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SIXTY-FIFTH CONGRESS. Sess. I11.  CH. 18. 19109.

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

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

GROSS INCOME DEFINED.

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

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

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

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

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

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

(4) Interest upon (a) the obligations of a State, Territory, or any
political subdivision thereof, or the District of Columbia; or
(b) securities issued under the provisions of the Federal Farm Loan
Act of July 17, 1916; or (c) the obligations of the United States
or its possessions; or (d) bonds issued by the War Finance Corpo-
ration: Provided, That every person owning any of the obligations,
securities or bonds enumerated in clauses (a), (b), (c) and (d)
shall, in the return required by this title, submit a statement show-
ing the number and amount of such obligations, securities and
bonds owned by him and the income received therefrom, in such
form and with such information as the Commissioner may require.
In the case of obligations of the United States issued after Sep-
tember 1, 1917, and in the case of bonds issued by the War Finance
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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 111 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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regulations as the Commissioner, with the approval of the Secretary,
may prescribe, showing the names of customers for whom such
individual, corporation, or partnership has transacted any business,
with such details as to the profits, losses, or other information which
the Commissioner may require, as to each of such customers, as will
enable the Commissioner to determine whether all income tax due on
profits or gains of such customers has been paid.

INFORMATION AT SOURCE.

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

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

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

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

RETURNS TO BE PUBLIC RECORDS.

SEC. 257. That returns upon which the tax has been determined by
the Commissioner shall constitute public records; but they shall be
open to inspection only upon order of the President and under
rules and regulations prescribed by the Secretary and approved by
the President: Provided, That the proper officers of any State impos-
ing an income tax may, upon the request of the governor thereof, have
access to the returns of any corporation, or to an abstract thereof
showing the name and income of the corporation, at such times and
in such manner as the Secretary may prescribe: Provided further,
That all bona fide stockholders of record owning 1 per centum or more
of the outstanding stock of any corporation shall, upon making re-
quest of the Commissioner, be allowed to examine the annual income
returns of such corporation and of its subsidiaries. Any stockholder
who pursuant to the provisions of this section is allowed to examine
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SIXTY-SEVENTH CONGRESS. Sess.l. CH. 136. 1921.

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

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

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

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

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

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

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

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

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

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

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

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

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

NET INCOME OF INDIVIDUALS DEFINED.

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

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

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

GROSS INCOME DEFINED.

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

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

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

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

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

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

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

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

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

Whenever any State, Territory, or the District of Columbia, or any
political subdivision of a State or Territory, prior to September 8,
1916, entered in good faith into a contract with any person, the object
and purpose of which is to acquire, construct, operate, or maintain a
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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.
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or to supply such information at the time or times required under
this title, or who willfully attempts in any manner to defeat or evade
the tax imposed by this title, shall be guilty of a misdemeanor and
shall be fined not more than $10,000 or imprisoned for not more than
one year, or both, together with the costs of prosecution.

RETURNS OF PAYMENTS OF DIVIDENDS.

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

RETURNS OF BROKERS.

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

INFORMATION AT SOURCE.

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

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

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

The provisions of this section shall apply to the calendar year 1921
and each calendar year thereafter, but shall not apply to the payment
of interest on obligations of the United States.
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$92,020 upon net incomes of $300,000; and upon net incomes in
excess of $300,000 and not in excess of $500,000, 39 per centum in
addition of such excess.

$170,020 upon net incomes of $500,000; and upon net incomes in
excess of $500,000, in addition 40 per centum of such excess.

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

NET INCOME OF INDIVIDUALS DEFINED.

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

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

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

GROSS INCOME DEFINED.

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

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

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

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

267


Larry
Highlight


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
(@) and (b) of section 216.

(9) 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 share-
holders who would be entitled to the same if divided or distributed,
and of the amounts that would be payable to each.

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

PAYMENT OF INDIVIDUAL'S TAX AT SOURCE.

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

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

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

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

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

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

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

PART IV.—ADMINISTRATIVE PROVISIONS.
RETURNS OF PAYMENTS OF DIVIDENDS.

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

RETURNS OF BROKERS.

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

INFORMATION AT SOURCE.

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

Such returns may be required, regardless of amounts, (1) in the
case of payments of interest upon bonds, mortgages, deeds of trust,
or other similar obligations of corporations, and (2) in the case of
collections of items (not payable in the United States) of interest
upon the bonds of foreign countries and interest upon the bonds of
and dividends from foreign corporations by persons undertaking as
a matter of business or for profit the collection of foreign payments
of such interest or dividends by means of coupons, checks, or bills of
exchange.
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$11,660 upon net incomes of $100,000; and upon net incomes in
excess of $100,000, in addition 20 per centum of such excess.

