












































THIS PAGE IS INTENTIONALLY BLANK.


































































































































































































































































































































































































































































178

PAGE 4

computed under section 436 (a) by use of the historical invested
capital determined under section 458.

13. Net gain from sale or exchange of capital assets.—Section
433 (a) (1) (C) provides for the exclusion of gains and losses
from sales or exchanges of capital assets. Accordingly, the amount
to be entered on line 13 is the sum of items 13 (a) and 13 (b),
page 1, Form 1120.

14. Income from retirement or discharge of bonds, etc.—Sec-
tion 433 (a) (1) (D) provides for the exclusion of income derived
from the retirement or discharge by the taxpayer of any bond, de-
benture, note, or certificate or other evidence of indebtedness, if
the obligation of the taxpayer has been outstanding for more than
6 months, including, in case the issuance was at a premium, the
amount includible in income for the taxable year solely because of
such retirement or discharge. Do not exclude the accrued amor-
tization of bond premium for that portion of the year preceding
such retirement or discharge.

15. Refunds and interest on Agricultural Adjustment Act
taxes.—Section 433 (a) (1) (E) provides for the exclusion of
income attributable to a refund of tax paid under the Agricultural
A?jus:ltment Act of 1933, as amended, and interest upon any such
refund.

16. Income from recovery of certain bad debts.—Section 433
(a) (1) (G) provides for the exclusion of income attributable to
the recovery of a bad debt if the deduction of such debt was allow-
able from gross income for any taxable year beginning before
January 1, 1940, or for any taxable year beginning after December
31, 1945, and ending before July I, 1950, or if such debt was
properly charged to a reserve for bad debts during any such tax-
able year. .

17. Nontaxable income of certain industries with depletable
resources.—Sections 433 (a) (1) (I) and 453 provide that in the
case of a producer of minerals, or a producer of logs or lumber
from a timber block, or a lessor of mineral property, or if a timber
block, there shall be excluded nontaxable incomé from exempt
excess output of mines and timber blocks; in the case of a natural
gas company, there shall be excluded nontaxable income from
exempt excess output; and, in the case of a producer of minerals
or a producer of logs or lumber from a timber block, there shall be
excluded nontaxable bonus income. A corporation described in
section 453 (c) (2) shall be deemed a producer of minerals with
respect to nontaxable bonus incomie.

The election under section 453 (d) made by a taxpayer receiv-
ing income attributable to bonus payments (section 453 (c)) shall
be indicated in the supporting statement attached to the return.

18. Federal income and excess profits taxes received by lessor
under long-term lease.—See instruction 6.

19. Debts which actually became worthless during the year, in
case of banks.—See instruction 5.

20. Adjustment for blocked foreign income.—Section 433 (a)
(1) (M) provides for the exclusion of income derived from sources
within any foreign country to the extent that such income would,
but for monetary, exchange, or other restrictions imposed by such
foreign country, have becn includible in the gross income of the
taxpayer for any taxable year which preceded its first taxable year
ended after June 30, 1950. Where such income is includible
(without regard to section 433 (a) (1) (M)) in a taxable year
succeeding the first taxable year ended after June 30, 1950, and,
but for such restrictions, would have been includible in the gross
income of the taxpayer for its first taxable vear ended after June
30, 1950, the exclusion provided. in case such first taxable year
began prior to July 1, 1950, shall be reduced to an amount which
is the same proportion of the blocked income as the number of
days in such taxable year prior to July 1, 1950, is of the total num-
ber of days in such taxable year. “Deductions properly chargeable
and allocable to such income shall not be allowed.

21. Income attributable to a grant or forgiveness of a loan by
a governmental agency to encourage mining of certain minerals.—.
See instruction 4.

22. Income attributable to technical services rendered to related
foreign corporations.—See instruction 7.

25. Deductions applicable to life insurance companies.—Sec-
tion 433 (a) (1) (H) provides that, in the case of a life insurance
company computing its excess profits credit under section 435
(based on income), there shall be deducted from the normal-tax
net income the excess of (a) the product of (1) the figure 0.87
and (2) the excess profits net income computed without regard to
section 433 (a) (1) (H) over (b) the adjustment for certain re-
serves provided in section 202 (c). If the excess profits credit is
computed under section 436 (based on invested capital), there
shall be deducted from the normal-tax net income only 50 percent
of the amount determined under the preceding sentence.

26. Excess profits net income—short taxable years.—Section
433 (a) (2) provides that, in lieu of ‘the provisions of section 47
(c), if the taxable year is a period of less than 12 months, the
excess profits net income for such taxable year (referred to in this
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garagraph as the “short taxable year”) will be placed on an annual
asis by multiplying the amount thereof by the number of days in
the 12 months ending with the close of the short taxable year and
dividing by the number of days in the short taxable year. The
excess profits tax will be such part of the tax computed on such
annual basis as the number of days in the short taxable year is of
the number of days in the 12 months ending with the close of the
short taxable year. (See also section 433 (a) (2) (B).)

TAX COMPUTATION

27. Excess profits credit.—

(2) In general.—In the case of a domestic corporation, the
excess profits credit for any taxable year is the amount determined
under section 435 (relating to excess profits credit based on in-
come) or the amount determined under section 436 (relating to
excess profits credit based on invested capital) whichever amount
results in the lesser excess profits tax for the taxable year. For
computation of excess profits credit based on income, see Schedule
EP-2 and instructions. For computation of credit based on in-
vested capital,.sce Schedule EP-4 and instructions. For computa-
tion of alternative credit in case of certain regulated public
utilities, see Schedule EP-3 and instructions.

() Railroad lessor-lessee corporations.—If substantially all
the railroad properties of a railroad corporation subject to Part I
of the Interstate Commerce Act have been leased for a term of
more than 20 years to another such railroad corporation pursuant
to an agreement or agreements entered into prior to December 1,
1950, which agreement or agreements require the lessee or lessees
to pay the taxes of the lessor, the aggregate of the excess profits
credit and the unused.excess profits credit adjustment of each such
corporation may be equitably apportioned by agreement, if ap-
proved in accordance with regulations prescribed by the Secretary,
among the lessor and each of the lessee corporations so required to
pay the taxes of the lessor. The term of a lease of railroad prop-
erties entered into prior to December 1, 1950, shall include the
years for which such release may be renewed or continued. See
section 434 (d).

(¢) Section 459. Miscellaneous provisions.—In general.—Sec-
tion 459 provides special computations of average base period net
income in the case of taxpayers meeting certain eligibility re-
quirements with respect to (1) transition from war production
and increase in peacetime capacity, (2) base period catastrophe,
(3) consolidation of newspaper operations, (4) television broad-
casting companies, and (5) preserving defense capacity and in-
creasing capacity for manufacturing peacetime products from cer-
tain strategic and critical metals. There is no separate schedule
provided for computation of average base period net income under
section 459. A taxpayer computing average base period net in-
come under any provision of this section shall attach to its return a
schedule showing the computation of such average base period
net income and in the case of a taxpayer computing a credit by
reference to section 459 (d) any adjustments to the capital addi-
tions or reductions required under that section. The taxpayer
shall also submit with its return a full and complete statement
showing the basis upon which each requirement of the particular
subsection of section 459 is satisfied and all the facts upon which
the taxpayer relies. For definition of adjusted basis and unad-
justed basis as used in section 459, see section 459 (e).

(1) Transition from war production and increase in peacetime
capacit y.—Scction 459 (a) provides for computation of an alter-
native average base period net income in the case of a taxpayer
engaged primarily in manufacturing and which commenced busi-
ness before January 1, 1940. In general, the taxpayer must
establish that—

(i) the adjusted basis of its facilities at the beginning of its base
period (including the facilities of all members of the taxpayer’s
affiliated group) did not exceed $10,000,000;

(ii) the unadjusted basis of its facilities at the end of its base
period was 250 percent or more of the unadjusted basis of its facili-
ties at the beginning of its base period;

(iii) the taxpayer’s gross income derived from certain con-
tracgs with the United States and related subcontracts constituted
(AY at least 70 percent for certain years during World War II,
(B) less than 20 percent for certain years ending after 1945;

(iv) the average monthly excess profits net income for taxable
years ending in the last half of its base period and for the taxable
year immediately preceding the base period are each 300 percent
or more of the average monthly excess profits net income for the
taxable years ending in the first half of the base period.

If section 459 (a) is applicable, the taxpaver may compute its
average base period net income under section 435 (e) (2) (G) (i)
and (ii) using lines 44 through 48 and lines 52 through 56 of
Schedule EP-2 as a guide but substituting the excess profits net
income of the last 6 months of 1948 in lieu of the excess profits
net income for the last 6 months of 1949 on line 45. If the aver-
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age base period net income is computed under section 459 (a), no
base period capital addition is allowed. .

(2) Base period catastrophe.—Section 459 (b) provides two
alternative methods of computing the average base period net in-
come which are, in general, available to a taxpayer, engaged pri-
marily in manufacturing, which suffered a catastrophe by fire,
storm, explosion, or other casualty during the last 36 months of
its base period which destroyed or rendered inoperative a produc-
tion facility constituting a complete plant or plants having an ad-
justed basis equal to 15 percent or more of the adjusted basis of
all the taxpayer’s production facilities. The taxpayer’s normal
production or operation must have been interrupted for a period
of more than 12 consecutive months as a result of such catastrophe,
and such production facility replaced prior to the end of its base
period.

If section 459 (b) is applicable, the taxpaver may compute its
average base period net income using whichever of the following
methods results in the lesser excess profits tax:

(i) the average base period net income may be computed under
section 435 (d) (relating to the general average method) by sub-
stituting for the excess profits net income for each month in the
taxable year in which the catastrophe occurred an amount equal
to the aggregate, divided by the number of months in the base
period preceding such taxable year, of the excess profits net income
for each month (computed under section 435. (d) (1)) in the base
period preceding such taxable year. A taxpayer computing its
average base périod net income in this manner should use lines 33
through 38 and lines 49 through 56 of Schedule. EP-2, and should
enter on line 33 (a) of Schedule EP-2 for the year in which the
catastrophe occurred an amount computed by aggregating the
excess profits net income as shown on line 33 (a) for each month
in the base period preceding such taxable year and dividing such
aggregate by the number of months in the base period preceding
such taxable year.

(ii) the taxpayer may compute its average base period net
income under section 435 (e) (2) (G) (i) and (ii) using lines 44
through 48 and lines 52 through 56 of Schedule EP-2 as a guide
but substituting on line 45 of Schedule EP-2 the excess profits net
income for the last 6 months of 1948 in lieu of the excess profits
net income for the last 6 months of 1949.

If the average base period net income is computed under (ii),
no base period capital addition is allowed. i

"(3) Consolidation of newspaper operations.—Section 459 (c)
provides, in general, for a special computation of the average base
period net income of a taxpayer engaged primarily in the news-
paper publishing business which, after the first half of its base
period and prior to July 1, 1950, consolidated its mechanical, cir-
culation, advertising, and accounting operations with such opera-
tions of another newspaper in the same area, and such consolida--
tion was continued throughout the taxable year.

The taxpayer must establish that for the period ending with
the close of the first taxable year beginning after the consolida-
tion, the consolidation resulted in substantial reductions in ex-
penses paid or incurred in connection with its mechanical, circu-
lation, advertising, and accounting operations, and that either—

(1) the deductions of the taxpayer under section 23 for its first
taxable year beginning after the consolidation, computed without
regard to the net operating loss deduction and without regard to
certain circulation expenditures, were not in excess of 80 percent
of the average of such deductions for the two taxable years pre-
ceding the taxable year of consolidation, or

(ii) the excess profits net income of the taxpayer, computed
under section 433 (b), for the first taxable year beginning after
the consolidation was 125 percent or more of the average base
period net income computed under section 435 (d).

If section 459 (c) is applicable, the taxpayer may compute an
average base period net income by ascertaining the amount under
section 435 (d) (line 32 or line 38, EP-2, whichever is applicable)
and by adding thereto an amount equal to the excess of the
average expenses paid or incurred in the conduct of the newspaper
operations during the two taxable years immediately preceding
the year of consolidation over the total of such expenses during
the first taxable year after the consolidation. In making this
determination proper adjustment shall be made for increases in
the cost of labor and newsprint (due to wage and price increases)
following such consolidation. Proper adjustment shall also be
made for any case in which any taxable year used in the compu-
tation of the average base period net income is a period of less
than 12 months.

The amount computed under this section should be used in Jieu
of the amount on line 32 or 38 in determining the amount to be
entered on line 49 of Schedule EP-2. Lines 53 through 56 should
then be completed.

(4) Television broadcasting companies.—Section 459 (d) pro-
vides an alternative method of computing the income credit in the
case of a taxpayer engaged in television broadcasting throughout
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a period beginning before January 1, 1951, and ending with the
close of the taxable year. Under this provision, the average base
period net income consists, in general, of the sum of—

(i) an average base period net income, determined under the
general average method, for any business of the taxpayer other
than the television broadcasting business, and

(ii) an average base period net income for the television broad-
casting business determined by applying to the adjusted basis of
television assets at the end of the base period either the base period
rate of return for the industry classification which includes radio
broadcasting or, if the taxpayer was engaged in radio broadcasting
during the base period, an “individual rate of return” based on
the taxpayer’s actual radio broadcasting experience during the
base period, whichever rate of return produces the lesser tax.

Special rules are provided for a taxpayer which acquired its
television broadcasting business after the close of its base period
and before January 1, 1951, for the computation of the base period
capital addition and the net capital addition or reduction, and
for the avoidance of duplication.

A taxpayer computing its income credit by reference to section
459 (d) should, if it was engaged in any business other than tele-
vision broadcasting during its base period, determine an average
base period net income for such non-television business, using
Schedule EP-2 (lines 1 through 38) as a guide. In making this
determination, there should be excluded from each item on lines
1 through 30 any income, deductions, losses, or other items attrib-
utable to the television broadcasting business. In the case of
items such as administrative expenses, depreciation, or other items
which may be attributable in part both to the television and non-
television business, proper allocation of the item should be made
in accordance with regulations.

If the taxpayer was not engaged in the radio broadcasting busi-
ness during the base period but was engaged in the television
broadcasting business during such period, the average base period
net income for the television business shall be determined by
multiplying the adjusted basis of such portion of its assets, deter-
mined as of the last day of the base period, as was attributable to
television broadcasting, by the base period rate of return prescribed
under section 447 (c) for the industry classification which includes
radio broadcasting. The amount thus determined is reduced by
such portion of the interest paid or incurred by the taxpayer, for
the period of 12 months following the close of the base period, as
was attributable to the television broadcasting business.

If the taxpayer, was engaged in both the radio and television
broadcasting business during the base period, the average base
period net income for the television business may be determined
either by use of the base period rate of return as described in
the preceding paragraph, or by multiplying the adjusted basis of
such portion of its assets, determined as of the last day of the
base period, as was attributable to television broadcasting, by the
taxpayer’s individual rate of return. ‘The individual rate of return
is computed under section 45% (d) (4), in general, by determin-
ing the average of the taxpayer’s assets attributable to the radio
broadcasting business for the last-day of each month in the base
period, by ascertaining the average yearly excess profits net income
attributable to the radio broadcasting business, and by dividing
the average amount of such assets by such excess profits net
income.

If the taxpayer acquired its television broadcasting business after
the close of its base period and prior to January 1, 1951, the aver-
age base period net income for the television business is computed
by reference to the adjusted basis of its television properties as of
the last day of the calendar month in which it first engaged in
such business, If such a taxpayer uses the industry rate of return
in lieu of the individual rate of return, the adjustment for interest
paid or incurred is made with respect to interest for the 12 months
following the month in which it first engaged in the television
broadcasting business.

If the average base period net income is determined under sec-
tion 459 (d), the base period capital addition is available only
with respect to the non-television business. Such base period capi-
tal addition may be computed using Schedule EP-2 (A) as a
guide, but excluding from the entries on that schedule such items
as are determined under regulations to be attributable to the
television broadcasting business.

A taxpayer using section 459 (d) should compute its net capital
addition or reduction on Schedule EP-2 (B), making such adjust-
ments in the computation as may be required by regulations.

If any assets of the taxpayer used in computing the television
portion of the credit under section 459 (d) were acquired,
directly or indirectly through the use of assets attributable at
any time during the base period to the non-television business
of the taxpayer, the average base period net income determined
for the non-television business shall be properly adjusted by elimi-
nating from the excess profits net income for each month prior to
such acquisition, such portion thereof as is attributable to the assets
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used for such acquisition. For this purpose, the excess profits net
income for any month shall be attributed to such assets on the basis
of the ratio, as of the beginning of the day of such acquisition, of
such assets to the total non-television asscts of the taxpayer.

For application of Part 1I in the computation of a credit under
section 459 (d), see regulations.

For definition of “assets” see instruction 7, Schedule EP-5.

(5) Companies preserving defense capacity and increasing ca-
pacity for manufacturing peacetime products from certain strategic
and critical metals.—Section 459 (f) provides for the computa-
tion of an alternative average base period net income in the case
of certain taxpayers which commenced business on or before Jan-
uary 1, 1936, and since such date have been primarily engaged in
manufacturing. In general, a taxpayer must establish that—

(i) the percentage of its purchases of raw strategic and critical
metals was 80 percent or more for each of the taxable years begin-
ning with or within its base period;

(1) its average monthly excess profits net income, computed as
provided in section 443 (c), for the period comprising all taxable
years ending with or within the first 24 months of its base period
was 250 percent or more of its average monthly excess profits net
income, computed as provided in section 443 (e), for the period
comprising all taxable years ending with or within the last 24
months of its base period;

iii) the adjusted basis of its total facilities at the beginning of
its base period (including the facilities of all members of the tax-
payer’s affiliated group) did not exceed $10,000,000; and

(iv) the adjusted basis of its total facilities on the last day of
its base period was 180 percent or more of the adjusted basis of its
total facilities on the first day of its base period.

For the purpose of section 459 (f), the term “strategic and
critical metals” mecans copper and zinc (including scrap containing
such metals).

If section 459 (f) is applicable, the taxpayer may compute its
average base period net income under section 435 (e) (2) (E) and
(F) using lines 44 through 48 and lines 52 through 56 of Schedule
EP-2 as a guide but substituting for the excess profits net income
for the last six months of 1949 (line 45) an amount computed by
multiplying the excess profits net income for the last six months
of 1946 by the percent determined by dividing the adjusted basis
of its total facilities on December 31, 1948, by the adjusted basis
of its total facilities on the first day of its base period. The aver-
age base period net income as so computed is limited, however, to
an amount which is not in excess of 80 percent of the excess profits
tax net income for its first taxable year ending after June 30, 1950.

If the average base period net income is computed under section
459 (f), no base period capital addition is allowed.

(d) Corporations which were parties to certain reorganizations,

and liquidations and acquisitions.—Rules are provided
for the computation of the excess profits credit based on income in
the case of certain reorganizations, exchanges, and liquidations.
See sections 461 through 465. Sections 470 through 472 contain
rules with respect to the computation of the excess profits credit
based on invested capital in case of certain reorganizations, ex-
changes, and liquidations. Section 474 provides rules with respect
to the computation of a credit for purposes of section 435 (d) in
the case of certain taxable acquisitions occurring before December
1, 1950.

(e) Foreign corporations.—A foreign corporation engaged in
trade or business within the United States which was in existence
on January 1, 1946, may compute its excess profits tax using either
the income method or the invested capital method if such corpo-
ration’s first excess profits tax taxable year began on or before
July 1, 1950, and if it was engaged in trade or business within the
United States at some time during each taxable year which began
or ended in the base period. If a foreign corporation does not
meet the foregoing requirements, the excess profits credit for any
taxable ycar must be computed under the invested capital method.
See sections 435 and 436 for special rules with respect to the excess
profits credit of a foreign corporation.

() Corporations entitled to the benefits of section 251.—A
corporation entitled to the benefits of section 251 may compute
its excess profits credit by using either the income method under
section 435 or the invested capital method under section 436 (b).

28. Unused excess profits credit adjustment.—Section 432 pro-
vides that the unused excess profits credit for any taxable year end-
ing after June 30, 1950, is the excess of the corporation’s excess
profits credit for such taxable year over its excess profits net income
for such year computed without regard to the net operating loss
deduction. If the taxable year is less than 12 months, the unused
excess profits credit will be that portion of the unused excess profits
credit determined under the general rules as the number of days
in the taxable year is of the number of days in the 12-month period
ending with the closc of the taxable year. If the taxahle year began
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before July 1, 1950, and ended after June 30, 1950, the unused
excess profits credit will be an amount which is such portion of the
unused excess profits credit determined under the general rule as
the number of days in the taxable year after June 30, 1950, is of
the total number of days in such taxable year. I the taxable
year begins before January 1, 1954, and ends after December 31,
1953, the unused excess profits credit will be an amount which
is such portion of the unused excess profits credit determined under
the general rule as the number of days in the taxable ycar before
January 1, 1954, is of the total number of days in such taxable year.
There shall be no unused excess profits credit for any taxable year
for which the taxpayer is exempt under section 454.

The unused excess profits credit determined under section
432 (b) will first be carried back to the first preceding taxable
year as an unused excess profits credit carry-back. The balance
of the unused credit may then be carried over to the five succeed-
ing taxable years as an unused excess profits credit carry-over.
The unused excess profits credit carry-over to the first succeeding
taxable year will be the excess of the unused credit over the ad-
justed excess profits net income of the preceding taxable year.
The adjusted excess profits net income for such preceding taxable
year will be determined by computing the unused excess profits
credit adjustment for such preceding taxable year without regard
to the unused credit carry-back and without regard to the last
sentence of section 431 providing for a minimum excess profits
credit plus unused excess profits credit adjustment of $25,000.

If the preceding taxable year began prior to July 1, 1950, and
ended after June 30, 1950, the amount by which the unused credit
is reduced for the purpose of computing the carry-over is an
amount which is such part. of the reduction, or such part of the
unused excess profits credit carry-back for such preceding taxable
year, whichever is the lesser, as the number of days in such taxable
year after June 30, 1950, is of the total number of days in such
taxable year.

In determining the unused excess profits credit carry-over to
the second, third, fourth, and fifth taxable years, the umised excess
profits credit is reduced by the adjusted excess profits net income
for each of the intervening taxable years. For such purpose, the
adjusted excess profits net income for any intervening taxable year
is determined (1) by computing the unused excess profits:credit
adjustment for such intervening year without regard to such
unused credit and without regard to any unused excess profits
credit for any year subsequent to the year of such unused credit,
and (2) by disregarding the last sentence of section 431 providing
for a minimum excess profits credit plus unused excess profits
credit adjustment of $25,000.

For the purpose of computing the unused excess profits credit
carry-over, an unused excess profits credit will not be decreased
by reference to any taxable year ending prior to July 1, 1950.
Furthermore, there will be no unused excess profits credit carry-
back to any taxable year ended prior to July 1, 1950. For com-
putation of unused excess profits credit for year of liquidation, see
section 432 (e).

29 and 30. Adjusted excess profits net income.—The term “ad-
justed excess profits net income™ is defined by section 431 as
the excess profits net income computed under section 433 (a)
minus the sum of (a) the amount of the excess profits credit
allowed under section 434 and (b) the unused excess profits
credit adjustment computed under section 432. If the sum of the
excess profits credit and the unused excess profits credit adjust-
ment is less than $25,000, such sum is increased to $25,000.

Under certain circumstances described in section 15 (c) the
minimum excess profits credit of $25,000 is not allowed or may be
reduced to a lesser figure.

Section 15 (c) provides that if a corporation on or after Jan-
uary 1, 1951, transfer all or part of its property (other than
money) to another corporation which was created for the pur-
pose of acquiring such property or which was not actively en-
gaged in business at the time of such acquisition and if after such
transfer the transferor corporation or its stockholders, or both, are
in control of such transferee corporation during any part of the
taxable year of such transferce corporation, the transferee cor-

oration shall not for such taxable year be allowed ecither the
¥25,000 exemption from surtax or the $25,000 minimum excess
profits credit provided in the last sentence of section 431, unless
such transferee corporation shall establish by a clear preponder-
ance of the evidence that the securing of such exemption or credit
was not a major purpose of such transfer. For this purpose, con-
trol means the ownership of stock possessing at least 80 percent
of the total combined voting power of all classes of stock entitled
to vote or at least 80 percent of the total value of shares of all
classes of stock of the corporation. Rules are provided for the
determination of the ownership of stock for the purposes of the
section. For allocation of the surtax exemption and minimum
excess profits credit in certain cases, see section 129 (b).
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1 and 32. Computation—General rule.—Section 430 provides
that the excess profits tax shall be the lesser of the following:

(a) 30 percent of the adjusted excess profits net income, or

(b) 18 percent of the excess profits net income.

In’ the case of an affiliated group of includible corporations
making or required to make a consolidated return for the taxable
year under section 141, the amount to be entered on line 32 shall
be reduced by an amount which bears the same ratio (but not in
excess of 100 percent) to the increase of 2 percent in the surtax
imposed by reason of section 141 (c) as the amount of the con-
solidated excess profits net income bears to the amount of the
consolidated corporation surtax net income.

33, Maximum tax for new corporations.—Section 430 (e) pro-
vides an additional alternative computation of the excess profits
tax in the case of certain taxpayers which commenced business
after July 1, 1945, and whose fifth taxable year ends after June 30,
1950. Under section 430 (e) the maximum tax is computed as
follows: (a) by applying a special rate, depending on the taxable
year of the corporation, to the first $300,000 of excess profits net
income, and (b) by adding to the amount thus determiaed 18 per-
cent of the excess over $300,000. TFor the first five taxable years
of the corporation, counting as the first year the year of com-
mencement of business, the special rates on the first $300,000 of
excess profits net income are as follows:

First taxable year 5%
Second taxable year - 5%
Third taxable year 8%
Fourth taxable year 11%
Fifth taxable year. 14%

The taxpayer shall indicate on line 33 for which taxable year
of its first five taxable years the return is being filed and shall
insert on line 33 (a) the percentage rate applicable to such year.
The amount of excess profits tax computed on the excess profits
net income not in excess of $300,000 shall be entered on line
33 (b). Enter on line 33 (c) the amount of excess profits net
income in excess of $300,000 multiplied by 18 percent.

The alternative computation of the maximum excess profits tax
for new corporations is not available to a taxpayer which derives
more than 50 percent of its gross income (determined without re-
gard to dividends and without regard to gains from sale or
exchange of capital assets) for the taxable year from contracts
and subcontracts to which the provisions of Title I of the Renego-
tiation Act of 1951 (or the provisions of any prior renegotiation
act) are applicable. ’ :

In determining the taxable year of the taxpayer for the pur-
pose of the maximum tax on new corporations, the taxpayer shall
be considered to have commenced business as of the date of com-
mencement of business of certain related corporations described in
section 430 (e) (2) (B).

34, Proration of tax.—In the case of a taxable year beginning
before January 1, 1954, and ending after December 31, 1953, the
excess profits tax will be an amount equal to that portion of a
tentative tax determined under section 430 (a) as the number of
days in such year prior to January 1, 1954, bears to the total num-
ber of days in such year.

35. (¢) Mutual insurance companies—Section 430 (d).—In the
case of 2 mutual insurance company other than life or marine, if
the gross amount received from intersst, dividends, rents, and pre-
miums (including deposits and assessments) is over $75,000 but
less than $125,000, the excess profits tax will be an amount which
bears the same proportion to the amount otherwise ascertained
under section 430 as the excess over $75,000 of such gross amount
bears to $50,000.

() Corporations engaged in mining of strategic minerals—Sec-
tion 450.—In the case of any domestic corporation engaged in
the mining of a strategic mineral,named in section 450 (b) (1)
or certified by proper authority, the portion of the adjusted excess
profits net income attributable to such mining in the United
States will be exempt from the excess profits tax. The tax on the
remaining portion of the adjusted excess profits net income is an
amount which bears the same ratio to the tax computed without
regard to section 450 as such remaining portion bears to the
entire adjusted excess profits net income. .

In determining the portion of the adjusted excess profits net
income which is attributable_to the mining of a mineral which is
a strategic mineral by reason of a certification made during the
taxable year by proper authority, such portion is an amount
which bears the same ratio to the portion of the adjusted excess
profits net income, determined without regard to section 450,
attributable to such mining during the entire taxable year as the
number of days for which the corporation heid the mineral prop-
erty during the taxable year and after the date of the making
of the certification bears to the number of days for which the
corporation held the property during such taxable year.

(¢) Abnormalities in income in taxable period—Section 456.—
The Act provides an adjustment for certain abnormalities in
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income for the taxable year but only to the extent that the “net
abnormal income” is attributable to other taxable years. Income
includibie in the gross income for the taxable year is treated. as
“abnormal income™ if it is abnormal for the corporation to derive
income of a particular class, or if the taxpayer normally derives in-
come of a particular class but the amount includible in gross income
for the taxable year is in excess of 115 percent of the average
amount of gross income of the same class for the four previous
taxable years, or so much of the four previous taxable years
during which the corporation was in existence.

Abnormal income is to be determined by considering classes
of income and not merely particular items.

Separate classes of income are defined in section 456 (a) (2) as
follows:

(1) Income arising out of a claim, award, judgment, or decree,
or interest on any of the foregoing; -

(2) Income resulting from exploration, discovery, or prospect-
ing; or any combination thereof, extending over a period of more
than 12 months;

(3) Income from sale of patents, formula, or processes, or any
combination thereof, developed over a period of more than 12
months; and R

(4) Income includible in gross income for the taxable year,
rather than for a different taxable year by reason of a change in
the corporation’s method of accounting. :

Classification of income not included in the separately defined

classes is subject to regulations.

Section 456 is to be applied only for the purpose of computing
the excess profits tax for the current taxable year (including such
amount of excess profits tax resulting from attributing the net
abnormal income to a prior excess profits tax taxable year) or for
a future taxable year. The computation of base period net income
and the excess profits credit is not affected.

