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PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, London, England

DATE: BSeptember 10, 1940, § p.m.

NO. 3051

FOR TREASURY FROM BUTTERWORTH.

The extent to which London has been demaged by air
raids no doubt vitiates the announcement of the Prime
Minister on the fifth of September that the BEritish Govern-
ment would reconsider ite previous refusal to become
a party to any scheme for insurance of property against
damage from air raids. BSuch an insurance plan has always
been opposed by Phillips as being impossible to carry out.

Today in the City there 1s not much business moving
except to clear away debris - incidentally, some of the
debris has been produced by one direot hit on the Bank
of England and one indirect hit on that structure.

KENNEDY.




HSM

E. Pearce, |

EA:FL: oY




131

gt SR Plar







September 9th, 1940




September 9th, 1940

140

UGAL

d.ing the question of oil

e Mr. Morgentheu's help in this matter

tion of the situstion in Spain and
icate ¢ have not been too lenient in

0il supplies for these countries.

et, sinee August 1lst we have spplied very drastic
control to all the imports of these countries by
to seize rrying anything for them which
navicerted). One result
of tankers carrying oil for
1 severely curtailed and that,
increase in Spanish stocks of
the help of measures taken by
Etates Government, ced these stocks f;

August 1st to sbout 180,000 tons
It is estimated that stocks
r lst to 146,000 tons, unless we allow
one or more non-Spanish tankers.

y aroused resentment in

charge that they consti-
act unless we can show ‘
ient imports for internal con-

working to bring Spain
in favour of
£ Lrl; even. We are
ned to prevent the accumulation of
hope to do so without precipitating
to us.

about Spanish

11 pro
end &

by theSpanish

in the present

stock figure

ximately 2%

f consumption.

o Oy sir\a‘ intention had been to fix stocks at
but (&) we are advirn that 150,000
minimum stock on w a country as

could ressonably be

slight concession w considered

worth /




L
f Spain,
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September 9th, 1940

to Mr. Morgenthsu's
oted that London's
tankers becsuse
1 of 63,000 tons
the Spsnish tonker

s propo

d to sllow U. 8.

U. 8. Govern- |
be diverted
ns thit they |
are fully
] de known
n Mr, Borgenthau |
possible tra'

ich hs

hi
ro not exceeding

for this
in Portugsl but
restrictions.




CONFIDENTIAL ¥ |

Septamber 10, 1940

My dear Wr, President:
The aviation manufao industry has

1940, 110, 400.

This seems to me to tell the story of
the in the aviation industry better tham
any 8 that have yet come to my attemtion.

Yours sinoerely,
[Bigneq)
B Morosahay, 4
The President,

—
Sy Messenger & °
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CONFIGENTIAL

September 10, 1940

My dear Mr. President: |

The aviation manufacturing industry has
furnished us each month, on a strictly confi-
dential 'hnl-. the mumber of s in each
ipdividual T . !1 agreement with them is
that I will lot se figures to
exoept the President er the United States.

He in the of
Stiome e ot *'“""':..‘:::.’1““"‘.;.".‘...
use
:ﬂ r.:“m:-m would keep you !ﬂ:,ﬂ.“ out
total figures involved.

The President,
The White House.

By Moanonoay




CONFIDENTIAL

!

Beptenber 10, 1940 P

A M
i

My dear Mr. President:

The aviation manufseturing industry has
furnished us each month, on & etrlotly eonfi-
dential basis, the mumber of 8 in each I
individual fo . My agreement with them is
that I will not these figures to
exoept the President of the United States.

1940, .
to me to tell the story of
the n the aviation industry better than
any g that have yet come to my attention.
Yours sincerely,

The President,
The White House.

Bodoer |
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CONFIDENTIAL
Septeaber 9, 19%0.

Secretary Xorgenthsu Sﬂ‘ff"ﬂ Y [-'"7
r, Haas -
mbjeot: Esployment in the Aviation Manufsoturing Industry

1. Employment in the aviation -mr-wm-hu--m has in-
ereased by arproximately 70 p"cnt since end of last yesr,
In Aupu st :::o, "lflel::‘rl n::pl:m{ employed £3,
factory workers and manufsoturers airplane

mately 26,600 factory workers, a grand total «“ﬁo.‘m n-l-,v
workera fur the entire industry. In Deoe;

gate employment was 65,500,

. Proportionally, the greatest inorease in employment has taken
;un:l.lmllrphmnll lante, where the number of
vorkers employed in st 1! was mors than double the number
saployed in December 1939. The l.u-nn‘ inorease took place at
the Allison Engineering Company where employment has multiplied
five times (to U, 600) moo the -l of last year,

NTIAL

3. The lluul inoresse in employment was distributed among oti-

cally all of the manufacturers in the industry., The in-

orease im employment -- approximately 1,700 .qlqn- == oocurred

at the Glenn L. Martin Company. This m oyment at

?hhrln plant back to the peak levels that uu at the end
ot year,

4, In recent months Curtiss-Wright (lulull.n' 1ts subsidiary

¥right Aeronautical Corporation) has 4leplaged the mo urmﬂ

Oompany ms the largest single employsr in industry. A-n,

furtiss corporations -plor-( 16,748 factory workers

had 14,895, The United Airoraft o:-peuuu (s.w.wn. P' Sratt &

:l';'lll division) was tb third largest employer, with 14 465 em-
o8,

5. The attached chart shows total employment in the aviation manu-

!nhrl.nc industry and the employment of seleoted companies since
ﬁll'v 1937. The attached tables give the figures plotted on m

Attachments
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nt in Aviation Menufscturing Indu,
mm ng stry

8 and Airplane Engines)
1937-19%0
;9w P oae3e i 1939 ¢ 9%
i H S
s |
m- 22,100 23,700 25,000 -g
:ﬁ 28,100 28,200 27,400 'm
ey’ 3200 4
June 25,200 22,800 36,500 .E %
e
sept. 23,000 21,700 M,200
Dee, 23,800 24,100 52,800
Airplane Engines
joa. ‘53500 6,500 7,300 13,
Mar, 6,000 6,600 8,100 17,100
Apr. koo
May ”oa
June 6,600 6,900 8,900 gc
oy 26,600
Sept. 6,400 7,000 9,500 '
Dee, 6,600 7,100 12,600
- and 1)
% ,600 , 200 2,

==: 27 30 32,300 :g
yar, 30,100 30,800 35,500 75,800
& gt
June 31,800 29,700 45,400 3'5
e e
Sept, 29,800 28,700 50,600
Des, 30,800 31,200 65,400

u!!.. 0' the FG‘HEI"' D! the 'ﬁ“
Division of Research snd Statistics. = September 6, 19%0.

[ .
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~ Bmployment of Seleoted Airoraft Manmufaeturing Corporations
1937-1940

u:m:m-i:m:m-
1

-

615 222 654
I

808 Mo 1m0 1

ne w5 g M
a3 606 e

1,83 1,893 2,666
1,726 1,72 3,006 ;E
L 1,86 oM ;:

1,09 1,9% bhes  T-910
1,300 2,885 519

: ;m!smE ! ;mumE

3,099 2,108 832 tﬁ

2,67 989 1,08 156
2,580 9| 2,54

I R
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Esployment of Selected Aireraft Nanufaoturing Corporations

1937-19%
(oontinued)
1937 ¢ 1938 : 1939 : 19%0
i I !
*"mm!‘ REERE Sevncniint Suwh
s, 1,8 221 3,802 :.ﬁ
Nar, 1,50 2,87 2,93 S §
é 1,933 2,510 2,848 :&

. L
ot 2,200 2,736 1,56 O
Deo. 2,007 3,01 3,7

Atroraft Co., Ins.

Jan, 5,59 6,328 b3 11,
Feb, 12,
Mar, 5,961 6,173 877 } 1!

- i
ﬁ 6,653 M672  5M5 14,
July 18,
Mg,

Sept., 5,55 hoes 6ms %09
Dec. 67 W10 10,362

Lockhesd Airoraft Corp.

Jan, S0 1,577 2,305 g-lg
Feb, »
Nar, 1,098 1,59% 3,509 '-im
Apr, 5,
Hay ,016
June 1,338 1,797 5,699 i;g
hug, 1296
Sept, 1,36 1,97 s53m
Deo, 1,k28 2,123 5,156
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Esployment of Seleoted Alreraft Mamufscturing Corporations :
1937-19%0 |
(sontinued) 3

T T T T
:xm:mu'ms:wu
1 1

R R 7}

Glean L, ¥artin Co,
Jan. 1,3¢ 1,88 2,95 10,
Har. 1,M6 1,82 o092 3,
5 '
m 2,088 2,13 6,029 'ﬁ i
i, 2,0 2,3 10070 D i
Dee, 1,08 2,777 1aAR |
v
dan, 29 1,m3 2,223 &,
i
%ﬁ &89 1,935 2,457 :: {
. .'
du s 2,800 3,125 :: |
i, 1272 2,685 29 06 ‘
Deo. ’ 566 2, 3795
0d A4 t " |
tney) |
g::; 2,350 2,245 1,626 !DE
Nar, 2,0 2,168 1,766 i:
£ 2
{;’ 2,097 1,972 1,95 e
o 239 180 22 06
Dee, 2,33 1,77+ 2,588
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|
M

|
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H
Allisen Engineering Co.
Jan, as 262 I
:?' 229 297 : 'E
apr. h
Tine 238 339 558 'g
day o7
sept. 238 182 g H5%5
Dee, 266 k39 901
ne ne Division)

Jan, 1 1 1
i = A
2;2
June 162 188 n
e

g Sept. 135 146 203 oa

,_.“ Des, 152 12 283

i Lyconing Division of Aviation Mamufseturing Corp.
12-3: ah9 :: 519 ?l
June

} 2:, 9oL 549 573 a

’ Sept. 756 518 s "
Dee, 762 506 689



1937-19%
(eontinued)
1937 1938 1939 19%0
e
1,9 2,567 2,26% t
2,119 2,089 2,65 7,
L}
2,388 2,555 3,066 &
2,0 2,38 3,39 Lot
2,608 2,227 5,022
- ¥right Aeronautiocal Cerp.
3 ﬁ '-.’ .-” 3,398
E- 2,55 2,70 3N
»
2,800 2,
g o
Sept, 2,690 3,18  h026
Dee, 2,608 3,37% S5am










Dear EseHerrisonr
Then you are in Washingtom will you esll om
¥r, Chemberlainm, who will be glad to talk over with
you the question of remittances for relief in the
occupled countries.
fincerely yours,

(Bwmed) B. Morgesthan, Ji
Seoretery of the Treasury
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Beptenter 10, 1540

T

Desr ri Serrivonr
han you are in Mnahiagboa will you call om
Mr. Chamberlaje, vhe will be glsd to talk over with
rou the cuestion of sealstenves for relief in the
occupied countries.
Sincerely yours,

Sigmed} B Morgesthn

Secretary of the Tressury

¥

George L. Harrisom, President,
Federsl Reserve Bank of New York
York City




Fevir

Dear sri Sarrivomy —

Then you are in Fasbingbon will you esll om
¥r, Chasborlain, who will be glad to talk over sith
you the question of reaittances for relief in the
oerapied countries.

Seoretary of the Tressury
ur. George
lil-.l.n—:-- -‘.
Rew York City

157
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Septenber 10, 1940

o T

Dear Mrv—ferrisom
¥hen you are im Washington will you csll om
Mr. Chamberlais, who will be glsd So talk over with
you the question of remittences for relisf in the
oecupied countries.
Sincerely yours,

Stmed) H. Moreentha:

Seeretary of the Treasury

¥r. George L. Harrisoam, President,
Federul Reserve Bank of NHew York

JPC1ime



m-ﬁ
Whan you are in Psshingtos will you esll em
Mr. Chauberlain, who will be glad to talk over with
794 the question of resittences for relief ia the
oecupied countries.
Sincerely yours,

‘Suned) B Morgeethen. Jr.

Secretery of the Tressury




FEDERAL RESERVE BaNK

oF New York

August 29, 1940.
Dear Secretary Morgenthau:
The Executive Order of the President, dated ipril 10,

1840, blocking fu

held in this country for account of nation-

als of Norwey and Denmark, following the invasion of those

countries by Ger y, and later zmendments tc that Order extend-
ing it to funds belonging to nationals of other countries invaded
by Germany or Russia, were, as I understand it, primarily moti-

vated by a desire to protect these funds from the possibility of

misappropriaztion by the invaders through coercion or duress.

Generally speaking, these Orders at the time of their promulga-

tion were favorably received throughout this country as well as

in the inveded countries. Numerous problems incident to the

handling of

lieations for licenses to make payments out of
these accounts have, of course, arisen from time to time and
some of them are still pending decision by the Treasury. That is

guite understandable in view of the complexities involved.

My purpose in w ing to you now is to call to your
attention only one of these problems which I do not believe can

be of importance from a naticnal or international point of view

&nd which, accor on, is ecausing much

g to my best inform

tomment znd increasing eritieism. I know that you will under-

Stand the spirit in which this letter is sent and accept my

fomménts in that same spirit.




pienas nesenve oank or wew vonk 2. Hom. Henry Morgenthau, Jr.

This is the préblem: Many American nationals resident
in this country have for one reason or another desired to remit
varying sums of momey to relatives, friends or others in dire dis-
tress in occupied territories. Onder the terms of the Presidential
Order these remittances cannot be made except by license of the
Treasury. While no definite pocliey for handling these applications

has been announced by the Treasury, the overwhelming majority of

them have not been approved and many hundreds are now before the

Treasury awaiting aetion.

The failure of the Treas to ap

rove these applications

is, I believe, a matter of growing resen

1t and complaint., It

is claimed by the applic

» T think rightly, that the money
in guestion is their own; that there is no possibility of coereion

or duress as respects their sttempted transfers for charitsable or

other legitimate purposes; and that their case is very different
from that of nationals of occupied countries who

e funds in the

United States m

1t be dissipated without t

ir free consent were
it not for the Bxecutive Order. The only spparent reason for the

failure to grant these a

ications by Americans who freely want
to send their own money into cccupied territories {s a desire on

the partof the Trea

- far beyond what I have assumed to be the

purpose of the orig rder - to make sure that the dollar ex-

change resulting from such transfers wi

11 not come into Germzn hands.
This does not seem to me to be an adecguate reason. In the first

Place, the amounts invol

ed are relztively small. More impor

however, is the obvious inc

sistency in refu

ng transf

this sort to destitute persons in occupied territ




B ‘
raotaaL nesERvE BANK oF New vonkG. Hon. Henry Morgenthau, Jr. 8/29/40. lﬁd

po bar to the transfer of unlimited sums from this country to per-
sons located in Germany or Russia,

If the Treasury wishes to hold up remittaneces to occu-

pied territories solely on the ground tha t does not want Germany
(or other invading countries) to get the resulting dollar exchange,

(and T cannot see any warrant for that short of the need for a com-

plete embarge for public reasons) is there any logic in permi tting

transfers to be made direet to Cermany itself? Please do not infer

from this that I favor a prohibit

on transfers by our own

nationals of thei

r

moneys to Ger y for any legitimate purpose. |

Rather, I menticn the inconsistency in the hope thzt it will serve
to recommend an early adoption by the Treasury of a policy which
would permit of transfers to persons located in territories whiech

are now occupied by Germsny (or Russia) of the kind which I am

diseussing. . The fact that Germany might ineidentally get the
resulting dollar exchange should not be controlling so long as we
gre not a belligerent.

Frankly, I fear that unless the rapidly incressing volume

of applications now pending before the Tr

sury for transfers to
persons resident in the occupied territories are acted upon favor-
ably, or some convincing reason for contrs ry action is put forward,

itmay become difficult, if not impossible, for the Trea

defend itself ageinst just public eriticism,

I went to Wa gton last

to present this suggestion

to Mr. Bell, in your absence, believin t something ought to be

done even before your return from yo

« But after dis-

tussion with Mr. Bell, I suggested, and he agreed, thz




September 10, 1940.