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

NET INCOME OF INDIVIDUALS DEFINED

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

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

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

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

GROSS INCOME DEFINED

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

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

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

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

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

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

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

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

(6) Amounts received, through accident or health insurance or
under workmen's compensation acts, as compensation for personal
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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 1% 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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(4) Losses incurred;

(5) Bad debts in the nature of agency balances and bills receiv-
able ascertained to be worthless and charged off within the taxable
year;

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

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

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

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

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

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

PART IV.—ADMINISTRATIVE PROVISIONS
RETURNS OF PAYMENTS OF DIVIDENDS

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

RETURNS OF BROKERS

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

INFORMATION AT SOURCE

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

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

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

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

RETURNS TO BE PUBLIC RECORDS

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

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

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

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

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

(d) All bona fide shareholders of record owning 1 per centum or
more of the outstanding stock of any corporation shall, upon mak-
ing request of the Commissioner, be allowed to examine the annual
income returns of such corporation and of its subsidiaries. Any
shareholder who pursuant to the provisions of this section is allowed
to examine the return of any corporation, and who makes known in
any manner whatever not provided by law the amount or source of
income, profits, losses, expenditures, or any particular thereof, set
forth or disclosed in any such return, shall be guilty of a misde-
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$7,860 upon net incomes of $80,000; and upon net incomes in
excess of $80,000 and not in excess of $100,000, 19 per centum in
addition of such excess.

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

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

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

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

SEC. 13. TAX ON CORPORATIONS.

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

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

(e) Improper accumulation of surplus.—For tax on corporations
which accumulate surplus to evade surtax on stockholders, see
section 104.

SEC. 14. TAXABLE PERIOD EMBRACING YEARS WITH DIFFER-
ENT LAWS.

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

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

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

SEC. 22. GROSS INCOME.

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

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

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

(2) ANNUITIES, ETC.—Amounts received (other than amounts
paid by reason of the death of the insured and interest payments
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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 1% 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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ship, who as such officer, employee, or member is under a duty to
perform the act in respect of which the violation occurs.

SEC. 147. CLOSING BY COMMISSIONER OF TAXABLE YEAR.

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

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

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

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

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

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

SEC. 148. INFORMATION AT SOURCE.

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

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

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

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

SEC. 149. INFORMATION BY CORPORATIONS.

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

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

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

SEC. 150. RETURNS OF BROKERS.

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

SEC. 21. NET INCOME.
"Net income™ means the gross income computed under section 22,
less the deductions allowed by section 23.

SEC. 22. GROSS INCOME.

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits,
and income derived from salaries, wages, or compensation for per-
sonal service, of whatever kind and in whatever form paid, or from
professions, vocations, trades businesses, commerce, or sales, or deal-
ings in property, whether real or personal, growing out of the owner-
ship or use of or interest in such property; also from interest, rent,
dividends, securities, or the transaction of any business carried on
for gain or profit, or gains or profits and income derived from any
source whatever. In the case of Presidents of the United States and
judges of courts of the United States taking office after the date of
the enactment of this Act, the compensation received as such shall be
included in gross income; and all Acts fixing the compensation of
such Presidents and judges are hereby amended accordingly.

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

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

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

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

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

(2) 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) 13% 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.—AIl 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.

(9) 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 13% 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 13% per centum thereof
in respect of all payments of income made after the enactment of
this Act, and such tax shall be returned and paid in the same manner
and subject to the same conditions as provided in that section: Pro-
vided, That in the case of interest described in subsection (a) of
that section (relating to tax-free covenant bonds) the deduction and
withholding shall be at the rate specified in such subsection.
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thereby is given as the Commissioner shall from time to time find
necessary and require, payment of such taxes shall not be enforced
by any proceedings under the provisions of this section prior to the
expiration of the time otherwise allowed for paying such respective
taxes.

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

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

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

SEC. 147. INFORMATION AT SOURCE.

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

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

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

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

SEC. 148. INFORMATION BY CORPORATIONS.

(a) DIVIDEND PAYMENTS.—Every corporation subject to the tax
imposed by this title shall, when required by the Commissioner,
render a correct return, duly verified under oath, of its payments
of dividends, stating the name and address of each shareholder, the
number of shares owned by him, and the amount of dividends paid
to him.
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$54,000 upon surtax net incomes of $150,000; and upon surtax
net incomes in excess of $150,000 and not in excess of $200,000,
53 per centum in addition of such excess.

$80,500 upon surtax net incomes of $200,000; and upon surtax
net incomes in excess of $200,000 and not in excess of $300,000,
54 per centum in addition of such excess.

$134,500 upon surtax net incomes of $300,000; and upon surtax
net incomes in excess of $300,000 and not in excess of $400,000, 55
per centum in addition of such excess.

$189,500 upon surtax net incomes of $400,000; and upon surtax
net incomes in excess of $400,000 and not in excess of $500,000, 56
per centum in addition of such excess.

$245,500 upon surtax net incomes of $500,000; and upon surtax
net incomes in excess of $500,000 and not in excess of $750,000, 57
per centum in addition of such excess.

$388,000 upon surtax net incomes of $750,000; and upon surtax
net incomes in excess of $750,000 and not in excess of $1,000,000, 58
per centum in addition of such excess.

