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f premium already returned as income
or over the face value plus any amount
f premium not yet returned as income)
& deductible expense for the taxable
ear. (3) If, however, the corporation
urchases any of such bonds at a_price
ess than the issuing price minus any
mount of premium already returned as
ncome, the excess of the issuing price,
minus any amount of premium already
returned as income (or of the face value
plus any amount of premium not yet
returned as income), over the purchase
grice is gain or income for the taxable
ear,

(¢) (1) If bonds are issued by a cor-
poration at a discount, the net amount
of such discount is deductible and should
be prorated or amortized over the life
of the bonds. (2) If the corporation
purchases any of such bonds at a price
in excess of the issuing price plus any
gmount of discount already deducted,
the excess of the purchase price over
the issuing price plus any amount of dis-
count already deducted (or over the face
velue minus any amount of discount not
yvet deducted) is a deductible expense
for the taxable, year. (3) If, however,
the corporation purchases any of such
bonds at a price less than the issuing
price plus any amount of discount al-
ready deducted, the excess of the issuing
price, plus any amount of discount al-
ready deducted (or of the face value
minus any amount of discount not yet
deducted), over the purchase price is
gain or income for the taxable year.

(d) (1) If bonds were issued by a cor-
poration prior to March 1, 1913, at a
premium, the net amount of such pre-
mium was gain or income for the year
in which the bonds were issued and
should not be prorated or amortized over
the life of the bonds. (2) If the cor~
poration purchases any of such bonds
ab a price in excess of the face value of
the bonds, the excess of the purchase
price over the face value is a deductible
expense for the taxable year. (3) if,
however, the corporation purchases any

of such bonds at a* price less than the

face value, the excess of the face value
over the purchase price is gain or in-
come for the taxable year.

For exclusion from gross income of
income attributable to discharge of in-
debtedness of certain corporations, see
§290.22 (b)Y (9)-1. ¥For exclusion from
gross income of income attributable to
discharge of indebtedness of railroad
corporations in certain judicial proceed-
ings, see § 29.22,(b) (10)-1.

§ 29.22 (a)-18 Sale of capital assets by
corporation. If property is acquired and
later sold for an amount in excess of the
cost or other basis, the gain on the sale
is income. 1If, then, a corporation sells
its capital assets in whole™or in part, it
shall include in its gross income for the
year in which the sale was made the
gain from such sale, computed as pro-
vided in sections 111 to 113, inclusive.
If the purchaser takes over all the assets
and assumes the liabilities, the amount
50 assumed is part of the selling price.

§20.22 (a)-19 Income to lessor cor-
poration from leased property. If a cor-

poration has leased its property in con-
sideration that the lessee shall pay in
lied of other rental an amount equiva-
lent to a certain rate of dividend on the
lessor’s capifal stock or the interest on
the lessor’s outstanding indebtedness, to-
gether with taxes, insurance, or other
fixed charges, such payments shall be
considered rental payments and shall
be returned by the lessor corporation as
income, notwithstanding the fact that
the dividends and interest are paid by
the lessee directly to the shareholders
and bondholders of the lessor. The fact
that a corporation has conveyed or let its
property and has parted with its man-
egement and control, or has ceased {o
engage in the business for which it was

originally organized, will not relieve it .

from liability to the tax. While the pay-
ments made by the lessee directly to the
bondholders or shareholders of the lessor
are rentals as to both the lessee and lessor
(rentals paid in one case and rentals
receiyed in the other), to the bondhold-
ers and the shdreholders such amounts
are interest and dividend payments re-
ceived as from the lessor and as such
shall be accounted for in their returns.

§29.22 (a)-20 Gross income of cor-
poration in liguidation, When a cor-
poration is dissolved, its affairs are usu-
ally wound up by a receiver or trustees
in dissolution. The corporate existence
is continued for the purpose of liquidat-
ing the assets and paying the debts, and
such receiver or trustees stand in the
stead of the corporation for such pur-
poses. (See sections 274 and 298.)  Any

-sales of property 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 com-
plete liquidation, however they may have
appreciated or depreciated in value since
their acquisition. But see section 44 (d)
and § 29.44-5. (See further § 29.52-2.)