MEMORANDUM FOR THE F

The letter dated August 29, 1940 from President Harrison
of the Federal R Bank of New York to Secretary Morge

was a subject of discussion at ceveral meetinga of the For
Funds Control. It was decided by the committee to recommend the
following course of action to the Secretary:

On
or Chamberlain would

is memorandum would |
would clearly show that the [
: u8 complete Governor Harrison's character- |
izsation of the purpose o Order No. 8389, as amended, or |
his statement of the reas for the Treasury's position on remittance
applications. ‘




Sept: 16% 1940




TABLE

ghipments ‘of British-controlled oil in tons
) o SPATN 1937 1938
from Venezuela 0 0 ] [}
Iran Q a 0 [}
Bahrein 0 0 0 o
Savdi Arabia 0 a 0 0
Haifa Q ] 0 [}
Trinidad 0 0 0 0
o CANARY ISLES enish ‘
from Vsne:ue (* 1) 159,000 221,000 283,000 70,000 ‘
Ir 0 0 0
Bahreh (* 2) 0 0 52,000 0
Sauﬂt Arabia (' 2) 0 0 0 42,000
Heif: 3§ 183,000 246,000 242,000 )
rnni ad * 1) 244,000 128,000 12,000 3,000
. to VLADIVOSTOCK
from Venezuela 0 0 0 0
a 0 0 0 0
Bahrein 0 0 0 0
Bandi Arabia 0 0 0 0 |
Haifa 0 0 0 Q
Trinidad 0 0 ] 0
B o JAPAN
from Venezuele 0 0 0 0
Ir * :1 (] 0 0 27,000
Bahrein . 2 263,000 60,000 0
Saudi Arabia (* 2) 0 0 0 30,000
Haifa o] 0 0 0
Trinidad o o 0 0
gl - Trinidad to the
r
d from
in Venezuela.
¥ r from Standard
w Jersey, and have "UL been included.
b F2 - from Saudi A is, in fact, owned
ard 011 Company of California and the
s to the Canary Islands were
3 at Teneriffe. Exports
ow tjsch to license. Those from Saudi
not, strictly speaking, be included in British
led oil.
*3 - These shipments from Haifs were also to CEPSA in Teneriffe,
the major part was American owned oil derived from Socony-
Vacuum's shere of Iragq production, the balance being
occesional cargoes delivered by Shell. Deliveries from
Haifa to Teneriffe have now ‘been stopped by H.M.G. and
Bocony are substituting Colombien crude.
B4 - The o1l from Iran to n is part of a contract for 12

to 15 cargoes (120,000 to 150,000 tons) made by the Anglo-
Iranian early in 1940 under pressure from the Shah. The

next shipment of approximately 10,000 tons will take place
in Hovember.
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6 months
from Venezuela 0 0 ] 0
Iren 0 ] 0 0
ahrein 0 0 0 0
wdi Arabia 0 0 0 0
Eaifs 0 0 0 0
Trinided 0 0 0 0
RY ISLSS (Boa
from Venezuela (* 1) 159,000 221,000 283,000 70,000
Iran 0 ] Qo 0
Bahrein (* 2) 0 0 52,000 0
Baudi Arabia (# 2) 0 0 0 42,000
Haifs * 3 183,000 246,000 242,000 [
Trinfdad *1 244,000 128,000 12,000 3,000
%o VLADIVOSTOCK
) from Venezuela 0 0 ] 0
) 0 0 0 0
" Bahrein 0 ] 0 0
it Bsudi Arabla 0 0 0 0
Haifa 0 0 0 0
Trintded ] 0 (] 0
y fo JaPAN
from Venezuslsa 0 0 ]
ran * L [} ] 27,000
Bahrein -2 60,000 0 Q
Bsudi irabia (* 2) Q 0 30,000
faifa 0 0 [
| Trinidsd 0 a [}
*1 - Bhipments from Venezuela and Irinided to the O o
by Shel. :3 their GLunkering station at Las Dalms.
2 Vi ed from Curacao
d e erude oil originated in Venezuela.
The h hipments by this route are from Standard
011 Company of New Jersecy, and have not been included,
*2 rein and from Szudi Arabia is, in fact, owned
] Standard 011 Company of Calif
The shipments to the Camary
s CEPSA st Teneriffe. Exports
T re now sublect to license. Those from Ssudi |
Arabia shc\_l‘ not, strictly spesking, be included in British
cantrolled oil

i)

These shipments from
the major part wis cal
Vacuum's share of Iruq product
occasionzl cergoes delivered b
Haifa to T(nn ffe h:\'."f now been
Socony are

1s0 to CEPSA in Teneriffe,
0il derived from Socony=
on, the bzl nn:c- being

ﬂontr et for 12
the Anglo-




Telegram from London of September 9th.

ot .

The average standard octane pumber for German
aviation fuels examined so far has been B8. They
have varied from 87 to 92 octame numbers belng blended
from & similer base of spirit. The octane pumber of
base spirit has been from 70 to 72 and to achieve
octane u&-;—-;ﬂ‘? to 92 a high lead content has bsen
added on the average of 5.5 c.c.s. lead per imperial
gallon. The recent sample of captured fuel gzave a
valve of 100; this is considered by the Petroleum
Board to be captured British petrol. The octane
pumber of the base spirit of this sample was B4 the
100 octane number achieved by the additiom of only
3.9 ce.Cess Of lead. An ME 109 brought down yesterday
had marked on 1ts fuselage the figure 100 in a
triangle where the normal octane value 87 1s found.

I will send you periodical reports but these

cannot unfortunately be weekly for technical reasons.



Telegram from London of September Oths

i——
The average stasdard cectane number for German
aviation fuels examined so far has been 88. They

|
have varied from 87 to 2 octane numbers belng blended

from a similar base of spirit, The occtane number of !

base spirit hes been from 70 to 72 and tc achieve
octane -:;:Mw to 92 & high lead content has been
added on tho):nﬂgo of 545 0sCute lead per lmperial
gsllons The recent sample of captured fuel gave a
11;!.!-0 of 1003 this 1s coneldered by the Petroleum
Board to be captured Oplitish petrols The cctans
pumber of the base spirit of this sample was B4 the
100 octane number schieved by the sdditiom of only
3.9 cecems of lead, Ap ME 100 brought down yesterday
hed marked on its fuselage the figure 100 in &
trisngle where the normal cctane value 87 1s founds
I will send you periodical reports but these
cannot unfortunately be weekly for technical reasonss
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Sullivan:

50 H

ragton:

White:

Gagton:

ie unnecessary.
stab when you say iT &DbAR
excess profits philosophy

Well, that can be easily changed !.n m:l
second’ line.

I don't think you stress enough that the
thl that we want 1 to give a break to
new bus #, emall business, or business
thet nasn't been making any money.

, let's grab that end of it instead of --

Yes

ting sgalnet those --
tackling the big fellows, and
the little fellows.

we can take this thing
e at in the
is interested
o wants to
ow who has
four years,
for the
inter




Sullivan:

H.dr:

Bulliven:

Jri

Sullivan:
H M.
Sullivan:

HaMaTrs

You could say, "We have tried

lo - I mesan, I think you could ulr
lixe this, "Everybedy, I am eure, in this
roon, will agree that everybody connected
the Treasury - that the Treasury has
.l.ur you all poseible technical and legal

1ce and support, et cetera, et cetera.

ve werked day and night. EBEut I am eimply
eny that the product which 1s being
out today is not one that we can

glve our e nprovel to," something like that.

5 to get over, John, is this:
stetement, & very calm state-
ie sll you have to do, that what
& to say is A& bombehell. Simply
like this hill, and I feel

h posaible in
y Staff to help you

1 I went to
imply say that the "reasum
nc;. got ite approval."
The fireworke

gentlemen, we

ell, what do you approve?'
e plan and now there ie
Senator LaFollette has
we are for."

with me?

out s little bit
e could look &t
he doesn't need







Sullivan:

H M.Jr:

Bullivan:

Sullivan:

H.M.Jr:

Sullivan:

HoM.Jr:

Wnite:

Gaston:

Sullivan:

Bell:

The President told
that Jimmie Byrnee to. :
pres the LaFollette BAll,

The President hasen't talked wu;!t I
hag he? =

No.

the Houee the two men, Cooper and
MeCormick --

7ell, that ls another thing. You go on
home and these boys will do a jJob for you
and send it up to you.

Thanks very much.

have been carrying the ball and I say
don't heve to use 1t if you don't like
but I will Just give you that little
bit of help.

Swell.

Are you fellowe with me on the twist I gave
you?

,.
o

No question about

Ho aqueetion about 1t.

Danny?

know, these suggestions
ng we thought were terrible.
over and then drafted this

going to oulte get
m in the end what
He will eay,




HoM.Jrt

Sullivan:

H.M.Jr:

Sullivan:

HM.Jr:

Sullivan:

H.M.Jr:

Bullivan:

HoMJri

Wnite:
Gaston:

B

Iy

Bell:
LA H
Klotz:

Sullivan:

Bell:

The Presldent
that Jimmie B
pass the LaFo! htﬂo

The President hasn't talked Iﬂ.tl:n
e he?

No.

Now, in the Houee the two men, Cooper and
MeCormick --

iell, that is another thing. You go on
home and these boys willl do a jJob far you
and send it up to you.

Thanke very much.

You have been carrying the ball and I eay
you don't have to use it Af you don't 1like
it, but I will Just give you that little
bit of help.

Bwell.

Are you fellowe with me on the twist I gave
you?

No auestion about 1it.
o guestion about 1it.

Danny?

Yes.

Klotz% | H

know, these suggestlons
1r,. we thought were terrible. | |
m over and then drafted this.

¢ John 1s golng to aquite get
ask him in the end what
et now. He will eay,




B Jr:

Sullivan:

White:

H.M.dr:

Sullivan:

HoM.Jr:

"We suggeated
it down." "We.
He can't say an;
plan.

Well, he cen stick to the
b

Elther that or a bill 1ike the 1
which is the LaFollette B1l1,

Or & bill that embodies the spirit of the
original sect, and in this way he oan pave
the way for the LaFollette Bill.

You're not afraid of that question, are you?
Not in the slightest.

Thank you.

jood night.

Everybody else, good night,
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Septesber 10, 1940

My dear ¥r. Presidenmt: 3

1 as ineloaing herewith the twe 9-
tax bills before the Senate. I am also
tnolosing a summary, which Nr. Sullivan
bas given me, of Semator La Follette's
w1l

Nay I remind you that on the tele-
phone you said you would get in toush with
both Senator La Follette and Semator Byrnes.

Youra aincerely,

The President,
The Mite House.




September 10, 1940
inclosing
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Septenber 10, 1940
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and will be substituted for the present
The estimate on the LaFollette amendment for 1940 is
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) plus one-half the borrowed money.

a1
Fimee 50 pages.
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"Invested capital" is the sum of the equity capital
(money and property paid in plus paid-in-surplus and contributions
capital) plus one—half the borrowed money.

The completed IaFollette amendment will not exceed 25
and will be substituted for the present Title I which con=
B0 pages.

The estimate on the laFollette amendment for 1940 is
00,000«

The estimate on the present bill is $355,000,000 of
$240,000,000 is an increase in the corporate tax rate
h will be paid by every corporation regardless of size.
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Serresnen 6, 1940

Touw CONGRESS H. R. 10413

IN THE SENATE OF THE UNITED STATES

SEFTEMBER L1840

Referred to the Com and ordered to be printed

AMENDMENTS

Tntended to be proposed by Mr. La Foruerre to the bill (H. R.
10413) to provide revenue, and for other purposes, viz: On

strike out throngh line 19,

page 1, heginning with line

page 80, and insert in lien thereof the following:

1 TITLE I—EXCESS PROFITS TAX

2 SEC. 101. EXCESS PROFITS TAX OF 1940
3 The Tnternal Revenne Code is amended by inserting after

4 section 706 the following new subchapter which may be cited

5 as the “Excess Profits Tax Act of 1940”:

JBCHAPTER E—EXCESS PROFITS TAX

T “SEC. 710. IMPOSITION OF TAX.
8 “(a) Tarposrriox.—There shall be levied, collected, and

9 paid, for each taxable year beginning after December 31,

J. 258822

1




1

4

lepreciation provided in seetion () of Chapter 1;
and

“(5) INCOME FROM RETTREMENT OR DISCHARGE
OF BONDS, AND 50 FORTIL—There shall be exeluded, in
the case of any corporation, income derived from the
retirement or discharge of any of its bonds, debentures,
notes, or certificates or other evidences of indebtedness,
which have been outstanding for more than eighteen

months.

“(b) Taxasre YrAr LEss THAN TweLve MoNTis.—
If the taxable vear is a period of less than twelve months
the excess profits net income shall be placed on an annual
basis by multiplying the amount thereof by the number of

days in the twelve months ending with the close of the

taxable year and dividing by the number of days in the

taxable year. The tax shall be such part of the tax computed

on such annual basis as the namber of days in the taxable

year is of the number of days in the twelve months ending
with the close of the taxable year.
“SEC. 712. EXCESS PROFITS CREDIT.

“The excess profits credit shall consist of an amount
equal to 8 per centum of the invested capital for the taxable
determined under section 713,

“SEC.

3. DEFINITION OF INVESTED CAPITAL.

For the purposes of this subchapter the invested capital
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5
for any taxable year shall be the average invested eapital
for such year, determined under section 714, reduced by an
amount computed under section TI8 (relating to inadmis-
sible assets) . (For computation of invested eapital in case

of foreign corporations, see section 721.)

EC. T14. AVERAGE INVESTED CAPITAL.

“The average invested capital for any taxable year for

which the tax under this subchapter is |

g computed

shall be the aggregate of the daily invested eapital for each
day of such taxable year, divided by the nnmber of days
in such taxable year.

“SEC. 7

DAILY INVES

CAPITAL.

“The daily invested eapital for any day of the taxable

year shall be the sum of the equity invested capital for such

day plus the borrowed finvested cs

1

1 for such day

determined under section 717.
“SEC. 716. EQUITY INVESTED CAPITAL.
“(a) DerrNiTioN —The equity invested eapital for any

day of any taxable year shall be determined as of the begin-

ning of such day and shall be the sum of the following

amonnts, re

1 as provided in subsection (h)—

(1) Moxgy paID N.—Money previotdly paid in
for stock, or as paid-in surpluos, or as a contribution
to eapital;

“(2) ProperTY PAID IN.—Property (other than




money) previously paid in (regardless of the time paid

in) for stock, or as paid-in surplus, or as & contribution
to capital. Such property shall be included in an amount
equal to its basis (unadjusted ) for determining loss upon
sale or exchange. If the property was disposed of be-
fore such taxable vear, sneh basis shall be determined
in the same manner as if the property were still held
at the beginning of such taxable vear. If such unad-
justed basis is a substituted basis it shall be adjusted,
with respeet to the period before the property was paid
in, in the manner provided in section 113 (b) (2);
“(3) TAxABLE STOCK DIVIDENDS.—Distributions
in stock—
“(A) Made prior to such taxable year to the
nt to which they are considered distributions of
iings and profits: and
“(B) Previonsly made during such taxable
year to the extent to which they are considered
distributions of earnings and profits other than ear-
ings and profits of sueh taxable vear; and
“(4) EARNINGS AND PROFITS AT BEGINNING OF
yizAR~—The ‘accnmmlated earnings and profits as of the
heginning of such taxable year.
“(b) Repveriox 1¥v Equity InvestEp CAPITAL—

The amount By which the equity invested eapital for”dny!
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1 day shall be reduced as provided in subsection (a) shall be

2 the sum of the following amounts—

3

4

21
22

23

Z

“(1) DISTRIBUTIONS IN PREVIOUS YEARS.—Dis-
tributions made prior to such taxable year which were
not out of accumulated earnings and profits; and

“(2) DISTRIBUTIONS DURING THE YEAR—Dis-
tributions previonsly made during such taxable year
which are not out of the earnings and profits of such
taxable year.

“(e) RrLes ror APPLICATION OF SUBSECTIONS (a)

D (h).—For the purposes of subsections (a) and (h)—

“(1) DISTRIBUTIONS TO SHAREHOLDERS.—The
term ‘distribution’ means a distribution by a corporation

to its shareholders, and the term “distribution in stock’

means a distribution by a corporation in its stock or
rights to acquire its stock. To the extent that a distri-
bution in stock is not considered a distribution of earn-
ings and profits it shall not be considered a distribution.
A distribution in stock shall not be regarded as money

or property paid in for stock, or as paid-in surplus, or as

a contribution to capital.
“(2) DISTRIBUTIONS IN FIRST SIXTY DAYS OF
TAXABLE YEAR.—In the application of such subsections

to any taxahle year beginning after December 31, 1940,

so much of the distributions (taken in the order of time)




]
made during the first sixty days thereof as does not
exceed the acenmulated earnings and profits as of the
beginning thercof (computed without regard, to this
paragraph) shall be considered to have heen made on
the last day of the preceding taxable year.

“(3) COMPUTATION OF EARNINGS AND PROFITS

—For the purposes of subscetions

OF TAXABLE YEA

(B) and (b) (2) in determining whether

(a)

the earning

a distribation is out ol and profits of any

tixable year, such earnings and profits shall be con-
puted as of the close of such taxable year withont
diminution by reason of any distribution made during
such taxable year or by reason of the tax under this

subchapter for such year and the determination shall

be made without regard to the amount of earnings and

s at the time the distribution was made,

“(4) EARNINGS AND PROFITS OF TRANSFEROR
CORPORATION . —For the purposes of subsection (a) (4)
the accamulated earnings and profits of the corpori-
tion shall be determined withont the inclusion of any
of the earnings and profits of a transferor corporation
which would otherwise be inelnded hy reason of prop-
erty of such transferor having bheen paid in for shares of,
or as a contribution to the capital of, or as paid-in

surplus of, the transferee corporation.
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“(d) CoMPUTATION OF ACCUMULATED BarNINGS
AxD Pro¥rrs.—For the purposes of this section, aceumnlated

earnings and profits shall be determined without regard to

whether the accumulation was before, on, or after March 1,
1913. Nothing in section 401 of the Second Revenue Act
of 1940 shall affect the extent to which accumnlated earnings
and profits are increased by reason of increase in valwe of
property acerned before March 1, 1913,

“(e) For determination of equity invested capital in
special cases, see section 720,

“(f) For special rules affecting compntation of equity
invested capital in connection with certain exchanges and
liguidations, see section 719,

“SEC. 717. BORROWED INVESTED CAPITAL.

“(a) Borrowep Capirar—The horrowed capital for
any day of any taxnble year shall be determined as of the

wd shall be the amount of the ont-

beginning of such day

standing indebtedness (not including interest, and not in-
eluding indehtedness described in section 719 (c) relating
to certain exchanges) of the taxpayer which is evidenced
by a bhond, note, bill of exchange, debenture, certificate of
indebtedness, mortgage, or deed of trust.