$533,000 upon surtax net incomes of $1,000,000; and upon sur-
tax net incomes in excess of $1,000,000, 59 per centum in addition
of such excess.

(©) TAX ON PERSONAL HOLDING COMPANIES—FoOr surtax on per-
sonal holding companies, see section 351.

(d) AVOIDANCE OF SURTAXES BY INCORPORATION—FOr surax on
corporations which accumulate surplus to avoid surtax on stock-
holders, see section 102.

SEC. 13. TAX ON CORPORATIONS.

(a) RATE OF TAX.—There shall be levied, collected, and paid
for each taxable year upon the net income of every corporation, a
tax of 13%, per centum of the amount of the net income in excess of
the credit against net income provided in section 26.

(b) EXEMPT CORPORATIONS.—For corporations exempt from tax,
see section 101.

() TAX ON PERSONAL HOLDING COMPANIES.—For surtax on per-
sonal holding companies, see section 351.

(d) IMPROPER ACCUMULATION OF SURPLUS.—FoOr surtax on cor-
porations which accumulate surplus to avoid surtax on stockholders,
see section 102.

Part I1—Computation of Net Income
SEC. 21. NET INCOME.

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

SEC. 22. GROSS INCOME.

(@) GENERAL DEFINITION.—"Gross income" includes gains,
profits, and income derived from salaries, wages, or compensation
for personal service, of whatever kind and in whatever form paid,
or from professions, vocations, trades, businesses, commerce, or
sales, or dealings in property, whether real or personal, growing out
of the ownership or use of or interest in such property; also from
interest, rent, dividends, securities, or the transaction of any business
carried on for gain or profit, or gains or profits and income derived
from any source whatever. In the case of Presidents of the United
States and judges of courts of the United States taking office after
June 6, 1932, the compensation received as such shall be included
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SEC. 143. WITHHOLDING OF TAX AT SOURCE.

(2) 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) 13%,
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.—AIl 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

723


Larry
Highlight


724

73d CONGRESS. SESS. Il. CH. 277. MAY 10, 1934.

(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 13%/, per centum, and such tax shall be returned and paid in the
same manner and subject to the same conditions as provided in that
section: Provided, That in the case of interest described in sub-
section (a) of that section (relating to tax-free covenant bonds)
the deduction and withholding shall be at the rate specified in such
subsection.

SEC. 145. PENALTIES.

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

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

SEC. 147. INFORMATION AT SOURCE.

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

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

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

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

SEC. 148. INFORMATION BY CORPORATIONS.

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

(b) PROFITS DECLARED AS DIVIDENDS.—Every corporation shall,
when required by the Commissioner, furnish him a statement of
such facts as will enable him to determine the portion of the earn-
ings or profits of the corporation (including gains, profits, and
income not taxed) accumulated during such periods as the Commis-
sioner may specify, which have been distributed or ordered to be
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(g) IMPROPER ACCUMULATION OF SURPLUS.—For surtax on cor-
porations which accumulate surplus to avoid surtax on stockholders,
see section 102.

Part I—Computation of Net Income
SEC. 21. NET INCOME.

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

SEC. 22. GROSS INCOME.

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits,
and income derived from salaries, wages, or compensation for per-
sonal service, of whatever kind and in whatever form paid, or from
professions, vocations, trades, businesses, commerce, or sales, or deal-
ings in property, whether real or personal, growing out of the own-
ership or use of or interest in such property; also from interest, rent,
dividends, securities, or the transaction of any business carried on
for gain or profit, or gains or profits and income derived from any
source whatever. In the case of Presidents of the United States
and judges of courts of the United States taking office after June
6, 1932, the compensation received as such shall be included in gross
income; and all Acts fixing the compensation of such Presidents
and judges are hereby amended accordingly.

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

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

(2) ANNUITIES, ETC.—Amounts received (other than amounts
paid by reason of the death of the insured and interest payments
on such amounts and other than amounts received as annuities)
under a life insurance or endowment contract, but if such amounts
(when added to amounts received before the taxable year under
such contract) exceed the aggregate premiums or consideration
paid (whether or not paid during the taxable year) then the
excess shall be included in gross income. Amounts received as an
annuity under an annuity or endowment contract shall be included
in gross income; except that there shall be excluded from gross
income the excess of the amount received in the taxable year over
an amount equal to 3 per centum of the aggregate premiums or
consideration paid for such annuity (whether or not paid dur-
ing such year), until the aggregate amount excluded from gross
income under this title or prior income tax laws in respect of such
annuity equals the aggregate premiums or consideration paid for
such annuity. In the case of a transfer for a valuable considera-
tion, by assignment or otherwise, of a life insurance, endowment,
or annuity contract, or any interest therein, only the actual value
of such consideration and the amount of the premiums and other
sums subsequently paid by the transferee shall be exempt from
taxation under paragraph (1) or this paragraph;

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

(4) TAX-FREE INTEREST.—Interest upon (A) the obligations of
a State, Territory, or any political subdivision thereof, or the
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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.