[Sec. 22. GROSS INCOME—as amended by
secs. 1, 3, Public Salary Tax Act 1839; secs.
215 (a) 219 (a), Rev. Act 1938; secs. 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 1156 (a),
116 (a), 117, 118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev, Act 1942; sec.
7 (2), Current Tax Payment Act 1943.] .

(b) Ezclusions from gross income. The
following items-shall not be included In gross
income and shall be exempt from taxation
under this chapter:

© §29.22 (b)-1 Exemplions; éxclusions
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
exempt from gross income except (1)
those items of income which are, under
the Constitution, not taxable by the Fed-
eral Government; (2) those items of in-
come which are exempt from tax on in-
come under the provisions of any Act
of Congress still in effect; and (3) the
income exempted under the provisions of
section 116. Since the tax is imposed
on nef income, the exemption referred
to above is not to be confused with the
deductions allowed by gection 23 and
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other provisions of the Internal Revenue
Code to be made from gross income in
computing net income. As to other
items not to be included in gross income,
see sections 22 (k), 112, 119, 127 (¢), and
171 and Supplements G, H, I, and J (sec-
tions 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 fol-
lows:

(h) The earnings of any contractor recolve
ing an operating-differential subsidy undor
suthority of this Act, which are deposited
in the contractor’s reserve funds as proe
vided in this section, except earnings with«
drawn from the special reserve funds and
pald into the contractor’s general funds or
distributed as dividends or bonuses as pro-
vided in paragrdaph 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.

[SEC. 22. GrROSS INCOME—aS amended by
secs. 1, 3, Public Salary Tax Act 19039; secd.
215 (a), 219 (a), Rev, Act 1939; secs, 110 (a),
111 (a), 112 (a), 113, 114 (a) (b), 116 (a),
116 (a), 117, 118 (a) (b), 119, 120 (a) (d),
127 (d), 134 (c), 162 (c), Rev. Act 1942; sec.
7 (a), Cwrrent Tax Payment Act 1043.]

[(b) Exclusions from gross income—Tho
following items shall not be included in gross
income and shall be exempt from taxation
under this chapter:]

(1) Life insurance. Amounts recoived un-
der a life insurance contract paid by reason

. of the death of the insured, whether in a

single sum or otherwise (but if such amounts
are held by the Insurer unsler an agreemont
to pay interest thereon, the interest pay-

" ments shall be inicluded in gross income)

§29.22 (b) (1)~1 Lifeinsurance,;
amounts paid by reason of the death of
the insured. The proceeds of life insur-
ance policies, paid by reason of the death
of an insured to his estate or to a bene-
ficiary (individual, partnership, or cor=-
voration), directly or in trust, are ex-
cluded from the gross income of the
beneficiary, except in the case of certoin
transferees as provided in §20.22 (b)
(2)-3 and in the case of & spouse to
whom such payments are income under
section 22 (k). If, however, such pro-
ceeds are held by the insurer under an
agréement to pay interest thereon, the
interest payments must be included in
gross income. In the case of & bene-
ficiary to whom payments are made in
installments pursuant to an option exer-
cised by such beneficiary, the amount
exempted is the amount paydble imme«
diately: after the death of the insured
had such beneficiary nof elected to exer-
cise an option to receive the proceeds of
the policy.or any part thereof at a later
date or Hates. In any mode of settle-
ment pursuant fo an agreement of the
insurer with s beneficiary the portion of
each distribution which is to be included
in gross income shall be determined as
follows:

(a) Proceeds held by the insurer. I
the proceeds are held by the insurer un-
der an agreement with a beneflclary to
distribute either the increment to such
proceeds currenfly, or the proceeds and
increment in equal installments until
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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 mean~
ing of chapler 1. -

§29.115-3 Earaings or 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, while mere bookkeeping entries in-
creasing or decreasing surplus will nob
be conclusive, the amount of the earn-
ings or profits in any case will be depend-
ent upon the method of accounting prop-

" erly employed in computing net income.

