does not exceed the personal ex-
emption of $1,000, and in the case of a resident of Canada or Mexico
does not exceed the personal exemption of $1,000 and the credit for
dependents, such person may file with the withholding agent an
exemption certi-ficate on Form 1001 C with respect to interest upon
bonds or similar obligations of a domestic corporation not contain-
ing a tax-free covenant clause. The debtor organization or with-
holding agent, upon receipt of such certificate properly filled in and
executed, shall release and pay over to the nonresident alien upon
demand any tax withheld during the preceding calendar year. The
amount of tax due from the withholding agent, as shown by Form
1013, should be reduced by the amount of excess tax withheld. The
adjustment of the amount of tax assessed against the withholding
agent will be made as provided in subdivision (a) of this article.
In case the tax so withheld has been paid to the Government, refund
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of the tax withheld can be made only to the bond owner or his duly
authorized representative, who should file a claim therefor on Form
843 accompanied with Forms 1001 C. In case the Forms 1001 C
are received after the tax has been paid to the Government by the
withholding agent, they should be returned to the individual or his
duly authorized representative with the advice that claim therefor
must be filed with the Government.

The exemption certificates, Forms 1001 B and 1001 C, properly
executed, may be filed with the debtor organization or its duly
authorized withholding agent at any time after the close of the
calendar year, but not later than June 1 of the succeeding year.
Ownership certificates, however, must be filed in connection with all
interest payments upon bonds and similar obligations of domestic
corporations in accordance with the regulations, notwithstanding the
fact that Form 1001 B or Form 1001 C is filed.

AIT. 365. Ownership certificates for interest coupons.-The owners,
except domestic and resident corporations, of bonds or other obliga-
tions containing a tax-free covenant clause, issued by a domestic
or resident foreign corporation, when presenting interest coupons
for payment shall file a certificate of ownership for each issue of
bonds, showing the name and address of the debtor corporation, the
name and address of the owner of the bonds, the nature of the obli-
gations, the amount of interest and its due date, a-nd the amount of
any tax withheld. In case of corporate bonds or similar obligations
not containing a tax-free covenant clause, no ownership certificates
are required unless the owner of such bonds is a nonresident alien
individual or fiduciary, a partnership not engaged in trade or busi-
ness within the United States and not having any office or place of
business therein, composed in whole or in part of nonresident aliens,
or a foreign corporation not engaged in trade or business within the
United States and not having any office or place of business therein.
Ownership certificates are required in the case of such bonds if
the owner is unknown to the withholding agent. Ownership certifi-
cates need not be filed in the case of interest payments on bonds or
similar obligations of a State, Territory, or any political subdivision
thereof, or the District of Columbia; or securities issued under the
provisions of the Federal Farm Loan Act, or under the provisions
of such Act as amended; or the obligations of the United States or
its possessions. See section 213(b) of the statute and articles 74-85.
Ownership certificates are not required to be filed in connection
with interest payments on bonds or similar obligations issued by an
individual or a partnership whether or not such obligations contain
a tax-free covenant clause. Ownership certificates need not be filed
by a nonresident alien individual or fiduciary, a partnership not
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engaged in trade or business within the United States and not having
any office or place of business therein, composed in whole or in part
of nonresident aliens, or a foreign corporation not engaged in trade
or business within the United States and not having any office or
place of business therein, in connection with interest payments on
bonds or similar obligations of a resident foreign corporation or a
domestic corporation qualifying under section 217(a) (1) (B).

Where in connection with the sale of its property payment of the
bonds or other obligations of a corporation is assumed by the
assignee, such assignee, whether an individual, partnership, corpo-
ration, or a State or political subdivision thereof, must deduct and
withhold such taxes as would have been required to be withheld by
the assignor had no such sale and transfer been made. Where the
payment of interest and principal of the bonds issued by an indi-
vidual or partnership is assumed by a corporation, the character
of the bond obligation remains unchanged and as created, notwith-
standing the corporation has assumed the payment of the interest
and may ultimately pay off the mortgage. As to ownership certifi-
cates in the case of bonds of foreign countries or bonds of nonresi-
dent foreign corporations, see article 1077.

ART. 366. Form of certificate where withholding required.-For the
purposes of article 365, Form 1000 shall be used (a) by citizens or
residents of the United States when no personal exemption or credit
is claimed against interest on bonds containing a tax-free covenant,
and by resident partnerships owning such bonds; (b) by nonresident
alien individuals, by partnerships composed in whole or in part of
nonresident aliens, not engaged in trade or business within the
United States and not having an office or place of business therein,
and by foreign corporations not engaged in trade or business within
the United States and not having any office or place of business
therein, whether or not such bonds contain a tax-free covenant; and
(c) where the owner is unknown to the withholding agent whether
or not the bonds contain a tax-free covenant.
. ART. 367. Form of certificate where no withholding required.-For

the purposes of article 365, Form 1001 shall be used by citizens or
residents of the United States when personal exemption is claimed
against interest on bonds containing a tax-free covenant clause.
In case a citizen or resident alien individual receives interest on
bonds containing a tax-free covenant clause in excess of the amount
of personal exemption which the individual may claim, any such
excess must be reported on Form 1000. A citizen or a resident
alien individual or a resident partnership is not required to file an
ownership certificate in connection with interest on bonds or similar
obligations not containing a tax-free covenant clause.
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ART. 368. Use of substitute certificates.-Resident collecting agents,
including responsible banks and bankers receiving interest coupons
for collection with ownership certificates attached, may present the
coupons with the original certificates to the debtor corporation or
its duly authorized withholding agent for collection, or may detach
and forward the original certificates directly to the Commissioner,
provided each such collecting agent shall substitute for such original
certificates its own certificates, Form 1058 or Form 1059, and shall
keep a complete record of each transaction, showing (a) serial num-
ber of item received; (b) date received; (c) name and address of
person from whom received; (d) name of debtor corporation; (e)
class of bonds from which coupons were cut (whether containing a
tax-free covenant or not); and (f) face amount of coupons. The
original certificate for which the certificate of the collecting agent is
substituted shall be indorsed, preferably with a rubber stamp, by
the collecting agent, as follows:

Owner's certificate No.

(Name of collecting agent.)
--------------------------------- 19_

(Give date of certificate.)
The counterpart of the within certificate bearing like number

was attached to the coupons within mentioned for delivery to the
debtor or withholding agent, by whom the coupons are payable.

For the purpose of identification the substitute certificates shall
be numbered consecutively, reverting to the numeral 1 at the begin-
ning of each calendar year, and corresponding numbers given the
original certificates of ownership. The use of substitute certificates
by collecting agents, banks, and bankers is only permitted, how-
ever, in the case of ownership certificates presented with coupons
for collection by citizens or residents of the United States (indi-
vidual or fiduciary) or resident partnerships.

ART. 369. Interest coupons without ownership certificates.-When in-
terest coupons are received unaccompanied by certificates of owner-
ship, unless the first bank be satisfied that the owner is a citizen of
the United States or a resident individual, fiduciary, partnership,
or corporation, the first bank shall require of the payee a statement
showing the name and address of the payee, the name and address
of the debtor corporation, the date of the maturity of the interest,
the name and address of the person from whom the coupons were
received, the amount of the interest, and a statement that the
owner of the bonds is unknown to the payee. Such statement shall
be forwarded to the Commissioner with the monthly return on
Form 1012. The first bank receiving such coupons shall also pre-
pare a certificate on Form 1000, crossing out "owner" and inserting
"payee " and entering the amount of interest on line 4, and shall
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stamp or write across the face of the certificate " Statement fur-
nished," adding the name of the bank.

ART. 370. Interest on registered bonds.-Ownership certificates are
required in connection with interest on registered bonds, as in the
case of coupon bonds, if such bonds contain a tax-free covenant
clause or if such bonds are owned by a nonresident alien (individual
or fiduciary), a partnership not engaged in trade or business within
the United States and not having any office or place of business
therein, composed in whole or in part of nonresident aliens, or a
foreign corporation having no office or place of business within the
United States and not engaged in trade orbusiness therein. If owner-
ship certificates are not furnished by the owner of the bonds, such
certificates must be prepared by the debtor corporation or its with-
holding agent. (a) If the bonds contain a tax-free covenant clause,
ownership certificates must be prepared on Form 1000 for the follow-
ing classes of bondholders: Citizens or residents of the United States
(individual or fiduciary), nonresident aliens (individual or fidu-
ciary), partnerships, whether foreign or domestic, and foreign cor-
porations having no office or place of business within the United
States and not engaged in trade or business therein. (b) If the bonds
do not contain a tax-free covenant clause Form 1000 shall be pre-
pared in the case of nonresident aliens (individual or fiduciary),
partnerships not engaged in trade or business within the United
States and not having any office or place of business therein, composed
in whole or in part of nonresident aliens, and foreign corporations
not engaged in trade or business within the United States and not
having any office or place of business therein. Whether or not regis-
tered bonds contain a tax-free covenant clause, no ownership certifi-
cate is required in connection with registered bonds owned by do-
mestic or resident corporations.

ART. 371. Return of tax withheld.-(a) Every withholding agent
shall make an annual return of the tax withheld from interest on
corporate bonds or other obligations on or before March 15 on Form
1013. This return need not be executed in duplicate and should be
filed with the collector for the district in which the withholding agent
is located. The withholding agent shall also make a monthly return
on Form 1012 on or before the 20th day of the month following that
for which the return is made. The original ownership certificates,
or the substitute certificates where authorized, must be forwarded to
the Commissioner with the monthly return, which need not be exe-
cuted in duplicate. (b) Every person required to deduct and with-
hold any tax from income other than such bond interest shall make
an annual return thereof to the collector on or before March 15 on
Form 1042, showing the amount of tax required to be withheld for
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each nonresident alien (i.dividual or fiduciary), partnership not en-
gaged in trade or business in the United States, and not having an
office or place of business therein, composed in whole or in part of
nonresident aliens, or foreign corporation not engaged in trade or
business within the United States and not having any office or place
of business therein, to whom income other than bond interest was
paid during the previous taxable year. Form 1042 (no duplicate
necessary) should be filed with the collector for the district in which
the withholding agent is located. In every case of both classes the
tax withheld must be paid on or before June 15 of each year to the
collector. For penalties attaching upon failure to make such re-
turns or such payment, see sections 276 and 1017 of the statute, sec-
tion 3176 of the Revised Statutes as amended, and articles 1261 and
1361.

ART. 372. Release of excess tax withheld from interest on bank de-
posits.-The withholding provisions of section 221 (a) of the Reve-
nue Act of 1924 apply to payments made after 4.01 p. m., eastern
standard time, June 2, 1924.

During 1924 prior to the passage of the Revenue Act of 1924
withholding was required at the rates imposed by the Revenue Act
of 1921. Therefore, with respect to income subject to the provi-
sions of section 221(a), withholding agents were required to with-
hold at the rate of 8 per cent. Any sum withheld for tax since
December 31, 1923, in excess of the amount required to be withheld
under section 221(a) of the Revenue Act of 1924 (except compensa-
tion for services performed within the United States by aliens who
are residents of a contiguous country, as to which see article 373),
shall be released by the withholding agent and paid over to the
person from whom it was withheld or his proper representative. In
order to reconcile the discrepancy between the aggregate amount of
tax as shown by the monthly returns, Form 1012, and the annual
return, Form 1013, required to be filed after the close of the calendar
year 1924, an itemized statement showing names, addresses, and
amounts refunded should be attached to the annual return, Form
1013. It will be unnecessary to make any reference on Form 1042
to the refund of excess tax withheld from the income reported on
such return.

ART. 373. Release of excess tax withheld from compensation paid
alien residents of a contiguous country.--Any sum withheld for tax
since December 31, 1923, from the compensation paid aliens who
are residents of Canada or Mexico for services rendered within
the United States which exceeds the amount of the tax imposed by
section 210(b) of the statute shall be released to such alien by the
employer. Such tax, however, may only be released by the em-
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ployer if the nonresident alien files a properly executed Form 1115
establishing the fact that he is a resident of Canada or Mexico. If
Form 1115 has already been filed by the alien during the year 1924,
it will be unnecessary to file another form in order that the total
amount of the excess tax may be released and paid over to him.

ART. 374. Use of information return where no actual withholding.-
Where a debtor corporation or its duly authorized withholding
agent has made payments of interest on its bonds, but in certain in-
stances has been required to withhold no tax, the ownership certifi-
cates on Form 1001 filed in connection with such payments shall be
transmitted to the Commissioner, accompanied by a return on Form
1096 A showing the number of ownership certificates thus trans-
mitted and the total amount of interest paid. This return shall be
made by the 20th day of each month following that for which the
return is made and need not be sworn to. An annual return shall
be forwarded to the Commissioner not later than March 15 of each
year on Form 1096 B, on which shall be given a summary of the
monthly returns. To the extent that there has been actual with-
holding of the tax, returns should be made in accordance with
article 371.

ART. 375. Ownership certificates in the case of fiduciaries and joint
owners.-When fiduciaries have the control and ustody of more than
one estate or trust, and such estates and trusts have as assets bonds of
corporations and other securities, a certificate of ownership shall be
executed for each estate or trust, regardless of the fact that the
bonds are of the same issue. When bonds are owned jointly by two
or more persons, a separate ownership certificate must be executed
in behalf of each of the owners.

ART. 376. Return of income from which tax withheld.-The entire
amount of the income from which the tax was withheld shall be in-
cluded in gross income without deduction for such payment of the
tax. But any tax actually so withheld shall be credited against the
total tax as computed in the, taxpayer's returm. See article 31. If
the tax is paid by the recipient of the income or by the withholding
agent it shall not be re-collected from the other, regardless of the
original liability therefor, and in such event no penalty will be as-
serted against either person for failure to return or pay the tax
where no fraud or purpose to evade payment is involved.

CREDIT FOR TAXES IN CASE OF INDIVIDUALS

SEo. 222. (a) The tax computed under Parts I and II of this title shall
be credited with:

(1) In the case of a citizen of the United States the amount of any Income,
war-profits and excess-profits taxes paid or accrued during the taxable year
to any foreign country or to any possession of the United States; and
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SIXTY-NINTH CONGRESS.  SESS.  I.   CHS.  26, 27.    1926. 9
CHAP. 26.—An Act To provide for the inspection of the battle fields and 

surrender grounds in and around old Appomattox Court House, Virginia. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That a commission 
is hereby created, to be composed of the following members, who 
shall be appointed by the Secretary of War: 

(1) A commissioned officer of the Corps of Engineers, United 
States Army; 

(2) A veteran of the Civil War who served honorably in the 
military forces of the United States; and 

(3) A veteran of the Civil War who served honorably in the 
military forces of the Confederate States of America. 

SEC. 2. In appointing the members of the commission created by 
section 1 of this Act the Secretary of War shall, as far as practicable, 
select persons familiar with the terrain of the battle fields and 
surrender grounds of old Appomattox Court House, Virginia, and 
the historical events associated therewith. 

SEC. 3. It shall be the duty of the commission, acting under the 
direction of the Secretary of War, to inspect the battle fields and 
surrender grounds in and around old Appomattox Court House, 
Virginia, in order to ascertain the feasibility of preserving and 
marking for historical and professional military study such fields. 
The commission shall submit a report of its findings to the Secretary 
of War not later than December 1, 1926. 

SEC. 4. There is authorized to be appropriated, out of any money 
in the Treasury not otherwise appropriated, the sum of $3,000 in 
order to carry out the provision of this Act. 

Approved, February 25, 1926. 

CHAP. 27.—An Act To reduce and equalize taxation, to provide revenue, 
and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 

TITLE I.—GENERAL DEFINITIONS 

SECTION 1. This Act may be cited as the "Revenue Act of 1926." 
SEC. 2.  (a) When used in this Act— 

(1) The term "person" means an individual, a trust or estate, 
a partnership, or a corporation. 

(2) The term "corporation" includes associations, joint-stock 
companies, and insurance companies. 

(3) The term "domestic" when applied to a corporation or 
partnership means created or organized in the United States or 
under the law of the United States or of any State or Territory. 

(4) The term "foreign" when applied to a corporation or part- 
nership means a corporation or partnership which is not domestic. 

(5) The term "United States" when used in a geographical 
sense includes only the States, the Territories of Alaska and Hawaii, 
and the District of Columbia. 

(6) The term "Secretary" means the Secretary of the Treasury. 
(7) The term "Commissioner" means the Commissioner of 

Internal Revenue. 
(8) The term "collector" means collector of internal revenue. 
(9) The term "taxpayer" means any person subject to a tax 

imposed by this Act. 
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would have in the hands of such other person. In determining 
the period for which the taxpayer has held stock or securities 
received upon a distribution where no gain is recognized to the 
distributee under the provisions of subdivision (c) of section 203 
of this Act or of the Revenue Act of 1924, there shall be included 
the period for which he held the stock or securities in the distributing 
corporation prior to the receipt of the stock or securities upon such 
distribution. 

(b) In the case of any taxpayer (other than a corporation) who 
for any taxable year derives a capital net gain, there shall (at the 
election of the taxpayer) be levied, collected and paid, in lieu of 
the taxes imposed by sections 210 and 211 of this title, a tax 
determined as follows: 

A partial tax shall first be computed upon the basis of the 
ordinary net income at the rates and in the manner provided in 
sections 210 and 211, and the total tax shall be this amount plus 
12½ per centum of the capital net gain. 

(c) In the case of any taxpayer (other than a corporation) who 
for any taxable year sustains a capital net loss, there shall be levied, 
collected, and paid, in lieu of the taxes imposed by sections 210 
and 211 of this title, a tax determined as follows: 

A partial tax shall first be computed upon the basis of the 
ordinary net income at the rates and in the manner provided in 
sections 210 and 211, and the total tax shall be this amount minus 
12½ per centum of the capital net loss; but in no case shall the tax 
under this subdivision be less than the taxes imposed by sections 
210 and 211 computed without regard to the provisions of this 
section. 

(d) The total tax determined under subdivision (b) or (c) shall 
be collected and paid in the same manner, at the same time, and 
subject to the same provisions of law, including penalties, as other 
taxes under this title. 

(e) In the case of the members of a partnership, of an estate or 
trust, or of the beneficiary of an estate or trust, the proper part of 
each share of the net income which consists, respectively, of 
ordinary net income, capital net gain, or capital net loss, shall be 
determined under rules and regulations to be prescribed by the 
Commissioner with the approval of the Secretary, and shall be 
separately shown in the return of the partnership or estate or trust, 
and shall be taxed to the member or beneficiary or to the estate or 
trust as provided in sections 218 and 219, but at the rates and in 
the manner provided in subdivision (b) or (c) of this section. 

EARNED   INCOME 

SEC. 209. (a) For the purposes of this section— 
(1) The term "earned income" means wages, salaries, professional 

fees, and other amounts received as compensation for personal 
services actually rendered, but does not include that part of the 
compensation derived by the taxpayer for personal services rendered 
by him to a corporation which represents a distribution of earnings 
or profits rather than a reasonable allowance as compensation for 
the personal services actually rendered. In the case of a taxpayer 
engaged in a trade or business in which both personal services and 
capital are material income producing factors, a reasonable 
allowance as compensation for the personal services actually 
rendered by the taxpayer, not in excess of 20 per centum of his 
share of the net profits of such trade or business, shall be considered 
as earned income. 
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(2) The term "earned income deductions" means such deductions 

as are allowed by section 214 for the purpose of computing net 
income, and are properly allocable to or chargeable against earned 
income. 

(3) The term "earned net income" means the excess of the amount 
of the earned income over the sum of the earned income deductions. 
If the taxpayer's net income is not more than $5,000, his entire net 
income shall be considered to be earned net income, and if his net 
income is more than $5,000, his earned net income shall not be con- 
sidered to be less than $5,000. In no case shall the earned net income 
be considered to be more than $20,000. 

(b) In the case of an individual the tax shall, in addition to the 
credits provided in section 222, be credited with 25 per centum of 
the amount of tax which would be payable if his earned net income 
constituted his entire net income; but in no case shall the credit 
allowed under this subdivision exceed 25 per centum of his tax under 
section 210 plus 25 per centum of the tax which would be payable 
under section 211 if his earned net income constituted his entire 
net income. 

(c) In the case of the members of a partnership the proper part 
of each share of the net income which consists of earned income 
shall be determined under rules and regulations to be prescribed 
by the Commissioner with the approval of the Secretary and shall 
be separately shown in the return of the partnership and shall be 
taxed to the member as provided in section 218. 

PART  II.—INDIVIDUALS 

NORMAL   TAX 

SEC. 210. (a) In lieu of the tax imposed by section 210 of the 
Revenue Act of 1924, there shall be levied, collected, and paid for 
each taxable year upon the net income of every individual (except 
as provided in subdivision (b) of this section) a normal tax of 5 
per centum of the amount of the net income in excess of the credits 
provided in section 216, except that in the case of a citizen or resident 
of the United States the rate upon the first $4,000 of such excess 
amount shall be 1½ per centum, and upon the next $4,000 of such 
excess amount shall be 3 per centum; 

(b) In lieu of the tax imposed by subdivision (a), there shall 
be levied, collected, and paid for each taxable year upon the net 
income of every nonresident alien individual, a resident of a con- 
tiguous country, a normal tax equal to the sum of the following: 

(1) 1½ per centum of the amount by which the part of the net 
income attributable to wages, salaries, professional fees, or other 
amounts received as compensation for personal services actually 
performed in the United States, exceeds the credits provided in 
subdivisions (d) and (e) of section 216; but the amount taxable 
at such 1½ per centum rate shall not exceed $4,000; 

(2) 3 per centum of the amount by which such part of the net 
income exceeds the sum of (A) the credits provided in subdivisions 
(d) and (e) of section 216, plus (B) $4,000; but the amount taxable 
at such 3 per centum rate shall not exceed $4,000; and 

(3) 5 per centum of the amount of the net income in excess of 
the sum of (A) the amount taxed under paragraphs (1) and (2), 
plus (B) the credits provided in section 216. 

SURTAX 

SEC. 211. (a) In lieu of the tax imposed by section 211 of the 
Revenue Act of 1924, but in addition to the normal tax imposed 
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$11,660 upon net incomes of $100,000; and upon net incomes in 

excess of $100,000, in addition 20 per centum of such excess. 
(b) In the case of a bona fide sale of mines, oil or gas wells, or 

any interest therein, where the principal value of the property has 
been demonstrated by prospecting or exploration and discovery work 
done by the taxpayer, the portion of the tax imposed by this section 
attributable to such sale shall not exceed 16 per centum of the selling 
price of such property or interest. 

NET  INCOME  OF  INDIVIDUALS  DEFINED 

SEC. 212. (a) In the case of an individual the term "net income" 
means the gross income as defined in section 213, less the deductions 
allowed by sections 214 and 206. 

(b) The net income shall be computed upon the basis of the 
taxpayer's annual accounting period (fiscal year or calendar year, 
as the case may be) in accordance with the method of accounting 
regularly employed in keeping the books of such taxpayer; but if 
no such method of accounting has been so employed, or if the 
method employed does not clearly reflect the income, the compu- 
tation shall be made in accordance with such method as in the opinion 
of the Commissioner does clearly reflect the income. If the tax- 
payer's annual accounting period is other than a fiscal year as defined 
in section 200 or if the taxpayer has no annual accounting period 
or does not keep books, the net income shall be computed on the 
basis of the calendar year. 

(c) If a taxpayer changes his accounting period from fiscal 
year to calendar year, from calendar year to fiscal year, or from 
one fiscal year to another, the net income shall, with the approval 
of the Commissioner, be computed on the basis of such new 
accounting period, subject to the provisions of section 226. 

(d) Under regulations prescribed by the Commissioner with the 
approval of the Secretary, a person who regularly sells or otherwise 
disposes of personal property on the installment plan may return 
as income therefrom in any taxable year that proportion of the 
installment payments actually received in that year which the 
total profit realized or to be realized when the payment is completed, 
bears to the total contract price. In the case (1) of a casual sale or 
other casual disposition of personal property for a price exceeding 
$1,000, or (2) of a sale or other disposition of real property, if in 
either case the initial payments do not exceed one-fourth of the 
purchase price, the income may, under regulations prescribed by 
the Commissioner with the approval of the Secretary, be returned 
on the basis and in the manner above prescribed in this subdivision. 
As used in this subdivision the term "initial payments" means the 
payments received in cash or property other than evidences of 
indebtedness of the purchaser during the taxable period in which 
the sale or other disposition is made. 

GROSS  INCOME  DEFINED 

SEC. 213. For the purposes of this title, except as otherwise pro- 
vided in section 233— 

(a) The term "gross income" includes gains, profits, and income 
derived from salaries, wages, or compensation for personal service 
(including in the case of the President of the United States, 
the judges of the Supreme and inferior courts of the United States, 
and all other officers and employees, whether elected or appointed, 
of the United States, Alaska, Hawaii, or any political subdivision 
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thereof, or the District of Columbia, the compensation received as 
such), of whatever kind and in whatever form paid, or from 
professions, vocations, trades, businesses, commerce, or sales, or 
dealings in property, whether real or personal, growing out of the 
ownership or use of or interest in such property; also from interest, 
rent, dividends, securities, or the transaction of any business carried 
on for gain or profit, or gains or profits and income derived from 
any source whatever. The amount of all such items shall be 
included in the gross income for the taxable year in which received 
by the taxpayer, unless, under methods of accounting permitted 
under subdivision (b) of section 212, any such amounts are to be 
properly accounted for as of a different period. 

(b) The term "gross income" does not include the following 
items, which shall be exempt from taxation under this title: 

(1) Amounts received under a life insurance contract paid by 
reason of the death of the insured, whether in a single sum or 
in installments (but if such amounts are held by the insurer under 
an agreement to pay interest thereon, the interest payments shall 
be included in gross income); 

(2) Amounts received (other than amounts paid by reason of 
the death of the insured and interest payments on such amounts) 
under a life insurance, endowment, or annuity contract, but if 
such amounts (when added to amounts received before the tax- 
able year under such contract) exceed the aggregate premiums 
or consideration paid (whether or not paid during the taxable year) 
then the excess shall be included in gross income. In the case of 
a transfer for a valuable consideration, by assignment or otherwise, 
of a life insurance, endowment, or annuity contract, or any interest 
therein, only the actual value of such consideration and the amount 
of the premiums and other sums subsequently paid by the transferee 
shall be exempt from taxation under paragraph (1) or this para- 
graph; 

(3) The value of property acquired by gift, bequest, devise, or 
inheritance (but the income from such property shall be included 
in gross income); 

(4) Interest upon (A) the obligations of a State, Territory, or 
any political subdivision thereof, or the District of Columbia; or 
(B) securities issued under the provisions of the Federal Farm 
Loan Act, or under the provisions of such Act as amended; or (C) 
the obligations of the United States or its possessions. Every per- 
son owning any of the obligations or securities enumerated in clause 
(A), (B), or (C) shall, in the return required by this title, submit 
a statement showing the number and amount of such obligations 
and securities owned by him and the income received therefrom, in 
such form and with such information as the Commissioner may 
require. In the case of obligations of the United States issued after 
September 1, 1917 (other than postal savings certificates of deposit), 
the interest shall be exempt only if and to the extent provided in 
the respective Acts authorizing the issue thereof as amended and 
supplemented, and shall be excluded from gross income only if and 
to the extent it is wholly exempt to the taxpayer from income taxes; 

(5) The income of foreign governments received from invest- 
ments in the United States in stocks, bonds, or other domestic 
securities, owned by such foreign governments, or from interest on 
deposits in banks in the United States of moneys belonging to such 
foreign governments, or from any other source within the United 
States; 

(6) Amounts received, through accident or health insurance or 
under workmen's compensation acts, as compensation for personal 
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(3) In the case of an individual who dies during the taxable 

year, the credits allowed by subdivisions (c), (d), and (e) shall 
be determined by his status at the time of his death, and in such 
case full credits shall be allowed to the surviving spouse, if any, 
according to his or her status at the close of the taxable year. 

