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in one case and rentals received in the
other), to the bondholders and the share-
holders such amounts are interest and
dividend payments received as from the
lessor and as such shall be accounted for
in their returns.*

§ 19.22 (a)-21 Gross income of corpo-
ration in liquidation. When a corpora-
tion is dissolved, its affairs are usually
wound up by a receiver or trustees in dis-
solution. The corporate existence is con-
tinued for the purpose of liquidating the
assets and paying the debts, and such
'receiver or trustees stand in the stead of
the corporation for such purposes. (See
sections 274 and 298.) Any sales of prop-
erty by them are to be treated as if made
by the corporation for the purpose of
ascertaining the gain or loss. No gain or
loss is realized by a corporation from the
mere distribution of its assets in kind in
partial or complete liquidation, however
they may have appreciated or depreci-
ated in value since their acquisition. But
see section 44 (d) and sIection 19.44-5.
(See further section 19.52-2.)

[S=. 22. GROSS sncoLM.
(b) Exclusions from gross income. The

following items shall not be included in gross
income and shall be exempt from taxation
under this chapter:

§ 19.22 (b)-1 Exemptions--Exclusions
from gross income. Certain items of in-
come specified in section 22 (b) are ex-
empt from tax and may be excluded from
gross income. These items, however, are
exempt only to the extent and in the
amount specified. No other items are ex-
empt fronm gross income except (1) those
items of income which are, under the
Constitution, not taxable by the Federal
Government; (2) those items of income
which are exempt from tax on income
under the provisions of any Act of Con-
gress still in effect; and (3) the income
exempted under the provisions of section
116. Since the tax is imposed on net
income, the exemption referred to above
is not to be confused with the deductions
allowed by section 23 and other provisions
of the Internal Revenue Code to be made
from. gross income in computing net in-
come. As to other items not to be in-
cluded in gross income, see sections 112
and 119 and Supplements G, H, I, and J
(sections 201 to 252, inclusive). Section
607 (f) of the Merchant Marine Act of
1936, as amended by section 28 of the
Act of June 23, 1938 (52 Stat. 961), and
changed to section 607 (h), reads as
follows:

(h) The earnings of any contractor re-
ceiving an operating-differential subsidy
under authority of this Act, which are de-
posited in the contractor's reserve funds as
provided in this section, except earnings
withdrawn from the special reserve funds
and paid Into the contractor's general funds
or distributed as dividends or bonuses as
provided in paragraph 4 of subsection (c)
of this section, shall be exempt from all Fed-
eral taxes. Earnings withdrawn from such
special reserve fund shall be taxable as if
earned during the year of withdrawal from
such fund.*

[Sm. 22. GRoss iNcozx-]
[(b) Exclusions from gross income. The

following items shall not be included In gross

Income and shnll be exempt from t.xation during any taxable year to be excluded
under this chapter:] from gross income is $100 ($1,000 divided

(1) Life insuranco. Amounts rcceivcd by 10). Any amount received as an in-
under a life insurance contract paid by rea- staliment in exess of $100 is to be in-
son of the death of the insured, whether In
a single sum or otherwice (but itf uch eluded In cross income.
amounts are held by the Insurer under an (C) Proceeds payable in installments
agreement to pay Intermt thereon, the during the life of the beneficiary. If the
Interest payments shall be Included In gr= proceeds are payable in installments dur-Income);prcesaePybeiintlmnsd -

