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issing 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 price is gain
or income for the taxable year.

(3)- (@) If bonds are issued by a corporation at a discount,
the net amount of such discount is deductible and should
‘be- prorated- or amortized over the life of the bonds. (bi
If the corporation purchases any of such bonds at a price
in excess of the issuing price plus any amount of discount
already deducted, the excess of the purchase price over the
issuing price plus any amount of discount already deducted
(or -over the face value minus any amount of discount not
vet deducted) is g deductible expense for the taxable year.
(e) If, however, the corporation purchases any of such bonds
at g price Iess than the issuing price plus any amount of
discount already deducted, the excess of the issuing price,
plus any amount of discount already 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.

(4) -(@) I bonds were issued by a corporation 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. (b) If the corporation purchases any
of such bonds at 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. {c¢) If, however,
the corporation purchases any of siich bonds at a price less
than the face value, the excess of the face value over the
purchase price is-gain or income for the taxable vear.
_- ArRT.~22 (2)-19. 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.
If, then, a corporation sells its capital assets in whole or in
pard, it shall include in its gross-income for the year in
which the sale was made the gain from such sale, computed
as provided in sections 111-113. If the purchaser takes over
all the-assefs and assumes the liabilities, the amount so
‘assumed is part of the selling price.

ART. 22 (2)-20. Income to lessor corporation from leased
property—If g corporation has leased its property in con-
sideration that the lessee shall pay in lieu of other rental
an amount_equivalent to a certain rate of dividend on the
lessor’s capital stock or the interest on the lessor’s outstand-
ing: indebtedness, together with taxes, insurance, or other
fixed charges, such payments shall be considered rental pay-
ments and shall be returned by the lessor corporation as in-
come, 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
management and control, or has ceased to ehgage in the
business for which it was originally organized, will not relieve
it from liability to fhe tax. While the payments made by
the lessee directly to-the bondholders or sharecholders of
the lessor are rentals as to both the lessee and lessor (rentals
paid in one case and rentals received in the other), to the
bondholders and the shareholders such amounts are interest
and dividend payments received as from the lessor and
as such shall be accounted for in their returns.

ART. 22 -(a)-21. Gross income of corporation in liguida-
tion—When-a corporation is dissolved, its affairs are usually
wound up by & receiver or trustees in dissolution, The cor-
porate existence is continued 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 property by them
are to be treated.as if made by the corporation for the pur-
pose of ascertaining the gain or loss. No gain or Toss is
Tealized by a corporation from the mere distribution of its
.assets.in kind in partial or complete liquidation, however
they may have appreciated or depreciated in value since
their 'acquisition. But see section 44 (d) and article 44-5.
_(See further article 52-2.)
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IS:c. 23, Gross Income.)

b) Ezelusions from gross ineome—The following items shall
not be included in ;oS Income and shall be exempt from taxa-
tlon under this title:

Ant. 22 (b)-1. Ezemptions—Exclusions from gross in-
come~Certain items of income specified in section 22 (b
are exempt from tax and may be excluded from gress in-
come. These items, however, are exempt only fo the extent
and in the amount spacified. o other items are exempb
from gross income except (1) those items of income vwhick
are, under the Constitution, not tazable by the Federal Gov-
crnment; (2) those items of income which are exempt from
tax on income under the provisions of any Act of Congress
not inconsistent with or repealed by the Ack; (3) the income
exempted under the provisions of section 116. Since the
tax is imposed on net income, the exempiion referred to
above is not to be confused with the deductions allowed by
section 23 and other provisions of the Act fo be made from
gross income in computing nef income. As fo other items
not to be included in grozs income, see sections 112 and 116
and Supplements G, H, I, and J.

[Sec, 22, Grocs Income.]

