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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- 

1073

User
Highlight



THE 

STATUTES AT LARGE 
OF  THE 

UNITED STATES OF AMERICA 
FROM 

APRIL, 1921, TO MARCH, 1923 

CONCURRENT RESOLUTIONS OF THE TWO HOUSES OF CONGRESS 
AND 

RECENT TREATIES, CONVENTIONS, AND EXECUTIVE 
PROCLAMATIONS 

EDITED, PRINTED, AND PUBLISHED BY AUTHORITY OF CONGRESS 
UNDER THE DIRECTION OF THE SECRETARY OF STATE 

VOL.  XLII 
IN TWO PARTS 

PART 1—Public Acts and Resolutions 
PART 2—Private Acts and Resolutions, Concurrent Resolutions, 

Treaties, and Proclamations 

PART 1 

WASHINGTON 
GOVERNMENT PRINTING OFFICE 

1 9 2 3  

 

 



SIXTY-SEVENTH CONGRESS.    SESS . I.    CH.  136.    1921. 248 

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. 

User
Highlight

User
Highlight

User
Highlight

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

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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SIXTY-EIGHTH CONGRESS.   SESS.  I.   CH. 234.   1924. 278 

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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SIXTY-NINTH CONGRESS.   SESS.  I.   CH. 27.   1926. 35
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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SIXTY-NINTH CONGRESS.   SESS.  I.   CH. 27.   1926. 36 
(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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(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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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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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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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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(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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(f) REFUNDS AND CREDITS.—Where there has been an overpayment 
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 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 corpora- 
tions 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 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 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- 
ship, who as such officer, employee, or member is under a duty to 
perform the act in respect of which the violation occurs. 

(d) For penalties for failure to file information returns with 
respect to foreign personal holding companies and foreign corpo- 
rations, see section 340. 
SEC. 146. CLOSING BY COMMISSIONER OF TAXABLE YEAR. 

(a) TAX IN JEOPARDY.— 
(1) DEPARTURE OF TAXPAYER OR REMOVAL OF PROPERTY FROM 

UNITED STATES.—If the Commissioner finds that a taxpayer 
designs quickly to depart from the United States or to remove 
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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 

 

User
Highlight



INCOME TAX  61 
 
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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PUBLIC LAW 591 - CHAPTER 736 
APPROVED AUGUST 16, 1954, 9:45 a. m., E. D. T. 

H. R. 8300 

Internal Revenue Code 
of 1954 

ENACTED DURING THE 
SECOND SESSION OF THE EIGHTY-THIRD CONGRESS 

OF THE UNITED STATES OF AMERICA 

Begun and held at the City of Washington on 

Wednesday, January 6, 1954. 

An Act 
To revise the internal revenue laws of the United States. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) CITATION.— 

(1) The provisions of this Act set forth under the heading "Inter- 
nal Revenue Title" may be cited as the "Internal Revenue Code of 
1954". 

(2) The Internal Revenue Code enacted on February 10, 1939, as 
amended, may be cited as the "Internal Revenue Code of 1939". 

(b) PUBLICATION.—This Act shall be published as volume 68A of 
the United States Statutes at Large, with a comprehensive table of 
contents and an appendix ; but without an index or marginal references. 
The date of enactment, bill number, public law number, and chapter 
number, shall be printed as a headnote. 

(c) CROSS REFERENCE.—For saving provisions, effective date provi- 
sions, and other related provisions, see chapter 80 (sec. 7801 and 
following) of the Internal Revenue Code of 1954. 

(d) ENACTMENT OF INTERNAL REVENUE TITLE INTO LAW.—The 
Internal Revenue Title referred to in subsection (a)(1) is as follows: 
 

         3 
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CHAPTER 3—WITHHOLDING OF TAX ON NONRESI- 
DENT ALIENS AND FOREIGN CORPORATIONS AND 

TAX-FREE COVENANT BONDS 
SUBCHAPTER A. Nonresident aliens and foreign corporations. 
SUBCHAPTER B. Tax-free covenant bonds. 
SUBCHAPTER C. Application of withholding provisions. 