For instance, s corporation keeping its
books and filing its income tax returns
under sections 41, 42, and 43 on the cash
receipts and dxsbm'sements basis may
not use the accrual'basis in determining
earnings and profits; a corporation com-~
puting income on the installment basis
as provided in section 44 shall, with re-
spect to the installment transactions,
compute earnings and profits on such
basis; and an insurance company sub-.

-ject to taxation under section 204 shall

exclude from earnings and profits that
portion of any premium which is un-
earned under the provisions of section
204 (b) {5) and which is segregated ac-
cordingly in the unearned premium re-
serve, .

Among the items entering into the
computation of corporate earnings or
profits for a particular period dre all

. income exempted by statute, income nob
. taxable by the Federal Government un-

der the Constitution, as well as all items
includible in gross income under section
22 (1) or corresponding provisions of
prior Revenue Acts. Gains and losses
within the purview of section 112 or cor-
responding provisipns of prior Revenue
Acts are brought into the earnings and
profits at the time and to the extent
such gains and losses are recogniZzed un-
der that section (see §29115-12)., In-~
terest on State bonds and certain other
obligations, although not taxabie when
received by a corporation, is taxable to
the same extent as other dividends wwhen
distributed to shareholders in the form
of dividends.

In the case of 4 corporation in which

- depletion or depreciation is a factor in

the detérmination of income, the only de-
plefion or depreciation deductions to be
considered in the computation of the
total earnings and profits are those based
on cost or other basis without regard to
March 1, 1913, value, In computing the

- earnings and profits for any period be-

ginning after February 28, 1913, the only
depletion or depreciation deductions to
be considered are those based on (1)
cost or other basis, if the depletable or
depreciable asset was acquired subse~
quent to February 28, 1913, or (2) ad-
justed cost of March 1, 1913, value,

. whichever is higher, if acquired prior to

March 1, 1913. -Thus, discovery or per-
centage depletion under all Revenue Acts

to be takeninto consideration in ‘com=

. for mines and oil and gas wells 1s not -

puting the earnings and profits of a cor-
poration, Similarly, where the basis of
property in the bands of a corporation
is a substituted basis, such basls, and not
the fair market value of the property at
the time of the acquisition by the cor-
poration, is the basis for computing de-
pletion and depreciation for the purpoze
of. determining earnings and profits of
the corporation. 'The provisions of this
paragraph may be {lustrated by the fol-
lowing example:

Ezample. Oll pmduclng property wwhich A
Jhad acquired in 1036 at o ccct of 828,000 viad
“transferred to the ¥ Corporation in Decorn-
ber 1838, in exchange for all of it capital
stock. The falr market value of the stock
and of the property es of the dats of the
transfer was §247,000. The ¥ Corporation,
after four years' operations, eficcted in 19423
a8 cash distribution to A In the amount of
8165,000. In determining the extent to which
the earnings and profits of the ¥ Corporation
available for dividend distributions bave been
increased as the result of production and rale
of ofl, the depletion to ba taken {nto nccount
15 to bs computed upon the bacls of £23,630
established {n the nontaxable exchanga in
1938 regardless of the fafr markat valuo of the
%){ope;'ty or of the stock {~sucd In exchange

erefor.

A Joss sustained for o year prior to the
taxable year does not affect the earnings
or profits of the taxable year. However,
in determining the earnings or profits
accumulated slnce February 28, 1913,
the excess of a loss sustained for a year
subsequent to February 28, 1813, over
the undistributed earnings or proﬂm ac-

_cumulated since February 28, 1913, and

prior to the year for which the Toss was
sustained,.reduces surplus as of March 1,
1913, to the extent of such excess. And,
irthemrplusa,sotnmrchl 1013, was
sufficient to absorb such excess, distribu-
tions to shareholders affer the year of
the loss are out of earnings or profits
accumulated since the year of the loss to
the extent of such earnings.