[(b) Ezclusions from gress income—~—The following items shall

not bhe Included In gros income and shall be exempt from taza-
tion undce this title:} -

(1) Life {nsurancc—Amounts recejved under a life insurance
contract pald by ycooon of the death of the insured, whether in
a slngle cum or othertidce (but If such cmounts are held by the
insurer under an agrcement to pay interest thereon, the interest
payments chall b2 insluded in gros income);

Ant, 22 (b) (1)-1. Life insurance-—Amounts paid by reason
of the death of the insured—The prdceeds of life insurance
policies, pald by reason of the death of an insured fo his
estate or to any beneficlary (individual, partnership, or cor-
poration, but not o transferee for valuable considerationy.
directly or in trust, are excluded from the gross income of the
beneficlary. While it is fmmaterial whether the proceeds of
a life insurance policy payable upon the death of the insured
are paid to the beneficiary in a sinzle sum or in installments,
only the amount paid colely by reason of the death of the
insured is exempted. ‘The amount exempted is the amount
payable had the insured or the beneficiary not elected to
exercise an option to receive the proceeds of the policy or
any part thereof at o later date or dates. If the policy pro-
vides no option for payment upon the death of the insured,
or provides only for payments in installments, there is ex-
empted only the amount which the insurance company
would have paid iramediately after the death of the insured
had the policy not provided for payment at a later date or
dates. Any increment thereto is taxable. In any mode of
scttlement the portion of each distribution which is to b=
s0 included in grozs income shall be determined as follows:

(@) Proceeds hield by the fnsurer—If the proceeds are held
by the insurer under an agreement (whether with the insured
or with o beneficiary? to distribufe either the increment to
such preceeds currently, or the proceeds and incremenf in
equal installments until both are exhausted, there shall be
included in grozs income, the increment so paid to the bene-
ficlary, or so credited to the fund in each year by the insurer.

(b) Proceeds payable in installments for a fized number of
years—If the proceeds are payable in installments for z
fixed number of years, the amount that would have been
payable by the Insurance company immediately upon the
death of the insured (if pavment at a later date had not
been provided for) is to be divided by the fotal numbsr of
installments payable over the fixed number of years for
which payment is to be made, and the quotienf represents the
portion of each installment fo be excluded from gross income.
The amount of each installment in excass of such excluded
portion is to be included in gross income. For example, if,
at the insured’s death, $1,000 would have been payable in a
single installment, but 10 equal annual payments are made
in lieu thereof, the portion of the installment received during
any taxable year to be excluded from gross income is $100
(61,000 divided by 10). Any amount received as an install-
ment in excess of $100 is to be included in gross income.
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profits. In determining the source of a: distnbutron,: con-
sideration should be given first; to’ the earmngs ot proﬁts of
the taxable yéar® second, to the earnings or profits accumu-
lated 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 earmngs or profits of
that year; third, to the earnings or proﬁts accimulated prior
to March 1, 1913, only after all the ea.rnings or proﬁts of the
taxable- year and.all the. earnings or profits accumulated
sidce February 28, 1913, have.béen distributed; and, fourth,
to sources other than earnings or profits only after the earn-
ings or profits Have been distributed. oo

If the earnings or profits of the taxable year: (computed as
of the close of the year without d1m1nut1on by reason,of any
distributions made during the year and without regard to the
amount of earmngs or profits gt the time of the distribution)
sre sufficient in amount to cover‘ alI the dlstnbutmns made
during that year, then each distribution is a-taxable dividend.
(See article 115-1.) ' If the chstnbutxons madé-during the tax—
able yéar ext:eed the earnings 'or’ profits of such year, theu
that proportion of each distribution which the total of -the
earnings or profits of the year bears to the total distributions
made during the year shall be regarded as ouf:.of the earn=
ings or profits of that year. .The portion of each such dis=
tribution which'is not regarded ss-oub of garnings or profits of
the taxable yed? shall be considered a-taxable dividend to the
extent of the earnings or profits accumulated since February
28, 1913, and-available on’ the date 6f the- dlstnbutxon‘J In
any case ir'which it ig necessary to determine '{he. amount of
earnings or proﬁts aceumulated sifee. February 28; 1913,-and
the actual earnings or.profits tothe’date of a distnbutmn
within any taxable year (whether beginning before’‘January
1, 1936, or, in the case of an operating deficit, on or dafter that
date). cannot, be shown, the earnings and :profits for the year
(or accounting period;-if less than g, year) in which the dis~
tribution. was made shall be prorated:to.the date-of the dis-
tribution not.counting, the date on which the distribution was
made. The provisions of this article.may he illustrated hy.the
following example: .
Exdinplé—Ab the beFintiing of the’éaleridar year ‘1936, the
M Corporation had $12,000 in earmngs and proﬁts accumu-
lated” gince February- 28, 1913 Its” earnings -and proﬁts for
1936 amounted fo $30,000." Difing the yedr it matfe quarterly
distributions of $15,000°each. - Of ‘eadh of the four distribu-
tions made, $7,500 :(that portibn: of£$15,000 which thé dimount
of $30,000,,the total earnings and profits,of the taxable yeay;
bears to $60,000, the’ tptal dxstnbutlons made during the year);
was paid, out,of the earnings, and pmﬁts of - the ta,xab;le year;
and of, the first; -and second distributions,: 1$7,500, and . $4,500;
respectlvely, Werepa1d out of the egrnings and proﬁts accumut-
lated after February 28, 1,913, -and.prior to the taxable year,
as follows:, . .
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Any distnbutmn by a corporatxon out ‘of eammg‘s or proﬁts
accumutated prior to March 1, 1913, or'out of increase in valug
of property accrued prior to Mareh 1, 1913 (Whethe# or viot
realized by sale or other disposition; and, if reallzed Whether
prior to or on of affer March 1, 19135 1s not a chvidend
within the meaning of T1t1e I