i g the life of the beneficiary the amount

§ 19.22 (b) (1)-1 Life insurance- of each installment that is to be included
Amounts paid by reason of the death of in gross income will be determined as in
the insured. The proceeds of life Insur- paragraph (b) of this section, except
ance policies, paid by reason of the death that the number of years to be used in
of an insured to his estate or to any bene- the specified computation will be deter-
ficlary (individual, partnership, or cor- mined by the life expectancy of the bene-
poraton, but not a transferee for valu- ficiary, as calculated by the table of mor-
able consideration), directly or In trust, tality used by the particular insurance
are excluded from the gross Income of company In determining the amount of
the beneficiary. While It is immaterial the annuity.
whether the proceeds of a life Insurance (d) Proeeds Payable for a ftxed num-
policy payable upon the death of the betr of years and for continued life. If
insured are paid to the beneficiary in a the proceeds are payable in installments
single sum or in Installments, only the for a fixed number of years and for con-
amount paid solely by reason of the tinued life, the amount of each install-
death of the Insured Is exempted. The ment that Is to be included in gross in-
amount exempted is the amount payable come will be determined either as pro-
had the Insured or the beneficiary not vlded in paragraph (b) of this section
elected to exercise an option to receive if the fixed number of years for which
the proceeds of the policy or any part payment is to be made exceeds the life
thereof at a later date or dates. If the expectancy of the beneficiary, as cal-
policy provides no option for payment culated by the table of mortality used by
upon the death of the Insured, or pro- the particular insurance company in de-
vides only for payments in installments, ternning the amount of the annuity; or,
there is exempted only the amount which as provided in paragraph c) of this sec-
the insurance company would have paid tion if such life expectancy exceeds the
immediately after the death of the In- specfied fixed period.
sured had the policy not provided for
payment at a later date or dates. Any If a mode of settlement has been in
increment thereto is taxable. In any effect prior to the first taxable year which
mode of settlement the portion of each begins after December 31, 1933 (or after
distribution which Is to be so included in December 31, 1935,-In the case of a mode
gross income shall be determined as of settlement described in paragraph (d)
follows: of this section), the entire amount re-

ceived and excluded from gross income in
(a) Proceeds held by the insurer. Uf such prior years shall be deducted from

the proceeds are held by the Insurer un- the proceeds payable upon the death of
der an agreement (whether with the in- the insured; the remainder shall be di-
sured or with a beneficiary) to distribute vided by the number of installments un-
either the increment to such proceeds paid at the beginning of such taxable
currently, or the proceeds and increment year (whether over the remaining por-
in equal installments until both are ex- tion of the fixed period or over the life
haunsted, there shall be included In gross expectancy as of that date, depending on
income, the increment so paid to the the mode of settlement adopted); and
beneficiary, or so credited to the fund that quotient shall be the excludible por-
in each year by the insurer. ton of each installment. As soon as the

(b) Proceeds payable in installment aggregate of the amounts received and
for a fixed number of years. If the pro- excluded from gross income under the
ceeds are payable in installments for a methods of computation provided for in
fixed number of years, the amount that this section equals the amount of the pro-
would have been payable by the Insur- ceeds payable upon the death of the in-
ance company immediately upon the sured, the entire amount received there-
death of the insured- (if payment at a after in each taxable year must be in-
later date had not been provided for) Is cluded in gross income.*
to be divided by the total number of in- [S. 22. Grozs nico-.]
stallments payable over the fixed num- [(b) Exclu.-fon from gros income. The
ber of years for which payment Is to be following iteas Chan not be included in
made, and the quotient represents the gross Income and rhall be exempt from taxa-tion under thls chapter:]
portion ,of each installment to be ex- (2) Annitie, etc. Amounts received
cluded from gross income. The amount (othe than amunts pad by reason o the
of each installment In excess of such eX- death of the insured and Interest paynts
cluded portion is to be included In gross on such amounts and other than amounts re-
income. For example, if, at the Insuied's caved as annuitien) under a life Insurance or

endowment contract, but if such amounts
death, $1,000 would have been payable (wher added to amounts received before the
in a single installment, but 10 equal an- taxable year under such contract) exceed the
nual payments are made In lieu thereof, oagrvate preriumS or conalderation paid
the portiontofthe minlet treifd (whether or not paid during the taxable
the portion of the instalment receiv year) then the excen shal be included in
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tributed in partial liquidation" means a dis-
tribution by a corporation in complete can-
cellation or redemption of E6 part of its stock,
or one of a series of distributions in complete
cancellation or redemption of all or a por-
tion of its stock.

(j) Valuation of divideind. If the whole
or any part of a dividend Is paid to a share-
holder in any medium other than money the
property received other than money shall be
included in gross income at Its fair market
value at the time as of which it becomes
income to the shareholder.

(k) Consent distributions. For taxability
as dividends of amounts agreed to be in-
cluded in gross income by shareholders' con-
sents, see section 28. ,

Smc. 214. Basis oP soat DIVIDENDS AND
sTocx nIGHTS. (R-vx-En ACr oF 1939.)