(¢) 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.

(2) 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.—AIl 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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(c) SAME—EXEMPTION FROM SECTION.—If security is approved
and accepted pursuant to the provisions of this section and such
further or other security with respect to the tax or taxes covered
thereby is given as the Commissioner shall from time to time find
necessary and require, payment of such taxes shall not be enforced
by any proceedings under the provisions of this section prior to the
expiration of the time otherwise allowed for paying such respective
taxes.

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

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

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to
violate this section there shall, in addition to all other penalties, be
added as part of the tax 25 per centum of the total amount of the
tax or deficiency in the tax, together with interest at the rate of 6
per centum per annum from the time the tax became due.

SEC. 147. INFORMATION AT SOURCE.

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

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

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

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this sec-
tion shall not apply to the payment of interest on obligations of the
United States.
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as other corporations, except as hereinafter provided in this section,
and except that they shall not be subject to the surtax imposed by
section 14, and except that the normal tax imposed by section 13
shall be at the rate of 15 per centum instead of at the rates provided
in such section, and such normal tax shall be applicable to foreign
corporations as well as domestic corporations; but foreign insurance
companies not carrying on an insurance business within the United
States shall be taxable as other foreign corporations.

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

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

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

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

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

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

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

Supplement H—Nonresident Alien Individuals
SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS.

(@) NO UNITED STATES BUSINESS OR OFFICE.—There shall be
levied, collected, and paid for each taxable year, in lieu of the
tax imposed by sections 11 and 12, upon the amount received, by
every nonresident alien individual not engaged in trade or business
within the United States and not having an office or place of
business therein, from sources within the United States as interest
(except interest on deposits with persons carrying on the banking
business), dividends, rents, salaries, wages, premiums, annuities,
compensations, remunerations, emoluments, or other fixed or deter-
minable annual or periodical gains, profits, and income, a tax of 10
per centum of such amount, except that such rate shall be reduced,
in the case of a resident of a contiguous country, to such rate (not
less than 5 per centum) as may be provided by treaty with such
country.

(b) UNITED STATES BUSINESS OR OFFICE.—A nonresident alien
individual engaged in trade or business in the United States or
having an office or place of business therein shall be taxable without
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Supplement I—Foreign Corporations
SEC. 231. TAX ON FOREIGN CORPORATIONS.

(a) NONRESIDENT CORPORATIONS.—There shall be levied, collected,
and paid for each taxable year, in lieu of the tax imposed by sections
13 and 14, upon the amount received by every foreign corporation
not engaged in trade or business within the United States and not
having an office or place of business therein, from sources within the
United States as interest (except interest on deposits with persons
carrying on the banking business), dividends, rents, salaries, wages,
premiums, annuities, compensations, remunerations, emoluments, or
other fixed or determinable annual or periodical gains, profits, and
income, a tax of 15 per centum of such amount, 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.

(b) RESIDENT CORPORATIONS.—A foreign corporation engaged in
trade or business within the United States or having an office or place
of business therein shall be taxable without regard to the provisions
of subsection (a), but the normal tax imposed by section 13 shall be
at the rate of 22 per centum instead of at the rates provided in such
section.

(c) UNDISTRIBUTED PROFITS SURTAX.—A foreign corporation shall
not be subject to the surtax imposed by section 14.

(d) GROSS INCOME.—In the case of a foreign corporation gross
income includes only the gross income from sources within the United
States.

(e) SHIPS UNDER FOREIGN FLAG.—The income of a foreign cor-
poration, which consists exclusively of earnings derived from the
operation of a ship or ships documented under the laws of a foreign
country which grants an equivalent exemption to citizens of the
United States and to corporations organized in the United States,
shall not be included in gross income and shall be exempt from taxa-
tion under this title.

SEC. 232. DEDUCTIONS.

(a) IN GENERAL.—In the case of a foreign corporation the deduc-
tions shall be allowed only if and to the extent that they are con-
nected with income from sources within the United States; and the
proper apportionment and allocation of the deductions with respect
to sources within and without the United States shall be determined
as provided in section 119, under rules and regulations prescribed by
the Commissioner with the approval of the Secretary.

(b) CHARITABLE, AND SO FORTH, CONTRIBUTIONS.—The so-called
"charitable contribution" deduction allowed by section 23 (q) shall
be allowed whether or not connected with income from sources within
the United States.

SEC. 233. ALLOWANCE OF DEDUCTIONS AND CREDITS.

A foreign corporation shall receive the benefit of the deductions
and credits allowed to it in this title only by filing or causing to be
filed with the collector a true and accurate return of its total income
received from all sources in the United States, in the manner pre-
scribed in this title; including therein all the information which the
Commissioner may deem necessary for the calculation of such deduc-
tions and credits.
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(d) SPECIAL CLASSES OF CORPORATIONS.—In the case of the following
corporations the tax shall be an amount equal to 16% per centum of
the special class net income, regardless of the amount thereof:

(1) Banks, as defined in section 104.