ArT, 115-3. Eammgs or' Drofits, —In determzmng “the
amount of earnings or profits (Whether of the taxable yeai'
or accumulated since Februaty 28, 1913, or accumulated prmr
to March 1, 1913) due consideration miist be given to the
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facts, and‘mere bookkeeping entries increasing or decrkasing
surplils will not be’ conclusive, ‘Amotig the items'entering
into the computstion of corporate earnings or profits for a
particular period-are all income exempted by statute, income
not taxdble by the Federal Government under the Constifu-
tion, as well as all itets includible in' gross intome under
section'22 (a) of the Actor corresponding provisions of prior
Acts: Gains and Josses within the purview of section 112
or correspoudmg provisions of prior Aects are¢ brought info the
eathings and profits at the time and to the extent such gaing
and TosSes are recognized under that 'section. Interest on
Staté bonds and certaii other obligations, although not taxs
able when received by & corporation, is taxable to the same
exfent as other dividends when' distributed to shareholders
in the form of dividends.

In the case of a corporation in which depletion is a factor
in the determination of income, the only depletion deductions
to be considéred in the computatioh of egimings or profits aro
those based on (1) cost.or other basis, if the depletable asset
was acyuired subsequent fo February 28, 1913, or (2) adjysted
cost or March 1, 1913, value, whichever is higher, if aequired
prior to March 1 1913. - ‘Ihus, discovery and percentage de-
pletion underall Revenue Acts for mines and oil ahd gig
wells should not be taken into consideration in computing the
ea,rnlngs or profits of & corparation. .,

- A-loss-susttiined for a yea¥ prior to the ta*«ruble yedr does
not affect the earnings or profits of the taxable year. How-
giver; in determining the earnings or profits accumulated since
February 28, 1913; the excess of o loss sustained for o year
subsequent t6 February 28, 1913, over the undistributed earn-
ings'or ‘proﬁts accumulated since Februory 28, 1913, and prioxr
to the year for-which'the loss was sustained, reduces surplus
as”of March 1,'1913] to the extent of such eéxedss. Ahd, if
the surplus as of Mazch 1, 1913, was sufficient to absorb such
excess, distributions to sha.reholders after the year of the loss
are outof earnings of profity accunulated since the year of
the loss to the extent of such earnings.

“With, respect. fo the effect on the earnings or proﬂts ace
cumulated sincg Febraary 28, 1913, of distributiohs made¢ on
or after January -1, 1916, and prior to' Augtst 6, 1917, ont of
earnings or profits accumtlated: prior fo March 1, 1013, which
mstmbutrons were specifically- declared to ‘be out of eamings
or ,proﬂts accumulated prior o March 1, 1913, sée sestion 31
b) .of the Revenie Act. of 1916, as aménded by settion 1211
of the Revenue Act of 1917. 7 « -

“Ary; 11514 Distributions gther than a dwidend -—Under
sectxon 115 (dj, any disttibution (including a distribiition out
of earnings or proﬁtsaccumulated before Maroh 1, 1913) other
than ot