* S * * *

(b) Distributions not treated as dividends.
Section 115 (d) of the Internal Revenue
Code (relating to distributions applied in re-
duction of basis) is amended to read as
follows:

"(d) Other distributions from capital. If
any distribution made by a corporation to
its shareholders is not out of increase in
value of property accrued before March 1.
1913, andis not a dividend, then the amount
of such distribution shall be applied against
and reduce the adjusted basis of the stock
provided in section 113, and if in excess of
such basis, such excess shall be taxable in
the same manner as a-gain from the sale
or exchange of property. This subsection
shall-not apply to a distribution in partial
or complete liquidation or to a distribution
which, under subsection (f) (1), is not
treated as a dividend, whether or not other-
wise a dividend."

* S S * *

(d) Taxable years to which applicable.
The amendments made by subsections * * *
(b) * * * shall be applicable to taxable
years beginning after December 31, 1938.

§ 19.115-1 Dividemns. Th e t er m
"dividend" for the purpose of chapter 1
(except when used in sections 203 (a) (3)
and 207 (c (1) thereof) comprises'any
distribution in the ordinary course of
business, even though extraordinary in
amount, made by a domestic or foreign
corporation to its shareholders out of
either-

(1) earnings or profits accumulated
since February 28, 1913, or _

(2) earnings or profits of the taxable
year computed without regard to the
amount of the earnings or profits
(whether of such year or accumulated
since February 28, 1913) at the time the
distribution was made.
The -earnings or profits of the taxable
year shall be computed as of the close of
such year, without diminution by reason
of any distributions made during the tax-
able year. For thd purpose of deter-
mining whethei: a distribution constitutes
a dividend, it is unnecessary to ascertain
the amount of the earnings and profits
accumulated since February 28, 1913, if
the earnings and profits of the taxable
year are equal to or in excess of the total
amount of the distributions made within
such year.

A taxable distribution made by a cor-
poration to its shareholders shall be in-
cluded in the gross income of the dis-
tributees when the cash or other-property

is unqualifiedly made subject to their
demands.

-7he application of section 115 (a) may
be Illustrated by the following example:

Example: At the beginning of the cal-
endar year 1939, the M Corporation had
an operating deficit of $200,000 and the
earnings or profits for the year amounted
to $100,000. Beginning on March 16,
1939, the corporation made quarterly dis-
tributions during the taxable year to its
shareholders of $25,000 each. Each dis-
tribution is a taxable dividend in full,
irrespective of the actual or the pro rat-a
amount of the earnings or profits on
hand at any of the dates of distribution,
since the total distributions made during
the year ($100,000) did not exceed the
total earnings or profits of the year
($100,000) .*

§ 19.115-2 Sources of distributions in
general. For the purpose of income tax-
ation every distribution made by a corpo-
ration is made out of earnings or profits
to the extent thereof and from the most
recently accumulated earnings or profits.
In determining the source of a distribu-
tion, consideration should be given first,
to the earnings or profits of the taxable
year; second, to the earnings or profits
accumulated since February 28, 1913,
only in the case where, and to the extent
that, the distributions made during the
taxable year are not regarded as out of
the earnings or profits of that year; third,
to the earnings or profits accumulated
prior to March 1, 1913, only after all the
earnings or profits of the taxable year and
all the earnings or profits accumulated
since February 28, 1913, have been dis-
tributed; and, fourth, to sources other
than earnings or profits only after the
earnings or profits have been distributed.

If the earnings or profits of the tax-
able year (computed as of the close of the
year without diminution by reason of any
distributions made during the year and
without regard to the amount of earn-
ings or profits at the time of the distri-
bution) are sufficient in amount to cover
all the distributions made during that
year, then each distribution Is a taxable
dividend. (See section 19.115-1.) If the
distributions made during the taxable
year exceed the earnings or profits of
such year, then that proportion of each
distribution which the total of the earn-
ings or profits of the year bears to the
total distributions made during the year
shall be regarded as out of the earnings
or profits of that year. The portion of
each such distribution which is not re-
garded as out of earnings or profits of
the taxable year shall be considered a
taxable dividend to the extent of the
earnings or profits accumulated since
February 28, 1913, and available on the
date of the distribution. In any case In
which It is necessary to determine the
amount of earnings or profits accumu-
lated since February 28, 1913, and the
actual earnings or profits to the date of
a distribution within any taxable year
(whether beginning before January 1,