(2) Corporations organized under the China Trade Act, 1922.

(3) Corporations which, by reason of deriving a large portion
of their gross income from sources within a possession of the
United States, are entitled to the benefits of section 251.

(e) FOREIGN CORPORATIONS.—

(1) In the case of a foreign corporation engaged in trade or
business within the United States or having an office or place
of business therein, the tax shall be an amount equal to 19 per
centum of the special class net income, regardless of the amount
thereof.

(2) In the case of a foreign corporation not engaged in trade
or business within the United States and not having an office or
place of business therein, the tax shall be as provided in section
231 (a).

(f) INSURANCE COMPANIES.—In the case of insurance companies,
the tax shall be as provided in Supplement G.

(g) MUTUAL INVESTMENT COMPANIES.—In the case of mutual
investment companies, as defined in Supplement Q, the tax shall be
as provided in such Supplement.

(h) EXEMPT CORPORATIONS.—For corporations exempt from taxa-
tion under this title, see section 101.

(i) TAX ON PERSONAL HOLDING COMPANIES.—For surtax on per-
sonal holding companies, see Title TA.

(j) IMPROPER ACCUMULATION OF SURPLUS.—For surtax on cor-
porations which accumulate surplus to avoid surtax on shareholders,
see section 102.

SEC. 15. CORPORATE TAXES EFFECTIVE FOR TWO TAXABLE YEARS.

The taxes imposed by section 13, section 14 (except subsection (e)
(2)), Supplement G, or Supplement Q, of this Act, or by section 13,
section 14, or Supplement G of the Revenue Act of 1936, shall not
apply to any taxable year beginning after December 31, 1939.

Part II—Computation of Net Income
SEC.21. NET INCOME.

"Net income" means the gross income computed under section 22,
less the deductions allowed by section 23. For definition of "adjusted
net income", see section 13 (a); for definition of "special class net
income", see section 14 (a).

SEC. 22. GROSS INCOME.

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits,
and income derived from salaries, wages, or compensation for per-
sonal service, of whatever kind and in whatever form paid, or from
professions, vocations, trades, businesses, commerce, or sales, or deal-
ings in property, whether real or personal, growing out of the
ownership or use of or interest in such property; also from interest,
rent, dividends, securities, or the transaction of any business carried
on for gain or profit, or gains or profits and income derived from
any source whatever. In the case of Presidents of the United States
and judges of courts of the United States taking office after June 6,
1932, the compensation received as such shall be included in gross
income; and all Acts taxing the compensation of such Presidents and
judges are hereby amended accordingly.
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(b) NONRESIDENT ALIENS.—AIl persons, in whatever capacity act-
ing, including lessees or mortgagors of real or personal property,
fiduciaries, employers, and all officers and employees of the United
States, having the control, receipt, custody, disposal, or payment of
interest (except interest on deposits with persons carrying on the
banking business paid to persons not engaged in business in the
United States and not having an office or place of business therein),
dividends, rent, salaries, wages, premiums, annuities, compensations,
remunerations, emoluments, or other fixed or determinable annual
or periodical gains, profits, and income (but only to the extent that
any of the above items constitutes gross income from sources within
the United States), of any nonresident alien individual, or of any
partnership not engaged in trade or business within the United States
and not having any office or place of business therein and composed
in whole or in part of nonresident aliens, shall (except in the cases
provided for in subsection (a) of this section and except as otherwise
provided in regulations prescribed by the Commissioner under section
215) deduct and withhold from such annual or periodical gains,
profits, and income a tax equal to 10 per centum thereof, except that
such rate shall be reduced, in the case of a nonresident alien individual
a resident of a contiguous country, to such rate (not less than 5
per centum) as may be provided by treaty with such country:
Provided, That no such deduction or withholding shall be required
in the case of dividends paid by a foreign corporation unless (1)
such corporation is engaged in trade or business within the United
States or has an office or place of business therein, and (2) more than
85 per centum of the gross income of such corporation for the three-
year period ending with the close of its taxable year preceding the
declaration of such dividends (or for such part of such period as
the corporation has been in existence) was derived from sources
within the United States as determined under the provisions of
section 119: Provided further, That the Commissioner may authorize
such tax to be deducted and withheld from the interest upon any
securities the owners of which are not known to the withholding
agent. Under regulations prescribed by the Commissioner, with the
approval of the Secretary, there may be exempted from such deduc-
tion and withholding the compensation for personal services of
nonresident alien individuals who enter and leave the United States
at frequent intervals.

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

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

(e) TAX PAID BY RECIPIENT.—If any tax required under this section
to be deducted and withheld is paid by the recipient of the income,
it shall not be re-collected from the withholding agent; nor in cases
in which the tax is so paid shall any penalty be imposed upon or
collected from the recipient of the income or the withholding agent
for failure to return or pay the same, unless such failure was fraud-
ulent and for the purpose of evading payment.
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a certificate that he has complied with all the obligations imposed
upon him by the income, war-profits, and excess-profits tax laws.