Coaowdldin, e "r"' . et !
. (1Y £ dmdena (see a:rtioles 115-1 and 115—2)‘ ‘
1 @) a aistiibution out of increase in value of property ac-
crued prior £6 March 1,.1913 (see article 111-1), or
(38 dxstmbution in partial or complete lquidation. (see
, article 115-5)"

shall ' be anplied agamst and feduce the admsted basis of the
stock provided 'in.section 113 and ‘shall be taxable to the' p (-1
cipient :if, and to the extent that, such distribution exceeds
such basis. ‘The provisions of this article are applicable. to
such distfibutions received by one corporation from gnotherx
corporatlon. :

-Example~In 1936 the M Corporation purchased certain
shares of stock in fhe O’ Corporation for $10,000. During
that year the M Corporation received s distribution from
the O Corporation of $2,000 paid out of earnings or profits
of the..O Corporation accumulated prior to March, 1, 1913.
This distribution. must be- applied by the M Corporation
against' the basis of its stock in the O Corporation reducing
such’ basis to' $8,000.. The $2,000 does not constitute a part
of the earnings or. ‘profits of the M Corporation. If the M
Corporation :subsequently sells the stock of the O Corpora-
tion for $9,000, it realizes a gain of $1,000, which constitutes
a part.of its earnings or profits for the year in which the
stock is sold. If the distribution had amounted to $14,000,
the gain ‘of $4,000 would be taxable to the I Coarporation
and would have constituted a part of the earnihgs or profits
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ernment is not e*{empt from mcome tax.
118'(a).) ‘

, Arr, 116-2. Compensatwnof State oﬂicers a,nd ejnployees—
;'I‘he opera.tlons of a State or-political subdivision -thereof
essential. to the: exercise of:' its governmental furctions, a.nd
which only the Stafe or the political” subdivision can’ do
itself, are exempt from Federal taxation. Compensation
received' for services ‘rendered {9 a’ Stabe or a political sub-
diviston thereof 1§ t0 be included in Bross fncome unless (a)

he- person recewes -such. compensatxon ‘from the State or
political subdivision as an officeror>employeethereof,’ and
(b) the services are rendétred in connectlon ‘with the exer-
cise of an essential goverhmental function.  The comniissions
of receivers nppomted by .State. courts and the fees frecelved
by notariesapubllc are taxable,: ° -

 'One 15 not 41 o f(;er ‘or eniployee of, 3 State orof a politxcal
subdivision .thereo melely by reason of Iendermg services
to the State or, subd1v1s10n and receiving compensatlon
therefor.: ;PexSo,ns eriployed. by ‘a State, or. pohtlcal subdi-
vision thereof,-under. a. contract for the. rendenng of serv-
jces of a special nafure;” such ay those performed by a
consulting: engineer -who is employed to advise a State or
pohtical subdivision thereof with respect to water supply or
setyags disposal systerts, whose duties are prescribed by the
contract and whose work is not of a pérmanent or continu-
ous character; are.not officersor employees of the State.

_ If all or part of tﬁe compensa.tmn of-an officer- or employee
of a State or “political” subdlvisxon thereog is pa.1d d.lrectly
or indirectly by the United States, such compensatxon (or
o) rt) is taxable, as, for.example, any oompensa.tlon pa1d by

United States torofficers.of the National Guard of a State,
or compensation 'paid by-a State to officers or- employees. of
an agﬂcu]tural school or college Wholly ‘or partly out Jof
grants from the United States: ™ ' ..*

Art. 116-3. Bridges io be acquzred by State or polztzcal
subdivisionsi—~(1)~ Any-Stite ‘or pohtxcal subd1visxon théreof
claiming'a ‘refund uniier the''provisions of sectmn 116" Ce) ‘of
an améiint equai o' au or a portion’of’ any mcome tax levied,

{But 'see section

agsessed, collBetéd, 'aﬂd""aid in thé' manner ‘and- at the rates.

preseribéd in Tltie I, sh‘all ﬁle a'claim ‘therefor-6ii’' Form 843
to which therd'shall ‘be attdched “as exhibits'/the _matter
hereinafter prescnbed) ‘with*the collector of mtemal reve-
ive for the distriét’ in which ‘the tax’ Was paid, wHich'‘élaim
hall be execiited *oh’ behalf of sueh'state or political sub-
divisidn theréof by the tréasures” or‘othef’ ﬁscal officer thereof
anh shall contalh" EERCREE IR