With respect to the effect on the earn-
Ings or profits accumulated since Febru-
ary 28, 1913, of distributions made on
or after January 1, 1916, and prlor to
August 6, 1917, out ot w.rnings or profits
accumulated prior to March 1, 1913,
which distributions were speclﬁcal]y de-
clared to be out. of earnings or—profits
accumulated prior to March 1, 1913, see
section 31 (b) of the Revenue Acb of 1916,
as amended by section 1211 of the Reve~
nue Act of 1917,

§ 29.115-4 Distributions other tlxan a
dividend, Under section 115 (d),
distribution (ncluding a distﬂbutinn

~out of earnings or profits accumulated

before March 1, 1913) other than:

(a) A dividend (see §§29.115-1 and
29.115-2),

(b) A distribution out of increase in
value of property accrued prior to March
1, 1913 (see § 29,111-1),

(c) A distribution in partinl or com-
plete liquidation (see §29.115-5), or

(d) A distribution which, under sec-
tion 115 (f) (1), 1s not treated as a divi-
dend (see § 29.115-7)

shall be applied against and reduce the
adiusted basis of the stock provided in
section 113 and shall be taxable to the
recipient if, and to the extent that, such
distribution exceeds such basis. The
provisions of this sectlon are applicabla
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to such distributions received by one
corporation from ancther corporation.

Erample, In 1342 the XX Corparation pur-
chaced certain shares of stock in the O Cor-
poration for §10,009. During that year the
£ Corporation recelved a distribution from
the O Corporation of $2,000 paid cut of
earnings or profits of the O Corporation zc-
cummuted prior to Xarch 1, 1913. This
distribution must bz applied by the M. Cor-
poration against the basis of its stock in the
O Corporation reducing such basis to $8,000.
The §2,600 does not constitute a part of the
earnings or profits of the XX Corporation.
If the XX Corporation subsequently sells the
ctock of the O Corporation for 3,000, 1f
realizes o gain of $1,000, which constitutes
a part of it3 earnings or profits for the year
in whith the stock s sold. If the distribu~
tion had amounted to 814,000, the galn of
84,000 wrould ba taxable to the XM Corpora-
tion and would have constifuted a part of
the earnings or profifs of that corporaiion
!ordtha gear in which the distribution was
made.

§29115-5 Distributions in Tiquidag-
tion. Amounts distributed in complete
lquidation of a corporation are fo b2
treated as in full payment in exchange
for the stock, and amounfs distributed
in partial liquidation are o be treated
as in part or full payment in exchahze
for the stock so canceled or redeemed.
The gain or loss fo.a shareholder from
a distribution in liquidation is to be
deterinined, as provided in scction 111
and § 29.111-1, by comparing the amount
of the distribution with the cost oT
other basis of the stock provided in sec-
tion 113; but the gain or loss will be
recognized only to fhe- extent provided
in cection 112, and shall be subject fo
the condltions and limitations provided
in section 117.

The term “amounts distributed in par-
tial liguidation” means a disfribution by
a corporation in complete cancellation or
redemption of a part of its stock, or one
of a serles of distributions in complefe
cancellation or redemption of all or a
porton of its stock. A complete can-
cellation or redemption of a part of the
corporate stock may be accomplished,
for example, by the complete retirement
of all the shares of a particular prefer-
ence or series, or by faking up all the
old shares of a particular preference or
serles and issuing new shares to replace
a portion thereof, or by the compleie re-
tirement of any part of the stock, wheth-
er or nof prorata among the share-
holders.

In the case of amounts disfribufed in
partial liqguidation, the part of such dis-
tribution which is properly chargeable
to capital account shall not be consid-
ered a distribution of earnings or prof-
its within the meaning of section 115
(b) for the purpose of defermining fax-
ability of subsequent distributions by tha
corporation. (See §3$29.27 (g)-1 and
20.115-11) ’

For the purposes of the last senfence
of section 115 (c), & liquidation may te
completed prior to the actual dissolu-
tion of the Hquidating corporation buf
no Hquidation is completed until the
liquidating corporation and the receiver
or trustees in liquidation are finally di-
vested of all the property (both tangible
and Intangible).