NET  INCOME  OF  NONRESIDENT  ALIEN  INDIVIDUALS 

SEC. 217. (a) In the case of a nonresident alien individual or 
of a citizen entitled to the benefits of section 262, the following 
items of gross income shall be treated as income from sources 
within the United States: 

(1) Interest on bonds, notes, or other interest-bearing obliga- 
tions of residents, corporate or otherwise, not including (A) inter- 
est on deposits with persons carrying on the banking business paid 
to persons not engaged in business within the United States and 
not having an office or place of business therein, or (B) interest 
received from a resident alien individual, a resident foreign cor- 
poration, or a domestic corporation, when it is shown to the satis- 
faction of the Commissioner that less than 20 per centum of the 
gross income of such resident payor or domestic corporation has 
been derived from sources within the United States, as determined 
under the provisions of this section, for the three-year period ending 
with the close of the taxable year of such payor preceding the pay- 
ment of such interest, or for such part of such period as may be 
applicable; 

(2) The amount received as dividends (A) from a domestic cor- 
poration other than a corporation entitled to the benefits of section 
262, and other than a corporation less than 20 per centum of whose 
gross income is shown to the satisfaction of the Commissioner to 
have been derived from sources within the United States, as de- 
termined under the provisions of this section, for the three-year 
period ending with the close of the taxable year of such corpora- 
tion preceding the declaration of such dividends (or for such part 
of such period as the corporation has been in existence), or (B) 
from a foreign corporation unless less than 50 per centum of the 
gross income of such foreign corporation for the three-year period 
ending with the close of its taxable year preceding the declaration 
of such dividends (or for such part of such period as the corpora- 
tion has been in existence) was derived from sources within the 
United States as determined under the provisions of this section; 

(3) Compensation for labor or personal services performed in 
the United States; 

(4) Rentals or royalties from property located in the United 
States or from any interest in such property, including rentals or 
royalties for the use of or for the privilege of using in the United 
States, patents, copyrights, secret processes and formulas, good will, 
trade-marks, trade brands, franchises, and other like property; and 

(5) Gains, profits, and income from the sale of real property 
located in the United States. 

(b) From the items of gross income specified in subdivision (a) 
there shall be deducted the expenses, losses, and other deductions 
properly apportioned or allocated thereto and a ratable part of 
any expenses, losses, or other deductions which can not definitely 
be allocated to some item or class of gross income. The remainder, 
if any, shall be included in full as net income from sources within 
the United States. 

(c) The following items of gross income shall be treated as in- 
come from sources without the United States: 
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(1) Interest other than that derived from sources within the 

United States as provided in paragraph (1) of subdivision (a); 
(2) Dividends other than those derived from sources within the 

United States as provided in paragraph (2) of subdivision (a); 
(3) Compensation for labor or personal services performed with- 

out the United States; 
(4) Rentals or royalties from property located without the United 

States or from any interest in such property, including rentals or 
royalties for the use of or for the privilege of using without the 
United States, patents, copyrights, secret processes and formulas, 
good will, trade-marks, trade brands, franchises, and other like 
properties; and 

(5) Gains, profits, and income from the sale of real property 
located without the United States. 

(d) From the items of gross income specified in subdivision (c) 
there shall be deducted the expenses, losses, and other deductions 
properly apportioned or allocated thereto, and a ratable part of any 
expenses, losses, or other deductions which can not definitely be 
allocated to some item or class of gross income. The remainder, 
if any, shall be treated in full as net income from sources without 
the United States. 

(e) Items of gross income, expenses, losses and deductions, other 
than those specified in subdivisions (a) and (c), shall be allocated 
or apportioned to sources within or without the United States under 
rules and regulations prescribed by the Commissioner with the ap- 
proval of the Secretary. Where items of gross income are separately 
allocated to sources within the United States, there shall be de- 
ducted (for the purpose of computing the net income therefrom) 
the expenses, losses and other deductions properly apportioned or 
allocated thereto and a ratable part of other expenses, losses or 
other deductions which can not definitely be allocated to some item 
or class of gross income. The remainder, if any, shall be included 
in full as net income from sources within the United States. In 
the case of gross income derived from sources partly within and 
partly without the United States, the net income may first be com- 
puted by deducting the expenses, losses or other deductions appor- 
tioned or allocated thereto and a ratable part of any expenses, losses 
or other deductions which can not definitely be allocated to some 
items or class of gross income; and the portion of such net income 
attributable to sources within the United States may be determined 
by processes or formulas of general apportionment prescribed by the 
Commissioner with the approval of the Secretary. Gains, profits 
and income from (1) transportation or other services rendered 
partly within and partly without the United States, or (2) from 
the sale of personal property produced (in whole or in part) by 
the taxpayer within and sold without the United States, or produced 
(in whole or in part) by the taxpayer without and sold within the 
United States, shall be treated as derived partly from sources within 
and partly from sources without the United States. Gains, profits 
and income derived from the purchase of personal property within 
and its sale without the United States or from the purchase of 
personal property without and its sale within the United States, 
shall be treated as derived entirely from sources within the country 
in which sold, except that gains, profits and income derived from 
the purchase of personal property within the United States and 
its sale within a possession of the United States or from the pur- 
chase of personal property within a possession of the United States 
and its sale within the United States shall be treated as derived 
partly from sources within and partly from sources without the 
United States. 
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so included in the gross income of a shareholder shall be treated as 
a dividend received. Any subsequent distribution made by the cor- 
poration out of the earnings or profits for such taxable year shall, 
if distributed to any shareholder who has so included in his gross 
income his distributive share, be exempt from tax in the amount of 
the share so included. 

PAYMENT  OF  INDIVIDUAL'S  TAX  AT  SOURCE 

SEC. 221. (a) All persons, in whatever capacity acting, including 
lessees or mortgagors of real or personal property, fiduciaries, 
employers, and all officers and employees of the United States, having 
the control, receipt, custody, disposal, or payment of interest (except 
interest on deposits with persons carrying on the banking business 
paid to persons not engaged in business in the United States and 
not having an office or place of business therein), rent, salaries, 
wages, premiums, annuities, compensations, remunerations, emolu- 
ments, or other fixed or determinable annual or periodical gains, 
profits, and income, of any nonresident alien individual, or of any 
partnership not engaged in trade or business within the United 
States and not having any office or place of business therein and 
composed in whole or in part of nonresident aliens, (other than 
income received as dividends of the class allowed as a credit by 
subdivision (a) of section 216) shall (except in the cases provided 
for in subdivision (b) and except as otherwise provided in regula- 
tions prescribed by the Commissioner under section 217) deduct and 
withhold from such annual or periodical gains, profits, and income 
a tax equal to 5 per centum thereof: Provided, That the Commis- 
sioner may authorize such tax to be deducted and withheld from the 
interest upon any securities the owners of which are not known to 
the withholding agent. 

(b) In any case where bonds, mortgages, or deeds of trust, or other 
similar obligations of a corporation contain a contract or provision 
by which the obligor agrees to pay any portion of the tax imposed by 
this title upon the obligee, or to reimburse the obligee for any portion 
of the tax, or to pay the interest without deduction for any tax which 
the obligor may be required or permitted to pay thereon, or to retain 
therefrom under any law of the United States, the obligor shall 
deduct and withhold a tax equal to 2 per centum of the interest upon 
such bonds, mortgages, deeds of trust, or other obligations, whether 
such interest is payable annually or at shorter or longer periods and 
whether payable to a nonresident alien individual or to an individual 
citizen or resident of the United States or to a partnership: Provided, 
That the Commissioner may authorize such tax to be deducted and 
withheld in the case of interest upon any such bonds, mortgages, 
deeds of trust, or other obligations, the owners of which are not known 
to the withholding agent. Such deduction and withholding shall not 
be required in the case of a citizen or resident entitled to receive 
such interest, if he files with the withholding agent on or before 
February 1 a signed notice in writing claiming the benefit of the 
credits provided in subdivisions (c) and (d) of section 216; nor in 
the case of a nonresident alien individual if so provided for in regu- 
lations prescribed by the Commissioner under subdivision (g) of 
section 217. Such deduction and withholding shall be at the rate 
of 1½ per centum instead of at the rate of 2 per centum in the case 
of a citizen or resident entitled to receive such interest if he files 
with the withholding agent on or before February 1 a signed notice 
in writing that his net income in excess of the credits provided in 
section 216 does not exceed $4,000. 
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(c) Every person required to deduct and withhold any tax under 

this section shall make return thereof on or before March 15 of each 
year and shall on or before June 15 pay the tax to the official of the 
United States Government authorized to receive it. Every such 
person is hereby made liable for such tax and is hereby indemnified 
against the claims and demands of any person for the amount of 
any payments made in accordance with the provisions of this section. 

(d) Income upon which any tax is required to be withheld at the 
source under this section shall be included in the return of the 
recipient of such income, but any amount of tax so withheld shall 
be credited against the amount of income tax as computed in such 
return. 

(e) If any tax required under this section to be deducted and 
withheld is paid by the recipient of the income, it shall not be re- 
collected from the withholding agent; nor in cases in which the tax 
is so paid shall any penalty be imposed upon or collected from the 
recipient of the income or the withholding agent for failure to 
return or pay the same, unless such failure was fraudulent and for 
the purpose of evading payment. 

CREDIT  FOR  TAXES  IN  CASE  OF  INDIVIDUALS 

SEC. 222. (a) The tax computed under Parts I and II of this title 
shall be credited with: 

(1) In the case of a citizen of the United States the amount of 
any income, war-profits, and excess-profits taxes paid or accrued 
during the taxable year to any foreign country or to any possession 
of the United States; and 

(2) In the case of a resident of the United States, the amount of 
any such taxes paid or accrued during the taxable year to any pos- 
session of the United States; and 

(3) In the case of an alien resident of the United States, the amount 
of any such taxes paid or accrued during the taxable year to any 
foreign country, if the foreign country of which such alien resident is 
a citizen or subject, in imposing such taxes, allows a similar credit to 
citizens of the United States residing in such country; and 

(4) In the case of any such individual who is a member of a 
partnership or a beneficiary of an estate or trust, his proportionate 
share of such taxes of the partnership or the estate or trust paid or 
accrued during the taxable year to a foreign country or to any 
possession of the United States, as the case may be. 

(5) The above credits shall not be allowed in the case of a citizen 
entitled to the benefits of section 262; and in no other case shall the 
amount of credit taken under this subdivision exceed the same pro- 
portion of the tax (computed on the basis of the taxpayer's net 
income without the deduction of any income, war-profits, or excess- 
profits tax any part of which may be allowed to him as a credit by 
this section), against which such credit is taken, which the tax- 
payer's net income (computed without the deduction of any such 
income, war-profits, or excess-profits tax) from sources without the 
United States bears to his entire net income (computed without such 
deduction) for the same taxable year. 

(b) If accrued taxes when paid differ from the amounts claimed 
as credits by the taxpayer, or if any tax paid is refunded in whole 
or in part, the taxpayer shall notify the Commissioner, who shall 
redetermine the amount of the tax due under Parts I and II of this 
title for the year or years affected, and the amount of tax due upon 
such redetermination, if any, shall be paid by the taxpayer upon 
notice and demand by the collector, or the amount of tax overpaid, 
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(4) Losses incurred; 
(5) Bad debts in the nature of agency balances and bills receiv- 

able ascertained to be worthless and charged off within the taxable 
year; 

(6) The amount received as dividends from corporations as pro- 
vided in paragraph (6) of subdivision (a) of section 234; 

(7) The amount of interest earned during the taxable year which 
under paragraph (4) of subdivision (b) of section 213 is exempt 
from taxation under this title, and the amount of interest allowed as 
a credit under section 236; 

(8) A reasonable allowance for the exhaustion, wear and tear of 
property, as provided in paragraph (7) of subdivision (a) of sec- 
tion 234; 

(9) In the case of such a domestic insurance company, the net 
income of which (computed without the benefit of this paragraph) 
is $25,000 or less, the sum of $2,000; but if the net income is more 
than $25,000 the tax imposed by section 246 shall not exceed the tax 
which would be payable if the $2,000 credit were allowed, plus the 
amount of the net income in excess of $25,000. 

(b) In the case of a foreign corporation the deductions allowed 
in this section shall be allowed to the extent provided in subdivision 
(b) of section 234. 

(c) Nothing in this section or in section 246 shall be construed to 
permit the same item to be twice deducted. 

PART  IV.—ADMINISTRATIVE  PROVISIONS 

RETURNS  OF PAYMENTS  OF  DIVIDENDS 

SEC. 254. Every corporation subject to the tax imposed by this 
title shall, when required by the Commissioner, render a correct 
return, duly verified under oath, of its payments of dividends, stat- 
ing the name and address of each shareholder, the number of shares 
owned by him, and the amount of dividends paid to him. 

RETURNS  OF  BROKERS 

SEC. 255. Every person doing business as a broker shall, when 
required by the Commissioner, render a correct return duly verified 
under oath, under such rules and regulations as the Commissioner, 
with the approval of the Secretary, may prescribe, showing the 
names of customers for whom such person has transacted any busi- 
ness, with such details as to the profits, losses, or other information 
which the Commissioner may require, as to each of such customers, 
as will enable the Commissioner to determine whether all income 
tax due on profits or gains of such customers has been paid. 

INFORMATION  AT  SOURCE 

SEC. 256. All persons, in whatever capacity acting, including les- 
sees or mortgagors of real or personal property, fiduciaries, and 
employers, making payment to another person, of interest, rent, 
salaries, wages, premiums, annuities, compensations, remunerations, 
emoluments, or other fixed or determinable gains, profits, and income 
(other than payments described in sections 254 and 255), of $1,500 
or more in any taxable year, or, in the case of such payments made 
by the United States, the officers or employees of the United States 
having information as to such payments and required to make 
returns in regard thereto by the regulations hereinafter provided 
for, shall render a true and accurate return to the Commissioner, 
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under such regulations and in such form and manner and to such 
extent as may be prescribed by him with the approval of the Secre- 
tary, setting forth the amount of such gains, profits, and income, 
and the name and address of the recipient of such payment. 

Such returns may be required, regardless of amounts, (1) in the 
case of payments of interest upon bonds, mortgages, deeds of trust, 
or other similar obligations of corporations, and (2) in the case of 
collections of items (not payable in the United States) of interest 
upon the bonds of foreign countries and interest upon the bonds of 
and dividends from foreign corporations by persons undertaking 
as a matter of business or for profit the collection of foreign pay- 
ments of such interest or dividends by means of coupons, checks, or 
bills of exchange. 

When necessary to make effective the provisions of this section 
the name and address of the recipient of income shall be furnished 
upon demand of the person paying the income. 

The provisions of this section shall not apply to the payment of 
interest on obligations of the United States. 

RETURNS  TO  BE  PUBLIC  RECORDS 

SEC. 257. (a) Returns upon which the tax has been determined by 
the Commissioner shall constitute public records; but, except as 
hereinafter provided in this section and section 1203, they shall be 
open to inspection only upon order of the President and under 
rules and regulations prescribed by the Secretary and approved by 
the President. Whenever a return is open to the inspection of any 
person a certified copy thereof shall, upon request, be furnished to 
such person under rules and regulations prescribed by the Commis- 
sioner with the approval of the Secretary. The Commissioner may 
prescribe a reasonable fee for furnishing such copy. 

(b) (1) The Secretary and any officer or employee of the Treas- 
ury Department, upon request from the Committee on Ways and 
Means of the House of Representatives, the Committee on Finance 
of the Senate, or a select committee of the Senate or House specially 
authorized to investigate returns by a resolution of the Senate or 
House, or a joint committee so authorized by concurrent resolution, 
shall furnish such committee sitting in executive session with any 
data of any character contained in or shown by any return. 

(2) Any such committee shall have the right, acting directly as 
a committee, or by or through such examiners or agents as it may 
designate or appoint, to inspect any or all of the returns at such 
times and in such manner as it may determine. 

(3) Any relevant or useful information thus obtained may be 
submitted by the committee obtaining it to the Senate or the House, 
or to both the Senate and the House, as the case may be. 

(c) The proper officers of any State may, upon the request of 
the governor thereof, have access to the returns of any corporation, 
or to an abstract thereof showing the name and income of the cor- 
poration, at such times and in such manner as the Secretary may 
prescribe. 

(d) All bona fide shareholders of record owning 1 per centum or 
more of the outstanding stock of any corporation shall, upon mak- 
ing request of the Commissioner, be allowed to examine the annual 
income returns of such corporation and of its subsidiaries. Any 
shareholder who pursuant to the provisions of this section is allowed 
to examine the return of any corporation, and who makes known in 
any manner whatever not provided by law the amount or source of 
income, profits, losses, expenditures, or any particular thereof, set 
forth or disclosed in any such return, shall be guilty of a misde- 
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Regulations 69, relating to income tax, revenue act 1926

PART I

INCOME TAX ON INDIVIDUALS
NORMAL TAX

SEc. 210. (a) In lieu of the tax imposed by section 210 of the Revenue
Act of 1924, there shall be levied, collected, and paid for each taxable
year upon the net income of every individual (except as provided in
subdivision (b) of this section) a normal tax of 5 per centum of the
amount of the net income in excess of the credits provided in section
216, except that in the case of a citizen or resident of the United States
the rate upon the first $4,000 of such excess amount shall be 1% per
centum, and upon the next $4,000 of such excess amount shall be 3
per centum;

(b) In lieu of the tax imposed by subdivision (a), there shall be
levied, collected, and paid for each taxable year upon the net income
of every nonresident alien individual, a resident of a contiguous
country, a normal tax equal to the sum of the following:

(1) 1% per centum of the amount by which the part of the net
income attributable to wages, salaries, professional fees, or other
amounts received as compensation for personal services actually per-
formed in the United States, exceeds the credits provided in subdivi-
sions (d) and (e) of section 216; but the amount taxable at such 1%
per centum rate shall not exceed $4,000;

(2) 3 per centum of the amount by which such part of the net
income exceeds the sum of (A) the credits provided in subdivisions
(d) and (e) of section 216, plus (B) $4,000; but the amount taxable
at such 3 per centum rate shall not exceed $4,000; and

(3) 5 per centum of the amount of the net income in excess of the
sum of (A) the amount taxed under paragraphs (1) and (2), plus
(B) the credits provided in section 216.

ARTIcLE 1. Income tax on individuals.-Title II of the statute,
which is effective January 1, 1925, imposes an income tax on indi-
viduals, includiing a normal tax (section 210) and a surtax (section
211). The tax is upon net income as defined in the statute, which is
determined by subtracting the allowable deductions from gross in-
come as defined in the statute. (See sections 212, 213, 214, and 215.)
In certain cases credits are allowed against net income (section 216)
and against the amount of the tax (sections 209 and 222). Special
provisions of the statute deal with nonresident alien individuals
(section 217), partnerships (section 218), estates and trusts (section
219), and corporations formed or availed of for the purpose of pre-
venting the imposition of the surtax upon their shareholders (section
220). See section 208 and articles 1651-1654 for special provisions
relative to the taxation of capital gains and the deduction of capital
losses. The tax is payable upon the basis of returns rendered by
persons liable thereto, except that in some instances it is to be paid
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ever, the gain to be included in gross income where the fair market
value of the claim as of March 1, 1913, is greater than the cost
thereof, is the excess of the amount received over such value. In the
case of an insurance policy its surrender value as of March 1, 1913,
may be used as a basis for the purpose of ascertaining the gain
derived from its sale or other disposition. Where services were
rendered prior to March 1, 1913, but paid for thereafter, the amount
received is taxable income to the extent of the excess of such amount
over the fair market value on March 1, 1913, of the principal of the
claim and any interest which had then accrued.

ART. 91. Subtraction for redemption of trading stamps.-Where a
taxpayer, for the purpose of promoting his business, issues with sales
trading stamps or premium coupons redeemable in merchandise or
cash, he should in computing the income from such sales subtract
only the amount which will be required for the redemption of such
part of the total issue of trading stamps or premium coupons issued
during the taxable year as will eventually be presented for redemp-
tion. This amount will be determined in the light of the experience
of the taxpayer in his particular business and of other users of trad-
ing stamps or premium coupons engaged in similar businesses. The
taxpayer shall file for each of the five preceding years, or such num-
ber of these years as stamps or coupons have been issued by him, a
statement showing-

(a) The total issue of stamps during each year;
(b) The total stamps redeemed in each year; and
(c) The percentage for each year of the stamps redeemed to the

stamps issued in such year.
A similar statement shall also be presented showing the experience

of other users of stamps or coupons whose experience is relied upon
by the taxpayer to determine the amount to be subtracted from the
proceeds of sales. The Commissioner will examine the basis used in
each return, and in any case in which the amount subtracted in re-
spect of such stamps or coupons is found to be excessive an amended
return or amended returns will be required.

GROSS INCOME DEFINED: NONRESIDENT ALIEN INDIVIDUAL

[SEc. 213.] (c) In the case of a nonresident alien individual, gross
Income means only the gross income from sources within the United
States, determined under the provisions of section 217.

ART. 92. Gross income of nonresident alien individuals.-In the case
of nonresident alien individuals " gross income" means only the
gross income from sources within the United States, determined
under the provisions of section 217. (See articles 317-331.) As
to the gross income of foreign corporations, see section 233 (b) and
article 550; also section 217 and articles 317-331. The items of
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gross income from sources without the United States and therefore
not taxable to nonresident aliens or foreign corporations are de-
scribed in section 217 (c) and article 323. As to who are nonresi-
dent alien individuals, see articles 311-315.

ART. 93. When the wages of a nonresident alien seaman are derived
from sources within the United States.-While resident alien seamen
are taxable like citizens on their entire income from whatever sources
derived, nonresident alien seamen are taxable only on income from
sources within the United States. Wages received for services ren-
dered inside the territorial United States are to be regarded as
from sources within the United States. The wages of an alien sea-
man earned on a coastwise vessel are from sources within the United
States. (See further article 320.) There is no withholding from
the wages of alien seamen unless they are nonresidents within the
rules laid down in articles 311 to 315. Even in the case of a non-
resident alien seaman, the employer is not obliged to withhold from
wages unless those wages are from sources within the United States
as defined above. As to when alien seamen are to be regarded as
residents, see article 312.

DEDUCTIONS ALLOWED INDIVIDUALS: BUSINESS EXPENSES

SEC. 214. (a) In computing net income there shall be allowed as
deductions:

(1) All the ordinary and necessary expenses paid or incurred dur-
ing the taxable year in carrying on any trade or business, including
a reasonable allowance for salaries or other compensation for per-
sonal services actually rendered; traveling expenses (including the
entire amount expended for meals and lodging) while away from
home in the pursuit of a trade or business; and rentals or other pay-
ments required to be made as a condition to the continued use or
possession, for purposes of the trade or business, of property to
which the taxpayer has not taken or is not taking title or in which
he has no equity;

ART. 101. Business expenses.-Business expenses deductible from
gross income include the ordinary and necessary expenditures di-
rectly connected with or pertaining to the taxpayer's trade or busi-
ness, except the classes of items which are deductible under the pro-
visions of articles 121-261. The cost of goods purchased for resale,
with proper adjustment for opening and closing inventories, is de-
ducted from gross sales in computing gross income. (See article 35.)
Among the items included in business expenses are management ex-
penses, commissions, labor, supplies, incidental repairs, operating
expenses of automobiles used in the trade or business, traveling ex-
penses while away from home solely in the pursuit of a trade or
business (see article 102), advertising and other selling expenses,
together with insurance premiums against fire, storm, theft, acci-
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income derived from the purchase of personal property within and Its
sale without the United States or from the purchase of personal prop-
erty without and its sale within the United States, shall be treated as
derived entirely from sources within the country in which sold, except
that gains, profits and income derived from the purchase of personal
property within the United States and its sale within a possession of
the United States or from the purchase of personal property within a
possession of the United States and its sale within the United States
shall be treated as derived partly from sources within and partly from
sources without the United States.

(f) As used in this section the words "sale" or "sold" include
"exchange" or "exchanged"; and the word "produced" includes
"created," "fabricated," "manufactured," "extracted," "processed,"
"cured," or "aged."

(g) (1) Except as provided in paragraph (2) a nonresident alien
individual or a citizen entitled to the benefits of section 262 shall
receive the benefit of the deductions and credits allowed in this title
only by filing or causing to be filed with the collector a true and
accurate return of his total income received from all sources in the
United States, in the manner prescribed in this title; including therein
all the information which the Commissioner may deem necessary for
the calculation of such deductions and credits.

(2) The benefit of the credits allowed in subdivisions (d) and
(e) of section 216, and of the reduced rate of tax provided for In sub-
division (b) of section 210, may, in the discretion of the Commissioner
and under regulations prescribed by him with the approval of the
Secretary, be received by a nonresident alien individual entitled
thereto, by filing a claim therefor with the withholding agent.

ART. 311. Definition.-A "nonresident alien individual" means an
individual-

(a) Whose residence is not within the United States; and
(b) Who is not a citizen of the United States.

An alien actually present in the United States who is not a mere
transient or sojourner is a resident of the United States for pur-
poses of the income tax. Whether he is a transient or not is de-
termined by his intentions with regard to the length and nature
of his stay. A mere floating intention, indefinite as to time, to
return to another country is not sufficient to constitute him a tran-
sient. If he lives in the United States and has no definite inten-
tion as to his stay, he is a resident. One who comes to the United
States for a definite purpose which in its nature may be promptly
accomplished is a transient; but if his purpose is of such a nature
that an extended stay may be necessary for its accomplishment,
and to that end the alien makes his home temporarily in the United
States, he becomes a resident, though it may be his intention at all
times to return to his domicile abroad when the purpose for which
he came has been consummated or abandoned. A foreign corpora-
tion is one which is not domestic. (See article 1509.) As to when
a citizen or domestic corporation is entitled to the benefits of sec-
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tion 262, see articles 1135-1137. For the treatment of foreign life
insurance companies, see section 245 (c) and article 687.

ART. 312. Alien seamen, when to be regarded as residents.-In order
to determine whether an alien seaman is a resident within the mean-
ing of the income tax law, it is necessary to decide whether the pre-
sumption of nonresidence is overcome by facts showing that he has
established a residence in the territorial United States, which con-
sists of the States, the District of Columbia, and the Territories of
Hawaii and Alaska, and excludes other places. Residence may be
established on a vessel regularly engaged in coastwise trade, but the
mere fact that a sailor makes his home on a vessel flying the United
States flag and engaged in foreign trade is not sufficient to establish
residence in the United States, even though the vessel, while carry-
ing on foreign trade, touches at American ports. An alien seaman
may acquire an actual residence in the territorial United States
within the rules laid down in article 313, although the nature of his
calling requires him to be absent for a long period from the place
where his residence is established. An alien seaman may acquire
such a residence at a sailors' boarding house or hotel, but such a
claim should be carefully scrutinized in order to make sure that such
residence is bona fide. The filing of Form 1078 or taking out first
citizenship papers is proof of residence in the United States from
the time the form is filed or the papers taken out, unless rebutted by
other evidence showing an intention to be a transient. The fact that
a head tax has been paid on behalf of an alien seaman entering the
United States is no evidence that he has acquired residence, because
the head tax is payable unless the alien who is entering the country
is merely in transit through the country. As to when the wages
of alien seamen are subject to tax, see article 93.