“(b) Borrowen INvestep Caprrat.—The borrowed

invested capital for any day of any Jle year shall he

J. 258822——2
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1 determined as of the beginning of such day and shall be the

2 sum of the following amounts:

“(1) An amount equal to that portion of the hor-

o the

rowed capital for snch day which does not e
excess of 8100,000 over the equity invested capital for
such day;

“42) (A) If the equity invested eapital for such

day is less than $100,000, an amonnt equal to 664 per
centum of that portion of the remainder of the borrowed
capital for such day which does not exceed $900,000; or

“(B) If the equity invested capital for such day is
£100,000 or more and is less than 31,000,000, an
amonnt equal to 66§ per centum of that portion of the
borrowed capital for such day which does not exceed
the excess of $1.000,000 over the equity invested capital

for such day; and

“(3) An amount equal to per centum of that
portion of the borrowed capital for such day as exceeds
the sum of—

“(A) The amount ascertained under paragraph

(1), pls

“(B) 150 per centum of the

monnt s

tained under paragraph (2).
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Sy,
9 9 1 “SEC. 718. ADMISSIBLE AND INADMISSIBLE ASSETS.
2 “(n) DerFixirions.—For the purposes of this sub-
iy,
. 3 chapter—
"'hu, P 3
4 “(1) The term ‘inadmissible assets’ means—
e . .
5 “(A) Stock in corporations except stock in a
6 n personal-holding company ; and
e . . . . . .
- 7 “(B) Obligations described in section 22 (1)
. g
S 8 (4) (A), (B), or (C) any part of the interest
. 9 from which is excludible from gross income or allow-
e 10 able as o credit against net income.
1 2) The term ‘admissible assets’ means all assets
we o 1 NE 12 other than inadmissible assets.
& wein 13 “(b) Rario or INnapMmissisLes 10 Toran Assers.—
¢ wa N 14 The amount by which the average invested ecapital for any
Ll 15 taxable year shall be reduced as provided in section 713 shall

16 be an amount which is the same percentage of such avernge

. 17 invested capital as the percentage which the total of the
o I i
e 18 inadmissible assets is of the total of admissible and inadmis-
-1
¥
19 sible assets. For such purpose, the amonnt attributable to
o 3 20 each asset held at any time during such taxable year shall
o R . "
21 be determined by ascertaining the adjusted basis thereof (or,
- L 22 in the case of money, the amount thereof) for each day of
!
§ sr® 23

such taxable year so held and adding such daily amounts.
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The determination of such daily amounts shall be made under
regulations preseribed by the Commissioner with the ap-
proval of the Secretary. In the case of the taxable year for
which the tax under this subchapter is heing determined, the
adjusted basis shall be the adjusted basis for determining loss
upon sale or exchange as determined under seetion 113,
“(¢) Compurariox 1F  Sunort-rEnM  Caprran
Gars,—If during the taxable vear there has heen a short-
term capital gain with respect to an inadmissible asset, then
so much of the amonnt attributable to sueh inadmissible asset
under subsection (b) as bears the same ratio thereto as such

nin hears to the sum of such gain plus the dividends and

interest on such asset for sueh year, shall, for the purpose
of determining the ratio of inndmissible assets to the total
of admissible and inadmissible assets, be added to the total

of admissible assets and subtracted from the total of inndmis-

sible assets.
“SEC. 719. DETERMINATION OF PROPERTY PAID IN FOR
STOCK AND OF BORROWED CAPITAL IN CON-
NECTION WITH CERTAIN EXCHANGES.
“(a) DerixrrioNs.—As used in this section—
“(1) Excunaxee—The term ‘exchange’ means an
exchange, deseribed in section 112 (h) (4) or (5)

or in so much of section 112 (¢), (d), or (e) as refers

to section 112 (b) (4) or (5), hy one vorporation of
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its property wholly or in part for stock or securities of
another corporation, or a transfer+of property by one!
corporation to another corporation; the basis of whicl
in the hands of such other corporation is or was deter-:
mined under section 113 (a) (8) (B), or would have

been so determined had such section been in effecti

“(2) TRANSFEROR UPON AN EXCHAXNC The

term “transferor npon an exchange’ means a corporation
which upon an exchange teansfers property to another
corporation in exchange, wholly or in part, for stock or
securities of such other corporation, or transfers property
to another corporation, the basis of which in the hands
of such other corporation is or was determined under

section 113 (a) (8) (B), or would have been so deter-

ed had such section been in effect.

“(3) Trax The

SFEREE UPOX AN EXCHAN

term ‘transferee upon an exchange’ means a corpora-
tion which upon an exchange acquires property from
another corporation in exchange, wholly or in part, for

cquires property fram

its stock or securities, or which
another corporation, the hasis of which in its hands is or
was determined under section 113 (a) (8) (B), or
would have heen so determined had such section been in
effect.

“(h) Properry Pam 15 For Stock—In the appli-
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cation of section 716 (a) to a transferee npon an exchange,

in determining the amount paid in for stock of the transferee,

or as paid-in surplus or as a contribution to eapital of the

transferee, in connection with such exchange, only an amount

shall be deemed to have been so paid in equal to the excess

of the basis in the hands of the transferee of the property

of the transferor received by the transferce upon the exchange
over the sum of—

“(1) Any liability of the transferor assumed upon

such exchange and any liability subject to which the

property was received upon such exchange, plig

“(2) The aggregate of the amount of money and the

fair market value of any other property transferred to
the transferor not permitted to be received hy such trans-
feror withont the recognition of gain.

*(¢) Bormowrn Carrrar.—In the application of sec-

ion 717 (a) to a transferee upon an exchange, the term
‘borrowed capital” shall not include indebtedness originally
evidenced by seenrities issued by the transferee upon such
exchange as consideration for the property of the transferor
received by the transferee npon such exchange if (1) such

securities were proper ived by the

¢ permitted to be re

person to whom such securities were issned withont the ree-
ognition of gain and (2) the indebtedness originally evi-

denced by such securities did not arise out of indehtedness of
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the transferor (other than indebtedness which in the trans-
feror’s hands was subjeet to the limitations of this subsection)
assumed by the transferee in connection with such exchange.
“SEC. 720. EQUITY INVESTED CAPITAL IN SPECIAL CASES.
“Where the Commissioner determines that the equity
invested capital as of the heginning of the taxpayer’s first

taxable vear under this subehapter cannot be determined

in a ce with section 716, the equity invested capital
as of the beginning of such vear shall he an amount equal
to the sum of (1) the money plus (b) the aggregate of
the adjusted basis of the assets of the taxpayer held by the
taxpayer at such time, such sum being reduced by the in-
debtedness ontstanding at such time. The amount of the

money, assets, and indebtedness at such time shall he deter-

mined in accordance with rules and regulations preseribed

hy the Commissioner with the approval of the Secrefary.
In such case, the equity invested capital for each day after
the beginning of the taxpayer’s first taxable vear under this
subchapter shall he determined, in accordance with rules
and regulations preseribed by the Commissioner with the
approval of the Secretary, using as the basic figure the
equity invested capital as so dotermined.

“SEC. 721. FOREIGN CORPORATIONS—INVESTED CAPITAL.

in the case of a foreign

“Notwithstanding seetion 713

corporation engaged in trade or business within the United
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States or hs an office or place of business therein, the

invested capital for any taxable year shall be determined in

accordance with rules and regulations prescribed by the

Commissioner with the approval of the Secretary, under
which—
(o) G Al RuLe—The daily invested capital for

any day of the taxable year shall be the aggregate of the
adjusted basis of each United States asset held by the tax-
payer on the heginning of such day. In the application of
section 718 in reduetion of the average invested capital (de-
termined on the basis of such daily invested capital), the

terms ‘admissible assets’ and ‘inadmissible assets” shall in-

clude only United States assets ; or

“(b) Excepmiox.—If the Comr ner determines
that the United States assets of the taxpayer cannot satis-

factorily be segregated from its other assets, the invested

capital for the taxable year shall be an amount which is the

same percentage of the aggregate of the adjusted hasis of

of all assets held by the taxpayer as of the end of the last
day of the taxable year which the net income for the taxable
year from sources within the United States is of the total
net income of the taxpayer for such year.

“(e) DerisrTion or UNiteEp StATES ASSET.—AS

used in this subsection, the term ‘United States asset' means

an asset held by the taxpayer in the United States, deter-
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mined in accordance with rules and regulations preseribed

by the Commissioner with the approval of the Seeretary.

SEC. 722. PERSONAL SERVICE CORPORATIONS.

“(a) DerrxrTioN.—As used in this subchapter, the

term ‘personal service corporation” means a eorporation

whose income is to be ascribed primarily to the activities of

shareholders who are wrly engaged in the active con-
duet of the affairs of the corporation and are the owners at
all times during the taxable year of at least 80 per centum

in value of all the stock of the corporation, and in which

capital i not a material income-produeing factor; but does

not include any foreign corporation, nor any eorporation 50

per centum or more of whose gross income consists of gains,

profits, or income derived from trading «s a prineipal. “For
the purposes of this subsection, an individual shall be ‘con-
sidered as owning, at any time, the stock owned at such time

hy his spouse or minor child.

sonal

“(b) Erecriox As To Taxammrty—If a p

service corporation signifies, in its retorn under Chapter 1
for any taxable vear, its desire not to be subject to the tax

imposed under this subchapter for such taxable year, it shall

be exempt from such tax for snch year, and the provisions
of Supplement 8 of Chapter 1 shall apply to the share-
holders in such corporation who were such shareholders on

the last day of such taxable year of the:corporation.
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1 “SEC. 723. CORPORATIONS COMPLETING CONTRACTS UN-
2 DER MERCHANT MARINE ACT, 1936,

3 “(a) If the United States Maritime Commission eerti-

4 fies to the Commissioner that the taxpayer has compl

5 within the taxable year any contracts or subeontracts which
6 are subject to the provisions of section 505 (b) of the

T Merchant Marine Act of 1936, as amended, then the tax

chapter for such taxable year shall be,

8 imposed by this su
9 in lieu of a tax computed under section 710, a tax computed
under subsection (b) of this section, if, and only if, the
tax computed under subsection (h) is less than the tax

compuied under section 710.

13 “(b) The tax computed under this subseetion shall be
14 the excess of—

15 “(1) A tentative tax computed under section 710
16 with the excess profits net income inereased by the
17 amount of any payments made, or to be made, to the
18 United States Maritime Commission with respeet to
19 such eontracts or subcgniracts; over

20 “(2) The amount of such payments.

21

“SEC. 724. EXEMPT CORPORATIONS,
“The fallowing corporations shall he exempt from the

tax imposed by this subchapter:

“(a) Corporations exempt under section 101 from the

tax imposed by Chapter 1,
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“(b) Foreign personal-holding companies. as defined
in section 331,

“(e) Mutual investment companies, as defined in see-
tion 361.

“(d) Investment companies which under the Invest-

ment Company Act of 1940 are registered as diversified

companies at all times during the taxable year. In the case
of taxable years beginning in 1940 a company shall be con-
sidered as so registered at all times during such taxable 'year
hefore the date of such registration, if such registration is

made before December 1, 1940,

“(e) Persc , a1 defined in seetion

lding compani
501.

“(f) Foreign corporation t engaged in trade or

business within the United States and not having an office

or place of husiness therein.

“(g) Domestic eorpor isfying the following
conditions :
“(1) TIf 95 per centum or more of the gross income

of such domestic corporation for the three-year period

immediately preceding the elose of the taxable year (or
for such part of such period during which the corporation
was in existence) was derived from sources other than

sourcos within the United States; and

“(2) Tf 50 per centum or more of its gross income
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for such period or such part thereof was derived from
the active conduct of a trade or husiness.

rporation subject to the provisions of Title

“(h) Any ¢

IV of the Civil Aeronautics Act of 1938, in the gross income

of which for any taxable year beginning after December 31,
1939, there is inclndible eompensation received from the
United States for the transportation of mail by aireraft if,
after excluding from its gross income such compensation, its
adjusted excess-profits net income for such year is zero or
less.
“SEC. 725. MEANING OF TERMS USED.

“The terms used in this subchapter shall have the same

meaning as when used in Chapter 1.

“SEC. 726. LAWS APPLICABLE.

ERAL Rut

“(a) GE —All provisions of law (inelnd-
ing penalties) applicable in respeet of the taxes imposed by
Chapter 1, shall, insofar as not inconsistent with this sub-

chapter, be applicable in respect of the tax imposed by this

subchapter.

“(b) Rerurys—Notwithsta

return under section (1) shall be reqnired to he filed

byt any taxpayer under this subehnpter for any taxable year

for which its excess profits net income, computed with the

*
adjustments provided in Section 711 (a) and placed on an

anmual basis as provided in seetion 711 (b), is not greater

g snbsection (a), no ’
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“(e) Foreiey Taxes Pam.—In the application of see-
tion 131 for the purposes of this subchapter the tax paid
or accrued to any country shall be deemed to be the amount
of such tax reduced by the amount of the eredit allowed
with respect to such tax against the tax imposed by Chap-
ter 1,

“{d) Loyrrarions ox Amovyt or Formiey Tax

Creprr.—The amount of the credit taken under this section

shall be subject to each of the following limitations:
“(1) The amount of the credit in respect of the tax
paid or acerned to any conntry shall not exceed the same

proportion of the tax against which such credit is taken,

which the taxpayer’s excess profits net incomé from

sources within such country bears to its entire ex

profits net income for the same taxable years; and
“(2) The total amount of the credit shall not exceed

the same proportion of the tax against which sueh credit

is taken, which the taxpayer's excess profits net income

from sources withont the United States bears to its entire

excess profits net income for the same taxable year.”

337" and insert in lien

, line strike ont

On page ¢

thereof

* and insert in lien

On page 101, line 13, strike out *

thereof
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IN THE ¢ ATE OF THE UNITED STATES

Avavsr 30 (legislative day, Avavsr 5), 1840

Read twice and referred to the Committee on Finance

AN ACT

To provide revenue, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

9

tives of the United States of America in Congress assembled,

That this Act may be cited as the “Second Revenue Act
of 1940”.
TITLE I—EXCESS PROFITS TAX

SEC. 101, EXCESS PROFITS TAX OF 1840.

=

o

The Internal Revenue Code is amended by inserting

e =

after section 706 the following new subchapter which may

be cited as the “Excess Profits Tax Act of 19407

©
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“SUBCHAPTER E—EXCESS PROFITS TAX

“Part 1

“SEC. 710. IMPOSITION OF TAX.

“(a) ImposrtioN.—There shall be levied, collected,
and paid, for each taxable year beginning after December
31, 1939, on the excess profits net income, as defined in
section 711, of every corporation (except a corporation

exempt under section 725) —

“(1) Ivcome crepiT.—If the taxpayer's excess

profits credit is compnted under section 713, a tax equal
to 4%o per centum of the normaltax net income, as

defined in section 13 (a) (2), plus:

“Upon adjusted excess profits net incomes of
less than $20,000, 25 per centum of the adjusted
excess profits net income,

“$5,000 upon adjusted excess profits net in-

comes of $20,000; and upon adjusted excess profits

net incomes in excess of $20,000, and not in excess
of $50,000, 30 per centum in addition of such excess.

“$14,000 upon adjusted excess profits net in-
comes of $50,000; and upon adjusted excess profits
net incomes in excess of $50,000, and not in excess
of $100,000, 35 per centum in addition of such

excess.

“$31,500 upon adjusted excess profits net in-
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comes of $100,000; and upon adjusted excess profits
net incomes in excess of 100,000, and not in excéss
of 250,000, 40 per centum in addition of such
excess.

891,500 upon adjusted excess profits net in-
comes of $250,000; and upon adjusted excess profits

net incomes in excess of $250,000, and not in excess

of $500,000, 45 per centum in addition of such
excess,

“$904,000 upon adjusted excess profits net in-
comes of $500,000; and upon adjusted excess profits
net incomes in excess of $500,000, 50 per centum

in addition of such excess.

“(2) INCOME AND INV ED CAPITAL OREDIT.—
1f the taxpayer's excess profits credit is computed under
section 714, a tax as follows:

“Upon adjusted excess profits net incomes of

less than $20,000, 20 per centum of the adjusted

excess profits net income.

“84,000 upon adjusted excess profits net in-
comes of $20,000; and upon adjusted excess profits
net incomes in excess of $20,000, and not in excess
of £50,000, 25 per centum in addition of such

excess.

“g11,500 upon adjusted excess profits net in-




® = e e ok W B W

=

4

comes of $50,000; and upon adjusted ex:

ss profits
net incomes in excess of 850,000, and not in excess
of $100,000, 30 per centum in addition of such
eXCess.

“826,500 upon adjusted cxeess profits net in-
comes of $100,000; and upon adjusted excess profits
net incomes in excess of $100,000, and not in ex-
cess of $250,000, 35 per centum in addition of
such excess.

“$79,000 upon adjusted excess profits net in-

comes of $250,000; and upon adjusted excess profits

net incomes. in excess of $250,000, and not in ex-

cess of §500,000, 40 per centum in addition of

such excess.

“$179,000 upon adjusted excess profits net in-

comes of $500,000; and upon adjusted ex

net incomes in excess of $500,000, 45 per centum

in addition of such excess.

“(3) APPLICATION OF RATES IN OASE OF OERTAIN
EXCHANGES,—If the taxpayer’s preferential rate amount
for the taxable year computed under section 759 (relating
to certain exchanges) is less than $500,000, then in the
application of paragraphs. (1) and (2) of this subsection
to such taxpayer, in lieu of each amount, other than the

percentages, specified in such paragraphs, there shall be

substituted an amount which bears the same ratio to the

et
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] 1 amount so specified as the preferential rate amount so
L] 4 2 computed bears to $500,000.
| 3 “(b) DerrsiTion oF Apyusrep Excess Prorrrs
4 Ner Incomm.—As used in this section, the term ‘adjusted
Ll 5 excess profits met income’ in the case of any taxable year
L] 6 means the exeess profits met income minus the sum of:
L v “(1) SPEOIFIC EXEMPTION.—A specific exemp-
s ] tion of $5,000; and
9 “(2) Excrss proFrTs CREDIT.—The amount of | ! |
s 10 the excess profits credit allowed wnder section T12. i
asm 11 «ggc. 711, EXCESS PROFITS NET INCOME. |
uit 12 “(a) Taxapre YEARS BeaiNniNG AFTER DECEMBER I
T ] 13 31, 1939.—The excess profits et income for any taxable
14 year beginning after December 31, 1939, shall be the nor- ‘
pbt 15 maltax net income, as defined in section 13 (a) (2), for
ol 16 such year except that the following adjustments shall be
G 17 made:
18 “(1) ExcEss PROFITS CREDIT COMPUTED UNDER
o 19 ~vcomE orepiT.—If the excess profits eredit is computed
s 20 under section 713, the adjustments shall be as follows:
g ua “(A) Income Taxes.—The deduction for taxes
ey 2 shall be increased by an amount equal to the tax .
U‘ﬁ, ] under Chapter 1 for such taxable year; |
-_3"’ % “(B) Long-term Capital Gains and Losses.—
,]l % There shall be excluded long-term capital gains and |

R
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losses. For the purposes of this subparagraph, prop-
erty otherwise constituting a capital asset shall not
be deemed to be excluded from the definition of

ter which is

such term because it was of a char
subject to the allowance for depreciation provided
in section 23 (1) of Chapter 1; and

“(€) Income From Retirement or Discharge of
Bonds, and So Forth.—There shall be excluded, in
the case of any corporation, income derived from the
retirement or discharge of any of its bonds, deben-
tures, notes, or certificates or other evidences of
indebtedness, which have been outstanding for more
than eighteen months.
“(2) EXCESS PROFITS CREDIT COMPUTED UNDER

TED CAPITAL CREDIT.—If the excess

profits eredit is computed under section 714, the adjust-

ments shall be as follows:

“(A) Dividends Received.—The credit for
dividends received shall apply, without limitation,
to all dividends on stock of all corporations, except
dividends (actnal or constructive) on stock of
foreign personal-holding companies;

“(B) Interest—The deduction for interest

shall be reduced by an amount which is the samé

percentage of so much of such interest as repre-
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sents interest on the indebtedness included in the

daily amounts of borrowed capital (determined
under seetion 719 (a) ) as the percentage which the
sum of the daily amounts of borrowed invested
capital (determined under section 719 (b)) is of
the sum of the daily amounts of the borrowed
capital ;

“(C) Tneome Taxes—The deduction for taxes

shall be ine

ed by an amount equal to the tax
under Chapter 1 for such taxable year;
“(D) Long-term Capital Gains and Losses.—
There shall be excluded gains or losses to the same
extent as provided in paragraph (1) (B); and
“(E) Income From Retirement or Discharge
of Bonds, and So Forth.—There shall be excluded,
in the case of any corporation, income derived from
the retirement or discharge of any of its bonds,
debentures, notes, or certificates or other evidences
of indebtedness, which have been outstanding for
more than eighteen months.
“(3) TAXABLE YEAR LESS THAN TWELVE
soxTHs.—If the taxable year is a period of less than
twelve months the excess profits net income shall be

placed on an annual basis by multiplying the amount

thereof by the number of days in the twelve months end-




© ® =\ e ¢ e W N

14
15
16
17
18
19
20
21
22
23

8

ing with the close of the taxable year and dividing by
the number of days in the taxable year. The tax shll
be such part of the tax computed on such annual basis as
the number of days in the taxable yenr is of the number
of days in the twelve months ending with the close of
the taxable year.