Subchapter A—Nonresident Aliens and Foreign Corporations 
Sec. 1441. Withholding of tax on nonresident aliens. 
Sec. 1442. Withholding of tax on foreign corporations. 
Sec. 1443. Foreign tax-exempt organizations. 

SEC. 1441. WITHHOLDING OF TAX ON NONRESIDENT ALIENS. 
(a) GENERAL RULE.—Except as otherwise provided in subsection 

(c), 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 any of the items of income 
specified in subsection (b) (to the extent that any of such items con- 
stitutes 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 composed in whole or 
in part of nonresident aliens, shall (except in the cases provided for 
in section 1451 and except as otherwise provided in regulations pre- 
scribed by the Secretary or his delegate under section 874) deduct 
and withhold from such items a tax equal to 30 percent thereof. 

(b) INCOME ITEMS.—The items of income referred to in subsection 
(a) are interest (except interest on deposits with persons carrying on 
the banking business paid to persons not engaged in business in the 
United States), dividends, rent, salaries, wages, premiums, annuities, 
compensations, remunerations, emoluments, or other fixed or deter- 
minable annual or periodical gains, profits, and income, and amounts 
described in section 402 (a) (2), section 631 (b) and (c), and section 
1235, which are considered to be gains from the sale or exchange of 
capital assets. 

(c) EXCEPTIONS.— 
(1) DIVIDENDS OF FOREIGN CORPORATIONS.—No deduction or 

withholding under subsection (a) shall be required in the case of 
dividends paid by a foreign corporation unless (A) such corpora- 
tion is engaged in trade or business within the United States, and 
(B) more than 85 percent of the gross income of such corporation for 
the 3-year period ending with the close of its taxable year pre- 
ceding 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 part I of 
subchapter N of chapter 1. 
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(2) OWNER UNKNOWN.—The Secretary or his delegate may 

authorize the tax under subsection (a) to be deducted and withheld 
from the interest upon any securities the owners of which are not 
known to the withholding agent. 

(3) BONDS WITH EXTENDED MATURITY DATES.—The deduction 
and withholding in the case of interest on bonds, mortgages, or 
deeds of trust or other similar obligations of a corporation, within 
subsections (a), (b), and (c) of section 1451 were it not for the fact 
that the maturity date of such obligations has been extended on or 
after January 1, 1934, and the liability assumed by the debtor 
exceeds 27½ percent of the interest, shall not exceed the rate of 27½ 
percent per annum. 

(4) COMPENSATION OF CERTAIN ALIENS.—Under regulations pre- 
scribed by the Secretary or his delegate, there may be exempted 
from deduction and withholding under subsection (a) the compen- 
sation for personal services of nonresident alien individuals who 
enter and leave the United States at frequent intervals. 

(5) SPECIAL ITEMS.—In the case of amounts described in section 
402 (a) (2), section 631 (b) and (c), and section 1235, which are 
considered to be gains from the sale or exchange of capital assets, 
the amount required to be deducted and withheld shall, if the 
amount of such gain is not known to the withholding agent, be 
such amount, not exceeding 30 percent of the proceeds from such 
sale or exchange, as may be necessary to assure that the tax 
deducted and withheld shall not be less than 30 percent of such 
gain. 

(d) ALIEN RESIDENT OF PUERTO RICO.—For purposes of this sec- 
tion, the term "nonresident alien individual" includes an alien resident 
of Puerto Rico. 
SEC. 1442. WITHHOLDING OF TAX ON FOREIGN CORPORATIONS. 

In the case of foreign corporations subject to taxation under this 
subtitle not engaged in trade or business within the United States, 
there shall be deducted and withheld at the source in the same manner 
and on the same items of income as is provided in section 1441 or 
section 1451 a tax equal to 30 percent thereof; except that, in the case 
of interest described in section 1451 (relating to tax-free covenant 
bonds), the deduction and withholding shall be at the rate specified 
therein. 
SEC. 1443. FOREIGN TAX-EXEMPT ORGANIZATIONS. 