[N TN bt
(é) A statementr of‘ .the nameqof the ta.xpayer, of the
amount of ;tax levied, assessed, collected, and paid for the
taxable year or, penod in respect of., -which the, claim, is
_made;.and the amount of refund thereby:soughts, .- .,
(b) A full stafement of; the facts con51dered by. the ;claim-
ant. sufficient to,entltledt t0 receive, the. refund ~mcludmg
.. copies of all contracts and other; 1o’locumente bearmg¢ pn.the
., case, and, a statement. _that- theJclalm is; submtted under
the provisions of sectlon 116 (e); RS T
., {e), A showing.which wﬂl estabhsh t0. the. sa.tlsfactlon of
theiCommissioner. that the fiscal oﬁicer presentmg the claim
_.1hgs authority toreceive the. amount of the refund on behah
| .of the State or;political subdiyision which he . assumes; to
. represent :and. to.apply, without delay the entire; :amount, of
,such. refund,in part payment for the acquxsxtlon of such
., bridge, including copies- of the:laws, ordinances, or similar
.. enactments considered by‘the claimant sufficient to, estab-~
. lish, its. authority to-receive: the refundand so to applm it,
. together with a statement that such ﬁscal officer will receive
and immediately so apply the entlre amount of the refund,
anduv',\ L AT 1R A CITEM|
. (d). An aﬁidavxt made by or on ;behalf of, the taxpayel)
. which afiidavit shall state that, the, taxpayer thereby- joins
.with and concurs in the request-of the State,or political sub-
. division thereof that a.refund of an .amount egual;to ail ora
.portion of the tax previously pald»by such-taxpayer be made
.to such State or political -subdivisiony -that.the: taxpayer
.agrees, to receive fhe:amount refunded from “the State.or
o political subdivision o which it is paid: and-immediately to
_ apply: the entire amount;of ;such refund in part payment for
the acquisition of such br 1d°e, and that if for any reason the
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~ contract-which is the bdsis of the claim for refund is not
fully executed and performed; the taxpayer will repay to
the United States upon its demand the entire amount of
the refund with interdst at 6 percent per annum from the
date the refund ismade without seeking or olaiming the
benefit of any statute of limitations which prior thereto may
have run against the United States. .

(2) No refund shall be made of any amount in excess of the
amount of the tax levied, assessed, collected; and paid by the
taxpayer for any taxable year or period." A sebarate ‘claim
shall be made in respect of each separate taxahly year or
pericd. If by the terms of the contract .on which the claim is
based two or more States or political subdivisions of a State or
States are entitled to acqmre the bridge, theé 'claim for" refund
in respect of eéach separate ‘taxable year or period must be
miade Jomﬂy by the States or political subdivisions thereof so
entitled. The amount refunded under section 116' {e) and
this article is nof considered an ¢verpayment withid the
meahing of sectlon 614 of the Revenue Act of 1928 (paragraph
37 of the Appendix to these regulations), relating to interest
on overpayments, and no inferest shall be allowed ar Pald
upon the amount of thé refund.

(3) A check or voucher in payment of a claim for- refund
auowed under section 116 (e) will be drawn in the name of
the fiscal'officer or officets having authority, as established
under paragraph (1). (¢) hereof, to receive the same, and will
contain an express provision that it is issued for the sole pur-
pose’ and subject to-the condltions presorlbed in that sectlon
and this article. '@

[ CHAPTER XVII

C'apztal Gams and Losses ‘

?r:;f. C%;1'1. Cn;pitczzl Gz;lilns and. Losse&

a eneral rule—In the case of a taxpayer other than a co -
poration, only the following percentages of the‘galn ox loss recoé-
nized upon the sale or exchange 614 capital ctsset shall bo takon
mto account in computing net mcome.

. 100 per centum if the capital asset has bocn hold for nob moro
. ‘than 1 year; . ,

80.per centum if the capltal assat has been held for moro tlmn
1 year. but not for more-than 2 years;.. .* l

60 per centum if the capital asset has ‘been hald for moru tnnn
_ 2 years but not for more than 5 yearsy .
. 40 per centum if the capitalrasset has bden held for mdro thtm
< b.years bug not forx . more than 10 yeaxs; .. -

1032' per;centum if the capltal asset has been hold for moro tlmn

- ears,. § . IR

(b). Definition of capital assets ——r‘or th purpo eg 'of thily title,
"ch ital assets” means property held by th?e tb,xpayer (whather or
mot; connectdd with his trade or business), put dges ndt include
stock 11 'trade of the takpayér ot- c;g:\er property of o kind which
would properly be included In the ihventory, of. the taxpayer g on
hand 'at the cidse of the taxabie yeat, oy px'of:exty held by the, t
payer, primarily for sale to customers in the drdidary coursg af
trade of business.