“(b) TaxanLe YEARS I¥ Base PErrop.—

“(1) GexeEraL RULE—The excess profits net in-
come for any taxable year subject to the Revenue Act
of 1936 shall he the normal-tax net income, as defined
in section 13 (a) of such Aect; and for any other tax-
able year beginning after December 81, 1937, and
before January 1, 1940, shall be the special-class net
income, as defined in section 14 (a) of the applicable
revenne law. In either ease the adjustments provided
in paragraph (2) of this subsection shall be made,
(For additional adjustments in case of certain reorgani-
zations, see section T42 (e).)

“(2) ADJUSTMENTS.—

“(A) Excess Profits Credit Computed Under

Income Credit.—If the excess profits credit is com-

puted under section 713, then the adjustments shall

be as follows:

“(i) Income taxes.—The deduction for

taxes shall be increased by an amount equal to
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9
the tax for such taxable year under Title I
or Chapter 1, as the case may be, of the revenue
law applicable to such year;

“(ii) Long-term capital gains and losses.—
'There shall be excluded long-term capital gains
and losses;

“(iii) Income from retirement or discharge
of bonds, and se forth.—There shall be ex-
cluded, in the case of any corporation, income
derived from the retirement or discharge of any
of its bonds, debentures, motes, or certificates
or other evidences of indebtedness, which have
been ontstanding for more than eighteen
months;

“(iv) Casualty losses—Deductions for
losses arising from fires, storms, shipwreck, or
other casualty, or from theft, not compensated
for by insurance or otherwise, shall not be al-
lowed ; and

“(v) Repayment to vendees of processing
tax.—The deduction under section 23 (a),
for any taxable vear, for expenses shall be
decreased by an amount equal to the amount
deductible on account of any repayment or

credit by the corporation to its vendee of any
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and losses;

10
amount attributable to any tax under the Agri-
cultural Adjustment Act of 1933, as amended,
For the purposes of this clanse, the adjustment
for the first taxable year in the base period shall
be the excess of the amount so deductible for
such year over the amount includible in gross
income for such year by reason of the tax under

such Act which was not paid, and the ad-

justment for any suceeeding taxable year in the
base period shall be the excess of the amount so
deductible for such year and all previous years
in the base period over the amounts so includible
in gross income for such year and all previous

taxable years in the base period.

“(B) Excess Profits Credit Computed Under

TIncome and Invested Capital Credit.—If the excess
profits eredit is computed under section 714, then

the adjustments shall be as follows:

“(i) Dividends, interest, and taxes.—The
credit for dividends received and the deductions
for interest and taxes shall be adjusted in &
manner similar to that provided in subsection
(a) (2) (A), (B),and (C);

“(ii) Long-term capital gains and losses.—

There shall be excluded long-term capital gains
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*(iii) Income from retirement or discharge
of bonds, and so forth.—There shall be ex-
cluded, in the case of any corporation, ineome
derived from the retirement or discharge of
any of its bonds, debentures, notes, or certifi-
cates or other evidences of indebtedness, which
have been outstanding for more than eighteen
months;

“(iv) Casnalty losses.—Deductions for
losses arising from fires, storms, shipwreck, or
other casualty, or from theft, not compensated
for by insurance or otherwise, shall not be
allowed; and

“(v) Repayment of processing tax to
vendees,—The deduction under section 23 (a),
for any taxable vear, for expenses shall be de-
creased by an amount equal to the amount de-
ductible on account of any repayment or credit
by the corporation to its vendee of any amount
attributable to any tax under the Agricultural
Adjustment Act of 1933, as amended. For the
purposes of this clause, the adjustment for the
first taxable year in the base period shall be the
excess of the amount so deductible for such year

over the amount includible in gross income for
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such year by reason of the tax under such Aet
which was not paid, and the adjustment for any
succeeding taxable year in the base period shall
be the excess of the amount so deductible for
such year and all previous years in the base
period over the amounts so includible in gross
income for such year and all previous taxable
years in the base period.

“(3) Carrrar garys axn Lossps.—For the par-
poses of this subsection the normal tax net income and
the special-class met income referred to in parngraph
(1) shall be computed as if section 117 were part of
the revenue law applicable to the taxable year the
excess profits net income of which is being computed,
with the exceptions (A) that property otherwise con-

stituting o capital asset shall not, if held for more

than eighteen months, be deemed to be excluded
from the definition of such term becaunse it was
of a character which is subject to the allowance
for depreciation provided for in section 23 (1), and
(B) that the net short-term capital loss carry-over pro-
vided in subsection (e) of such section shall be
applicable to net short-term capital losses for taxable
years beginning after December 81, 1934. The ex-

ception provided in clanse (B) shall not apply for
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the purposes of computing the tax under this subchapter

for any taxable year beginning before Januany 1, 1941,
“SEC. 712. EXCESS PROFITS CREDIT—ALLOWANCE.

“(a) DomEesrio CorPoRATIONS.—In the case of a
domestic corporation, the first taxable year of which under
this subchapter begins on any date in 1940, which was in
existence during the entire forty-eight months prior to such
date, the excess profits credit for any taxable year shall,
at the election of the taxpayer made in its return for such
taxable year, be an amount computed under: section 713
or section T14. (For election in case of certain reorgani-
zations of corporations not qualified under the preceding
sentence, see section 741.) In the case of all other: domestie
corporations the excess profits credit for any taxable year
shall be an amount computed under section 714,

“(b) Formex CorporarioNs.—In the case of a for-
eign corporation engaged in trade or business within the
United States or having an office or place of business
therein, the first taxable year of which under this sub-
chapter begins on any date in 1940, which was in existence
on the day forty-eight months prior to such date and which
at any time during each of the taxable years in such forty-
cight months was engaged in trade or business within the
United States or had an office or place of business therein, the

excess profits credit for any taxable year shall be an amount
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)
1 computed under section 713. In the case of all other such L P
f
2 foreign corporations the excess profits credit for any taxable g4 I““ﬁ
3 year shall be an amount computed under section Tid. | bl
4 “SEC. 713 EXCESS PROFITS CREDIT—BASED ON INCOME. R
5 “(a) AMOUNT OF Excess Prorirs CreEpir.—The | g
6 excess profits credit for any taxable year, computed under “§) Fo
7 this section, shall be— | “A)
8 “(1) Domesric CORPORATIONS.—In the case of I the
9 a dom ¢ corporation, the average base period net | moeived &
10 income, as defined in subsection (b), incrensed by 8 it the
| 11 per centum of the net capital addition, as defined in L pwided
12 subsection (¢), or decreased by 6 per centum of the ' mdewd
| i
13 net capital reduction, as defined in subsection (c). l’1 “h 1
14 “(2) Foreiay corporRATIONS,—In the case of & il
15 foreign corporation, the average base period net income, et
5
16 “(b) Averace Base Periop Ner Income.—For the i
n
17 purposes of this section the average base period net income
2 they g
18 of the taxpayer shall be determined as follows:
| . g
| 19 “(1) By computing the aggregate of the excess >
) Iy g
20 profits net income for each of the taxable years of the e
o ey
21 taxpayer beginning after December 31, 1935, and be- "
e
| 22 fore January 1, 1940, reduced, in the case of each -
| ! ‘i“
“ 23 such taxable year in which the deductions plus the % =
| 24 eredit for dividends received exceeded the gross income, iy
.c"ﬂu
25 by the amount attributable to such excess under .‘-
| 26 paragraph (4).
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“(2) By dividing the amount ascertained under
paragraph (1) by the total number of months in all
such taxable years; and

“(3) By multiplying the amount ascertained under
paragraph (2) by twelve.

“(4) For the purposes of paragraph (1)—

“(A) In determining whether, for any taxable
year, the deductions plus the eredit for dividends
received exceeded the gross income, and in deter-
mining the amonnt of such excess, the adjustments
provided in seetion 711 (b) (2) (A) shall be
made ; and

“(B) The amount attributable to any taxable
year in which there is such an excess shall be the
amount of such excess, except that such amount
shall be zero if there is only one such year, or, if
more than one, shall be zero for the year in which
such excess is the greatest.

“(5) In no case shall the average base period
net income be less than zero.

“(6) For computation of average hase period net
income in case of certain reorganizations, see section 742.
“(¢) AprusrmexTs 1v Excess Prorrrs CREDIT ON

Accouxt or Carrran CHaNGES—For the purposes of

this section—
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“(1) The net capital addition for the taxable year
shall be the excess, divided by the number of days in
the taxable year, of the aggregate of the daily capital
addition for each day of the taxable year over the ag-
gregate of the daily capital reduction for each day of
the taxable year.

“(2) The not capital reduction for the taxable
year shall be the excess, divided by the number of days
in the taxable year, of the aggregate of the daily capital
reduction for each day of the taxable year over the
aggregate of the daily capital addition for each day of
the taxable year.

“(8) The daily capital addition for any day of the
taxable year shall be the aggregate of the amonnts of
money and property paid in for stock, or as paid-in
surplus, or as & contribution to capital, after the be-
ginning of the taxpayer's first taxable year under this
subchapter and prior to such day. In determining the
amount of any property paid in, such property shall be
included in an amount determined in the manner pro-
vided in section 718 (a) (2). A distribution by the
taxpayer to its shareholders in its stock or rights to
aequire its stock shall not be regarded as money of
property paid in for stock, or as paid-in surplus, or 8

a contribution to capital. The amount ascertained under
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this paragraph shall be reduced by the excess, if any,
of the excluded capital for such day over the excluded
capital for the first day of the taxpayer's first taxable
year under this subchapter. For the purposes of this
paragraph the excluded capital for any day shall be an

amonnt equal to the sum of the follow

“(A) The aggregate of the adjusted I

(for determining loss upon sale or exchange) as
of the beginning of such day, of obligations held by
the taxpayer at the beginning of such day, which
are described in seetion 22 (b) (4) (A), (B),
or (C) any part of the interest from which is
excludible from gross income or allowable as a
credit against net income; and
“(B) 85 per centum of the aggregate of the
adjusted basis (for determining loss upon sale or
exchange) as of the beginning of such day, of stock
held by the taxpayer at the beginning of such day,
with respeet to dividends upon which the credit
provided in section 26 (b) is allowable.
The daily capital addition shall in no case be less than

zero. (For daily capital additions and reductions in

ecase of certain reo zations, see section 743.)

“(4) The daily capital reduetion for any day of the

taxable year shall be the aggregate of the amounts of
IR, 10413—2
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distributions to shareholders, not out of earnings and

profits, after the beginning of the taxpayer’s first taxable

year under this subchapter and prior to such day,

“SEC. 714. EXCESS PROFITS CREDIT—BASED ON INCOME
AND INVESTED CAPITAL.

“(a) Asount or Excess Prorirs Crepim.—The ex-
cess profits eredit, for any taxable year, computed under this
section, shall be the amount computed under subsection (b),
(e), (d), or (e), as the case may be. If the taxpayer's

preferential rate amount computed under Supplement B of

Part 11 (relating to certain exchanges) is less than $500,000,
then in the application of subsection (b), (e), (d), or (e),

as the case may be, of this section to such taxpayer, the pref-

erential rate amount so compuied shall be substituted for
8500,000.

“(b) InvestEp CariTanL AND LOWEsT INVESTED
Carrrar Nor More Tuax §500,000.—If neither the in-

vested capital (determined under section 715) for such tax-
able year nor the lowest invested capital (determined under
subsection (f) of this section) is more than $500,000,
then—
“(1) INVESTED CAPITAL NOT MORE THAN LOWEST
INVESTED CAPITAL—If such invested capital is not

more than the lowest invested capital, the base period

percentage (as defined in subsection (f)), or 7 per
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centum, whichever is the greater, of the amount of such

invested ecapital; or

(2) INVESTED OAPITAL MORE THAN LOWEST IN-

VEi

D cAPITAL—If such invested eapital is more than
the lowest invested capital, an amount equal to the sum
of the following: (A) The base period percentage, or
7 per centum, whichever is the greater, of an amount
equal to the Jowest invested capital, and (B) 10 per
centum of the amount by which such invested capital
exceeds the Jowest invested capital.

“(e) Investep Carrran Nor More THAN $500,000

AxNDp LowksT InvesTED CaAPiTal More THAN $500,000.—
If the invested capital for the taxable year is not more than
§500,000, and the lowest invested capital is more than
§500,000, the base period percentage, or 7 per centum,
whichever is the greater, of such invested capital.

“(d) InvestEp CapiTarn More THAN $500,000 AND
Lowest InveEsTED CaPrrarn Nor Mokre THAN $500,000.—
If the invested capital for the taxable year is more than
$500,000, and the lowest invested capital is not more than
$500,000, an amount equal to the sum of the following:

“(1) The base period percentage, or 7 per centum,

whichever is the greater, of an amount equal to the

lowest invested capital; and




s

&

7
8

20
“(2) 10 per centum of the amount by which
£500,000 exceeds the lowest invested capital; and
“(3) B per centum of the amount by which snch

invested capital exceeds $500,000.

“(e) Investep Capriran AND LOWEST INVESTED
Carrran, More Tuax $500,000.—1f the invested capital
for the taxable year and the lowest invested capital are each
more than $500,000, then—

“(1) INVESTED CAPITAL NOT MORE THAN LOWEST
INVESTED CAPITAL.—If the invested capital for the tax-
able year is not more than the lowest invested capital,
an amount equal to the sum of the following: (A)
The base period percentage, or 7 per centum, whichever
is the greater, of $500,000, and (B) the base period

pereentage of the amount hy which such invested capital

CAPITAL MORE THAN LOWEST

i oAPITAL—If the invested capital for the
taxable year is more than the lowest invested capital,

an amount equal to the sum of the following: (A) The

base period percentage, or 7 per centum, whichever is
the greater, of 8§500,000, (B) the base period per-

centage of the amount by which the lowest invested

capital exceeds $500,000, and (') 8 per centum of the
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1 amount by which snch invested capital exceeds the

2 Jowest invested capital.

il )T

rintr1oNs.—For the purposes of the excess

4 profits eredit computed under this section—

5 “(1) (A) Except as provided in section 754 (re-
6 lating to certain exchanges) the term ‘hase period” in
7 the ease of any taxpayer (exeept a taxpayer described
8 in subparagraph (B) of this paragraph) means the
9 taxable vears beginning after December 81, 1935, and
10 hefore Jannary 1, 1940,

1 “(B) Tn the case of a taxpayer the first taxable
= year of which under this subchapter begins on any date
B in 1940, which was in existence during only part of the
L forty-cight months prior to such date, the hase period
15 shall, except as provided in section TH4 (relating to cer-
16 tain exchanges) be such forty-eight months.

i “(2) (A) The term ‘base period met income’
18 means the aggregate of the excess profits net income for
1 each of the taxable years in the base period, reduced,
B iy the case of ench vear in such period in which the
& deductions plus the credit for dividends received ex-
= ceeded the gross income, by the amount attributable to
23 such excess under this subparagraph. For the purposes
4 of this subparagraph in determining whether, for any
% taxable year, the deductions plus the credit for dividends

|
|
|
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received exceeded the gross income, and in rh'lt‘mlh.ing
the amount of such excess, the adjustments provided in
section 711 (h) (2) (B) shall be made; and the amount
attributable to any taxable year in which there is such an
excess shall be the amount of such excess, except that
such amount shall be zero if there is only one such year,

or, if more than one, shall he zero for the year in which

such excess is the greatest.
“(B) In the case of a taxpayer the base period

ph (1) (B) of

of which is determined under par:

this subsection, the excess profits net income for any of

d o

of which is com-

the taxable years the inves
puted under paragraph (3) shall be the sum, multiplied
by the number of days in such taxable year and divided
by the number of days in the twelve months ending
with the close of the taxable year, of (i) 10 per centum
of so much of the amount determined under paragraph

not exceed $300,000

(5) (B) of this subsection as

and (i) 8 per centum of the remainder of such amount,

“(3) In the case of a t er the base period of

which is determined under paragraph (1) (B) of this
snbsection—
“(A) The invested capital for each of the tax-

able years of twelve months (beginning with the

beginning of its base period) during the whole of

E—

‘-hi&l it we

Jetermined

section; and

“(B) '
ear eonsit
hase period
shall be the

(3) (B) o

ber of days

mmber of
the first day

“(4) (A)
(B) and (C) o
perentage’ mear
oéf income s of
for each of the
wech percentage
than 10,
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23
which it was not in existence shall be the amount
determined under paragraph (5) (B) of this sub-
seetion; and

“(B) The invested capital for the taxable
year consisting of the remainder of that part of its
base period during which it was not in existence
shall be the amonnt determined under paragraph

(5) (B) of this subsection multiplied by the num-

ber of days in such remainder, and divided by the

number of days in the twelve months preceding
the first day of its existence.