(d) Contracts under Merchant Marine Act—Section 457 (a).—
The law provides for an alternative tax in the case of a corporation
which has been certified by the Federal Maritime Board to the
Secretary as having completed within the taxable year any con-
tracts or subcontracts subject to the provisions of section 505 (b)
of the Merchant Marine Act of 1936, as amended.

The alternative tax is in lieu of the excess profits tax computed
under section 430 but only if such alternative tax is less than the
tax under such section. Such alternative tax (computed as pro-
vided in section 457 (b)) is the excess of (1) a tentative tax com-
puted under section 430 with the normal-tax net indome increased
by the amount of any payments made, or to be made, to the Board
with respect to contracts or subcontracts the completion of which
during the taxable year has been certified to the Secretary by the
Board over (2) the amount of such payments.

A corporation claiming the benefit of the alternative tax pro-
vided under section 457 (a) shall attach to its return (1) a cer-
tificate of the Board showing each contract or subcontract subject
to the provisions of section 505 (b) of the Merchant Marine Act
which the corporation has completed within the taxable year, and
(2) a statement showing the amount of payments made, or to be
made, to the Board with respect to such contracts or subcontracts.

36. Foreign tax credit—If a credit for income taxes paid to a
foreign country or United States possession is allowed against the
corporation normal tax and surtax, the portion of such foreign
tax not used as a credit against the normal tax and surtax by rea-
son of the limitations of section 131 (b) will be available for credit
against the excess profits tax. The amount thus made available
as a credit against the excess profits tax is subject to further limita-
tions provided in section 131 (j). .

38. Position inconsistent with pricr income tax liability—(4)
In general—Section 452 authorizes an adjustment to the excess
profits tax in certain cases in which the treatment of an item or
transaction for excess profits tax purposes is inconsistent with
prior erroneous treatment of such item or transaction for income
tax purposes and correction of the error is prevented by some
provision or rule of law such 2s the statute of limitations or res
judicata. .

(b) Circumstances of adjustment.—Generally, an adjustment
with Tespect to a position inconsistent with prior income tax Labil-
ity is made if (i) in determining at any time the excess proilis
tax of the corporation an item affecting the excess profits credit
is treated in a manner inconsistent with the treatment accorded
such item in the determination of the income tax liability of such
corporation or a predecessor for a taxable year or ycars ending
before July 1, 1950; and (2) the treatment of such item in the
prior taxable year or years consistently with the determination
for the purposes of the excess profits tax would effect an increase
or decrease in the amount of the income taxes determined for the
prior taxable year or years; and (3) on the date of such deter-
mination of the excess profits tax, correction of the effect of the
inconsistent treatment in any one or more of the prior taxable
years is prevented (except for the provisions of section 3801) by
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the operation of any law or rule of law {other than section 3761,
relating to compromises).

In case the net effect of the adjustment would be a decrease
in the income taxes previously determined for such year or years,
the adjustment will be made only if there is adopted in the deter-
mination a position maintained by the Secretary. In case the net
effect of the adjustment would be an increase in the income taxes

reviously determined for such year or years, the adjustment will
ge made only if there is adopted in the determination a position
maintained by the taxpayer with respect to whom the determina-
tion is made.  However, either position must be inconsistent with
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the treatment accorded such item in the prior taxable year or
years which was not correct under the law applicable to such year.

(¢) Method and effect of adjustment.—The amount of adjust-
ment authorized under the provisions of section 452 is to be ascer-
tained as provided in section 452 (d). In general, the difference
between the aggregate of the increases, plus the interest attribut-
able to each, and the aggregate of the decreases, plus the interest
attributable to each, will be the increase or decrease, as the case
may be, which is added to, or subtracted from, the excess profits
tax otherwise computed for the taxable year with respect to which
the inconsistent position is adopted.

SCHEDULE EP-2.—EXCESS PROFITS CREDIT—BASED ON INCOME

In gencral, the excess profits credit based on income for a domes

(a) 83 percent of the average base period net income;

tic corporation is the sum of the following:

(6) 12 percent of the amount of the base period capital addition, computed under section 433 (f), if the average base period
net income is the amount determined under section 435 (d) (relating to the general average) or, in certain cases under section 442

(relating to abnormalities in base period) ; and

(¢) 12 percent of the net capital addition for the taxable year,
From the sum so determined there is subtracted 12 percent of the

435 (g) (2).

as defined in section 435 (g) (1).
net capital reduction for the taxable year, as defined in section

The average base period net income may be determined under section 435 (d), and in such case is the average of the taxpayer’s
excess profits net income for the three best years in the base period. For certain fiscal year corporations the average base period net
income under section 435 (d) may be computed by reference to the 48 months ending March 31, 1950,

Section 435 (e) provides alternative methods of computing the average base period net income of a corporation whose growth
during the base period is demonstrated primarily by increased gross receipts or payroll during the last half of the base period. These
alternative methods are also available to corporations meeting certain tests with respect to sales of a product, or class of products, of a
kind not generally available to the public at any time prior to January 1, 1946. .

In certain cases the average base period net income may be computed under section 442 (relating to abnormalities in the base
period), section 443 (rclating to changes in products or services), scction 444 (relating to increase in capacity), section 445 (relating

to new corporations), or section 446 (relating to depressed indus

try subgroups. For computation under these sections, see Schedule

EP-5. Section 459 contains miscellaneous provisions providing for computation of average base period net income applicable to certain

classes of taxpayers. (See instruction 27 (¢), Schedule EP-1.)

e base period is the period January 1, 1946, through December 31, 1949, except in the case of a taxpayer whose first taxable
year ending after June 30, 1950, was preceded by a taxable year which began before January 1, 1950, and ended January 31, February
28, or March 31, 1950. 1In the latter cases the base period is the 48 consecutive months ending with the close of January, February, or

March, 1950.

Schedule EP-2 has, for convenience, ‘been drawn up in columnar form and provides five columns. If necessary, appropriate
changes should be made in the column headings. If additional columns are required, attach a separate schedule.

Section 433 (b) provides that for the purposes of computing the average base period net income, the excess profits net income for
any taxable year shall be the normal-tax net income, as defined in scction 13 (a) (2) as in effect for such taxable year, increased or

decrecased by certain adjustments.

In the case of a corporation which has been a party to a transaction described in section 461 (a), the credit should be computed
with reference to sections 461 through 465. Far rules applicable in the determination of the credit under section 435 (d) in the case

of certain taxable acquisitions, see section 474.

In the case of a foreign corporation, the excess profits credit based on income is 83 percent of the average base period net income

without any adjustment for capital changes.

1. Normal-tax net income.—The normal-tax net income for
each taxable year to be entered on line 1 for the purpose of
computing the average base period net income should be the
amount shown in item 35, page 1, Form 1120, for 1946 and 1947,
and on line 5, page 3, Form 1120, for 1948 and 1949, taking into
consideration any subsequent adjustments. If for a taxable year
beginning in 1945 a credit for income subject to excess profits tax
has been deducted in computing the normal-tax net income, the
amount to be entered on line 1 should be computed withoyt the
deduction of such credit.

In the case of a corporation electing to report income from
installment sales or installment sales obligations on the accrual
method, or income from long-term contracts on the percentage of
completion method, recompute base period net income accord-
ingly and enter such amount on line 1. For detailed explanation
of the adjustments necessary, see general instruction E (1) and (2).

2. Net operating loss deduction.—Section 433 (b) (1) provides
that the net operating loss deduction provided by section 23 (s)
shall not be allowed in determining the excess profits net income
for any taxable year in the base period. Enter on line 2 any
ln.et (;perating loss deduction used in computing the amount on
ine 1.

3. Net loss to whith section 117 (i) is applicable.—Section
433 (b) (2) provides that there shall be excluded gains and losses
from sales or exchanges of capital assets and gains and losses to
which section 117 (j) is applicable. A net Yoss to which section
117 (j)_is applicable (the excess of all section 117 (j) losses over
all section 117 (j) gains) should be entered on line 3. No ad-
justment for a net capital loss sustained js necessary since such
a loss was not allowable in computing normal-tax net income.,
Provision for the sibtraction of a met gain from the sale or ex-
change of capital assets, including a net gain to which section
117 (j) is applicable (the excess of all section 117 (i) gains over
all section 117 (j) losses), is made on line 21.

4. Deductions on account of retirement or discharge of bonds,
etc.—If during the taxable year the taxpayer retires or discharges
any bond, de cnture, note, or certificate, or other evidence of

indebtedness, if the obligation of the taxpayer has been outstand-
ing for more than 6 months, the following deductions for the
taxable year shall not be allowed:

(a) The deduction allowable under section 23.(a) for expenses
paid or incurred in connection with such retirement or discharge ;

(b) The deduction for losses allowable by reason of such retire-
ment or discharge; and

(¢) In case the issuance was at a discount, the amount deducti-
ble for such year solely because of such retirement or discharge.

In making the adjustments provided in section 433 (b) (4),
the deduction allowable for any premium paid on bonds when
called for redemption shall be disallowed, but the deduction
allowable for any discount amortized up to the date of retirement
or discharge shall not be disallowed. Expenses incurred in issuing
bonds which are amortized shall be treated in the same manner
as discounts.

5. Deductions under reserve method for bad debts, in case of
banks.—In the case of banks using the reserve method of ac-
counting for bad debts, there shall be allowed,- in lieu of the
amount allowable under the reserve method for bad debts, a
deduction for debts which became worthless within the taxable
vear, in whole or in part, within the meaning of section 23 (k).
A bank using the reserve method of accounting for bad debts will
enter on line 5 the amount of the deduction used in computing
line 1. The amount of the debts which actually became worth-
less during the taxable year should be entered on line 24.

6. Federal income taxes paid by lessee under long-term lease.—
The adjustment on line 6 is to disallow the deduction by a lessee
of an amount of Federal income taxes paid on behalf of a lessor.
The adjustment on line 23 is to exclude this amount from income
in the case of a lessor.

If under a lease for a term of more than 20 years, entered inte
prior to December 1, 1950, the lessee is required to pay any por-
tion of the tax imposed by chapter 1 upon the lessor with respect
to the rentals derived by such lessor from such lessee, or is obli-
gated to reimburse the lessor for any portion of the tax imposed
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by chapter 1 upon the lessor with respect to the rentals derived
by such lessor from such lessee, such payment or reimbursement
shall be excluded by the lessor and a deduction-therefor shall not
be allowed to the lessee. For treatment of certain leases of
railroad properties containing renewal clauses, see section
433 (b) (11).

7. Repayment of processing tax to vendees.—The deduction
under section 23 (a), for any taxable year, for expenses shall be
decreased by an amount which bears the same ratio to the amount
deductible on account of any repayment or credit by the corpora-
tion to its vendee of any amount attributable to any tax under
the Agricultural Adjustment Act of 1933, as amended, as the
excess of the aggregate of the amounts so deductible in ‘the base
period over the aggregate of the amounts attributable to taxes
under such Act collected from its vendees, which were includible
in the corporation’s gross income in the base period and which
were not paid, bears to the aggregate of the amounts so deductible
in the base period. )

8. Dividends received credit.—Section 26 (b) provides for the
allowance of a dividends received credit to the extent indicated
in the various sections imposing tax, while section 433 (b) (6)
provides that the credit for dividends received shall apply without
limitation (except the limitation relating to dividends in kind)
to all dividends on stock of all corporations, except that no credit
for dividends received shall be allowed with respect to dividends
(actual or constructive) on stock of foreign personal holding com-
panies or dividends on stock which is not a capital asset. The

dividends received credit used in computing the amount entered.

on line 1 should be entered on line 8. Provision for the subtrac-
tion of the amount of the dividends received is made on line 20.
As indicated above in this paragraph, the dividends received do
not, for the purpose of the adjustment on line 20, include divi-
dends received on stock of a personal holding company or divi-
dends on stock which is not a capital asset and the amount is
subject to the limitation to dividends in kind.

9 through 12. Abnormal deductions.—In general, sections 433
(b) (9) and (10) provide that if for any taxable year within or
beginning or ending within, the base peried, any class of deduc-
tions for the taxable year exceeded 115 percent of the average
amount of deductions of such class for the four previous taxable
years, the deductions of such class shall be disallowed in an amount
equal to such excess. If a single extraordinary event gives rise to
deductions of the same class for more than one taxable year, then,
in determining whether the deductions of such class arising from
such extraordinary event exceed 115 percent of the average deduc-
tions of that class for the four previous taxable years, such average
shall be computed without reference to any deductions attributable
to the particular extraordinary event.

Each of the following groups of deductions shall constitute a
class of deductions:

(a) Deductions attributable to claims, awards, judgments, and
decrees against the taxpayer, and interest on the foregoing.

(b) Deductions attributable to intangible drilling and develop-
ment costs paid or incurred in or for drilling of wells or the prepa-
ration of wells for the production of oil or gas, and for develop-
ment costs in the case of mines.

(¢) Deductions under section 23 (f) for losses arising from
fires, storms, shipwreck, or other casualty, or from theft, or arising
from demolition, abandonment, or loss of useful value of property,
not compensated for by insurance or otherwise. This class of
deductions does not include losses from the sale or exchange of
capital assets or losses to which section 117 (j) is applicable,

Classification of deductions not included in the separately de-
fined classes is subject to regulations.

Deductions of any class for any taxable year shall not be dis-
allowed unless—

(a) The amount of deductions of such class to be disallowed
for such year exceeds 5 percent of the average excess profits net
income for the taxable years within, or beginning or ending within,
the base period (computed without the disallowance of any such
class of deductions), and .

(b) The taxpayer establishes that the increase in such deduc-
tions is not a cause or a consequence of an increase in the gross
income of the taxpayer in its base period or a decrease in the
amount of some other deduction in its base period, which increase
or decrease is substantial in relation to the amount of the increase
in the deductions of such class, and

(¢) The taxpayer establishes that the increase in such deduc-
tions is not a consequence of a change at any time in the type,
manner of operation, size, or condition of the business engaged in
by the taxpayer.

The amount of deductions of any class to be disallowed with
respect to any taxable year in the base period shall not excced the
amount by which the deductions of such class for such taxable
year exceed the deductions of such class for the taxable year for
which excess profits tax is being computed.
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Tf in computing excess profits net income for any taxable year
in the base period, the taxpayer claims the disallowance under
section 433 (b) (9) and (10) of any amount previously allowed
as a deduction, there shall be submitted a full and complete state-
ment showing the computation of the amount to be disallowed,
the basis upon which each requirement of section 433 (b) (9) and
(10) is satisfied, and all the facts upon which the taxpayer relies.

13, Adjustment of assessments paid by banks to Federal De-
posit Insurance Corporation.—In the case of a bank, the deduc-
tion for the assessment by the Federal Deposit Insurance Corpora-
tion for any taxable year in the base period shall be reduced to an
amount which is such part thereof as the net assessment (after
credits applicable thereto) for the taxable year for which excess
profits tax is being computed is of the gross assessment for the
taxable year for which excess profits tax is being computed.

14. Capitalization of expenditures for advertising or promotion
of good will.—Under the provisions of section 451 any taxpayer
may elect, in a statement attached to its return or filed within
6 months after the date prescribed by law for filing its return for
its first taxable year ending after June 30, 1950, to charge to
capital account deductions based upon expenditures for taxable
years in its base period on account of advertising or the promotion
of good will, to the extent that such expenditures may be regarded
as capital investments. The election Is applicable only with re-
spect to expenditures to establish, maintain, or increase the circu-
lation of a newspaper, magazine, or other periodical.

15. Deductions attributable to technical services.—The adjust-
ment on line 15 is the sum of any deductions described below
deducted in arriving at the amount on line 1. The adjustment
on line 25 is the amount of any income described below included
in computing line 1.

Section 433 (b) (16) provides that in the case of a domestic
corporation which renders to a related corporation technical assist-

ance, engineering services, scientific assistance, or similar services
(such services or assistance being related to the production or
improvement of products of the type manufactured by such
domestic corporation), there shall be excluded the remuneration
for such services or assistance if such remuneration constitutes
income derived from sources without the United States. Any de-
ductions in connection with or properly allocable to rendering of
such services or assistance shall not be allowed. For this purpose,
a foreign corporation shall be considered a “related foreign cor-
poration” if 10 percent or more of its outstanding stock 1s owned
by the domestic corporation.

16. Adjustment for interest—Section 433 (b) (17) provides
that, in the case of a dealer in certain Government obligations
which makes the election provided by section 440 (c), the

.excess profits net income shall be increased by the excess of the

amount of interest received or accrued on such obligations during
each taxable year in the base period reduced (but not below zero)
by the amount of interest paid or accrued during such year which
is not allowed as a deduction under section 23 (b). In the case
of a taxable year ending after June 30, 1950, such interest shall
further be reduced by the amount of the adjustment required
under section 22 (o) (relating to the adjustment for certain bond
premiums) but not by an amount greater than the amount of
interest received or accrued during the taxable year on Govern-
ment obligations to which such section is applicable. For this
purpose the term “Government obligation” means obligations
described in section 22 (b) .(4) any part of the interest from which
is excludible from gross income or allowable as a credit against
net income; but,such term shall include only such obligations as
in the hands of the taxpayer are property described in section
117 (a) (1) (A).

17. Adjustment for base period losses from branch operations.—
Section 433 (b) (18) provides that, in certain cases, the excess
profits net income, otherwise determined, for each year in the base
period may be increased with respect to losses sustained in the base
period arising from branch operations by the taxpayer. Such an
adjustment is authorized only if—

(a) the branch is located at a separate place from the taxpayer’s
other business activities;

(b) the branch was operated at a loss during two or more tax-
able years in the base period;

(¢c) the charagter of the products or services produced by the
branch differs substantially from the other business of the tax-
payer, i.e., the branch is of a type classifiable by the Standard
Industrial Classification Manual in a different major industry
group or in a different subgroup of the taxpayer’s major group; and

(d) the aggregate net losses of the branch during the base
period exceed 15 percent of the aggregate excess profits net income
of the taxpayer during the base period. The term “aggregate
excess profits net income” means the sum of the excess profits net
income for all years in the base period, increased by the sum of the
net losses of such branch during the base period.
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If section 433 (b) (18) is applicable, the excess profits net in-
come for any taxable year beginning or ending in the base period
shall be increased by the amount of the excess of (i) the loss sus-
tained in the operation of the branch in such year over (ii) the
loss, if any, incurred by such branch during the taxable year for
which excess profits tax is being computed. If section 433 (b)
(18) is applicable, submit statement of pertinent facts and schedule
of computation.

18. Adjusunent for deposits under Merchant Marine Act.—Sec-
tion 457 (c) provides that the excess profits net income for any base
period year shall be increased by an amount equal to the excess of
(1) the tax deferred deposits of earnings, made in or accrued to
reserve funds under section 607 of the Merchant Marine Act, 1936,
with respect to such base period year, over (2) the amount of such
demﬂiu of earnings for the taxable year for which excess profits tax
is being computed. Proper adjustment shall be made of deposits
made in or accrued to the reserve funds for any taxable year so as
to exclude therefrom any amounts payable for such year as reim-
bursement of operating-differential subsidy. 1If section 457 (c) is
applicable, submit statement of pertinent facts and schedule of
computation.

20. Dividends received.—See instruction 8.

21, Net gain from sale or exchange of capital assets.—See
instruction 3.

22. Income from retirement or discharge of bonds, etc.—There
shall be excluded in the case of any taxpayer, income derived
from the retirement or discharge by the taxpayer of any bond,
debenture, note, or certificate or other evidence of indcbtedness,
if the obligation of the taxpayer has been outstanding for more
than 6 months, including, in case the issuance was at a premium,
the amount includible in income for such year solely because of
such retirement or discharge,

23. Federal income taxes received by lessor under long-term
lease.—See instruction 6.

24. Debts which actually became worthless during the year, in
the case of banks.—See instruction 5.
l525. Income attributable to technical services.—See instruction

26. Adjustment for certain coal royalties.—Section 433 (d) pro-
vides that the excess profits net income for e years in the
base period shall be computed as if the provisions relating to
the disposal of coal contained in section 117 (j) and section
117 (k) (2) were a part of the law applicable to the taxable year
in the base period for which an excess profits net income is being
computed. Enter on this line the excess of —

(a) the difference between amounts received upon the dis-
posal of coal in the taxable year and the adjusted depletion basis
thereof, over

(b) the excess of the allowance for percentage depletion pro-
vided for in section 114 (b) (4) with respect to such coal for such
year over the amount allowable for cost depletion.

29. Deductions applicable to life insurance companies.—In the
case of a life insurance company there shall be deducted from the
normal-tax net income the excess of (a) the product of (1) the
figure determined and proclaimed under section 202 (b) and
(2) the excess profits net income computed without regard to this
deduction, over (b) the adjustment for certain reserves provided
in section 202 (c).

31 through 38. Average base period net income—General aver-
age.—(a) Lines 31 and 32 provide a computation which is ap-
plicable only to a taxpayer whose base period, as defined in general
mstructions for this schedule, consists of four 12-month taxable
years which are either the calendar years 1946 through 1949 or
fiscal years ending on the last day of January, February, or March,
1947, through 1950. The aggregate excess profits net income for
the three highest years, as shown on line 30, is divided by 3 to

in the average period net income.

(5) Lines 33 through 38 are for the use of all other taxpayers.
A yer which had a taxable year beginning in 1949 and end-
ing after March 31, 1950, may compute an average base period
net income under the general average method cither for (1) its
base period as defined in general instructions for this schedule,
or (2) an alternative period consisting of 48 consecutive months
ending March 31, 1950, whichever produces the lesser excess
profits tax. Lines 33 through 38 are adapted for computation of
average base period net income for either period. A taxpayer
with a taxable year beginning in 1949 and ending after March 31,
1950, should indicate immediately preceding line 33 which period
is used in the computation of the average base period net income.

33. («). For purposes of line 33 (a) the amounts of excess
profits net income as shown on line 30 are divided by the number
of full calendar months in the respective taxable years. If a tax-

yer was not in existence throughout the entire 48 months of its

period, its excess profits net income for any month during
no part of which it was in existence shall be zero.

33. (). This line is to be used in computing an average base
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period net income by a taxpa
described above in Beu of »
enteting:olumnSmtkisl'metllenmemtappearingined—
umn J, line 33 (a) ¥ the taxable year in this column ended after
March 31, 1950, amd bef such
amount if such taxable year ended after Junc
October 1, 1950; or 80 percent of sech
ended after September 30, 1950, and
d%Enterinead:eolu-lo(l'-e
uring any part of which the taxpayer was in existence which
fall within its base period, or wi
thetaxpayermmpnﬁgnmagebasepefndm
by reference to the alternative peri

35. The number of mon
total 36 and should be the
aggregate excess » i
following ways: (e) the 12 comsecutive months with the lowest
aggregate excess profits net income may be eliminated, or (3) the
%cmcuﬁvemhsvhhptdmthehighmwtem
profits net income may be retiined.

If the alternative period is used in Licu of the base period, then
in determining the 36 months to be entered on this line the aver-
age monthly excess profits net income for the months of January,
February, and March, 1950, incleded in the total number of
months shown in column 5, line 34, will be the weighted monthly
average on line 33 (b), and the average monthly excess profits net
income for the preceding months in such taxable year will be the
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monthly average shown in column 5, line 33 (a).
. 36. Enter in each columm of line 36 the respective products of
lines 33 (a) and 35 except that if the alternative period is used,

the lamount(on line

on line 33 (a) with respect to months of January, February,
and March, 1950, if such months are included in the number of
month&:nt;;ed‘;nli:eﬁ.

39 throu verage base period net income—Altermative
based on growth—A taxpayer usi i
to the end of its base period, i it meets certain requirements, is
entitled to an alternative average
puted, in general, upon the basis of the average income of the last
12 months of the base period, or the last 24 months of the base

i , Or an adjusted average for the 12 months ended June 30,
19A ,"whichever is highest. base

taxpayer computing average period net income by usin
analtemativebuedongrowthsballmbmitwiﬂliurﬂxxz{afuﬁ
and complete statement showing the basis upon which each re-
quirement of section relz? (c) is satisfied and all the facts upon

ing the assets of all members of taxpayer’s affiliated group) did
not exceed $20,000,000, and cither— )

(1) The total payrofl for the last half of the base period is 130
percent or more of the total payroll for the first half of the base

period ; or
2) The gross receipts for the half of the base period are
150 percent or more gross receipts for the first half of the base

period.

(5) Eligibility requirements—Products not generally available

g:i::tﬁol%&—Ampayerisahom'tledtomeasinmge

period nct income the alternative based on com-
menced business before the end of its base period and if it meets
the following tests:

(1) The amount of the taxpayer’s net the
ginning January 1, 1950, and ending June 30, 1950, when multi-
plied by 2, equals or exceeds 150 percent of its
for the calendar years 1946 and 1947 ; and

(2) 40 percent or more of the taxpayer’s net sales for the
endar year 1950 is attributable to a product, or class of
(including any article in which such product or class of
is the principal component and including any article which is a
component of such product or class of products), of a kind not
mrallydavaﬂaﬂetothepdiicatmﬁmeplbrto]an

, an

(3) The amount of the taxpayer’s net sales which is attributa-
ble to such product or class of similar products for the calendar
year 1946 is 5 percent or less of the amount of its net sales so
attributable for the calendar year 1949,

A product which is a modification of an old product, such as
an improvement or change in style, is not a product of the type
referred to. A product which was available prior to
l%ﬁ;e;lthoughnotmilableatallﬁmupdor&umisalsonot
covered.

!
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properly be included in the inventory of the taxpayer if on hand
at the close of the taxable year, or property held by the taxpayer
primarily for sale to customers. in the ordinary course of its trade
or business; reduced by the amount of discounts, returns, and
allowances paid or incurred for such period. .

39. Total assets as of first day of base period.—Enter on this
Line total assets of the taxpayer as of the first day of its base period
computed by aggregating the cash and property other than cash
held by the taxpayer on such day for the purpose of the business.
Property shall be included for the purpose of this computation in
an amount equal to its adjusted basis for determining gain upon
sale or exchange. If the taxpayer is a member of an affiliated
group which has the privilege under section 141 of filing a con-
solidated return for its first taxable year ending after June 30,
1950, there shall also be included the total assets of the affiliated
group whether or not a consolidated return is filed, and such total
assets shall be determined in a manner consistent with the princi-
ples applicable with respect to consolidated returns.

40. Total payroll and gross receipts.—For the purpose of de-
termining the amount to be entered on lines 40 (a) and (b), the
term “total payroll® means the sum of the salaries, wages, com-
missions, and other compensation paid or incurred by the taxpayer
during such period for personal services actually rendered by em-
ployees, excluding the amount thereof which is allowable as a
deduction under section 23 (p) and excluding any compensation
paid in any medium other than cash.

The term “gross receipts” means the sum of—

(a) The total amount received or accrued during such period
from the sale, exchange, or other disposition of stock in trade of
the taxpayer or other property of a kind which would properly be
included in the inventory of the taxpayer if on hand at the close
of the taxable year, or property held by the taxpayer primarily for
sale to customers in the ordinary course of its trade or business, and

(b) The gross income, attributable to a trade or business regu-
larly carried on by the taxpayer, received or accrued during such
period excluding therefrom—

Gross income derived from the sale, exchange, or other disposi-
tion of property;

Gross income derived from discharge of indebtedness of the
taxpayer;

Dividends on stocks of corporations; and

Income attributable to recovery of bad debts.

In the event that a taxable year falls partly within the period,
there shall be allocated to the portion of the year within the period
an amount of the total payroll, or total gross receipts, for such year
in the same proportion as the number of months in the year within
the period bears to the total number of months in the year.

41 and 43. Excess profits net income.—The excess profits net
income for each of the months to be included in the aggregates to
be entered on the lines 41 and 43 is the excess profits net income
for the taxable year in which such month falls divided by the
number of full calendar months in such year but in no case shall
the excess profits net income for any month be less-than zero.
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44. Weighted excess profits net income.—The weighted excess
profits net income for any month after December 1949 shall be the
“weighted excess profits net income” for the taxable year in which
the month falls divided by the number of full calendar months in
such year, but in no case shall the weighted excess profits net
income for any month be less than zero. The weighted excess
profits net income for any taxable year beginning before July 1,
1950, shall be—

(a) 100 percent of the excess profits net income for any taxable
year ending before July 1, 1950;

(b) 90 percent of the excess profits net income for any taxable
year ending after June 30, 1950, and before October 1, 1950;

(¢) 80 percent of the excess profits net income for any taxable
year ending after September 30, 1950, and before April 1, 1951;
and

(d) 70 percent of the excess profits net income for any taxable
vear ending after March 31, 1951.

The aggregate of the weighted excess profits net income for each
of the 6 months, January through June 1950, should be entered
on line 44.

45. Excess profits net income for last 6 months of 1949.—1F
the taxpayer is entitled to the benefits of section 435 (e), the
aggregate of the excess profits net income for each of the 6 months
July through December 1949, should be entered on line 45.

If the taxpayer meets the eligibility requirements with respect
to products not generally available prior to 1946, and if its excess
profits net income for the calendar year 1949 is not more than
25 percent of its excess profits net income for the calendar year
1948, the aggrégate of the excess profits net income for each of
the 6 months, July through December 1948, should, if higher, be
substituted for the aggregate of the excess profits net income for
each of the last 6 months of 1949 on line 45 and the substitution
indicated.

50. Base period capital addition.—If the average base period
net income is the general average (line 32 or line 38) or, in certain
cases, is determined with reference to abnormalities in the base
period (section 442) or with reference to section 459, the excess

profits credit based on income includes 12 percent of the base.

period capital addition as computed on Schedule EP-2 (A).

53 and 55. Adjustment on account of the net capital addition
or reduction for the taxable year.—In determining the excess
profits credit based on income under section 435 it is necessary to
make adjustments for capital changes after the beginning of the
first taxable year. No capital adjustments are permitted or re-
quired in the case of a foreign corporation. If the average base
period net income is determined under section 443 or section 445,
the net capital addition or reduction is the amount computed after
giving effect to the provisions of section 443 (d) or section 445 (e).
For capital additions and reductions in case of certain exchanges,
see part IT of the excess profits tax law (sections 461 through 465),
and in the case of- certain taxable acquisitions, see part IV (sec-
tion 474).