. (€) Determination of period Jor'1ohich held.—For the’ purposo of
subsactlon (8)——-‘ ‘

(J.) In.determining tha period fox' which the taxpayor hns hold
. property’ received on an exchange tliers: shall be inecluded tho
.. perlod for .which he held the property exchanged, if under the
provisions of section 113, the property received has, for the pur
pose of determining galn or loss from a sale or exchange, the samo
basls in whole or in part In his hands- a5 the property oxchqngml.

(2) In Heterniining the perjod for which the thxpayer hay held

- property however a¢quired there shall be included the perlod for
which Such property was held by any other persoh, if under tho

.t provisions- of section. 113, such property has, for tho purpose of
‘determining gain orlosg from a sale or exchange, tho sama basls
. in whole or in part in his hands as it would have in tho hands

- of such other person. .

.+ (3) In determining the period for which. tho taxpayor has hold

, stock or securities received upon.a distribution whore no gain
‘was recognized to the distributee under the provisions of section

v 112 (g) of tiie Revenue Act of 1028 or tha Rovenue Act of 1933,
. there shalli be included the period for which he hald the stock or

. gecurities in the distributing corporation prior to the xecolpt

. of the stock or securities upon such distribution.

. (4) In determining the period for which the taxpayer has hold
stock or securities the acquisition of whioh (or tho contract or
option to-acquire which) resulted in the nondeductibility (under
‘section 118. of this:Act-or section 118 of the Ravenuda Aot of
. 1928 or the -Revenue Act of 1932 or the Revonue Act of 1934,
relating to wash sales) of the loss from the.sale or other dlspo-
sition ‘of ‘substantially identical stock or seourities, theore:shall be

, includedithe period for which he held the stock or sequritiea tho
loss from the sale :or other disppsition of which wes.not
deductible.
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become a nonresident alien subsequent to its receipt and
prior to the close of the taxable year. Conversely, income
received by a nonresident alien from sources without the
United States is not taxable though such person may hecome
a resident alien subsequent to its receipt and prior to the
close of the taxable year.

;. (@) No United States business or office—A nonresident
alien individual not engaged in trade or business within the
United States and not having an office or place of business
therein at any time within the taxable year is taxable oniy
on gross income from sources within the United States con-
sisting of fixed or determinable annual or periodical income.
His taxable income does not include profits derived from
the-effecting of transactions in the United States in stocks,
securities, or commodities (including hedging transactions)
through g resident broker, commission agent, or custodian,
or profits derived from the sale within the United States of
personal property or real property located therein,

(D) Uniled 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 specified 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
statite or {reaty or which are not taxzable by the Federal
Government under the Constitution. (See sections 22 (b),
112, 116, 119, and 212 (b))~

- In-general, any nonresident alien individual who performs
personal services within the United States is considered as
being -engaged in frade 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 “en-
gaged 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, foreien
partnérship, or foreign corporation, not engaged in trade or
business ‘within the United States, by & nonresident alien in-
dividual temporarily present in the United States for a period
or-periods not exceeding a total of 90 days during the tazable
year and whose compensation for such services does not ex-
ceed in-the ageregate $3,000. Such compensation is not in-
come from sources within the United States. (See section
119 (@) (3).) As to the exclusion from gross income of the
official compensation received by employees of foreign gov-
ernments see section 116 (h). - '

The effecting- of transactions in the United States in
stocks, securities, or commodities (including hedging transac-
tions) through a resident broker, commission agent, or cus-
todian- does not bring a nonresident alien individual within
the class of nonresident alien individuals engaged in trade
or business within the United States, but if 2 nonresident alien
individual by reason of rendering personal services in the
United States, or for other reasous, is classed as a nonresident
alien individual engaged in trade or business within the
TUnited-States or having an office or place of business therein,
he-is taxable upon all income from sources within the United
States, including profits derived from the effecting of such
transactions. -Such a nonresident alien individual is required
to include in gross income capital gains, gains irom hedging
transactions; and profits derived from the sale within the
United States of personal property, or of real property located
therein.. . L .