193G, or, in the case of an operating de-
Icit, on or after that date) cannot be
shown, the earnings and profits for the
year (or accounting period, if less than
a year) in which the distribution was
made shall be prorated to the date of the
distribution not counting the date on
which the distribution was made. The
provislons of this section may be illus-
trated by the following example:

Example: At the beginning of the
calendar year 1939, the M Corporation
had $12,000 in earnings and profits ac-
cumulated since February 23, 1913. Its
earnings and profits for 1939 amounted
to $30,000. During the year it made quar-
terly distributions of $15,000 each. Of
each of the four distributions made, $7,-
500 (that portion of $15,000 which the
amount of A30,000, the total earnings and
profits of the taxable year, bears to $60,-
000, the total distributions made during
the year) was paid out of the earnings
and profits of the taxable year; and of
the first and second distributions, $7,500
and $4,500, respectively, were paid out of
the earnings and profits accumulated
after February 28, 1913, and prior to the
taxable year, as follows:

Out of
Dtaltutbw dmerI'M 150Esra.

FuAL-n i 9 Ta-out of C _cu-a.*
cern- mu-

lng or hifzd
prosl sinm of ch

of ti2 F eb.i, d iz
t~ 1913. tfian

Dato .tmunt ylOIflad
taabb
star

Laxab!abca1mar 1._ _. $15. 00 $7.tC [W755 rs1C ,5

&CF3.19....... 15.C 7.,00 7,_50

'rciIa! an
divfd d 42,CO

Any distribution by a corporation out
of earnings or profits accumulated prior
to March 1, 1913, or out of increase in
value of property accrued, prior to March
1, 1913 (whether or not realized by sale
or other disposition, and, if realized,
whether prior to or on or after march
1, 1913), is not a dividend within the
meaning of chapter 1.*

§ 19.115-3 Earnings ot profits. In
determining the amount of earnings or
profits (whether of the taxable year, or
accumulated since February 28, 1913, or
accumulated prior to March 1, 1913) due
consideration must be given to the facts,
and mere bookkeeping entries increasing
or decreasing surplus will not be conclu-
sive. 'Among the items entering into the
computation of corporate earnings or
profits for a particular period are all in-
come exempted by statute, income not
taxable by the Federal Government un-
der the Constitution, as well as all items
includible in gross income under section
22 (a) or corresponding provisions of
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from Federal income taxation lunder the
provisions of the tax convention between
the United States and France, signed
April 27, 1932, and effective January 1,
1936 (see paragraph 108 of the Appendix
to these regulations), are described in
section 19.143-3. As to items of such in-
come received' on or after January 1,
1940, by individual residents of Sweden
or by Swedish corporations or other
Swedish entities and exempt from Fed-
eral income taxation, see the tax con-
vention between the United States and
Sweden, effective January 1, 1940, and
regulations to be prescribed thereunder.

The fixed or determinable annual or
'periodical income from sources within
the United States of a nonresident alien
individual not engaged in trade or busi-
ness within the United States and not
having an office or place of business
therein at any tihd during the taxable
year and deriving in the taxable year not
.more than $21,600 gross amount of fixed
or determinable annual or periodical in-
come from sources within the United
States, is taxable at the rate of 10 per-
cent, except that such rate shall be re-
duced, in the case of a resident of a
contiguous country, to such rate (not less
than 5 percent) as may he provided by
treaty with such country. <See also sec-
tion 19.212-1.) Under the terms of the
tax convention between the United States
and Canada, signed December 30, 1936,
and effective January 1, 1936, the tax at
the rate of 10 percent imposed by section
211 (a) is reduced to 5 percent in the
case of a nonresident alien individual
who4s a resident of Canada. (See para-
graph 106 -of the Appendix to these