ART. 313. Proof of residence of alien.-The following rules of evi-
dence shall govern in determining whether or not an alien within
the United States has acquired residence therein within the meaning
of the Act. An alien, by reason of his alienage, is presumed to be a
nonresident alien. Such presumption may be overcome-

(1) In the case of an alien who presents himself for determination
of tax liability prior to departure for his native country, by (a)
proof that the alien, at least six months prior to the date he so
presents himself, has filed a declaration of his intention to become a
citizen of the United States under the naturalization laws, (b) proof
that the alien, at least six months prior to the date he so presents
himself, has filed Form 1078 or its equivalent, or (c) proof of acts
and statements of the alien showing a definite intention to acquire
residence in thei United States or showing that his stay in the United
States has been of such an extended nature as to constitute him a
resident;
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(2) In other cases by (a) proof that the alien has filed a declara-
tion of his intention to become a citizen of the United States under
the naturalization laws, (b) proof that the alien has filed Form 1078
or its equivalent, or (c) proof of acts and statements of an alien
qhowing a definite intention to acquire residence in the United States
or showing that his stay in the United States has been of such an
extended nature as to constitute him a resident.

In any case in which an alien seeks to overcome the presumption
of nonresidence under (1) (c) or (2) (c) above, if the officer who
examines the alien is in doubt as to the facts, such officer may, to
assist him in determining the facts, require an affidavit or affidavits
setting forth the facts relied upon, executed by some credible person
or persons, other than the alien and members of his family, who have
known the alien at least six months prior to the date of execution of
the affidavit or affidavits.

ART. 314. Loss of residence by alien.-An alien who has acquired
residence in the United States retains his status as a resident until
he abandons the same and actually departs from the United States.
An intention to change his residence does not change his status as a
resident alien to that of a nonresident alien. Thus an alien who has
acquired a residence in the United States is taxable as a resident for
the remainder of his stay in the United States. The status of an
alien on the last day of his taxable year or period determines his
liability to tax for such year or period as a resident or nonresident.

ART. 315. Duty of employer to determine status of alien employee.-
If wages are paid to aliens without withholding the tax, except as
permitted in article 316, the employer should be prepared to prove
the status of the alien as provided in the foregoing articles. An em-
ployer may rely upon the evidence of. residence afforded by the fact
that an alien has filed Form 1078, or an equivalent certificate of the
alien establishing residence. An employer need not secure Form
1078 from the alien if he is satisfied that the alien is a resident alien.
An employer who seeks to account for failure to withhold in the
past, if he had not at the time secured Form 1078 or its equivalent,
is permitted to prove the former status of the alien by any com-
petent evidence. The written statement of the alien employee may
ordinarily be relied upon by the employer as proof that the alien is
a resident of the United States.

ART. 316. Allowance of personal exemption to nonresident alien em-
ployee.-A nonresident alien employee may claim the benefit of the
personal exemption (section 216 (e)) by filing with his employer
Form 1115 duly filled in and executed under oath. If the alien em-
ployee is a resident of Canada or Mexico, he may also obtain the
benefit of the credit for dependents (section 216 (d)) and the benefit
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of the reduced rates of tax (section 210 (b)) by filing Form 1115
with his employer. On the filing of such a claim the employer shall
examine it. If on such examination it appears that the claim is in
due form, that it contains no statement which to the knowledge of
the employer is untrue, that such employee on the face of the claim
is entitled to credit, and that such credit has not yet been exhausted,
such employer need not until such credit is in fact exhausted with-
hold any tax from payments of salary or wages made to such em-
ployee. Every employer with whom affidavits of claim on Form
1115 are filed by employees shall preserve such affidavits until the
following calendar year, and shall then file them, attached to his
annual withholding return on Form 1042, with the collector on or
before March 15. In case, however, when the following calendar
year arrives such employer has no withholding to return, he shall
forward all such affidavits of claim directly to the Commissioner,
with a letter of transmittal, on or before March 15. Where any tax
is withheld the employer in every instance shall show on the pay
envelope or shall furnish some other memorandum showing the
name of the employee, the date, and the amount withheld. This
article applies only to payments of compensation by an employer to
an employee. (See further section 221 and articles 361-374.)

ART. 317. Income from sources within the United States.-Nonresi-
dent alien individuals, foreign corporations, and citizens of the
United States or domestic corporations entitled to the benefits of
section 262 are taxable only upon income from sources within the
United States. (See sections 213 (c), 233 (b), and 262.)

The statute divides the income of such taxpayers into three
classes:

(1) Income which is derived in full from sources within the
United States;

(2) Income which is derived in full from sources without the
United States; and

(3) Income which is derived partly from sources within and
partly from sources without the United States.

The taxable income includes that derived in full from sources
within the United States and that portion of the income which is
derived partly from sources within and partly from sources without
the United States which is allocated or apportioned to sources within
the United States.

ART. 318. Interest.-There shall be included in the gross income
from sources within the United States, of nonresident alien indi-
viduals, foreign corporations, and citizens of the United States or
domestic corporations which are entitled to the benefits of section
262, all interest received or accrued, as the case may be, on bonds,
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notes, or other interest-bearing obligations of residents of the United
States, whether corporate or otherwise, except:

(a) Interest paid on deposits with persons, including individuals,
partnerships, or corporations, carrying on the banking business, to
persons (nonresident alien individuals, foreign corporations, and
citizens of the United States or domestic corporations entitled to
the benefits of section 262) not engaged in business within the
United States, and not having an office or place of business therein;
and

(b) Interest received from a resident alien individual, a resident
foreign corporation, or a domestic corporation, when it is shown to
the satisfaction of the Commissioner that less than 20 per cent of
the gross income of such resident payor or domestic corporation has
been derived from sources within the United States (as determined
under the provisions of section 217 and articles 317-331) for the
three-year period ending with the close of the taxable year of the
payor which precedes the payment of such interest, or for such part
of that period as may be applicable.

Any taxpayer who excludes from gross income from sources
within the United States income of the type specified in (a) or (b)
above shall file with his return a statement setting forth the amount
of such income and such information as may be necessary to show
that the income is of the type specified in those paragraphs.

ART. 319. Dividends.-Gross income from sources within the United
States includes all dividends, as defined by section 201:

(a) From a domestic corporation other than one entitled to the
benefits of section 262, and other than a corporation less than 20
per cent of whose gross income is shown to the satisfaction of the
Commissioner to have been derived from sources within the United
States, as determined under the provisions of section 217, for the
three-year period ending with the closo of the taxable year of such
corporation preceding the declaration of such dividends (or for such
part of such period as the corporation has been in existence); or

(b) From a foreign corporation unless less than 50 per cent of
its gross income for the three-year period ending with the close of
its taxable year preceding the declaration of such dividends, or for
such part of such period as it has been in existence, was derived
from sources within the United States.

Dividends will be treated as income from sources within the
United States unless the taxpayer submits sufficient data to establish
to the satisfaction of the Commissioner that they should be excluded
from gross income under subdivisions (a) or (b) of this article.
(See also section 213 (b) (13).)

ART. 320. Compensation for labor or personal services.-Gross income
from sources within the United States includes compensation for
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labor or personal services performed within the United States
regardless of the residence of the payor, of the place in which
the contract for services was made, or of the place of payment.
When a specific amount is paid for labor or personal services
performed in the United States, such amount shall be included
in the gross income. When no accurate allocation or segregation
of compensation for labor or personal services performed in the
United States can be made, or when such labor or service is per-
formed partly within and partly without the United States, the
amount to be included in the gross income shall be determined by
ai apportionment on the time basis, i. e., there shall be included in
the gross income an amount which bears the same relation to the
total compensation as the number of days of performance of the
labor or services within the United States bears to the total number
of days of performance of labor or services for which the payment
is made.

ART. 321. Rentals and royalties.-Gross income from sources within
the United States includes rentals or royalties from property located
within the United States or from any interest in such property,
including rentals or royalties for the use of or the privilege of using,
in the United States, patents, copyrights, secret processes and for-
mulas, good will, trade-marks, trade brands, franchises, and other
like property. The income arising from the rental of property,
whether tangible or intangible, located within the United States,
or from the use of property, whether tangible or intangible, -vithin
the United States, is from sources within the United States.

ART. 322. Sale of real property.-Gross income from sources within
the United States includes gain, computed under the provisions of
sections 202-204, derived from the sale or other disposition of real
property located in the United States. For the treatment of capital
net gain and capital net losses, see section 208 and articles 1651-1654.

ART. 323. Income from sources without the United States.-Gross
income from sources without the United States includes:

(1) Interest other than that specified in section 217 (a) (1) and
article 318, as being derived from sources within the United States;

(2) Dividends other than those derived from sources within the
United States as provided in section 217 (a) (2) and article 319;

(3) Compensation for labor or personal services performed with-
out the United States (for the treatment of compensation for labor
or personal services performed partly within the United States and
partly without the United States, see article 320)

(4) Rentals or royalties derived from.property without the United
States or from any interest in such property, including rentals or
royalties for the use of or for the privilege of using without the
United States, patents, copyrights, secret processes and formulas,

660T.- D. 3922]
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retained by it for the year in question. Undistributed income is
properly accumulated if invested in increased inventories or additions
to plant reasonably needed by the business. It is properly accumu-
lated if retained for working capital required by the business or in
accordance with contract obligations placed to the credit of a sinking
fund for the purpose of retiring bonds issued by the corporation. In
the case of a banking institution the business of which is to receive
and loan money, using capital, surplus, and deposits for that purpose,
undistributed income actually represented by loans or reasonably
retained for future loans is not accumulated beyond the reasonable
needs of the business. The nature of the investment of gains and
profits is immaterial if they are not in fact needed in the business.
It is an unreasonable accumulation of gains and profits by corpora-
tions, after the effective date of this Act, with the purpose of en-
abling their shareholders to escape surtaxes on such gains and profits,
which subjects such corporations to the additional tax imposed by
section 220. Among other things, the financial condition of the corpo-
ration at the close of the taxable year and the manner in which its
funds are invested at that date, determine the reasonableness of the
accumulations.

For the purpose of section 220 the term "net income " means the
net income of the corporation as defined in section 232 increased
by the sum of (1) the amount received as dividends and allowed
as a deduction by section 234 (a) (6), plus (2) the amount of interest
on obligations of the United States issued after September 1, 1917,
which would be subject to tax in whole or in part in the hands of an
individual owner. The Commissioner or any collector may require
any corporation to furnish a statement of its gains and profits, the
names and addresses of and number of shares held by each of its
shareholders, and the amounts that would be payable to each, if the
income of the corporation were distributed.

PAYMENT OF INDIVIDUAL'S TAX AT SOURCE

Smo. 221. (a) All persons, in whatever capacity acting, including les-
sees or mortgagors of real or personal property, fiduciaries, employers,
and all officers and employees of the United States, having the control,
receipt, custody, disposal, or payment of Interest (except interest on
deposits with persons carrying on the banking business paid to persons
not engaged in business in the United States and not having an office
or place of business therein), rent, salaries, wages, premiums, annu-
ities, compensations, remunerations, emoluments, or other fixed or de-
terminable annual or periodical gains, profits, and income, of any non-
resident alien individual, or of any partnership not engaged In trade
or business within the United States and not having any office or
place of business therein and composed in whole or in part of non-
resident aliens, (other than income received as dividends of the class
allowed as a credit by subdivision (a) of section 216) shal (except in
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the cases provided for in subdivision (b) and except as otherwise pro-
vided in regulations prescribed by the Commissioner under section
217) deduct and withhold from such annual or periodical gains, profits,
and income a tax equal to 5 per centum thereof: Provided, That the
Commissioner may authorize such tax to be deducted and withheld
from the interest upon any securities the owners of which are not

known to the withholding agent.
(b) In any case where bonds, mortgages, or deeds of trust, or other

similar obligations of a corporation contain a contract or provision

by which the obligor agrees to pay any portion of the tax imposed by
this title upon the obligee, or to reimburse the obligee for any portion
of the tax, or to pay the interest without deduction for any tax which

the obligor may be required or permitted to pay thereon, or to retain
therefrom under any law of the United States, the obligor shall de-

duct and withhold a tax equal to 2 per centum of the interest upon
such bonds, mortgages, deeds of trust, or other obligations, whether

such interest is payable annually or at shorter or longer periods and
whether payable to a nonresident alien individual or to an individual
citizen or resident of the United States or to a partnership: Pro-

vided, That the Commissioner may authorize such tax to be deducted
and withheld in the case of interest upon any such bonds, mortgages,
deeds of trust, or other obligations, the owners of which are not
known to the withholding agent. uch deduction and withholding
shall not be required in the case of a citizen or resident entitled to
receive such interest, if he files with the withholding agent on or before

February 1 a signed notice In writing claiming the benefit of the

credits provided in subdivisions (c) and (d) of section 216; nor in
the case of a nonresident alien individual if so provided for in regu-
lations prescribed by the Commissioner under subdivision (g) of sec-

tion 217. Such deduction and withholding shall be at the rate of 1M2
per centum instead of at the rate of 2 per centum in the case of a citi-

zen or resident entitled to receive such interest if he files with the

withholding agent on or before February 1 a signed notice in writing
that his net income in excess of the credits provided in section 216 does
not exceed $4,000.

(c) Every person required to deduct and withhold any tax under

this section shall make return thereof on or before March 15 of each
year and shall on or before June 15 pay the tax to the official of the

United States Government authorized to receive it. Every such per-
son is hereby made liable for such tax and is hereby indemnified
against the claims and demands of any person for the amount of any

payments made in accordance with the provisions of this section.
(d) Income upon which any tax is required to be withheld at the

source under this section shall be included in the return of the re-

cipient of such income, but any amount of tax so withheld shall be
credited against the amount of income tax as computed in such return.

(e) If any tax required under this section to be deducted and with-
held is paid by the recipient of the income, it shall not be re-collected from

the withholding agent; nor in cases in which the tax is so paid shall
any penalty be imposed upon or collected from the recipient of the in-

come or the withholding agent for failure to return or pay the same,

unless such failure was fraudulent and for the purpose of evading
payment.
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ART. 361. Withholding tax at source.-In general, withholding is
required-

(a) Of a tax of 5 per cent in the case of fixed or determinable
annual or periodical income payable to a nonresident alien indi-
vidual or to a partnership not engaged in trade or business within
the United States and not having any office or place of bu ;ness
therein, and composed in whole or in part of nonresident alien indi-
viduals, except (1) dividends of a class allowed as a credit by section
216 (a) (2) interest on deposits with persons carrying on the bank-
ing business, paid to persons not engaged in business in the United
States and not having any office or place of business therein, and (3)
interest upon corporate bonds containing a tax-free covenant clause;

(b) Of a tax of 131/2 per cent in the case of fixed or determinable
annual or periodical income (with the exceptions just stated) paid
after 10.25 a. m., eastern standard time, February 26, 1926, to a
foreign corporation not engaged in trade or business within the
United States and not having any office or place of business therein
(see section 237) ; and

(c) Of a tax of 2 per cent in the case of interest payable to an
individual or a partnership, whether resident or nonresident, or to
a foreign corporation not engaged in trade or business within the
United States and not having any office or place of business therein,
upon bonds or other obligations of domestic or resident foreign
corporations containing a so-called tax-free covenant clause. A tax
of only 11/2 per cent instead of 2 per cent is required to be withheld
from such interest in the case of a citizen or resident if he files
with the withholding agent on or before February 1 a signed notice
in writing that his net income in excess of the credits to which he
is entitled under section 216 and articles 301-305 does not exceed
$4,000. Such notice shall be made on Form 1000A. If the owner
of bonds or other like obligations is unknown to the withholding
agent a tax of 2 per cent must be withheld from interest on so-
called tax-free covenant bonds, and a tax of 5 per cent must be
withheld from interest on all other bonds or securities. Bonds
issued under a trust deed containing a tax-free covenant are treated
as if they contained such a covenant. Where neither the bonds
nor the trust deeds given by the obligor to secure them contain a tax-
free covenant, supplemental agreements executed by the obligor
corporation and the trustee containing a tax-free covenant which
modify the original trust deeds to that extent are of the same effect
from the date of their proper execution as if they had been part of
the original deeds of trust, and the bonds from such date are subject
to the provisions of section 221 (b), provided appropriate authority
exists for the modification of the trust deeds in this manner. The
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authority must be contained in the original trust deeds, however, or
actually secured from the bondholders.

A foreign corporation having a fiscal agent or a paying agent in
this country is required to withhold a tax of 2 per cent upon the
interest on its tax-free covenant bonds, except that such withholding
is at the rate of 11/! per cent in the case of a citizen or resident filing
a notice as specified in (c) above. A debtor corporation having an
issue of bonds or other similar obligations may appoint a duly au-
thorized withholding agent to act in its behalf, provided notice
of such appointment is filed with the Commissioner of Internal
Revenue, Sorting Section, Washington, D. C., giving the name and
address of the withholding agent. Compensation paid to alien
residents of Canada or Mexico for personal services actually per-
formed in the United States is subject to the rates of normal tax
provided by section 210 (b). The benefit of such reduced rates may
be procured by a nonresident alien for withholding purposes only by
filing claim therefor on Form 1115 as provided in articles 316, 331,
and 372. (See also section 217(g). See further sections 200, 217,
237, and 256, and articles 1523, 311-317, 331, 601, and 1071-1080.)

ART. 362. Fixed or determinable annual or periodical income.-Only
fixed or determinable annual or periodical income is subject to
withholding. The statute specifically includes in such income,
interest, rent, salaries, wages, premiums, annuities, compensations,
remunerations, and emoluments. But other kinds of income may
be included, as for instance, royalties.

(a) Income is fixed when it is to be paid in amounts definitely pre-
determined. On the other hand, it is determinable whenever there
is a basis of calculation by which the amount to be paid may be ascer-
tained.

(b) The income need not be paid annually if it is paid periodi-
cally; that is to say, from time to time, whether or not at regular
intervals. That the length of time during which the payments are to
be made may be increased or diminished in accordance with some
one's will or with the happening of an event does not make the pay-
ments any the less determinable or periodical. A salesman working
by the month for a commission on sales which is paid or credited
monthly receives determinable periodical income. The income de-
rived from the sale in the United States of property, whether real
or personal, is not fixed or determinable annual or periodical income.

ART. 363. Exemption from withholding.-Withholding from interest
on bonds or other obligations containing a tax-free covenant shall
not be required in the case of a citizen or resident alien individual if
he files with the withholding agent when presenting interest coupons
for payment, or not later than February 1 following the taxable
year, an ownership certificate on Form 1001 claiming a personal

684T. D. 3922]
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exemption or credit for dependents. (See section 216 and articles
301-305.) To avoid inconvenience a resident alien individual should
file a certificate of residence on Form 1.078 with withholding agents,
who shall forward such certificates to the Commissioner with a
letter of transmittal. (See article 315.) The income of domestic
and resident foreign corporations is free from withholding. No
withholding from corporate dividends is required except from the
amount distributed as dividends by a corporation organized under
the China Trade Act, 1922, to-

(a) A nonresident alien individual other than a resident of China
at the time of such distribution;

(b) A partnership not engaged in trade or business within the
United States and not having any office or place of business therein,
composed in whole or in part of nonresident aliens (other than a
partnership having an office or place of business in China) ; or

(c) A foreign corporation (other than a corporation resident in
China) not engaged in trade or business within the United State3
and not having any office or place of business therein.

In the case of (a) and (b) the rate of withholding applicable is 5
per cent and in the case of (c) 131/ per cent. (See further sections
213 (b) (13) and 263.)

ART. 364. Exemption certificates of nonresident aliens.- (a) When
the gross income (including bond interest) of a nonresident alien,
which is derived from sources within the United States, does not
exceed the personal exemption of $1,500, and, in the case of a resi-
dent of Canada or Mexico, does not exceed the personal exemption
of $1,500 and the credit for dependents, an exemption certificate,
Form 1001 B, should be executed and filed with the withholding
agent, if any part of the gross income is derived from interest upon
bonds or similar obligations of a domestic corporation which con-
tain a tax-free covenant clause. The amount of tax due from the
withholding agent, as shown by Form 1013, should be reduced by
the amount of excess tax withheld. If the withholding agent has
paid the tax shown to be due on Form 1013 prior to the receipt of
Form 1001 B, a claim for refund of the excess tax paid may be filed
by the withholding agent. (See section 284 (f) and article 1302.)
If the tax has not been paid prior to the receipt of Forms 1001 B, the
withholding agent may file an amended return, Form 1013, accom-
panied by the exemption certificates, together with a request for
adjustment of its account. The collector will forward the return and
request to the Commissioner for action.

(b) When the gross income of a nonresident alien derived from
sources within the United States does not exceed the personal ex-
emption of $1,500, and in the case of a resident of Canada or -Mexico
does not exceed the personal exemption of $1,500 and the credit for

larry
Highlight

larry
Highlight

larry
Highlight

larry
Highlight



T. D. 3922]

dependents, such person may file with the withholding agent an
exemption certificate on Form 1001 C with respect to interest upon
bonds or similar obligations of a domestic corporation not contain-
ing a tax-free covenant clause. The debtor organization or with-
holding agent, upon receipt of such certificate properly filled in and
executed, shall release and pay over to the nonresident alien upon
demand any tax withheld during the preceding calendar year. The
amount of tax due from the withholding agent, as shown by Form
1013, should be reduced by the amount of excess tax withheld. The
adjustment of the amount of tax assessed against the withholding
agent will be made as provided in subdivision (a) of this article.
In case the tax so withheld has been paid to the Government, refund
of the tax withheld can be made only to the bond owner or his duly
authorized representative, who shall file a claim therefor on Form
843 accompanied with Forms 1001 C. In case the Forms 1001 C
are received after the tax has been paid to the Government by the
withholding agent, they should be returned to the individual or his
duly authorized representative with the advice that claim therefor
must be filed with the Government.

The exemption certificates, Forms 1001 B and 1001 C, properly
executed, may be filed with the debtor organization or its duly
authorized withholding agent at any time after the close of the
calendar year, but not later than June 1 of the succeeding year.
Ownership certificates, however, must be filed in connection with all
interest payments upon bonds and similar obligations of domestic
corporations in accordance with the regulations, notwithstanding the
fact that Form 1001 B or Form 1001 C is filed.

ART. 365. Ownership certificates for interest coupons.-The owners,
except domestic and resident corporations, of bonds or other obliga-
tions containing a tax-free covenant clause, issued by a domestic
or resident foreign corporation, when presenting interest coupons
for payment shall file a certificate of ownership for each issue of
bonds, showing the name and address of the debtor corporation, the
name and address of the owner of the bonds, the nature of the obli-
gations, the amount of interest and its due date, and the amount of
any tax withheld. in case of corporate bonds or similar obligations
not containing a tax-free covenant clause, no ownership certificates
are required unless the owner of such bonds is a nonresident alien
individual or fiduciary, a partnership not engaged in trade or busi-
ness within the United States and not having any office or place of
business therein, composed in whole or in part of nonresident aliens,
or a foreign corporation not engaged in trade or business within the
United States and not having any office or place of business therein.
Ownership certificates are required in the case of such bonds if
the owner is unknown to the withholding agent. Ownership certifi-
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cates need not be filed in the case of interest payments on bonds or
similar obligations of a State, Territory, or any political subdivision
thereof, or the District of Columbia; or securities issued under the
provisions of the Federal Farm Loan Act, or under the provisions
of such Act as amended; or the obligations of the United States
or its possessions. (See section 213 (b) (4) and articles 74-85.)
Ownership certificates are not required to be filed in connection
with interest payments on bonds or similar obligations issued by an

individual or a partnership, whether or not such obligations contain
a tax-free covenant clause. Ownership certificates need not be filed
by a nonresident alien individual or fiduciary, a partnership not
engaged in trade or business within the United States and not having
any office or place of business therein, composed in whole or in part
of nonresident aliens, or a foreign corporation not engaged in trade
or business within the United States and not having any office or
place of business therein, in connection with interest payments on
bonds or similar obligations of a resident foreign corporation or a
domestic corporation qualifying under section 217 (a) (1) (B).

Where in connection with the sale of its property, payment of the

bonds or other obligations of a corporation is assumed by the as-
signee, such assignee, whether an individual, partnership, corpora-
tion, or a State or political subdivision thereof, must deduct and
withhold such taxes as would have been required to be withheld by
the assignor had no such sale and transfer been made. As to owner-
ship certificates in the case of bonds of foreign countries or bonds of
nonresident foreign corporations, see article 1077.

ART. 366. Form of certificate where withholding required.-For the
purposes of article 365, Form 1000 shall be used-

(a) By citizens or residents of the United States when no per-
sonal exemption or credit is claimed against interest on bonds con-
taining a tax-free covenant, and by resident partnerships owning
such bonds (except that Form 1000 A may be used when tax is to be
withheld at the rate of 11/2 per cent as provided in article 361) ;

(b) By nonresident alien individuals, by partnerships composed
in whole or in part of nonresident aliens, not engaged in trade or
business within the United States and not having an office or place of
business therein, and by foreign corporations not engaged in trade or

business within the United States and not having any office or place
of business therein, whether or not such bonds contain a tax-free
covenant; and

(c) Where the owner is unknown to the withholding agent,
whether or not the bonds contain a tax-free covenant.

ART. 367. Form of certificate where no withholding required.-For
the purposes of article 365, Form 1001 shall be used by citizens or
residents of the United States when personal exemption or credit
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for dependents is claimed against interest on bonds containing a
tax-free covenant clause. In case a citizen or resident alien indi-
vidual receives interest on bonds containing a tax-free covenant
clause in excess of the amount of personal exemption which the
individual may claim, any such excess must be reported on Form
1000, or Form 1000 A, as the case may be. A citizen or a resident
alien individual or a resident partnership is not required to file an
ownership certificate in connection with interest on bonds or similar
obligations not containing a tax-free covenant clause.

ART. 368. Interest coupons without ownership certificates.-When in-
terest coupons are received unaccompanied by certificates of owner-
ship, unless the first bank be satisfied that the owner is a citizen of
the United States or a resident individual, fiduciary, partnership,
or corporation, the first bank shall require of the payee a statement
showing the name and address of the payee, the name and address of
the debtor corporation, the date of the maturity of the interest, the
name and address of the person from whom the coupons were re-
ceived, the amount of the interest, and a statement that the owner
of the bonds is unknown to the payee. Such statement shall be
forwarded to the Commissioner with the monthly return on Form
1012. The first bank receiving such coupons shall also prepare a
certificate on Form 1000, crossing out "owner" and inserting
"payee " and entering the amount of interest on line 4, and shall
stamp or write across the face of the certificate "Statement fur-
nished," adding the name of the bank.

ART. 369. Interest on registered bonds.-Ownership certificates are
required in connection with interest on registered bonds, as in the
case of coupon bonds, if such bonds contain a tax-free covenant
clause or if such bonds are owned by a nonresident alien (individual
or fiduciary), a partnership not engaged in trade or business within
the United States and not having any office or place of business
therein, composed in whole or in part of nonresident aliens, or a
foreign corporation having no office or place of business within the
United States and not engaged in trade or business therein. If own-
ership certificates are not furnished by the owner of the bonds, such
certificates must be prepared by the debtor corporation or its with-
holding agent.

(a) If the bonds contain a tax-free covenant clause, ownership
certificates must be prepared on Form 1000 for the following classes
of bondholders: Citizens or residents of the United States (indi-
vidual or fiduciary), nonresident aliens (individual or fiduciary),
partnerships, whether foreign or domestic, and foreign corporations
having no office or place of business within the United States and
not engaged in trade or business therein.
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(b) If the bonds do not contain a tax-free covenant clause Form
1000 shall be prepared in the case of nonresident aliens (individual
or fiduciary), partnerships not engaged in trade or business within
the United States and not having any office or place of business
therein, composed in whole or in part of nonresident aliens, and
foreign corporations not engaged in trade or business within the
United States and not having any office or place of business therein.
Whether or not registered bonds contain a tax-free covenant clause,
no ownership certificate is required in connection with registered
bonds owned by domestic or resident corporations.