SCHEDULE EP-2 (A)—BASE PERIOD CAPITAL ADDITION

In general, section 435 (a) (1) (B) provides that, if the average base period net income of the taxpayer is determined under the
general average method, there shall be included as part of the excess profits credit 12 percent of the amount of the base period capital

addition, computed under section 435 (f ).

No adjustment to reflect a net decrease in base period capital is required.

If the average base period net income is based on growth (lines 39 through 48, Schedule EP-2); or is computed under provisions

of the law relating to new corporations (Schedule EP-5 (A)) ; change in products or services ( Schedule EP-5 (C)) ; increase in capacity
for production or operation (Schedule EP-5 (D)) ; or depressed industry subgroups (Schedule EP-5 (E)) ; then no base period capital
addition is allowed. If average base period net income is computed under provisions of law relating to abnormalities during base period

(Schedule EP-5 (B) ), see instructions for that schedule.
459, see instruction 27 (c), Schedule EP-1.

If the average base period net income is computed by reference to section

In the case of installment basis taxpayers and taxpayers with income from long-term cantracts electing under section 455, see gen-

eral instructions E (1) and (2).

The base period capital addition is, in general, the sum of the net addition to capital for the taxpayer’s last taxable year ending

before July 1, 1950, plus one-half the net addition to capital for the immediately preceding taxable year.

In determining the net

addition to capital, the full increase in equity capital and 75 percent of the increase in borrowed capital are taken into account, subject
to adjustments for interest on borrowed capital for increases or decreases in inadmissible assets, and for increases or decreases in loans
to members of a controlled group of which the taxpayer is a member.

1 and 2. Total assets and liabilities at beginning of taxable
year.—The amount of assets to be entered on line 1 is the sum of
the cash and other property, held by the taxpayer in good faith
for the purposes of the business, at the beginning of the first day
of each taxable year. Property shall be included in an amount
equal to its adjusted basis for determining gain upon sale or ex-
change, except that the adjusted basis of secret processes and
formulas, good will, trade-marks, trade brands, franchises, and
other like property shall be determined without regard to value as
of March 1, 1913. In determining the sum of cash and other
property, so much of the distributions to shareholders made during
the first 60 days of any taxable year (other than the first taxable

year ending after June 30, 1950) as does not exceed the accumu-
fated earnings and profits at the beginning thereof shall be consid-
ered to have been made on the last day of the preceding taxable
year (see section 441 (e)). In the case of an insurance company
(other than mutual and other than life or marine), 50 percent of
its reserves required by law (other than reserves used in computing
borrowed capital under section 439 (b) (2)), as well as its organ-
ization expenses, shall be included in assets. For special rule in
the case of improvements by a lessee to properties of a lessor rail-
road corporation, see section 441 (j).

See section 470 for rules applicable in determining the adjusted

basis of assets acquired in an intercorporate liquidation.
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The amount of liabilities on line 2 shall include all liabilities
of the corporation which are absolute and not contingent. In the
case of assets subject to a mortgage or other lien, the amount of the
indebtedness secured by such mortgage or lien shall be considered
as a liability of the taxpayer whether or not the taxpayer assumed
or agreed to pay such indebtedness. In the case of a bank (as
defined_ in section 104) its reserves for bad debts shall not (a)
reduce assets, or (b) be treated as liabilities.

4. 75 percent of borrowed capital at beginning of year.—Bor-
rowed capital at the beginning of any year shall be determined as
of the first day of the year. Borrowed capital as of any day shall
be determined as of the beginning of such day and shall be the
amount of the outstanding indebtedness (not including interest)
of the taxpayer, incurred in good faith for the purposes of the
business, which indebtedness is evidenced by a bond, note, bill of
exchange, debenture, certificate of indebtedness, mortgage, deed
of trust, bank-loan agreement, or conditional sales contract. In
the case of property of the taxpayer subject to a mortgage or
other lien, the amount of indebtedness secured by such mortgage
or lien shall be considered as an indebtedness of the taxpayer
whether or not the taxpayer assumed or agreed to pay such
indebtedness. Insurance companies and face-amount certificate
companies, see section 439 (b) (2), (3), and (4).

6. Adjustment for interest on borrowed capital.—The amount
to be entered on line 6 is determined by (a) multiplying any in-
debtedness of the taxpayer which constitutes borrowed capital for
the first day of the taxable year by the annual rate of interest
payable upon such indebtedness during such taxable year, and
(b) multiplying the total of the amounts so ascertained by 100
and dividing the product by 12,

8. Adjustment for loans to members of controlled groups at
beginning of year.—Controlled group means one or more chains
of corporations connected through stock ownership with a com-
mon parent corporation if (a¢) more than 50 percent of the total
combined voting power of all classes of stock entitled to vote, or
more than 50 percent of the total value of shares of all classes of
stock, of each of the corporations (except the common parent
corporation) is owned directly by one or more of the other cor-
porations and (b) the common parent corporation owns directly
more than 50 percent of the total combined voting power of all
classes of stock entitled to vote, or more than 50 percent of the
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total value of shares of all classes of stock, of at least one of the
other corporations.

If on the first day of any taxable year the taxpayer was a
member of a controlled group, enter 75 percent of the amount
of the indebtedness to the taxpayer of any other members of the
controlled group. For this purpose, the term “indebtedness”
means indebtedness which constitutes borrowed capital, defined
in section 439 (b) (1), of such other member of the controlled
group for such day.

9. Inadmissible assets adjustment.— The term “inadmissible as-
sets” includes—

(a) Stock in corporations, except stock in a foreign personal
holding company, and except stock which is not a capital. asset;

(5) Obligations described in section 22 (b) (4) any part of the
interest from which is excludible from gross income or allowable
as a credit against net income ; and

(¢)_In the computation of the tax for a taxable year ending
after December 31, 1950, the economic interest referred to in the
provisions of section 117 (k) (2) relating to coal if the taxpayer
1s s;xbject to such provisions with respect to the income from such
coal.

In the case of dealers in Government securities, certain tax-
exempt and partially tax-exempt securities may be treated as
admissible assets if an election is made under sectjon 440 (c) to
include the interest thereon in excess profits net income. See
General Instruction F.

In the comiputation of the tax for a taxable year beginning on
or after October 20, 1951, the adjustment for inadmissible assets
in the case of banks must be made under section 435 (f) (6) which
provides a proportionate adjustment with respect to inadmissible
assets. Under this provision the amount to be entered on line 9
is an amount which bears the same ratio to the excess of the amount
on line 5 over the sum of amounts on lines 7 and 8 as the amount
of the inadmissible assets held at the beginning of such year bears
to the total of admissible and inadmissible assets as of such date.
If the taxpayer elects by a statement attached to its return, the
adjustment for inadmissible assets under section 435 (f) (6) may
be made applicablé in the computation of the tax for all taxable
years beginning before October 20, 1951. A taxpayer using the
adjustment for inadmissible assets provided in section 435 (f)
(6) should so indicate on the return and should submit a schedule
showing computation.

SCHEDULE EP-2 (B)—TAXABLE YEAR CAPITAL ADDITION OR REDUCTION

In general, section 435 (a) provides that the excess profits credit based on income shall be increased by 12 percent of the net capital
addition for the taxable year or reduced by 12 percent of the net capital reduction for the taxable year.
The net capital addition (or reduction), in general, consists of the net increase (or decrease) in equity and borrowed capital deter-

taxable year ending before July 1, 1950. For this purpose borrowed caé)ital is"taken into account at 75 percent. Under certain cir-
cumstances an adjustment is made with respect to inadmissible assets and loans to members of a controlled group of corporations of

A net capital addition may be allowed, or the amount otherwise determined may be increased, in certain cases described in section
435 (g) (9) where a decrease in inadmissible assets (in excess of the capital reduction, if any) is accompanied by a corresponding
increase in operating assets. For this purpose an increase in operating assets is taken into account only to the extent that it exceeds

the net capital addition as adjusted under section 435 (g) (9).

The term ‘“‘operating assets,” in general, includes depreciable property

and land used in the taxpayer's trade or business, as well as stock in trade or propesty held primarily for sale to customers, but does
not include cash, securities, or intangible property. If section 435 (g) (9) is applicable to the taxpayer, the net capital addition may
be determined (1) by computing a tentative net capital addition or reduction using Schedule EP-2 (B) as a guide but disregarding
the adjustment for inadmissible assets on line 22, and (2) by making the following additional computations:

(2) Fill in line 22, whether or not an amount appears on line 21, limiting the amount on line 22 (d) to an amount not greater
than 25 percent of the amount by which (i) the excess of line 14 over line 8 (disregarding for this purpose the 75-percent limitation
appearing on lines 11 and 13), exceeds (i1) the amount on line 22 (b). The amount of the decrease in inadmissible assets (in excess
o}) the capital reduction, if any) is the excess of the amount thus computed on line 22 (e) over the amount, if any, on line 21. In the
case of a bank, the amount of the decrease in inadmissible assets to be taken into account is computed by reference to section 435 (g)

(9) (B).

as of the first day of the first taxable year ending after June 30, 1950.
(c) Recompute the amount on line 19, disregarding for this pu

rpose the 75-percent limitation appearing on lines 7, 11, and 13.

bl

(d) Add to the tentative net capital addition, if any, whichever of the following amounts is the lesser: (i) the amount computed
under (a), or (ii) the excess of the amount computed under (5) over the amount computed under {(¢). The amount to be added to
the tentative net capital addition, if any, may also be subject to adjustment to the extent that an increase in operating assets is deter-
mined to be a result of an increase in indebtedness other than borrowed capital.

A taxpayer computing a net capital addition by reference to section 435 (g) ( 9) should attach a schedule showing computation and

include a detailed statement of operating assets.

If average base period net income is computed under the provisions relating to change in products or services (Schedule EP-5
(C)), or new corporations (Schedule EP-5 (A)), see instructions for those schedules. If average base period net income is computed

under section 459, sec instruction 27 (c), Schedule EP-1.

In the case of installment basis taxpayers and taxpayers with income from long-term contracts electing under section 455, see gen-

eral instructions E (1) and (2).

1 and 2. Equity capital.—See instructions 1 and 2, Schedule
EP-2 (A).

3. Borrowed capital at beginning of first taxable year ending
after June 30, 1950.—The amount to be entered on line 3 is the
total amount of borrowed capital at the beginning of the first tax-

able year ending after June 30, 1950. See instruction 4, Schedule
EP-2 (A). .

4. Average daily amount of borrowed capital for the taxable
year.—The average daily amount of borrowed capital for the.
taxable year is the aggregate of the borrowed capital as of the
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beginning of each day of the taxable year, divided by the number
of days in the taxable year. See instruction 4, Schedule EP-2 (A).

5. Average daily amount of money and property paid in during
the taxable year for stock, or as paid-in surplus, or as a contribu-
tion to capital.—For each day of the taxable year, the daily
amount of money and property paid in during-the taxable year
for stock, or as paid-in surplus, or as a contribution to capital,
is the total amount of money and property so paid in during
such year and prior to such day. The average daily amount of
money and property paid in is the aggregate of the daily amount
for each day of the taxable year, divided by the number of days
in the taxable year.

For the purpose of determining the améunt of property paid
in for stock, or as paid-in surplus, or as a contribution to capital,
such property shall be included in an amount equal to its basis
(unadjusted) for determining gain upon sale or exchange. In
the case of intangible property, the basis (unadjusted) and the
adjusted basis for determining gain upgn sale or exchange shall
be determined without regard to the value as of March 1, 1913,
For the purposes of this paragraph, the term “intangible property”
means secret processes and formulas, good will, trade-marks, trade
brands, franchises, and other like property. If the unadjusted

basis of the property i#§ a substituted basis, such basis shall be’

adjusted, with respect to the period before the property was
paid in, by an amount equal to the adjustments proper under
section 113 (b) (2).

For the purpose of determining the amount of money and prop-
erty paid in for stock, or as paid-in surplus, or as a contribution to
capital, there shall be included only money and property paid in
good faith for the purposes of the taxpayer’s business.

A distribution by a corporation of its stock or rights to acquire
its stock shall not be regarded as money or property paid in for
stock, or as paid-in surplus, or as a contribution to capital.

For the purpose of determining the amount of property paid
in for stock, or as paid-in surplus, or as a contribution to capital—

(a) If the basis (unadjusted) of the property for determining
gain upon a sale or exchange is determined by reference to the
basis of the property in the hands of the transferor, proper ad-
justment shall be made for the amount of any liability of the
transferor assumed upon the exchange and of any liability subject
to which such property was so received, for the amount of any
other liability of the taxpayer constituting consideration for the
property so received, and for the aggregate of the amount of
money and the fair market value of other property (other than
such stock and other than such liabilities) transferred to the
transferor.

(b) If an indebtedness of the taxpayer is canceled or released
in exchange for stock, or as paid-in surplus, or as a contribution
to capital, the amount paid in shall be considered equal to the
amount of the indebtedness. .

(c) For special rule in the case of improvements by a lessee
to the properties of a lessor railroad corporation, see section
441 (j). ’

9, (Average daily amount of distributions during the taxable
year not out of earnings and profits of such year.—For each day
of the taxable year, the daily amount of distributions not out of
earnings and profits is the total amount of such distributions
made during the year and prior to such day. The average daily
amount of such distributions is the aggregate of the daily amount
for each day of the taxable year, divided by the number of days
in the taxable year. A distribution by a corporation of its stock or.
rights to acquire its stock shall not be considered as a distribution.

In determining whether a distribution is out of the earnings
and profits of any taxable year, such earnings and profits shall be
computed as of the close of such taxable vear without diminution
by reason of any distribution made during such taxable year or
by reason of the tax under chapter 1 for such year and the deter-
mination shall be made without regard to the amount of earnings
and profits at the time the distribution was made. 4

So much of the distributions to shareholders made during the
first 60 days of any taxable year (other.than the first taxable
year ending after June 30, 1950) as does not-exceed the accumu-
lated earnings and profits at the béginning thereof shall be con-
sidered to have been made on the last day of the preceding taxable
year. See section 441 (e).

12, Average daily amount of increase in certain inadmissible
assets held by member of controlled group.—For definition of
controlled group, see instruction 8, Schedule EP-2 (A).

The amount required to be included in the daily capital reduc-
tion, under section 435 (g) (4) (D), for any day of the taxable
year, on account of an increase in certain inadmissible assets held
by a member of a controlled group, shall be the amount deter-
mined under (a) or (b) belowgqwhichever is the lesser:

(a) The excess of the aggregate of the adjusted basis (for
determining gain upon sale or exchange) of stock in such other
corporation (or if more than one, in such other corporations) held
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by the taxpayer at the beginning of such day over the aggregate
of the adjusted basis (for determining gain upon sale or ex-
change) of stock in such other corporation (or if more than one,
in such other corporations) held by the taxpayer at the beginning
of its first taxable year ending after Jun2 30, 1950.

(b) The excess of the aggregate of the adjusted basis (for
determining gain upon sale or exchange) of inadmissible assets
held by the taxpayer at the beginning of such day, over the aggre-
gate of the adjusted basis (for determining gain upon sale or
exchange) of inadmissible assets held by.the taxpayer at the
beginning of its first taxable year ending after June 30, 1950.

The amount to be entered on line 12 is the aggregate of the
amount determined for each day of the taxable year, divided by
the number of days in the taxable year.

13. 75 percent of average daily amount of increase in loans to
member of controlled group.—The daily amount of increase in
loans to a member of a controlled group on any day of the taxable
year shall be the excess of the amount of the indebtedness of such
other corporation (or if more than one, such other corporations)
to the taxpayer at the beginning of such day over the amount of
the indebtedness of such other corporation (or if more than one,
such other corporations) to the taxpayer at the beginning of its
first taxable year ending after June 30, 1950. See instruction 4,
Schedule EP-2 (A), for definition of indebtedness. -

The average daily amount of such increase is the aggregate of
such increase for each day of the taxable year, divided by the
number of days in the taxable year.

15, Total inadmissible assets at beginning of first taxable year
ending after June 30, 1950.—See instruction'9, Schedule EP-2
(A}, for definition of inadmissible assets.

16, Average daily amount of inadmissible assets for the taxable
year.-—The average daly amount of inadmissible assets for the
taxable year is the aggregate of the total inadmissible assets for
each day of the taxable year, divided by the number of days in the
taxable year. )

17. Excess, if any, of average daily capital addition over aver-
age daily capital reduction.—If the average daily capital addition
(line 8) exceeds the average daily capital reduction (line 14), the
excess of line 8 over line 14 should be entered on line 17. This is
the amount of the net capital addition before adjustment for any

ncrease in inadmissible assets. If an amount is entered on line 17,

lines 18, 19, and 20 should be completed but nq entry should be
made on lines 21 through 24. )

18. Adjustment for increase in inadmissible assets.—This line
provides for computation of the adjustment for any increase in
madmissible assets required by section 435 (g) (1) in determining
the net capital addition. The increase in inadmissible assets (the
excess, if any, of line 16 over line 15) is reduced on line 18 (a) for
any increase in the daily capital reduction (line 12) attributable
to an’increase in certain inadmissible assets held by a member of a
controlled group. (Section 435 (g) (4) and (6).) Lines 18
(b), (c), and (d) provide an adjustment which is required where
the adjusted increase in inadmissible assets exceeds that part of the
amount of the net capital addition which is attributable to an
increase in equity capital. ]

An alternative computation of the adjustment for inadmissible
assets is provided under section 435 (g) (8) (A) in the case of a
bank which has an increase in total assets for the taxable year in
excess of the amount on line 17. Under this provision the amount
of the adjustment for inadmissible assets on line 18 (e) may not be
greater than an amount which bears-the same ratio to the increase
in inadmissible assets for the taxable year (excess of line 16 over
line 15) as the amount on line 17 bears to the increase. in total
assets for the taxable year. The increase in total assets is deter-
mined by computing the excess of the average total assets for the
taxable year over the total assets of the taxpayer for the first day
of the first taxable year ending after June 30, 1950. If the tax-
payer uses the alternatéve adjustment for inadmissible assets, enter
the amount so determined on line 18 (e), indicate that such substi-
tution has been made, and submit schedule showing computation.

21, Excess, if any, of average daily capital reduction over aver-
age daily capital addition.—If the average daily capital reduction
(line 14} exceeds the average daily capital addition (line 8), the
excess of line 14 over line 8 should be entered on line 21. This is
the amount of the net capital reduction before adjustment for any
decrease in inadmissible assets.

22. Adjustment for decrease in inadmissible assets.—This line
provides for the computation of the adjustment for any decrease
in inadmissible assets required by section 435 (g) (2) in deter-
mining the net capital reduction. The decrease in inadmissible
assets (the excess, if any, of line 15 over line 16) is entered on line
22 (a). Lines 22 (b), (c), and (d) provide an adjustment which
is required where the decrease in inadmissible assets exceeds that
part of the amount of the net capital reduction which is attribut-
able to a decrease in equity capital.

An alternative computation of the adjustment for inadmissible
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assets is provided under section 435 (g) (8) (B) in the case of a
bank which has a decrease in total assets for the taxable year in
excess of the amount on line 21. Under this provision the amount
of the adjustment for inadmissible assets on line 22 (e) may not be
greater than an amount which bears the same ratio to the decrease
in inadmissible assets (excess of line 15 over line 16) as the
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crease in total assets is determined by computing the excess of the
total assets of the taxpayer for the first day of the first taxable year
of the taxpayer ending after June 30, 1950, over the average total
assets for the taxable year. If the taxpayer uses the alternative
adjustment for inadmissible assets, enter the amount so determined
on line 22 (e), indicate that such substitution has been made, and

amount on line 21 bears to the decrease in total assets. The de- submit schedule showing computation.

SCHEDULE EP-3.—ALTERNATIVE EXCESS PROFITS CREDIT OF REGULATED PUBLIC UTILITIES (Section 448)

Section 448 provides an alternative excess profits credit for certain regulated public utilities.
the amount of the corporation’s normal tax and surtax plus an amount determined as follows:

(a) By computing 6 percent or 7 percent (depending upon the type of utility) of the sum of the adjusted invested capital and the
average borrowed capital for the taxable year;

(b) By reducing the amount determined under (a) by the amount of interest on indebtedness included in borrowed capital. ‘The
amount computed under (a), as reduced by (b), is subject to.an adjustment for inadmissible assets.

For the purpose of this credit, adjusted invested capital for any year includes generally the sum of (1) the excess of assets over
liabilities at therggginning of the year, (2) the average amount of money and property paid in for stock, or as paid-in surplus, or as a
contribution to capital during the taxable year, and (3) thg recent loss adjustment; redyced by the average amount of distributions
made during the taxable year not out of current earnings and profits. In the case of certain public utilities specified in section 448 (c)
(1) (A) and (B), (c¢) (2), and (c) (4), however, the adjusted invested capital is the sum of the average outstanding common and
preferred capital stock accounts for the taxable year and the capital surplus and earned surplus accounts at the beginning of the taxable

This credit, in general, consists of

year as recorded on corporate books of account if such books are maintained in accordance with specified systems of accounts.

The use of the alternative credit is limited to corporations deriving 80 percent or more of their gross income (computed without
regard to dividends and capital gains and losses) from certain regulated sources.

If an affiliated group filing a consolidated return includes any corporation which is not a regulated public utility, the alternative
credit provided by section 448 may not be used. An affiliated group consisting only of regulated public utilities may file a consolidated

return using the alternative credit.

1. Equity capital at be%idning of the taxable year.—See instruc-
tions 1 and 2, Schedule EP-2 &A).

2. Average daily amount of money and property paid in during
the taxable year for stock, or as paid-in surplus, or as a contribu-
tion to capital.—See instruction 5, Schedule EP-2 (B).

3. Recent loss adjustment.—Section 437 (f) provides that the
recent loss adjustment for any taxable year shall be the excess of
the aggregate of the net operating loss for each taxable yéar in the
recent loss period over the aggregate of the net income for each
taxable year in such period. For this purpose, the term “recent
loss period” means either the base period or the period beginning
January 1, 1940, and ending December 31, 1949, whichever results
in a higher recent loss adjustment. The net operating loss for any
taxable year means the net operating loss as defined in section 122
(a), determined under the law applicable to such taxable year, and
the net income for any taxable year means the net income com-
puted with the exceptions, additions, and limitations provided in
section 122 (d) (other than paragraph (6) of section 122 (d)),
under the law applicable to such taxable year.

See section 437 (f) (3) for special rules in case only part of a
taxable yedr is included in the recent loss period and in the case
zlf'; recg;lt losses of a component corporation as defined in section

1 (b).

5. Average daily amount of distributions during the taxable
year not out of earnings and profits for such year.—See instruc-
tion 9, Schedule EP-2 (B).

7. Adjusted invested capital based upon prescribed uniform
system of accounts.—If, in the case of a corporation described in
section 448 (c) (1) (A), (c) (1) (B), (c) (2), or (c) (4} (see
instruction 10), the corporate books of account are maintained in
accordance with a system of accounts prescribed by an appro-
priate regulatory body (or, if not so prescribed, are maintained in
accordance with the uniform systems of accounts prescribed by
the Federal Power Commission or the National Association of
Railway and Utility Commissioners), the adjusted invested capital
for such year shall be the sum of the average outstanding common
and preferred capital stock accounts for such taxable year and the
capital surplus and earfied surplus accounts at the beginning of
such taxable year as properly recorded on such corporate books
of account.

A statement shall be attached setting out all facts relied on in
qua.lif}'ing under this method of computing adjusted invested
capital.

(4) Average outstanding capital stock for the taxable year.—
The average outstanding capital stock for the taxable year is the
aggregate of the outstanding common and preferred stock accounts
for each day of the year, divided by the number of days in the
taxable year.

(b) Capital surplus and earned surplus at beginning of the
taxable year.—Enter the total amount of the capital surplus and
earned surplus accounts as recorded on the corporate books of
account as of the beginning of the first day of the taxable year.

8. Average daily amount of borrowed capital for the taxable
year.—See instruction 4, Schedule EP-2 (B).

10. Applicable rate under section 448.—Section 448 (c) pro-
vides that the applicable rate shall be:

(1) 6 percent in the case of a corporation engaged in the
furnishing or sale of —

(A) Electric energy, gas, water, or sewerage disposal services, or

(B) Transportation (not included in paragraph (3)) on an
intrastate, suburban, municipal, or interurban electric railroad, on
an intrastate, municipal, or suburban trackless trolley system, or on
a municipal or suburban bus system, or

(C) Transportation (not included in subparagraph (B)) by
motor vehicle—
if the rates for such furnishing or sale, as the case may be, have
been established or approved by a State or political subdivision
thereof, by an agency or instrumentality of the United States, or
by a public service or public utility commission or other similar
body of the District of Columbia or of any State or political
subdivision thereof;

(2) 6 percent in the case of a corporation engaged as a common
carrier in the furnishing or sale of transportation of gas by pipe-
line, if subject to the jurisdiction of the Federal Power Com-
mission ;

(3) 6 percent in the case of a corporation engaged as a com-
mon carrier (A) in the furnishing or sale of transportation by
railroad, if subject to the jurisdiction of the Interstate Commerce
Commission, or (B) in the furnishing or sale of transportation of
oil or other petroleum products (including shale oil) by pipeline,
if subject to the jurisdiction of the Interstate Commerce Com-
mission or if the rates for such furnishing or sale are subject to
the jurisdiction of a public service or public utility commission or
other similar body of the District of Columbia or of any State;

(4) 7 percent in the case of a corporation engaged in the
furnishing or sale of telephone or telegraph service, if the rates for
such furnishing or sale meet the requirements of paragraph (1);

(5) 7 percent in the case of a corporation engaged in the
furnishing or sale of transportation as a common carrier by air,
subject to the jurisdiction of the Civil Aeronautics Board; and

(6) 6 percent in the case of a corporation engaged in the
furnishing or sale of transportation by common carrier by water,
subject to the jurisdiction of the Interstate Commerce Commis-
sion under Part III of the Interstate Commerce Act, or subject
to the jurisdiction of the Federal Maritime Board under the
Intercoastal Shipping Act, 1933.

12. Reduction for interest on borrowed capital for the taxable
year.—Enter on line 12 the amount of the deduction allowable
for the taxable year with respect to interest on indebtedness
included in the borrowed capital used in computing the average
daily amount of borrowed capital on line 8.

14. Average daily amount of inadmissible assets for the tax-
able year.—Enter on line 14 the average inadmissible assets for
the taxable year determined in the manner set out in instruction
16, Schedule EP-2 (B). In the case of a corporation which has
computed its adjusted invested capital on line 7 of this schedule,
the amount attributable to inadmissible assets shall be determined
according to the corporate books of account.

15. Average daily amount of total assets for the taxable year.—
The total assets to be entered on line 15 is the aggregate of all
assets for each day of the taxable year, divided by the number of
days in the taxable year. In the case of a corporation which has
computed its adjusted invested capital on line 7 of this schedule,
the amount attributable to each asset shall be determined accord-
ing to the corporate books of account.



FACSIMILES OF TAX RETURNS FOR 1953 189
PAGE 15
SCHEDULE EP—4.—EXCESS PROFITS CREDIT—BASED ON INVESTED. CAPITAL

The excess profits credit based on invested capital is, in general, an amount eckual to the sum of—
(a) 12 percent of the first $5,000,000 of invested capital,

(&) 10 percent of the next $5,000,000 of invested capital, and

(¢) 8 percent of additional amounts of invested capital.

Invested capital for any year determined under the “asset” method consists generally of the sum of (1) the excess at the beginning
of the year of total assets over total liabilities, (2) 75 percent of the average amount of borrowed capital for the year, and (3) the
recent loss adjustment. The sum thus determined is increased by the average amount of money and property paid in for stock, or as
paid-in surplus, or as a contribution to capital during the taxable year and 1s reduced by distributions made during the year, which are
not out of earnings and profits of the current year. An adjustment is made in the case of a corporation having an invested capital of
more than $5,000,000 in order that capital added after the beginning of its first taxable year ending after June 30, 1950, will be included
in invested capital at the 12-percent rate. No such adjustment is necessary where the invested capital does not exceed $5,000,000 since
the 12-percent rate is applied to the entire invested capital. )

. The “historical” method for determining invested capital is similar to the method used in the invested capital credit under the World
War II excess profits tax law. The historical method, in substance, includes in invested capital money and property previously paid in
for stock, or as paid-in surplus, or as a contribution to capital, plus the accumulated earnings and profits of the corporation as of the
beginning of the taxable year.

A taxpayer is required to use the asset method in determining its invested capital credit unless it elects the historical method in its
return for the taxable year. The election once made is irrevocable with respect to the taxable year for which made. If the historical
method is used on the return in determining excess profits tax liability, the taxpayer yvill be deemed to have elected ‘the historical method.
A taxpayer which computes its excess profits tax on its return on the basis of a credit other than the invested capital credit may never-
theless elect the historical method for such year, in the event that the invested capital credit should subsequently become significant in

the determination of its excess profits tax liability for such year, by attaching a statement to its return for the taxable year electing the

historical method.

1. Equity capital at beginning of the taxable year.—dThe equity
capital at the beginning of the taxable year is the total of the
assets held by a taxpayer at the beginning of the first day of the
taxable year reduced by the total of its liabilities at that time.
For determination of amounts to be included in total assets and
total liabilities, see instructions 1 and 2, Schedule EP-2 (A).

2. Average daily amount of money and property paid in during
the taxable year for stock, or as paid-in surplus, or as a contribu-
tion to capital.—See instruction 5, Schedule EP-2 (B).