“(4) (A) Exeept as provided in subparagraphs
(B) and (C) of this paragraph, the term ‘base period
percentage’ means the percentage which the base period
net income is of the aggregate of the invested capital
for each of the taxable years in the base period, but
such percentage shall not be less than 5 nor more
than 10.

“(B) Except as provided in subparagraph (C) of
this paragraph the term ‘base period percentage’ as
applied to a successor (as defined in section 750) means
the percentage which the successor base period net
ineome (as determined under section 755) is of the

suceessor base period invested capital (as defermined
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under section 756) but such percentage shall not he

less than 5 nor more than 10.

“(0) In the ease of a transferee upon an exchange
(as defined in section 750) the base period percentage
for the taxable vear of the exchange and for snceeeding
taxable years shall be determined under section 758,
“(5) Except as provided in section 757 (relating
to certain exchanges), in the case of a taxpayer which
was in existence hefore the beginning of its first taxable
year under this subchapter, its lowest invested capital
shall be whichever of the following amounts is the
smaller:
“(A) The smallest invested capital for any
preceding taxable year beginning after December
31, 1939; or
“(B) An amount equal to the invested capital
as of the beginning of the first day of the taxpayer’s
first taxable year beginning after December 31,
1939, reduced by the same percentage of reduction

as is applicable under section 720 in reduction of
the average invested capital of the preceding tax-
able year,

“(6) Except as provided in section 757 (relating

to certain exchanges), in the case of a taxpayer which
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was not in existence before the beginning of its first
taxable year under this subchapter, its lowest invested
capital shall be zero,

“SEC. T15. DEFINITION OF INVESTED CAPITAL.

“For the purposes of this subehapter the invested capital
for any taxable year (including the taxable years in the base

period) shall be the average invested capital for such y

determined under section 716, reduced by an amount com-

puted under section 720 (relating to inadmissible assets).
(For computation of invested capital in case of foreign cor-
porations, see section 722.)

“SEC. 716. AVERAGE INVESTED CAPITAL.

ABLE PERIOD.—

“(a) TaxasLe YEARS IN THE

The av invested capital for any taxable year for which

the tax under this subchapter is being computed shall be

the aggregate of the daily invested capital for each day of

such taxable year, divided by the number of days in such

taxable year.

“(b) TaxaBLE YEARS IN THE Base Prrrop.—The

average invested capital for any taxable year in the hase

period shall be the aggregate of the daily invested capital for

cach day of such taxable year, divided by the number of

days in the twelve months ending with the close of the

taxable year.
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“gEC. 717. DAILY INVESTED CAPITAL.

“The daily invested capital for any day of the taxable
year shall be the sum of the equity invested capital for such
day plus the horrowed invested capital for such day deter-
mined under seetion 719.

“SEC. 718. EQUITY INVESTED CAPITAL.

“(a) DuprstrrioN.—The equity invested ecapital for
any day of any taxable year shall be determined as of the
beginning of such day and shall be the sum of the following

amounts, reduced as provided in subsection (b)—

“(1) Mo~EY PAID IN.—Money previously paid in
for stock, or as paid-in surplus, or as a contribution to
capital;

“(2) Pro

ry pad IN.—Property (other than

money) previously paid in (regardless of the time paid

in) for stock, or as paid-in snrplus, or as a contribution
to capital. Such property shall be included in an
amount equal to its basis (unadjusted) for determining
loss upon sale or exchange. If the property was dis-
posed of before such taxable year, such basis shall be
determined in the same manner as if the property were
still held at the beginning of such taxable year. I
such unadjusted basis is a substituted basis it shall be

adjusted, with respect to the period before the prop-
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erty was paid in, in the manner provided in section

113 (b) (2);

I'AXABLE STOCK DIVIDENDS.—Distributions

“(A) Made prior to such taxable year to the
extent to which they are considered distributions
of earnings and profits; and

“(B) Previonsly made during such taxable

year to the extent to which they are considered

s and profits other than

ations of earni

carnings and profits of such taxable year; &
“(4) EARNINGS AND PROFITS AT BEGINNING OF

YEAR~The accumulated earnings and profits as of the

ning of such taxable j

“(b) Revverion 1¥ Equity INVESTED CAPITAL—

amount by which the equity invested capital for any day

shall be reduced as provided in subsection (a) shall be the

sum of the following amounts—

“(1) DISTRIBUTIONS IN PREVIOUS ¥RARS.—Dis-

h were

tributions e prior to such taxable year whi
not out of accumulated earnings and profits; and

. —Dis-

2) DISTRIBUTIONS DURING THE YE

tributions previously made during such taxable year
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which are not out of the earnings and profits of such

taxable year.

“(¢) RULES FOR APPLICATION OF SUBSECTIONS (a)

and (b).—For the purposes of subsections (a) and (b)—

“(1) DISTRIBUTIONS TO SHAREHOLDERS.—The

term ‘distribution’ means a distribution by a corporation

to its shareholders, and the term ‘distribution in stock’

tion in its stock or

means a distribution by a cory
rights to acquire its stock. To the extent that a
distribution in stock iz not considered a distribution of
earnings and profits it shall not be considered a dis-

tribution. A distribution in stock shall not be regarded

as money or property paid in for stock, or as paid-in
surplus, or as a contribution to capital,

“(2) DISTRIBUTIONS IN FIRST SIXTY DAYS OF
TAXABLE YEAR—In the application of such snbsection
to any taxable year beginning after December 31, 1940,
so much of the distributions (taken in the order of
time) made during the first sixty days thereof as does
not exceed the acenmulated earnings and profits as of
the beginning thereof (computed withont regard to this
paragraph) shall be considered to have heen made on
the last day of the preceding taxable year.

“(3) COMPUTATION OF EARNINGS AND PROFITS

OF TAXABLE YEAR—For the purposes of subsections
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(x) (3) (B) and (b) (2) in determining whether a

distribution is out of the earnings and profits of any tax-

able year, such earnings and profits shall be computed as
of the close of such taxable year without diminution by
reason of any distribution made during such taxable
year or by reason of the tax under this subchapter for
such year and the determination shall be made without
regard to the amount of earnings and profits at the time
the distribution was made.

“(4) EARNINGS AND PROFITS OF TRANSFEROR
¥

CcORPORATION.—For the purposes of subsection (a) (4)

the accumulated earnings and profits of the corperation
shall be determined without the inclusion of any of the
earnings and profits of a transferor corporation which
wonld otherwise be included by reason of property of
such transferor having been paid in for shares of, or as
a contribution to the capital of, or as paid-in surplus of,
the transferee corporation,

“(d) CompuraTioN OF ACCUMULATED HEARNINGS

AND ProFrrs,—For the purposes of this section, acenmu-
lated earnings and profits shall be determined without regard
to whether the accumulation was hefore, on, or after March
. 1913. Nothing in section 401 of the Second Revemme

Act of 1940 shall affect the extent to which accumulated
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increased by reason of increase

earnings and profits
in value of property accrued before March 1, 1913.

“(e) For determination of equity invested capital in
special cases, see section 721.

“(f) For special rules affecting computation of equity

invested capital in connection with certain exchanges and

)

liquidations, see sections 751 and T.

“SEC. 719. BORROWED INVESTED CAPITAL.
“(a) Borrowep OarrTarn.—The borrowed capital for
any day of any taxable year shall be determined as of the

beginning of such day and shall be the amount of the out-

standing indebtedness (not including interest, and not includ-

ing indebtedness described in section 751 (h) relating to

certain exchanges) of the taxpayer which is evidenced by a
bond, note, bill of exchange, debenture, certificate of indebt-

edness, mortgage, or deed of trust.

“(b) Borrowep Investep Carrran.—The borrowed

invested capital for any day of any taxable year shall be

determined as of the beginning of such day and shall be
the sum of the following amounts:

“(1) An amount equal to that portion of the bor-

rowed capital for such day which does not exceed the

excess of §100,000 over the equity invested capital for

such day;

“(2) (A) If the equity invested capital for such
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day is less than $100,000, an amount equal to 663
per centum of that portion of the remainder of the
borrowed capital for such day which does not exceed
£900,000; or
“(B) If the equity invested capital for such day
is §100,000 or more and is less than $1,000,000, an
amount equal to 66§ percentum of that portion of the
borrowed capital for such day which does mot exceed
the excess of §1,000,000 over the equity invested capital
for such day; and
“(3) An amount equal to 33} per centum of that
portion of the borrowed capital for such day as exceeds
the sum of—
“(A) The amount ascertained under para-
graph (1), plus
“(B) 150 per centum of the amount ascer-
tained under paragraph (2).
“(e) If the taxpayer’s second horrowed capital base

computed under Supplement B of Part TT (relating to certain

exchanges) is less than $1,000,000, then in the appl

of subsection (b) of this section to such taxpayer, such see-

ond borrowed capital base shall be substituted for $1,000,000,
90 per centum of such second borrawed capital base shall be

substituted for $900,000, and the first borrowed capital base
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computed under such Supplement shall be substituted for

$100,000.
“SEC. 720. ADMISSIBLE AND INADMISSIBLE ASSETS.

TI0NS,—Except as provided in section 753

“(a) DEFIN
(relating to certain exchanges) , for the purposes of this sub-
chapter—

“(1) The term ‘inndmissible assets’ means—
“(A) Btock in corporations except stock in a
foreign personal-holding company ; and
“(B) Obligations described in section 22 (h)
(4) (A), (B), or (C) any part of the interest

from which is excludible from gross income or al-

lowable as a credit against net income,
“(2) The term ‘admissible assets’ means all assets

other than inadmissible assets,

“(b) Rario oF INADMISSIE
The amount by which the average invested capital for any
taxable year shall be reduced as provided in section 715
shall be an amount which is the same percentage of such
average invested capital as the percentage which the total
of the inadmissible assets is of the total of admissible and
inadmissible assets. For such purposes, the amonnt attribut-
able to each asset held at any time during such taxahle year
shall be determined by ascertaining the adjusted basis there-

of (or, in the case of money, the amount thereof) for each
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33
day of such taxable year so held and adding such daily
amounts. The determination of such daily amounts shall be
made under regulations prescribed by the Commissioner
with the approval of the Secretary. In the case of the
taxable year for which the tax under this subchapter is
being determined, the adjusted basis shall be the adjusted
basis for determining loss upon sale or exchange as deter-

mined under section 113, and in the case of a taxable year

in the base period the adjusted basis shall be the adjusted
basis for determining loss upon sale or exchange as deter-
mined under the income tax law applicable to such taxable

year.

“(¢) Compurarion 1r SHORT-TERM CAPITAL
Garn.—If during the taxable year there has been a short-

t, then

term capital gain with respect to an inadmissible
so much of the amount attributable to such inadmissible
asset under subsection (b) as bears the same ratio thereto
as such gain bears to the sum of such gain plus the dividends
and interest on such asset for such year, shall, for the purpose
of determining the ratio of inadmissible assets to the total
of admissible and inadmissible assets, be added to the total
of admissible assets and subtracted from the total of inad-
missible assets.
“SEC. 721. EQUITY INVESTED CAPITAL IN SPECIAL CASES.
“Where the Commissioner determines that the equity

H.R.10413—3
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invested capital as of the beginning of the taxpayer's first
taxable year under this subchapter cannot be determined in
aceordance with section 718, the equity invested capital
as of the beginning of such year shall be an amount equal
to the sum of (a) the money plus (b) the aggregate of
the adjusted basis of the assets of the taxpayer held by the
taxpayer at such time, such sum being reduced by the in-
debtedness outstanding at such time. The amount of the
money, assets, and indebtedness at such time shall be deter-

ceordance with rules and regulations prescribed by

mined
the Commissioner with the approval of the Secretary. In
such ease, the equity invested capital for each day in the
taxpayer's base period and for cach day after the beginning
of the taxpayer's first taxable year under this subchapter
shall be determined, in accordance with rules and regulations
preseribed by the Commissioner with the approval of the
Seeretary, using as the hasic figure the equity invested capi-
tal as so determined

“SEC. 722. FOREIGN CORPORATIONS—INVESTED CAPITAL.

“Notwithstanding section 715, 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
invested capital for any taxable year shall be determined in

accordance with rules and regnlations prescribed by the

Commissioner with the approval of the Secretary, under

which—
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“(n) GENERAL RULE.—The daily invested capital for
any day of the taxable year shall be the aggregate of the
adjusted basis of each United States asset held by the tax-
payer on the beginning of such day. In the application
of section 720 in reduction of the average invested capifal
(determined on the basis of such daily invested capital),
the terms ‘admissible assets” and ‘nadmissible assets” shall
include only United States assets; or

“(b) ExcerrroN.—If the Commissioner determines
that the United States assets of the taxpayer cannot satis-
factorily be segregated from its other assets, the invested
capital for the taxable year shall be an amount which is the
same percentage of the aggregate of the adjusted basis of
all assets held by the taxpayer as of the end of the last
day of the taxable year which the net income for the tax-
able year from sources within the United States is of the
total net income of the taxpayer for such year.

“(c) Derisitiox oF UxiTep STATES ASSET.—As

used in this subsection, the term ‘United States ' means
an asset held by the taxpayer in the United States, deter-
mined in accordance with rules and regulations prescribed

by the Commissioner with the approval of the Secretary.

“SEC

. PERSONAL SERVICE CORPORATIONS.
“(a) DeFrsTTION.—As used in this subchapter, the

term ‘personal service corporation’ means a corporation
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whose income is to be ascribed primarily to the activities
of shareholders who are regularly engaged in the active
conduct of the affairs of the corporation and are the owners
at all times during the taxable year of at least 80 per centum
in value of all the stock of the corporation, and in which
capital is not a material income-producing factor; but does
not include any foreign corporation, nor any corporation 50
per centum or more of whose gross income consists of gains,
profits, or income derived from trading as a prineipal. For
the purposes of this subsection, an individual shall be con-

sidered as ow

, at any time, the stock owned at such time
by his spouse or minor child.

“(b) Errcriox as 1o TaxasiLiry.—If a personal
service corporation signifies, in its return under Chapter 1 for
any taxable year, its desire not to be subject to the tax
imposed under this subchapter for such taxable year, it shall
be exempt from such tax for such year, and the provisions
of Supplement 8 of Chapter 1 shall apply to the shareholders
in such corporation who were such shareholders on the last

day of such taxable year of the corporation.
“SEC. 724. CORPORATIONS COMPLETING CONTRACTS UN-

DER MERCHANT MARINE ACT, 193,
“(a) If the United States Maritime Commission cer-
tifies to the Commissioner that the taxpayer has completed
within the taxable year any contracts or subcontracts which

are subject to the provisions of section 505 (b) of the Mer-
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chant Marine Act of 1936, as amended, then the tax im-
posed by this subchapter for such taxable year shall be, in
Jien of a tax computed under section 710, a tax computed
under subsection (b) of this section, if, and only if, the tax
computed under subsection (b) is less than the tax computed
under section 710.

“(b) The tax computed under this subsection shall be
the excess of—

“(1) A tentative tax computed under section 710
with the excess profits net income and the normal-tax
net income increased by the amount of any payments
made, or to be made, to the United States Maritime
Commission with respect to such contracts or subcon-
tracts; over

“(2) The amonnt of

“SEC. 725. EXEMPT CORPORATIONS.

uch payments,

“The following corporations shall be exempt from the
tax imposed by this subchapter:

“(a) Corporations exempt under section 101 from
the tax imposed by Chapter 1.

“(b) Foreign personal-holding companies, as defined
in section 331.
“(e) Mutual investment companies, as defined in sec-
tion 361.

“(d) Investment companies which under the Investment

Company Act of 1940 are registered as diversified companies

=




a8

"bip

1 at all times during the taxable year. In the case of taxable 'ﬁ’ﬂ"
2 years beginning in 1940 a company shall be considered as so
3 registered at all times during such taxable year before the “-"_
4 date of such registration, if such registration is made before :

5 ol 0
5 December 1, 1940. e

5 5 . L
6 “(e) Personal-holding companies, as defined in see- L
(2 PXARE

T tion 501,
8 “(f) Foreign corporations not engaged in trade or i bl
9 business within the United States and not having an office g # et
10 or place of business therein, o), il o

1 “(g) Domestic corporations satisfying the following cigsialh i mpest o

12 conditions: [
13 “(1) If 95 per centum or more of the gross income Bt
1 of such domestie corporation for the three-year period e
5 immediately preceding the close of the taxable year
15 - o wokLL - ; ol s e
16 (or for such part of such period during which the |
4 : el
17 corporation was in existence) was derived from sources K
| v S b 1y
18 other than sources within the United States; and
Rl ’
19 “(2) If 50 per centum or more of its gross income b B
iy
20 for such period or such part thereof was derived from
21 the active conduet of a trade or husiness, g tay,

e “(h) Any corporation subject to the provisions of Title ""‘H-ug‘
o3 IV of the Civil Aeronautics Aet of 1938, in the £ross ineome “"'"'H;.‘,‘
24 of which for any taxable vear beginning after December 31, b‘h“|
5. 1939, there is includible compensation received, from the \h
United States for the transportation of mail by aireraft i, h
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after excluding from its gross income such compensation,

its adjusted excess profits net income for such vear is zero
or less.

“SEC. 726. MEANING OF TERMS U

D.
“The terms used in this subchapter shall have the same

meaning as when used in Chapter 1.