ART. 370. Return of tax withheld.- (a) Every withholding agent
shall make an annual return of the tax withheld from interest on
corporate bonds or other obligations on or before March 15 on Form
1013. This return need not be executed in duplicate and should be
filed with the collector for the district in which the withholding
agent is located. The withholding agent shall also make a monthly
return on Form 1012 on or before the 20th day of the month follow-
ing that for which the return is made. The ownership certificates,
Forms 1000, 1000 A, and 1001, must be forwarded to the Commis-
sioner with the monthly return, which need not be executed in
duplicate. Form 1001, however, need not be listed on the return.

(b) Every person required to deduct and withhold any tax from
income other than such bond interest shall make an annual return
thereof to the collector on or before March 15 on Form 1042, show-
ing the amount of tax required to be withheld for each nonresident
alien (individual or fiduciary), partnership not engaged in trade or
business in the United States and not having an office or place of
business therein, composed in whole or in part of nonresident
aliens, or foreign corporation not engaged in trade or business
within the United States and not having any office or place of busi-
ness therein, to whom income other than bond interest was paid
during the previous taxable year. Form 1042 (no duplicate nec-
essary) should be filed with the collector for the district in which
the withholding agent is located. In every case of both classes
the tax withheld must be paid on or before June 15 of each year
to the collector. For penalties attaching upon failure to make such
returns or such payment, see sections 276 and 1114, section 3176 of
the Revised Statutes as amended, and articles 446, 1261, and 1361.

ART. 371. Release of excess tax withheld from income paid to aliens
other than residents of a contiguous country.-The withholding pro-
visions of section 221 (a) of the Revenue Act of 1926 apply to pay-
ments made after 10.25 a. m., eastern standard time, February 26,
1926.

During 1925, and during 1926 prior to the passage of the Revenue
Act of 1926 withholding was required at the rates imposed by the
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Revenue Act of 1924. Therefore, with respect to income subject
to the provisions of section 221 (a), withholding agents were re-
quired to withhold at the rate of 6 per cent. Any sum withheld for
tax since December 31, 1924, in excess of the amount required to be
withheld under section 221 (a) of the Revenue Act of 1926 (except
compensation for services performed within the United States by
aliens who are residents of a contiguous country, as to which see
article 372), shall be released by the withholding agent and paid
over to the person from whom it was withheld or his proper repre-
sentative. In order to reconcile the discrepancy between the aggre-
gate amount of tax as shown by the monthly returns, Form 1012, and
the annual return, Form 1013, required to be filed after the close of
the calendar year 1925, an itemized statement showing names,
addresses, and amounts refunded should be attached to the annual
return, Form 1013. It will be unnecessary to make any reference on
Form 1042 to the refund of excess tax withheld from the income
reported on such return.

ART. 372. Release of excess tax withheld from compensation paid alien
residents of a contiguous country.-Any sum withheld for tax since
December 31, 1924, from the compensation paid aliens who are
residents of Canada or Mexico for services rendered within the
United States which exceeds the amount of the tax imposed by
section 210 (b) shall be released to such alien by the employer.
Such tax, however, may only be released by the employer if the
nonresident alien files a properly executed Form 1115 establishing
the fact that he is a resident of Canada or Mexico. If Form 1115
has already been filed by the alien during the year 1925, it will be
unnecessary to file another form in order that the total amount of
the excess tax may be released and paid over to him.

ART. 373. Ownership certificates in the case of fiduciaries and joint
owners.-When fiduciaries have the control and custody of more than
one estate or trust, and such estates and trusts have as assets bonds of
corporations and other securities, a certificate of ownership shall be
executed for each estate or trust, regardless of the fact that the
bonds are of the same issue. When bonds are owned jointly by two
or more persons, a separate ownership certificate must be executed
in behalf of each of the owners.

Airr. 374. Return of income from which tax withheld.-The entire
amount of the income from which the tax was withheld shall be in-
cluded in gross income without deduction for such payment of the
tax. But any tax actually so withheld shall be credited against the
total tax as computed in the taxpayer's return. (See article 31.) If
the tax is paid by the recipient of the income or by the withholding
agent it shall not be re-collected from the other, regardless of the
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original liability therefor, and in such event no penalty will be as-
serted against either person for failure to return or pay the tax
where no fraud or purpose to evade payment is involved.

CREDIT FOR TAXES IN CASE OF INDIVIDUALS

SEc. 222. (a) The tax computed under Parts I and II of this title
shall be credited with:

(1) In the case of a citizen of the United States the amount of any
income, war-profits and excess-profits taxes paid or accrued during
the taxable year to any foreign country or to any possession of the
United States; and

(2) In the case of a resident of the United States, the amount of
any such taxes paid or accrued during the taxable year to any pos-
session of the United States; and

(3) In the case of an alien resident of the United States, the amount
of any such taxes paid or accrued during the taxable year to any for-
eign country, if the foreign country of which such alien resident is a
citizen or subject, in imposing such taxes, allows a similar credit to
citizens of the United States residing in such country; and

(4) In the case of any such individual who is a member of apart-
nership or a beneficiary of an estate or trust, his proportionate share
of such taxes of the partnership or the estate or trust paid or accrued
during the taxable year to a foreign country or to any possession of
the United States, as the case may be.

(5) The above credits shall not be allowed in the case of a citizen
entitled to the benefits of section 262; and in no other case shall the
amount of credit taken under this subdivision exceed the same propor-
tion of the tax (col 'puted on the basis of the taxpayer's net income
without the deduction of any income, war-profits, or excess-profits tax
any part of which may be allowed to him as a credit by this section),
against which such credit is taken, which the taxpayer's net income
(computed without the deduction of any such income, war-profits;
or excess-profits tax) from sources without the United States bears
to his entire net income (computed without such deduction) for the
same taxable year.

(b) If accrued taxes when paid differ from the amounts claimed as
credits by the taxpayer, or if any tax paid is refunded in whole or in
part, the taxpayer shall notify the Commissioner, who shall redeter-
mine the amount of the tax due under Parts I and II of this title for
the year or years affected, and the amount of tax due upon such rede-
termination, if any, shall be paid by the taxpayer upon notice and
demand by the collector, or the amount of tax overpaid, if any, shall
be credited or refunded to the taxpayer in accordance with the pro-
visions of section 284. In the case of such a tax accrued but not paid,
the Commissioner as a condition precedent to the allowance of this
credit may require the taxpayer to give a bond with sureties satis-
factory to and to be approved by the Commissioner in such sum as
the Commissioner may require, conditioned upon the payment by the
taxpayer of any amount of tax found due upon any such redetermina-
tion; and the bond herein prescribed shall contain such further con-
ditions as the Commissioner may require.

(c) The credits provided for in subdivision (a) of this section may,
at the option of the taxpayer and irrespective of the method of
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SEVENTIETH  CONGRESS.    SESS.  I.    CH.  852.    1928. 791
CHAP. 852.—An Act To reduce and equalize taxation, provide revenue, and 

for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act, 
divided into titles and sections according to the following Table 
of Contents, may be cited as the " Revenue Act of 1928 ": 

TABLE OF CONTENTS 
TITLE I—INCOME TAX 

SUBTITLE A—INTRODUCTORY PROVISIONS 
Sec. 1. Application of title. 
Sec. 2. Cross  references. 
Sec. 3. Classification of provisions. 
Sec. 4. Special classes of taxpayers. 

SUBTITLE  B—GENERAL PROVISIONS 
PART I—RATES OF TAX 

Sec. 11. Normal tax on individuals. 
Sec. 12. Surtax on individuals. 
Sec. 13. Tax on corporations. 
Sec. 14. Taxable period embracing years with different laws. 

PART II—COMPUTATION OF NET INCOME 
Sec. 21. Net income. 
Sec. 22. Gross income. 
Sec. 23. Deductions from gross income. 
Sec. 24. Items not deductible. 
Sec. 25. Credits of individual against net income. 
Sec. 26. Credits of corporation against net income. 

PAST III—CREDITS AGAINST TAX 
Sec. 31. Earned income credit. 
Sec. 32. Taxes of foreign countries and possessions of United States. 
Sec. 33. Taxes withheld at source. 
Sec. 34. Erroneous payments. 
PART IV—ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

Sec. 41. General rule. 
Sec. 42. Period in which items of gross income included. 
Sec. 43. Period for which deductions and credits taken. 
Sec. 44. Installment basis. 
Sec. 45. Allocation of income and deductions. 
Sec. 46. Change of accounting period. 
Sec. 47. Returns for a period of less than twelve months. 
Sec. 48. Definitions. 

PART V—RETURNS AND PAYMENT OF TAX 
Sec. 51. Individual returns. 
Sec. 52. Corporation returns. 
Sec. 53. Time and place for filing returns. 
Sec. 54. Records and special returns. 
Sec. 55. Publicity of returns. 
Sec. 56. Payment of tax. 
Sec. 57. Examination of return and determination of tax. 
Sec. 58. Additions to tax and penalties. 
Sec. 59. Administrative proceedings. 

PART VI—MISCELLANEOUS PROVISIONS 
Sec. 61. Laws made applicable. 
Sec. 62. Rules and regulations. 
Sec. 63. Taxes in lieu of taxes under 1926 Act. 
Sec. 64. Short title. 
Sec. 65. Effective date of title. 
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$7,860 upon net incomes of $80,000; and upon net incomes in 

excess of $80,000 and not in excess of $100,000, 19 per centum in 
addition of such excess. 

$11,660 upon net incomes of $100,000; and upon net incomes in 
excess of $100,000, in addition 20 per centum of such excess. 

(b) Sale of mines and oil or gas wells.—For limitation of surtax 
attributable to sale of mines and oil or gas wells, see section 102. 

(c) Capital net gains and losses.—For rate and computation of tax 
in lieu of normal and surtax in case of net incomes of not less 
than $30,000, approximately, or in case of net incomes, excluding 
items of capital gain, capital loss, and capital deductions, of not less 
than $30,000, approximately, see section 101. 

(d) Evasion of surtaxes by incorporation.—For tax on corpora- 
tions which accumulate surplus to evade surtax on stockholders, see 
section 104. 
SEC. 13.  TAX ON CORPORATIONS. 

(a) Rate of tax.—There shall be levied, collected, and paid for 
each taxable year upon the net income of every corporation, a tax of 
12 per centum of the amount of the net income in excess of the 
credits against net income provided in section 26. 

(b) Exempt corporations.—For corporations exempt from tax, 
see section 103. 

(e) Improper accumulation of surplus.—For tax on corporations 
which accumulate surplus to evade surtax on stockholders, see 
section 104. 
SEC. 14.  TAXABLE  PERIOD  EMBRACING  YEARS  WITH  DIFFER- 

ENT  LAWS. 

If a taxable period embraces portions of two calendar years for 
which the laws are different, the tax shall be computed as provided 
in section 105. 

PART II—COMPUTATION OF NET INCOME 
SEC. 21.  NET INCOME. 

"Net income" means the gross income computed under section 22, 
less the deductions allowed by section 23. 
SEC. 22.  GROSS INCOME. 

(a) General definition.—"Gross income" includes gains, profits, 
and income derived from salaries, wages, or compensation for 
personal service, of whatever kind and in whatever form paid, or 
from professions, vocations, trades, businesses, commerce, or sales, 
or dealings in property, whether real or personal, growing out of the 
ownership or use of or interest in such property; also from interest, 
rent, dividends, securities, or the transaction of any business carried 
on for gain or profit, or gains or profits and income derived from any 
source whatever. 

(b) Exclusions from gross income.—The following items shall not 
be included in gross income and shall be exempt from taxation 
under this title: 

(1) LIFE INSURANCE.—Amounts received under a life insur- 
ance contract paid by reason of the death of the insured, 
whether in a single sum or in installments (but if such amounts 
are held by the insurer under an agreement to pay interest 
thereon, the interest payments shall be included in gross 
income); 

(2) ANNUITIES, ETC.—Amounts received (other than amounts 
paid by reason of the death of the insured and interest payments 
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PART III—CREDITS AGAINST TAX 

SEC. 31.  EARNED INCOME CREDIT. 

(a) Definitions.—For the purposes of this section— 
(1) "Earned income" means wages, salaries, professional fees, 

and other amounts received as compensation for personal services 
actually rendered, but does not include that part of the com- 
pensation derived by the taxpayer for personal services rendered 
by him to a corporation which represents a distribution of earn- 
ings or profits rather than a reasonable allowance as compensa- 
tion for the personal services actually rendered. In the case of 
a taxpayer engaged in a trade or business in which both personal 
services and capital are material income producing factors, a 
reasonable allowance as compensation for the personal services 
actually rendered by the taxpayer, not in excess of 20 per 
centum of his share of the net profits of such trade or business, 
shall be considered as earned income. 

(2) "Earned income deductions" means such deductions as 
are allowed by section 23 for the purpose of computing net 
income, and are properly allocable to or chargeable against 
earned income. 

(3) "Earned net income" means the excess of the amount of 
the earned income over the sum of the earned income deductions. 
If the taxpayer's net income is not more than $5,000, his entire 
net income shall be considered to be earned net income, and if 
his net income is more than $5,000, his earned net income shall 
not be considered to be less than $5,000. In no case shall the 
earned net income be considered to be more than $30,000. 

(b) Allowance of credit.—In the case of an individual the tax 
shall be credited with 25 per centum of the amount of tax which 
would be payable if his earned net income constituted his entire net 
income; but in no case shall the credit allowed under this subsection 
exceed 25 per centum of his normal tax plus 25 per centum of the 
surtax which would be payable if his earned net income constituted 
his entire net income. This credit shall be in addition to all other 
credits against the tax. 
SEC. 32.  TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF 

UNITED STATES. 

The amount of income, war-profits, and excess-profits taxes 
imposed by foreign countries or possessions of the United States 
shall be allowed as a credit against the tax, to the extent provided 
in section 131. 
SEC. 33.  TAXES WITHHELD AT SOURCE. 

The amount of tax withheld at the source under section 144 shall 
be allowed as a credit against the tax. 
SEC. 34.  ERRONEOUS PAYMENTS. 

(a) Credit for overpayments.—For credit against the tax of overpay- 
ments of taxes imposed by this title for other taxable years, see section 
322. 

(b) Fiscal year ending in 1928.—For credit against the tax of 
amounts of tax paid for a fiscal year beginning in 1927 and ending 
in 1928, see section 132. 
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(g) Allocation of income and deductions.—For allocation of 

income and deductions of related trades or businesses, see section 45. 
SEC. 143.  FIDUCIARY RETURNS. 

(a) Requirement of return.—Every fiduciary (except a receiver 
appointed by authority of law in possession of part only of the prop- 
erty of an individual) shall make under oath a return for any of 
the following individuals, estates, or trusts for which he acts, stating 
specifically the items of gross income thereof and the deductions and 
credits allowed under this title— 

(1) Every individual having a net income for the taxable 
year of $1,500 or over, if single, or if married and not living 
with husband or wife; 

(2) Every individual having a net income for the taxable 
year of $3,500 or over, if married and living with husband or 
wife; 

(3) Every individual having a gross income for the taxable 
year of $5,000 or over, regardless of the amount of his net 
income; 

(4) Every estate or trust the net income of which for the tax- 
able year is $1,500 or over; 

(5) Every estate or trust the gross income of which for the 
taxable year is $5,000 or over, regardless of the amount of the 
net income; and 

(6) Every estate or trust of which any beneficiary is a non- 
resident alien. 

(b) Joint fiduciaries.—Under such regulations as the Commis- 
sioner with the approval of the Secretary may prescribe a return 
made by one of two or more joint fiduciaries and filed in the office 
of the collector of the district where such fiduciary resides shall be 
sufficient compliance with the above requirement. Such fiduciary 
shall make oath (1) that he has sufficient knowledge of the affairs 
of the individual, estate or trust for which the return is made, to 
enable him to make the return, and (2) that the return is, to the 
best of his knowledge and belief, true and correct. 

(c) Law applicable to fiduciaries.—Any fiduciary required to 
make a return under this title shall be subject to all the provisions 
of law which apply to individuals. 
SEC. 144.  WITHHOLDING OF TAX AT SOURCE. 

(a) Tax-free covenant bonds.— 
(1) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 

mortgages, or deeds of trust, or other similar obligations of a 
corporation contain a contract or provision by which the obligor 
agrees to pay any portion of the tax imposed by this title upon 
the obligee, or to reimburse the obligee for any portion of the 
tax, or to pay the interest without deduction for any tax 
which the obligor may be required or permitted to pay thereon, 
or to retain therefrom under any law of the United States, 
the obligor shall deduct and withhold a tax equal to 2 per centum 
of the interest upon such bonds, mortgages, deeds of trust, 
or other obligations, whether such interest is payable annually 
or at shorter or longer periods, if payable to an individual, a 
partnership, or a foreign corporation not, engaged in trade or 
business within the United States and not having any office or 
place of business therein: Provided, That if the liability assumed 
by the obligor does not exceed 2 per centum of the interest, 
then the deduction and withholding shall, after the date of the 
enactment of this Act, be at the following rates: (A) 5 per 
centum in the case of a nonresident alien individual, or of 
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any partnership not engaged in trade or business within the 
United States and not having any office or place of business 
therein and composed in whole or in part of nonresident aliens, 
(B) 12 per centum in the case of such a foreign corporation, 
and (C) 2 per centum in the case of other individuals and 
partnerships: Provided further, That if the owners of such 
obligations are not known to the withholding agent the Com- 
missioner may authorize such deduction and withholding to 
be at the rate of 2 per centum, or, if the liability assumed by 
the obligor does not exceed 2 per centum of the interest, then 
at the rate of 5 per centum. 

(2) BENEFIT OF CREDITS AGAINST NET INCOME.—Such deduc- 
tion and withholding shall not be required in the case of a 
citizen or resident entitled to receive such interest, if he files 
with the withholding agent on or before February 1 a signed 
notice in writing claiming the benefit of the credits provided 
in section 25 (c) and (d); nor in the case of a nonresident alien 
individual if so provided for in regulations prescribed by the 
Commissioner under section 215. 

(3) WITHHOLDING AT LOWER RATE.—Such deduction and with- 
holding shall be at the rate of 1½ per centum instead of at the 
rate of 2 per centum in the case of a citizen or resident entitled 
to receive such interest if he files with the withholding agent on 
or before February 1 a signed notice in writing that his net 
income in excess of the credits against net income provided in 
section 25 does not exceed $4,000. 

(4) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this 
title, or any other tax paid pursuant to the tax-free covenant 
clause, nor shall such tax be included in the gross income of the 
obligee. 

(b) Nonresident aliens.—All persons, in whatever capacity 
acting, including lessees or mortgagors of real or personal property, 
fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment of 
interest (except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business in the 
United States and not having an office or place of business therein), 
rent, salaries, wages, premiums, annuities, compensations, remu- 
nerations, emoluments, or other fixed or determinable annual or 
periodical gains, profits, and income, of any nonresident alien indi- 
vidual, or of any partnership not engaged in trade or business within 
the United States and not having any office or place of business 
therein and composed in whole or in part of nonresident aliens, 
(other than income received as dividends of the class allowed as a 
credit by section 25(a)) shall (except in the cases provided for in 
subsection (a) of this section and except as otherwise provided in 
regulations prescribed by the Commissioner under section 215) 
deduct and withhold from such annual or periodical gains, profits, 
and income a tax equal to 5 per centum thereof: Provided, That 
the Commissioner may authorize such tax to be deducted and with- 
held from the interest upon any securities the owners of which are 
not known to the withholding agent. 

(c) Return and payment.—Every person required to deduct and 
withhold any tax under this section shall make return thereof on or 
before March 15 of each year and shall on or before June 15, in lieu 
of the time prescribed in section 56, pay the tax to the official of 
the 
United States Government authorized to receive it. Every such 
person is hereby made liable for such tax and is hereby indemnified 
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against the claims and demands of any person for the amount of 
any payments made in accordance with the provisions of this 
section. 

(d) Income of recipient.—Income upon which any tax is 
required to be withheld at the source under this section shall be 
included in the return of the recipient of such income, but any 
amount of tax so withheld shall be credited against the amount of 
income tax as computed in such return. 

(e) Tax paid by recipient.—If any tax required under this 
section to be deducted and withheld is paid by the recipient of the 
income, it shall not be re-collected from the withholding agent; nor 
in cases in which the tax is so paid shall any penalty be imposed 
upon or collected from the recipient of the income or the withholding 
agent for failure to return or pay the same, unless such failure was 
fraudulent and for the purpose of evading payment. 

(f) Refunds and credits.—Where there has been an overpayment 
of tax under this section any refund or credit made under the pro- 
visions of section 322 shall be made to the withholding agent unless 
the amount of such tax was actually withheld by the withholding 
agent. 
SEC. 145.  PAYMENT OF CORPORATION INCOME TAX AT SOURCE. 

In the case of foreign corporations subject to taxation under this 
title not engaged in trade or business within the United States and 
not having any office or place of business therein, there shall be 
deducted and withheld at the source in the same manner and upon 
the same items of income as is provided in section 144 a tax equal to 
13½ per centum thereof in respect of all payments of income made 
before the enactment of this Act, and equal to 12 per centum 
thereof in respect of all payments of income made after the enact- 
ment of this Act, and such tax shall be returned and paid in the 
same manner and subject to the same conditions as provided in that 
section: Provided, That in the case of interest described in sub- 
section (a) of that section (relating to tax-free covenant bonds) the 
deduction and withholding shall be at the rate specified in such 
subsection. 
SEC. 146.  PENALTIES. 

(a) Any person required under this title to pay any tax, or 
required by law or regulations made under authority thereof to make 
a return, keep any records, or supply any information, for the 
purposes of the computation, assessment, or collection of any tax 
imposed by this title, who willfully fails to pay such tax, make such 
return, keep such records, or supply such information, at the time 
or times required by law or regulations, shall, in addition to other 
penalties provided by law, be guilty of a misdemeanor and, upon 
conviction thereof, be fined not more than $10,000, or imprisoned 
for not more than one year, or both, together with the costs of 
prosecution. 

(b) Any person required under this title to collect, account for, 
and pay over any tax imposed by this title, who willfully fails to 
collect or truthfully account for and pay over such tax, and any 
person who willfully attempts in any manner to evade or defeat 
any tax imposed by this title or the payment thereof, shall, in 
addition to other penalties provided by law, be guilty of a felony 
and, upon conviction thereof, be fined not more than $10,000, or 
imprisoned for not more than five years, or both, together with the 
costs of prosecution. 

(c) The term "person" as used in this section includes an officer 
or employee of a  corporation or a member or employee of a partner- 
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ship, who as such officer, employee, or member is under a duty to 
perform the act in respect of which the violation occurs. 
SEC. 147.  CLOSING BY COMMISSIONER OF TAXABLE YEAR. 

(a) Tax in jeopardy.—If the Commissioner finds that a taxpayer 
designs quickly to depart from the United States or to remove his 
property therefrom, or to conceal himself or his property therein, 
or to do any other act tending to prejudice or to render wholly or 
partly ineffectual proceedings to collect the tax for the taxable year 
then last past or the taxable year then current unless such proceed- 
ings be brought without delay, the Commissioner shall declare the 
taxable period for such taxpayer immediately terminated and shall 
cause notice of such finding and declaration to be given the taxpayer, 
together with a demand for immediate payment of the tax for the 
taxable period so declared terminated and of the tax for the preced- 
ing taxable year or so much of such tax as is unpaid, whether or not 
the time otherwise allowed by law for filing return and paying the 
tax has expired; and such taxes shall thereupon become immediately 
due and payable. In any proceeding in court brought to enforce 
payment of taxes made due and payable by virtue of the provisions 
of this section the finding of the Commissioner, made as herein 
provided, whether made after notice to the taxpayer or not, shall be 
for all purposes presumptive evidence of the taxpayer's design. 

(b) Security for payment.—A taxpayer who is not in default 
in making any return or paying income, war-profits, or excess-profits 
tax under any Act of Congress may furnish to the United States, 
under regulations to be prescribed by the Commissioner, with the 
approval of the Secretary, security approved by the Commissioner 
that he will duly make the return next thereafter required to be filed 
and pay the tax next thereafter required to be paid. The Com- 
missioner may approve and accept in like manner security for return 
and payment of taxes made due and payable by virtue of the pro- 
visions of this section, provided the taxpayer has paid in full all 
other income, war-profits, or excess-profits taxes due from him under 
any Act of Congress. 

(c) Same—exemption from section.—If security is approved and 
accepted pursuant to the provisions of this section and such fur- 
ther or other security with respect to the tax or taxes covered thereby 
is given as the Commissioner shall from time to time find necessary 
and require, payment of such taxes shall not be enforced by any pro- 
ceedings under the provisions of this section prior to the expiration 
of the time otherwise allowed for paying such respective taxes. 

(d) Citizens.—In the case of a citizen of the United States or of 
a possession of the United States about to depart from the United 
States the Commissioner may, at his discretion, waive any or all of 
the requirements placed on the taxpayer by this section. 

(e) Departure of alien.—No alien shall depart from the United 
States unless he first procures from the collector or agent in charge 
a certificate that he has complied with all the obligations imposed 
upon him by the income, war-profits, and excess-profits tax laws. 

(f) Addition to tax.—If a taxpayer violates or attempts to vio- 
late this section there shall, in addition to all other penalties, be 
added as part of the tax 25 per centum of the total amount of the 
tax or deficiency in the tax, together with interest at the rate of 1 
per centum a month from the time the tax became due. 
SEC. 148.  INFORMATION AT SOURCE. 

(a) Payments of $1,500 or more.—All persons, in whatever capac- 
ity acting, including lessees or mortgagors of real or personal prop- 
erty, fiduciaries, and employers, making payment to another person, 
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of interest, rent, salaries, wages, premiums, annuities, compensations, 
remunerations, emoluments, or other fixed or determinable gains, 
profits, and income (other than payments described in section 149(a) 
or 150), of $1,500 or more in any taxable year, or, in the case of such 
payments made by the United States, the officers or employees of the 
United States having information as to such payments and required 
to make returns in regard thereto by the regulations hereinafter 
provided for, shall render a true and accurate return to the Com- 
missioner, under such regulations and in such form and manner and 
to such extent as may be prescribed by him with the approval of the 
Secretary, setting forth the amount of such gains, profits, and income, 
and the name and address of the recipient of such payment. 

(b) Returns regardless of amount of payment.—Such returns 
may be required, regardless of amounts, (1) in the case of payments 
of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of 
items (not payable in the United States) of interest upon the bonds 
of foreign countries and interest upon the bonds of and dividends 
from foreign corporations by persons undertaking as a matter of 
business or for profit the collection of foreign payments of such 
interest or dividends by means of coupons, checks, or bills of 
exchange. 

(c) Recipient to furnish name and address.—When necessary 
to make effective the provisions of this section the name and address 
of the recipient of income shall be furnished upon demand of the 
person paying the income. 

(d) Obligations of United States.—The provisions of this sec- 
tion shall not apply to the payment of interest on obligations of the 
United States. 
SEC. 149.  INFORMATION BY CORPORATIONS. 

(a) Dividend payments.—Every corporation subject to the tax 
imposed by this title shall, when required by the Commissioner, 
render a correct return, duly verified under oath, of its payments of 
dividends, stating the name and address of each shareholder, the num- 
ber of shares owned by him, and the amount of dividends paid to 
him. 