3. Average daily amount of borrowed capital for the taxable
year.—The average daily amount of borrowed capital for the
taxable year is the aggregate of the borrowed capital as of the
beginning of each day of the taxable year, divided by the number
of days in the taxable year. See instruction 4, Schedule EP-2
(A), for definition of borrowed capital.

4. Recent loss adjustment.—Section 437 (f) provides that the
recent loss adjustment for any taxable year shall be the excess of
the aggregate of the net operating loss for each taxable year in the
recent loss period over the aggregate of the net income for each
taxable year in such period. For this purpose, the term “récent
loss period” means either the base period or the period -beginning
January 1, 1940, and ending December 31, 1949, whichever results
in a higher recent loss adjustment. The net operating loss for any
taxable year means the net operating loss as defined in section
122 (a), determined under the law applicable to such taxable
year, and the net income for any taxable year means the net income
computed with the exceptions, additions, and limitations provided
in section 122 (d) (other than paragraph (6) of section 122 (d)),
under the law applicable to such taxable year.

See section 437 (f) (3) for special rules in case only part of the
taxable year is included in the recent loss period and in the case of
recent losses of a component corporation as defined in section
461 (b).

6. Average daily amount of distributions during the taxable
year not out of earnings and profits of such year.—See instruc-
tion 9, Schedule EP-2 (B).

8. ‘Equity capital at beginning of first taxable year ending after
June 30, 1950.—For determination of amounts to be included in
total assets and total liabilities, see instructions 1 and 2, Schedule
EP-2 (A).

9. Excluded capital paid in after beginning of first taxable year
ending after June 30, 1950, and prior to the taxable year,.—
Section 438 (e) defines “excluded equity capital” as the amount
of money or property paid in for stock, or as paid-in surplus, or as
a contribution to capital, to the taxpayer—

(a) By a corporation in an exchange to which section 112 (b)
(3), (4), (5), or (10}, or so much of section 112 (c), (d), or (e)
as refers to section 112 (b) (3), (4), (5), or (10), is applicable
(or would be applicable except for section 371 (g)), or would
have been applicable if the term “control” had been defined in
section 112 (h) to mean the ownership of stock possessing more
than 50 percent of the total combined voting power of all classes
of stock entitled to vote or more than 50 percent of the total value
of shares of all classes of stock;

(b) By a transferor corporation if immediately after such trans-
action the transferor and the taxpayer are members of the same
controlled group. For definition of controlled group, see instruc-
tion 8, Schedule EP-2 (A).

10. Borrowed capital at beginning of first taxable year ending
after June 30, 1950.—For definition of borrowed capital, see
instruction 4, Schedule EP-2 (A),

11. Excluded borrowed capital at beginning of first taxable
year ending after June 30, 1950.—Section 438 (f) provides that
the “excluded borrowed capital” for any day of any taxable year
shall be so much of the daily borrowed capital for such day as
consists of outstanding indebtedness to a member of a controlled
group which includes the taxpayer. For definition of borrowed
capital, see instruction 4, Schedule EP-2 (A). For definition of
controlled group, see instruction 8, Schedule EP-2 (A).

12. Average daily amount of ‘excluded borrowed capital for. the
taxable year.—The average daily amount of excluded borrowed
capital for the taxable year is the aggregate of the excluded bor-
rowed capital at the beginning of each day of the taxable year,
divided by the number of days in the taxable year. See instruction
11 for definition of excluded borrowed capital.

13. Average daily amount of excluded capital paid in during
the taxable year.—The average daily amount of excluded equity
capital paid in dufing the taxable year is the aggregate of the
excluded equity capital at the beginning of each day of the taxable

Year, divided by the number of days in the taxable year. See

instruction 9 for definition of excluded equity capital.

22. Total inadmissible assets at beginning of first taxable year
endin§ after June 30, 1950.—See instruction 9, Schedule EP-2
(A), for definition of inadmissible assets.

23. Average daily amount of inadmissible assets for the taxable
year.—The average daily amount of inadmissible assets for the
taxable year is the aggregate of the total inadmissible assets for
each day of the taxable year, divided by the number of days in
such year. For definition of inadmissible assets, see instruction 9,
Schedule EP-2 (A)..

24 and 25.—An alternative computation of the adjustment for
inadmissible assets is provided under section 438 (g) in the case of
a bank which has an increase in total assets for the taxable year in
excess of the amount on line 24. Under this provision the amount
of the adjustment for inadmissible assets on line 25 (e) may not
be greater than an amount which bears the same ratio to the
increase in inadmissible assets for the taxable year (excess of line
23 over line 22) as the amount on line 24 bears to the increase in
total assets for the taxable year. The increase in total assets is

-determined by computing the excess of the average total assets

for the taxable year over the total assets of the taxpayer for the
first day of the first taXable year ending after June 30, 1950. If
the taxpayer uses the alternative adjustment for inadmissible assets,
enter the amount so determined on line 25 (e), indicate that such
substitution has been made, and submit schedule showing com-
putation.

INSTRUCTIONS 28 THROUGH 55 APPLY ONLY TO THE
HISTORICAL METHOD

28. Money paid in for stock, or as paid-in surplus, or as a con-
tribution to capital.—The amount to be entered on line 28 is
the total amount of money paid in prior to the beginning of the
taxable year. The fact that the money paid in has been lost,
destroyed, or otherwise disposed of shall not reduce the invested
capital, except as such facts are reflected in the earnings and
profits as of the beginning of the taxable year, The term “money
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paid in” does not include amounts received as premiums by an
insurance company subject to taxation under section 204.

29. Property paid in for stock, or as paid-in surplus, or as a
contribution to capital.—The amount to entered on line 29 is
the total amount of property paid in prior to the taxable year.
The amount of any property paid in is the unadjusted basis to
the taxpayer for determining loss upon sale or exchange under
the law applicable to the taxable year for which the invested
cagital is being computed. If the property was disposed of after
February 28, 1913, and before such taxable year, such unadjusted
basis shall be determined under the law applicable to the year of
disposition, but without regard to the value of the property as of
March 1, 1913, If the property was disposed of before March 1,
1913, its unadjusted basis shall ﬁe considered to be its fair market
value at the time paid in. ]

If the basis to the taxpayer is cost and stock was issued for the
property, the cost is the fair market value of such stock at the time
of its issuance. If the stock had no established market value at
the time of the exchange, the fair market value of the assets of
the company at that time should be determined and the liabilities
deducted. The resulting net worth will be deemed to represent
the total value of the outstanding stock. In determining net worth
for the purpose of fixing the fair market value of the stock at the
time of the exchange, the property paid in for such stock shall be
included’in the assets at its fair market value at that time.

If stock having no established market value is issued for intangi-
ble property, and it is necessary to determine the fair market value
of such property, the following factors, among others, may be taken
into consideration in determining such value: (@) The earnings
attributable to such intangible assets while in the hands of the
predecessor owner; and (b) any cash offers for the purchase of the
business, including the intangible property, at or about the time
of its acquisition. A corporation claiming a value for intangible
property paid in for stock shall file with its return a full statement
of the facts relating to such valuation.

If the property was acquired after December 31, 1920, by a
corporation from a shareholder as paid-in surplus or from any
person as a contribution to capital, then the basis shall be the
same as it would have been in the hands of the transferor if the
transfer had not been made. See section 113 (a) (8). If so ac-
quired prior to January 1, 1921, the basis is the fair market value
of the property at the time it was paid in. Where the basis 1s the
transferor’s basis, those adjustments shall be made to such basis
with respect to the period before the property was paid in as are
proper under section 115 (1) for determining earnings and profits.

The fact that the property paid in has been lost, destroyed, or
otherwise disposed of, shall not reduce the invested capital, except
as such facts are reflected in the earnings and profits as of the
beginning of the taxable year. .

The term “property paid in” does not include amounts received
as premiums by an insurance company subject to taxation under
section 204.

The fair value of additions and betterments made by the lessee
to the physical properties of a lessor railroad corporation which
have become the property of the lessor corporation by rejection of
its lease (such fair value being determined as of the date such
additions and betterments became the property of the lessor) shall
be considered as a contribution to capital. Where the value of
such improvements cannot be accurately determined by the old
records thereof, because lost, incomplete, or inaccurate, the value
of such improvements determined by the Interstate Commerce
Commission for rate-making purposes shall be used in lieu of such
fair value.

30. Distributions of earnings and profits in stock of the cor-
poration.—The amount of distributions in stock of the taxpayer
or in rights to acquire stock of the taxpayer made prior to the
beginning of the taxable year, to the extent to which such distri-
butions are considered to be out of earnings and profits, should
be entered on line 30. In determining whether such a distribu-
tion is out of the earnings and profits of any taxable year, so much
of the distributions (taken in the order of time) made during the
first 60 days of the year as does not exceed the accumulated earn-
ings and profits at the beginning of the year (computed without
regard to this rule) shall be considered to have been made on the
last day of the preceding taxable year. This rule shall not apply
with respect to distributions made during the first 60 days of the
taxpayer’s first taxable year ending after June 30, 1950. In deter-
mining whether a distribution is out of the earnings and profits of
any taxable year, such earnings and profits shall be computed as
of the close of such taxable year without diminution by reason of
any distribution made during such taxable year or by reason: of
the tax imposed by chapter 1 for such year and the determination
shall be'made without regard to the amount of earnings and profits
at the time the distribution was made. If a stock dividend is paid
out of capital and not out of earnings and profits, or is of such a
character as not to be subject to tax in the hands of a distributee
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because exempt as a stock dividend either by statute or otherwise,
it is not deemed to constitute a distribution and does not reduce
the earnings and profits account. See section 115 (h).

31. (@) Accumulated eagnings and profits.—The accumulated
earnings and profits as of the beginning of the taxable year should
be entered on line 31 (a). In general, the concept of accumulated
earnings and profits for the purpose of the invested capital credit
under the historical method is the same as for all other purpeses of
chapter 1. See, for example, section 115 and the regulations
prescribed thereunder. In computing accumulated earnings and
profits as of the beginning of the taxable year, a taxpayer keeping
its books and making its income tax returns on the accrual basis
shall subtract the income taxes for the preceding taxable year. If
there is a deficit in the accumulated earnings and profits as of the
beginning of the taxable year, such deficit shall not be taken into
account and the earnings and profits as of the beginning of the
taxable vear shall be considered to be zero, but subsequent earn-
ings and profits shall be applied against such deficit. Unrealized
appreciation in value of property is not a factor in determining
earnings and profits. For rules governing the determination of
the source of distributions, see instruction 30.

31. (b) Adjustment for transferor’s deficit under section 458
(f) (4).—If a corporation (hereinafter called “transferor”) trans-
fers substantially all its property to another corporation formed to
acquire such property (hereinafter called “transferee”), and if—

(1) the sole consideration for the transfer of such property is
the transfer to the transferor or its shareholders of all the stock of
all classes (except qualifying shares) of the transferee (in deter-
mining whether the transfer is solely for stock, the assumption by
the transferee of a liability of the transferor or the fact that the
property acquired is subject to a liability shall be disregarded) ; and

(2) the basis of the property in the hands of the transferee for
the purposes of this subsection is determined by reference to the
basis of the property in the hands of the transferor; and

(3) the transferor is forthwith completely liquidated in pursu-
ance of the plan under which the acquisition of the property is
made; and

(4) immediately after the liquidation the shareholders of the
transferor own all such stock;
then for the purposes of this paragraph, in computing the equity
invested capital for any day after the date of the acquisition of the
property, the earnings and profits or deficit in earnings and profits
of the transferee and the transferor shall be computed as if, imme-
diately before the beginning of the taxable year in which such
transfer occurs, the transferee had been in existence and sustained
a recognized loss, and the transferor had realized a recognized
gain, equal to the portion of the deficit in earnings and profits of
the transferor attributable to such property.

31. (¢) Increase or decrease under section 472 (d) (1) on ac-
count of intercorporate liquidation.—Where property is received
by the transferee in an intercorporate liquidation, section 472 (d)
(1) provides that in computing the equity invested capital of the
transferee for any day following the completion of such intercor-
})orate liquidation with respect to any share of stock in the trans-
eror having in the hands of the transferee, immediately prior to
the receipt of any property in such intercorporate liquidation, a
basis determined to be a cost basis, the earnings and profits or
deficit in earnings and profits of the transferee shall be computed
as if on the day following the completion of such intercorporate
liquidation the transferee had realized a recognized gain equal to
the amount of the plus adjustment in respect of such share, or had
sustained a recognized loss equal to the amount of the minus
adjustment in respect of such share.

For the purpose of such adjustment, an intercorporate liquida-
tion is defined by section 472 (a) as the receipt (whether or not
after June 30, 1950) by a corporation of property in complete
liquidation of another corporation to which—

(1) the provisions of section 112 (b) (6) or the corresponding
provisions of a prior revenue law is applicable ; or

(2) a provision of law is applicable prescribing the nonrecog-
nition of gain or loss in whole or in part upon such receipt (includ-
ing a provision of the regulations applicable to a consolidated
income and excess profits tax return, but not including section 112
(b) (7), (9), or (10) or a corresponding provision of a prior
revenue law), but only if none of such property so received is a
stock or a security in a corporation the stock or securities of which
are specified in t%e law applicable to the receipt of such property
as stock or securities permitted to be received (or which would be
permitted to be received if they were the sole consideration) with-
out the recognition of gain. The amount of any plus or minus
adjustment resulting from an intercorporate liquidation occurring
prior to the taxable year should be entered on line 31 (¢). For
definition of “plus adjustment” and “minus adjustment,” see
section 472 (b).

32. Increase on account of intercorporate liquidation under
section 472 (d) (2).—Where property is received by the trans-
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feree in an intercorporatéliquidation, section 472 (d) (2) provides
that in computing the equity invested capital of the transferee for
any day following the completion of such intercorporate liquidation
with respect to any share of stock in the transferor having in the
hands of the transferee, immediately prior to the receipt of any
property in such intercorporate liquidation, a basis determined to
be a basis other than a cost basis, there shall be treated as an
amount includible in equity invested capital the amount of the plus
adjustment with respect to such share, or equity invested capital
shall be reduced by the amount of the minus adjustment with
respect to such share. The amount of such a plus adjustment re-
sulting from an intercorporate liquidation occurring prior to the
taxable year should be entered on line 32. See instruction 31 (¢).

33. Deficit in earnings and profits of another corporation under
section 458 (d) (5).—In the case of a transferee, as defined in
instruction 31 (b), there shall be included in equity invested
capital an amount, determined as indicated in such instruction,
equal to the portion of the deficit in earnings and profits of a
transferor attributable to property received.

35. Distributions made prior to the taxable year not out of
accumulated earnings and profits.—Section 458 (e) (1) provides
that the equity invested capital shall be reduced for distributions
made prior to the taxable year not out of accumulated earnings
and- profits. For rules governing the determination of. the source
of distributions, see instruction 30.

36. Earnings and profits of another corporation required to be
deducted by section 458 (e) (3).—Equity invested capital shall
be reduced by the amount of the earnings and profits of another
corporation which at any prior date were included in accumulated
earnings and profits by reason of a transaction described in section
112 (b) through (e), or in the corresponding provisions of a prior
revenue law, or by reason of the transfer by such other corporation
to the taxpayer of property the basis of which in the hands of the
taxpayer is or was determined with reference to its basis in the
hands of such other corporation or would have been so determined
if the property had been other than money.

37. Decrease on account of intercorporate liquidation under
section 472 (d) (2).—The amount of any minus adjustment re-
sulting from an intercorporate liquidation occurring prior to the
beginning of the taxable year should be entered on line 37. See
instructions 31 (c) and 32.

38. Deficit included in invested capital of another corporation
(section 458 (e) (4)).—In the case of a transferor, as defined in
instruction 31 (b), equity invested capital shall be reduced by an
amount, determined as indicated in such instruction, equal to the
portion of the deficit in earnings and profits of the transferor attrib-
utable to property transferred. Any such amount resulting from
a transfer occurring prior to the taxable year should be entered
on line 38,

41. Money paid in for stock, or as paid-in surplus, or as a con-
tribution to capital.—The amount to be entered on line 4] is
the average daily amount of money paid in during the year. The
average daily amount for the taxable year is the aggregate of
money paid in as of the beginning of each day of the year, divided
by the number of days in such year. See instruction 28

42. Property paid in for stock, or as paid-in surplus, or as a
contribution to capital.—The amount to be entered on line 42 is
the average daily amount of property paid in during the year.
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The average daily amount for the taxable year is the aggregate of
the property paid in as of the beginning of each day of the taxable
year, divided by the number of days in such year. See instruc-
tion 29.

43. Distributions of earniftgs and profits (other than earnings
and profits of the taxable year) in stock of the corporation,—The
amount to be entered on line 43 is the average daily amount of dis-
tributions made during the taxable year of earnings and profits
(other than earnings and profits of the taxable year) in stock of the
taxpayer or in rights to acquire stock of the taxpayer. The average
daily amount is the aggregate of the distributions as of the be-
ginning of each day of the taxable year, divided by the number of

-days in such year. For rules governing the determination of the

source of distributions, see instruction 30,

44. Increase on account of intercorporate liquidation under sec-
tion 472 (d) (2).—The average daily amount of any plus ad-
justment unler section 472 (d) (2) resulting .from an intercor-
porate liquidation occurring during the taxable year should be
entered on line 44, See instructions 31 (c) and 32.

45. Deficit in earnings and profits of another corporation under
section 458 (d)- (5).—In the case of a transferee, as defined in
instruction 31 (b), there should be entered on line 45 the average
daily amount of the portion of the deficit in earnings and profits
of the transferor attributable to the property received in a transfer
described in section 458 (f) (4) occurring during the taxable
year. See instructions 31 (b) and 33.

48. Distributions not out of earnings and profits of the taxable
year.—Section 458 (e) (2) provides that the equity invested
capital for any day in the taxable year shall be reduced for dis-
tributions previously made during such taxable year which are not
out of the earnings and profits of such taxable year. For the pur-
poses of Schedule EP—4, the average daily reduction is derived by
aggregating the reduction for each dayv of the taxable year and
dividing the aggregate by the number of days in the taxable year.
For rules governing the determination of the source of distribu.
tions, see instruction 30. .

49. Stock distributions from accumulated earnings and profits
at beginning of year.—See instruction 43.

50. Decrease on account of intercorporate liquidation under
section 472 (d) (2).—The average daily amount of any minus
adjustment under section 472 (d) (2) resulting from an inter-
corporate liquidation occurring during the taxable year should
be entered on line 50. See instructions 31 (c) and 32,

51. Deficit in earnings and profits included in invested capital
of another corporation (section 458 (e) (4)). —The average daily
amount of the portion of the deficit in earnings and profits of the
transferor, as defined in instruction 31 (b), attributable to prop-
erty transferred during the taxable year should be entered on line

See instruction 38. ’

54. 75 percent of average borrowed capital.—See instruction 3.

61. Average daily amount of inadmissible assets for the tax.
able years—See instruction 9, Schedule EP—2 (A), for definition
of inadmissible assets and instruction 16, Schedule EP-2 (B), for
method of computing average daily amount of inadmissible assets,

62. Average daily amount of total assets for the taxable year.—
The amount to be entered on line 62 is the average daily amount
of total assets for the taxable year. For rules governing the assets
to be taken into account, see instruction 1, Schedule EP-2 (A).

SCHEDULE EP-5
Consisting of parts (A), (B), (C), (D), and (B).

GENERAL INSTRUCTIONS

1. In general.—Sections 442 through 446 provide fer the de-
termination of an average base period net inceme computed, in
general, on the basis of an industry rate of return, in lieu of the
taxpayer’s own experience, in certain cases which may be charac-
terized as follows: '

(a) A corporation commencing business after the beginning of
its base period;

(6) A corporation experiencing certain types of abnormalities
during its base period ; .

(¢) A corporation making a substantial change in products or
services during the last 3 years of its base period ;

(d) .A corporation making a substantial increase in its capacity
for production or operation during the last 3 vyears of its base
period; and

(e) A corporation.which for its base period was a member of a
depressed industry subgroup.

2. Application ‘required.—Section 447 e) provides that the
excess profitstax for any taxable year shall be determined without
regard to section 442, 443, 444, 445, or 446, unless an application
for the benefits of such section, setting forth the grounds for the
application of such section in such detail and in such manncr as
the Secretary may prescribe, is filed by the taxpayver——

{a) with its return for the taxable vear, or
(b) within the period of time prescribed by section 322
(as extended under sections 446 (h) and 447 (d) in cases
where a tentative rate of return or a tentative adjusted rate
of return has been used and the use of a final rate of return
results in ‘a redetermination) for filing claim for credit or
refund, and in such case the application of section 442, 443,
444, 445, or 446 shall be subject to the limitations as to the
amount of credit or refund prescribed in section 322, or
(¢), after the period described in (&) above, if within the
period of limitations for the assessment of a deficiency (as
extended under sectiofis 446 (h) and 447 (d) in cases where
a tentative rate of return or a tentative adjusted rate of re-
turn has been used and the use of a final rate of return re-
sults in a redetermination) in the tax imposed by chapter 1
of the Internal Revenue Code for the taxable year, and in
such case the application of section 442, 443, 444 445, or
446 shall not reduce the tax by an amount greater than the
deficiency determined without regard to the application of
such section,
except that if a petition is filed with the Tax Court for the redeter-
mination of the tax under chapter 1 for the taxable vear, the appli-
cation shall be effective only if filed not later than the date on
which the original petition is filed.
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Section 447 (e) also provides that section 442, 443, 444, 445,
or 446 shall not be applied upon the basis of any grounds other
than those set forth in an application filed within the period pre-
scribed in section 447 (e).

The application shall be made on Schedule EP-5 and, if made
with the original return, shall be filed with and as a part of Form
1120 for the taxable year. If the application is not filed with the
original return, it shall be filed with and as a part of an amended
return, or where appropriate, with Form 843.

3. Industry classification.—For the purposes of sections 442
through 446, the industry groups and subgroups are defined in
accordance with the specifications shown in_the Standard Indus-
trial Classification Manual prepared by the Division of Statistical
Standards, Bureau of the Budget.

4, Industry rates of return.—For the purposes of sections 442
through 445, there are provided two types of industry rates of
return. The first, for use when 12 or fewer months are to be
adjusted under section 442, is designated as the base period vearly
rate of return, and the second, for use in all other cases where
section 442, 443, 444, or 445 is applicable, is described as the base
period rate of rcturn. For purposes of section 446, relating to de-
pressed industry subgroups, an adjusted rate of return is provided.

5. Use of industry rates of return.—Base period yearly rates of
return and base period rates of return proclaimed by the Sec-
retary on June 3, 1952, are set forth for each industry classifica-
tion in Appendix A. The adjusted rates of return proclaimed by
the Secretary on June 3, 1952, for depressed industry subgroups are
set forth in the instructions for Schedule EP-5 (E). The base pe-
riod yearly rates of return, the base period rates of return, and
the adjusted rates of return, proclaimed by the Secretary on June
3, 1952, relate back as though they had been in effect in place of
the tentative rates previously proclaimed by the Secretary. Any
application of section 442, 443, 444, 445, or 446 made in accord-
ance with a tentative rate shall be redetermined in accordance
with the final rate proclaimed, except that no redetermination
is necessary in any case in which the final rate of return is the
same as the tentative rate which was previously proclaimed and
effective. The periods of limitation prescribed under section 322
and sections 275 and 276 with respect to overpayments or de-
ficiencies in tax caused by such redetermination shall not begin
to run prior to such time as the base period yearly rates of re-
turn, the base period rates of return, or the adjusted rates of
return, as the case may be, are determined and proclaimed except
that, if no redetermination is necessary, such periods of limita-
tion are not extended, since no overpayment or deficiency in tax
results from the determination of the final rates of return.

6. Average base period net income determined with reference
to industry rates of return.—In general, where average base
period net income (or a substitute excess profits net income for a
period of 12 or fewer months) is computed under section 442, 443,
444 or 445, the taxpayer’s total assets are multiplied by the
applicable rate of return for the taxpayer’s industry classification
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and the resulting amount is reduced by an adjustment for interest
paid or incurred by the taxpayer. Similarly, where average base
period net income 1s determined under section 446 in the case of a
member of a depressed industry subgroup, the taxpayer’s total
assets are -multiplied by the adjusted rate of return for the tax-
payer’s depressed industry subgroup and the resulting amount is
adjusted for interest paid or incurred.

7. Definition of total assets.—For purposes of sections 442
through 446, the term “total assets” for any day means the sum of
the cash and other property (other than inadmissible assets and
loans to members of a controlled group as defined in section 435
(f) (4) held by the taxpayer at the end of such day in good faith
for purposes of the business. The amount thus computed shall
be reduced (but not below zero) by the amount of any indebt-
edness (other than borrowed capital) to a member of a controlled
group which includes the taxpayer. For definition of “inadmissi-
ble assets,” see instruction 9, Schedule EP-2 (A). For definition
of “controlled group,” see instruction 8, Schedule EP-2 (A).
Property shall be included in an amount equal to its adjusted basis
for determining gain upon sale or exchange, except that the ad-
justed basis of secret processes and formulas, good will, trade-
marks, trade brands, franchises, and other like property shall be
determined without regard to value as of March 1, 1913. In
determining total assets, so much of the distributions to sharehold-
ers made during the first 60 days of any taxable year (other than
the taxpayer’s first taxable year ending after June 30, 1950) as
does not exceed the accumulated earnings and profits at the be-
ginning of the year shall be considered to have been made on the
last day of the preceding taxable year. For special rule in the
case of improvements by a lessee to properties of a lessor railroad
corporation, see section 441 (j).

In the case of a taxpayer electing to compute income from
installment sales or installment sales obligations on the accrual
method of accounting, or income from long-term contracts -on
fl-l;-el ):()ilicentage of completion method of accounting, see section

8. Definition of base period.—For purposes of sections 442
through 446, the “base period” is the base period defined in sec-
tion 435 (b) and is the period January 1, 1946, through December
31, 1949, except in the case of a taxpayer whose first taxable year
ending after June 30, 1950, was preceded by a taxable year which
began before January 1, 1950, and ended January 31, February 28,
or March 31, 1950. In the latter cases the base period is the 48
consecutive months ending with the close of January, February, or
March 1950. In thé case of a corporation which is an acquiring
corporation within the meaning of section 461 (a), such corpora-
tion is considered to have been in existence and to have had taxable
years for any period during which it or any of its component cor-
Eorat.ions was in existence, and it is considered to have commenced

usiness on the earliest date on which it or any of its component
corporations commenced business. See section 461 (d).

SCHEDULE EP-5 (A)—NEW CORPORATIONS (Section 445)

A taxpayer which commenced business after the first day of its base period and which is not an ineligible corporation, is considered
to be a new corporation and may apply for the benefits of section 445. For rules governing 4n application, see general instruction 2,
Schedule EP-5. For definition of “base period,” see general instruction 8, Schedule EP-5.

For special rules governing the application of section 445 in the case of an acquiring corporation, see section 462 (g), and in the

case of a component corporation, see section 461 (c).

If a taxpayer, on or after December 1, 1950, and prior to the end of its third taxable year, acquires any properties in any of the
transactions described in paragraphs (a), (b), or (¢), below, it shall be deemed an “ineligible corporation” and it shall not, for the tax-
able year in which such acquisition occurs or for succeeding taxable years, be entitled to the benefits of section 445 except under the
circumstances and subject to the limitations provided in section 462 (g). The transactions to which this paragraph applies are—

(a) The acquisition by the taxpayer from another corporation of properties the basis of which in its hands is determined by refer-

ence to the basis of such properties to the transferor; or

(b) The acquisition by the taxpayer of a substantial part of its assets from another corporation, or of a substantial part of the
roperties of another corporation, if 50 percent or more in value of the outstanding stock or outstanding voting stock of the taxpayer
is directly or indirectly owned, at the time of such ac uisition, by individuals owning directly or indirectly 50 percent or more in value
of the outstanding stock, or outstanding voting stock of the transferor; or
(¢) The acquisition by the taxpayer of a substantial part of the properties distributed on or after December 1, 1950, by another
corporation, if such properties constituted a substantial part of the business assets of such other corporation, and if 50 percent or more
in value of the outstanding stock or outstanding voting stock of the taxpayer is owned directly or indirectly by individuals who at the
time of such distribution owned directly or indirectly 50 percent or more in value of the outstanding stock or outstanding voting stock

of such other corporation.

For the purposes of (b) and (c) above, the provisions of section 503 are applicable in determining the ownership of stock.
The base period capital addition is not available to a taxpayer computing average base period net income under section 445;

accordingly, no entry should be made on line 50, Schedule EP-2.

The net capital addition or reduction as computed under section

435 (g) is, however, applicable to such a taxpayer in accordance with the following modifications:

() In the case of a taxpayer computing its average base period net income under section 445 for any of its first three taxable
years, lines 1 through 10 of Schedule EP-5 (A) are applicable and the net capital addition or reduction, as computed on line 19 or 23
of Schedule EP-2 (B}, should be entered oy line 2 or 4 of Schedule EP-5 (A), whichever is applicable. In such case no entry should

be made on line 53 or 55 of Schedule EP-2.

(b) In the case of a taxpayer computing its average base period net income under section 445 for its fourth taxable year, or for

any taxable year subsequent thereto, lines 11 through 16 of Schedule EP-5 (A) are applicable.

If the day following the close of the




FACSIMILES OF TAX RETURNS FOR 1953 193
PAGE 19

taxpayer’s third taxable year is later than the first day of its first taxable year ending after June 30, 1950, then the date used for deter-
mining the amount of equity capital on line 1, borrowed capital on line 3, and inadmissible assets on line 15 of Schedule EP-2 (B) is
such later day. The same day should be used in lieu of the day otherwise specified in instructions 12 and 13 of Schedule EP-2 (B) in
determining the amount to be entered on lines 12 and 13 of that schedule and in lieu of the day specified in the instructions for Sched-
ule EP-2 (B), relating to an increase in the capital additions under section 435 (g) (9). Schedule EP-2 (B) should be altered accord-
ingly and the amount so determined on line 20 or 24 of that schedule should be entered on line 53 or 55, whichever is applicable, of

Schedule EP-2.