“SEC. 721. LAWS APPLICABLE.

ERAL RULE—AIl provi

“(a) Ge s of law (including

penalties) licable in respect of the taxes imposed by

Chapter 1, shall, insofar as not inconsistent with this sub-
chapter, be applicable in respect of the tax imposed by this
subchapter.

“(b) Rerurys.—Notwithstanding subsection (a), no
return under section 52 (a) shall be required to be filed by
any taxpayer under this subchapter for any taxable year for
which its excess profits net income, computed with the ad-
justments provided in section 711 (a) (2) and placed on an
annual basis as provided in section 711 (a) (3), is not
greater than $5,000.

“(e) FomeieN Taxrs Pam.—In the application of
section 131 for the purposes of this subchapter the tax paid
or acerued to any country shall be deemed to be the amount

dit allowed with

of such tax reduced by the amount of the er
respect to such tax against the tax imposed by Chapter 1.

N Tax

“(d) Limirarions o AMOUNT OF FORE
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1 Crepir.—The amount of the credit taken under this section

2 shall be subject to each of the following limitations: #_.,ﬂ
3 (1) The amount of the credit in respect of the tax 'm“.‘
4 paid or accrued to any country shall not exceed the same /
5 proportion of the tax against which such eredit is taken, e A
L
6 which the taxpayer's excess profits net income from Rl
7 sources within such country bears to ifs entire excess g ¢
8 profits net income for the same taxable year; and Himaa fr e
9 *(2) The total amount of the credit shall not exceed im e o e
10 the same proportion of the tax against which such credit e (o
1 is tnken, which the taxps s excess profits net income e —
12 from sources without the United States bears to its entire Vibard ) nowse
13 excess profits net income for the same taxable year, LLLIE T
| 14  “Part IT—Excess Profits Credit in Connection With *
|
| 15 Certain Exchanges !“Ih‘,
16 “Supplement A—Credit Based on Income "U..‘..
17 “SEC. T40. DEFINITIONS. e
| 18 For the purposes of this Supplement—
19 “(a) Acqumriye CorroraTroN.—The term ‘acquiring

20 corporation” means—

21 “(1) A corporation which has acquired all the
29 assets of another corporation and the whole or a part of
[ 23 the consideration for the transfer of such assets is the
‘ 2 transfer to such other corporation or its shareholders of
| 2% all the stoek of all classes (except qualifying shares) of

the corporation which has acquired such a
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1 “(2) A corporation which has acquired property
2 from another corporation in a transaction with respect to
3 which gain or loss was not recognized under section 112
4 (b) (6) of Chapter 1 or a corresponding provision of a
5 prior revenue law;

6 “(3) A corporation the result of a statutory merger
7 of two or more corporations; or

8 “(4) A corporation the result of a statutory con-
9

solidation of two or more corporations.

1 “(h) CompoNENT CorroraTiON.—The term ‘com-

1 jonent corporation” means—

12 “(1) In the case of a transaction deseribed in sub-
13 section (a) (1), the corporation which transferred the
4 assets;

15 “(2) In the case of a transaction deseribed in sub-
16 section (a) (2), the corporation the property of which
17 was acquired;

18 “(3) In the case of a statutory merger, all corpora-
19 fions merged, except the corporation resulting from the
20 nwrgm‘: or

a “(4) Tn the case of a statutory consolidation, all
2 corporations consolidated, except the corporation result-
2 ing from the consolidation.

4 “(e) QuarrFiep CoOMPONENT CorporaTION.—The

25 term ‘qualified component corporation’ means & component
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i o g e
1 corporation which was in existence on the date of the be- e T 4
. . yer
2 ginning of the taxpayer’s base period. b lﬂ’mlm'
o i @
3 “(d) Base Perion.—In the case of a taxpayer which e
A . o
4 s an acquiring corporation the base period shall be: .-F““h“‘*
g . ¥ !
5 (1) If the tax is being computed for any taxable f e ATRAGE BASE
6 year beginning in 1940, the forty-eight months pre- | pthe e of 4 I
7 ceding the beginning of such taxable year; or 1 i which w0 i
8 “(2) If the tax is heing computed for any taxable g e e, 0
9 year beginning after December 31, 1940, the forty- J‘ﬂ'm‘ltﬂhﬂ‘
10 eight months preceding what would have heen its first 1 b omped ¢ folomn
1 taxable year begin in 1940 if it had had a taxable Tyetm Tl (b):
|
12 year beginning in 1940 on the date on which the tax- 1 “i) By sseertining 1
3 able year for which the tax is being computed began. i IS —
14 “(e) Base Periop YEARs.—In the case of a taxpayer T ™
15 which is an nequiring corporation its base period years shall 1 o s ke .‘
16" be the four successive twelve-month periods beginning on the 1185, :
17 same date as the beginning of its base period. i ;
g g P R e e of
18 “(f) Existescr or AcQuiriNg CorroraTiON.—For i i
‘ e s ply
| 19 the purposes of subsection (c) and section 741, if any com- 1 .
o e g
20 ponent corporation was in existence on the date of the begin- e
I . {4 Wi et
I 21 ning of the taxpayer’s base period (either actually or by ! ;
. . - : "Nl.lh.‘.
22 reason of this subsection), its acquiring corporation shall 1
‘ : ol
| 23 be considered to have been in existence on such date. ! ]
i 145, g
24 “SEC. 741. ELECTION OF INCOME CREDIT. [l g
25 i P . ' "'"hhr.
2 In addition to the eorporations shich under seetion 3 i,

hi“t*

26 712 (a) may elect the excess profits credit computed under
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section 713 or the excess profits credit computed under

section 714, a taxpayer which is an acquiring corporation
which was in existence on the date of the beginning of its
Dbase period shall have such election.

“SEC. 742. AVERAGE BASE PERIOD NET INCOME.

“In the case of o taxpayer which is an aequiring cor-
poration which was in existence on the date of the begin-
ning of its base period, its average base period net income
(for the purpose of the eredit computed under section 713)
shall be computed as follows, in lieu of the method provided
in section 713 (b) :

“(a) By ascertaining with respect to each of its base
period years—

“(1) The amount of its excess profits net income
for each of its taxable years beginning after December

31, 1935, and ending with or within such base period

year; or, in the case of each such taxable year in which

the deductions plus the credit for dividends received
exceeded the gross income, the amonnt of such excess;

“(2) With respect to each qualified component
corporation, the amount of its excess profits net income
for each of its taxable years beginning after December

31, 1 and ending with or within such base period

year of the taxpayer; or, in the case of each such taxable

year in which the deduetions plus the credit for dividends
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received exceeded the gross income, the amount of such
exeess;

“(3) (A) The aggregate of the amounts of excess

profits net income ascertained under paragraphs (1)

and (2); (B) the aggregate of the excesses ascertained

under paragraphs (1) and (2) ;and (C) the difference
between the aggregates found under clanse (A) and
clause (B). If the aggregate ascertained under clause

(A) is greater than the aggregate found under clause

(B), the difference shall for the purposes of subsection

(b) be designated a ‘plus amount’, and if the aggregate

ascertained under clause (B) is greater than the ag-

gregate found under clanse (A), the difference shall for
the purposes of subsection (b) be designated a ‘minus
amount’.

“(b) By adding the plus amounts ascertained under
subsection (a) (3) for each year of the base period; and
by substracting from such sum, if for two or more years of
the base period there was a minus amount, the sum of such
minus amounts, excluding the greatest.

“(c) By dividing the amount ascertained under sub-
section (b) by four.

“(d) In no case shall the average hase period net in-
come be less than zero.

“(e) Tor the purposes of subsection (a) (1) and (2)

of this section—

I
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I 1)
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“(1) There shall be excluded, in the various com-
putations, any dividends paid by the taxpayer or any
qualified component corporation during any of the tax-
able years of the payor which are included in the com-
putation of the taxpayer's average base period mnet
income. If the payor corporation is a corporation
deseribed in subsection (f) (1) or (2) of this section,
the dividends to be excluded under this paragraph shall
be only such as are paid after such payor corporation
first became an acquiring corporation; and

“(2) In determining whether, for any taxable year,
the deductions plus the credit for dividends received ex-
ceeded the gross income, and in determining the amount
of such excess, the adjustments provided in section 711
(b) (2) (A) shall be made.

“(f) (1) In the case of a taxpayer which is an acquir-

17 ing corporation and which was not actually in existence on

18
1D
20

5 R B B B
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the date of the beginning of its base period, there shall be

excluded from the various eomputations under subsection

(n) (1) of this section the portion of its excess profits net

income, or of the excess over gross income therein referred

to, which is attributable to any period before it first beeame

an acquiring corporation.

“(2) In the case of a component corporation which

became a qualified component corporation only by reason

of section 740 (c), there shall be excluded from the various
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computations under subsection (a) (2) of this section the
portion of its excess profits net income, or of the excess over
gross income therein referred to, which is attributable to any
period before it first became an acquiring corporation.

“(8) In the case of a qualified component corporation
which was actually in existence on the date of the begin-
ning of the taxpayer’s base period, there shall be excluded
from the various computations under subsection (a) (2)
of this section the portion of its excess profits net income,
or of the excess over gross income therein referred to, which
is attributable to the period before such date.

“(4) If during the taxable year for which tax is com-
puted under this subchapter the taxpayer acquires assets in
a transaction which constitutes it an acquiring corporation,
the amount includible under subseetion (a) (2), attributable
to such transaction, shall he limited to an amount which
bears the same ratio to the amount computed without regard
to this paragraph as the number of days in the taxable year
after such transaction bears to the total number of days
in such taxable year.

“SEC. T43. NET CAPITAL CHANGES.

“For the purposes of section 713 (c), upon the date
of the transaction which constitutes a corporation an acquir-
ing corporation, there shall be added to its daily eapital
addition or reduction for such day, the net capital addition

or reduction, as the case may be, of

i of b tnsssc
|
| ) I compating the
| el corporatic
ity ol o sh
[y the component cor
| eered 10 i the irst
| W) I computing the
oh smpeent earporation, |
i mude 0 the taxpaye
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corporations involved in such transaction, but no other capital
addition or reduction shall be considered as having been made
by reason of such transaction. For the purposes of this
section—

“(a) In computing the net capital addition of each
such component corporation there shall be disregarded

property paid in to such ration by the taxpayer or

by any of the component corporations involved in the trans-

action referred to in the first sent and

“(b) In computing the net capital reduction of each
such eomponent corporation there shall be disregarded dis-
tributions made to the taxpayer or to any of such eomponent
corporations.

“SEC. 744. FOREIGN CORPORATIONS.

“The term “corporation’ as used in this Supplement does
not include a foreign corporation.

“Supplement B—Credit Based on Income and Invested Capital
“SEC. 750, DEFINITIONS.

““As used in this Supplement—

“(a) ExcraNee—The term ‘exchange’ means an
exchange, described in section 112 (b) (4) or (5) orin
s0 much of section 112 (¢), (d), or (e) as refers to sec-
tion 112 (b) (4) or (5), by one corporation of its property
wholly or in part for stock or securities of another eorpora-
tion, or a transfer of property by one corporation to another

corporation, the basis of which in the hands of such other
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corporation is or was determined under section 113 (a)
(8) (B), or would have been so determined had such
section been in effect.

“(b) TravsreEror UPoN AN ExcHANGE—The term
‘transferor upon an exchange’ means a corporation which
upon an exchange transfers property to another corporation
in exchange, wholly or in part, for stock or securities of such
other corporation, or transfers property to another cor-
poration, the basis of which in the hands of such other cor-
poration is or was determined under section 113 (a) (8)
(B), or would have been so determined had such section
been in effect.

“(c) TransrEree Uro¥ AN ExcHANGE.—The term
‘transferee upon an exchange' means a corporation which
upon an exchange acquires property from another corpora-
tion in exchange, wholly or in part, for its stock or securities,
or which acquires property from another corporation, the
basis of which in its hands is or was determined under sec-
tion 113 (a) (8) (B), or would have been so determined
had such section been in effect.

“(d) ContrOL.—The term ‘control’ means the owner-
ship of stock possessing at least 90 per centum of the total
combined voting power of all classes of stock entitled to vote
and at least 90 per centum of the total value of shares of
all classes of stock of the eorporation.

“(e) PrepEcEssor.—The term ‘predecessor’ means &
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49
corporation which upon an exchange, or upon a liquidation
gain or loss npon which is not recognized by reason of sec-
tion 112 (b) (6) or the corresponding provision of a prior
revenue law, has transferred substantially all of its assets—
“(1) To a successor, or
“(2) To another predecessor.

“(f) Svceosssor.—The ferm ‘successor’ means a
corporation which was in existence prior to the beginning
of its first taxable year under this subchapter and which,
during its base period, was a transferee upon an exchange
of substantially all of the assets of one or more other

corporations, or which during its base period was a corporn-

tion recei

ng property npon the complete liquidation of one
or more other corporations gain or loss upon which was not
recognized by reason of section 112 (b) (6) or the eor-

mding provision of a prior revenue law.

“(g) PrerereNTiAL RaTE AMoUNT.—The term “pref-

erential rate amount’ means $500,000 or the preferential rate

amount computed under section 759, whichever is the
smaller.

“(h) Figst Borrowep Capitan Base—The term
‘first borrowed capital base’ means $100,000 or the first
borrowed capital hase computed under section 760, which-
ever is the smaller.

“(i) Secoxp Borrowgp CAPrran Base.—The term

H.R.10413—4
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‘second borrowed capital base’ means §1,000,000 or the see-
ond borrowed capital base computed under section 760,

whichever is the smaller.

C. 751. DETERMINATION OF PROPE ' PAID IN FOR

STOCK AND OF BORROWED CAPITAL IN CON-

NECTION WITH CERTAIN EXCHANGES.

Pam 1§ For STOOK.

“(a) PrOPE the applica-

tion: of section TI8 (1) to a transferce upon an exchange

feree,

it paid in for stock of the tr

in determining the a
ar as paid-in surplus or as a contribution to capital of the

transferee, in connection with such exchange, only an amount

0 paid in equal to the excess

shall be deemed to have be

feree of the property of

of the hasig in the hands of the tra

the transferor received by the transfe upon the exchange

(other than stock which was neither an admissible nor an
inadmissible asset in the hands of the transferor) over the
sum of—
“(1) Any liability of the transferor assumed upon
such exchange and any linbility subject to which the
property was received upon such exchange, plus

“(2) The aggregate of the amount of money and the

fair market value of any other property transferred to the
transferor not permitted to be received by such transferor
without the recognition of gain.

on of sec-

“(b) BorrowEp Caprtar.—In the appl

tion 719 (a) to a transferee upon an exchange, the term
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‘borrowed capital” shall not include indebtedness originally
evidenced by securities issued by the transferee upon sich
exchange as consideration for the property of the transferor

received by the transferce upon such exchange if (1) such

X
securitios were property permitted to be received by the per-
son to whom such securities were issued without the recog-
nition of gain and (2) the indebtedness originally evidenced
by such securities did not arise out of indebtedness of the
transferor (other than indebtedness which in the transferor’s
hands was subject to the limitations of this subsection) as-

sumed by the transferee in conneetion with such exchange.

EQUITY INVESTED CAFPITAL IN CONNECTION

WITH CERTAIN EXCHANGES.

(a) In the case of any transferor upon an exchange,
its equity invested capital for each day subsequent to the day
on which such exchange took place shall be reduced by an
amount equal to the amount by which the equity invested
capital of the transferee upon such exchange was inereased

by reason of the receipt

of property from such transferor
upon such exchange.

“(b) Equity invested capital for each day following the
disposition of stock which is neither an admissible nor an
inadmissible asset shall be increased by the sum of (1) the
amonnt of money or the fair market value of property
reccived therefor upon such disposition which is not per-

mitted to be received without the recognition of gain, plus




1 (2) the amount of linbilities the assumption of which, or the

2 gequisition of property subject to which, is not considered
3 ‘other property or money’ under section 112 (k), and
4 decreased by the amount of gain or increased hy the amount
5 of loss recognized upon such disposition, o e o e
6 wgEC. 753 EFFECT OF CERTAIN EXCHANGES UPON CER- g bih
Lk TAIN ADMISSIBLE AND INADMISSIBLE ASSETS. o ey
8 “For the purposes of section 720, stock of a transferee 18 SCCES0R B
9 upon an exchange received by a transferor upon such ex- ‘t] B Pruo
10" Ghange shall be treated as neither an admissible nor an inad- T s |
1 pissible asset in the hands of such transferor and in the hands e loe period of
1ot any transferee receiving such stock upon a subsequent ) e te
= exchange or upon a complete liquidation described in section [l &
e ] (b) (6) from a transferor in whose hands such stock ) The mm of
= neither an admissible nor an inadmissible asset. M for rye
e “SEC. 754. BASE PERIOD OF SUCCESSORS. ol el
1 “For the purposes of this subchapter— 12 The s f
A “(a) The term ‘base period’ in the case of any sue-
& cessor (except a successor described in subsection (b) of
20 i section) means the period heginning with the first tax- .
A hle year of such successor or any predecessor thereof begin- Mﬂ’“'ﬂﬂ'}-m
*2 ning after December 31, 1935, and ending with the day e Py, |,
23

preceding the beginning of such successor’s first taxable year 4-n, e |,

under this subchapter. e Period
od of whied

“(b) In the case of a suecessor which was not, and none lw"h- i

* ATy,
of whose predecessors was, in existence at the heginning of

LE'S
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53
the forty-cight months prior to the beginning of the suc-
cessor’s first taxable year under this subchapter, the base
period of such successor shall be such forty-eight months,
“(c¢) ‘Base period year' in the case of any successor

means any one of the four suc

ive twelve-month periods
beginning forty-eight months prior to the beginning of the
suceessor’s first taxable year under this subchapter.

“SEC. 755. SUCCESSOR BASE PERIOD NET INCOME.