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to violate
this section there shall, in addition to all other penalties, be added as
part of the tax 25 per centum of the total amount of the tax or
deficiency in the tax, together with interest at the rate of 6 per centum
per annum from the time the tax became due.

SEC. 147. INFORMATION AT SOURCE.

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

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

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

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

SEC. 148. INFORMATION BY CORPORATIONS.

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

(b) PROFITS DECLARED AS DIVIDENDS.—Every corporation shall,
when required by the Commissioner, furnish him a statement of such
facts as will enable him to determine the portion of the earnings or
profits of the corporation (including gains, profits, and income not
taxed) accumulated during such periods as the Commissioner may
specify, which have been distributed or ordered to be distributed,
respectively, to its shareholders during such taxable years as the
Commissioner may specify.

(c) ACCUMULATED EARNINGS AND PROFITS.—When requested by
the Commissioner, or any collector, every corporation shall forward
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(c) DEDUCTIONS.—In addition to the deductions allowed to corpo-
rations by section 23 the following deductions to insurance companies
shall also be allowed, unless otherwise allowed—

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

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

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

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

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

Supplement H—Nonresident Alien Individuals
SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS.

(a) NO UNITED STATES BUSINESS OR OFFICE.—

(1) GENERAL RULE.—There shall be levied, collected, and paid
for each taxable year, in lieu of the tax imposed by sections 11
and 12, upon the amount received, by every nonresident alien
individual not engaged in trade or business within the United
States and not having an office or place of business therein, from
sources within the United States as interest (except interest on
deposits with persons carrying on the banking business),
dividends, rents, salaries, wages, premiums, annuities, compensa-
tions, remunerations, emoluments, or other fixed or determinable
annual or periodical gains, profits, and income, a tax of 10 per
centum of such amount, except that such rate shall be reduced,
in the case of a resident of a contiguous country, to such rate
(not less than 5 per centum) as may be provided by treaty with
such country. For inclusion in computation of tax of amount
specified in shareholder's consent, see section 28.

(2) AGGREGATE MORE THAN $21,600.—The tax imposed by
paragraph (1) shall not apply to any individual if the aggregate
amount received during the taxable year from the sources therein
specified is more than $21,600.

(3) RESIDENTS OF CONTIGUOUS COUNTRIES.—Despite the pro-
visions of paragraph (2), the provisions of paragraph (1) shall
apply to a resident of a contiguous country so long as there is in
effect a treaty with such country (ratified prior to August 26,
1937) under which the rate of tax under section 211 (a) of the
Revenue Act of 1936, prior to its amendment by section 501 (a)
of the Revenue Act of 1937, was reduced.
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prescribed by the Commissioner, with the approval of the Secretary,
nonresident alien individuals subject to the tax imposed by section
211 (a) may be exempted from the requirement of filing returns of
such tax.

SEC. 218. PAYMENT OF TAX.

(a) TIME OF PAYMENT.—In the case of a nonresident alien indi-
vidual the total amount of tax imposed by this title shall be paid, in
lieu of the time prescribed in section 56 (a), on the fifteenth day of
June following the close of the calendar year, or, if the return
should be made on the basis of a fiscal year, then on the fifteenth
day of the sixth month following the close of the fiscal year.

(b) WITHHOLDING AT SOURCE.—For withholding at source of tax
on income of nonresident aliens, see section 143.

SEC. 219. PARTNERSHIPS.

For the purpose of this title, a nonresident alien individual shall
be considered as being engaged in a trade or business within the
United States if the partnership of which he is a member is so
engaged and as having an office or place of business within the
United States if the partnership of which he is a member has such
an office or place of business.

Supplement I—Foreign Corporations
SEC. 231. TAX ON FOREIGN CORPORATIONS.

(a) NONRESIDENT CORPORATIONS.—There shall be levied, collected,
and paid for each taxable year, in lieu of the tax imposed by
sections 13 and 14, upon the amount received by every foreign cor-
poration not engaged in trade or business within the United States
and not having an office or place of business therein, from sources
within the United States as interest (except interest on deposits with
persons carrying on the banking business), dividends, rents, salaries,
wages, premiums, annuities, compensations, remunerations, emolu-
ments, or other fixed or determinable annual or periodical gains,
profits, and income, a tax of 15 per centum of such amount, 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 divi-
dends shall be reduced to such rate (not less than 5 per centum) as
may be provided by treaty with such country. For inclusion in
computation of tax of amount specified in sharcholder's consent, see
section 28.

(b) RESIDENT CORPORATIONS.—A foreign corporation engaged in
trade or business within the United States or having an office or
place of business therein shall be taxable as provided in section
14 (e) (1).

(c) GROSs INCOME.—In the case of a foreign corporation gross
income includes only the gross income from sources within the
United States.