1. Total assets at end of last taxable year ending prior to July 1,
1950.—The total assets held by the taxpayer at the end-of its last
taxable year ending prior to July 1, 1950, should be entered on
line 1. If the taxpayer’s first taxable year ended after June 30,
1950, do not make an entry on this line. For definition of “total
assets,” see general instruction 7, Schedule EP-5.

2. Net capital addition for current taxable year.—For the pur-
pose of line 2, the net capital addition may be computed using
Schedule EP-2 (B) as a guide but with the following changeye
(a) disregard the 75 percent limitation appearing on lines 7, 11,
and 13, and (b) enter on line 19 the excess of line 17 over line 18
(a). The amount so computed on line 19 of Schedule EP-2 (B)
should be entered-on line 2 of this schedule. In certain cases the
net capital addition may be further increased under the provisions
of section 435 (g) (9) relating to a decrease in inadmissible assets.

See general instructions for this schedule and instructions for
Schedule EP-2 (B).

4. Net capital reduction for current taxable year.—For the pur-
pose of line 4, the net capital reduction may be computed by using
Schedule. EP-2 (B) as a guide but with the following changes:
(a) disregard the 75-percent limitation appearing on line 7, 11,
or 13, and (b) enter on line 23 the excess of line 21 over line
22 (a). The amount entered on line 23 of Schedule EP-2 (B)
should be entered on line 4 of this schedule. See general instruc-
tions for this schedule and instructions for Schedule EP-2 (B).

6. Taxpayer’s industry classification and base period rate of
return.—Enter on this line the industry classification to which is
attributable the largest amount of the taxpayer’s gross receipts
for the taxable year. See Appendix A for list of industry classifi-
cations. For definitions of ‘“gross receipts,” see instruction 40,

Schedule EP-2. Also enter on line 6 the appligable base period
rate of return for the taxpayer’s industry classification.

8. Reduction for interest.—The amount to be entered on line 8
is the total interest paid or incurred by the taxpayer for the 12
months ending with the last day of the taxable year for which
the return is filed.. Such amount should include interest on all
indebtedness, irrespective of whether it constitutes borrowed
capital within the meaning of section 439 (b).

11. Total assets at end of last taxable year ending prior to July 1,
1950, or at end of taxpayer’s third taxable year, whichever is
later.—The total assets held by the taxpayer at the end of its last
taxable year ending prior to July 1, 1950—or if the taxpayer’s
third taxable year ended on a later date, the total assets held by
the taxpaver at the end of its third taxable year—should be entered
on this line. For definition of “total assets,” see general instruc-
tion 7, Schedule EP-5. )

12. Taxpayer’s industry classification and base period rate of
return.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpayer’s gross receipts
for the taxpayer’s third taxable year. See Appendix A-for list of
industry classifications. For definition of “gross receipts,’ see
instruction 40, Schedule EP-2. Also enter on line 12 the base
period rate of return for the industry classification applicable to
the taxpayer for its third taxable year.

14. Reduction for interest.—The amount to be entered on line
14 is the total interest paid or incurred by the taxpayer for the
12 months ending with the day for which the taxpayer’s total as-
sets are computed for purposes-of line 11. Such amount shall in-
clude interest on all indebtedness, irrespective of whether it con-
stitutes borrowed capital within the meaning of section 439 (b).

SCHEDULE EP-5 (B).—ABNORMALITIES DURING BASE PERIOD (Section 442)

A taxpayer which commenced business on or before the first day of its base period may apply for the benefits of section 442 if it
establishes that, for any taxable year within, or beginning or ending within, its base period—

(a) Normal production, output. or operation was interrupted or diminished because of the occurrence, either immediately prior
to or during such taxable year, of events unusual and peculiar in its experience, or

{b) The business of the taxpayer was depressed because of temporary economic circumstances unusual in the case of such taxpayer.

In general, if the excess profits net income of 12 or fewer of the 36 months selected in the base period is affected by an abnormality,
a substitute excess profits net income computed on the basis of the industry rate of return may, under the conditions specified in section
442 (c), be used in lieu of the actual excess profits net income of such 12 or fewer months. If the excess profits net income of more
than 12 of the 36 months is affected by an abnormality, an average base period net income computed on the basis of the industry base
period rate of return may, under the conditions specified in section 442 (d), be substituted for the taxpayer’s entire base period net
income. Section 442 (h) provides, as an alternative to section 442 (c) or (d), that a substitute excess profits net income may be used
for any 12 months of the 36 months selected in the base pefiod, if such 12 months are preceded by an abnormality and if the excess profits
net income of such 12 months is less than 35 percent of one half the aggregate excess profits net income for the remaining 24 months
of the 36 selected. For rules governing an application, see general instruction 2, Schedule EP-5. For definition of “base period,” see
general instruction 8, Schedule EP-5. )

For special rules governing the application of section 442 in the case of an acquiring corporation, see section 462 (d), and in the
case of a component corporation, see section 461 (c). .

For purposes of section 442, activities comprised within the meaning of .production, output, or operation include the rendering of
services if the taxpayer renders service rather than manufactures or markets tangible products. Normal production, output, or opera-
tion, means the level of production, output, or operation, customary for the taxpayer. The interruption or diminution must be a direct
result of events unusual and peculiar in the experience of the taxpayer, such events orcurring in or immediately prior to such taxable
year.

Only those economic circumstances which were temporary in the sense that they had little perceptible long-range effect on the tax-
payer’s business, and which affected the taxpayer unusually, as distiaguished from those economic events which were of a chronic or
continuing character, are within the ‘scope of section 442.

The base period capital addition, in the case of a taxpayer computing its average base period net income under section 442, 18
subject to the following rules: '

{(a) If more than 12 of the 36 months in the period subject to adjustment (more than 12 of the months entered on line 4, Schedule
EP-5 (B)) fall within taxable years the excess profits net income of which was adversely affected by an abnormality, the base period
capital addition is zero.

(&) If 12 or fewer of the 36 months in the period subject to adjustment (12 or fewer of the months entered on line 4, Schedule
EP-5 (B)) fall within a taxable year or years the excess profits net income of which was adversely affected by an abnormality, and

(1) If a substitute excess profits net income (in excess of 110 percent of excess profits net income) is computed for any part of
the taxpayer’s first taxable year ending after June 30, 1950, or for any part of the immediately preceding taxable year, the base period
capital addition is zero;

{2) If a substitute excess profits net income (in excess of 110 percent of excess profits net income) is computed for any part of
the earlier of the taxpayer's two taxable years immediately preceding its first taxable.year ending after June 30, 1950, the base period
capital addition shall be the excess of the amount-in column 1, line 11, Schedule EP-2 (A) over the amount in column 2, line 11, of
that schedule. Twelve percent of such amount should be entered on line 50, Schedule EP-2.

(3) If neither (1) nor (2) applies, the base period capital addition is the amount determined on line 14, Schedule EP-2 (A).

(¢) If the taxpayer computes an average base period net income by reference to section 442 (h), the rules stated in (b) (1), (2),

agg. (3), above, without regard to the 110 percent qualification therein, shall be applicable in determining the base period capital
addition.
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The net capital addition or reduction, computed under section 435 (g) in Schedule EP-2 (B), is applicable to a taxpayer com-
puting its average base period net income under section 442, and the amount so determined on line 20 or 24 of that schedule should be

entered on line 53 or 55, whichever is applicable, of Schedule EP-2.

1. Excess profits net income or deficit.—The amount to be en-
tered on line 1 is the amount of excess profits net income, or deficit
in excess profits net income, shown oh line 28, Schedule EP-2,
for each taxable year within, or beginning or ending within, the
taxpaver’s base period. :

2. Monthly average.—The monthly average to be entered is the
excess profits nct income (or deficit in excess profits net income)
for each taxable year for which an entry is made on line 1, divided
by the number of months in such taxable year.

3. Number of months after December 31, 1945, and before
January 1, 1950, in each taxable year.—Where the base period
consists of the 48 months beginning January 1, 1946, and ending
December 31, 1949, the number of months to be entered on line
3 is the number of months within such 48-month period falling
within each taxable year for which an entry is made on line 1.
In a case where the base period is the 48-month period ending
January 31, February 28, or March 31, 1950, the number of
months to be entered in line 3 is the number of months, within
the applicable 48-month period, falling within each of the tax-
able years for which an entry is made on line 1. For definition
of “base period,” see general instruction 8, Schedule EP-3.

4. Enter from 3 the highest 36 consecutive months or the 36
months remaining after eliminating lowest 12 consecutive months.
—The number of months to be entered on line 4 should total 36
and should consist of either (a) the 36 consecutive months entered
on line 3 the retention of which will produce the highest aggregate
excess profits net income (or the lowest aggregate deficit in ex-
cess profits net income), or (b) the 36 months remaining after
eliminating from the months entered on line 3 the 12 consecutive
months the elimination of which will produce the highest aggre-
gate excess profits net income (or the lowest aggregate deficit in
excess profits net income). For the purpose of dctermining the
number of months in each taxable vear to be entered on this line,
deficits in excess profits net income should not be increased to zero.

5. Number of months on line 4 in a taxable year the excess
profits net income of which was adversely affected by an abpor-
mality.—The number of months to be entered on line 5 should be
those months entered on line 4 which fall within a taxable year
the excess profits net income of which was reduced (or the deficit
in excess profits net income of which was increased) by an event
or circumstance included in the grounds upon which the applica-
tion for the benefits of section 442 is based. If the total number
of months entered on line 5 is 12 or less, the taxpayer should
complete lines 7 through 17. If the total number of months
entered on line 5 is more than 12, the taxpayer should complete
lines 22 through 29.

6. Eligibility to use section 442 (h).—A taxpayer may deter-
mine eligibility to use section 442 (h) by selecting a period of
12 months, as shown in (a) below, and by ascertaining whether
the requirements set forth in (b) below are met.

(a) The 12 months for the purposes of section 442 (h) may be
determined by selecting from the months appearing on line 4,
either the 12 consecutive months the elimination of which pro-
duces the highest aggregate excess profits net income (or lowest
aggregate deficit in excess profits net income) or the 12 months
which remain after eliminating the 24 months with the highest
aggregate excess profits net income or lowest aggregate deficit.
For the purpose of making this selection only, the 36 months on
line 4 shall Ee considered a period of 36 consecutive months.

(b) In order to qualify for the benefits of section 442 (h), it
must be shown that the aggregate excess profits net income for the
12 months thus selected is less than 35 percent of one-half of the
aggregate excess profits net income for the 24 months remaining
after such selection. It must also be shown that normal produc-
tion, output, or operation was interrupted or diminished because of
the occurrence of events unusual or peculiar in the experience of
the taxpayer, within 12 months preceding either—

(i) the first day of the 12 month period selected, or

(ii) if the 12 months selected are not consecutive, the first day
of any period of 6 or more of such months which are consecutive,

If the taxpayer is eligible for application of section 442 (h),
enter on line 6 the 12 months selected as shown above.

7. Total assets at end of each taxable year for which an entry is
made on line 5 or 6.—The total assets held by the taxpayer at the
end of the taxable year or years for which a number (other than
zero) was entered on line 5 or 6, whichever is applicable, should be
entered in the appropriate column on line 7, except that if an entry
was made on line 5 or 6 for a number of months in a taxable year
ending after June 30, 1950, the date for which the taxpayer’s total
assets should be ascertained with respect to such number of months
is the last day of its last taxable year ending before July 1, 1950.

For definition of *total assets,” see general instruction 7, Schedule
EP-5.
8. Taxpayer’s industry classification and base period yearly rate

_ of return for each taxable year for which an entry is made on

ine 7.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpayer’s gross receipts
for the taxable year within which falls the last month for which
a substitute excess profits net income is determined. See Appen-
dix A for list of industry classifications. For definition of ‘“‘gross
receipts” see instruction 40, Schedule EP-2. Also enter on line
8 the applicable base period yearly rate of return for the taxpayer’s
industry classification. In the case of a taxable year beginning
in 1945 and ending in 1946, the base period rate of return for
1946 shall be used. In the case of a taxable year beginning in
1949 and ending in 1950, the base period rate of return for 1949
shall be used.- In the case of any other taxable year of the tax-
payer, the base period rate of return for the year in which falls
the greater number® of days in such taxable year of the taxpayer
shall be used.

10. Reduction for interest.—For each amount entered on line 9
there should be entered on line 10 an amount equal to the total
interest paid or incurred by the taxpayer for the 12 months
beginning with the first day of the taxable year within which
fall the months entered on line 5 or 6, whichever is applicable.
Such amount should include interest on all indebtedness, irrespec-
tive of ‘whether it constitutes borrowed capital within the meaning
of section 439 (b).

13. 110 percent of line 2.—The amount to be entered on line
13 is an amount equal to 110 percent of the amount of monthly
average excess profits net income shown on line 2 (only for years
for which an entry is made on line 5). In the event that the
applicable amount on line 2 is a deficit in excess profits net in-
come such deficit should be increased to zero.

14. Substitute excess profits net income.—For any taxable yeas
with respect to which an entry has been made on line 5 and
the amount shown on line 12 exceeds the amount shown on line
13, the substitute excess profits net income may be used in lieu
of the actual excess profits net income. The substitute excess
profits net income is derived in any such case by multiplying the
amount shown on line 12 for such taxable year by the number
of months entered for that year on line 5.

18 through 21. Alternative average base period net income un-
der section 442 (h).—Lines 18 through 21! are for the use of a
taxpayer computing an alternative average base period net income
under section 442 (h). See instruction 6.

Enter on line 18 the substitute excess profits net income for the
12 months selected for adjustment and entered on line 6. This
amount is the product of line 12 multiplied by line 6.

Enter on line 19 the product of line 2 (substituting zero for any
deficit) multiplied by the excess of line 4 over line 6. This
amount is the excess profits net income for the 24 months remain-
ing after selection of the 12 months entered on line 6.

Enter on line 20 the aggregate of the amounts on lines 18 and
19 divided by three. The amount on line 20 shall not be in excess
of 50 percent of the aggregate of the amounts entered on line 19.

22. Total assets at end of each taxable year ending before July 1,
1950.—The amount to be entered on line 22 is the total assets held
by the taxpayer on the last day of each of its taxable years ending
after the beginning of its base period and prior to the first day of
its first taxable year ending after June 30, 1950. For definition of
“total assets,”” see general instruction 7, Schedule EP-5.

~ 23. Interest paid or accrued for each taxable year for which
an entry is made on line 22.—The amount to be entered on line
23 is the total interest paid or incurred by the taxpayer for each
of the taxable years for which an amount of total assets was entered
on line 22. Such amount should include interest on all indebted-
ness, irrespective of whether such indebtedness constitutes bor-
rowed capital within the meaning of section 439 (b).

24. Average of total assets.—Enter the aggregate of the amounts
on line 22, divided by the number of such amounts.

25. Taxpayer’s industry classification and base period rate of
return.—Enter on this line the industry classification to which is
attributable the largest amount of the taxpayer’s gross receipts
for its last taxable vear beginning within its base period. See Ap-
pendix A for list of industry classifications. For definition of
“gross receipts,” see instruction 40, Schedule EP-2. Also enter on
line 25 the applicable base period rate of return for the taxpayer’s
industry classification.

27. Interest adjustment.—The amount to be entered on line
27 is the average yearly amount of interest paid or incurred by the
taxpayer for all taxable years for which the taxpayer’s total assets
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tion unless the amount of the average base period net income de-
termined under section 442 (d) is in excess of 110 percent of the
taxpayer’s average base period net income computed under the
general average method. If line 28 exceeds line 29, the taxpayer’s
average base period net income is the amount on line 28.

were determined on line 22. The average yearly amount of inger-
est is computed by aggregating the amounts entered on line 23,
dividing by the total number of months in the taxable years
involved, and multiplying the quotient by 12.

29. 110 percent of average base period net income computed
under section 435 (d).—Section 442 (d) shall have no applica-

SCHEDULE EP-5 (C)—CHANGE IN PRODUCTS OR SERVICES (Section 443)

A taxpayer which commenced business on or before the first day of its base period and which establishes with respect to any taxable
year that—

(a) during so much of its three immediately preceding taxable years as falls within the 36-month period ending on the last day of
its base period, there was a substantial change in the products or services furnished by the taxpayer, and

(b) more than 40 percent of its gross income or more than 33 percent of its net income for such taxable year is attributable to one
or more of the new products or services, and

(¢) its average monthly excess profits net income for such taxable year excecds 125 percent of its average monthly excess profits
net income for the taxable years ending within its base period and prior to the taxable vear in which occurred the first change to which
gross income or net income is attributed for the purpose of the requirements stated in (b), may, for the earliest taxable year with respect
to which the foregoing requirements are satisfied (and for subsequent taxable years), apply for the benefits of section 443. For rules
governing such an application, see general instruction 2, Schedule EP-5. For definition of “base period,” see general instruction 8,
Schedule EP-5. If a change in products or services is considered to have occurred on ‘the last day of the base period by reason of a
commitment described in section 443 (f) (2), include in statement submitted with respect to application of section 443 full details
concerning facilities constructed for the production of the new product and a copy of the contract evidencing the commitment.

For special rules governing the application of section 443 in the case of an acquiring corporation, sce section 462 (e), and in the
case of a component corporation, see section 461 (c).

Requirements (a), (b), and (c), above, must all be met with respect to a single taxable year.

For purposes of requirement (a), the change in products or services must be substantial. It must take the form of a product or a
service which is new -to the taxpayer and not a mere improvement or change in style. The discontinuance of a product or service pre-
viously furnished by the taxpayer is not a change in products or services for purposes of scction 443.

For purposes of requirement (b), if more than one substantial .change in products or services occurred during the prescribed period,
the gross income or net income attributable to new products or services may be aggregated in determining whether the amount attrib-
utable to new products or services meets the stated percentages of total gross income or total net income, as the case may be.

For purposes of requirement (c¢), the average monthly excess profits net income for any year shall be computed by making the
adjustments provided in section 433 (b) as thoygh section 433 (b) were applicable to all taxable years, and by dividing by the number
of months in the year. The average monthly excess profits net income for any period of two or more taxable years is the aggregate of
the excess profits net income (computed by making the adjustments provided in section 433 (b) as though section 433 (b) were appli-
cable to all taxable years) for all taxable years within the period, less the amount of any deficits in excess profits net income (similarly
computed). for all taxable years within the period, divided by the number of months in the taxable years in the period. The average
monthly excess profits net income determined for any period shall in no case be less than zero.

The base period capital addition is not available to a taxpayer computing average base period net income under section 443;
accordingly, no entry should be made on line 50, Schedule EP-2. The net capital addition or reduction as computed under section
435 (g), however, is applicable to such a taxpayer in accordance with the following modifications:

(1) If the taxable year in which the taxpayer first meets requirements (a), (&), and (¢), above, is a yeax; ending after June 30,
1950, no net capital addition or reduction will be applicable in computing the excess profits credit based on income for that taxable
year. Accordingly, no entry is to be made on line 53 or, 55 of Schedule EP-2. :

(2) In determining the net capital addition or reduction under section 435 (g) for a taxable year subsequent to the year in which
the taxpayer first met requirements (@), (b), and (¢), above, the date used for determining the amount of equity capital, on line 1,
borrowed capital on line 3, and inadmissible assets on line 13, of Schedule EP-2 (B) should be the first day of the taxable year imme-
diately following such year in which the requirements werg first met, or the first day of the taxpayer’s first taxable year ending after
June 30, 1950, whichever is later. The same day should_ be used in licu of the day otherwise specified in instructions 12 and 13,
Schedule EP-2 (B), in determining the amount to be entered on lines 12 and 13 of that schedule and in lieu of the day specified in the
instructions for Schedule EP-2 (B) relfting to an increase in the capital addition under section 435 (g) (9). Schedule EP-2 (B)
should be altered accordingly and the amount so determined on lines 20 or 24 of that schedule should be entered on line 53 or 55,

whichever is applicable, of Schedule EP-2,

1. Allocation of gross income and net income for the taxable
year with respect to which taxpayer claims qualification under
section 443 (a).—The taxable year with respect to which the
taxpayer claims -qualification should be designated on line 1 {a).
This year must be the earliest year with respect to which the
taxpayer meets the requirements of section 443 (a) with respect
to gross income or net income attributable to a substantial change
in products or services which occurred within one or more of
its three immediately preceding taxable years and within the last
36 months of the base period. Such year must also reflect a 25
percent increase in average monthly excess profits net income
over the average monthly excess profits net income of the tax-
able years ending within the base period but prior to the year
in which occurred the first change in products or services upon
which the taxpayer relies. The amount to be entered in column 1
of line 1 (b) is the total amount of gross income for the taxable
year without adjustment under section 433 (a). The amount al-
located to the new products or services should be similarly deter-
mined and the allocation should be made in conformity with good
accounting practice. The amount to be entered in column  of
line 1 (c) is the net income for the year determined under section
21. In column 2 of line 1 {c) there should be entered the amount
of net income for the taxable year attributable to the new products
or services, such allocation also being made in conformity with
good accounting practice.

2 through 4. Increase in average monthly excess profits net in-
come,—The amount of the-taxpayer’s excess profits net income
for the taxable year with respect to which qualification under

section 443 (a) is claimed should be entered on line 2 and the
monthly average thereof computed and entered in column 3 of
that line. The monthly average excess profits net income for the
taxable years ending within the base period and prior to the tax-
able year or years in which occurred the first change in products
or services upon which the taxpayer relies, should be entered on
line 3 and the monthly average thereof computed and entered in
column 3 of that line.

5. Total assets at end of taxable year designated on line 1 (a) or
at end of last taxable year ending prior to July 1, 1950, whichever
is later.—For definition of ‘“total assets,” see general instruction 7,
Schedule EP-5.

6. Taxpayer's industry classification and base period rate of
return.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpaver’s gross receipts
for the taxable year which includes the day for which the amount
of the taxpayer’s total assets were determined on line 5. See Ap-
pendix A for list of industry classifications. For definition of
“gross receipts,” see instruction 40; Schedule EP-2. Also enter
on line 6 the base period rate of return for the taxpayer’s indus-
try classification.

8. Reduction for interest.—The amount to be entered on line
8 is the total interest paid or incurred by the taxpayer for the 12
months ending with the day for which the taxpayer’s total assets
were determined for purposes of line 5. Such amounts should
include interest on all indebtedness, irrespective of whether it
constitutes borrowed capital within the «meaning of section

439 (b).
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SCHEDULE EP-5 (D)—INCREASE IN CAPACITY FOR PRODUCTION OR OPERATION (Section 444)

A taxpayer which commenced business on or before the first day of its base period and which establishes that during the 36-month
period ending on the last day of its base period there was an increase in its capacity for production or operation, as defined in section
444 (b), may apply for the benefits of section 444. For rules governing an application, see general instruction 2, Schedule EP-5.
For definition of ‘“base period,” see general instruction 8, Schedule EP-5.

For special rules governing the application of section 444 in the case of an acquiring corporation, see section 462 (f), and in the

case of a component corporation, see section 461 (c).

For the purposes of section 444, an increase in capacity for production or operation is deemed to have occurred if the taxpayer
establishes that it made an addition (or additions) to its facilities or replaced all (or a part of) its existing facilities, and that—

(a) As a result of such additions or replacements, its capacity for production or operation on the last day of its base period was
200 percent or more of its capacity for production or operation on the last day of the twelfth month of its base period, or

() (1) As a result of such additions or replacements, its capacity for production or operation on the last day of its base period
was 150 percent or more of its capacity for production or operation on the last day of the twelfth month of its base period, and (2) the
adjusted basis for determining gain upon sale or exchange of its total facilities on the last day of its base period was 150 percent or more
of the adjusted basis for determining gain upon sale or exchange of its total facilities on the last day of the twelfth month of its base

period, or

(¢) The basis (unadjusted) for determining gain upon sale or exchange of its total facilities on the last day of its base period was
200 percent or more of the basis (unadjusted) for determining gain upon sale or exchange of its 'total facilities on the last day of the

twelfth month of its base Pcriod.
The term “facilities’
of the business.

means real property and depreciable tangible property held by the taxpayer in good faith for the purposes

For the purposes of (a) and (&), above, the term “capacity for production or operation” means the capacity to produce or to oper-
ate rather than the level of production or operation actually achieved. :

For the purposes of (b) and (c), above, the adjusted basis or the unadjusted basis of all “facilities” is to be included, both at the
beginning and at the end of the 36-month period, irrespective of whether the facility is one directly involved in any determination of

capacity for production or operation.

If an increase in capacity is considered to have occurred on the last day of the base period by reason of a commitment described
in section 444 (f) (2), include in the statement submitted with respect to the application of section 444 full details with respect to the
facilities completed after the last day of the base period and during the first excess profits tax year, and circumstances evidencing the

commitment.

The base period capital addition determined under section 435 (f) is not available to a taxpayer computing its average base period

net income under section 444. Accordingly, no entry should be made on line 50, Schedule EP-2.

The net capital addition or reduc-

tion computed on Schedule EP-2 (B), however, is applicable to such a taxpayer and the amount so determined on line 20 or 24 of that
schedule should be entered on line 53 or 55, whichever is applicable, of Schedule EP-2.

1. Capacity for production or operation.—Enter in columns 1
and 2 of line 1 the total capacity for production or operation as of
the last day of the twelfth month in the base period and as of
the last day of the base period. Use the same unit of measurement
(tons, gallons, yards, etc.) in computing capacity for each date.

2 and 3. Basis of total facilities.—For definition of the term
“facilities,” see general instructions for this schedule.

4. Total assets at end of last taxable year ending prior to July 1,
1950.—The amount to be entered on line 4 is the total amount of
the assets held by the taxpayer at the close of its last taxable year
ending prior to July 1, 1950. For definition of “total assets,” see
general instruction 7, Schedule EP-5. i

5. Taxpayer’s industry classification and base period rate of

return.—Enter on this line the industry classification to which
is attributable the largest amount of the taxpayer’s gross receipts
for its last taxable year ending before July 1, 1950. See Appendix
A for list of industry classifications. For definition of “gross
receipts,” see instruction 40, Schedule EP-2. Also enter on liné
5 the base period rate of return for the taxpayer’s industry classifi-
cation.

7. Reduction for interest.—The amount to be entered on line
7 is the total interest paid or incurred by the taxpayer for the
twelve months ending with the last day of the taxpayer’s last tax-
able year ending before July 1, 1950. Such amount should in-
clude interest on all indebtedness, irrespective of whether it con-
stitutes borrowed capital within the meaning of section 439 (b).

SCHEDULE EP-5 (E)—DEPRESSED INDUSTRY SUBGROUPS (Section 446)

A taxpayer which commenced business on or before the first day of its base period and which is a member of a depressed industry
subgroup may apply for the benefits of section 446. For rules governing an application, see general instruction 2, Schedule EP-5.
For definition of ‘“base period,” see general instruction 8, Schedule EP-5.

For special rules governing the application of section 446 in the case of an acquiring corporation, see section 462 (h), and in the

case of a component corporation, see section 461 (c).

For purposes of section 446, a taxpayer is a member of a depressed industry

subgroup if more than 50 percent of the aggregate of its gross receipts for the taxable years beginning with or within its base period is

attributable to such subgroup.

The base period capital addition determined under section 435 (f) is not available to a taxpayer computing its average base period

net income under section 446 and no entry should be made on line 50, Schedule EP-2.

The net capital addition or reduction com-

puted on Schedule EP-2 (B). however, is applicable to such a taxpayver and the amount so determined on line 20 or 24 of that schedule
should be entered on line 53 or 55, whichever is applicable, of Schedule EP-2.

The depressed industry subgroups and the final adjusted rates
of return are—

Aircraft and parts—Standard Industrial Classification groups 3721,
3722, 3723, and 3729.— (1) Manufacturing or assembling com-
plete aircraft such as airplanes, gliders, dirigibles, and balloons;
(2) manufacturing aircraft engines and engine parts such as
engine mount parts, air scoops, turbo superchargers, lubricating
systems, cooling systems, exhaust systems, nonelectric starters,
and aircraft engine pumps; (3) manufacturing aircraft propel-
lers and propeller parts; (4) manufacturing aircraft parts such
as air frame assemblies, wing assemblies, flaps and dive brakes,
elevators, fins, rudders, other empennage assemblies, and alight-
ing assemblies; and (5) manufacturing auxiliary equipment,
such as de-icing equipment, bomb racks,- turrets and turret
drives, parachutes, targets, link trainers, and other auxiliary
equipment specifically adapted for aircraft. This industry sub-
group does not include manufacturing aeronautical instruments
-or manufacturing aeronautical electrical equipment,

The adjusted rate of return for this industry subgroup is
11.3 percent.

Engines and turbines, except automotive, aircraft, and railway—
Standard Industrial Classification groups 3511 and 3519.-—Man-
ufacturing steam engines (except locomotives), steam turbines,
water wheels, and water turbines; and manufacturing Diesel or
semi-Diesel engines, or other internal combustion engines, ex-
cept aircraft engines and automobile engines.

The adjusted rate of return for this industry -subgroup is
12.8 percent.

Metalworking machinery, including machine tools—Standard In-
dustrial Classification groups 3541, 3542, and 3543.-—(1) Man-
ufacturing power-driven machine tools that shape metal by
grinding or progressively cutting away chips (such as boring,
broaching, drilling, gear-cutting and finishing, grinding, milling
and planing machines; lathes, shapers, and slotters; honing and
lapping, polishing and buffing, sawing and cutting-off, contour-
sawing and filing, tapping, threading, and rifling machines, and
replacement and repair parts for machine tools) ; (2) rebuilding
of machine tools; (3) manufacturing machinery for shaping,
pressing, forging, or bending metal where the shaping action of
such machines is not dependent upon a cutting tool (such as
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bending machines; can forming and soldering, and other sheet-
metal working machinery; die-casting machines; forging ma-
chines, such as drop hammers (impression die) , forging hammers
(flat die), forging presses, bulldozers, and upsetters; portable
power-driven metalworking tools, and flexible-shaft machines:
presses (forming, stamping, and punch) ; riveting machines (not
portable) ; rod and wire forming and fabricating machines;
rolling mill machinery and equipment; shears; spring winding
and forming machines; acetylene welding and cutting appara-
tus; wire-drawing machines; and replacement and repair parts) ;
and (4) manufacturing attachments and accessories for ma-
chine tools and other metalworking machinery. This industry
subgroup does not include manufacturing hand tools (except
power-driven) or manufacturing electric welding apparatus.