(b) Profits of taxable year declared as dividends.—There shall 
be included in the return or appended thereto a statement of 
such facts as will enable the Commissioner to determine the por- 
tion of the earnings or profits of the corporation (including gains, 
profits and income not taxed) accumulated during the taxable year 
for which the return is made, which have been distributed or ordered 
to be distributed, respectively, to its shareholders during such year. 

(c) Accumulated gains and profits.—When requested by the Com- 
missioner, or any collector, every corporation shall forward to him 
a correct statement of accumulated gains and profits and the names 
and addresses of the individuals or shareholders who would be 
entitled to the same if divided or distributed, and of the amounts 
that would be payable to each. 
SEC. 150.  RETURNS OF BROKERS. 

Every person doing business as a broker shall, when required by 
the Commissioner, render a correct return duly verified under oath, 
under such rules and regulations as the Commissioner, with the 
approval of the Secretary, may prescribe, showing the names of cus- 
tomers for whom such person has transacted any business, with 
such details as to the profits, losses, or other information which the 
 

larry
Highlight

larry
Highlight

larry
Highlight



SEVENTIETH  CONGRESS.    SESS.  I.    CH.  852.    1928. 847
Supplement H—Nonresident Alien Individuals 

SEC. 211.  NORMAL TAX. 

(a) General rule.—In the case of a nonresident alien individual 
who is not a resident of a contiguous country, the normal tax shall 
be 5 per centum of the amount of the net income in excess of the 
credits against net income allowed to such individual. 

(b) Aliens resident in contiguous countries.—In the case of an 
alien individual resident in a contiguous country, the normal tax 
shall be an amount equal to the sum of the following: 

(1) 1½ per centum of the amount by which the part of the net 
income attributable to wages, salaries, professional fees, or 
other 
amounts received as compensation for personal services actually 
performed in the United States, exceeds the personal exemption 
and credit for dependents; but the amount taxable at such 1½ 
per centum rate shall not exceed $4,000; 

(2) 3 per centum of the amount by which such part of the net 
income exceeds the sum of (A) the personal exemption and 
credit for dependents, plus (B) $4,000; but the amount taxable 
at such 3 per centum rate shall not exceed $4,000; and 

(3) 5 per centum of the amount of the net income in excess of 
the sum of (A) the amount taxed under paragraphs (1) and (2) 
of this subsection plus (B) the total credits against net income 
allowed to such individual. 

(c) In lieu of normal tax under section 11.—The tax imposed 
by this section shall be in lieu of the normal tax imposed by 
section 11. 
SEC. 212.  GROSS INCOME. 

(a) General rule.—In the case of a nonresident alien individual 
gross income includes only the gross income from sources within the 
United States. 

(b) Ships under foreign flag.—The income of a nonresident alien 
individual which consists exclusively of earnings derived from 
the operation of a ship or ships documented under the laws of a 
foreign country which grants an equivalent exemption to citizens of 
the United States and to corporations organized in the United States, 
shall not be included in gross income and shall be exempt from 
taxation under this title. 
SEC. 213.  DEDUCTIONS. 

(a) General rule.—In the case of a nonresident alien individual 
the deductions shall be allowed only if and to the extent that they 
are connected with income from sources within the United States; 
and the proper apportionment and allocation of the deductions with 
respect to sources of income within and without the United States 
shall be determined as provided in section 119, under rules and 
regulations prescribed by the Commissioner with the approval of 
the Secretary. 

(b) Losses.— 
(1) The deduction, for losses not connected with the trade or 

business if incurred in transactions entered into for profit, 
allowed by section 23 (e) (2) shall be allowed whether or not 
connected with income from sources within the United States, 
but only if the profit, if such transaction had resulted in a profit, 
would be taxable under this title. 

(2) The deduction for losses of property not connected with 
the trade or business if arising from certain casualties or theft, 
allowed by section 23 (e) (3), shall be allowed whether or not 
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[CHAPTER 207.] 
AN ACT 

To authorize transfer of the abandoned Indian-school site and building at Zeba, 
Michigan, to the L'Anse Band of Lake Superior Indians. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the Secretary 
of the Interior be, and he is hereby, authorized to convey by deed, 
without cost, to the L'Anse Band of Lake Superior Indians for 
community meetings and other like purposes, the abandoned Indian- 
school site and improvements thereon located at Zeba, Michigan, 
embracing approximately three-fourths of an acre of land within 
the east half of southeast quarter of southwest quarter of northwest 
quarter of section 19, township 51 north, range 32 west. Michigan 
meridian: Provided, That said conveyance shall be made to three 
members of the band duly elected by said Indians as trustees for the 
band and their successors in office. 

Approved, June 6, 1932. 

[CHAPTER 208.] 
AN ACT 

To authorize the exchange of a part of the Rapid City Indian School land for 
a part of the Pennington County Poor Farm, South Dakota. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the Secretary 
of the Interior be, and he is hereby, authorized to exchange, under 
such rules and regulations as he may prescribe, an irregular tract 
of eighty-four and four-tenths acres, more or less, of the Rapid City 
Indian School land, located in the northwest quarter section 3, town- 
ship 1 north, range 7 east of the Black Hills meridian, South Dakota, 
for thirty-eight and nine one-hundredths acres, more or less, of the 
Pennington County Poor Farm, in the adjoining north half of the 
southwest quarter of the same section, including all improvements 
thereon; transfer of title to the Indian School reserve land to be 
accomplished by deed. 

Approved, June 6, 1932. 

[CHAPTER 209.] 
AN ACT 

To provide revenue, equalize taxation, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act, 
divided into titles and sections according to the following Table of 
Contents, may be cited as the "Revenue Act of 1932": 

TABLE OF CONTENTS 
TITLE I—INCOME TAX 

SUBTITLE A—INTRODUCTORY PROVISIONS 
Sec. 1. Application of title. 
Sec. 2. Cross references. 
Sec. 3. Classification of provisions. 
Sec. 4. Special classes of taxpayers. 

SUBTITLE B—GENERAL PROVISIONS 
PART I—RATES OF TAX 

Sec. 11. Normal tax on individuals. 
Sec. 12. Surtax on individuals. 
Sec. 13. Tax on corporations. 
Sec. 14. Taxable period embracing years with different laws. 
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sufficient compliance with the above requirement. Such fiduciary 
shall make oath (1) that he has sufficient knowledge of the affairs 
of the individual, estate, or trust for which the return is made, to 
enable him to make the return, and (2) that the return is, to the best 
of his knowledge and belief, true and correct. 

(c) LAW APPLICABLE TO FIDUCIARIES.—Any fiduciary required to 
make a return under this title shall be subject to all the provisions 
of law which apply to individuals. 
SEC. 143. WITHHOLDING OF TAX AT SOURCE. 

(a) TAX-FREE COVENANT BONDS.— 
(1) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 

mortgages, or deeds of trust, or other similar obligations of a 
corporation contain a contract or provision by which the obligor 
agrees to pay any portion of the tax imposed by this title upon the 
obligee, or to reimburse the obligee for any portion of the tax, or 
to pay the interest without deduction for any tax which the obligor 
may be required or permitted to pay thereon, or to retain there- 
from under any law of the United States, the obligor shall deduct 
and withhold a tax equal to 2 per centum of the interest upon 
such bonds, mortgages, deeds of trust, or other obligations, whether 
such interest is payable annually or at shorter or longer periods, 
if payable to an individual, a partnership, or a foreign corporation 
not engaged in trade or business within the United States and not 
having any office or place of business therein: Provided, That if 
the liability assumed by the obligor does not exceed 2 per centum 
of the interest, then the deduction and withholding shall be at the 
following rates: (A) 8 per centum in the case of a nonresident 
alien individual, or of any partnership not engaged in trade or 
business within the United States and not having any office or 
place of business therein and composed in whole or in part of 
nonresident aliens, (B) 13¾ per centum in the case of such a foreign 
corporation, and (C) 2 per centum in the case of other individuals 
and partnerships: Provided further, That if the owners of such 
obligations are not known to the withholding agent the Commis- 
sioner may authorize such deduction and withholding to be at the 
rate of 2 per centum, or, if the liability assumed by the obligor 
does not exceed 2 per centum of the interest, then at the rate of 
8 per centum. 

(2) BENEFIT OF CREDITS AGAINST NET INCOME.—Such deduction 
and withholding shall not be required in the case of a citizen or 
resident entitled to receive such interest, if he files with the with- 
holding agent on or before February 1 a signed notice in writing 
claiming the benefit of the credits provided in section 25 (c) and 
(d); nor in the case of a nonresident alien individual if so 
provided for in regulations prescribed by the Commissioner under 
section 215. 

(3) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this 
title, or any other tax paid pursuant to the tax-free covenant 
clause, nor shall such tax be included in the gross income of the 
obligee. 

(b) NONRESIDENT ALIENS.—All persons, in whatever capacity 
acting, including lessees or mortgagors of real or personal property, 
fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment 
of interest (except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business in the 
United States and not having an office or place of business therein), 
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rent, salaries, wages, premiums, annuities, compensations, remunera- 
tions, emoluments, or other fixed or determinable annual or periodical 
gains, profits, and income, of any nonresident alien individual, or 
of any partnership not engaged in trade or business within the 
United States and not having any office or place of business therein 
and composed in whole or in part of nonresident aliens, (other than 
income received as dividends of the class allowed as a credit by 
section 25(a)) shall (except in the cases provided for in subsection 
(a) of this section and except as otherwise provided in regulations 
prescribed by the Commissioner under section 215) deduct and 
withhold from such annual or periodical gains, profits, and income 
a tax equal to 8 per centum thereof: Provided, That the Commis- 
sioner may authorize such tax to be deducted and withheld from 
the interest upon any securities the owners of which are not known 
to the withholding agent. 

(c) RETURN AND PAYMENT.—Every person required to deduct and 
withhold any tax under this section shall make return thereof on or 
before March 15 of each year and shall on or before June 15, in lieu 
of the time prescribed in section 56, pay the tax to the official of the 
United States Government authorized to receive it. Every such 
person is hereby made liable for such tax and is hereby indemnified 
against the claims and demands of any person for the amount of 
any payments made in accordance with the provisions of this section. 

(d) INCOME OF RECIPIENT.—Income upon which any tax is 
required to be withheld at the source under this section shall be 
included in the return of the recipient of such income, but any amount 
of tax so withheld shall be credited against the amount of income 
tax as computed in such return. 

(e) TAX PAID BY RECIPIENT.—If any tax required under this sec- 
tion to be deducted and withheld is paid by the recipient of the 
income, it shall not be re-collected from the withholding agent; nor 
in cases in which the tax is so paid shall any penalty be imposed 
upon or collected from the recipient of the income or the withhold- 
ing agent for failure to return or pay the same, unless such failure 
was fraudulent and for the purpose of evading payment. 

(f) REFUNDS AND CREDITS.—Where there has been an overpayment 
of tax under this section any refund or credit made under the pro- 
visions of section 322 shall be made to the withholding agent unless 
the amount of such tax was actually withheld by the withholding 
agent. 

(g) Notwithstanding the provisions of subsections (a) and (b), the 
deduction and withholding for any period prior to the date of the 
enactment of this Act shall be at the rates of 12 per centum and 5 per 
centum in lieu of the rates of 13¾ per centum and 8 per centum 
prescribed in such subsections. 
SEC. 144. PAYMENT OF CORPORATION INCOME TAX AT SOURCE. 

In the case of foreign corporations subject to taxation under this 
title not engaged in trade or business within the United States and 
not having any office or place of business therein, there shall be 
deducted and withheld at the source in the same manner and upon 
the same items of income as is provided in section 143 a tax equal to 
12 per centum thereof in respect of all payments of income made 
before the enactment of this Act, and equal to 13¾ per centum thereof 
in respect of all payments of income made after the enactment of 
this Act, and such tax shall be returned and paid in the same manner 
and subject to the same conditions as provided in that section: Pro- 
vided, That in the case of interest described in subsection (a) of 
that section (relating to tax-free covenant bonds) the deduction and 
withholding shall be at the rate specified in such subsection. 
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thereby is given as the Commissioner shall from time to time find 
necessary and require, payment of such taxes shall not be enforced 
by any proceedings under the provisions of this section prior to the 
expiration of the time otherwise allowed for paying such respective 
taxes. 

(d) CITIZENS.—In the case of a citizen of the United States or of 
a possession of the United States about to depart from the United 
States the Commissioner may, at his discretion, waive any or all of 
the requirements placed on the taxpayer by this section. 

(e) DEPARTURE OF ALIEN.—No alien shall depart from the United 
States unless he first procures from the collector or agent in charge 
a certificate that he has complied with all the obligations imposed 
upon him by the income, war-profits, and excess-profits tax laws. 

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to vio- 
late this section there shall, in addition to all other penalties, be 
added as part of the tax 25 per centum of the total amount of the 
tax or deficiency in the tax, together with interest at the rate of 1 
per centum a month from the time the tax became due. 
SEC. 147. INFORMATION AT SOURCE. 

(a) PAYMENTS OF $1,000 OR MORE.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real or personal 
property, fiduciaries, and employers, making payment to another 
person, of interest, rent, salaries, wages, premiums, annuities, com- 
pensations, remunerations, emoluments, or other fixed or determina- 
ble gains, profits, and income (other than payments described in 
section 148 (a) or 149), of $1,000 or more in any taxable year, or, 
in the case of such payments made by the United States, the officers 
or employees of the United States having information as to such 
payments and required to make returns in regard thereto by the 
regulations hereinafter provided for, shall render a true and accu- 
rate return to the Commissioner, under such regulations and in such 
form and manner and to such extent as may be prescribed by him 
with the approval of the Secretary, setting forth the amount of such 
gains, profits, and income, and the name and address of the recipient 
of such payment. 

(b) RETURNS REGARDLESS OF AMOUNT OF PAYMENT.—Such returns 
may be required, regardless of amounts, (1) in the case of payments 
of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of 
items (not payable in the United States) of interest upon the bonds 
of foreign countries and interest upon the bonds of and dividends 
from foreign corporations by persons undertaking as a matter of 
business or for profit the collection of foreign payments of such inter- 
est or dividends by means of coupons, checks, or bills of exchange. 

(c) RECIPIENT TO FURNISH NAME AND ADDRESS.—When necessary 
to make effective the provisions of this section the name and address 
of the recipient of income shall be furnished upon demand of the 
person paying the income. 

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this sec- 
tion shall not apply to the payment of interest on obligations of the 
United States. 
SEC. 148. INFORMATION BY CORPORATIONS. 

(a) DIVIDEND PAYMENTS.—Every corporation subject to the tax 
imposed by this title shall, when required by the Commissioner, 
render a correct return, duly verified under oath, of its payments 
of dividends, stating the name and address of each shareholder, the 
number of shares owned by him, and the amount of dividends paid 
to him. 
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their members to make premium deposits to provide for losses and 
expenses, the amount of premium deposits returned to their policy- 
holders and the amount of premium deposits retained for the 
payment of losses, expenses, and reinsurance reserves. 

Supplement H—Nonresident Alien Individuals 
SEC. 211. NORMAL TAX. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
who is not a resident of a contiguous country, the normal tax shall 
be 8 per centum of the amount of the net income in excess of the 
credits against net income allowed to such individual. 

(b) ALIENS RESIDENT IN CONTIGUOUS COUNTRIES.—In the case 
of an alien individual resident in a contiguous country, the normal 
tax shall be an amount equal to the sum of the following: 

(1) 4 per centum of the amount by which the part of the net 
income attributable to wages, salaries, professional fees, or other 
amounts received as compensation for personal services actually 
performed in the United States, exceeds the personal exemption 
and credit for dependents; but the amount taxable at such 4 per 
centum rate shall not exceed $4,000; and 

(2) 8 per centum of the amount of the net income in excess 
of the sum of (A) the amount taxed under paragraph (1) of this 
subsection plus (B) the total credits against net income allowed to 
such individual. 

(c) IN LIEU OF NORMAL TAX UNDER SECTION 11.—The tax imposed 
by this section shall be in lieu of the normal tax imposed by sec- 
tion 11. 
SEC. 212. GROSS INCOME. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
gross income includes only the gross income from sources within the 
United States. 

(b) SHIPS UNDER FOREIGN FLAG.—The income of a nonresident 
alien individual which consists exclusively of earnings derived from 
the operation of a ship or ships documented under the laws of a 
foreign country which grants an equivalent exemption to citizens 
of the United States and to corporations organized in the United 
States, shall not be included in gross income and shall be exempt 
from taxation under this title. 
SEC. 213. DEDUCTIONS. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
the deductions shall be allowed only if and to the extent that they 
are connected with income from sources within the United States; 
and the proper apportionment and allocation of the deductions with 
respect to sources of income within and without the United States 
shall be determined as provided in section 119, under rules and 
regulations prescribed by the Commissioner with the approval of the 
Secretary. 

(b) LOSSES.— 
(1) The deduction, for losses not connected with the trade or 

business if incurred in transactions entered into for profit, allowed 
by section 23 (e) (2) shall be allowed whether or not connected 
with income from sources within the United States, but only if 
the profit, if such transaction had resulted in a profit, would be 
taxable under this title. 

(2) The deduction for losses of property not connected with 
the trade or business if arising from certain casualties or theft, 
allowed by section 23 (e) (3), shall be allowed whether or not 
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(h) AFFILIATION.—A corporation entitled to the benefits of this 
section shall not be deemed to be affiliated with any other corpora- 
tion within the meaning of section 141. 
SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any individual who is a citizen of any possession of the 
United States (but not otherwise a citizen of the United States) 
and who is not a resident of the United States, shall be subject to 
taxation under this title only as to income derived from sources 
within the United States, and in such case the tax shall be com- 
puted and paid in the same manner and subject to the same 
conditions as in the case of other persons who are taxable only as to 
income derived from such sources. 

(b) Nothing in this section shall be construed to alter or amend 
the provisions of the Act entitled "An Act making appropriations 
for the naval service for the fiscal year ending June 30, 1922, and 
for other purposes," approved July 12, 1921, relating to the imposi- 
tion of income taxes in the Virgin Islands of the United States. 

Supplement E—China Trade Act Corporations 
SEC. 261. CREDIT AGAINST NET INCOME. 

(a) ALLOWANCE OF CREDIT.—For the purpose only of the tax 
imposed by section 13 there shall be allowed, in the case of a corpora- 
tion organized under the China Trade Act, 1922, in addition to the 
credit provided in section 26, a credit against the net income of an 
amount equal to the proportion of the net income derived from 
sources within China (determined in a similar manner to that pro- 
vided in section 119) which the par value of the shares of stock of 
the corporation owned on the last day of the taxable year by (1) 
persons resident in China, the United States, or possessions of the 
United States, and (2) individual citizens of the United States or 
China wherever resident, bears to the par value of the whole number 
of shares of stock of the corporation outstanding on such date: Pro- 
vided, That in no case shall the amount by which the tax imposed 
by section 13 is diminished by reason of such credit exceed the amount 
of the special dividend certified under subsection (b) of this section. 

(b) SPECIAL DIVIDEND.—Such credit shall not be allowed unless 
the Secretary of Commerce has certified to the Commissioner— 

(1) The amount which, during the year ending on the date 
fixed by law for filing the return, the corporation has distributed 
as a special dividend to or for the benefit of such persons as on 
the last day of the taxable year were resident in China, the United 
States, or possessions of the United States, or were individual citi- 
zens of the United States or China, and owned shares of stock 
of the corporation; 

(2) That such special dividend was in addition to all other 
amounts, payable or to be payable to such persons or for their 
benefit, by reason of their interest in the corporation; and 

(3) That such distribution has been made to or for the benefit 
of such persons in proportion to the par value of the shares of 
stock of the corporation owned by each; except that if the cor- 
poration has more than one class of stock, the certificates shall 
contain a statement that the articles of incorporation provide a 
method for the apportionment of such special dividend among 
such persons, and that the amount certified has been distributed 
in accordance with the method so provided. 

(c) OWNERSHIP OF STOCK.—For the purposes of this section shares 
of stock of a corporation shall be considered to be owned by the 
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[CHAPTER 277.] 
AN ACT 

To provide revenue, equalize taxation, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act, 
divided into titles and sections according to the following Table of 
Contents, may be cited as the "Revenue Act of 1934": 

TABLE OF CONTENTS 
TITLE I—INCOME TAX 

SUBTITLE A—INTRODUCTORY PROVISIONS 
Sec. 1. Application of title. 
Sec. 2. Cross references. 
Sec. 3. Classification of provisions. 
Sec. 4. Special classes of taxpayers. 

SUBTITLE B—GENERAL PROVISIONS 
PART I—RATES OF TAX 

Sec. 11. Normal tax on individuals. 
Sec. 12. Surtax on individuals. 
Sec. 13. Tax on corporations. 

PART II—COMPUTATION  OF NET  INCOME 
Sec. 21. Net income. 
Sec. 22. Gross income. 
Sec. 23. Deductions from gross income. 
Sec. 24. Items not deductible. 
Sec. 25. Credits of individual against net income. 
Sec. 26. Credits of corporation against net income. 

PART III—CREDITS AGAINST TAX 
Sec. 31. Taxes of foreign countries and possessions of United States. 
Sec. 32. Taxes withheld at source. 
Sec. 33. Credit for overpayments. 

PART IV—ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 
Sec. 41. General rule. 
Sec. 42. Period in which items of gross income included. 
Sec. 43. Period for which deductions and credits taken. 
Sec. 44. Installment basis. 
Sec. 45. Allocation of income and deductions. 
Sec. 46. Change of accounting period. 
Sec. 47. Returns for a period of less than twelve months. 
Sec. 48. Definitions. 

PART V—RETURNS AND PAYMENT OF TAX 
Sec. 51. Individual returns. 
Sec. 52. Corporation returns. 
Sec. 53. Time and place for filing returns. 
Sec. 54. Records and special returns. 
Sec. 55. Publicity of returns. 
Sec. 56. Payment of tax. 
Sec. 57. Examination of return and determination of tax. 
Sec. 58. Additions to tax and penalties. 
Sec. 59. Administrative proceedings. 

PART VI—MISCELLANEOUS PROVISIONS 
Sec. 61. Laws made applicable. 
Sec. 62. Rules and regulations. 
Sec. 63. Taxes in lieu of taxes under 1932 Act. 
Sec. 64. Short title. 
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SEC. 143. WITHHOLDING OF TAX AT SOURCE. 
(a)  TAX-FREE COVENANT BONDS.— 

(1) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 
mortgages, or deeds of trust, or other similar obligations of a 
corporation, issued before January 1, 1934, contain a contract or 
provision by which the obligor agrees to pay any portion of the 
tax imposed by this title upon the obligee, or to reimburse the 
obligee for any portion of the tax, or to pay the interest without 
deduction for any tax which the obligor may be required or per- 
mitted to pay thereon, or to retain therefrom under any law of the 
United States, the obligor shall deduct and withhold a tax equal 
to 2 per centum of the interest upon such bonds, mortgages, deeds 
of trust, or other obligations, whether such interest is payable 
annually or at shorter or longer periods, if payable to an indi- 
vidual, a partnership, or a foreign corporation not engaged in 
trade or business within the United States and not having any 
office or place of business therein: Provided, That if the liability 
assumed by the obligor does not exceed 2 per centum of the interest, 
then the deduction and withholding shall be at the following rates: 
(A) 4 per centum in the case of a nonresident alien individual, or 
of any partnership not engaged in trade or business within the 
United States and not having any office or place of business therein 
and composed in whole or in part of nonresident aliens, (B) 133/4 
per centum in the case of such a foreign corporation, and (C) 2 
per centum in the case of other individuals and partnerships: Pro- 
vided further, That if the owners of such obligations are not 
known to the withholding agent the Commissioner may authorize 
such deduction and withholding to be at the rate of 2 per centum, 
or, if the liability assumed by the obligor does not exceed 2 per 
centum of the interest, then at the rate of 4 per centum. 

(2) BENEFIT OF CREDITS AGAINST NET INCOME.—Such deduction 
and withholding shall not be required in the case of a citizen or 
resident entitled to receive such interest, if he files with the with- 
holding agent on or before February 1 a signed notice in writing 
claiming the benefit of the credits provided in section 25(b); 
nor in the case of a nonresident alien individual if so provided 
for in regulations prescribed by the Commissioner under section 
214. 

(3) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this 
title, or any other tax paid pursuant to the tax-free covenant 
clause, nor shall such tax be included in the gross income of the 
obligee. 

(b) NONRESIDENT ALIENS.—All persons, in whatever capacity 
acting, including lessees or mortgagors of real or personal property, 
fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment of 
interest (except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business in the 
United States and not having an office or place of business therein), 
rent, salaries, wages, premiums, annuities, compensations, remunera- 
tions, emoluments, or other fixed or determinable annual or period- 
ical gains, profits, and income, of any nonresident alien individual, 
or of any partnership not engaged in trade or business within the 
United States and not having any office or place of business therein 
and composed in whole or in part of nonresident aliens, (other than 
income received as dividends of the class allowed as a credit by 
section 25(a))  shall (except in the cases provided for in subsection 
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(a) of this section and except as otherwise provided in regulations 
prescribed by the Commissioner under section 214) deduct and 
withhold from such annual or periodical gains, profits, and income 
a tax equal to 4 per centum thereof: Provided, That the Commis- 
sioner may authorize such tax to be deducted and withheld from the 
interest upon any securities the owners of which are not known to 
the withholding agent. 

(c) RETURN AND PAYMENT.—Every person required to deduct and 
withhold any tax under this section shall make return thereof on 
or before March 15 of each year and shall on or before June 15, in 
lieu of the time prescribed in section 56, pay the tax to the official 
of the United States Government authorized to receive it. Every 
such person is hereby made liable for such tax and is hereby indem- 
nified against the claims and demands of any person for the amount 
of any payments made in accordance with the provisions of this 
section. 

(d) INCOME OF RECIPIENT.—Income upon which any tax is required 
to be withheld at the source under this section shall be included in 
the return of the recipient of such income, but any amount of tax so 
withheld shall be credited against the amount of income tax as 
computed in such return. 

(e) TAX PAID BY RECIPIENT.—If any tax required under this sec- 
tion to be deducted and withheld is paid by the recipient of the 
income, it shall not be re-collected from the withholding agent; nor 
in cases in which the tax is so paid shall any penalty be imposed 
upon or collected from the recipient of the income or the withhold- 
ing agent for failure to return or pay the same, unless such failure 
was fraudulent and for the purpose of evading payment. 

(f)  REFUNDS AND CREDITS.—Where there has been an overpay- 
ment of tax under this section any refund or credit made under 
the provisions of section 322 shall be made to the withholding agent 
unless the amount of such tax was actually withheld by the with- 
holding agent. 
SEC. 144. PAYMENT OF CORPORATION INCOME TAX AT SOURCE. 

In the case of foreign corporations subject to taxation under this 
title not engaged in trade or business within the United States and 
not having any office or place of business therein, there shall be 
deducted and withheld at the source in the same manner and upon 
the same items of income as is provided in section 143 a tax equal 
to 133/4 per centum, and such tax shall be returned and paid in the 
same manner and subject to the same conditions as provided in that 
section: Provided, That in the case of interest described in sub- 
section (a) of that section (relating to tax-free covenant bonds) 
the deduction and withholding shall be at the rate specified in such 
subsection. 
SEC. 145. PENALTIES. 

(a) Any person required under this title to pay any tax, or 
required by law or regulations made under authority thereof to 
make a return, keep any records, or supply any information, for 
the purposes of the computation, assessment, or collection of any 
tax imposed by this title, who willfully fails to pay such tax, make 
such return, keep such records, or supply such information, at the 
time or times required by law or regulations, shall, in addition to 
other penalties provided by law, be guilty of a misdemeanor and, 
upon conviction thereof, be fined not more than $10,000, or impris- 
oned for not more than one year, or both, together with the costs 
of prosecution. 
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(e) DEPARTURE OF ALIEN.—No alien shall depart from the United 
States unless he first procures from the collector or agent in charge 
a certificate that he has complied with all the obligations imposed 
upon him by the income, war-profits, and excess-profits tax laws. 