,iregulations.)
(b) No United States business or of-

lce-Aggregate more than $21,600. A
-nonresident alien individual within class

(2), referred to in the first paragraph of
this section, Is, under the provisions of
section 211 (c), subject to tax only upon
his fixed or determinable annual or pe-
riodical income specified in section
211 (a) determined under the provisions
of section 119, minus (1) the deductions
properly allocable to such income and (2)
the so-called "charitable contributions"
deduction provided in section'213 (c).
Such nonresident alien is entitled to the
credits against net income allowable to
an individual by section 25, subject to the
limitations provided in section 214. How-
ever, the tax thus computed under sec-
tions 11 and 12 shall in no such case be
less than 10 percent of the gross amount
of such fixed or determinable annual or
periodical income from sources within
the United States. Nonresident alien in-
dividuals, residents of Canada, are not
affected by the provisions of section
211 (c)/- or of this paragraph but are
(under the terms of the tax. convention
between the United States and Canada)
subject to tax under the provisions of
section 211 (a) and the special, provisions
of paragraph (a) of this section relating
to such aliens.

(c) United States bus-ins or office. A
nonresident alien individual within class
(3), referred to in the first paragraph of
this section, Is not taxable at the rate of
10 percent upon the items of gross in-
come enumerated in section 211 (a).
The net income from sources within the
United States of such a nonresident alien
individual (gross income from sources
within the United States minus the stat-
utory deductions provided in sectons 23
and 213) less the credits against net In-
come allowable to an individual by zsc-
tion 25, is subject to the normal tax of
4 percent imposed by section 11 and the
graduated surtax imposed by section
12 (b).

As used In sections 119, 143, 144. 211,
and 231, the phrase "engaged in trade or
business within the United States" in-
cludes the performance of personal serv-
ices within the United States at any time
within the taxable year but does not in-
clude the performance of personal serv-
ices for a nonresident alien individual,
foreign partnership, or foreign corpora-
tion not engaged in trade or business
within the United States by a nonresi-
dent alien individual temporarily present
in the United States for a period or
periods not exceeding a total of 90 days
during the taxable year and whose com-
pensation for such services does not e::-
ceed in the aggregate $3,000. Such
phrase does not include the effecting of
transactions in the United States in
stocks, securities, or commodities dln-
eluding hedging transactions) through a
resident broker, commission agent, or
custodian. (See also section 19.212-1.)

Whether a nonresident alien has an
"office or place of business" within the
United States depends upon the facts in
a particular case. The term "office or
place of business," however, Implies a
place for the r Lglar transaction of bus-
ness and does not include a place where
casual or incidental, transactions might
be, or are. effected.

Neither the beneficiary nor the grantor
of a trust, whether revocable or irrevo-
cable, is deemed to be engaged in trade
or business in the United States or to
have an office or place of business
therein, merely because the trustee Is
engaged in trade or busines in the
United States or has an office or place of
business therein.*

Sec. 212. Gnozs r;co,_-
(a) General rule. In the case of a non-

resident alien individual Cro: income In-
eludes only the grozs Income from courc3,
within the United States.

(b) Ships Under forefgn flag. The income
of a nonresident alien individual which con-
sists exclusively of earnings derived from
the operation of a chip or chip: dccumcntcd
under the laws of a forelg country r, hich
grants. an equivalcnt e zmptlion to cltizna
of the United Statcs and to co'rprattor-
organized In the United States shall not ba
included in grs income and shall be ex-
empt from taxation under this chaptcr.

§ 19.212-1 Gross income of nonrcs-
dent alien individuals. In general, in
the case of nonresident alien individuals

2, 1910 519

"gross income" means only the gross-
Income from sources within the United
States, determined under the provisions
of section 119. (See sections 19.119-i to
19.119-14, Inclusive.) The items of gross
income from sources without the United
States and therefore not taxable to non-
resident aliens are described in section
119 (c). As to who are nonresident alien
individuals see sections 19.211-2 to
19.211-6, inclusive.

Income received by a redent alien
from sources without the United States
i. taxable although such person may be-
come a nonresident alien subelquent to
Its receipt and prior to the close of the
taxable year. Conversely, income re-
ceived by a nonresident alien from
sources without the United States is not
taxable though such person may become
a7 resident alien subsequent to its re-
ceipt and prior to the close of the taxable
year.