" Art, 212-2. Exclusion of earnings of foreign ships from
gross income—So much of the income from sources within
the United States 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 as consists of earnings derived from the operation of a
ship or ships documeénted under the laws of a foreign country
which grants an equivalent exemption to citizens 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. Foreign countries which either impose no in-
come fax, or, in imposing such tax, exempt from taxation so
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much of the income of o citizen of the United States nonresi-
dent in such forefgn countyy and of a corporation organized
in the United States as consists of earnings derived from the
opzration of a ship or ships documented under the 1aws of the
United States axe considered as granting an equivalent exemp-
tion within the mconing of this article.

A nonresident alien individual not engaged in trade or busi-
ness within the United States and not havine an office or
place of buciness therein at any time within the taxable year
is not required to include in grozs income such income from
cources within the United States as Is derived from the opsra~
tion of a ship or chips, whether or not the foreizn country
under the laws of which such ships are documented meets.the
equivalent exemption requirement of the statute.

8o, 2i3, Doductions—~—

() General rule—~In the cac2 of a nonrcsldznt allen Individual
the deductions chall ba allowed only if and to the extent that they
are connected with income from cources within the United States;
and the propcr apportionment and allgeation of the deductions with
respect to courees of income within and without the United States
chall be detcrmined o5 provided in coction 119, undser rules and
gcgm?;!r;m preeribed by the Commicsioner with the approval of the
<eere . -

(bL) LoIe5—

(1) The deduction, for 102025 not connected witk the trade or
busincos if ineurred in trancactions entered inta for profit, allowed
by coction 23 (e) (2) chall b2 allowed whether or not connected

7ith jncome from cources within the United States, but only if
the proflt, if cuch trancaction had resulted in a profit, would ke
tazable undcr this title,

(2) The dcduction for 102325 of property not connected with
the trade or business If arlcing from certain casualties or theft,
allowed by coetion 23 (e) (3), shall be allowed whether or not
connected with income from cources within the United States,
hut only it the lc25 15 of praperty within the United States. -

(c) Craritable, cte, contributions—The so-callad “charitable con-
tributfon” decduction olloved by cection 23 (o) shall bz alloved
whether or not connccted with income from Sources within the
Dnited States but only as to contributions or gifts made ta domestic
corporations or to community chests, funds, or foundations, created
in the United States, or to the vocational rehabflitation fund.

Art, 213-1. Deductions allowed nonresident alien individ-
uals—(a) No United States business or office—A nonresident
alien individual not ensaged in trade or business within the
United States and not having an office or place of business
therein at any time within the taxzable year is not allowed
any deductions, the tax being imposed upon fhe amount of
gross income received. (See article 211-7.)

() United States business or office—In the case of a
nonresident alien individual who at any time within the fax-
able year was engoced in trade or business within the
United States or had an ofilce or place of business therein
the deductions allowed by section 23 for business expenses,
interest, taxes, losses In trade, bad debts, depreciation, and
depletion are allowed only if and to the extent that they are
connected with income from sources within the United States.
(See also section 215.) In the case of such taxpayers, how-
ever, (1) losses sustained during the taxable year and not
compensated for by insurance or otherwise, if incurred in
any transaction entered into for profit, although not con-
nected with the trade or business, are (if otherwise allow-
able) deductible only if and to the extent that the proft,
if such transaction had resulted in a profit, would have baen
taxable as income from sources within the United States;
(2) lozses sustained during the taxable year of property
not connceted with the trade or business if arising from
fires, storms, shiprrreck, or other casuzlty, or from theft,
and if not compensated for by insurance or qtherwisz, are de-
ductible only if the property was located within the United
States; and (3) contributions or gifts made within the
taxable year are deductible, only if made to domestic cor-
porations or to comrounity chests, funds, or foundations, cre~
ated in the United States of the type specified in section
23 (0), or to the vocatlonal rehabilitation fund, subject fo
the limitation provided in section 23 (o). :

Losces cmbraced noder clause (2) of the preecsding para-
graph are deductible in full from items of gross Income spec-
ifled as being derived in full from sources within the United
States, and, if greater than the sum of such items, the unab-
sorbed loss may be deducted from the income apportionsd
to sources within the United Stafes under the provisions of
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