For the purposes of this section thse
determination of whether a foreign cor«
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come & noilresident alien subsequent to
its receipt and prior to the close of the
taxnble year. Conversely, income re-

ceived by a nonresident alien from,

sources without the United States is not
taxable though such person may become
a resident alien subsequent to its receipt
and prior to the close’ of the taxable
year. -

(a) No-United States business. The
gross income of & nonresident afien in-
dividual not engaged in trade or busi-
ness within the United Stafes at any
time during the taxable year, whether
such alien comes within section 211 (a)
or Section 211 (¢), is gross income from
sources within the United States con-
" sisting of fixed or determinable annual or
periodical income. His taxable income
does nob include profits derived from the

 effecting of transactions in the United

States in stocks, securities, or commodi-
ties (including hedging transactions)
through & 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) Uniied States business. 'The gross
inconie of a nonresident alien individual
who at any time within the taxable year
was engaged in frade or business within
the United States is not limited _to the
items of gross income specified in section
211 (2), 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 taxa-
tion by statute or treaty or which are not
taxable by the Federal Government un-
der the Constitution. (See sections 22
(b)), 112, 116, 119, and 212 (b).)

In general, any nonresident alien indi-
vidual who performs personal services
‘within the United States is considered as
being engaged in trade or business with-
in the United States and therefore his
net income Irom sourcss within the
United States, including his compensa-
tion, is subject to the normal tax of 6
percent, the surtax, and the victory tax,
However, the phrase “engaged in trade
or business within the United States”

- does not apply to the personal services
performed within the United States for
a nonresident alien individual, foreign

- partnership, or foreign corporation, not
engaged in trade or business within the
TUnited States, by a nonresident alien in-
dividual temporarily present in the
United States for a period or periods not
exceeding a total of 90 days during the
taxable year and whose compensatlon
for such services does not exceed in the
aggregate $3,000. Such compensation is
not income from sources within the
Uhited States. " (See section 119 (2) (3).)
As to the exclusion from gross income of
the official compensation received by em-
ployees of foreign governments, see sec-

. tion 116 (h).

‘The effectimz of transactions in the

‘United States -in stocks, securities, or
commodities (including hedging trans-
actions) through 3 resident broker, coni-
mission agent, or custodian does not
bring a nonresident zlien individual
within the class of nonresident alien in-
dividuals engaged in trade or business

NN

within the Onited States, but if o non-
resident alfen individual by reason of
rendering personal services in the United
States, or for other reasons, is classed a8
a nonresident alien individual engased in
trade or business within the United
States, he is taxable upon all income
from sourccs within the United States,
including profits derived from the effect-
ing of such transactions. Such a non-
resident alien Individual is required to in-~
clude in gross income capital gains, gains
from hedpging transactions, and profits
derived from the sale within the United
States of personal property, or of real
property located therein. The term
“commodities” as used in sectlon 211
(b) means only goods of 2 kind custo-
marily dealt in on an organized com-
modity exchange, such as & grain futures
or a cotton futures market, and does not
include merchandise in the ordinary
channels of commerce,

§29.212-2 Ezclusfon of earnings of

" foreign ships from gross income. So

much of the income from sources within
the United -States of a nonresident alien
jndividual who at any time within the
taxzable year was engaged in trade or
business within the United States as con-
sists of earnings derived from the opera-
tion of a ship or ships documented un-
der the laws of a foreign country which
grants an equivalent exemption to citi-
zens of the United States nonresident in
such foreign country and to corpora-
tions organized in the United States,
shall not be included in gross income.
Forelgn countries which either impose
no income tax, or, in imposing such tax,
exempt from taxation o much of the in-
come of a citizen of the United States
nonresident in such foreign country and
of a-corporation organizzd in the United
States as consists of earnings derived
from the operation of & ship or ships
documented under the laws of the United
States are considered as granting an
equivalent exemption twithin the meon-
ing of this section.