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to 
violate this section there shall, in addition to all other penalties, be 
added as part of the tax 25 per centum of the total amount of the 
tax or deficiency in the tax, together with interest at the rate of 1 
per centum a month from the time the tax became due. 
SEC. 147. INFORMATION AT SOURCE. 

(a) PAYMENTS OF $1,000 OR MORE.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real or personal 
property, fiduciaries, and employers, making payment to another 
person, of interest, rent, salaries, wages, premiums, annuities, com- 
pensations, remunerations, emoluments, or other fixed or determin- 
able gains, profits, and income (other than payments described in 
section 148(a) or 149), of $1,000 or more in any taxable year, or, 
in the case of such payments made by the United States, the officers 
or employees of the United States having information as to such 
payments and required to make returns in regard thereto by the 
regulations hereinafter provided for, shall render a true and 
accurate 
return to the Commissioner, under such regulations and in such 
form 
and manner and to such extent as may be prescribed by him with 
the approval of the Secretary, setting forth the amount of such 
gains, profits, and income, and the name and address of the recipient 
of such payment. 

(b) RETURNS REGARDLESS OF AMOUNT OF PAYMENT.—Such returns 
may be required, regardless of amounts, (1) in the case of payments 
of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of 
items (not payable in the United States) of interest upon the bonds 
of foreign countries and interest upon the bonds of and dividends 
from foreign corporations by persons undertaking as a matter of 
business or for profit the collection of foreign payments of such 
interest or dividends by means of coupons, checks, or bills of 
exchange. 

(c) RECIPIENT TO FURNISH NAME AND ADDRESS.—When necessary 
to make effective the provisions of this section the name and address 
of the recipient of income shall be furnished upon demand of the 
person paying the income. 

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this 
section shall not apply to the payment of interest on obligations 
of the United States. 
SEC. 148. INFORMATION BY CORPORATIONS. 

(a) DIVIDEND PAYMENTS.—Every corporation subject to the tax 
imposed by this title shall, when required by the Commissioner, 
render a correct return, duly verified under oath, of its payments 
of dividends, stating the name and address of each shareholder, 
the number of shares owned by him, and the amount of dividends 
paid to him. 

(b) PROFITS DECLARED AS DIVIDENDS.—Every corporation shall, 
when required by the Commissioner, furnish him a statement of 
such facts as will enable him to determine the portion of the earn- 
ings or profits of the corporation (including gains, profits, and 
income not taxed) accumulated during such periods as the Commis- 
sioner may specify, which have been distributed or ordered to be 
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Act of Congress which is allowed to an individual as a credit for 
purposes of normal tax by section 25(a)(2) or (3). 
SEC. 205. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF 

UNITED STATES. 
The amount of income, war-profits, and excess-profits taxes 

imposed by foreign countries or possessions of the United States 
shall be allowed as a credit against the tax of a domestic insurance 
company subject to the tax imposed by section 201 or 204, to the 
extent provided in the case of a domestic corporation in section 131, 
and in such cases "net income" as used in that section means the net 
income as defined in this Supplement. 
SEC. 206. COMPUTATION OF GROSS INCOME. 

The gross income of insurance companies subject to the tax imposed 
by section 201 or 204 shall not be determined in the manner provided 
in section 119. 
SEC. 207. MUTUAL INSURANCE COMPANIES OTHER THAN LIFE. 

(a) APPLICATION OF TITLE.—Mutual insurance companies, other 
than life insurance companies, shall be taxable in the same manner 
as other corporations, except as hereinafter provided in this section. 

(b) GROSS INCOME.—Mutual marine-insurance companies shall 
include in gross income the gross premiums collected and received by 
them less amounts paid for reinsurance. 

(c) DEDUCTIONS.—In addition to the deductions allowed to cor- 
porations by section 23 the following deductions to insurance com- 
panies shall also be allowed, unless otherwise allowed— 

(1) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE INSUR- 
ANCE.—In the case of mutual insurance companies other than life 
insurance companies— 

(A) the net addition required by law to be made within the 
taxable year to reserve funds (including in the case of assess- 
ment insurance companies the actual deposit of sums with State 
or Territorial officers pursuant to law as additions to guarantee 
or reserve funds); and 

(B) the sums other than dividends paid within the taxable 
year on policy and annuity contracts. 

(2) MUTUAL MARINE INSURANCE COMPANIES.—In the case of 
mutual marine insurance companies, in addition to the deductions 
allowed in paragraph (1) of this subsection, unless otherwise 
allowed, amounts repaid to policyholders on account of premiums 
previously paid by them, and interest paid upon such amounts 
between the ascertainment and the payment thereof; 

(3) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE AND 
MARINE.—In the case of mutual insurance companies (including 
interinsurers and reciprocal underwriters, but not including mutual 
life or mutual marine insurance companies) requiring their mem- 
bers to make premium deposits to provide for losses and expenses, 
the amount of premium deposits returned to their policyholders 
and the amount of premium deposits retained for the payment of 
losses, expenses, and reinsurance reserves. 

Supplement H—Nonresident Alien Individuals 

SEC. 211. GROSS INCOME. 
(a) GENERAL RULE.—In the case of a nonresident alien individual 

gross income includes only the gross income from sources within the 
United States. 
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(b) SHIPS UNDER FOREIGN FLAG.—The income of a nonresident 
alien individual which consists exclusively of earnings derived from 
the operation of a ship or ships documented under the laws of a 
foreign country which grants an equivalent exemption to citizens of 
the United States and to corporations organized in the United States, 
shall not be included in gross income and shall be exempt from 
taxation under this title. 
SEC. 212. DEDUCTIONS. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
the deductions shall be allowed only if and to the extent that they 
are connected with income from sources within the United States; 
and the proper apportionment and allocation of the deductions with 
respect to sources of income within and without the United States 
shall be determined as provided in section 119, under rules and 
regulations prescribed by the Commissioner with the approval of the 
Secretary. 

(b) LOSSES.— 
(1) The deduction, for losses not connected with the trade or 

business if incurred in transactions entered into for profit, allowed 
by section 23(e)(2) shall be allowed whether or not connected 
with income from sources within the United States, but only if the 
profit, if such transaction had resulted in a profit, would be taxable 
under this title. 

(2) The deduction for losses of property not connected with the 
trade or business if arising from certain casualties or theft, allowed 
by section 23(e)(3), shall be allowed whether or not connected 
with income from sources within the United States, but only if 
the loss is of property within the United States. 

(c) CHARITABLE, ETC., CONTRIBUTIONS.—The so-called "charitable 
contribution" deduction allowed by section 23(o) shall be allowed 
whether or not connected with income from sources within the 
United States, but only as to contributions or gifts made to domestic 
corporations, or to community chests, funds, or foundations, created 
in the United States, or to the vocational rehabilitation fund. 
SEC. 213. CREDITS AGAINST NET INCOME. 

In the case of a nonresident alien individual the personal exemp- 
tion allowed by section 25(b)(1) of this title shall be only $1,000. 
The credit for dependents allowed by section 25(b)(2) shall not be 
allowed in the case of a nonresident alien individual unless he is a 
resident of a contiguous country. 
SEC. 214. ALLOWANCE OF DEDUCTIONS AND CREDITS. 

(a) RETURN TO CONTAIN INFORMATION.—A nonresident alien indi- 
vidual shall receive the benefit of the deductions and credits allowed 
to him in this title only by filing or causing to be filed with the 
collector a true and accurate return of his total income received from 
all sources in the United States, in the manner prescribed in this 
title; including therein all the information which the Commissioner 
may deem necessary for the calculation of such deductions and 
credits. 

(b) TAX WITHHELD AT SOURCE.—The benefit of the personal 
exemption and credit for dependents, may, in the discretion of the 
Commissioner and under regulations prescribed by him with the 
approval of the Secretary, be received by a nonresident alien indi- 
vidual entitled thereto, by filing a claim therefor with the with- 
holding agent. 
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United States, whether derived from sources within or without the 
United States. 

(c) DEFINITION.—As used in this section the term "possession of 
the United States" does not include the Virgin Islands of the 
United States. 

(d) DEDUCTIONS.— 
(1) Citizens of the United States entitled to the benefits of this 

section shall have the same deductions as are allowed by Supple- 
ment H in the case of a nonresident alien individual. 

(2) Domestic corporations entitled to the benefits of this sec- 
tion shall have the same deductions as are allowed by Supplement 
I in the case of a foreign corporation. 

(e) CREDITS AGAINST NET INCOME.—A citizen of the United States 
entitled to the benefits of this section shall be allowed a personal 
exemption of only $1,000 and shall not be allowed the credit for 
dependents provided in section 25(b)(2). 

(f) ALLOWANCE OF DEDUCTIONS AND CREDITS.—Citizens of the 
United States and domestic corporations entitled to the benefits of 
this section shall receive the benefit of the deductions and credits 
allowed to them in this title only by filing or causing to be filed 
with the collector a true and accurate return of their total income 
received from all sources in the United States, in the manner pre- 
scribed in this title; including therein all the information which 
the Commissioner may deem necessary for the calculation of such 
deductions and credits. 

(g) CREDITS AGAINST TAX.—Persons entitled to the benefits of 
this section shall not be allowed the credits against the tax for taxes 
of foreign countries and possessions of the United States allowed 
by section 131. 

(h) AFFILIATION.—A corporation entitled to the benefits of this 
section shall not be deemed to be affiliated with any other corpora- 
tion within the meaning of section 141. 
SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any individual who is a citizen of any possession of the 
United States (but not otherwise a citizen of the United States) 
and who is not a resident of the United States, shall be subject to 
taxation under this title only as to income derived from sources 
within the United States, and in such case the tax shall be com- 
puted and paid in the same manner and subject to the same condi- 
tions as in the case of other persons who are taxable only as to 
income derived from such sources. 

(b) Nothing in this section shall be construed to alter or amend 
the provisions of the Act entitled "An Act making appropriations 
for the naval service for the fiscal year ending June 30, 1922, and 
for other purposes," approved July 12, 1921, relating to the imposi- 
tion of income taxes in the Virgin Islands of the United States. 

Supplement K—China Trade Act Corporations 

SEC. 261. CREDIT AGAINST NET INCOME. 
(a) ALLOWANCE OF CREDIT.—For the purpose only of the tax 

imposed by section 13 there shall be allowed, in the case of a corpo- 
ration organized under the China Trade Act, 1922, in addition to the 
credit provided in section 26, a credit against the net income of an 
amount equal to the proportion of the net income derived from 
sources within China (determined in a similar manner to that 
provided in section 119) which the par value of the shares of stock 
of the corporation owned on the last day of the taxable year by 
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istrative expenses, except pursuant to an annual appropriation specif- 
ically therefor, nor shall any such establishment or agency continue 
to function after said date unless established by or pursuant to law: 
Provided, That nothing contained herein shall be construed to extend 
the period during which any such establishment or agency hereto- 
fore has been authorized by law to function. 

(b) 1. Federal Home Loan Bank Board; 
2. Home Owners' Loan Corporation; 
3. Federal Housing Administration; 
4. Federal Farm Mortgage Corporation; 
5. Federal Surplus Commodities Corporation; 
6. Export-Import Bank of Washington; 
7. Second Export-Import Bank of Washington, District of 
Columbia; 
8. Reconstruction Finance Corporation; 
9. Electric Home and Farm Authority; 
10. Commodity Credit Corporation; 
11. Federal Emergency Administration of Public Works; 
12. Federal Savings and Loan Insurance Corporation; 
13. Reconstruction Finance Mortgage Company. 

(c) The appropriation made by section 2 of the Independent 
Offices Appropriation Act, 1937, for carrying out sections 7 to 17, 
inclusive, of the Soil Conservation and Domestic Allotment Act is 
hereby made available to the Department of Agriculture for the 
purposes of carrying out such Act with respect to land devoted to 
growing trees for the production of gum turpentine and gum rosin. 

SEC. 8. After June 30, 1936, advance payments under the provi- 
sions of Title VI, Part II, of the Legislative Appropriation Act for 
the fiscal year 1933, shall have no longer period of availability for 
obligation than the appropriation from which such advance pay- 
ments are made. 

SEC. 9. This Act may be cited as the First Deficiency Appropria- 
tion Act, fiscal year 1936. 
Approved, June 22, 1936. 

[CHAPTER 690.] 
AN ACT 

To provide revenue, equalize taxation, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act, 
divided into titles and sections according to the following Table of 
Contents, may be cited as the "Revenue Act of 1936": 

TABLE OF CONTENTS 
TITLE I—INCOME TAX 

SUBTITLE  A—INTRODUCTORY  PROVISIONS 
Sec. 1. Application of title. 
Sec. 2. Cross references. 
Sec. 3. Classification of provisions. 
Sec. 4. Special classes of taxpayers. 

SUBTITLE B—GENERAL PROVISIONS 
PART I—RATES OF TAX 

Sec. 11. Normal tax on individuals. 
Sec. 12. Surtax on individuals. 
Sec. 13. Normal tax on corporations. 
Sec. 14. Surtax on undistributed profits. 
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SEC. 142. FIDUCIARY RETURNS. 
(a) REQUIREMENT OF RETURN.—Every fiduciary (except a receiver 

appointed by authority of law in possession of part only of the 
property of an individual) shall make under oath a return for any 
of the following individuals, estates, or trusts for which he acts, 
stating specifically the items of gross income thereof and the deduc- 
tions and credits allowed under this title and such other information 
for the purpose of carrying out the provisions of this title as the 
Commissioner with the approval of the Secretary may by regulations 
prescribe— 

(1) Every individual having a net income for the taxable year 
of $1,000 or over, if single, or if married and not living with hus- 
band or wife; 

(2) Every individual having a net income for the taxable year 
of $2,500 or over, if married and living with husband or wife; 

(3) Every individual having a gross income for the taxable year 
of $5,000 or over, regardless of the amount of his net income; 

(4) Every estate or trust the net income of which for the tax- 
able year is $1,000 or over; 

(5) Every estate or trust the gross income of which for the 
taxable year is $5,000 or over, regardless of the amount of the net 
income; and 

(6) Every estate or trust of which any beneficiary is a nonresi- 
dent alien. 

(b) JOINT FIDUCIARIES.—Under such regulations as the Commis- 
sioner with the approval of the Secretary may prescribe a return 
made by one of two or more joint fiduciaries and filed in the office 
of the collector of the district where such fiduciary resides shall be 
sufficient compliance with the above requirement. Such fiduciary 
shall make oath (1) that he has sufficient knowledge of the affairs of 
the individual, estate, or trust for which the return is made, to 
enable him to make the return, and (2) that the return is, to the best 
of his knowledge and belief, true and correct. 

(c) LAW APPLICABLE TO FIDUCIARIES.—Any fiduciary required to 
make a return under this title shall be subject to all the provisions of 
law which apply to individuals. 
SEC. 143. WITHHOLDING OF TAX AT SOURCE. 

(a) TAX-FREE COVENANT BONDS.— 
(1) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 

mortgages, or deeds of trust, or other similar obligations of a 
corporation, issued before January 1, 1934, contain a contract or 
provision by which the obligor agrees to pay any portion of the 
tax imposed by this title upon the obligee, or to reimburse the 
obligee for any portion of the tax, or to pay the interest without 
deduction for any tax which the obligor may be required or per- 
mitted to pay thereon, or to retain therefrom under any law of 
the United States, the obligor shall deduct and withhold a tax 
equal to 2 per centum of the interest upon such bonds, mortgages, 
deeds of trust, or other obligations, whether such interest is pay- 
able annually or at shorter or longer periods, if payable to an 
individual, a partnership, or a foreign corporation not engaged 
in trade or business within the United States and not having any 
office or place of business therein: Provided, That if the liability 
assumed by the obligor does not exceed 2 per centum of the interest, 
then the deduction and withholding shall be at the following rates: 
(A) 10 per centum in the case of a nonresident alien individual 
(except that such rate shall be reduced, in the case of a resident 
of a contiguous country, to such rate, not less than 5 per centum, 
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as may be provided by treaty with such country), or of any part- 
nership not engaged in trade or business within the United States 
and not having any office or place of business therein and composed 
in whole or in part of nonresident aliens, (B) in the case of such 
a foreign corporation, 15 per centum, and (C) 2 per centum in the 
case of other individuals and partnerships: Provided further, That 
if the owners of such obligations are not known to the withholding 
agent the Commissioner may authorize such deduction and with- 
holding to be at the rate of 2 per centum, or, if the liability 
assumed by the obligor does not exceed 2 per centum of the interest, 
then at the rate of 10 per centum. 

(2) BENEFIT OF CREDITS AGAINST NET INCOME.—Such deduction 
and withholding shall not be required in the case of a citizen or 
resident entitled to receive such interest, if he files with the with- 
holding agent on or before February 1 a signed notice in writing 
claiming the benefit of the credits provided in section 25 (b); nor 
in the case of a nonresident alien individual if so provided for in 
regulations prescribed by the Commissioner under section 215. 

(3) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this 
title, or any other tax paid pursuant to the tax-free covenant clause, 
nor shall such tax be included in the gross income of the obligee. 

(b) NONRESIDENT ALIENS.—All persons, in whatever capacity act- 
ing, including lessees or mortgagors of real or personal property, 
fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment of 
interest (except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business in the 
United States and not having an office or place of business therein), 
dividends, rent, salaries, wages, premiums, annuities, compensations, 
remunerations, emoluments, or other fixed or determinable annual or 
periodical gains, profits, and income (but only to the extent that 
any of the above items constitutes gross income from sources within 
the United States), of any nonresident alien individual, or of any 
partnership not engaged in trade or business within the United 
States and not having any office or place of business therein and 
composed in whole or in part of nonresident aliens, shall (except in 
the cases provided for in subsection (a) of this section and except as 
otherwise provided in regulations prescribed by the Commissioner 
under section 215) deduct and withhold from such annual or periodi- 
cal gains, profits, and income a tax equal to 10 per centum thereof, 
except that such rate shall be reduced, in the case of a nonresident alien 
individual a resident of a contiguous country, to such rate (not less 
than 5 per centum) as may be provided by treaty with such country: 
Provided, That no such deduction or withholding shall be required 
in the case of dividends paid by a foreign corporation unless (1) 
such corporation is engaged in trade or business within the United 
States or has an office or place of business therein, and (2) more than 
85 per centum of the gross income of such corporation for the three- 
year period ending with the close of its taxable year preceding the 
declaration of such dividends (or for such part of such period as the 
corporation has been in existence) was derived from sources within 
the United States as determined under the provisions of section 119: 
Provided further, That the Commissioner may authorize such tax 
to be deducted and withheld from the interest upon any securities 
the owners of which are not known to the withholding agent. Under 
regulations prescribed by the Commissioner, with the approval of 
the Secretary, there may be exempted from such deduction and 
withholding the compensation for personal services of nonresident 
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alien individuals who enter and leave the United States at frequent 
intervals. 

(c) RETURN AND PAYMENT.—Every person required to deduct and 
withhold any tax under this section shall make return thereof on or 
before March 15 of each year and shall on or before June 15, in 
lieu of the time prescribed in section 56, pay the tax to the official 
of the United States Government authorized to receive it. Every 
such person is hereby made liable for such tax and is hereby indem- 
nified against the claims and demands of any person for the amount 
of any payments made in accordance with the provisions of this 
section. 

(d) INCOME OF RECIPIENT.—Income upon which any tax is required 
to be withheld at the source under this section shall be included in 
the return of the recipient of such income, but any amount of tax 
so withheld shall be credited against the amount of income tax as 
computed in such return. 

(e) TAX PAID BY RECIPIENT.—If any tax required under this sec- 
tion to be deducted and withheld is paid by the recipient of the 
income, it shall not be re-collected from the withholding agent; nor 
in cases in which the tax is so paid shall any penalty be imposed 
upon or collected from the recipient of the income or the with- 
holding agent for failure to return or pay the same, unless such 
failure was fraudulent and for the purpose of evading payment. 

(f) REFUNDS AND CREDITS.—Where there has been an overpay- 
ment of tax under this section any refund or credit made under the 
provisions of section 322 shall be made to the withholding agent 
unless the amount of such tax was actually withheld by the with- 
holding agent. 

(g) WITHHOLDING BEFORE ENACTMENT OF ACT.—Notwithstanding 
the provisions of subsections (a) and (b), the deduction and with- 
holding for any period prior to the tenth day after the date of the 
enactment of this Act shall be upon the items of income and at the 
rates prescribed in section 143 (a) and (b) of the Revenue Act of 
1934, as amended, in lieu of the items and rates prescribed in such 
subsections. 
SEC. 144. PAYMENT OF CORPORATION INCOME TAX AT SOURCE. 

(a) GENERAL RULE.—In the case of foreign corporations subject 
to taxation under this title not engaged in trade or business within 
the United States and not having any office or place of business 
therein, there shall be deducted and withheld at the source in the 
same manner and upon the same items of income as is provided in 
section 143 a tax equal to 15 per centum thereof, except that in the 
case of dividends the rate shall be 10 per centum, and except that 
in the case of corporations organized under the laws of a contiguous 
country such rate of 10 per centum with respect to dividends shall 
be reduced to such rate (not less than 5 per centum) as may be 
provided by treaty with such country; and such tax shall be returned 
and paid in the same manner and subject to the same conditions 
as provided in that section: Provided, That in the case of interest 
described in subsection (a) of that section (relating to tax-free 
covenant bonds) the deduction and withholding shall be at the rate 
specified in such subsection. 

(b) WITHHOLDING BEFORE ENACTMENT OF ACT.—Notwithstanding 
the provisions of subsection (a), the deduction and withholding for 
any period prior to the tenth day after the date of the enactment of 
this Act shall be upon the items of income and at the rates prescribed 
in section 144 of the Revenue Act of 1934, as amended, in lieu of 
the items and rates prescribed in such subsection. 
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(c) SAME—EXEMPTION FROM SECTION.—If security is approved 

and accepted pursuant to the provisions of this section and such 
further or other security with respect to the tax or taxes covered 
thereby is given as the Commissioner shall from time to time find 
necessary and require, payment of such taxes shall not be enforced 
by any proceedings under the provisions of this section prior to the 
expiration of the time otherwise allowed for paying such respective 
taxes. 

(d) CITIZENS.—In the case of a citizen of the United States or 
of a possession of the United States about to depart from the United 
States the Commissioner may, at his discretion, waive any or all of 
the requirements placed on the taxpayer by this section. 

(e) DEPARTURE OF ALIEN.—No alien shall depart from the United 
States unless he first procures from the collector or agent in charge 
a certificate that he has complied with all the obligations imposed 
upon him by the income, war-profits, and excess-profits tax laws. 

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to 
violate this section there shall, in addition to all other penalties, be 
added as part of the tax 25 per centum of the total amount of the 
tax or deficiency in the tax, together with interest at the rate of 6 
per centum per annum from the time the tax became due. 
SEC. 147. INFORMATION AT SOURCE. 

(a) PAYMENTS OF $1,000 OR MORE.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real or personal 
property, fiduciaries, and employers, making payment to another 
person, of interest, rent, salaries, wages, premiums, annuities, com- 
pensations, remunerations, emoluments, or other fixed or determin- 
able gains, profits, and income (other than payments described in 
section 148 (a) or 149), of $1,000 or more in any taxable year, or, 
in the case of such payments made by the United States, the officers 
or employees of the United States having information as to such 
payments and required to make returns in regard thereto by the 
regulations hereinafter provided for, shall render a true and accu- 
rate return to the Commissioner, under such regulations and in 
such form and manner and to such extent as may be prescribed 
by him with the approval of the Secretary, setting forth the amount 
of such gains, profits, and income, and the name and address of the 
recipient of such payment. 

(b) RETURNS REGARDLESS OF AMOUNT OF PAYMENT.—Such returns 
may be required, regardless of amounts, (1) in the case of payments 
of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of 
items (not payable in the United States) of interest upon the bonds 
of foreign countries and interest upon the bonds of and dividends 
from foreign corporations by persons undertaking as a matter of 
business or for profit the collection of foreign payments of such 
interest or dividends by means of coupons, checks, or bills of 
exchange. 

(c) RECIPIENT TO FURNISH NAME AND ADDRESS.—When necessary 
to make effective the provisions of this section the name and address 
of the recipient of income shall be furnished upon demand of the 
person paying the income. 

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this sec- 
tion shall not apply to the payment of interest on obligations of the 
United States. 
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as other corporations, except as hereinafter provided in this section, 
and except that they shall not be subject to the surtax imposed by 
section 14, and except that the normal tax imposed by section 13 
shall be at the rate of 15 per centum instead of at the rates provided 
in such section, and such normal tax shall be applicable to foreign 
corporations as well as domestic corporations; but foreign insurance 
companies not carrying on an insurance business within the United 
States shall be taxable as other foreign corporations. 

(b) GROSS INCOME.—Mutual marine-insurance companies shall 
include in gross income the gross premiums collected and received 
by them less amounts paid for reinsurance. 

(c) DEDUCTIONS.—In addition to the deductions allowed to cor- 
porations by section 23 the following deductions to insurance com- 
panies shall also be allowed, unless otherwise allowed— 

(1) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE INSUR- 
ANCE.—In the case of mutual insurance companies other than life 
insurance companies— 

(A) the net addition required by law to be made within the 
taxable year to reserve funds (including in the case of assess- 
ment insurance companies the actual deposit of sums with State 
or Territorial officers pursuant to law as additions to guarantee 
or reserve funds); and 

(B) the sums other than dividends paid within the taxable 
year on policy and annuity contracts. 
(2) MUTUAL MARINE INSURANCE COMPANIES.—In the case of 

mutual marine insurance companies, in addition to the deductions 
allowed in paragraph (1) of this subsection, unless otherwise 
allowed, amounts repaid to policyholders on account of premiums 
previously paid by them, and interest paid upon such amounts 
between the ascertainment and the payment thereof; 

(3) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE AND 
MARINE.—In the case of mutual insurance companies (including 
interinsurers and reciprocal underwriters, but not including mutual 
life or mutual marine insurance companies) requiring their mem- 
bers to make premium deposits to provide for losses and expenses, 
the amount of premium deposits returned to their policyholders 
and the amount of premium deposits retained for the payment 
of losses, expenses, and reinsurance reserves. 

Supplement H—Nonresident Alien Individuals 
SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS. 

(a) NO UNITED STATES BUSINESS OR OFFICE.—There shall be 
levied, collected, and paid for each taxable year, in lieu of the 
tax imposed by sections 11 and 12, upon the amount received, by 
every nonresident alien individual not engaged in trade or business 
within the United States and not having an office or place of 
business therein, from sources within the United States as interest 
(except interest on deposits with persons carrying on the banking 
business), dividends, rents, salaries, wages, premiums, annuities, 
compensations, remunerations, emoluments, or other fixed or deter- 
minable annual or periodical gains, profits, and income, a tax of 10 
per centum of such amount, except that such rate shall be reduced, 
in the case of a resident of a contiguous country, to such rate (not 
less than 5 per centum) as may be provided by treaty with such 
country. 