(d) SHIPS UNDER FOREIGN FLAG.—The income of a foreign cor-
poration, which consists exclusively of earnings derived from the
operation of a ship or ships documented under the laws of a foreign
country which grants an equivalent exemption to citizens of the
United States and to corporations organized in the United States,
shall not be included in gross income and shall be exempt from
taxation under this title.
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INCOME TAX 9

(d) SPECIAL CLASSES OF CORPORATIONS.—In the case of the following
corporations the tax shall be an amount equal to 16'/, per centum of
the special class net income, regardless of the amount thereof:

(1) Banks, as defined in section 104.

(2) Corporations organized under the China Trade Act, 1922,
(42 Stat. 849 (U. S. C., Title 15, c. 4).)

(3) Corporations which, by reason of deriving a large portion
of their gross income from sources within a possession of the
United States, are entitled to the benefits of section 251.

(e) FOREIGN CORPORATIONS.—

(1) In the case of a foreign corporation engaged in trade or
business within the United States or having an office or place of
business therein, the tax shall be an amount equal to 19 per centum
of the special class net income, regardless of the amount thereof.

(2) In the case of a foreign corporation not engaged in trade
or business within the United States and not having an office or
place of business therein, the tax shall be as provided in section
231 (a).

(f) INSURANCE COMPANIES.—In the case of insurance companies,
the tax shall be as provided in Supplement G.

(g) MUTUAL INVESTMENT COMPANIES.—In the case of mutual invest-
ment companies, as defined in Supplement Q, the tax shall be as
provided in such Supplement.

(h) EXEMPT CORPORATIONS.—

For corporations exempt from taxation under this chapter, see
section 101.

(i) TAX ON PERSONAL HOLDING COMPANIES.—

For surtax on personal holding companies, see section 500.

(j) IMPROPER ACCUMULATION OF SURPLUS.—

For surtax on corporations which accumulate surplus to avoid surtax
on stockholders, see section 102.

SEC. 15. CORPORATE TAXES EFFECTIVE FOR TWO TAXABLE YEARS.

The taxes imposed by section 13, section 14 (except subsection (e)
(2)), Supplement G, or Supplement Q, of this chapter, or by section
13, section 14, or Supplement G of the Revenue Act of 1936, shall not
apply to any taxable year beginning after December 31, 1939.

Part II—Computation of Net Income

SEC. 21. NET INCOME.

(a) DEFINITION.—"Net income" means the gross income computed
under section 22, less the deductions allowed by section 23.

(b) CROSS REFERENCES. —

For definition of "adjusted net income", see section 13 (a); for defi-
nition of "special class net income", see section 14 (a).

SEC. 22. GROSS INCOME.

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits,
and income derived from salaries, wages, or compensation for per-
sonal service, of whatever kind and in whatever form paid, or from
professions, vocations, trades, businesses, commerce, or sales, or deal-
ings in property, whether real or personal, growing out of the own-
ership or use of or interest in such property; also from interest, rent,
dividends, securities, or the transaction of any business carried on for
gain or profit, or gains or profits and income derived from any source
whatever. In the case of Presidents of the United States and judges
of courts of the United States taking office after June 6, 1932, the
compensation received as such shall be included in gross income; and
all Acts fixing the compensation of such Presidents and judges are
hereby amended accordingly.

98907°—39—PT. [—2
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office or place of business therein: Provided, That if the liability
assumed by the obligor does not exceed 2 per centum of the interest,
then the deduction and withholding shall be at the following rates:
(A) 10 per centum in the case of a nonresident alien individual
(except that such rate shall be reduced, in the case of a resident
of a contiguous country, to such rate, not less than 5 per centum,
as may be provided by treaty with such country), or of any part-
nership not engaged in trade or business within the United States
and not having any office or place of business therein and composed
in whole or in part of nonresident aliens, (B) in the case of such
a foreign corporation, 15 per centum, and (C) 2 per centum in the
case of other individuals and partnerships: Provided further, That
if the owners of such obligations are not known to the withholding
agent the Commissioner may authorize such deduction and with-
holding to be at the rate of 2 per centum, or, if the liability
assumed by the obligor does not exceed 2 per centum of the interest,
then at the rate of 10 per centum.

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

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

(b) NONRESIDENT ALIENS.—AIll 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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that he will duly make the return nest thereafter required to be
filed and pay the tax next thereafter required to be paid. The Com-
missioner may approve and accept in like manner security for return
and payment of taxes made due and payable by virtue of the pro-
visions of this section, provided the taxpayer has paid in full all
other income, war-profits, or excess-profits taxes due from him under
any Act of Congress.

(c) SAME—EXEMPTION FROM SECTION.—If security is approved
and accepted pursuant to the provisions of this section and such
further or other security with respect to the tax or taxes covered
thereby is given as the Commissioner shall from time to time find
necessary and require, payment of such taxes shall not be enforced
by any proceedings under the provisions of this section prior to the
expiration of the time otherwise allowed for paying such respective
taxes.