The adjusted rate of return for this industry subgroup is 16.8
percent.

Ship and boat building and repairing—Standard Industrial Classi-
&ation groups 3731 and 3732.—Building and repairing all types
of ships, barges, canal boats, lighters, motorboats, sailboats, row-
boats, lifeboats, and canoes. This industry subgroup does not
include fabricating structural assemblies or components for
ships, or subcontractors engaged in ship painting, joinery, car-
pentry work, electrical wiring installations, etc.

The adjusted rate of return for this industry subgroup is 10.4
percent.

Wines—Standard Industrial Classification group 2084.—Manu-
facturing both dry and sweet wines. This industry subgroup
does not include bottling purchas®d wines.

The adjusted rate of return for this industry subgroup is 7.8
percent.

Photographic studios, including commercial photography—Stand-
ard Induscrial Classification groups 7231 and 7232.—Portrait
photography for the general public; and photography for ad-
vertising agencies, publishers, and other industrial users. This
industry subgroup does not include film developing or print
processing for the trade or for the general public, or motion
picture film processing. B

The adjusted rate of return for this industry subgroup is 8.6
percent.
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Telegraph communication (wire and radio)—Standard Industrial
Classification group 4821.—Furnishing telegraphic communi-
cation service by transmitting nonvocal record communications
intended for receipt by designated persons.

The adjusted rate of return for this industry subgroup is 1.5
percent.

Transportation by air—Standard Industrial Classification groups
4512, 4513, 4521, 4582, and 4583.—Carriers; operation and
maintenance of airports and flying fields; and furnishing coordi-
nated handling services for air freight or passengers at airports.

The adjusted rate of return for this industry subgroup is 3.0
percent.

1. Total assets at end of each taxable year ending after the
beginning of the base period and before July 1, 1950.—For defini-
tion of “total assets,” see general instruction 7, Schedule EP-5.

2. Interest paid or accrued for each taxable year for which an
entry is made on line 1.—The amount to be entered on line 2 for
each taxable year is the total amount of interest paid or incurred
by the taxpayer for such year. Such amount should include inter-
est on all indebtedness, irrespective of whether such indebtedness
constitutes borrowed capital within the meaning of section 439 (b).

3. Average of total assets.—Enter the aggregate of the amounts
of line 1, divided by the number of such amounts.

4, Taxpayer’s industry subgroup and adjusted rate of return.—
Enter on this line the industry subgroup, to which is attributable
more than 50 percent of the aggregate of the taxpaver’s gross re-
ceipts for the taxable years beginning with or within the taxpayer’s
base period. For definition of “gross receipts,” see instruction 40,
Schedule EP-2. Also enter on line 4 the adjusted rate of return
for the industry subgroup of which the taxpayer is a member.

6. Interest adjustment.—The amount to be entered on line 6
is the average vearly amount of interest paid or incurred by the
taxpayer for all taxable vears for which its total assets were deter-
mined on line 1. The average yearly amount of interest is com-
puted by aggregating the amounts entered on line 2, dividing such
aggregate by the total number of months in the taxable years in-
volved, and multiplying the quotient by 12.
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APPENDIX A
Final rates of return

Final base period yoar'y rats of return (percout) Final base
Cnsiteatss narbr Industry ciassifications pociod rate of
194 1847 13 1o | T (parcest)
AGRICULTURE, FORESTRY, AND FISHERIES
01 and 07._..___. Farms and agricultural services, hunting, trapping_.____...___...__..__. 12.5 12.8 12.7 9.9 11.9
08, Forestry___..._.____... 6.1 8.2 9.2 6.2 7.4
09 Fisheries__ .. 9.1 2.1 4.5 2.2 4.2
MINING
Metal mining...._.... - 5.2 11.8 13.8 7.7 9.9
Anthracite mining. : ) 6.4 5.8 8.0 4.0 6.1
Bituminous coal and lignite mining_.___________________________________ 6.3 14.6 15. 4 5.8 10.9
Crude petroleum and natural gas extraction._....______________________. 5.1 9.7 11. 8 8.8 9.3
Nonmetallic minerals except fuels...__.__..______ 11.9 14,2 15.0 13.2 13.7
CONTRACT CONSTRUCTION
General contractors____________________________________________ 8.6 10.5 13.7 12.3 11. 6
Special trade contractors 12.6 15.2 15.1 9.9 13.1
MANUFACTURING
Food and kindred products 18. 4 15.2 12. 4 11.7 14.2
Tobacco manufactures.______ 9.7 9.8 11.1 11.7 10. 6
Textile mill products...______ 24.0 23.2 20. 6 9.5 19.0
Apparel and other finished products made from fabries ... ___________ 21.8 16.7 10. 4 6.2 13.3
Lumber and wood products._ - 16.0 23.0 19.6 10.2 17.1
Furniture and fixtures. . oo e 16. 4 16. 4 14. 6 10.5 14. 5
Paper and allied products 17.8 23.2 18.1 12.7 17.8
Printing, publishing, and allied industries._______________________.________ 18. 6 15.7 13.8 11.8 14.8
Chemicals and allied products. 17.3 17.6 16. 2 15.0 16.5
Products of petrolcum and coal 6.1 8.7 11.3 6.4 8.2
Rubber products.._ 18. 6 12. 4 13. 4 8.7 13.1
Leather and leather products. ... ... _______ - 19.3 15.9 10. 2 7.3 13.0
Stone, clay, and glass produets_.__.______ 15. 4 16.3 17.2 16.0 16. 3
Primary metal industries and fabricated metal products (except
ordnance, machinery, and transportation equipment)_______________ 9.8 15. 4 16. 4 12.1 13. 6
Ordnance and accessories. ... ... . ... 4,5 11. 6 14. 8 6.7 9.4
Machinery (exceptelectrical)..____________._________.___ .. 9.4 16.0 17.2 13. 4 14. 3
Electrical machinery, equipment, and supplies 4.2 14.5 15. 6 12.4 12.0
Transportation equipment 1.4 13.5 18.6 20.9 14. 4
Professional, scientific, and controlling instruments; photographic
and optxca] goods; watches and clocks; mcludmg miscellaneous
manufacturing industries e 11.9 13.8 13.5 10. 4 12. 4
TRANSPORTATION, COMMUNICATION, AND OTHER PUBLIC
UTILITIES
40 Railroads 2.1 3.9 5.3 3.7 3.8
41 Local and interurban railways and bus lines_ 4.1 * 2.2 1.9 1.5
42 . Trucking and warehousing 11. 4 12.2 14.0 11.7 12. 4
43 . Highway transportation not elsewhere classified 24.1 15.1 12.1 9.2 14.9
44 . Water transportation_ 9.1 9.9 8.1 7.8 8.7
45 Transportation by air._ ... * * 1.3 3.9 *
46 Pipeline transportation 11.1 10. 5 10.5 8.9 10.0
47 e Services incidental to transportation 8.1 10.0 7.1 6.5 7.9
48 e Telecommunications_______________________.____ 6.1 4.1 4.9 5.0 5.0
49 el Utilities and sanitary services.._.__________________._. . ______ 7.0 6.3 6.1 6.2 6.4
WHOLESALE TRADE
50 and 51..._.___ Wholesale trade. 16.5 15.3 12.6 8.2 12.8
' RETAIL TRADE
52 e Building materials and farm equipment 15.3 16.3 15.3 9.2 13. 8
53 s General merchandise_ 20.9 17.4 16. 7 12. 4 16. 6
54 e Food. e 15.8 13.9 12.9 13.6 14.0
L1 T Automotive dealers and gasoline service stations..______________._______ 27.5 33,0 27.3 15. 8 24.9
56 e Apparel and accessoriés_ 19. 4 14. 4 11.6 6.5 12. 6
LY S Furniture, home furnishings, and equlpmcnt ........................... 16.9 12,4 9.1 5.6 10.3
58 e Eating and drinking places..__.__.___________. 12.6 6.6 5.7 4.9 7.2
59 Miscellaneous retail stores______ 14.3 10.7 9.1 6.2 9.7
FINANCE, INSURANCE, AND REAL ESTATE
60 o Banking R 0.9 0.7 0.8 0.9 0.8
61 . Credit agencies other than banks.____.____.___. 3.3 3.7 4.8 5.2 4.4
62 . Security and commodity brokers, dealers, cxchanges and services___ 2.8 1.5 1.5 2.3 2.1
63 .. Insurance carriers._ e 2.4 2.4 2.8 3.2 2.7
64 Insurance agents, brokcrs, and service. - 8.3 9.5 10.0 7.7 8.9
65 . Real estate._ [ - 5.1 5.2 5.3 5.1 5.2
67 e Holding and other investment companies.._ 5.9 5.6 6.0 5.7 5.8
SERVICES
Hotels, rooming houses, camps, and-other lodging places..___.____.___ 9.6 8.6 8.1 6.9 8.2
Personal services_......___________ 11.7 11.1 9.1 8.4 9.9
Miscellaneous business services 12. 8 13.1 13.0 11.2 12.5
Automobile repair services and garages_....___.______. e - 14.8 13.7 12.5 9.2 12.2
Miscellaneous repair services._____._____.__.._._..___.. ... 10. 4 13.4 13.3 9.0 11.5
Radio broadcasting, including facsimile broadcasting, and tele-
VASTON . il e 24.9 18.8 12.5 9.2 15. 4
Motion piCtures. ... oo oo 19. 4 14. 6 9.2 8.4 12.9
Amusement and recreation services except motion pictures 21.3 13. 6 11.9 8.5 13. 4
80, 81, 82, 84,
Other services_ 8.8 9.7 10.3 8.6 9.4

86,and 89.____

*Negative rate of return.
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gofommunt. | S LIFE INSURANCE COMPANY INCOME TAX RETURN 1953

Internal Revenuo Service

FOR CALENDAR YEAR 1953 Do Not Write In These Spaces
File
PRINT PLAINLY COMPANY'S NAME AND ADDRESS Code
Serial
Number
District
{Nzme) (Cashier’s Stamp)

(Street and number)

{City or town, postal zone number) (State) Cash Check M. O. Cert. of lnd.

{(Fitst Payment)

(Date incorporated) (State or country) $

Item and oot 4. Total

nstruction No. . Interest Received . - (In Case of ftem 1, Column 1 Plus

I ion N GROSS INCOME Ll R 2 I)Alwu.ltn' 3 Arpnm}atmn of In Case of ttem 1, Column 1 PI
1. Interest on: scoun remium Columa 2 Less Column 3)

(6) Wholly exempt obligations. (Submit detafled scheduls)................coeuers.n,. 3 $ $
() United States Savings Bonds and Treasury Bonds owned in excess of the principal
amount of $5,000 issued prior to March 1, 1941
{¢) Obligations of instrumentalities of the United Btates (othes
reported in line (a) above) issued prior to March 1, 1941...,

{d) Treasury Notes issued on or after December 1, 1040, and obligations Issued on or after
March 1, 1941, by the United States or any agency or instrumentality thereof.
(Bubmit schedule) beveeaaans

(¢) Loans, notes, mortgages, bank deposits, ete. . .

E%)

2. Dividends on stock of:
(&) Domestic corporations subject to taxation under Chapter 1 of the Internal Revenue Code.  (Sec Specific Instruction-2)..........

(&) Public utility corporations subject to taxation under Chapter 1 of the Internal Revenue Code. .. .....oooviviiiiineniiiinniannnes

(¢) Foreign corporations

(d) Other corporations

. Rents.  (Attach schedule). ... oo it e e e ettt

Total inCOME N JLEMS L 60 3. .o iut ettt ettt ettt enserentesanensesoassnsenensensesenseneasenans R,

DEDUCTIONS

. Interest wholly exempt from tax (item 1 (@), column 4)........oooiviiiiiiiinniinn, $

. Investment expenses. (Attachschedule) ........ ... ...l
L TAReS L s

. Real estate expenses

. Depreciation. (Attach schedule)...... ...

Total deductions in IEEMS 5 10 9. . . ottt ettt ettt e e

11, Net income (item 4 minus 6em 10). . v u ittt et e ettt e e e e e e

COMPUTATION OF TAX

12, Netincome (Item L1). ...ttt ittt et e e S

13. Less: Interest partially exempt from tax (item 1 (5) and (¢), column 4)........... -

14. Adjusted Net INCOME. . . ...\ ttn ittt e S

15. Less: Dividends received credit—

(@) Enter 85 percent of item 2 (@) . ....viniiiiiiiieeiiiniiiinn, $

(&) Enter 62 percent of item 2 (8) . ..ovvinviiinniniiininneiinen [

() Enter 85 percent of dividends teccived from certain foreign

& W

OV ®~1 W

—

COTPOLALIONS . . ..ot ive s e ne et eaeieransaasens

@ Tot:'l.divic{inds received credit.  Enter sum of (4), (8), and (¢, but not to excced 85 percent

L B = o 4 Y

16. Normal tax 0et i0COME. . ... ..ottt ittt ittt it ee it

17. Adjustment for certain non-life insurance reserves (applicable only to contracts other
than life insurance or annuity contracts)—

(#) 3% percent of mean of uncarned premiums and unpaid losses on such other

contracts at beginning 2nd end of year. .

(5) 3% percent of 25 percent of net premiums on such other contracts written

dUrng YEar. L.ttt e 3.
(&) 3% percent of mean of nnpaid losses on such other contracts ac beginning

andend of year. . ... ... i e e e
(@) Item (B) plusitem (). .. .. oevivii e it e e $

(&) Item () or (d), whichever is greater
(f) Item (¢) multiplied by 8

18. Sum of items 16 and 17 (). .. oottt e e
19. Less: Reserve interest credit (from line 6, Schedule C). .
20. 1953 adjusted normal tax net IMCOME. ... ... vuiun ittt
21. Tax. If amount in item 20 is:
Not over $200,000, enter 334 percent of item 20 . .. ..ottt it ¢
Over $200,000, enter $7,500 plus 634 percent of excess over $200,000 .. ... iiiiiin ... } ¥
22. Less: Credit for income taxes paid to a foreign country or United States possession allowed a domestic
corporation. (Attach Form 1118). .. ..co.i i e
23. Balance of I0COME 12X dUE. . ..\t \tu ittt ettt et et ettt et e e e e e et $
24. Excess profits tax due (line 39, page 1, Schedule EP (Form 1120)) . .........ooviiiiiii it
25. Total income and excess profits tax due (item 23 plusitem 24). .. ...t $

DECLARATION (See Instruction E)

We, the undersigned, president (or vice president, or other rinci?al officer) and treasurer (or assistant treasurer, or chief accouating officer) of the corporation for
which this return is made each for himsclf declares under the penalties of petjury that this return (including any accompanying schedules and statements) has been examined
by him and is, to the best of his knowledge and belief, 2 true, correct, and complete return, made in good faith, t%r the taxable year stated, pursuant to the Internal
Revenue Code and the regulations issued thereunder.

{Presideat or other principal officer) (State title) (Date) {Treasurer, Assistant Treasurer, or Chief Accounting Officer) (State title) (Date)
DECLARATION (See Instruction E)
I/we declare under the penalties of perjury that I/we prepared this return for the person named herein and that the return (including any accompanying schedules and
statements) is a true, correct, and complete statement of all the information respecting the tax liability of the person for whom this retura has been prepzrcg of which 1/we
have any kaowledge.

(Name of firm or employer, if any) (Signature of person preparing the return) {(Date) (Signature of person preparing the return} (Date)
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Sehedule A—DATA FOR RESERVE AND OTHER POLICY LIABILITY CREDIT FOR THE SUCCEEDING TAXABLE YEAR (See Instructien for Schedule A)

1. Naturs of Resarve Prmany | & ssumed | Gt | s, Amount of Adjeted B 6. Amount of Adjusted Reserv

. . eSOV

(Ufe, Anaaty, Eic) o mt‘:% Vs (il Sumderd | ot Begnning o Tasate Yo | & tao faomeree | TS ™ | b Cnn Oy
1. $ $ $

2.

3.

4.

5. ToraLs. N s

6. Avcrage rate of interest assumed in computing life insurance reserves (total of column 8 above divided by total of col-

umn 7 above)

7-35percentof line 6. ...

8. 2.1125 percent (65 percent of 334 Percent). . ... .ottt

9. Reserve carnings rate (line 7 above plus line 8 above)

10. Total of column 7 multiplied by line 9 above
11. 2 percent of the reserve held for deferred dividends
12, Interest Paid . ... ...o e e e
13. Total of lines 10, 11, and 12 above
14. Net income (item 11, page 1)

15. Interest wholly exempt from tax (item 5, page 1).......ooo it i e

16. Adjustment for uncarned premiums and unpaid losses on non-life insurance reserves (item 17 (o), page 1)

N3

*In the case of reserves computed on a preliminary term basis, 107% of the amount of the rescrve.

Schedule B.~INVESTED ASSETS BOOK VALUES (See Instructien §)
(Schodule B need net be fitied In i ne deduction is slaimed for any general thet are te

1. Beginning of taxable yeer

2. End of texable year

Mortgageloans. .........................

. Collateral loans. . .........................

. Policy loans, including premium notes

Bonds of domestic COMPOrations. .. ... ..oo.vuunerrinierreiinneenanaennnn. .,

. Stocks of domestic COrPOrations. .. .............coivveiiinieiiiiii i
Government obligations, etc. (Submit detailed schedule)......................

[ I - Y R

. Bank deposits bearing interest. .. ... ...
9. Other interest-bearing assets (attach statement). ................oiviiiiin...

10. Totalsof lines 1 t09. . ...coovvii e aenns

11. Total of columns 1 and 2, line 10. .. ... oot e e e .
12. Mean of the invested assets for the taxable year (onc-half of line 11). ... oo
13. Onc-fourth of 1 percent of the mean of the invested assets. . ........................

14. Income base (item 4, page 1, minus the sum of items 7, 8, and 9, page 1)
15. 33 percentof line 12. .. ... oo e

16. Excess (if any) of line 14 over line 15. . ..o uein oot e e

17. One-fourth of ine 16. .. . ... .ouiiiii ittt ensannnaas

18. Limit on deduction for investment cxpenses (line 13 plus line 17)

C.—RESERVE INTEREST CREDIT (Ses Instruction 19)

1. Net income computed without deduction for wholly tax-exempt interest (sum of items S and 11, page 1)... .. $
2. 50 percent of item 17 (&), PRBE L. ..o o\t

3. Adjusted net income for purpose of reserve interest credit (line 1 minus line 2)................ .. .. ... ... $.

4. Required interest—
(#) Total of column 8, (line 53, Schedule A. ... ... ... ...l $
(#) 2 percent of reserve for deferred dividends. .. ...l
(6) IRLerest PAid. ... ...ueii it e e
(d) Sum of lines (&), (), a0d (). .................

5. Line 3 divided by line 4 (d). Enter percentage
6. Rescrve interest credit—If percentage on line 5 is:
105 OF MOTE, COLET ZELO. . . .ot tttt ettt ettt ettt et ts e ettt e it s e et e e e rnaneeerannns
100 or less, enter 50 percent of item 16, page 1. ... ... i $.

more than 100 but less than 105, enter *. . ... Poofitem16, pagel..........................
*Multiply by 10 the difference between 105 percent and percentage o line § and enter percentage thus obrained.

D.~COMPUTATION TO DETERMINE NECESSITY FOR FILING EXCESS PROFITS TAX SCHEDULE

1. Netincome (item 11, page 1)........ooiiiiiinniiiniiiieinnnenn, R T TN $.

2. Less: Partially tax-exempt interest from item 13,

3. Dividendsreceived (total of item?2, pagel, lcss
received in kind, (#) dividends received from forei pcrsonal holdin
companies, and (c) dividends reccived on stock which is not a capital

ASBOE ) . .\ttt e e e bt e e
4 Line 1 minus sum of lines 2 and 3
§f Siese 4 ls $25,000 or loss, n(rmummdmunu-mmmm I line 4 is over $25,000,

1. Was 2 return filed under the same name for the preceding taxable year? ... -

5. Did the company make a return of information on Forms 1096 and 1099 or Form

2. Stace amount of deferred dividend funds at cod of taxable year, exclusive of any
amount held for payments in following taxable year: §.

3. Is this a lidated return? (1f so, procure from the districe direc-
toe of internal revenue for your districe Form 851, Affiliations Schedule, which shall be
filled in and filed as a part of this reeurn.)

W-2a for the calendar year 1953 (sec General Inseruction HR Yes ] No [

6. Did the company at any time during the taxable year own directly or indirectly
any stock of a foreign corporation? «ooooe....... (If answer is “yes,”” attach statement
required by General Instruction J.)

7. Did the company file with the diserict director of internal revenue a copy of the

4. If this is not a consolidated return () did che company at any time during the | anoual for the p g year as required by General I ion K?
taxable yeu own 50 percent or more of the voting stock of another corponuon cither | (Answer “'yes or "no.”") If answer is "'yes,” state district director's office in which
d or foreig ; () did any corporati dividoal, part- was filed
sership, trust, or association at any time during the taxable year own SO percent ot 8. If a copy of the annual statement required by General Instruction K does not
more of your voting stock? —oooeeoeoeeeeoos (If cither answer is “'yes,” attach | accompany this return, state reason why the statement is not actached ...

separace schedule showing: (1) Name and sddress; (2) perceatage of stock owned;
(3) date stock was u:quu'ed and (4) the districe director’s office in which the income
tax return of such cocp 5 idual, p hip, truse, of for the
last taxable year was filed.)

herh

9. If the company is a burial or funcral benefit i pany, state it
is engaged directly in the manufacture of funeral supplies or in the performance of
funeral services
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1953

INSTRUCTIONS FOR FORM 1120 L

U. S. LIFE INSURANCE COMPANY INCOME TAX RETURN

1953

(References are to the Internal Revenuo Code, unless otherwise noted)
Taxpayers will find it helpful to read the General Instructions A to L before commencing to fill in their returns

GENERAL INSTRUCTIONS

A. Companies required to file a return.—Every domestic life insur-
ance company and every foreign life insurance company carrying on an
insurance business within the United States (if with respect to its United
States business it would qualify as a life insurance company), which is
engaged in the business of issuing life insurance and annuity contracts
(either separately or combined with health and accident insurance) or
noncancellable contracts of health and accident insurance and of which
the life insurance reserves, plus unearned premiums and unpaid losses on
noncancellable life, health, or accident policies not in uded in life
insurance reserves, comptise more than 50 percent of its total reserves,
shall file a return on this form. (See section 201.)

Receivers, trustees in dissolution, trustees in bankruptcy, and assignees,
operating the property or business of corporations, must make retutns of
income for such corporations. If a receiver has full custody of and con-
trol over the business or property of a corporation, he shall be deemed to
be operating such business or property, whether he is engaged in carrying
on the business for which the corporation was organized or only in mar-
shaling, selling, and disposing of its assets for purposes of liquidation.

B. Period covered.—The return shall be for the calendar year ended
December 31, 1953, and the net income computed on the ca(y;ndar year
basis in accordance with the State laws regulating insurance companies.

C. Basis of return.—A return on this form shall be rendered on a cash
receipts and disbursements basis or the accrual basis whichever conforms
with the annual statement made to the State Insurance Department.

D. Time and place for filing.—The return must be sent to the district
director of internal revenue for the district in which the company's prin-
cipal place of business or principal office or agency is located, 50 as to reach
the district director’s office on or before March 15, 1954,

E. Declaration.—The return must be signed by the president, vice
president, or other principal officer, and by the treasurer, assistant treas-
urer, or chief accounting officer.

Where the return is actually prepared by some person or persons other
than officers or employees of the company, such person or persons must
also sign the declaration at the foot of page 1.

F. Payment of tax.—The tax should be paid by sending with the
return a check or money order drawn to the order of “District Director of
Internal Revenue.” Do not send cash by mail, nor pay it in person except
at the district director’s office.

The tax must be paid in full when the retun is filed, or in four install-
ments, as follows: The first installment equal to 45 percent of the tax
shall be paid on or before March 15, 1954; the second installment equal
to 45 percent of the tax on or before June 15, 1954; the third installment
equal to 5 percent of the tax on or before September 15, 1954; and the
fourth installment equal to 5 petcent of the tax on or before December 15,
1954,

If any installment is not paid on or before the date fixed for its payment
the whole amount of the tax unpaid shall be paid upon notice and demand
by the district director.

G. Penalties.—For failure to make and file a return on time.—Five
percent to 25 petcent of the amount of the tax, unless such failure is due
to reasonable cause, and, in addition, where failure is willful, a fine of not
more than $10,000, or imprisonment for not more than 1 year, or both,
together with the costs of prosecution.

For willfully attempting to evade or defeat payment of the tax.—
Not morte than $10,000, or imprisonment for not more than 5 years, or
both, to(giether with the costs of prosecution.

For deficiency due to negligence or fraud.—Five percent of the
amount of the deficiency if due to negligence or intentional disregard of

rules and regulations without intent to defraud, or 50 percent of the
amount of the deficiency if due to fraud.

H. Information at source.—Every insurance company shall make a
teturn on Forms 1096 and 1099 with respect to amounts paid, credited, or
distributed during the calendar year 1953 as () salaties or other com-
pensation for personal services, totaling $600 or more in the case of a
citizen or resident, or () interest, rent, premiums, annuities, or other
fixed or determinable income totaling $600 or more to a fiduciary, a
domestic or resident partnership, or a citizen or resident. A report on
Form 1099 is not required with respect to wage paymeats included on
Form W-2, provided copies of withholding statements on Form W-2a
are furnishecﬁ If a portion of such wage payments was reported on a
Withholding Statement (Form W-2), only the remainder must be
reported on Form 1099. The return on Forms 1096 and 1099 shall also
include dividend payments amounting to $10 or mote during the calendar
year to each shareholder who is an individual (citizen or resident of the
United States), a resident fiduciary, or a resident partnership any member
of which is a citizen or resident.

I. Information by corporations.—1. C plated dissolution or
liquidation.—Every corporation shall, within 30 éays after the adoption
by the cor})oration of a resolution or plan for the dissolution of the corpo-
ration or for the liquidation of the whole or any part of its capital stock,
render a correct return on Form 966, setting forth the terms of such
resolution or plan. (See section 148 (d).)

2. Distributions in liquidation—Every corporation shall, when fe-
quired by the Commissioner, render a correct return of its distributions
in liquidation, stating the name and address of each shareholder, the
number and class of shares owned by him, and the amount paid to him
or, if the distribution is in property other than money, the fair market
value (as of the date the distribution is made) of the property distributed
to him. (See section 148 (¢).)

J. Stock ownership in foreign corporations.—If the company owned
any stock of a foreign corporation (including less than 5 percent of the
stock of a foreign personal holding company), it should attach to its
return a statement setting forth the name and address of each such com-
pany and the total number of shares of each class of outstanding stock
owned by it during the taxable year. This statement should be furnished
in addition to the schedule required by Specific Instruction 2. If the
company owned stock at any time during the taxable year in a foreign

ersona holdinf company, as defined in section 331, it must include in
its return as a dividend the amount required to be included in its gross
income by section 337. If the company owned 5 percent or more in value
of the outstanding stock of such foreign personal holding company, it
should set forth in an attached statement in complete detail the information
mﬁimd by section 337 (d).

. Annual statement.—A copy of the annual statement for life insur-
ance companies adopted by the National Convention of Insurance Com-
missioners for the year 1953, as filed with the Insurance Department of
the State, Territory, or District of Columbia, which shows the reserves
used in computing the net income reported on the return, together with
copies of Schedule A (real estate) and Schedule D (bonds and stocks),
must accompany the return.  Similar copies for the preceding year must
also be furnished, if not filed for such year. In the case of a foreign life
insurance company cartying on a life insurance business within the United
States, the copies submitted shall be those relating to the United States
business of the company.

L. List of attached schedules.—Attach a list of the schedules accom-

anying the return, giving for each a brief title and the schedule number.
lace name and address of company on each schedule.

SPECIFIC INSTRUCTIONS

The are to

1. Interest.—Enter interest received from all sources during the tax-
able year. Interest on bonds is considered income when due and payable.
The gross amount of interest reported as gross income shall be decreased
by the amortization of premium and increased by the accrual of discount
attributable to the taxable year on bonds, notes, debentures, or other evi-
dences of indebtedness, determined (1) in accordance with the method
regulaly employed, if reasonable, or (2) in accordance with regulations
prescribed by the Commissioner with the approval of the Secretary.
( Attach statement showing method and computation. )

2. Dividends.—Enter as item 2 (4) the amount received as dividends
from a domestic corporation which is subject to taxation under Chapter 1,
except dividends on certain preferred stock of a public utility, dividends
teceived from a corporation entitled to the benefits of section 251 and
from a corporation organized under the China Trade Act, 1922. Enter
as item 2 ré)b) dividends received on certain preferred stock of a public
utility which is subject to taxation under Chapter 1. Enter as item 2 (¢)
dividends from foreign corporations. Enter as item 2 (d) dividends
from all other corporations, including dividends on share accounts in
Federal savings and loan associations issued on or after March 28, 1942.
Enter in item 1 (¢) dividends on share accounts in Federal savings and
loan associations issued prior to March 28, 1942, Submit schedule,
itemizing all dividends received during the year, stating the names and
addresses of the corporations declaring the dividends and amounts
received from each.

with Item on the first page of the retum

3. Rents.—Enter rents received from tenants.

5. Interest wholly exempt from tax.—Enter the amount of interest
which is wholly exempt from taxation under the provisions of section
22 (b) (4).