(b) UNITED STATES BUSINESS OR OFFICE.—A nonresident alien 
individual engaged in trade or business in the United States or 
having an office or place of business therein shall be taxable without 
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regard to the provisions of subsection (a). As used in this section, 
section 119, section 143, section 144, and section 231, the phrase 
"engaged in trade or business within the United States" includes the 
performance of personal services within the United States at 
any time within the taxable year, but does not include the per- 
formance of personal services for a nonresident alien individual, 
foreign partnership, or foreign corporation, not engaged in trade 
or business within the United States, by a nonresident alien individ- 
ual temporarily present in the United States for a period or periods 
not exceeding a total of ninety days during the taxable year and 
whose compensation for such services does not exceed in the aggre- 
gate $3,000. Such phrase does not include the effecting of trans- 
actions in the United States in stocks, securities, or commodities 
through a resident broker, commission agent, or custodian. 
SEC. 212. GROSS INCOME. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
gross income includes only the gross income from sources within the 
United States. 

(b) SHIPS UNDER FOREIGN FLAG.—The income of a nonresident 
alien individual which consists exclusively of earnings derived from 
the operation of a ship or ships documented under the laws of a 
foreign country which grants an equivalent exemption to citizens of 
the United States and to corporations organized in the United States 
shall not be included in gross income and shall be exempt from 
taxation under this title. 
SEC. 213. DEDUCTIONS. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
the deductions shall be allowed only if and to the extent that they 
are connected with income from sources within the United States; 
and the proper apportionment and allocation of the deductions with 
respect to sources of income within and without the United States 
shall be determined as provided in section 119, under rules and regu- 
lations prescribed by the Commissioner with the approval of the 
Secretary. 

(b) LOSSES.— 
(1) The deduction, for losses not connected with the trade or 

business if incurred in transactions entered into for profit, allowed 
by section 23 (e) (2) shall be allowed whether or not connected 
with income from sources within the United States, but only if 
the profit, if such transaction had resulted in a profit, would be 
taxable under this title. 

(2) The deduction for losses of property not connected with 
the trade or business if arising from certain casualties or theft, 
allowed by section 23 (e) (3), shall be allowed whether or not 
connected with income from sources within the United States, but 
only if the loss is of property within the United States. 

(c) CHARITABLE, ETC., CONTRIBUTIONS.—The so-called "charitable 
contribution" deduction allowed by section 23 (o) shall be allowed 
whether or not connected with income from sources within the 
United States, but only as to contributions or gifts made to domestic 
corporations, or to community chests, funds, or foundations, created 
in the United States, or to the vocational rehabilitation fund. 
SEC. 214. CREDITS AGAINST NET INCOME. 

In the case of a nonresident alien individual the personal exemp- 
tion allowed by section 25 (b) (1) of this title shall be only $1,000. 
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(2) If, in the case of such corporation, 50 per centum or more 

of its gross income (computed without the benefit of this section) 
for such period or such part thereof was derived from the active 
conduct of a trade or business within a possession of the United 
States; or 

(3) If, in case of such citizen, 50 per centum or more of his 
gross income (computed without the benefit of this section) for 
such period or such part thereof was derived from the active con- 
duct of a trade or business within a possession of the United States 
either on his own account or as an employee or agent of another. 

(b) AMOUNTS RECEIVED IN UNITED STATES.—Notwithstanding the 
provisions of subsection (a) there shall be included in gross income 
all amounts received by such citizens or corporations within the 
United States, whether derived from sources within or without the 
United States. 

(c) TAX IN CASE OF CORPORATIONS.—In the case of a domestic 
corporation entitled to the benefits of this section the normal tax 
imposed by section 13 shall be at the rate of 15 per centum instead 
of at the rates provided in such section, and such a corporation shall 
not be subject to the surtax imposed by section 14. 

(d) DEFINITION.—As used in this section the term "possession of 
the United States" does not include the Virgin Islands of the United 
States. 

(e)  DEDUCTIONS.— 
(1) Citizens of the United States entitled to the benefits of this 

section shall have the same deductions as are allowed by Supple- 
ment H in the case of a nonresident alien individual engaged in 
trade or business within the United States or having an office or 
place of business therein. 

(2) Domestic corporations entitled to the benefits of this section 
shall have the same deductions as are allowed by Supplement I in 
the case of a foreign corporation engaged in trade or business 
within the United States or having an office or place of business 
therein. 

(f) CREDITS AGAINST NET INCOME.—A citizen of the United States 
entitled to the benefits of this section shall be allowed a personal 
exemption of only $1,000 and shall not be allowed the credit for 
dependents provided in section 25 (b) (2). 

(g) ALLOWANCE OF DEDUCTIONS AND CREDITS.—Citizens of the 
United States and domestic corporations entitled to the benefits of 
this section shall receive the benefit of the deductions and credits 
allowed to them in this title only by filing or causing to be filed with 
the collector a true and accurate return of their total income received 
from all sources in the United States, in the manner prescribed in 
this title; including therein all the information which the Commis- 
sioner may deem necessary for the calculation of such deductions and 
credits. 

(h) CREDITS AGAINST TAX.—Persons entitled to the benefits of this 
section shall not be allowed the credits against the tax for taxes of 
foreign countries and possessions of the United States allowed by 
section 131. 

(i) AFFILIATION.—A corporation entitled to the benefits of this 
section shall not be deemed to be affiliated with any other corporation 
within the meaning of section 141. 
SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any individual who is a citizen of any possession of the United 
States (but not otherwise a citizen of the United States) and who is 
not a resident of the United States, shall be subject to taxation under 
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this title only as to income derived from sources within the United 
States, and in such case the tax shall be computed and paid in the 
same manner and subject to the same conditions as in the case of 
other persons who are taxable only as to income derived from such 
sources. 

(b) Nothing in this section shall be construed to alter or amend 
the provisions of the Act entitled "An Act making appropriations 
for the naval service for the fiscal year ending June 30, 1922, and for 
other purposes", approved July 12, 1921, relating to the imposition 
of income taxes in the Virgin Islands of the United States. 

Supplement K—China Trade Act Corporations 
SEC. 261. TAXATION IN GENERAL. 

In the case of a corporation organized under the China Trade 
Act, 1922, the normal tax imposed by section 13 shall be at the rate 
of 15 per centum instead of at the rates provided in such section, 
and such a corporation shall not be subject to the surtax imposed 
by section 14. 
SEC. 262. CREDIT AGAINST NET INCOME. 

(a) ALLOWANCE OF CREDIT.—For the purpose only of the taxes 
imposed by section 13 of this Act and section 106 of the Revenue 
Act of 1935 there shall be allowed, in the case of a corporation 
organized under the China Trade Act, 1922, in addition to the credits 
against net income otherwise allowed such corporation, a credit 
against the net income of an amount equal to the proportion of the 
net income derived from sources within China (determined in a 
similar manner to that provided in section 119) which the par value 
of the shares of stock of the corporation owned on the last day of the 
taxable year by (1) persons resident in China, the United States, or 
possessions of the United States, and (2) individual citizens of the 
United States or China wherever resident, bears to the par value of 
the whole number of shares of stock of the corporation outstanding 
on such date: Provided, That in no case shall the diminution, by 
reason of such credit, of the tax imposed by such section 13 (computed 
without regard to this section) exceed the amount of the special divi- 
dend certified under subsection (b) of this section; and in no case 
shall the diminution, by reason of such credit, of the tax imposed by 
such section 106 (computed without regard to this section) exceed the 
amount by which such special dividend exceeds the diminution per- 
mitted by this section in the tax imposed by such section 13. 

(b) SPECIAL DIVIDEND.—Such credit shall not be allowed unless 
the Secretary of Commerce has certified to the Commissioner— 

(1) The amount which, during the year ending on the date 
fixed by law for filing the return, the corporation has distributed 
as a special dividend to or for the benefit of such persons as on 
the last day of the taxable year were resident in China, the United 
States, or possessions of the United States, or were individual 
citizens of the United States or China, and owned shares of stock 
of the corporation; 

(2) That such special dividend was in addition to all other 
amounts, payable or to be payable to such persons or for their 
benefit, by reason of their interest in the corporation; and 

(3) That such distribution has been made to or for the benefit 
of such persons in proportion to the par value of the shares of 
stock of the corporation owned by each; except that if the cor- 
poration has more than one class of stock, the certificates shall 
contain a statement that the articles of incorporation provide a 
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[CHAPTER 285] 

AN ACT 

To amend the Second Liberty Bond Act, as amended. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the first para- 
graph of section 1 of the Second Liberty Bond Act, as amended 
(U. S. C., title 31, sec. 752), is amended by striking out the following: 
":Provided, That the face amount of bonds issued under this section 
and section 22 of this Act shall not exceed in the aggregate 
$25,000,000,000 outstanding at any one time". 

SEC. 2. Section 21 of the Second Liberty Bond Act, as amended 
(U. S. C., title 31, sec. 757b), is amended to read as follows: 

"SEC. 21. The face amount of bonds, certificates of indebtedness, 
Treasury bills, and notes issued under the authority of this Act, and 
certificates of indebtedness issued under the authority of section 6 
of the First Liberty Bond Act, shall not exceed in the aggregate 
$45,000,000,000 outstanding at any one time: Provided, That the face 
amount of bonds issued under the authority of this Act shall not 
exceed in the aggregate $30,000,000,000 outstanding at any one time." 

Approved, May 26, 1938. 

[CHAPTER 288] 

AN ACT 

To equalize certain allowances for quarters and subsistence of enlisted men of 
the Coast Guard with those of the Army, Navy, and Marine Corps. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the Act 
approved June 20, 1936 (49 Stat. 1545; U. S. C., Supp. III, title 34, 
sec. 914), is hereby amended, effective as of June 20, 1936, by inserting 
in line 15 thereof, after the word "Navy", the words "Coast Guard", 
and by inserting in line 17 thereof, after the words "Marine Corps 
Band", the words "Coast Guard Academy Band". 

Approved, May 26, 1938. 

[CHAPTER 289] 

AN ACT 

To provide revenue, equalize taxation, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act, 
divided into titles and sections according to the following Table or 
Contents, may be cited as the "Revenue Act of 1938": 

TABLE OF CONTENTS 
TITLE I—INCOME TAX 

SUBTITLE A—INTRODUCTORY PROVISIONS 
Sec. 1. Application of title. 
Sec. 2. Cross references. 
Sec. 3. Classification of provisions. 
Sec. 4. Special classes of taxpayers. 
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(d) SPECIAL CLASSES OF CORPORATIONS.—In the case of the following 
corporations the tax shall be an amount equal to 16½ per centum of 
the special class net income, regardless of the amount thereof: 

(1) Banks, as defined in section 104. 
(2) Corporations organized under the China Trade Act, 1922. 
(3) Corporations which, by reason of deriving a large portion 

of their gross income from sources within a possession of the 
United States, are entitled to the benefits of section 251. 

(e) FOREIGN CORPORATIONS.— 
(1) In the case of a foreign corporation engaged in trade or 

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

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

(f) INSURANCE COMPANIES.—In the case of insurance companies, 
the tax shall be as provided in Supplement G. 

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

(h) EXEMPT CORPORATIONS.—For corporations exempt from taxa- 
tion under this title, see section 101. 

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

(j) IMPROPER ACCUMULATION OF SURPLUS.—For surtax on cor- 
porations which accumulate surplus to avoid surtax on shareholders, 
see section 102. 
SEC. 15. CORPORATE TAXES EFFECTIVE FOR TWO TAXABLE YEARS. 

The taxes imposed by section 13, section 14 (except subsection (e) 
(2)), Supplement G, or Supplement Q, of this Act, or by section 13, 
section 14, or Supplement G of the Revenue Act of 1936, shall not 
apply to any taxable year beginning after December 31, 1939. 

Part II—Computation of Net Income 
SEC. 21. NET INCOME. 

"Net income" means the gross income computed under section 22, 
less the deductions allowed by section 23. For definition of "adjusted 
net income", see section 13 (a); for definition of "special class net 
income", see section 14 (a). 
SEC. 22. GROSS INCOME. 

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits, 
and income derived from salaries, wages, or compensation for per- 
sonal service, of whatever kind and in whatever form paid, or from 
professions, vocations, trades, businesses, commerce, or sales, or deal- 
ings in property, whether real or personal, growing out of the 
ownership or use of or interest in such property; also from interest, 
rent, dividends, securities, or the transaction of any business carried 
on for gain or profit, or gains or profits and income derived from 
any source whatever. In the case of Presidents of the United States 
and judges of courts of the United States taking office after June 6, 
1932, the compensation received as such shall be included in gross 
income; and all Acts taxing the compensation of such Presidents and 
judges are hereby amended accordingly. 
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shrinkage (by whatever name called) in the value of such interest 
due to the lapse of time, nor by any deduction allowed by this Act 
(except the deductions provided for in subsections (1) and (m) of 
section 23) for the purpose of computing the net income of an estate 
or trust but not allowed under the laws of such State, Territory, 
District of Columbia, possession of the United States, or foreign 
country for the purpose of computing the income to which such 
holder is entitled. 

(e) TAX WITHHELD ON TAX-FREE COVENANT BONDS.—For nonde- 
ductibility of tax withheld on tax-free covenant bonds, see section 
143 (a) (3). 
SEC. 25. CREDITS OF INDIVIDUAL AGAINST NET INCOME. 

(a) CREDITS FOR NORMAL TAX ONLY.—There shall be allowed for 
the purpose of the normal tax, but not for the surtax, the following 
credits against the net income: 

(1) INTEREST ON UNITED STATES OBLIGATIONS.—The amount 
received as interest upon obligations of the United States which 
is included in gross income under section 22. 

(2) INTEREST ON OBLIGATIONS OF INSTRUMENTALITIES OF THE 
UNITED STATES.—The amount received as interest on obligations 
of a corporation organized under Act of Congress, if (A) such 
corporation is an instrumentality of the United States; and (B) 
such interest is included in gross income under section 22; and 
(C) under the Act authorizing the issue thereof, as amended and 
supplemented, such interest is exempt from normal tax. 

(3) EARNED INCOME CREDIT.—10 per centum of the amount of 
the earned net income, but not in excess of 10 per centum of the 
amount of the net income. 

(4) EARNED INCOME DEFINITIONS.—For the purposes of this 
section— 

(A) "Earned income" means wages, salaries, professional 
fees, and other amounts received as compensation for per- 
sonal services actually rendered, but does not include any 
amount not included in gross income, nor that part of the 
compensation derived by the taxpayer for personal services 
rendered by him to a corporation which represents a dis- 
tribution of earnings or profits rather than a reasonable 
allowance as compensation for the personal services actually 
rendered. In the case of a taxpayer engaged in a trade or 
business in which both personal services and capital are 
material income producing factors, a reasonable allowance as 
compensation for the personal services actually rendered by 
the taxpayer, not in excess of 20 per centum of his share of 
the net profits of such trade or business, shall be considered 
as earned income. 

(B) "Earned income deductions" means such deductions as 
are allowed by section 23 for the purpose of computing net 
income, and are properly allocable to or chargeable against 
earned income. 

(C) "Earned net income" means the excess of the amount 
of the earned income over the sum of the earned income 
deductions. If the taxpayer's net income is not more than 
$3,000, his entire net income shall be considered to be earned 
net income, and if his net income is more than $3,000, his 
earned net income shall not be considered to be less than 
$3,000. In no case shall the earned net income be considered 
to be more than $14,000. 
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(b) JOINT FIDUCIARIES.—Under such regulations as the Commis- 
sioner with the approval of the Secretary may prescribe a return 
made by one of two or more joint fiduciaries and filed in the office of 
the collector of the district where such fiduciary resides shall be 
sufficient compliance with the above requirement. Such fiduciary 
shall make oath (1) that he has sufficient knowledge of the affairs of 
the individual, estate, or trust for which the return is made, to enable 
him to make the return, and (2) that the return is, to the best of 
his knowledge and belief, true and correct. 

(c) LAW APPLICABLE TO FIDUCIARIES.—Any fiduciary required to 
make a return under this title shall be subject to all the provisions of 
law which apply to individuals. 
SEC. 143. WITHHOLDING OF TAX AT SOURCE. 

(a) TAX-FREE COVENANT BONDS.— 
(1) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 

mortgages, or deeds of trust, or other similar obligations of a 
corporation, issued before January 1, 1934, contain a contract or 
provision by which the obligor agrees to pay any portion of the 
tax imposed by this title upon the obligee, or to reimburse the 
obligee for any portion of the tax, or to pay the interest without 
deduction for any tax which the obligor may be required or 
permitted to pay thereon, or to retain therefrom under any law 
of the United States, the obligor shall deduct and withhold a 
tax equal to 2 per centum of the interest upon such bonds, 
mortgages, deeds of trust, or other obligations, whether such 
interest is payable annually or at shorter or longer periods, if 
payable to an individual, a partnership, or a foreign corporation 
not engaged in trade or business within the United States and 
not having any office or place of business therein: Provided, 
That if the liability assumed by the obligor does not exceed 2 
per centum of the interest, then the deduction and withholding 
shall be at the following rates: (A) 10 per centum in the case 
of a nonresident alien individual (except that such rate shall be 
reduced, in the case of a resident of a contiguous country, to 
such rate, not less than 5 per centum, as may be provided by 
treaty with such country), or of any partnership not engaged 
in trade or business within the United States and not having 
any office or place of business therein and composed in whole 
or in part of nonresident aliens, (B) in the case of such a 
foreign corporation, 15 per centum, and (C) 2 per centum in 
the case of other individuals and partnerships: Provided further, 
That if the owners of such obligations are not known to the 
withholding agent the Commissioner may authorize such deduc- 
tion and withholding to be at the rate of 2 per centum, or, if 
the liability assumed by the obligor does not exceed 2 per 
centum of the interest, then at the rate of 10 per centum. 

(2) BENEFIT OF CREDITS AGAINST NET INCOME.—Such deduction 
and withholding shall not be required in the case of a citizen 
or resident entitled to receive such interests, if he files with the 
withholding agent on or before February 1 a signed notice in 
writing claiming the benefit of the credits provided in section 
25 (b); nor in the case of a nonresident alien individual if so 
provided for in regulations prescribed by the Commissioner 
under section 215. 

(3) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this 
title, or any other tax paid pursuant to the tax-free covenant 
clause, nor shall such tax be included in the gross income of 
the obligee. 
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(b) NONRESIDENT ALIENS.—All persons, in whatever capacity act- 
ing, including lessees or mortgagors of real or personal property, 
fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment of 
interest (except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business in the 
United States and not having an office or place of business therein), 
dividends, rent, salaries, wages, premiums, annuities, compensations, 
remunerations, emoluments, or other fixed or determinable annual 
or periodical gains, profits, and income (but only to the extent that 
any of the above items constitutes gross income from sources within 
the United States), of any nonresident alien individual, or of any 
partnership not engaged in trade or business within the United States 
and not having any office or place of business therein and composed 
in whole or in part of nonresident aliens, shall (except in the cases 
provided for in subsection (a) of this section and except as otherwise 
provided in regulations prescribed by the Commissioner under section 
215) deduct and withhold from such annual or periodical gains, 
profits, and income a tax equal to 10 per centum thereof, except that 
such rate shall be reduced, in the case of a nonresident alien individual 
a resident of a contiguous country, to such rate (not less than 5 
per centum) as may be provided by treaty with such country: 
Provided, That no such deduction or withholding shall be required 
in the case of dividends paid by a foreign corporation unless (1) 
such corporation is engaged in trade or business within the United 
States or has an office or place of business therein, and (2) more than 
85 per centum of the gross income of such corporation for the three- 
year period ending with the close of its taxable year preceding the 
declaration of such dividends (or for such part of such period as 
the corporation has been in existence) was derived from sources 
within the United States as determined under the provisions of 
section 119: Provided further, That the Commissioner may authorize 
such tax to be deducted and withheld from the interest upon any 
securities the owners of which are not known to the withholding 
agent. Under regulations prescribed by the Commissioner, with the 
approval of the Secretary, there may be exempted from such deduc- 
tion and withholding the compensation for personal services of 
nonresident alien individuals who enter and leave the United States 
at frequent intervals. 

(c) RETURN AND PAYMENT.—Every person required to deduct and 
withhold any tax under this section shall make return thereof on or 
before March 15 of each year and shall on or before June 15, in lieu 
of the time prescribed in section 56, pay the tax to the official of the 
United States Government authorized to receive it. Every such 
person is hereby made liable for such tax and is hereby indemnified 
against the claims and demands of any person for the amount of any 
payments made in accordance with the provisions of this section. 

(d) INCOME OF RECIPIENT.—Income upon which any tax is required 
to be withheld at the source under this section shall be included in 
the return of the recipient of such income, but any amount of tax 
so withheld shall be credited against the amount of income tax as 
computed in such return. 

(e) TAX PAID BY RECIPIENT.—If any tax required under this section 
to be deducted and withheld is paid by the recipient of the income, 
it shall not be re-collected from the withholding agent; nor in cases 
in which the tax is so paid shall any penalty be imposed upon or 
collected from the recipient of the income or the withholding agent 
for failure to return or pay the same, unless such failure was fraud- 
ulent and for the purpose of evading payment. 
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a certificate that he has complied with all the obligations imposed 
upon him by the income, war-profits, and excess-profits tax laws. 

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to violate 
this section there shall, in addition to all other penalties, be added as 
part of the tax 25 per centum of the total amount of the tax or 
deficiency in the tax, together with interest at the rate of 6 per centum 
per annum from the time the tax became due. 
SEC. 147. INFORMATION AT SOURCE. 

(a) PAYMENTS OF $1,000 OR MORE.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real or personal 
property, fiduciaries, and employers, making payment to another 
person, of interest, rent, salaries, wages, premiums, annuities, com- 
pensations, remunerations, emoluments, or other fixed or determi- 
nable gains, profits, and income (other than payments described in 
section 148 (a) or 149), of $1,000 or more in any taxable year, or, 
in the case of such payments made by the United States, the officers 
or employees of the United States having information as to such 
payments and required to make returns in regard thereto by the 
regulations hereinafter provided for, shall render a true and accurate 
return to the Commissioner, under such regulations and in such 
form and manner and to such extent as may be prescribed by him 
with the approval of the Secretary, setting forth the amount of such 
gains, profits, and income, and the name and address of the recipient 
of such payment. 

(b) RETURNS REGARDLESS OF AMOUNT OF PAYMENT.—Such returns 
may be required, regardless of amounts, (1) in the case of payments 
of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of items 
(not payable in the United States) of interest upon the bonds of 
foreign countries and interest upon the bonds of and dividends from 
foreign corporations by persons undertaking as a matter of business 
or for profit the collection of foreign payments of such interest or 
dividends by means of coupons, checks, or bills of exchange. 

(c) RECIPIENT TO FURNISH NAME AND ADDRESS.—When necessary 
to make effective the provisions of this section the name and address 
of the recipient of income shall be furnished upon demand of the 
person paying the income. 

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this section 
shall not apply to the payment of interest on obligations of the 
United States. 
SEC. 148. INFORMATION BY CORPORATIONS. 

(a) DIVIDEND PAYMENTS.—Every corporation shall, when required 
by the Commissioner, render a correct return, duly verified under 
oath, of its payments of dividends, stating the name and address of 
each shareholder, the number of shares owned by him, and the 
amount of dividends paid to him. 

(b) PROFITS DECLARED AS DIVIDENDS.—Every corporation shall, 
when required by the Commissioner, furnish him a statement of such 
facts as will enable him to determine the portion of the earnings or 
profits of the corporation (including gains, profits, and income not 
taxed) accumulated during such periods as the Commissioner may 
specify, which have been distributed or ordered to be distributed, 
respectively, to its shareholders during such taxable years as the 
Commissioner may specify. 

(c) ACCUMULATED EARNINGS AND PROFITS.—When requested by 
the Commissioner, or any collector, every corporation shall forward 
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(c) DEDUCTIONS.—In addition to the deductions allowed to corpo- 
rations by section 23 the following deductions to insurance companies 
shall also be allowed, unless otherwise allowed— 

(1) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE INSUR- 
ANCE.—In the case of mutual insurance companies other than 
life insurance companies— 

(A) the net addition required by law to be made within 
the taxable year to reserve funds (including in the case of 
assessment insurance companies the actual deposit of sums 
with State or Territorial officers pursuant to law as addi- 
tions to guarantee or reserve funds); and 

(B) the sums other than dividends paid within the 
taxable year on policy and annuity contracts. 

(2) MUTUAL MARINE INSURANCE COMPANIES.—In the case of 
mutual marine insurance companies, in addition to the deductions 
allowed in paragraph (1) of this subsection, unless otherwise 
allowed, amounts repaid to policyholders on account of premiums 
previously paid by them, and interest paid upon such amounts 
between the ascertainment and the payment thereof; 

(3) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE AND 
MARINE.—In the case of mutual insurance companies (including 
interinsurers and reciprocal underwriters, but not including 
mutual life or mutual marine insurance companies) requiring 
their members to make premium deposits to provide for losses 
and expenses, the amount of premium deposits returned to 
their policyholders and the amount of premium deposits retained 
for the payment of losses, expenses, and reinsurance reserves. 

Supplement H—Nonresident Alien Individuals 
SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS. 

(a) NO UNITED STATES BUSINESS OR OFFICE.— 
(1) GENERAL RULE.—There shall be levied, collected, and paid 

for each taxable year, in lieu of the tax imposed by sections 11 
and 12, upon the amount received, by every nonresident alien 
individual not engaged in trade or business within the United 
States and not having an office or place of business therein, from 
sources within the United States as interest (except interest on 
deposits with persons carrying on the banking business), 
dividends, rents, salaries, wages, premiums, annuities, compensa- 
tions, remunerations, emoluments, or other fixed or determinable 
annual or periodical gains, profits, and income, a tax of 10 per 
centum of such amount, except that such rate shall be reduced, 
in the case of a resident of a contiguous country, to such rate 
(not less than 5 per centum) as may be provided by treaty with 
such country. For inclusion in computation of tax of amount 
specified in shareholder's consent, see section 28. 

(2) AGGREGATE MORE THAN $21,600.—The tax imposed by 
paragraph (1) shall not apply to any individual if the aggregate 
amount received during the taxable year from the sources therein 
specified is more than $21,600. 

(3) RESIDENTS OF CONTIGUOUS COUNTRIES.—Despite the pro- 
visions of paragraph (2), the provisions of paragraph (1) shall 
apply to a resident of a contiguous country so long as there is in 
effect a treaty with such country (ratified prior to August 26, 
1937) under which the rate of tax under section 211 (a) of the 
Revenue Act of 1936, prior to its amendment by section 501 (a) 
of the Revenue Act of 1937, was reduced. 
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(b) UNITED STATES BUSINESS OR OFFICE.—A nonresident alien indi- 
vidual engaged in trade or business in the United States or having 
an office or place of business therein shall be taxable without regard 
to the provisions of subsection (a). As used in this section, section 
119, section 143, section 144, and section 231, the phrase "engaged in 
trade or business within the United States" includes the performance 
of personal services within the United States at any time within the 
taxable year, but does not include the performance of personal serv- 
ices for a nonresident alien individual, foreign partnership, or foreign 
corporation, not engaged in trade or business within the United States, 
by a nonresident alien individual temporarily present in the United 
States for a period or periods not exceeding a total of ninety days 
during the taxable year and whose compensation for such services 
does not exceed in the aggregate $3,000. Such phrase does not include 
the effecting of transactions in the United States in stocks, securities, 
or commodities through a resident broker, commission agent, or 
custodian. 

(c) NO UNITED STATES BUSINESS OR OFFICE AND GROSS INCOME OF 
MORE THAN $21,600.—A. nonresident alien individual not engaged in 
trade or business within the United States and not having an office 
or place of business therein who has a gross income for any taxable 
year of more than $21,600 from the sources specified in subsection (a) 
(1), shall be taxable without regard to the provisions of subsection 
(a) (1), except that— 

(1) The gross income shall include only income from the 
sources specified in subsection (a) (1); 

(2) The deductions (other than the so-called "charitable 
deduction" provided in section 213 (c)) shall be allowed only 
if and to the extent that they are properly allocable to the gross 
income from the sources specified in subsection (a) (1); 

(3) The aggregate of the normal tax and surtax under sections 
11 and 12 shall, in no case, be less than 10 per centum of the 
gross income from the sources specified in subsection (a) (1); 
and 

(4) This subsection shall not apply to a resident of a contigu- 
ous country so long as there is in effect a treaty with such country 
(ratified prior to August 26, 1937) under which the rate of tax 
under section 211 (a) of the Revenue Act of 1936, prior to its 
amendment by section 501 (a) of the Revenue Act of 1937, was 
reduced. 