A nonresident alfen Individual not en-
gaged in trade or business within the
United States at any time within the tax-
able year is not required to include in
gross income such income from csources
within the United States as is derived
from the operation of a ship or ships,
whether or not the foreign country un-
der the Jaws of which such ships are
documented meets the equivalent ex-
emption requirement of the Internal
Revenue Code.

Soe. 213, DonucrioNns.

(a) General rule. In the cace of o non-
resident alien individuanl the deductions shall
be allowed only if and to the extent that
they are connected with Income from gources
within the Uafted States; and the propar
gpportionment and allecation of the deduc-
tions with respect to sourees of income within
and without the Unlted States chall ke de-
termined as providad in coctien 118, under
rules and regulations preceribed by the Come
missloner with the npproval of the S2cretary.

(b) Losses. (1) The dcduction, for locses
not connected with the trade or buclnecs if
Incurred in transactions entered into for
profit, allowed by stetlon 23 (e) {2) eball ka2
allowed Whether or not connceted vith in-
come from rources within the Unitcd States,
but only if the profit, if such transaction had

ember 4, 1943
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resulted In g profit, would be taxoble undsr
this chspter.

(2) Th2 deduction for loz=cs of property
not connected with the trade or business™ig
arising from ccrtaln cosualdles or theft, al-
lowed by cection 23 (e) (3), zhall be allowed
whether or not connected with fncomsa from
cources within the United States, but only i
the 23 15 of property within the United
Statex,

(c) Charitable, etc., coniributions. 'Tha
co~called “choritable contribution™ deduce
tion allowed by coction 23 (o) shalt ke al-
lowed whether or not connected with incoma
from cources within the United Siates, bub
only as to contributlons or gifts mads to
domestle corporations, or to community
chests, funds, or foundations, created in the
United States, or to the vacational rehabili=
tation tund.

§23.213-1 Deductions allowed non-
resident alien individuals—(a) No
United States business—(1Y General
rule. In general, 2 nonresident alien in-
dividual not enzaged in trade or busi-
ness within the United States at any
time during the taxable year is not al-
Iowed any deductions, the tax being im-
pesed upon the amount of gross income
recefved.

(2) Aggregate more than $15400. A
nonresident alien individual (other than
o resident of Canada) nof engaged in
trade or business within the United
States at any time during the taxzable
year and deriving for such year more
than $15,400 gross amount of fixed or
determinable annual or periodiczl in-
come from sources within the United
States is allowed for such year enly such
deductions as are properly allocable to
such income. He is also allowed the
contributions or gifts made within the
taxable year whether or nof connected
with income from sources within the
United States but only if made to do-
mestic corporations or to commumity
chests, funds, or foundations created in
the United States of the type spzeified in
section 23 (o), or ta the vocational re-
habilitation fund subjzct fo the limita-
tions provided in szction 23 (o).

(b) United States business. In the
case of a nonresident alien individual
vzhio at any time within the taxable year
vzas encaged in trade or business within
the United States the deductions allowed
by section 23 for business expzansss, in-
terest, taxes, lozses in trade, bad debts,
depreciation, and depletion are allowed
only if and to the extent that they are
connected with income from sourcss
within the United States. (See alsosec~
tion 215) In the case of such taxpay-
ers, however, (1) losses sustained during
the taxable year and not compensated
for by insurance or otherwise, if incurred
in any transaction entered info for prefit,
although not connected with the frade
or business, are (if otherwis2 allowable)
deductible only if and {o the exfent that
the profit, if such transaction had re-
sulted in a profit, would have bean fax-
able as income from sources within the
Onited States; (2) losses sustained dur-
ing the taxable year of property not con-
nected with the trade or business if aris-
ing from fires, storms, shipwreck, ar
other casualty, or from theff, and if nof
compensated for by insurance or other-
wise, are deductible only if the property
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' States of personal property or real prop-
erty locgted therein.