6. Investment expenses.—Enter expenses paid which are properly
chargeable to investment expenses, the total amount of which, if there
be any allocation of general expenses to investment expenses, should not
exceed one-fourth of 1 Bpet(:cnt of the mean of the invested assets reported
on line 12, Schedule B, plus, in cases where the net income computed
without any deduction for (1) investment expenses and (2) tax-free
interest, exceeds 33/ percent of the book value of such mean of the
invested assets, one-fourth of such excess. Submit a schedule showing
the nature and amount of the items included hetein, the minor jtems being
grouped in one amount.  (See section 201 (c) (7) (B).)

7. Taxes.—Enter taxes paid exclusively upon real estate owned by the
company and taxes assessed against individual shareholders and paid by
the company without reimbursement as provided in section 201 (c) (7)
Q). not include taxes assessed against local benefits of a kind
tending to increase the value of the property assessed, as for paving,
sewers, etc. (For limitation on deduction, see Instruction 10 (4).)

8. Real estate expenses.—Enter all ordinary and necessary buildin,
expenses, such as fire insurance, heat, light, labor, etc., and the cost o
incidental repairs which neither materially add to the value of the property

201
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nor appreciably prolong its life, but keep it in an ordinarily efficient
opcrating condition. Do not include any amount paid out for new build-
ings or for permanent improvements or betterments made to increase the
value of any property or any amount expended on foreclosed property
before such property is held forth for rental purposes. (For limitation
on deduction, see Instruction 10 ().)

9. Depreciation.—The amount deductible on account of depreciation
is an amount reasonably measuring the portion of the investment in depre-
ciable property which, by reason of exhaustion, wear and tear, or obso-
lescence, is properly chargeable against the operations of the year. In any
event the deduction is limited to the depreciation on the property that is
used, and to the extent used, for the urpose of producing the income
specified in section 201 (c) (1). If the property was acquired by pur-
cﬁrsc on or after March 1, 1913, the amount of depreciation should be
determined upon the basis of the original cost (not replacement cost) of
the roEerty, and the tgrobable number of years remaining of its expected
useful life. In case the property was purchased prior to March 1, 1913,
the amount of depreciation will be determined in the same mannet, except
that it will be computed on its original cost, less depreciation sustained

rior to March 1, 1913, or its fair market value as of that date, whichever
1s greater. If the property was acquired in any other manner than by
purchase, see section 114. The capital sum to be recovered should be
charged off ratably over the useful life of the property. Whatever plan
or method of apportionment is adopted must be reasonable, must have
due regard to operating conditions during the taxable year, and should be
described in the return,

If a deduction is claimed on account of depreciation, a schedule should
be filed with the return showing: (1) Kind of property; (2) date ac-
quired; (3) cost or other basis; (4) depreciation allowed (or allowable)
in prior years; (5) remaining cost or other basis to be recovered; (6)
estimated life used in accumulating depreciation ; (7) estimated remaining
life from beginning of year; and (8) depreciation allowable for the tax-
able year. In case obsolescence is included, state separately amount
claimed and basis upon which it is com‘i)utcd. Cost or value of land must
not be included in the schedule, and where land and buildings were
purchased for a lump sum the cost of the buildings subject to depreciation
must be established.

The adjusted property accounts and the accumulated depreciation shown
in the schedule siould be reconciled with those accounts as reflected on the
books of the taxpayer.

Stocks, bonds, and like securities are not subject to depreciation within
the meaning of the law. (See sections 23(1), 114, and 201(c) (7)(D).)

For limitation on deduction, see Instruction 10 (4) below.

10. Total deductions.—(4) Enter the total of items 5 to 9, inclusive.

Si) Limitation om deductions relating to real estate owmed and occupied.~—The deduction
included in items 7 to 9 on account of resl estate owned and occupied in whole or in part by
the company shall be limited to an amount which bears the same ratio to such deduction
(computed without regard to subsection (d) of section 201) as the rental value of the space
not so occupied bears to sthe rental valve of the entire property. (Submit detailed schedule.)

(c) ltems wot deductible.—No deduction is sllowsble for the amount of any item or part
thereof sllocable to a class of exempt income, other than interest. Items directly attributable
to such exempt income shall be allocated theseto, and items directly attzibutable ta any class of
taxable income shall be allocated to such taxable income. If an_item is indirectly attributable
to both taxable income and exempt income, 2 bl thereof, d 2d in the
light of all the facts and circumstances in cach case, shall be allocated to each. Ap 0
must in all cases be reasonable. A taxpayer receiving any exempt income, other than interest,
or holding any property or engaging in any activity the income from which is exempt shall
submit with its return as a part thereof an itemized statement, in detail, showing (1) the
amount of each class of exempt income, and g) the amount of items alldcated to each such
class (the amount allocated by app ing n ).

12 through 23. Computation of tax.—In general.—All life insur-
ance companies (including foreign life insurance companies cartying on a
life insurance business within the United States) are subject to tﬁe tax
imposed by section 201 (a) (1), as amended.” For taxable years be-
ginning in 1953, section 201 (a) (1), as amended, provides for a tax
equal to 33/ gcrcent of the first $200,000 of 1953 adjusted normal tax
net income and 61/ percent of the amount in excess of $200,000. No con-
sideration is to be given in the computation of the tax to any amount of
the reserve and other policy liability credit provided in section 203 (b).
The term 1953 adjusted normal tax net income” is defined as the nor-
mal tax net income plus eight times the amount of the adjustment for
certain non-life insurance reserves provided in section 202 (¢) and minus
the reserve interest credit, if any, as defined in section 203A (b). The
normal tax net income of a foreign life insurance company carrying on
a life insurance business within the United States consists of that portion
of its net income from the United States business (shown on the form
approved for life insurance companies by the National Association of In-
surance Commissioners) computed under the provisions of section 201.

15. Dividends received credit.—The dividends received credit is the
sum of: (4) 85 percent of dividends received from certain domestic cot-
porations subject to the income tax, other than dividends received on cer-
tain preferred stock of a public utility; (4) 62 percent of the amount
received as dividends on rertain preferred stock of a public utility which
is subject to the income wx; ans (c) 85 percent of dividends received
from certain foreign corporations subject to the income tax. For the
purpose of this credit, dividends received from a corporation organized
umf:: the China Trade Act, 1922, or from a corporation entitled to the
bencfits of section 251, should be entered in item 2 (d).

Section 26 (b), provides for a dividends received credit in the case of
dividends received from a foreign corporation (other than a foreign per-
sonal holding company) which is subject to the income tax if, (1) for an
uninterrupted period of not less than 36 months (or the entire period the
foreign corporation was in existence if such period is less than 36 months)
ending with the close of the foreign corporation’s taxable yeat in which
such dividends are paid, the foreign corporation has been engaged in trade
or business within the United States, and (2) during such period,
50 percent or more of the gross income of the foreign corporation has
been derived from sources within the United States.

A

In such a case the amount of the allowable credit is 85 percent of the
amount received as dividends from (a) earnings and profits of the tax-
able zcar (computed as of the close of the taxable year without diminu-
tion Jv reason of any distribution made during the taxable year), without
regard to the amount of the earnings and profits at the time the distribu-
tion was made or (b) that portion of earnings and profits accumulated
after February 28, 1913, which represents earnings and profits accumu-
lated after the beginning of the portion of the uninterrupted period end-
ing at the beginning of the taxable year. However, the amount of the
credit allowed under clause (a) is limited to an amount which bears the
same ratio to 85 percent of the amount received as dividends from such
earnings and progts as the gross income of the foreign corporation for
the taxable year from sources within the United States bears to the gross
income from all sources for the taxable year. Under clause (b) the
amount of the credit is limited to an amount which bears the same ratio
to 85 percent of the amount received as dividends from such accumulated
earnings and profits as the gross income from sources in the United
States for the portion of the uninterrupted period bears to the gross
income from allp sources for the portion of the uninterrupted period.

In no event is the total dividends received credit allowed by section
26 (b) to exceed 85 percent of the adjusted net income.

17. Adjustment for certain non-life insurance reserves.—For com-
panies writing contracts other than life insurance or annuity contracts
(either separately or combined with noncancellable health and accident
insurance), add to the normal-tax net income 31/ percent of the unearned

remiums and unpaid losses on such other contracts which are not included
in life insurance reserves, but not less than 3l4 percent of unpaid losses
plus 314 percent of 25 Eercent of the net premiums written during the
taxable year on such other contracts. Section 203A (2) provides that
there shall be added to normal-tax net income an amount equal to eight
times the amount of the adjustment for certain reserves provided in
section 202 (c).

19. Reserve interest credit.—Schedule C on page 2 should be used to
compute the amount of the reserve interest credit. The reserve interest
credit is allowed in instances in which the relationship between adjusted
net income and required interest is such that the adjusted net income is
less than 105 percent of the required interest. The term “adjusted net
income” is defined as the net income computed without any deduction for
tax-free interest minus 50 percent of the amount of the adjustment for
certain non-life insurance reserves. The term “required interest” means
the total of —

(1) The sum of amounts obtained by multiplying (2) each rate of interest assumed in
computing the life insurance reserves by (b) the means of the amounts of the adjusted reserves
computed 2t that rate at the beginning and end of the taxable year,

(2) Two percent of the reserve for deferred dividends, and

(3) Interest paid.

If the adjusted net income is 105 percent or more of the required
interest, the reserve interest credit is stated as zero. If the adjusted net
income is 100 percent or less of the required interest, the reserve interest
credit is determined as an amount equal to 50 percent of the normal-tax
net income. If the adjusted net income is more than 100 percent but less
than 105 iercent of the required interest, the reserve interest credit is
computed by multiplying the normal-tax net income by ten times the
difference between 105 percent and the actual percentage established.
The percentage established by comparing adjusted net income to the
required interest should be carried to at least the nearest one-tenth of a
percentage point with the result that the multiplication by ten of the
difference between 105 percent and such percentage will be productive
of a more accurately graduated figure than would be possible wete no such
fractional percentage to be allowed.

22. Credit for income taxes paid to a foreign country or United
States fossession.~lf, in accordance with section 131 (a), a credit is
claimed by a domestic corporation in item 22, on account of income, war-
profits and excess-profits taxes paid or accrued to a foreign country or a
possession of the United States, Form 1118 should be submitted with the
return, together with the receipt for each such tax payment. In case
credit is sought for taxes accrued but not paid, the form must have
attached to it a certified copy of the return on which each such accrued
tax was based, and the Commissioner may require a bond on Form 1119
as a condition precedent to the allowance of a credit for such accrued
taxes. A foreign company is not entitled to claim this credit.

SCHEDULE A.~DATA FOR RESERVE AND OTHER POLICY LIABILITY CREDIT
FOR THE SUCCEEDING TAXABLE YEAR

Data for succeeding taxable year.—The following data shall be fur-
nished in Schedule A by every life insurance company for the computation
of the figure, for the succeeding year, to be proclaimed by the Sectetary
to determine the reserve and other policy liability credit:

(1) _Reserves (limes 1 20 5, imclusive).—List data ing to life i reserves.
Describe fully the nature of the reserve, the method of computation, the interest rate used, and
the amount of each such reserve at the b'ﬁ""’inf and end of the taxable year. Include

lity an rbidi rves on ble fife, health, or accident contracts. Do not
include pro rata unearned premiums or unpaid losses on cancellable accident aad health
contracts, For reserves computed on a modified basis, such as Illinois Standard, or Sclect and
Ultimate, list 107 percent of the amount of such reserves. (For definition of life insurance
feserves, see section 201 and the regulations thereunder.) (For reserves computed on & modified
basis, see section 201 and the regulations thereunder.)

(2) Reserve earmings rate.—Reserve earnings rate means 1 rate computed by adding 2.1125
percent (63 percent of 314 percent) and 35 percent of the average tate of interest assumed in
computing life insurance reserves. Enter as line 9.

(3) Reserve for deferred dividemds.—Enter in line 11 an amount equal to 2 percent of the
eserve held at the end of the taxable year for deferred dividends the payment of which is
deferred for  period of not less than 3 years from the date of the policy contract. Do not
include in such reserve dividends payable during the following taxable year.

(4) Imterest paid.—Enter in line 12 the amount of interest paid during the taxable year on

e company’'s indebted: _ except on indebted incurred or continued to putchase or cars
obligations (other than obligstions of the United States issued sfter September 24, 1917, ani
origtnally subscribed for by the taxpayer) the. interest upon which is wholly exempt from
taxation, and all amounts in the nature of interest, whether or not guaranteed, paid within the
taxsble ‘enr on insutance contracts (or contracts acising out of insurance contracts) which do
not involve, at the time of payment, life, health, or accident contingencies. Interest paid on
dividends held on deposit and surrendered during the taxable year should be included in this
1(0;:)n Do oot include any intepest paid on deferred dividends which wete included under
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Fooeenee U, S. MUTUAL INSURANCE COMPANY INCOME TAX RETURN

U. 8.
Internal Revenue Service

1953

For Mutual Insurance Companles Other Than Life or Marine Insurance Companies

or Fire Insurance Companies Issulng Perpetual Policles (o R

ot Write in These Spaces)

File
Code

For Calendar Year 1953

File This Return With the District Director of Internal Revenue for Your District on or Before March 15, 1953 Isqe.:::{m

(PRINT PLAINLY COMPANY'S NAME AND ADDRESS)
District

(Name)

{Street and number)

(Cashier’s stamp)

Cash Check M. O.  Cert. of Ind.

{City or town, postal zone number) (State)

Date incorporated __ooeoeeeieoaoaao- State or country $.

(First payment)

Item_and GROSS INCOME

Instruction No. (Under Section 207 (a) (1) and (3)) L Amm‘:‘ntc Ize:deived 2, Accrual of Discount 3 Ap{zr:lz:rlri;n of

1

\.ll&\ﬂ

-
SCw®mN O

. Rents (Attach schedule)
. Net gain from sale or exchange of capital assets (from separate Schedule D (Form 1120))

. Interest on: o Accr

4. Total. (In case of item 1,
col. 1 plus col. 2 minus col. 3)

(a) Obligations of a Statc, Territory, or political subdivision thereof,
or the District of Columbia, or United States pc fons...... $ $

il

(8) Obligations of Federal land banks, joint stock land banks, and
Federal intermediate credit banks issued prior to March 1,1941.

(d) Treasury Notes issued prior to December 1, 1940, Treasury Bills
and Treasury Certificates of Indebtedness issued prior to March
1,1041........ R

(¢) United States Savings Bonds and Treasury Bonds owned in the
8 Ty
principal amount of $5,000 ot ess, issucd prior to March 1, 1941,

(f) United States Savings Bonds and Treasury Bonds owned in excess

of the principal amount of $5,000 issued prior to March 1, 1941.
(£) Obligations of instrumentalitics of the Unitcd States (other than
obligations to be reported in line (4) above) issued prior to

March1,1941. .. .......oooiinnn, P
(5) Treasury Notes issued on or after December 1, 1940, and obliga-
tions issued on or after March 1, 1941, l?' the United States or

s

any agency or instrumentality thereof (submit schedule). . ...

(#) Loans, notes, mortgages, bank deposits, ctc. ..

B N - $ $ $o

. Dividends on stock of:

(4) Domestic corporations subject to taxation under Chapter 1 of the Internal Revenue Code (See Specific Instructions 2)
(8) Public utility corporations subject to taxation under Chapter 1 of the Internal Revenue Code.
(6) FOTCign COTPOTALIONS . . ...\t itt ittt e en ittt ettt et et et et e sttt et ea e aee et e [T
(d) Other corporations

TOTAL INCOME IN TTEMS L TO 4. . . ..o ottt it e e e it i
DEDUCTIONS

. Interest wholly exempt from tax (item 1 (), (&), (2), (@), and (¢), column 4)

. Investment expenses (Attach schedule) ... i e

. Real estate expenses
. Depreciation (Attach schedule)

B R £ =] 2 P N
12. Other capital losses (from Schedule E)
13. TOTAL DEDUCTIONS IN ITEMS 6 TO 12, . ..o\ttt ettt e e et e e e e e e e e et e e eeanieeeannes $
14. Nect income (item 5 minus item 13) .
15.  Less: Interest partially exempt from tax (item 1 (f) and (g), column 4). .........ocoiiiiiiiiiiiiaiiat
16. Adjusted DETANCOME. . .o\ uu ettt ettt e ettt e e et ettt e et e ettt e e s S
17. Less: Dividends received credit—

(o) Enter 85 percent of item 2 (8) . ..ooviiiiiiiii i e $

(8) Enter 62 percent of item 2 (8)

(c) Enter 85 percent of dividends reccived from cereain foreign corporations . e

() Total dividends received credit. Eater sum of (a), (&), and (), above, but not to cxcced 85 percent of item 16............ !
18. NOFMAI-TAX NE MCOMIE .o ottt ittt e ettt e e e e e e e e e e e e e et e e et et et e e e et ae ettt AL

] TOTAL TAX

19. Balance of income tax duc (from line 9, page 3).......oviiiiiiiiiiiiii i $
20. Excess profits tax duc (line 39, Schedule EP (Form 1120)). .....c.ovveniieninnn... X
21. Total income and excess profits tax due (item 19 plusitem20). . . ... ... ..oovvveiieneeeieiinee.. $

thi

and is, to the best of his knowledge and belicf, a true, correct, and complete return, made in good faith,

DECLARATION. (See General Instruction E)

We, the undersigned, president (or vice president, or other principal officer) and treasurer (or assistant treasurer, or chicf Ja«:comuing officer) of the corporation for which
i hedules and has been ined i

s recurn is made, each for himself declares under the penalties of perjury that this return (including an

the regulations issucd thereunder.

2’ panying 28 by him
or the taxable ycar stated, pursuant to the Internal Revenue Co!c and

sta

(President or other principal officer) (State title} (Date) (Treasurer, Assistant Treasurer, or Chief Accounting Officer) (State title) (Date) -

DECLARATION. (See General Instruction E)

Tad

hednl

and

Ifwe declarc under the penaltics of perjury that Ifwe Frepzrcd this return for the person named hercin and that the return (i
tements) is a true, correct, and complete statement of al

have any knowledge.

ing an N
the information respecting the tax liability of the person for whom this return haz been p;epn'xedp of which 1/we

(Signature of person preparing the return)

410094 O - 57 - 14

{Signature of person prepating the seturn) (Date) (Name of firm or employer, if any)
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Pap 2
COMPUTATION OF TAX ON NET INCOME (Section 207 (a) (1) and (3))
NORMAL TAX COMPUTATION
yae (oxcopt nd rocal undersriters) with i-tax met of over $3,000
1. Normal-tax net income (item 18, Page 1). . ... vuevnenennenieenineeneneennnaenenn $
2. Normal tax (60 percent of excess of line 1 over $3,000) .. .. ooiinn it G e
(oxcept and pr underwriters) with nermal-tax net incemes of over $6,000
3. Normal-tax net income (item 18, page 1). ... ..iviiniiiiinnneernneenniiinennnnnns S
4. Normal tax (30 percent of line 3) . . ..\t v ittt ettt et et S e
Interinsurers and reciprecal underwriters with normal-tax net incemes of over $50,000 and not over $100,000
5. Normal-tax net income (item 18, page 1). ... oeviiiiiiniiiiie e, $.
6. Normal tax (60 percent of excess of line 5 over $50,000) . . . ..\ttt ittt [ S
Interineurers and reciprecal underwriters with nermal-tax net Incomes of sver $100,000
7. Normal-tax net income (item 18, page 1). ..., ...oooniiiiiiiiiiiiiiii i, $
8. Normal tax (30 percent of Hine 7). . ...ttt e 8 e
SURTAX COMPUTATION
9. Net income (item 14, page 1). ..... e e £ S
10. Less: Dividends received credit from item 17 (@), page 1.........oooivviniinninan...
J1, SUtaX DOt INCOME. .. .\ttt ettt ittt e e e St
(oxcept and pr underwriters)
12. Surtax net income (Hne 11). ... initiii e i $
13. Surtax (22 percent of excess of line 12 over $25,000). . .. ...ttt e I
Interinsurers snd recijrocal underwriters with surtax net Incomes of over $58,000 and net ever $100,000
14. Surtax net income (e 11). ... o ittt i e e $
15. Surtax (33 percent of excess of line 14 over $50,000). . ..ttt e e
Interinswrers and reciprecal underwriters with surtax net incomes of ever $100,000
16. Surtax net income (line 11)............. ettt e e e $
17. Sureax (22 percent of excess of line 16 over $25,000). . .. .. iuint ittt S e
18. Total normal tax and surtax under section 207 (2) (1D or (3). .. ...t ea LS,
GROSS AMOUNT OF INCOME (under section 207 (a) (2))
19. Total gross income in items 1 to 3, inclusive, Page L ... ....ooiiniiiiiiiiiii i e [ S,
20. NEt PIEIMEUIIS . . .o u ittt eae ettt sttt ettt n et a s e et et et e et e et e
21. Total gross amount of income from interest, dividends, rents, and net premiums (line 19 plus line 20)........ L S
22.  Less: Dividends to policyholders. ..o L S
23. Interest wholly exempt from tax Citem 1 (s), (8), (), (@), and (¥), col. 4, page 1).
24. Gross amount of income (line 21 minus the sum of lines 22and 23)..........oiiin i, $
COMPUTATION OF TAX ON GROSS AMOUNT OF INCOME (Section 207 (a) (2))
(not applicable to interinsurers and reciprocal underwriters)
with grees of Income of ever $75,000 and net ever 51358,008
25. Gross amount of income (line 24). . ..., ... oottt e $.
26. Tax (2 percent of excess of line 25 over $75,000) . ..ttt ittt ettt 1 T,
with grees Y of over $158,000
27. Gross amount of income (HNE24) ... .. ..oiiiiiiiiiiiiii i $.
28. Tax (A percent of LNe 27). .. ..ottt e e b J S
29. Tax under section 207 (2) (2) (linc 26 or 28, whichever is applicable). ... ... ..ot iiiiiiiiiiiiiin.... S S,
Tax under section 207 (s) (1), ) yor 3)
30. Linc 18 for intcrinsurers and reciprocal underwriters; line 18 or 29, whichever is greater, for others. ......... b S —
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LIMITATION OF TAX UNDER SECTION 207 (a) (4)

Page 3

with gross tfrom ds, ronts, and mlhlums of over $75,000 and less than $125,000

Line
': Interest, dividends, and rents (line 19, page b ) J O TR Ceeiees e riererareaneas

—

~
®
o
4
3
B,
8
g
%.
a

L Total Of 1HNes 1a0d 2.\ .\ .\t vuuseuenaecansee s e sttt

4. Limitations under section 207 (a) (4) (line 30, page 2, multiplied by the ratio which the excess of line 3 above,
over 75,000 bears €0 $50,000). .. .o vttt et

w

5. Alternative tax (line 20, sc}aaratc Schedule D (Form 1120)) if less than line 30, page 2, or line 4 above, which-
ever is applicable, and if company is taxable under section 207 (a) (1) or (3%

6. Total income tax (line 30, page 2, or line 4 or 5 above, whichever is applicable). ... ... .. ccocooieoze:e

TOTAL TAX

. Total income tax (lne 6 2bOVE) .« .o o vt rieiiiae i r et $

w ™

Less: Credit for income taxes paid to a foreign country or United States possession

allowed a dOMEStIC COFPOTALION . . . v vvnneeeerserrrrnneiniinaaeaeaees —

9. Balance of income tax duc (Enter here and as item 19, page L T S SRR R RS SREEEE:

Schedule A.—INVESTED ASSETS BOOK VALUES. (See Instruction D
(Schedule A nieed not be filled in if no deduction is clalmed for any general that aro d to

t Income)

1. Beginning of Taxable Year

2. End of Taxable Year

Real estate ...... evereesreans [ 1%

<A

. Mortgage loans.......... .

L Collateral Joams .. v vvvtie e e eeeeeresara s

. Policy loans, including premium notes

. Bonds of dOmeStiC COTPOrAtiONS . .. ... cvvrrenriraaasereeenmunennennes

. Stocks Of dOMESHIC COTPOTALIONS . ...\t evnsennennnuasnreeeeraa et

NV W N

. Government obligations, ctc.:

(a) Obligations of a State, Territory, or political subdivision thereof, or the District of Columbia, or United
SEALES POSSCSSIONS. .. o1« evansessensssamess s s tea s en s s b st s s

(#) Obligations of Fedcral land banks, joint stock land banks, and Federal intermediate credit banks issued
Prior 0 March 1, 1941, . 1. evueiunnniinniu s hin et

(9) Obligations of the United Staces issued on or before Sepember 1, 1917, . ..o iniiiinee e ve-

@ Trcasu?' Notes issued Etior to December 1, 1640, Treasury Bills and Treasury Certificates ot Indebtedness,
issucd prior to March 1, 1941, . ..oouiiiiii e

(¢) United States Savings Bonds and Treasury Bonds owned in the principal amount of $5,000 or less, issued
PHOF €0 MARCh 1, 1941, . 1 eenininis et sin i e ta s e e

() United States Savings Bonds and Treasury Bonds owned in excess of the principal amount of $5,000, issucd
Prior 0 MARCH 1, 1041, . ¢ ovuuinnirecn e st e

(g Obligations of instrumentalities of the United States other thaa obligations to be reported in line (8)
above) issued prior t0 March 1, 1941, ..o oiuninenniencrniniir e

(#) Treasury Notes issucd on or after December 1, 1940, and obligations issued on or after March 1, 1941, by
the United States or any agency or instrumeatality thereof

o

. Bank deposits bearing interest ... ....oooiii i

9. Other interest-bearing assets (attach STAtEMENL) ... .oveeennnenrreneeneees

10. Totals OF LIOES 1 T0 9 + oo ve s e enn e reminaa e e e en et a s
11. Total of columns 1and 2, line 10......covvnvniineneenens

12. Mean of the invested assets for the taxable year (one-half ofline 11). . ovvnenennannennss eeraenereraees
13. Onc-fourth of 1 percent of the mean of the invested assers......oovviovreeeernees e Cevieaees

14. Income basc (item 5, page 1, minus itcms 8 to 12, inclusive, page 1) ....... et aieeeneean ey Creeeee

15. 33/ percent of line 12 ........
16. Excess (if any) of line 14 over line 15.........

17. Onc-fourth Of e 16, . v euvenesnserauransonsssnesesioanrontssuosnaaintsacsrtsenisessnnsatesuetensss

18. Limi on deduction for investment expenses (line 13 plusline17).............oooeoerreeeeereres e

<A

il

Schedule D.—Separate Schedule D (Form 1120) should be secured and used in reporting sales and exchanges of
with and as a part of this return. .

capital assets and filed

206
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Page 4
Schedule E.—OTHER CAPITAL LOSSES. (See Instruction 12)
Capital assets sold or sxchanged to meet sbnormal insurance losses and to provide for the payment of dividends and simHer te
1. Dividends and similar distributions paid to policyholders
2. Losses paid
3. Expenses paid
4. Total of lines 1 to 3, inclusive
5. Less: Interest received (item 1, column 4, page 1, adjusted tocash basis if on accrual basis). [$.
6. Dividends reccived (item 2, page 1, adjusted to cash basis if on accrual basis). ... |eeee .
7. Rents received (item 3, page 1, adjusted to cash basis if on accrual basis)........
8. Net premiums received (line 20, page 2, adjusted to cash basis if on accrual basis). |-oceeeeei .
9. Excess (if any) of linc 4 over sum of lines 5,6, 7,and 8 ....................... ... T S eeee
4&. Cost or Other Basis and 6. Depreciation Allowed
1. Description of Capital Asset 2. Dat Irsd 3. GrossSales Price Cost of Improvements 1 o Allowable) Since | 7. Loss (Cotumn 3 plus Col-
ption of Capital e Acquir (Contract Price) z:::::umrtg lAc‘llg{!J.. 5. Expense of Sale tl‘v"s;)g"(?“ r«;rurasc'h gm : ,:',“2":,. glg )wm of
$ $ $ $ $
10.Total. i $ 5 5 5 $

Total gross receipts from salcs, line 10, columa 3, shoild not exceed the amount shown in line 9. If necessary, gross receipts from a
particular salc should be apportioned in the above schedule and the excess reported in separate Schedule D (Form 1120).

Sales (except the apportionment mentioned above) reported in this schedule should not be reported in separate Schedule D (Form
1120).

Enter total other capital losses (line 10, column 7) as item 12, page 1.

Schedule F.—COMPUTATION TO DETERMINE NECESSITY FOR FILING EXCESS PROFITS SCHEDULE

1. Net income (item 14, page 1)............oooiiinneeenn
2. Adjustment for interest Citem 11, page 1)..................... ..o
3. Deductions on account of retirement or discharge of bonds, etc
T .
- Interest partially exempt from tax (item 15, page 1)....................... ... .
- Dividends received (item 2, page 1, less (@) adjustment for dividends received in kind,
(&) dividends reccived from foreign personal holding companics, and (¢) dividends
received on stock which is not a capital asset) ....................... ... .. ... ..

Totalof lines Sand 6. T
. Line dminus line 7.

owv &

® N

QUESTIONS
1. Did the company file a return under the same name for the directly or indirectly any stock of a foreign corporation? ..____..
(Answer “'yes™* or “'no.”) If answer 1s “'yes,” attach state-
preceding taxable year? ... ment required by General Instruction J.