(a) No United States busine or o.fce.
The gross Income of a nonresident alien
Individual not engaged in trade or busi-
nes within the United States and not
having an officer or place of business
therein at any time during the taxable
year. whether such alien comes within
section 211 (a) or section 211 (c), is
gross Income from souces within the
United States consisting of fixed or de-
terminable annual or periodical income.
His taxable income does not include
profits derived from the effecting of
transactions in the United States in
stochs, securities, or commodities (in-
cluding hedging transactions) through
a resident broker, comnis-lon agent, or
custodian, or profits derived from the
sale within the United States of personal
property or real property located therein.

(b) United States business or office.
The gross income of a nonresident alien
individual who at any time within the
taxable year was engaged in trade or
business within the United States or had
an office or place of business therein is
not limited to the items of gross income
specfied in section 211 (a), but includes
any item of gross income which is
treated as income from sources within
the United States, except those items
which are exempt from taxation by stat-
ute or treaty or which are not taxable
by the Federal Government under the
Constitution. (Sae sections 22 (b), 112.
116, 119, and 212 (b).)

In general, any nonresident alien Indi-
vidual who performs paronal services
within the United States is considered as
b2eng engaged in trade or business within
the United States and therefore his net
income from sources within the United
States, including his compensation, is
subject to the normal tax of 4 percent
and the surtax. However, the phrase
"engaged in trade or business within the
United States" does not apply to the per-
sonal services performed within the
United States for a nonresdent alien
Individual, foreign partnership, or
foreign corporation, not engaged in trada
or busines within the United States, by
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trade or business within the United
States and not having an office or place
of business therein at any time within
the taxable year, referred to in the regu-
lations as nonresident foreign corpora-
tions (see section 19.3797-8); and (b)
foreign corporations which at any time
within the taxable year are engaged in
trade or business within the United
States or have an office or place of busi-
ness therein, referred to in the regula-
tions as resident foreign corporations
(see section 19.3797-8).

(a) Nonresident foreign corporations.
A nonresident foreign corporation is li-
able to the tax upon the amount received
from sources within the United States,
determined under the provisions of sec-
tion 119, which is fixed or determinable
annual or periodical gains, profits, and
income. For the purposes of section 231
fa), the term "amount received" means
"gross income." Specific items of fixed
,or determinable annual or periodical in-
come are enumerated in the Internal
Revenue Cede as interest (except inter-
est on deposits with persons carrying on
the banking business), dividends, rents,
salaries, wages, premiums, annuities,
compensations, remunerations, emolu-
ments, but other fixed or determinable
annual or periodical gains, profits, and
income are also subject to the tax, as, for
instance, royalties. As to the definition
of fixed or determinable annual or pe-
riodical income see section 19.143-2.
The items of fixed or determinable an-
nual or periodical income from sources
within the United States received by a
corporation organized under the laws of
France, which are exempt from Federal
income tax under the provisions of the
convention and protocol between the
United States and France, signed April
27, 1932, and effective January 1, 1936
(see paragraph 108 of the Appendix to
these regulations), are described in sec-
tion 19.143-3. As to items of such in-
come received on or after January 1,
1940, by Swedish corporations and ex-
empt from Federal income taxation, see
the tax convention between the United
States and Sweden, effective January 1,
1940, and regulations to be prescribed
thereunder.

The fixed or determinable annual or
periodical income from sources within
the United States, including royalties,
but excluding dividends, of a nonresi-
dent foreign corporation is taxable at
the rate of 15 percent. .Dividends which
are treated as income from sources with-
in the United States are taxable at the
rate of 10 percent, except that in the
case of a nonresident foreign corporation
organized under the laws of a contigu-
ous country, such rate of 10 percent
shall be reduced to such rate (not less
than 5 percent) as may be provided by
treaty with such country.

(b) R sident foreign corporations. A
resident foreign corporation is not tax-
able at the rate of 15 percent upon the
items of fixed or determinable annual or
periodical income enumerated in section

231 (a). For any taxable year beginning
after December 31, 1938, and bafore Jan-
uary 1, 1940, a resident foreign corpora-
tion is, under subsection (e) (1) of sec-
tion 14, prior to Its amendment, liable to
a tax of 19 percent of Its special class net
income (regardless of the amount there-
of), that is, its net income from sources
within the United States (gro-s income
from sources within the United States
minus the statutory deductions provided
in sections 23 and 232) les the credits
allowed against net income by section
26 (a) and (b). (See subsection (a) of
section 14, prior to its amendment.) For
any taxable year begimaing after Decem-
ber 31, 1939, a resident foreign corpora-
tion is, under subsection (c) (1) of sec-
tion 14, as amended, liable to a tax of 18
percent of Its normal-tax net income (re-
gardless of the amount thereof), that Is,
its net income from sources within the
United States (gross income from sources
within the United States minus the stat-
utory deductions provided in sections 23
and 232) less the credits allowed against
net income by section 26 (a) and (b).
(See subsection (a) of section 13, as
amended.)