(b) Resideant jforeign 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 apnual or peri-
odical income referred to in sectior 23
(2), 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 ex-
empt from taxation by statute or treaty
or which are not taxable by the Federal
Government . under -the Constitution.,
(See section 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, tofnmission agent, or
custodian is not merely by reason of
such trensactions considered as being
engaged in trade or business within the
‘United States which would cause it to be
clessed as a resident foreign corporation.
However, a foreign corporation which at
any time within the taxable year is
otherwise engzged in trade or business
in the United States, beirg a resident for-
eign corporation, is taxable upon all in-
come derived from sources within the
United States, including the profits re-
alized from such transactions. A resi-
dent foreign corporation is also required
to include in its gross income czpital
-gains, gains from hedging transactions,
and profits derived from the sale within
the United States of personal property,
or of real property located therein.

§29.231-3 Ezclusion of earnings of
foreign ships from. gross income. A resi-
.dent foreign corporation may exclude
from gross inconte 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 ex~
tent as provided in §29.212-2 with re-
spect to nonresident alien individuals.

A nonresident foreign corporation is
not required to include in gross income
such income from sources within the
United States as is derived from the op-
eration of 3 ship or ships, whether or

snot the foreign country under the laws
of which such ships are documented
meets the equivalent; exemption require-~
ments of the statute.

Sec. 232. DEDUCTIONS.

(a¥ In general. In the case of & foreign
corporation the deductions sheall be allowed
only if and to the extent ithat they are con-
nected with income from scurces within the
United States; and the proper epportionment
and allocation of the deductions with respect
to sources within and without the United
States shall be determired as provided in
section 1197 mfiler rules and regulations-pre-
scribed by the Commissioner with the ap-

. proval of the Secretary. .

(b) Charitable, and so forth, contributions.
The so-called “charitable contribution” de-
duction allowed by section 23 (q) shall be
sllowed whether ar not cannected with in-
come from sources within the United States.

 §29.232-1 " Deduclions allowed foreign.
cornporations—(a) Nonresident foreign
_-corporations. A nonresident foreign cor-
poration is not allowed any deductions
No.218—-18
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from gross income from sources yithin
the United States, the tax being imposed
upon the amount of gross income re-
ceived. (See §23.231-1)

(b) Resident foreign corporations. A
resident foreign corporation is allowed
the same deductions from its gro-s in-
come grising from sources within the
United States as are allowed o domestic
corporation under section 23 to the ex-
tent that such deductions are connected
with such gross income, except that the
so-called charitable contribution deduc-
tion allowed by section 23 (q) is allowed
whether or not conmected with income
from sources within the United States.
The proper apportionment and alloca-
tion of the deductions with respect to
sources within and without the United
States shall be determined as provided in
section 119. As to foreign life insurance
companies, see § 20.201 (b)-2, Astofor-
eien corporations formed or evailed of
to avold suriax, see § 23.102-4, Astoper-
sonal holding companies organized inder
the laws of foreisn countries, see
§ 29.505-1. As to foreign personal hold-
ing companies, see sections 331 to 340,
inelusive, and §§29.331-1 to 29.339-3,
inclusive.

Sre, 233, ALLOWANCES CF DILUCTIONS
CIEDITS.

A forelgn corporation shall receive tho ten-
efit of the deductlons and credits allowed
to 1t in this chapter only by flling or cauiing
to be filed with the collcctor o true and ac-
curate roturn of its total income roceived
from oll sources in the United States, In the
manner preserfted in this chapter: including
therein all the information which the Came-
missioner moy decm nececsary for the calcu~
Iation of such dcductions and credits.

§29.233-1 AHowance of deduclions
and credits. ‘The heneflt of the deduc-
tions and credits allowed a resident for-
eien corporation can he had only by
filing or causing to be filed with the col-
lector a true and cccurate return of its
total income received from soprces
within the United States, Only items of
interest and dividends included in grozs
income may be credited under section
26 (a) and (b). Inasmuch as a nonresi-
dent foreign corporation is tazzable under
section 231 (2) only upon fized or deter—
minable annual or pericdical grocs in-~
come received from sources within the
United States, such foreizn corporation
may not receive the benefit of the deduc-
ti;ons and credits by filing a return of

come.