“(a) Base Periop DererMINEp UNpEr SECTION

754 (n).—The successor base period net income of a succes-
sor the hase period of which is determined under section

754 (a) means the te, reduced as provided in sub-

section (c), of—

“(1) The sum of the excess profits net income of
such successor for each of its taxable years in the base
period, and

“(2) The sum of the excess profits net income of
each predecessor thereof for each taxable year of such
predecessor beginning after December 31, 1935, and
before the exchange by reason of which it became a
predecessor with respect to such successor took place.
“(h) Base Perrop DererMiNen UNDER Skoriox

754 (b).—The successor base period net income of a succes-
sor the base period of which is determined under section

754 (b) means the aggregate, reduced as provided in sub-

section (c), of—
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“(1) The sum of the excess profits net income of
such successor for each of its taxable years in the hase
period, and
“(2) The sum of the excess profits net income of

each predecessor thereof for cach taxable year of such

predecessor beginning after December
before the exchange by reason of
predecessor with respect to such successor took place,
and

“(3) An amount equal to sum of—

“(A) 10 per centum of so much of the amount
determined nnder section 714 (f) (5) (B) with
respect to sach successor as does mot exceed
8£500,000, and
“(B) 8 per centum of the remainder of such
amount
multiplied by the number of periods of twelve months
(beginning with the beginning of the base period) dur-
ing the whole of which neither the successor nor any
predecessor thereof was in existence, and

“(4) Anamount equal to the sum of—

“(A) 10 per centum of so much of the amount

determined under section 714 (f) (5) (B) with

respect to such successor as does not exeeed

£500,000, and
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“(B) 8 per centum of the remainder of such

amount
multiplied by the number of days in the remainder of
that part of the base period during which neither the
or thereof was in existence,

suc r nor any prede

and divided by
*(e)

Pertop Net Income.—In the case of each taxable year of

peT OF DeFicirs oN SUccessor Base

the successor or any predecessor thereof during the base
period, in which the deductions plus the eredit for dividends
received exceeded gross income, the sum of such excesses for
each such vear shall, subjeet to the provisions of subsection
(d), be deducted from the amount determined under sub-
section (a) or subsection (h), as the case may be.

“(d) Seecran Rupe ¥ CasE oF CONSOLIDATED

DrrF

“(1) In making the compntations under subsec-
tions (a), (b), and (c), there shall be disregarded—

“(A) The excess profits net income of the snc-
cessor and of each predecessor thereof for any tax-
able year ending with or within the successor’s hase
period year in which occurred the largest consoli-
dated deficit, and

“(B) The excess of the deductions plus the

eredit for dividends reccived over gross income forr




a6
any taxable year of the suceessor and for each tax-
able year of any predecessor thereof ending with or
within the successor’s hase period year in which oe-

msolidated deficit.

curred the largest

“(2) For the purposes of this subsection ‘consoli-
dated deficit’ for any base period year means the excess
of—

“(A) The sum of the deductions plus the credit
for dividends received for each taxable year of the
suceessor and for each taxable year of any prede-
cessor thereof, ending with or within such base
period year, over

“(B) The sum of the gross mcome for each
taxable year of the successor and for each taxable
year of any predecessor thereof ending with or

within such base period year.

“(e) ApJUSTMENTS IN DETERMINING EXCESSES.—
In determining the amount of any excess under subsection
(e) or (d), the adjustments provided in section 711 (b)
shall be made.

ESSOR'S TAXABLE YEAR OF

“(f) CrosiNg or Prep
Excranee—For the purposes of this section any predeces-
sor’s taxable year in which the exchange by reason of which

r took

it became a predecessor with respect to the sucees

place shall be deemed to have closed on the day of such

exchange,
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“SEC. 756. SUCCESSOR BASE PERIOD INVESTED CAPITAL.
“(a) Base Periop DerErMINED UNpER SECTION T54
(n) —The successor base period invested capital of a succes-
sor the base period of which is determined under section
754 (a) shall be the aggregate of—
“(1) Tts invested capital for each of its taxable years
in the base period, and
“(2) The sum of the invested capital of each

predecessor thereof for each taxable r of such pred-

ecessor beginning after December 31, 1935, and before
the exchange by reason of which it became a predecessor
with respeet to such successor took place. For the pur-
poses of this paragraph and section 715 such pred-

ecessor’s taxable year in which such exchange took place

shall be deemed to have closed on the day of such

exchange.

“(b) Bask Periop DETERMINED UNDER SECTION 754
(b) . —The su

sor the base period of which is determined under section 754

essor base period invested capital of a succes-

(b) shall be the aggregate of—

(1) Its invested capital for each of its taxable years

in the base period, and
“(2) The sum of the invested capital of each pred-
ecessor thereof for each taxable year of such predecessor

beginning after December 31, 1935, and before the ex-




change by reason of whieh it became a predecessor with
respect to such successor took place. For the purposes
of this paragraph and section 715 such predecessor’s
taxable year in which such exchange took place shall be
deemed to have closed on the day of such exchange, and

“(8) An amount equal to the amount determined
under section 714 (f) (5) (B) with respect to such
suecessor multiplied by the number of periods of twelve

with the beginning of the base

months  (begir
period) during the whole of which neither the successor
nor any predecessor thereof was in existence, and

“(4) An amount eqnal to the amount determined

under section 714 (f) (5) (B) with respect to such

suceessor mmltiplied by the number of days in the re-
mainder of that part of the base period during which
neither the successor nor any predecessor thereof was

in existence, and divided by 365.

18 “SEC. 757. COMPUTATION OF LOWEST INVESTED CAPITAL

19
20

IN CONNECTION WITH EXCHANGES.

“(a) Lowest I ED CAPITAL OF TRANSFEROR—

“(1) TaxaBLE YEAR OF EXCHANGE—The lowest
invested capital of a transferor npon an exchange after
the beginning of its first taxable year under this sub-
chapter shall, for the taxahle vear in which the exchange

takes place, be the sum of—
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59
“(A) Its lowest invested capital immediately

preceding the exchange multiplied by the number

of days in the taxable year up to and inchid

h

g the

day of the exchange, plus

“(B) The amount computed under paragraph
(2) (A) of this subsection multiplied by fthe
number of days in the taxable year remaining after
the day of the exchange,
divided by the number of days in the taxable year.
“(2) TAXABLE YPARS AFTER EXCHANGE,—The
lowest invested capital of a transferor upon an exchange
ofter the heginning of its first taxable year under this I
subchapter shall, for any taxable year after the vear fn I
which the exchange takes place, be whichever of the ;
following amonnts is the smaller:
“(A) An amount which bears the same ratio
to the lowest invested capital of the transferor im-
mediately preceding the exchange as its daily in-
exchange bears

vested capital for the day after the

to its daily invested capital for the day of the ex-

chs or

“(B) The smallest invested capital for any
year preceding such taxable year, beginning with

the taxable vear of the exchange.
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“(b) LowesT INVESTED CAPITAL OF TRANSFEREE —

5. —The lowest

“(1) TAXABLE YEAR OF EXCHAN

invested capital of a transferee upon an exchange after
the beginning of the first taxable year under this sub-
chapter of a transferor upon such exchange, shall, for
the taxable year in which the exchange took place, be
the sum of—

“(A) Tts lowest invested eapital immediately
preceding the exchange multiplied by the nnmber
of days in the taxable year up to and ineluding
the day of the exchange, plus

(B) The amount computed under pa

ngraph
(2) (A) of this subsection multiplied by the num-
ber of days in the taxable year remaining after the
day of the exchange,
divided by the number of days in the taxable year. For
the purposes of this paragraph and subsection (c) of
this section ‘exchange’ includes a liquidation deseribed
in subsection (b) (3), and such exchange shall be
deemed to have taken place on the day such liquidation
was completed.

The

AFTER EXCHAN

lowest invested capital of a transferee upon an exchange
after the beginning of the first taxable year under this

subchapter of a transferor upon such exchange, shall,
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61
for any taxable year after the year in which the ex-
change took place, be whichever of the following
amonnts is the smaller:

*(A) Tis lowest invested capital immediately
preceding the exchange increased by an amount
equal to the excess of the lowest invested eapital
of the transferor immediately preceding the exchange
over the amount computed under subsection (a)
(2) (A) with respect to such transferor; or

“(B) Its smallest invested capital for any year

preceding such ta beginning with the

taxable year of the exchange.

TAXABLE YEARS AFTER HANGE IN CAS

OF CORPORATION RECEIVING PROPERTY UNDER SEC-

TION 112 (b) (6).—U'pon the receipt by a corporation

during

r any taxable year under this subchapter of prop-
erty in complete liquidation of another corporation, gain
or loss upon which is not recognized by reason of sec-
tion 112 (b) (6), the lowest invested capital of the

corporation receiving such property for any taxable year

after the liquidation is completed shall be an amount

equal to its lowest invested capital immediately preced-
ing the completion of the liquidation, increased by an
amount equal to the lowest invested capital of such other

corporation immediately preceding the completion of
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62 Hﬂ-

1 such liquidation, if prev

sly and after the beginning of
\ g ) Tl
gt

2 the first taxable year under this subchapter of the cor-
) o —
3

poration receiving such property such corporation was a
ol

€ transferor upon an exchange with respect to which such

5 other corporation was a transferee, "“H.'.‘
6 “(0) Lowest INvestep Carrtan 18 Case or Two -

7 or More EXCHANGES IN SAME TAXABLE YEAR— R
8 “(1) If a transferor upon an exchange is in the siihm
9 same taxable year involved in more than one exchange sainp i » s
10 (either as transferor or transferee), its lowest i d 0 g v
L capital for such taxable year shall be the amount deter- s o

12 mined under subsection (a) (1) with respect to the LLT TSy
last exchange in such taxable year. Its lowest invested Weeqy o

14 capital immedintely preceding any exchange in such tax-
Apits atels gz any exchange in s A u*.*

15 able year subsequent to the first exchange therein shall .y

16 be the amount computed under subsection (a) (1) with h--‘
‘ 17 respect to the immediately preceding exchange as if gy .‘
‘ 18 the taxable year closed on the day of such subsequent iy, e e

19 exchange. Rig -

20 “(2) If a transferce upon an exchange is in the % h‘ G

21 same taxable year involved in more than one exchange u-‘"~|
[ 22 (either as transferce or transferor), its lowest invested “ ‘ﬁg

23 capital for such taxable year shall be the amount deter- ::'hﬂ

24

mined under subsection (b) (1) with respect to the last ~‘h
\\ o

| i £
| exchange in such taxable year. Its lowest invested

5
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capital immediately preceding any exchange in such
taxable year subsequent to the first exchange therein
shall be the amount computed under subsection (b) (1)
with respect to the immediately preceding exchange as
if the taxable year closed on the day of such subsequent

exchange.

Ii a transferor or transferee upon an ex-
change is in the same taxable year involved in more
than one exchange (cither as transferor or transferee),
its Jowest invested capital for any taxable year after

the taxable year in which such exchanges took place

shall be the amount computed under subsection (a)
(2), or (b) (2) or (3), as the case may be, with
respect to the last such exchange.

“SEC, 738, COMPUTATION OF BASE PERIOD PERCENTAGE

IN CONN ON WITH EXCHANGES.

“(a) Traxsrerer ror Taxapie Year or Hx-
cHANGE.—In the case of a transferee upon an exchange after
the beginning of the first taxable year under this sub-
chapter of the transferor upon such exchange, for the tax-
able year in which the exchange takes place the transferee
shall be deemed to have a hase period percentage (whether
or not it was in existence during the base period) equal to
the percentage which the sum of—

“(1) An amomnt equal to the transferor’s base

' B -
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period percentage immediately prece the exchange
of the excess of its lowest invested capital for the taxable
year over its lowest invested capital immediately pre-
ceding the exchange, plus

“(2) An amomnt equal to the transferee’s base

period percentage (immediately preceding the ex-
change) of its lowest invested capital immediately pre-
ceding the exchange

is of the transferee’s lowest invested capital for the taxable

year in which the exchange takes place,

“(b) TrANSFEREE FOR TAXABLE YEARS ArTER Ex-

OHANG In the case of a transferee upon an exchange after

the beginning of the first taxable year under this sulichapter
of the transferor upon such exchange, for each taxable year
following the year of the exchange the transferee shall be
deemed to have a base period pereentage (whether or not it
was in existence during the base period) equal to the per-
centage which the sum of—

“(1) An amount equal to the transferor's base

period percentage of the excess of the transferor’s lowest

invested capital immediately preceding the exchange over

the amount ¢

nputed under section 757 (a) (2) (A),
plus
“(2) An amount equal to the transferee’s basc

period percentage immediately prece ing the exchange
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8 is of the amount computed under section

4

5 More Ex

(]

10
u

of its lowest invested

exchange

(b) (2) (A).

“(c) Base Periop Perc oF Two or

TAGE IN Ca

ANGES IN SAME TAXABLE YEAR—

(1) Ifa transferee upon an exchange is in the same

taxable

r involved in more than one exchange as a
transferee, its base period percentage for such taxable
year shall be the amount determined under subsection
(a) with respeet to the last such exchange in such tax-

able year. Its base period percentage immediately pre-

ceding any exchange in such ta ¥

ar subsequent to
the first exchange therein shall be the amount computed
under subsection (n) with respect to the immediately
preceding exchange as if in the computation of the trans-
ferce’s lowest invested capital for the taxable year snch
taxable year closed on the day of such subsequent
exchange,

“(2) If & transferee upon an exchange is in the
same taxable year involved in more than one exchange as
a transferee, its base period percentage for any taxable
year after the taxable year in which such exchanges took

place shall be the amount computed under subsection (b)

with respect to the last such exchange.

H.R. 10413
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1 “SEC.759, COMPUTATION OF PREFERENTIAL RATE AMOUNT ” di ooy
”g ]
IN CONNECTION WITH EXCHANGES.
3 “(n) PREFERENTIAL RATE AMOUNT or TRANSFER poiet
TATABLE VELRS |
4 “(1) TAXABLE YEAR OF EXCHANGE—In the case L
: _ ~ln the
5 of a transferor upon an exchange after the beginning of S
(] its first taxable vear under this subchapter, its preferen- il e a1
] tial rate amount for the taxable vear in which the ex- il i et
8 change takes place shall be the sum of— ik yeur et shin
9 “(A) Tts preferentinl rate amount immediately Il ordagy 1 traned
10 preceding the exchange multiplied by the number 4 g de enchusge are |
n of days in the taxable year up to and including the e davbeldens of
12 day of the exchange, plus T T ——
13 “(B) Its preferential rate amount for the tax- Wambaly sber e
1% able year after the exchange, skl \
Wz e
15 divided by the number of days in the taxable year. SAll i
s
16 “(2) TAXABLE YEARS AFTER EXCHANGE INVOLY- s
i il e o
17 ING CONTROL.—In the case of a transferor upon an i
ot s ™
18 exchange after the beginning of its first taxable year Le—
U
19 under this subchapter, if immediately after the exchange W
20 : : HaTang
the transferor or its shareholders, or both, are in control .
3 21 | . e gy |
of the transferee, the transferor’s preferential rate g
the begis
22 amonnt for any taxable year after the taxable year in % gy
23 which the exchange takes place shall he an amount & ad
g,
24 which is a percentage of its preferential rate amount im- Wiy,
l.'.
2 mediately preceding the exchange equal to the per- ™
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centage which its daily invested capital for the day after
il svexetinsgs i ot 1555 ibebtedrempIEAMbE ol ot

of the exch

e,

“(3) TAXABLE YEARS A

EXCHANGE NOT IN-
VOLVING CONTROL.—In the case of a transferor upon
an exchange (other than a transferor deseribed in para-
graph (4) of this subsection) after the beginning of its
first taxable year under this subchapter, if immediately
after the exchange no transferor or its shareholders, or
both, upon the exchange are in control of the transferee,
and if the shareholders of the transferee immediately
preceding the exchange are not in control of the trans-
feree immediately after the exchange, the transferor’s
preferentinl rate amount for any taxable year after the
exchange shall be the excess, if any, of the sum of the
transferor’s preferentinl rate amount and the transferee’s
preferential rate amount immediately preceding the
exchange over $500,000.

“(4) TAXABLE YEARS AFTER 'CERTAIN EX-

CHANG

UNDER S8ECTION 112 (b) (5).—In the casé’of
an exchange after the beginning of the first taxable year
ander this ‘subchapter of any transferor or transfdfée
upon such exchange, involving two or more transferors,

or one or more transicrors and one or more other per-
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I .mmul

1 sons, if immediately after the exchange no one of such
2 transferors, or its shareholders, or both, and no one or ‘ -
3 more of such other persons are in control of the trans- § ) Tanamd
4 feree and if such exchange is an exchange described in | - the o
5 section 112 (b) (5) or so much of section 112 (¢) } k*‘\!@‘"
6 or 112 (e) as refers to section 112 (b) (5), the prefer- i mdllm‘f’
7 ential rate amount of any such transferor for any taxable i F'm‘ n
8 year after the exchange shall be an amount equal to its i vieh he eschange ¢
9 preferential rate amount immediately preceding the ex- ) “(A) Tas pee
10 change— g e 1
11 “(A) Minus an amount which bears the same S LT
12 ratio to its preferential amount immediately e b
13 preceding the exchange as the excess of its daily I e, skl
14 invested capital for the day of the exchange over its il i ¢
15 daily invested capital for the day after the exchange
hmp
16 bears to its daily invested capital for the day of the b
| 17 exchange, and ) T
18 “(B) Plus an amount which bears the same f e
19 ratio to the excess of the sum of the amounts com-
20 puted under subparagraph (A) with respeet to
21 each transferor over £500,000, as the amount com-
22 puted under subparagraph (A) with respect to
| 23 such transferor bears to the sum of the amounts
2 computed under such subparagraph with respeet to

25 each transferor.
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“(b) Pr NTIAL RATE AMOUNT oF TRANS-

FEREE.—

“(1) TAXABLE YEAR OF EXCHANGE IN CASE OF
CONTROL.—In the case of o transferee upon an exchange
after the beginning of the first taxable year under this
subehapter of a transferor upon such exchange the trans-
feree’s preferential rate amount for the taxable year in

which the exchange takes place shall be the sum of—

“(A) Its preferential rate amount immediately

preceding the exchange or its invested capital (com-
puted as if the taxable year closed on the day pre-

ceding the day of the exchange), whichever is the

smaller, multiplied by the number of days in the

taxable year up to and including the day of the
exchange, plus

“(B) Its preferential rate amount for the tax-
able year after the exchange multiplied by the num-
ber of days in the taxable year remaining after the

day of the exchan

e,
divided by the number of days in the taxable year. For
the purposes of this paragraph and subsection (e) of
this section ‘exchange’ includes a liquidation described
in paragraph (5) of this subsection, and such exchange
shall be deemed to have taken place on the day such

liquidation was completed.
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“(2) TAXABLE YEARS AFTER EXCHANGE INVOLY-
1¥G CONTROL,—In the case of a transferee upon an ex-
change after the beginning of the first taxable year

under this subchapter of a transferor upon such ex-

if immediately after the e

change, ge any trans-

feror upon such exchange or its shareholders, or both,
are in control of the transferee, the transferee’s preferen-

tial rate amount for any taxable year after the exchange

shall be an amount which is a percent of such trans-

feror’s preferentinl rate amount immediately preceding

the exchange equal to the percentage which the excess

of the transferee’s daily invested capital for the day after

ange over its daily invested capital for the day of

nge is of such transferor’s daily invested capital

for the day of the exchange.

