’ come for the calendar year 1936 of $49,900. Ii pays no. divi-
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Computatlion of Lz SUrilzsl s
Undistributed net mcame._._.....:._

I__.es_ﬂ». shacifia crodit

.nrv“v [t gicos /W0

3 percentotamoumo:speclﬂo credlt(‘rper-
“cent of $2,600).

, .[ Tutaxsumxcomputeamdusecuonu(c) (2)—-5_;4.625
Emmple (3) —The C Company has*an adjusted neb in-

dends during its taxable year, and is entitled to no credits,
other than the specific credit, so that it has for the taxable
year an undistributed net income of an equal amount, " QGivy-
ing effect to the specific credit, the surtax payable is $10,-
207.50, computed as fallows:
Aadjusied net income.
Undistributed net inccine

Cocmputation of spec&c credit:

Undistributed net mcom.e, ar 85, 000, which ever is 5
less

Less 10 percent of adjusted net income._ — A&

. Specific credit under sectlon 14 (c) (1).._.._

Computation of the surtax:. =
Undistributed net income
Less specific credit.

Re;na.ix;der sub}ect to surtax under
4 ( )

Fius 7 percent of s.mountorspecmccmdit (7 per-
cent of $10) —

.. Total surtax eomputed under section 14
e (0) (3) =

section

: . Gross twcome—Net income
Part IO—Computation of Net Incomse

Sic. 21 Net Income.—*Net income” means the gross ingome
computed under section 22, lm the deductmns a.IIOWed bytsec—
tion 23..

Azry, 21—-1 Meanmg' oj net income.—-—'lhe mx 1mposed by
Title Y is upon income, « Meither income mpted by statute

LAl 1NCGIneE CXEm
ar fundamental law, nor expenses incurred i ‘connecHon
therewith, other than interest, enter into the computation of
net Income as defined by section 21. (See section 24 (&) B) D
Inthecomputa.tionofthetaxvanousclass&o“ncomemust
be considered:

{(a) Income {n the broad sense), meaning all wealth
which flows in to the taxpayer other than as a mere refurn
of capital. It includes the forms of income specifically de-
scribed as gains and profits, including gains derived from
the sale or other disposition of capital assets. Tash receipts
alone do not always accurately reflect income, for the Act
recognizes as income-determining factors other items, among
which are inventories, accounts receivable, pmperty‘exhgus-
tion, and accounts payable for expenses incmrred. (See sec-
tions 22, 23, and 117)

(b) Gross income, meaning income (in the broad sense)
less income which is by statutory provision or otherwise
exempt from the tax imposed by the Act. (See section 23.)

(¢) Net income, meaning gross income less statutory de-
ductions. The statutory deductions are in general, though
not exclusively, expenditures, other than capital expenditures,
connected with the production of income. (See sections 23
and 24.)

(d) Net income less credits. (See sections 25, 26, and 27.)

The normal taxes and surtaxes imposed on individuals and
on corporations are computed upon net income less certsin
credits. Aithough taxabie net income is a statutory coneep-
tion, it follows, subject to certain medifications as to aemp—
tions and as to deductions for partial losses in some casés,
the loes of commercial usage. Subject to these modifica-
tions statutory net income is commercial net income. . This

DITLTLTTTE w o aaes
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“sections 111-113.

"dered.. However, so-called pensions swarded by one to whom

Yact that ordinaxilyit!stobecomputed

in accordsnce with the method of accounting regularly ”
ploysd ¥ Ec\.p;ag d)e 01' “‘e t,axuaver (See serfinn -
g1y . !

.. The net tncome of comoranons is determined in qenpml
in the same misnner as the pet Income of individuals, but _
the deductions allowpd corpéiations are not precisely the
same as those allowed individuals. (See sectlons 23, 24, 102,
118, 121, 233 204, 207, 232, and 351.) i ;'

(a) General @eﬁnitlon,—-“(}ross tncome” includes gains, pmﬁts, :
and income derived from salaries, wages, or compensation for pere
sonal service, of whatever kind and in whatever form pald, or froni
professions, vocations, trades, businesses, commerce, or sales, of
dealings in property, whether rea! or percons!, growing out of tha
ownership or use of or interest in such property; slso from inter~.. ...,
81- rent, dlv'idends securitles, or the transaction of any business - T

roied on for gmin or Sbess i and incemc de=
u‘?!:(x Irom any onree vrr’\:;;"'“'u I}.‘.. ké}j case of ‘n;mucu‘;&‘:): ::& - -
United States and }udees of “courts of the Dnited States taking
office’ after June 6, 1832, the compensation received as such shall
be included in gross income; and all Acts fxing the compensation
of such Pru;ments and Judga are hereby amended accofdingly, B

Ax'r 22 (a)-—L—-What included #n gross income-—Gross
income includes in general compensation for personal and
professional services, business income, profits from sales of
and dealings in property, interest, rent, dividends, and gaids,
profits, and income derived from any source whatever, un~
less exempt from tax by law. (See sections 32 (b) and 116);
In general, income i3 the gain derived from capifal, from- -
labor, or from both combined, provided it be understood to .

lnde profit gained fhrough a sale or conversion of capi= - -
tal adsets. Pruﬁm’ﬁﬁcinzens residents, or domestic cor-
porations derived from sales in foreign commerce rhust be .
included” in their gross income; but special provisions are -
rade for nonresident aliens and foreign corporations by sec- .
tions 211-238 and, in certai cases, by section 251, for citizens -
and domestic, corporations’ derivmg income from _solrces
within possessions of the United Staies.. Income may be in
theformotcash&ctpmperty As to dividends, whether
in cash or in praperty, see section 115. .

If property is transferred by a corpora.tion to & share=
haolder, or by an. employer to an employee, for an amount
substantially less then its fair market value, such share-
holder of the carporation or such employee shall inelude in
gross incorme the difference befween the amount paid far the
property and ms amount of its fair market value: In com-
puting the gain or loss from the subsequent sale of such
property its basis’ ,shall be the amount paid for the property,
increased by the amount of such difference included in gross -
income. This paragraph does not apply, however, to the is-
suance by 8 corporation to its shareholders of the right to
subscribe to its stock, as to which see article 22 (a)-8. S

The fact that adividend is declared shortly after the sale - .
of corporate stock and the sale price IS influenced by the ~
expectation of the payment of g dividend does not make
such dividend when-paid taxable {o the vendor as a dividend.
The amount advanced by the vendee to the vendor in con-
templation of the next dividend payment is an investment of -
capital and may not be claimed as'a deduction from gross -
income. As to the amount of income tax paid for a bond-
holder by the obligor pursuant to a so-called tax-free cove- -
nant, see section 143 (a) (3). As to the determination of -
gain or loss from the sale or other disposition of property, see

srafite

As to insurance companies and foreign corporations, see :
sections 202, 204, 206, 207, and 231. e

. ART. 22 (a)-2. Compensation for personal servioes.-—-Com-
missions paid salesmen, compensation for services on the -
basis of a percentage of profits, commissions on insuranca
premiums, tips, pay of persons in the military or naval forces *
of the United States, retired pay of Federal and other officers,
and pensions or retiring allowances paid by private persong.
ar by the Vn?fpﬁ States are incoma to the recipients; az are
also marriage fees, baptismal offerings, sums p=aid for saying
masses for the dead, and other contributions received by a
clergyman, evangelist, or religious worker for services rem-

no Sa-% ha.ve been ren¢red are mers gifts or gratuites -