Sec, 234, CREDITS AGATIST TAX [09 omended
by sec. 505, 2d Rev. Act 1840],

Forelgn corporations ghall not ba allowed
the credits against the tox for taxes of forelon
countries and postessions of the Untted States
ellowed by ecction 131, A forelgn corporation
chall ha allowed £3 o credit agalnct §ts tox
the amount required by cection 358 to bo
pald by the poreonal corvice cerporation of
which it Is o sharcholder with xcspiet to its
tax lability under Supplement S,

See. 235. RETURNS.

(a) Time of filing, In the cose of o forelgn.
corporation not having any cfiica or pleee of
buzlness in the United States the returmn, In
lien of the time preccribed In cecticn &3
() (1), thall be mode an or befcre tho
fifteenth day of the cixth month fellovinsg
the cloze of the ficenl year, or, if the retumn
is made cn the kasis of the calender year
then on or before the fifteenth day of Juro.

AXD
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If any fore!zn earporztion has no offize or
placo of budiness in the United Siafes hus
hos an azent in the United States, the return
chall ke made by the agent.

(b) Eremption from requirement. . Subject
to such condttions, Hmitations, and execep-
tions ond under such regulations a3 may be
preseribed by the Commissioner, with the zp~
proval of the Socretary, corparations subjzch
to the tax imposed by coction 231 (2) may
be exemnted from the requirement of filinz
returns of such tax,

$29.235-1 Time and mlace for filing
returns of Jforeign corporations—<(a)
Nonresident foreign corporelions. The
retwrn in the case of a nonresident for-
elcn corporation must be made on or ba-
fore the 15th day of the sixth month fol-
lowing the close of the fiseal year, or, if
the return is made on the basis of a cal-
endar then on or hefore the 15th day of
June. If a nonresident foreign corpora-
tion haos an agent in the Unifed Stafes,
the return shall be made by the agent.
The return must be filed with the collec-
tor of internal revenue, Balfimore, 24d.
(Sze section 53 (b) (2)) For failure fo
make and file a yefurn within the time
prezeribed, cee section 291. Forcasssin
yhich no return is required, sze § 23.235—
2 (g). TFor provisions relating to cextain
cases in which the time for filiny the re-
turn is pcstponzd by reason of the war,
see Part 472 of this chapter,

®) Resident foreign -corporations.
The return in the easz of g rezident for-
eln corporation, in liew of the fima pre~
geribed in szction 235, shall b2 made on
or before the 15th day of the third month
followinz the close of the fiscal yeor, oo
on or before the 15th day of Xiarch if on
the basis of the calendar year. -(Sza
section 53 (a) (1).) If the return is for
o fractional part of a year, it shall ha
filed af the time prescribed in § 29.53-1.
The return must be filed with the col~
lector of internzl revenue for the disirict
in which the resident foreizn corporz-
tion has its principat place of business or
principal office or agency in the Unifed
States. (Sze section 53 (b)Y €2).) For
failure to'make and file a refurn within
the time prescribed, see secfion 291. For
provisions relating fo certain casss in
which the time for filinz the refurn is
postponed by reason of the war, see Part
472 of this chapter.

§29.235-2 Refurn of irecme—(a)
Nonresident foreign corporations. If the
tax lizbility of 2 nonresident foreign cor-
poration is fully satisfied at the source
a return of income is nof required. A
nonresident foreign corporation shall
make or have made g relturn on Form
11200B with respect to that portion of
its income received frem sources within
the United States consisfing of interest
on so-called tax-frea covenant boads o
which a tax of only 2 percent was with-
held at the source, and with respact fo
any other fized or determinable annual
or periodical income upon which the tax
was not fully satisfied at the source, in-
cluding dividends received from a fore-
eizn corporation which are treated asin~-
come from sources within the United
States under gection 119 @ ) @R,
and shall pay the balance of the tax
shewn to be due.
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