“(8) TAXABLE YEARS AFTER EXCHANGE NOT IN-

VOLVING CONTROL.—In the case of a transferee upon an

exchange (other than a transferee deseribed in paragraph
(4) of this subsection) after the beginning of the first

taxable year under this subely of a transferor upon

such exchange, if immed

after the exchange no
transferor or its shareholders, or both, are in control of
the transferee, and if the shareholders of the transferee
immediately preceding the exchange are not in control

of the transferce immediately after the exchange, the
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transferee’s preferential rate amount for any taxable
year after the exchange shall be an amount equal to
(A) the sum of the transferor's preferential rate amount
and the transferee’s preferential rate amount immediately
preceding the exchange, or (B) $500,000, whichever
is the smaller.

“(4) TAXABLE YEARS AFTER CERTAIN EX-

CHANGES UNDER SECTION 112 (b) (5).—In the case

of an exchange deseribed in subsection (a) (4) of this

section, the preferential rate amount of the transferee
upon such exchange for any taxable year after the
exchange shall be an amount equal (A) to the sum
of the amounts computed under subparagraph (A) sof
such subsection with respect to each transferor or (B)

£500,000, whichever is the smaller.

LIQUIDATION IN

) TAXABLE YEARS AF

IVING PROPERTY UNDER

CASE OF CORPORATION R

SECTION 112 (h) (6).—Upon the receipt by a corpora-

any taxable year under this subchapter of

property in complete liquidation of nnother corporation;

1 or loss npon which is not recognized by reason

b) (6), the preferential rate amount

of section 112

of the corporation receiving such property for any taxs
able year after the liquidation is completed shall be an

amount equal to its preferential rate amount immediately
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; o st o
| 1 preceding the completion of the liquidation increased, | :
: ; ) sl e
2 but in no ease to an amount above $500,000, by an !
1 y ghugt n 2ch 18
3 amount equal to the preferential rate amount of such
4 other corporation lintely preceding the completion ‘MH}W
b of such liqnidation, if previously and after the beginning '»'WWI ’
8 of the first taxable year under this subchapter of the L
7 corporation receiving such property such ecorporation w.hw
8 was a transferor upon an exchange with respect to which ik o cd
9 such other corporation was n transferee. o
o “(c) PrEFERENTIAL RATE AMOUNT 1¥ CASE OF Two QNS
1 op More ExcraNGEs 1¥ Sane TAXABLE YEAR— e
15 “(1) If a transferor upon an exchange is in the
B same taxable year involved in more than one exchange
14 (either as transferor or transferee), its preferential rate e o which
15 amount for such taxable year shall be the amount deter- e tapaied
16 mined under subsection (a) (1) with respect to the ', {
17 last exchange in such taxable year. Tts preferential rate B ¥ et 1y
18 amount immediately preceding any exchange in such ERmerrinoy oF
19 taxable year subsequent to the first exchange therein N ooxNECTIgy
20 shall be the amount computed under subsection (a) (1) i &)ﬁ:m,b (
2 with respect to the immediately preceding exchange as "ﬂm_.m” ~The
| 22 if the taxable year closed on the day of such subsequent 8ty #
£ SXRATLe Wi O] und.,
24 “(2) If a transferee upon an exchange is in the LN .
25 same taxable year involved in more than one exchange e ot
‘ 26 (either as transferee or transferor), its preferential rate
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amount for such taxable year shall be the amount deter-
mined under subsection (b) (1) with respect to the last
exchange in such taxable year. Tts preferential rate

amount immediately preceding any exchange in such tax-

able year subsequent to the first exchs therein shall

be the amount computed under subsection (b) (1) with

respect to the immediately preceding exchange as if the
taxable year closed on the day of such subsequent

exchange,

3) If a transferor or transferee upon an exchange
is in the same taxable year involved in more than one

exchange (either as transferor or transferee), its pref-

erential rate amonnt for any taxable year after the tax-

able year in which such exchanges took place shall he

the amonnt computed under subsection (a) (2), (3),

or (4), or (b) (2), (3), (4), or (5), as the case
may be, with respect to the last such exchange.

“SEC. T60. COMPUTATION OF BORROWED CAPITAL BASES

IN CONNECTION WITH CERTAIN EXCHANGES,

(a) Figsr Borrowep Caritan Basg oF Traxs-

FEROR Ok TrANsvEREE.—The first borrowed capital base
of any transferor or transferce whose second borrowed
capital base is computed under this section shall be an

amount equal to 10 per centum of such second borrowed

capital base.
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“(h) S

T4

»xp Borgowen Carrran Base or Tr

rEROR Uroxy Excmaxae Ixvorvivag (oNTrROL—In the
case of a transferor upon an exchange after the beginning of
its first taxable year under this subchapter, if immediately
after the exchange the transferor or its shareholders, or both,
are in control of the transferee, the transferor’s second hor-

rowed capital base for any day after the exchange shall he—

“(1) If such transferor had borrowed eapital for

the day of the exchange, an amount oqual to its equity

invested capital for the day after the exchange—

“(A) Plug an amonnt which is a percentage of
the excess of its seeond horrowed eapital base im-

rding the exchange over

mediately pri s equity
invested capital for the day of the exchange, equal
to the percentage which the borrowed capital not
acquired by the transferee from the transferor as a

result of the exchange is of the transferor’s borrowed

or

capital for the day of the exchange,
*(B) Minus an amount which is a percentage of

the excess of its equity invested capital for the

day of the exchange over its sccond horrowed capital

base immediately preceding the exchange, equal to

the percentage which the borrowed capital not ac-
quired by the transferce from the transferor as a

result of the exchange is of the transferor’s bor-

rowed capital for the day of the exchange.

8

i
hl.‘*”
g™
'-.UP"-
i
sk g
o opnl i & &7
rhpmap v B
1o r e oy
airty b f & o
B Yo ot
(aw d b w
(ko v 4 oo
I“’*‘
e LT
!tﬁﬁwu
ll‘l-u.,‘.“
.'.“h‘“
H'-d,m_' :
!-‘“.-‘.‘“ "




A

- hh‘
‘-N
L T
i,
ey
‘-tlu-,E

LT

G L 1:1
g e

LT
pmiamion
piae iy B X
""lwr‘
A
et
‘ﬂ""‘.’
,.l!""
3
I—"".
o

1F

%u

“(2) If such transferor had no borrowed capital
for the day of the exchange, an amount equal to its
equity invested capital for the day after the exchange—

“(A) Plus an amount which is a percentage
of the excess of its second borrowed capital base
immediately preceding the exchange over its equity
invested capital for the day of the exchange, equal
to the percentage which its daily invested capital
for the day after the exchange is of its daily invested

eapital for the day of the e

“(B) Minus an amount which is a percentage
of the excess of its equity invested capital for the
day of the exchange over its second borrowed eapital
base immedintely preceding the exchange, equal to
the percentage which its equity invested capital for
the day after the exchange is of its equity invested
eapital for the day of the exchange.

“(e) Traxsreror Uron Exonaxcee Nor INVOLVING

CoxtroL.—In the case of a transferor (other than 'a trans-

feror described in subsection (d) ), upon an exchange after
the beginning of its first taxable year under this subchapter,

no transferor or its share-

if immediately after th

e
holders, or both, upon the exchange are in control of the
transferee, and if the shareholders of the transferee imme-

dintely preceding the exchange are mot in control of the
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transferee immediately after the exchange, the transferor’s

second borrowed capital base for any day after the exchange

shall be the excess, if any, of the sum of the transferor’s

second borrowed capital base and the transferee’s second

borrowed capital base immediately preceding the exchange
over $1,000,000.

“(d) TraxsreEror UroN CERTAIN Excnaxces Ux-
pER SEcTION 112 (b) (5).—In the case of an exchange
after the beginning of the first taxable year under this sub-
chapter of any transferor or transferee upon such exchange,
involving two or more transferors, or one or more transferors
and one or more other persons, if immediately after the
exchange no one of such transferors, or its shareholders, or
both, and no one or more of such other persons, are in control
of the transferee, and if such exchange is an exchange de-

seribed in section 112 (b) (5) or so much of section 112 (¢)

cor 112 (e) as refers to section 112 (b) (5), the second

borrowed capital base of any such transferor for any day

after the exchange shall be an amount equal to its second

borrowed capital base immediately preceding the exchange—

“(1) Minus an amount equal to the excess of its

second borrowed capital base immediately preceding the

exchange over an amount computed under subsection
(b) (1) or (2), as the case may be, and

“(2) Plus an amount which bears the same ratio
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to the excess over $1,000,000 of the sum of the amounts
computed under paragraph (1) of this subsection with
respect to each transferor, as the amount computed
under paragraph (1) of this subsection with respect to

such

nsferor bears to the sum of the amounts computed
under such paragraph with respect to each transferor.
“(e) Transrereg Urox Excnanee InvoLving Cox-
TroL.—In the case of a transferee upon an rxl'!mnge after
the beginning of the first taxable year under this subchapter
of a transferor upon such exchange, if immediately after the
exchange the transferor or its shareholders, or both, are in

control of the transferee, the transferee’s second horrowed

capital base for any day after the exchange shall he—
“(1) I the transferor had borrowed capital for
the day of the exchange, an amount equal to the equity
invested capital acquired by the transferee as a result
of the exchange—
“(A) Plus an amount which is a percentage of
the excess of the transferor’s second borrowed capi-

tal base immediately preceding the exchange over

the rror's equity invested capital for the day
of the exchange, equal to the. percentage which the
borrowed capital acquired by the transferee as a

result of the exchange is of the transferor’s bor-

rowed capital for the day of the exchange, or
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exchange, equal to the percentage which the equity

invested eapital acquired hy the transferee as a result

of the exchange is of the transferor Juity invested
capital for the dav of the exchange.

“(f) TraxsrEreE UroNy ExXoHAx Nor INVOLVING

CoxtroL—In the case of a transferee npon an exchange
(other than a transferce deseribed in subsection (g) ) after
the beginning of the first taxable year under this subehapter

of a transferor upon snch exchange, if immediately after the

exchange no eror or its sharcholders, or both, are in

control of the transferce, and if the shareholders of the trans-

g the exchange are not in control

of the transferee immediately after the exchange, the trans-
feree’s second horrowed capital base for any day after the

exchange shall be an amount equal to (1) the sum of the

transferor’s second borrowed capital base and the trans-
ferce’s second horrawed capital base immediately preceding

the exchange, or (2) 81,000,000, whichever is the smaller.

“(g) Trawsreree  Urox  CERTAIN  EXOHANG

Uxper Seorroxy 112 (b) (5).—In the case of an exchange
described in subsection (d) of this section, the second bor-
towed capital base of the transferee upon such exchange for
amount equal to (A)

any day after the exclin shall be

the sum of the amonnts computed under paragraph (1) ‘of
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such subsection with respect to each transferor or (B)
£1,000,000, whichever is the smaller.

“(h) Secoxp BorrowED CAPITAL Base or Cor-
poraTION REcEIVING PropErry UNDER SECTION 112
(b) (6) —Upon the receipt by a corporation during any
taxable year under this subchapter of property in complete
liquidation of another corporation, gain or loss upon which
is not recognized by reason of section 112 (b) (6), the
second borrowed capital base of the corporation receiving
such property for any day after the liquidation is completed
shall he an amount equal to its second horrowed capital base
for the day the liquidation is completed increased, but in no
case to an amount above $1,000,000, by an amount equal to
the second borrowed capital base of such other corporation
for the day the liquidation is completed, if previously and
after the beginning of the first taxable year under this sub-
chapter of the corporation receiving such property such cor-
poration was n transferor upon an exchange with respect to
which such other corporation was a transferce.”

TITLE II—AMORTIZATION DEDUCTION
SEC. 201. ALLOWANCE OF AMORTIZATION DEDUCTION.

Section 23 of the Tnternal Revenue Code is amended

rting at the end thereof the following new subsection:

“(t) AmormizaTion DEpverioN.—The deduction for

amortization provided in seetion 124.”
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SEC. 202. COMPUTATION OF AMORTIZATION DEDUCTION.
The Internal Revenue Code is amended by inserting after
section 123 the following new section:
“3EC. 124. AMORTIZATION DEDUCTION.

“(a) GE

AL Rune.—Every corporation, at its elec-
tion, shall be entitled to a deduction with respect tothe
amortization of the adjusted basis of any emergency facility
(as defined in subsection (e) ), based on a period of sixty
months. Such amortization deduction shall be an amount,

with respect to cach month of such period within the tax-

able year, equal to the adjusted basis of the facility at the
end of such month divided by the number of months (in-
eluding the month for which the deduction is computed)
remaining in the period. Such adjusted basis at the end of
the month shall be computed without regard to the amorti-

zation deduction for such month, The amortization deduc-

tion above provided with respeet to any month shall, except

to the extent provided in subsection (g) of this section, be
in lien of the deduction with respeet to such facility for such
month provided by section 23 (1), relating to exhaustion,
wear and tear, and obsolescence. The sixty-month period

shall begin as to any emergeney facility, at the election of

the taxpayer, with the month following the month in which

the facility was completed or acquired, or with the suc-

ceeding taxable year.

H.R.10413—6
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“(b) ErpcrioN oF AMOETIZATION.—The election of

the taxpayer to take the amortization deduction and to begin

the sixty-month period with the month following the month
in which the facility was completed or acquired shall (except
as provided in subsection (d) (3)) be made only by a state-

in which

ment to that effect in its return for the taxable yves
the facility was completed or acquired. Its election to take

the amortization dednction and to begin such period with

r succeeding such y shall be made only

the taxable ye
by a statement to that effect in its return for such succeeding
taxable year.

“(e) TERMINATION OF AMOETIZATION DEDUC-

tion (h)

TION.—A taxpayer which has elected under subse
to take the amortization deduction provided in subsection (a)
may, at any time after making such election, discontinue the
amortization deductions with respect to the remninder of
the amortization period, such discontinuance to begin as of
the beginning of any month specified by the taxpayer in a
notice in writing filed with the Commissioner before the
beginning of such month. The deduction provided under
section 23 (1) shall be allowed, beginning with the first
month as to which the amortization deduction is not appli-
cable, and the taxpayer shall not (except as provided in

subsection (d)) be entitled to any farther amortization

deductions with respect to such emergency facility.

= 8

-
|"*”‘-
i
"auti-
g i i
,‘uﬁ-’—
e
Sth B e o
o pod =
00 e vt 5
0 b e e
Blab L LY
ki o

) i
S g 5
e g
T g =
1t
oy
:fs_u.‘“ ol

ey
“ih“




"y,
,
LY
e,
b 0} hnd,
S LTSN
L0 1™
L1 TH
og wh i,

b i

. 0 e
ey o
o syt
i
i)
ol wh b=
o’
wat™
e Ll
il
sur”
g

IfM

%}

83

“(d) TERMINATION OF AMORTIZATION PERIOD.—

“(1) If the President has procls

med the ending of

the emergency period (as defined in subsection (e} ),

or if the Secretary of War or the Secretary of the Navy
has, in accordance with regulations prescribed by the
President, certified to the Commissioner that an emer-
gency facility ceased, on the date specified in the cer-
tificate, to be necessary in the interest of national de-

fense during the er

wey period, and if the date of
such proclamation or the date specified in such certificate
occurs within sixty months from the beginning of the
amortization period with respect to such emergency
facility, then the taxpayer may elect (in accordance
with paragraph (4) of this subsection) to terminate the
amortization period with respect to such emergency
facility as of the end of the month in which such proc-
lamation was issued or in which occurred the date
specified in such certificate, whichever is the earlier.
In such case the amortization period with respect to
such facility shall end with the end of such month in
lien of the end of the sixty-month period.

“(2) I the date of the proclamation or the date
specified in the certificate referred to in paragraph (1)
of this subsection occurs within sixty months from the

beginuing of the amortization period with respect to such
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emergency facility and after the beginning of the month
which the taxpayer has previously fixed under sub-
section (c) for the taking, in lieu of the amortization
deduction provided in this section, of the deduction
allowed by section 23 (1), the taxpayer may elect (in
accordance with paragraph (4) of this subsection) to
terminate the amortization period with respect to such
emergency facility as of the end of the month in which

such proclamation was issued or in which occurred the

ied in such certificate, whichever is the earlier.

date spec

In such case the ion period with respect to
such facility shall end with the end of such month in
lieu of the end of the sixty-month period, and the ter-
mination of the amortization deduction under subsection
(¢) shall be disregarded.

“(3) In the case of a taxpayer which has not in
cither of its returns specified in subsection (b) elected

to take an amortization deduction with respect to an

emerge y, if the date of the proclamation or

ey fa

e, referred to

the date specified in the certi

para-

graph of this subsection, whichever is earlier, is be-

fore the expiration of sixty months from the last day
of the month in which such emergency facility was com-
pleted or acquired, then the taxpayer may elect (in ac-

cordance with paragraph (4) of this subsection) the
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