SEC. 212. GROSS INCOME. 
(a) GENERAL RULE.—In the case of a nonresident alien individual 

gross income includes only the gross income from sources within the 
United States. 

(b) SHIPS UNDER FOREIGN FLAG.—The income of a nonresident 
alien individual which consists exclusively of earnings derived from 
the operation of a ship or ships documented under the laws of a 
foreign country which grants an equivalent exemption to citizens of 
the United States and to corporations organized in the United States 
shall not be included in gross income and shall be exempt from taxa- 
tion under this title. 
SEC. 213. DEDUCTIONS. 

(a) GENERAL RULE.—In the case of a nonresident alien individual 
the deductions shall be allowed only if and to the extent that they are 
connected with income from sources within the United States; and 
the proper apportionment and allocation of the deductions with 
respect to sources of income within and without the United States 
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(g) ALLOWANCE OF DEDUCTIONS AND CREDITS.—Citizens of the 
United States and domestic corporations entitled to the benefits of 
this section shall receive the benefit of the deductions and credits 
allowed to them in this title only by filing or causing to be filed 
with the collector a true and accurate return of their total income 
received from all sources in the United States, in the manner pre- 
scribed in this title; including therein all the information which 
the Commissioner may deem necessary for the calculation of such 
deductions and credits. 

(h) CREDITS AGAINST TAX.—Persons entitled to the benefits of this 
section shall not be allowed the credits against the tax for taxes of 
foreign countries and possessions of the United States allowed by 
section 131. 

(i) AFFILIATION.—A corporation entitled to the benefits of this 
section shall not be deemed to be affiliated with any other corporation 
within the meaning of section 141. 
SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any individual who is a citizen of any possession of the United 
States (but not otherwise a citizen of the United States) and who 
is not a resident of the United States, shall be subject to taxation 
under this title only as to income derived from sources within the 
United States, and in such case the tax shall be computed and paid 
in the same manner and subject to the same conditions as in the 
case of other persons who are taxable only as to income derived from 
such sources. 

(b) Nothing in this section shall be construed to alter or amend 
the provisions of the Act entitled "An Act making appropriations 
for the naval service for the fiscal year ending June 30, 1922, and 
for other purposes", approved July 12, 1921, relating to the imposition 
of income taxes in the Virgin Islands of the United States. 

Supplement K—China Trade Act Corporations 
SEC. 261. TAXATION IN GENERAL. 

A corporation organized under the China Trade Act, 1922, shall 
be taxable as provided in section 14 (d). For inclusion in computa- 
tion of tax of amount specified in shareholder's consent, see section 28. 
SEC. 262. CREDIT AGAINST NET INCOME. 

(a) ALLOWANCE OF CREDIT.—For the purpose only of the taxes 
imposed by sections 14 and 602 of this Act and section 106 of the 
Revenue Act of 1935 there shall be allowed, in the case of a corpora- 
tion organized under the China Trade Act, 1922, in addition to the 
credits against net income otherwise allowed such corporation, a 
credit against the net income of an amount equal to the proportion 
of the net income derived from sources within China (determined in 
a similar manner to that provided in section 119) which the par 
value of the shares of stock of the corporation owned on the last day 
of the taxable year by (1) persons resident in China, the United 
States, or possessions of the United States, and (2) individual 
citizens of the United States or China wherever resident, bears to 
the par value of the whole number of shares of stock of the corpora- 
tion outstanding on such date: Provided, That in no case shall the 
diminution, by reason of such credit, of the tax imposed by such 
section 14 (computed without regard to this section) exceed the 
amount of the special dividend certified under subsection (b) of this 
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INCOME TAX  9 
 
(d) SPECIAL CLASSES OF CORPORATIONS.—In the case of the following 

corporations the tax shall be an amount equal to 161/2 per centum of 
the special class net income, regardless of the amount thereof: 

(1) Banks, as defined in section 104. 
(2) Corporations organized under the China Trade Act, 1922, 

(42 Stat. 849 (U. S. C., Title 15, c. 4).) 
(3) Corporations which, by reason of deriving a large portion 

of their gross income from sources within a possession of the 
United States, are entitled to the benefits of section 251. 

(e) FOREIGN CORPORATIONS.— 
(1) In the case of a foreign corporation engaged in trade or 

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

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

(f) INSURANCE COMPANIES.—In the case of insurance companies, 
the tax shall be as provided in Supplement G. 

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

(h) EXEMPT CORPORATIONS.— 
For corporations exempt from taxation under this chapter, see 

section 101. 
(i) TAX ON PERSONAL HOLDING COMPANIES.— 

     For surtax on personal holding companies, see section 500. 
(j) IMPROPER ACCUMULATION OF SURPLUS.— 

    For surtax on corporations which accumulate surplus to avoid surtax 
on stockholders, see section 102. 
SEC. 15. CORPORATE TAXES EFFECTIVE FOR TWO TAXABLE YEARS. 

The taxes imposed by section 13, section 14 (except subsection (e) 
(2)), Supplement G, or Supplement Q, of this chapter, or by section 
13, section 14, or Supplement G of the Revenue Act of 1936, shall not 
apply to any taxable year beginning after December 31, 1939. 

Part II—Computation of Net Income 
SEC. 21. NET INCOME. 

(a) DEFINITION.—"Net income" means the gross income computed 
under section 22, less the deductions allowed by section 23. 

(b) CROSS REFERENCES. — 
For definition of "adjusted net income", see section 13 (a); for defi- 

nition of "special class net income", see section 14 (a). 
SEC. 22. GROSS INCOME. 

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits, 
and income derived from salaries, wages, or compensation for per- 
sonal service, of whatever kind and in whatever form paid, or from 
professions, vocations, trades, businesses, commerce, or sales, or deal- 
ings in property, whether real or personal, growing out of the own- 
ership or use of or interest in such property; also from interest, rent, 
dividends, securities, or the transaction of any business carried on for 
gain or profit, or gains or profits and income derived from any source 
whatever. In the case of Presidents of the United States and judges 
of courts of the United States taking office after June 6, 1932, the 
compensation received as such shall be included in gross income; and 
all Acts fixing the compensation of such Presidents and judges are 
hereby amended accordingly. 

98907°—39—PT. I—2 
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other cases the affiliated group making a consolidated return shall not 
be entitled to the benefits of such subsection, regardless of the fact 
that one or more of the corporations in the group are in bankruptcy 
or in receivership. 

(k) ALLOCATION OF INCOME AND DEDUCTIONS.— 
For allocation of income and deductions of related trades or busi- 

nesses, see section 45. 
SEC. 142. FIDUCIARY RETURNS. 

(a) REQUIREMENT OF RETURN.—Every fiduciary (except a 
receiver appointed by authority of law in possession of part only of 
the property of an individual) shall make under oath a return for 
any of the following individuals, estates, or trusts for which he acts, 
stating specifically the items of gross income thereof and the deduc- 
tions and credits allowed under this chapter and such other informa- 
tion for the purpose of carrying out the provisions of this chapter 
as the Commissioner with the approval of the Secretary may by 
regulations prescribe— 

(1) Every individual having a net income for the taxable year 
of $1,000 or over, if single, or if married and not living with hus- 
band or wife; 

(2) Every individual having a net income for the taxable year 
of $2,500 or over, if married and living with husband or wife; 

(3) Every individual having a gross income for the taxable 
year of $5,000 or over, regardless of the amount of his net income; 

(4) Every estate the net income of which for the taxable year 
is $1,000 or over; 

(5) Every trust the net income of which for the taxable year is 
$100 or over; 

(6) Every estate or trust the gross income of which for the 
taxable year is $5,000 or over, regardless of the amount of the net 
income; and 

(7) Every estate or trust of which any beneficiary is a non- 
resident alien. 

(b) JOINT FIDUCIARIES.—Under such regulations as the Commis- 
sioner with the approval of the Secretary may prescribe a return 
made by one of two or more joint fiduciaries and filed in the office 
of the collector of the district where such fiduciary resides shall be 
sufficient compliance with the above requirement. Such fiduciary 
shall make oath (1) that he has sufficient knowledge of the affairs of 
the individual, estate, or trust for which the return is made, to 
enable him to make the return, and (2) that the return is, to the best 
of his knowledge and belief, true and correct. 

(c) LAW APPLICABLE TO FIDUCIARIES.—Any fiduciary required to 
make a return under this chapter shall be subject to all the pro- 
visions of law which apply to individuals. 
SEC. 143. WITHHOLDING OF TAX AT SOURCE. 

(a) TAX-FREE COVENANT BONDS.— 
(1) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 

mortgages, or deeds of trust, or other similar obligations of a 
corporation, issued before January 1, 1934, contain a contract or 
provision by which the obligor agrees to pay any portion of the 
tax imposed by this chapter upon the obligee, or to reimburse the 
obligee for any portion of the tax, or to pay the interest without 
deduction for any tax which the obligor may be required or per- 
mitted to pay thereon, or to retain therefrom under any law of 
the United States, the obligor shall deduct and withhold a tax 
equal to 2 per centum of the interest upon such bonds, mortgages, 
deeds of trust, or other obligations, whether such interest is pay- 
able annually or at shorter or longer periods, if payable to an 
individual, a partnership, or a foreign corporation not engaged 
in trade or business within the United States and not having any 
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office or place of business therein: Provided, That if the liability 
assumed by the obligor does not exceed 2 per centum of the interest, 
then the deduction and withholding shall be at the following rates: 
(A) 10 per centum in the case of a nonresident alien individual 
(except that such rate shall be reduced, in the case of a resident 
of a contiguous country, to such rate, not less than 5 per centum, 
as may be provided by treaty with such country), or of any part- 
nership not engaged in trade or business within the United States 
and not having any office or place of business therein and composed 
in whole or in part of nonresident aliens, (B) in the case of such 
a foreign corporation, 15 per centum, and (C) 2 per centum in the 
case of other individuals and partnerships: Provided further, That 
if the owners of such obligations are not known to the withholding 
agent the Commissioner may authorize such deduction and with- 
holding to be at the rate of 2 per centum, or, if the liability 
assumed by the obligor does not exceed 2 per centum of the interest, 
then at the rate of 10 per centum. 

(2) BENEFIT OF CREDITS AGAINST NET INCOME.—Such deduction 
and withholding shall not be required in the case of a citizen or 
resident entitled to receive such interest, if he files with the with- 
holding agent on or before February 1 a signed notice in writing 
claiming the benefit of the credits provided in section 25 (b); nor 
in the case of a nonresident alien individual if so provided for in 
regulations prescribed by the Commissioner under section 215. 

(3) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this 
chapter, or any other tax paid pursuant to the tax-free covenant 
clause, nor shall such tax be included in the gross income of the 
obligee. 

(b) NONRESIDENT ALIENS.—All persons, in whatever capacity act- 
ing, including lessees or mortgagors of real or personal property, 
fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment of 
interest (except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business in the 
United States and not having an office or place of business therein), 
dividends, rent, salaries, wages, premiums, annuities, compensations, 
remunerations, emoluments, or other fixed or determinable annual or 
periodical gains, profits, and income (but only to the extent that 
any of the above items constitutes gross income from sources within 
the United States), of any nonresident alien individual, or of any 
partnership not engaged in trade or business within the United 
States and not having any office or place of business therein and 
composed in whole or in part of nonresident aliens, shall (except in 
the cases provided for in subsection (a) of this section and except as 
otherwise provided in regulations prescribed by the Commissioner 
under section 215) deduct and withhold from such annual or periodi- 
cal gains, profits, and income a tax equal to 10 per centum thereof, 
except that such rate shall be reduced, in the case of a nonresident alien 
individual a resident of a contiguous country, to such rate (not less 
than 5 per centum) as may be provided by treaty with such country: 
Provided, That no such deduction or withholding shall be required 
in the case of dividends paid by a foreign corporation unless (1) 
such corporation is engaged in trade or business within the United 
States or has an office or place of business therein, and (2) more than 
85 per centum of the gross income of such corporation for the three- 
year period ending with the close of its taxable year preceding the 
declaration of such dividends (or for such part of such period as the 
corporation has been in existence) was derived from sources within 
the United States as determined under the provisions of section 119: 
Provided further, That the Commissioner may authorize such tax 
to be deducted and withheld from the interest upon any securities 
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the owners of which are not known to the withholding agent. Under 
regulations prescribed by the Commissioner, with the approval of 
the Secretary, there may be exempted from such deduction and 
withholding the compensation for personal services of nonresident 
alien individuals who enter and leave the United States at frequent 
intervals. 

(c) RETURN AND PAYMENT.—Every person required to deduct and 
withhold any tax under this section shall make return thereof on or 
before March 15 of each year and shall on or before June 15, in 
lieu of the time prescribed in section 56, pay the tax to the official 
of the United States Government authorized to receive it. Every 
such person is hereby made liable for such tax and is hereby indem- 
nified against the claims and demands of any person for the amount 
of any payments made in accordance with the provisions of this 
section. 

(d) INCOME OF RECIPIENT.—Income upon which any tax is required 
to be withheld at the source under this section shall be included in 
the return of the recipient of such income, but any amount of tax 
so withheld shall be credited against the amount of income tax as 
computed in such return. 

(e) TAX PAID BY RECIPIENT.—If any tax required under this section 
to be deducted and withheld is paid by the recipient of the income, it 
shall not be re-collected from the withholding agent; nor in cases 
in which the tax is so paid shall any penalty be imposed upon or 
collected from the recipient of the income or the withholding agent 
for failure to return or pay the same, unless such failure was fraudu- 
lent and for the purpose of evading payment. 

(f) REFUNDS AND CREDITS.—Where there has been an overpay- 
ment of tax under this section any refund or credit made under the 
provisions of section 322 shall be made to the withholding agent 
unless the amount of such tax was actually withheld by the with- 
holding agent. 

(g) CROSS REFERENCE.— 
For definition of "withholding agent", see section 3797 (a) (16). 

SEC. 144. PAYMENT OF CORPORATION INCOME TAX AT SOURCE. 
In the case of foreign corporations subject to taxation under this 

chapter not engaged in trade or business within the United States and 
not having any office or place of business therein, there shall be de- 
ducted and withheld at the source in the same manner and upon the 
same items of income as is provided in section 143 a tax equal to 15 per 
centum thereof, except that in the case of dividends the rate shall 
be 10 per centum, and except that in the case of corporations organ- 
ized under the laws of a contiguous country such rate of 10 per 
centum with respect to dividends shall be reduced to such rate (not 
less than 5 per centum) as may be provided by treaty with such 
country; and such tax shall be returned and paid in the same manner 
and subject to the same conditions as provided in that section: 
Provided, That in the case of interest described in subsection (a) 
of that section (relating to tax-free covenant bonds) the deduction 
and withholding shall be at the rate specified in such subsection. 
SEC. 145. PENALTIES. 

(a) FAILURE TO FILE RETURNS, SUBMIT INFORMATION, OR PAY 
TAX.—Any person required under this chapter to pay any tax, or 
required by law or regulations made under authority thereof to 
make a return, keep any records, or supply any information, for the 
purposes of the computation, assessment, or collection of any tax 
imposed by this chapter, who willfully fails to pay such tax, make 
such return, keep such records, or supply such information, at the 
time or times required by law or regulations, shall, in addition to 
other penalties provided by law, be guilty of a misdemeanor and, 
upon conviction thereof, be fined not more than $10,000, or imprisoned 
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that he will duly make the return nest thereafter required to be 
filed and pay the tax next thereafter required to be paid. The Com- 
missioner may approve and accept in like manner security for return 
and payment of taxes made due and payable by virtue of the pro- 
visions of this section, provided the taxpayer has paid in full all 
other income, war-profits, or excess-profits taxes due from him under 
any Act of Congress. 

(c) SAME—EXEMPTION FROM SECTION.—If security is approved 
and accepted pursuant to the provisions of this section and such 
further or other security with respect to the tax or taxes covered 
thereby is given as the Commissioner shall from time to time find 
necessary and require, payment of such taxes shall not be enforced 
by any proceedings under the provisions of this section prior to the 
expiration of the time otherwise allowed for paying such respective 
taxes. 

(d) CITIZENS.—In the case of a citizen of the United States or 
of a possession of the United States about to depart from the United 
States the Commissioner may, at his discretion, waive any or all of 
the requirements placed on the taxpayer by this section. 

(e) DEPARTURE OF ALIEN.—No alien shall depart from the United 
States unless he first procures from the collector or agent in charge 
a certificate that he has complied with all the obligations imposed 
upon him by the income, war-profits, and excess-profits tax laws. 

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to 
violate this section there shall, in addition to all other penalties, be 
added as part of the tax 25 per centum of the total amount of the 
tax or deficiency in the tax, together with interest at the rate of 6 
per centum per annum from the time the tax became due. 
SEC. 147. INFORMATION AT SOURCE. 

(a) PAYMENTS OF $1,000 OR MORE.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real or personal 
property, fiduciaries, and employers, making payment to another 
person, of interest, rent, salaries, wages, premiums, annuities, com- 
pensations, remunerations, emoluments, or other fixed or determin- 
able gains, profits, and income (other than payments described in 
section 148 (a) or 149), of $1,000 or more in any taxable year, or, 
in the case of such payments made by the United States, the officers 
or employees of the United States having information as to such 
payments and required to make returns in regard thereto by the 
regulations hereinafter provided for, shall render a true and accu- 
rate return to the Commissioner, under such regulations and in such 
form and manner and to such extent as may be prescribed by him 
with the approval of the Secretary, setting forth the amount of such 
gains, profits, and income, and the name and address of the recipient 
of such payment. 

(b) RETURNS REGARDLESS OF AMOUNT OF PAYMENT.—Such returns 
may be required, regardless of amounts, (1) in the case of payments 
of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of 
items (not payable in the United States) of interest upon the bonds 
of foreign countries and interest upon the bonds of and dividends 
from foreign corporations by persons undertaking as a matter of 
business or for profit the collection of foreign payments of such 
interest or dividends by means of coupons, checks, or bills of 
exchange. 

(c) RECIPIENT TO FURNISH NAME AND ADDRESS.—When necessary 
to make effective the provisions of this section the name and address 
of the recipient of income shall be furnished upon demand of the 
person paying the income. 

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this sec- 
tion shall not apply to the payment of interest on obligations of the 
United States. 
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(c) DEDUCTIONS.—In addition to the deductions allowed to cor- 

porations by section 23 the following deductions to insurance com- 
panies shall also be allowed, unless otherwise allowed— 

(1) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE INSUR- 
ANCE.—In the case of mutual insurance companies other than life 
insurance companies— 

(A) the net addition required by law to be made within the 
taxable year to reserve funds (including in the case of assess- 
ment insurance companies the actual deposit of sums with State 
or Territorial officers pursuant to law as additions to guarantee 
or reserve funds); and 

(B) the sums other than dividends paid within the taxable 
year on policy and annuity contracts. 

(2) MUTUAL MARINE INSURANCE COMPANIES.—In the case of 
mutual marine insurance companies, in addition to the deductions 
allowed in paragraph (1) of this subsection, unless otherwise 
allowed, amounts repaid to policyholders on account of premiums 
previously paid by them, and interest paid upon such amounts 
between the ascertainment and the payment thereof; 

(3) MUTUAL INSURANCE COMPANIES OTHER THAN LIFE AND 
MARINE.—In the case of mutual insurance companies (including 
interinsurers and reciprocal underwriters, but not including mutual 
life or mutual marine insurance companies) requiring their mem- 
bers to make premium deposits to provide for losses and expenses, 
the amount of premium deposits returned to their policyholders 
and the amount of premium deposits retained for the payment 
of losses, expenses, and reinsurance reserves. 

Supplement H—Nonresident Alien Individuals 
SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS. 

(a) NO UNITED STATES BUSINESS OR OFFICE.— 
(1) GENERAL RULE.— 

(A) IMPOSITION OF TAX.—There shall be levied, collected, and 
paid for each taxable year, in lieu of the tax imposed by sections 
11 and 12, upon the amount received, by every nonresident alien 
individual not engaged in trade or business within the United 
States and not having an office or place of business therein, from 
sources within the United States as interest (except interest on 
deposits with persons carrying on the banking business), divi- 
dends, rents, salaries, wages, premiums, annuities, compensations, 
remunerations, emoluments, or other fixed or determinable annual 
or periodical gains, profits, and income, a tax of 10 per centum of 
such amount, except that such rate shall be reduced, in the case 
of a resident of a contiguous country, to such rate (not less than 
5 per centum) as may be provided by treaty with such country. 

(B) CROSS REFERENCE.— 
For inclusion in computation of tax of amount specified in share- 

holder's consent, see section 28. 
(2) AGGREGATE MORE THAN $21,600.—The tax imposed by para- 

graph (1) shall not apply to any individual if the aggregate amount 
received during the taxable year from the sources therein specified 
is more than $21,600. 

(3) RESIDENTS OF CONTIGUOUS COUNTRIES.—Despite the provisions 
of paragraph (2), the provisions of paragraph (1) shall apply to 
a resident of a contiguous country so long as there is in effect a 
treaty with such country (ratified prior to August 26, 1937) under 
which the rate of tax under section 211 (a) of the Revenue Act of 
1936, 49 Stat. 1714, prior to its amendment by section 501 (a) of the 
Revenue Act of 1937, 50 Stat. 830, was reduced. 
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(2) If, in the case of such corporation, 50 per centum or more 

of its gross income (computed without the benefit of this section) 
for such period or such part thereof was derived from the active 
conduct of a trade or business within a possession of the United 
States; or 

(3) If, in case of such citizen, 50 per centum or more of his 
gross income (computed without the benefit of this section) for 
such period or such part thereof was derived from the active con- 
duct of a trade or business within a possession of the United States 
either on his own account or as an employee or agent of another. 

(b) AMOUNTS RECEIVED IN UNITED STATES.—Notwithstanding the 
provisions of subsection (a) there shall be included in gross income 
all amounts received by such citizens or corporations within the 
United States, whether derived from sources within or without the 
United States. 

(c) TAX IN CASE OF CORPORATIONS.— 
(1) SECTION IMPOSING TAX.—A domestic corporation entitled to 

the benefits of this section shall be taxable as provided in section 
14 (d). 

(2) CROSS REFERENCE.— 
For inclusion in computation of tax of amount specified in share- 

holder's consent, see section 28. 
(d) DEFINITION.—As used in this section the term "possession of 

the United States" does not include the Virgin Islands of the United 
States. 

(e) DEDUCTIONS.— 
(1) Citizens of the United States entitled to the benefits of this 

section shall have the same deductions as are allowed by Supple- 
ment H in the case of a nonresident alien individual engaged in 
trade or business within the United States or having an office or 
place of business therein. 

(2) Domestic corporations entitled to the benefits of this section 
shall have the same deductions as are allowed by Supplement I in 
the case of a foreign corporation engaged in trade or business 
within the United States or having an office or place of business 
therein. 

(f) CREDITS AGAINST NET INCOME.—A citizen of the United States 
entitled to the benefits of this section shall be allowed a personal 
exemption of only $1,000 and shall not be allowed the credit for 
dependents provided in section 25 (b) (2). 

(g) ALLOWANCE OF DEDUCTIONS AND CREDITS.—Citizens of the 
United States and domestic corporations entitled to the benefits of 
this section shall receive the benefit of the deductions and credits 
allowed to them in this chapter only by filing or causing to be filed 
with the collector a true and accurate return of their total income 
received from all sources in the United States, in the manner pre- 
scribed in this chapter; including therein all the information which 
the Commissioner may deem necessary for the calculation of such 
deductions and credits. 

(h) CREDITS AGAINST TAX.—Persons entitled to the benefits of this 
section shall not be allowed the credits against the tax for taxes of 
foreign countries and possessions of the United States allowed by 
section 131. 

(i) AFFILIATION.—A corporation entitled to the benefits of this 
section shall not be deemed to be affiliated with any other corporation 
within the meaning of section 141. 
SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any individual who is a citizen of any possession of the United 
States (but not otherwise a citizen of the United States) and who is 
not a resident of the United States, shall be subject to taxation under 
this chapter only as to income derived from sources within the United 

 

larry
Highlight

larry
Highlight



INCOME TAX  81 
 
States, and in such case the tax shall be computed and paid in the 
same manner and subject to the same conditions as in the case of 
other persons who are taxable only as to income derived from such 
sources. 

(b) Nothing in this section shall be construed to alter or amend 
the provisions of the Act entitled "An Act making appropriations 
for the naval service for the fiscal year ending June 30, 1922, and for 
other purposes", approved July 12, 1921, c. 44, 42 Stat. 123 (U. S. C., 
Title 48, § 1397), relating to the imposition of income taxes in the 
Virgin Islands of the United States. 

Supplement K—China Trade Act Corporations 
SEC. 261. TAXATION IN GENERAL. 

(a) IMPOSITION OF TAX.— 
A corporation organized under the China Trade Act, 1922, 42 Stat. 

849 (U. S. C., Title 15, c. 4), shall be taxable as provided in section 
14 (d). 

(b) CROSS REFERENCE.— 
For inclusion in computation of tax of amount specified in share- 

holder's consent, see section 28. 
SEC. 262. CREDIT AGAINST NET INCOME. 

(a) ALLOWANCE OF CREDIT.—For the purpose only of the taxes 
imposed by sections 14 and 600 of this title and section 106 of the 
Revenue Act of 1935 there shall be allowed, in the case of a corpora- 
tion organized under the China Trade Act, 1922, in addition to the 
credits against net income otherwise allowed such corporation, a 
credit against the net income of an amount equal to the proportion 
of the net income derived from sources within China (determined in 
a similar manner to that provided in section 119) which the par value 
of the shares of stock of the corporation owned on the last day of the 
taxable year by (1) persons resident in China, the United States, or 
possessions of the United States, and (2) individual citizens of the 
United States or China wherever resident, bears to the par value of 
the whole number of shares of stock of the corporation outstanding 
on such date: Provided, That in no case shall the diminution, by 
reason of such credit, of the tax imposed by such section 14 (com- 
puted without regard to this section) exceed the amount of the special 
dividend certified under subsection (b) of this section; and in no case 
shall the diminution, by reason of such credit, of the tax imposed by 
such section 106 or 600 (computed without regard to this section) 
exceed the amount by which such special dividend exceeds the diminu- 
tion permitted by this section in the tax imposed by such section 14. 

(b) SPECIAL DIVIDEND.—Such credit shall not be allowed unless the 
Secretary of Commerce has certified to the Commissioner— 

(1) The amount which, during the year ending on the date fixed 
by law for filing the return, the corporation has distributed as a 
special dividend to or for the benefit of such persons as on the last 
day of the taxable year were resident in China, the United States, 
or possessions of the United States, or were individual citizens of 
the United States or China, and owned shares of stock of the 
corporation; 

(2) That such special dividend was in addition to all other 
amounts, payable or to be payable to such persons or for their 
benefit, by reason of their interest in the corporation; and 

(3) That such distribution has been made to or for the benefit 
of such persons in proportion to the par value of the shares of 
stock of the corporation owned by each; except that if the cor- 
poration has more than one class of stock, the certificates shall 
contain a statement that the articles of incorporation provide a 
method for the apportionment of such special dividend among 

 