In the case of income of a foreign organization subject to the tax 
imposed by section 511, this chapter shall apply to rents includible 
under section 512 in computing its unrelated business taxable income, 
but only to the extent and subject to such conditions as may be pro- 
vided under regulations prescribed by the Secretary or his delegate. 
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Subchapter B—Tax-Free Covenant Bonds 
Sec. 1451. Tax-free covenant bonds. 

SEC. 1451. TAX-FREE COVENANT BONDS. 
(a) REQUIREMENT OF WITHHOLDING.—In any case where bonds, 

mortgages, or deeds of trust, or other similar obligations of a corpora- 
tion, 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 subtitle on 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 percent (regardless of 
whether the liability assumed by the obligor is less than, equal to, or 
greater than 2 percent) of the interest on such bonds, mortgages, 
deeds of trust, or other obligations, whether such interest is payable 
annually or at shorter or longer periods, if payable to— 

(1) an individual, 
(2) a partnership, or 
(3) a foreign corporation not engaged in trade or business within 

the United States. 
(b) PAYMENTS TO FOREIGNERS.—Notwithstanding subsection (a), 

if the liability assumed by_ the obligor does not exceed 2 percent of the 
interest, then the deduction and withholding shall be at the rate of 
30 percent in the case of— 

(1) a nonresident alien individual, 
(2) any partnership not engaged in trade or business within the 

United States and composed in whole or in part of nonresident 
aliens, and 

(3) a foreign corporation not engaged in trade or business within 
the United States. 

(c) OWNER UNKNOWN.—If the owners of such obligations are not 
known to the withholding agent, the Secretary or his delegate may 
authorize such deduction and withholding to be at the rate of 2 per- 
cent, or, if the liability assumed by the obligor does not exceed 2 per- 
cent of the interest, then at the rate of 30 percent. 

(d) BENEFIT OF PERSONAL EXEMPTIONS.—Deduction and with- 
holding under this section 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 claim- 
ing the benefit of the deduction for personal exemptions provided in 
section 151; nor in the case of a nonresident alien individual if so pro- 
vided for in regulations prescribed by the Secretary or his delegate 
under section 874. 

(e) ALIEN RESIDENTS OF PUERTO RICO.—For purposes of this 
section, the term "nonresident alien individual" includes an alien 
resident of Puerto Rico. 

(f) INCOME OF OBLIGOR AND OBLIGEE.—The obligor shall not be 
allowed a deduction for the payment of the tax imposed by this sub- 
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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Subchapter C—Application of Withholding Provisions 
Sec. 1461. Return and payment of withheld tax. 
Sec. 1462. Withheld tax as credit to recipient of income. 
Sec. 1463. Tax paid by recipient of income. 
Sec. 1464. Refunds and credits with respect to withheld tax. 
Sec. 1465. Definition of withholding agent. 

SEC. 1461. RETURN AND PAYMENT OF WITHHELD TAX. 
Every person required to deduct and withhold any tax under this 

chapter shall, on or before March 15 of each year, make return thereof 
and pay the tax to the officer designated in section 6151. 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 chapter. 
SEC. 1462. WITHHELD TAX AS CREDIT TO RECIPIENT OF INCOME. 

Income on which any tax is required to be withheld at the source 
under this chapter 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. 
SEC. 1463. TAX PAID BY RECIPIENT OF INCOME. 

If any tax required under this chapter 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 on 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. 
SEC. 1464. REFUNDS AND CREDITS WITH RESPECT TO WITHHELD 

TAX. 
Where there has been an overpayment of tax under this chapter, 

any refund or credit made under chapter 65 shall be made to the 
withholding agent unless the amount of such tax was actually 
withheld by the withholding agent. 
SEC. 1465. DEFINITION OF WITHHOLDING AGENT. 

The term "withholding agent" means any person required to deduct 
and withhold any tax under this chapter. 
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