As used in sections 119, 143, 144, 211,
and 231, the phrase "engaged In trade or
business within the United States" in-
cludes the performance of personal serv-
ices within the United States at any time
within the taxable year. Such phrase
does not include the effecting of trans-
actions in the United States in stccks,
securities, or commodities (including
hedging transactions) through a resident
broker, commission agent, or custodian.

'Whether a foreign corporation has an
"office or place of business" within the
United States depends upon the facts in
a particular case. The term "office or
place of business," however, implies a
place for the regular transaction of busi-
ness and does not include a place where
casual or incidental transactions might
be. or are, effected.*

§ 19.231-2 Gross income of foreign
corporations. In the case of a foreign
corporation, Including a life insurance
company not carrying on an insurance
business within the United States and
holding no reserve funds upon business
transacted within the United States (see
section 201 (b) (3)), an Insurance com-
pany other than life or mutual not car-
rying on an insurance business within the
United States (see section 204 (a) (3)),
and a mutual insurance company other
than life not carrying on an Insurance
business within the United States (see
section 207 (a)), the term "gross In-
come" means gross income from sources
within the United States as defined and
described in section 119. (See sections
19.119-1 to 19.119-14, inclusive.) The
items of gross income from sources with-
out the United States and therefore not
taxable to foreign corporations are de-
scribed in section 119 (c). As to the defi-
nition of a foreign corporation see section
3797 (a) (3) and (5). As to forelgnlife
insurance companies, see section 19201

(b)-2. As to forei- corporations formed
or availed of to avoid surtax see section
19.102-4. As to personal holding com-
panies organized under the laws of for-
dgn countries, see section 19.505-1. As
to foreign personal holding companies,
se sections 331 to 340, inclusive, and sec-
tions 19.331-1 to 19.339-3, inclusive.

(a) Nonresident foreign corporations.
A nonresident foreign corporation is tax-
able under section 231 (a) only on fixed
or determinable annual or periodical
gross income received from sources within
the United States. Its taxable income
does not include profits derived from the
effecting of transactions in the United
States in stocks, securities, or commodi-
ties (including hedng transactions)
through a resident broker, commission
agent, or custodian, or profits derived
from the sale within the United States
of personal property or real property
located therein.

(b) Resident foreign corporations.
The gross Income from sources within
the United States of a resident foreign
corporation Is not limited to the items
of fixed or determinable annual or pe-
riodical Income referred to in section 231
(a), but Includes every item of gross in-
come which is treated as income from
sources within the United States, except
those Items which are specifically exempt
from taxation by statute or treaty or
which are not taxable by the Federal
Government under the Constitution.
(See sections 22 (b), 119, and 231 (d).)

A foreign corporation which effects
transactions in the United States in
stocks, securities, or commodities (in-
cluding hedging transactions) through a
resident broker, commizson agent, or
custodian is not mere- by reason of such
transactions considered as being engaged
in trade or business within the United
States which would cause it to be classed
as a resident foreign corporation. How-
ever, a foreign corporation which at any
time within the taxable year is otherwise
engaged in trade or business in the
United States or has an office or place of
business therein, being a resident foreign
corporation, is taxable upon all income
derived from sources within the United
States, including the profits realized from
such transactions. A resident foreign
corporation is also required to include in
Its gross income capital gains, gains from
hedging transactions, and profits derived
from the sale within the United States
of personal property, or of real property
located therein.*

§ 19231-3 Exclusion of earnings of
foreign shps from gross income. A res-
Ident foreign corporation may exclude
from gross -income under section 231 (d)
so much of its income from sources
within the United States as consists of
earnings derived from the operation of
a ship or ships documented under the
laws of a foreign country, to the same
extent as provided in section 19.212-2
with respect to nonresident alien indi-
viduals.
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