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

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

(f) ADDITION TO TAX.—If a taxpayer violates or attempts to
violate this section there shall, in addition to all other penalties, be
added as part of the tax 25 per centum of the total amount of the
tax or deficiency in the tax, together with interest at the rate of 6
per centum per annum from the time the tax became due.

SEC. 147. INFORMATION AT SOURCE.

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

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

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

(d) OBLIGATIONS OF UNITED STATES.—The provisions of this sec-
tion shall not apply to the payment of interest on obligations of the
United States.
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(c) DEDUCTIONS.—In addition to the deductions allowed to cor-
porations by section 23 the following deductions to insurance com-
panies shall also be allowed, unless otherwise allowed—

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

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

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

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

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

Supplement H—Nonresident Alien Individuals
SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS.

(a) NO UNITED STATES BUSINESS OR OFFICE.—

(1) GENERAL RULE.—

(A) IMPOSITION OF TAX.—There shall be levied, collected, and
paid for each taxable year, in lieu of the tax imposed by sections
11 and 12, upon the amount received, by every nonresident alien
individual not engaged in trade or business within the United
States and not having an office or place of business therein, from
sources within the United States as interest (except interest on
deposits with persons carrying on the banking business), divi-
dends, rents, salaries, wages, premiums, annuities, compensations,
remunerations, emoluments, or other fixed or determinable annual
or periodical gains, profits, and income, a tax of 10 per centum of
such amount, except that such rate shall be reduced, in the case
of a resident of a contiguous country, to such rate (not less than
5 per centum) as may be provided by treaty with such country.

(B) CROSS REFERENCE.—

For inclusion in computation of tax of amount specified in share-
holder's consent, see section 28.

(2) AGGREGATE MORE THAN $21,600.—The tax imposed by para-
graph (1) shall not apply to any individual if the aggregate amount
received during the taxable year from the sources therein specified
is more than $21,600.

(3) RESIDENTS OF CONTIGUOUS COUNTRIES.—Despite the provisions
of paragraph (2), the provisions of paragraph (1) shall apply to
a resident of a contiguous country so long as there is in effect a
treaty with such country (ratified prior to August 26, 1937) under
which the rate of tax under section 211 (a) of the Revenue Act of
1936, 49 Stat. 1714, prior to its amendment by section 501 (a) of the
Revenue Act of 1937, 50 Stat. 830, was reduced.
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of June following the close of the calendar year, or, if the return
should be made on the basis of a fiscal year, then on the fifteenth
day of the sixth month following the close of the fiscal year.

(b) WITHHOLDING AT SOURCE.—

For withholding at source of tax on income of nonresident aliens,
see section 143.

SEC. 219. PARTNERSHIPS.

For the purpose of this chapter, a nonresident alien individual
shall be considered as being engaged in a trade or business within
the United States if the partnership of which he is a member is so
engaged and as having an office or place of business within the
United States if the partnership of which he is a member has such
an office or place of business.

Supplement I—Foreign Corporations
SEC. 231. TAX ON FOREIGN CORPORATIONS.

(a2) NONRESIDENT CORPORATIONS.—

(1) IMPOSITION OF TAX.—There shall be levied, collected, and paid
for each taxable year, in lieu of the tax imposed by sections 13 and
14, upon the amount received by every foreign corporation not
engaged in trade or business within the United States and not
having an office or place of business therein, from sources within
the United States as interest (except interest on deposits with
persons carrying on the banking business), dividends, rents, sala-
ries, wages, premiums, annuities, compensations, remunerations,
emoluments, or other fixed or determinable annual or periodical
gains, profits, and income, a tax of 15 per centum of such amount,
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.

(2) CROSS REFERENCE.—

For inclusion in computation of tax of amount specified in share-
holder's consent, see section 28.

(b) RESIDENT CORPORATIONS.—A foreign corporation engaged in
trade or business within the United States or having an office or place
of business therein shall be taxable as provided in section 14 (e) (1).

(c) GROSS INCOME.—In the case of a foreign corporation gross
income includes only the gross income from sources within the
United States.

(d) SHIPS UNDER FOREIGN FLAG.—The income of a foreign cor-
poration, which consists exclusively of earnings derived from the
operation of a ship or ships documented under the laws of a foreign
country which grants an equivalent exemption to citizens of the
United States and to corporations organized in the United States,
shall not be included in gross income and shall be exempt from taxa-
tion under this chapter.

SEC. 232. DEDUCTIONS.

(a) IN GENERAL.—In the case of a foreign corporation the deduc-
tions shall be allowed only if and to the extent that they are con-
nected with income from sources within the United States; and the
proper apportionment and allocation of the deductions with respect
to sources within and without the United States shall be determined
as provided in section 119, under rules and regulations prescribed by
the Commissioner with the approval of the Secretary.

(b) CHARITABLE, AND SO FORTH, CONTRIBUTIONS.—The so-called
"charitable contribution" deduction allowed by section 23 (q) shall
be allowed whether or not connected with income from sources within
the United States.
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