5. Did the company file with the district director of internal revenue

2. Did the company at any time during the taxable year own 50 a copy of the annual statement for the preceding year as required

percent or more of the voting stock of another corporation,

by General Instruction Ko ... (Answer “‘yes™ or
cither domestic or foreign? .. (Answer “‘yes” or “m0.") If answer is “'yes,” state district director’s office in
“n0.”") If the answer i1s “‘yes,” attach separate schedule which statement was filed

showing: (1) Name and address; (2) percentage of stock owned;

(3) date stock was acquired; and (4) the districe direcror’s | 6, ¢, copy of the annual statement required by General Instruction
officc in which the income tax return of such corporation for K dpocs not accompany this return, state reason why the

the last taxable year was filed.
statcment is not attached

3. Did the company make a return of information on Forms 1096
and 1099, or Form W-2a for the calendar year 1953? (Sce | 7. Is this return made on the basis of cash receipts and disburse-

General Instruction H.) ..o ... (Answer **yes’ or ‘‘no.") ments? __ If not,

4. Did the company at any time during the taxable year own describe fully in separate statement.
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1953

INSTRUCTIONS FOR FORM 1120 M

U. S. MUTUAL INSURANCE COMPANY INCOME TAX RETURN

1953

(References are to the Internal Revenue Code, unless otherwise noted)

Taxpayers will find it helpful to read the General Instructions A to L before commencing to fill in their returns
GENERAL INSTRUCTIONS

A. Companies Required To File a Return.—Every mutual insurance
company other than a life or marine insurance company and other than
a fire insurance company subject to the tax imposed by section 204
(except a foreign mutual insurance company other than a life or marine
insurance company or a fire insurance company subject to the tax
imposed by section 204—not carrying on an insurance business within
the United States) with gross amount received from interest, dividends,
rents, and premiums (including deposits and assessments), in excess of
$75,000 shall file a return on this form. (See section 101 (11).)

Receivers, trustees in dissolution, trustees in bankruptcy, and
assignees, operating the property or business of corporations, must
make returns of income for such corporations. If a receiver has full
custody of and control over the business or property of a corporation,
he shall be deemed to be operating such business or property, whether
he is engaged in carrying on the business for which the corporation was
organized or only in marshaling, selling, and disposing of its assets
for purposes of liquidation.

B. Period Covered—The return shall be for the calendar year
ended December 31, 1953, and the net income computed on the cal-
endar year basis in accordance with the State laws regulating insurance
companies.

C. Basis of Retur~.—A return on this form shall be rendered on a
cash receipts and disbursements basis or the accrual basis whichever
conforms with the annual statement made to the State Insurance
Department.

D. Time and Place for Filing.—The return must be sent to the
district director of internal revenue for the district in which the com-
Fany's principal place of business or principal office or agency is
ocated, 50 as to reach the district director’s office on or before March 15,
1954,

E. Declaration.—The return must be signed by the president, vice
president, or other principal officer, and by the treasurer, assistant
treasurer, or chief accounting officer.

Where the return is actually greparedby some person Or persons
other than officers or employees of the company, such person or persons
must sign the declaration at the foot of Ipage 1.

F. Payment of Tax.—The tax should be paid by sending with the
return a check or money order drawn to the order of “'District Director
of Internal Revenue.” Do not send cash by mail, nor pay it in person
except at the district director’s office.

The tax must be paid in full when the return is filed, or in four install-
ments, as follows: The first installment equal to 45 percent of the tax
shall be paid on or before March 15, 1954; the second installment
equal to 45 percent of the tax on or before June 15, 1954; the third
installment equal to 5 percent of the tax on or before September 15,
1954; and the fourth installment equal to 5 percent of the tax on or
before December 15, 1954,

If .any installment is not Faid on or before the date fixed for its
payment, the whole amount of the tax unpaid shall be paid upon notice
and demand by the district director.

G. Penalties.—For failure 1o make and file a return on time.—Five
percent to 25 percent of the amount of the tax, unless such failure is
due to reasonable cause, and, in addition, where failure is willful, a fine
of not more than $10,000, or imprisonment for not more than 1 year,
or both, together with the costs of prosecution.

For willfully attempting to evade or defeat payment of the tax.—A

fine of not more than $10,000, or imprisonment for not more than 5
years, or both, together with the costs of prosecution.

For deficiency due to negligence or frand.—Five percent of the
amount of the deficiency if fue to negligence or intentional distegard
of rules and regulations without intend to defraud, or 50 percent of the
amount of the deficiency if due to fraud.

H. Information at Source.—Every insurance company shall make
a return on Forms 1096 and 1099 with respect to amounts paid, credited,
or distributed during the calendar year (#) as salaries or other com-
pensation for personal services, totaling $600 or more in the case of a
citizen or resident, or () as interest, rent, premiums, annuities, or other
fixed or determinable income totaling $600 or more to a fiduciary, a
domestic or resident partnership, or a citizen or resident. A report on
Form 1099 is not required with respect to wage payments, included on
Form W-2, provided copies of withholding statements on Form W-2a
are fumished[.) If a portion of such salary or wage payments was reported
on a Withholding Statement (Form W-2), only the remainder must
be reported on Form 1099.

I. Information by Corporations.—1. Contemplated dissolution or
liquidation.—Every corporation shall, within 30 days after the adoption
by the corporation of a resolution or plan for the dissolution of the
corporation or for the liquidation of the whole or any part of its capital
stock, render a correct return on Form 966, setting forth the terms of
such resolution or plan. (See section 148 (d).)

2. Distribations in lignidation—Every corporation shall, when
required by the Commissioner, render a correct return of its distributions
in liquidation, stating the name and address of each shareholder, the
number and class of shares owned by him, and the amount paid to him
or, if the distribution is in property other than money, the fair market
value (as of the date the distribution is made) of the property distrib-
uted to him. (See section 148 (e).)

J. Stock Ownership in Foreign Corporations.—If the company
owned any stock of a foreign corporation (including less than 5 dpercent
of the stock of a foreign personal holding company), it should attach
to its return a statement setting forth the name and address of each such
company and the total number of shares of each class of outstanding
stock owned by it during the taxable year. This statement should be
furnished in addition to the schedule required by Specific Instruction 2.
If the company owned stock at any time during the taxable year in a
foreign personal holding company, as defined in section 331, it must
include in its return as a dividend the amount required to be included
in its gross income by section 337. If the company owned 5 percent or
more in value of the outstanding stock of such foreign personal holding
company, it should set forth in an attached statement in complete detail
the information required by section 337 (d).

K. Annual Statement.—A copy of the annual statement for mutual
insurance companies adopted by the National Convention of Insurance
Commissioners for the year 1953, as filed with the Insurance Depart-
ment of the State, Territory, or District of Columbia, together with
copies of Schedule A (real estate) and Schedule D (bonds and stocks),
must accompany the return. Similar copies for the preceding year must
also be furnished, if not filed for such year.

L. List of Attached Schedules.——Attach a list of the schedules accom-
panying the return, giving for each a brief title and the schedule number.
Place name and address of company on each schedule.

SPECIFIC INSTRUCTIONS
The following Instructions are numbered to correspond with item numbgn ont page 1 of the return unless otherwise indicated

1. Interest.—Enter interest received or accrued from all sources dus-
ing the taxable year. Interest on bonds is considered income when due
and payable. The gross amount of interest reported as gross income shall
be dicreased by the amortization of premiums and increased by the
accrual of discount attributable to the taxable year on bonds, notes,
debentures or other evidences of indebtedness, determined (1) in accord-
ance with the method regularly employed, if reasonable, or (2) in accord-
ance with regulations prescribed by the Commissioner with the approval
of the Secretary. (Attach statement showing method and computation.)

2. Dividends.—Enter as item 2 () the amount received or accrued
as dividends from a domestic corporation which is subject to taxation
under Chapter 1, except dividends on certain preferred stock of a public
utility corporation, and dividends received from a corporation entitled
to the benefits of section 251 and from a corporation organized under
the China Trade Act, 1922. Enter as item 2 (%) dividends received on
certain preferred stock of a public utility which is subject to tax under
Chapter 1. Enter as item 2 (¢) dividends from foreign corporations.
Enter as item 2 (d) dividends from all other corporations including
dividends on share accounts in Federal savings and loan associations
issued on or after March 28, 1942. Enter in item 1 (g) dividends on
share accounts in Federal savings and loan associations issued prior to
March 28, 1942. Submit schedule, itemizing all dividends received
during the year, stating the names and addresses of the corporations
declaring the dividends and amounts received from each.

3. Rents.—Enter rents received or accrued from tenants.

4. Gains and Losses From Sales or Exchanges of Capital Assets.—
Report sales or exchanges of capital assets in separate Schedule D (Form
1120) (but see Schedule E, page 4). Every sale or exchange of a capital
asset, even though no gain or loss may be indicated, must be reported
in detail.

Losses from sales or exchanges of capital assets (except losses from
capital assets sold ¢ exchanged in order to obtain funds.to meet abnor-
mal insurance losses and to provide for the payment of dividends and
similar distributions to policyholders) shall be allowed to the extent
of gains from such sales or exchanges, with respect to companies taxable
under section 207 (a) (1) or (3). The net capital loss For such com-
panies shall be the amount by which losses for such year from sales or
exchanges of capital assets exceed the sum of the gains from such sales or
exchanges and (1) the corporation surtax net income (computed with-
out regard to gains or losses from sales or exchanges of capital assets)
or (2) losses from the sale or exchange of capital assets sold or exchanged
to obtain funds to meet abnormal insurance losses and to provide for
the payment of dividends and similar distributions to policyholders,
whichever is the lesser. However, the amount of a net capital loss sus-
tained in any taxable year may be carried over to each of the five suc-
ceeding taxable years and treated in each such succeeding taxable year
as a short-term capital loss to the extent not allowed as a deduction
against any net capital gains of any taxable year intervening between
the taxable year in which the net capital loss was sustained and the
taxable year to which carried.

207
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For further information relating to gains and losses from sales or
exchanges of property, see instructions on back of separate Schedule D
(Form 1120).

6. Interest Wholly Exempt From Tax.—Enter the amount of inter-
est which is wholly exempt from taxation under the provisions of
section 22 (b) (4).

See Specific Instruction 15 with respect to partially tax-exempt interest
which is allowed as a credit against net income.

7. Investment Expenses.—Enter expenses paid or accrued which are
pro cly chargeable to investment expenses, the total amount of which,
if there be any allocation of gener: to investment expenses,
should not exceed one-fourth of 1 percent of the mean of the invested
asscts reported on line 12, Schedule A, plus, in cases where the net
income computed without any deduction for (1) investment ex-

and (2) tax-frec interest exceeds 3% percent of the book value
of such mean of the invested assets, one-fourth of such excess. Sub-
mit a schedule showing the nature and amount of the items included
herein, the minor. items being grouped in one amount. (See section
207 (b) (4) (B).)

8. Taxes.—Enter taxes paid or accrued exclusively upon real estate
owned by the company and taxes assessed against individual share-
holders and paid by the company without reimbursement as provided
in section 207 (b) (4) (C). Do not include taxes asscssecr against
local benefits of a kind tending to increase the value of the property
assessed, as for paving, sewers, etc. For limitation on deduction, see
Instruction 13 (4) below.

9. Real Estate Expenses.—Enter all ordinary and necessary building
expenses, paid or accrued, such as fire insurance, heat, light, labor, etc.,
and the cost of incidental repairs which neither materially add to the
value of thceﬂlpropcrty nor appreciably prolong its life, but keep it in an
ordinarily efficient operating condition. Do not include any amount paid
out for new buildings or ?or permanent improvements or betterments
made to increase the value of any property or any amount expended on
foreclosed property before such property is held forth for rental purposes.
For limitation on deduction, see Instruction 13 (&) below.

10. Depreciation.—The amount deductible on account of deprecia-
tion is an amount reasonably measuring the portion of the investment
in depreciable property by reason of exhaustion, wear and tear, or
obsolescence, which is properly chargeable against the operations of the
year. In any event the deduction is limited to the depreciation on the
groperty that is used, and to the extent used, for the Slurpose of pro-

ucing the income specified in section 207 (b) (1). If the propcrgv was
acquired by purchase on or after March 1, 1913, the amount of depre-
ciation should be determined upon the basis of the original cost (not
replacement cost) of the property, and the probable number of years
remaining of its expected useful life. In case the property was purchased

rior to March 1, 1913, the amount of depreciation will be determined
in the same manner, except that it will be computed on its original cost,
less depreciation sustained prior to Masrch 1, 1913, or its fair market
value as of that date, whichever is greater. If the property was acquired
in any other manner than by purchase, see section 114. The capital sum
to be recovered should be charged off ratably over the useful life of the

roperty. Whatever plan or method of apportionment is adopted must
Ee reasonable, must have due regard to operating conditions during the
taxable year, and should be described in the return.

If a deduction is claimed on account of depreciation, a schedule should
be filed with the retutn showing: (1) Kind of property; (2) date
acquired; (3) cost or other basis; (4) depreciation allowed (or allow-
ab?c) in prior years; (5) remaining cost or other basis to be recovered;
(6) “estimatedlife used in accumulating depreciation; (7) estimated
remaining life from beginning of year; and (8) depreciation allowable
for the taxable year. In case obsolescence is included, state separately
amount claimed and basis upon which it is comguted. Cost or value of
land must not be included in the schedule, and where land and buildings
were purchased for a lump sum the cost of the building subject to
depreciation must be established.

¢ adjusted property accounts and the accumulated depreciation
shown in the schedule should be reconciled with those accounts as
reflected on the books of the taxpayer.

Stocks, bonds, and like securities are not subject to deprecia-
tion within the meaning of the law. (See sections 23 (1), 114,
and 207 (b) (4) (D).)

For limitation on deduction, see Instruction 13 (&) below.

11. Interest—Enter the amount of interest paid or accrued during
the taxable year on the company’s indebtedness, except on indebtedness
incurred or continued to purchase or carry obligations (other than obli-
gations of the United States issued after September 24, 1917, and
originally subscribed for by the taxpayer) the interest upon which is
wholly exempt from taxation.

12. Other Capital Losses.—Enter as item 12 losses from capital
assets sold or excgmnged to provide funds to meet abnormal insurance
losses and to provide for the payment of dividends and similar distribu-
tions to policyholders. Capital assets shall be considered as sold or
exchanged to provide for such funds or payments to the extent that the
gross receipts from their sale or exchange are not greater than the excess,
if any, for the taxable year of the sum of dividends and similar distri-
butions paid to policyholders and losses and expenses paid, over the
sum of interest, dividends, rents, and net premiums received. (See
Schedule E.)

13. Total Deductions—(a) Enter the total of items 6 to 12,
inclusive,

(b) Limitation on deductions relating 10 real estate owned and occu-
pied —The deduction included in items 8 to 10 on account of real estate
owned and occupied in whole or in part by the company shall be limited
to an amount which bears the same ratio to such di:i‘:xction (computed
without regard to subsection (¢) of section 207) as the rental vz.Ele of
the space not so occupied bears to the rental value of the entire property.
(Submit detailed schedule.)

(¢) Items not deductible—No deduction is allowable for the amount
of any item or part thereof allocable to a class of exempt income, other
than interest. Items directly attributable to such exempt income shall be
allocated thereto, and items directly attributable to any class of taxable
income shall be allocated to such taxable income. If an item is indirectly
attributable to both taxable income and exempt income, a reasonable
proportion thereof, determined in the light of all the facts and circum-
stances in each case, shall be allocated to each. Apportionments must in
all cases be reasonable. A taxpayer receiving any exempt income, other
than interest, or holding any property or engaging in any activity the
income from which is exempt shall submit with its return as a part
thereof an itemized statement, in detail, showing (1) the amount of
each class of exentlﬁt income, and (2) the amount of items allocated to
each such class (the amount allocated by apportionment being shown
separately).

15. Interest Partially Exempt From Tax.—Enter as item 15 the
amount of interest included in gross income which is partially exempt
from taxation and for which a credit is allowed under the provisions of
section 26 (a). )

17. Dividends Received Credit.—Enter as item 17, the sum of
(a) 85 percent of dividends received from certain domestic corporations
subject to the income tax (other than dividends received on certain pre-
ferred stock of a public utility) ; (b) 62 percent of the amount received
as dividends on certain preferred stock of a public utility corporation
which is subject to the mncome tax; and (c) 85 percent of dividends
received from certain foreign corporations subject to the income tax.
For the purpose of this credit, dividends received from a corporation
organized under the China Trade Act, 1922, or from a corporation
entitled to the benefits of section 251, should be enteted in item 2 (d).

Section 26 (b) provides for a dividends received credit in the case of
dividends receivuf from a foreign corporation (other than a foreign
personal holding company) which is subject to the income tax if,
(1) for an uninterrupted period of not less than 36 months (or the
entire period the foreign corporation was in existence if such period is
less than 36 months) ending with the close of the foreign corporation’s
taxable year in which such dividends are paid, the foreign corporation
has been engaged in trade or business within the United States, and
(2) during such period 50 percent or more of the gross income of the
foreign corporation has been derived from sources within the United
States.

‘The amount of the allowable credit is 85 percent of the amount re-
ceived as dividends from (a) earnings and profits of the taxable year
(computed as of. the close of the taxable year without diminution by
reason of any distribution made during the taxable year), without
regard to the amount of the earnings and profits at the time the distri-
bution was made or (b) that portion of earnings and profits accumu-
lated after February 28, 1913, which represents earnings and profits
accumulated after the beginning of the portion of the uninterrupted
period ending at the beginning of the taxable year. However, the amount
of the credit allowed under clause (a) is limited to an amount which
bears the same ratio to 85 percent of the amount received as dividends
from such earnings and profits as the gross income of the foreign cor-
poration for the taxable year from sources within the United States bears
to the gross income from all sources for the taxable year. Under clause
(b) the amount of the credit is limited to an amount which bears the
same ratio to 85 percent as the amount received as dividends from such
accurnulated earnings and profits as the gross income from sources in the
United States for the portion of the uninterrupted period bears to the
gross income from alfosources for the portion of the uninterrupted

riod.

Peln no event is the total credit allowed by section 26 (b) to exceed 85
percent of the adjusted net income.

Page 2-20. Net Premiums.—Enter as iine 20 the amount of gross

remiums (including deposits and assessments) written or received on
insurance contracts guring the taxable year, less return premiums and
premiums paid or incurred for reinsurance. Amounts returned where
the amount is not fixed in the insurance contract but depends upon the
experience of the company or the discretion of the management are not
tofe included in return premiums but are to be treated as dividends to
policyholders and included in line 22. (See section 207 (b) (2).)

Page 2-22. Dividends to Policyholders.—Enter as line 22 dividends
and similar distributions paid or declared (depending upon the
method of accounting regularly employed) to policyholders. (See section
207 (b) (3).)

Page 3-8. Credit for Income Taxes Paid to a Foreign Country or
United States Possession.—If, in accordance with section 131 (a), a
credit is claimed by a domestic corporation in line 8, on account of
income, war profits, and excess profits taxes paid or accrued to a foreign
country or a possession of the United States, Form 1118 should be sub-
mitted with the return, together with the receipt for each such tax
}f)aymcnt. In case credit is sought for taxes accrued but not paid, the

‘orm must have attached to it a certified copy of the return on which each
such accrued tax was based, and the Commissioner may require a bond
on Form 1119 as a condition precedent to the allowance of a credit for
such accrued taxes. A foreign company is not entitled to claim this credit.
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R ey Statement [n Support of
internal Revenue Service .

CREDIT CLAIMED BY DOMESTIC CORPORATION FOR TAXES PAID OR ACCRUED

to a Forelgn 00untry or 2 Possession of the United States

For Calendar Year 19..______
Or fiscal year beginning ,19..._.., and ending S [
Name of Corporation
Address , . ,
_ (Street and oumber) . (City or town, postal zone number) . (State)
SCHEDULE A.—Credit Claimed Against Incoms Tax
Claim for credit is made by the domestic corporation named above, based on income ) for the taxable year
: (Received or accrued)
beginning , 19 ... , and ending , 19, , for taxes 1 as follows:

(Paid or accrued)

L. Normal-tax net income from all sources (computed without deduction for any income, war-profits, and excess-profits

taxes paid or accrued to foreign countries or possessions of the United States) «........ooeevvvereeiennns. $
II. Total United States income tax (before credit.for foreign taxes)............o.vs i eeeeenetencsenracrsaes $

Taxes Pald or Accrued During the Taxable Year to a Forelgn Country or a Possession of the United States?

Narme of foreign country or possession imposing tax
1. Normal-tax net income from sources in this foreign country or possession (exclusive of dividends received)
2 which (converted at an exchange rate Of rrcmeccennennes #) equals in dollars (reported in

(In foreign money)

corporation income tax return on line .........e.... ) T F P $
2. Dividends received from sources in this foreign country or possession, including dividends from a foreign
corporation, to the extent in excess of 100/85ths of the amount of the credit allowable under Sec-
tion 26 (b)* which (converted at an exchange rate of

{In foreign money)

2) equals in dollars (submit computation or reference to item and line numbers on
COTpOration iNCOME taX TEHUINY) ... et vuunrenensarenssseunsstaanooononsaneonss e S
3. Total normal-tax net income from sources in this foreign country or possession, computed without deduction for any

income and profits taxes imposed by any foreign country or possession of the United States (reported in corporation

income tax return on line L S —
4. Amount of tax paid or accrued with respect to Item 1 (evidenced by attached receipt Of fEfULN) weovmorereerseroresenenn®

which (converted at an exchange rate Of w..c.vcreecrurncunes 8y equalsin dollars .. ...t $
5. Amount of tax paid or accrued with respect to Item 2 by withholding at the source (evidenced by attached receipt or

return) 2 which (converted at an exchange rate of 8) equals

TR 1o )17 A R R LR R R R R PR

6. Amount of tax deemed to have been paid or accrued with respect to Item 2 (Item 12, Schedule C, of this form). ..

7. Total of taxes paid or accrued (sum of Items 4, 5, and 6)

8. Ratio of normal-tax net income from sources in this foreign country or possession to normal-tax net income from
all sources (Item 3 divided by Ttem I). ..y ooveunenenniiniii i

9. Amount of tax which may be claimed as credit under limitation of Section 131 (b) (1) (Item 11, multiplied by
Item 8, unless Item 7 is less than such amount, in which case Item 7 should be entered here) 2. ............... $

10. Statute imposing.tax entered under Item 4

(To be named fully and clearly so as to be easily identified)
11. Statute imposing tax entered under Item 5

(To be named fully and clearly so as to be easily ideatified)
SUMMARY OF INCOME RECEIVED AND TAXES PAID, AS SHOWN IN SCHEDULE A°®

Name of country Column A Name of country Column B
oI possession Income or loss 8 or possession Taxes

Schedule A, Item 3 $ Schedule A, Item 9 $
Schedule A, Item 3 Schedule A, Item 9
Schedule A, Item 3 Schedule A, Item 9

Total (enter as Item 12 below) .......... $ Total (enter as Item 13 below).... $
12. Total normal-tax net income from sources without United States (total of Column A).......... e ‘8
13. Total taxes paid or accrued to foreign countries or possessions of United States as separately limited (total of

Column B).........cooiviiiiinennnn o e e ettt e e iy . 8
14. Normal-tax net income from all sources (same as Item I).......o.oiviiieiiiiiiiiiiiiiiiinne $

15. Ratio of normal-tax net income from sources without United States to normal-tax net income from all sources
(Ttem 12 divided by Jlem 14) ..o in vttt
16. Total United States income tax on Item 14 (sameasTtem II). ... ... it $
17. Amount of tax which may be claimed as a credit on corporation income tax return (Item 16 multiplied by Item
15, or Item 13, whichever amourit is the SMaHer) ... ovvueieenriennenoenns tintiieiaent it

(See Footnotes on Page 2)
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SCHEDULE B.—Credit Clalmed Against Excess Profits Tax

Claim for credit is made by the domestic corporation named above, based on excess profits net income

taxable year beginning

(Received or accrued)

S as‘follows:

L. Excess profits net income from all sources (computed without deduction for any income, war-profits, and excess-profits

taxes paid or accrued to foreign countries or possessions of the United States)........... e R |
IL. Total United States excess profits tax (before credit for foreign taxes) we o e v v eiiinnnnin e ..., [3

Taxes Paid or Accrued During the Taxable Year to a Forelgn Country or a Possession of the Unlted States ¢

Name of foreign country or possession imposing tax

1. Excess profits net income from soutces in this foreign country or possession (computed without deduction for any

income and profits taxes imposed by any foreign country or possession of the United States).........cv...... $
2. Total of taxes paid or accrued to such foreign country or possession (Item 7, Schedule A, for such country or
POSSESSION) ...t i Ceneeaenns Cheeeeraiiiieaeeaas ettt er e, $
3. Amount of tax claimed as credit (Item 9, Schedule A, for such country or possession, diminished ratably under
Section 131 (b) (2), where applicable) ... ..ovviu it e $
4. Amount of tax to be considered for credit subject to limitations of Section 131 (j) (Item 2 less Item 3)........ $
5. Ratio of excess profits net income from sources in this foreign country or possession to excess profits net income
from all sources (Item 1 divided by Item I). . .0 ounnnninn ittt ettt ittt ettt e e e
6. Limitation on amount of tax credit under Section 131 (j) (1) (Item II multiplied by Item 5) ................ $
7. Amount allowable as credit under Section 131 (j) (1) (Item 4 or Item 6 whichever is smaller)?®............ $

SUMMARY OF INCOME RECEIVED AND TAXES PAID, AS SHOWN IN SCHEDULE B

Column A

Name of country
Income or loss®

or possession

Schedule B, Item 1 $

Schedule B, Item 1

Schedule B, Item 1

Name of country
or possession

Schedule B, Item 7 4
Schedule B, Item 7
Schedule B, Item 7

Total (enter as Item 8 below).......... SOOI Total (enter as Item 9 below)
8. Total excess profits net income from sources without the United States (total of Column A) $
9. Total taxes paid or accrued to foreign countries or possessions of United States as separately limited (total of
(0] T - 3 T e Ceeeeeenen e, $
10. Excess profits net income from all sources (same as Item I, Schedule B)...ouvevvnnnneennnn.... Cereene .. $

11. Ratio of excess profits net income from sources without United States to excess profits net income from all sources

(Item 8 divided by Item 10)..............0n. e

12. Total United States excess profits tax on Item 10 (same as Item II, Schedule B)................ N
13. Amount of tax which may be claimed as a credit against United States excess profits tax (Item 12 multiplied by
Item 11, or Item 9, whichever amount is the smaller). ........ ... i, $

FOOTNOTES

*If the income tax return is based on income “accrued,” or the corporation
elects under Section 131 (d) to claim credit for taxes accrued, write “accrued”
in the space provided. (See Section 131 (d) and Instructions on page 4.)

3 State this amount in the currency of the foreign country or possession of the
United States (e. g., pounds, francs, marks).

* Give rate of exchange used and attach a statement describing in reasonable
detail why and how this particular rate was determined.

¢ Where payments were of taxes accrued for only 1 year, give dates or be-
ginning and ending of such year in first column. Where the payments were of
taxes accrued for more than 1 year, give in separate columns the dates of each
annual period during which any part of the tax payments accrued.

* Enter in each column for the annual period named at the top, the amount
of the tax payment which accrued with respect to income of such petiod.

¢ Where there is more than one foreign country or possession of the United
States to which taxes are paid by the domestic corporation, or more than one
related foreign corporation, or more than one foreign country. or possession of
the United States to which taxes are paid on behalf of a related foreign corpo-
ration, additional schedules should be attached, and the amount of the income
and the credit shown on each such schedule should be included in the summary.

"The term “foreign corporation’ as used in Schedule C includes a domestic
corporation entitled to the benefits of Section 251 or 262, (See Section 131 (g)
on page 4.)

*1f losses were sustained in any foreign country or possession of the United
States, state the amount of such loss for each country or possession. .

® A schedule is required to be prepared for each foreign country or possession
of the United States from which net income is received or in which a net loss
is sustained whether or not tax is paid to such foreign country or possession.

* If dividends received during the taxable year from a related foreign corpo-
ration must be considered under the statute to be paid out of the income of such
corporation for a period of more than 3 years, a separate schedule containing
the information required in Items 4 to 11, inclusive, of Schedule C, shall be
submitted covering all years involved. The total of the amounts entered in
Item 4 must agree with the amount shown in Item 1 of Schedule C.

* The amount to be shown as total profits under Item 5 of Schedule C should
be the profits from all sources whatsoever (whether or not subjected to foreign
tax), from which, after deduction of the foreign tax shown in Item 7, the
dividends may be deemed to have been paid by the foreign corporation.

u The sum of amounts shown in Item 9, Schdeule A, from various foreign
countries or possessions is subject to the limitation of Section 131 (b) (2), as
computed in the summary.

" If the required ownership of at least 10 percent of the voting stock was
attained or relinquished during the year by the domestic corporation claiming
credit, state the date when such change took place.

“ Conversion to be made at same exchange rate as that used for dividends
in Item 1 of Schedule C.

* Each column relates to that part of total dividends paid from accumulated
profits shown therein.

* Include any dividends received from a foreign subsidiary of the related
foreign corporation,

* The portion of the taxes paid by the foreign subsidiary of the related
foreign corporation, which is deemed to have been paid by the related foreign
corporation, will be computed by the same method employed in computing the
portion of the tax paid by the related foreign corporation, which is deemed to
have been paid by the domestic corporation.

™ The sum of amounts shown in Schedule B, Item 7, from various foreign
countries or possessions is subject to the limitation of Section 131 (j) (2), as
computed in the summary.

® For putposes of this form, a foreign corporation is considered a “related
foreign corporation” if the domestic corporation owns at least 10 percent of
the voting stock of a foreign corporation from which it receives dividends.
Effective for dividends received in taxable years beginning after Dec. 31, 1950.

* For the purpose of Section 131 dividends received from a foreign corpora-
tion shall be treated as income from sources without the United States only to
the extent such dividends exceed the amount which is one hundred eighty-fifths
of the amount of the credit allowable under Section 26 (b) (3) in respect of
such dividends, (See Section 119 (2) (2) (B).)
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Page 3

SCHEDULE C.—Taxes Pald or Accrued to a Forelgn Country or a Possesslon of the United States by (1) a Related Foreign Corporation or (2) a Related -Domestic

Corporation Entitied to the Benefits of Sectlon 251 0r 262 7 1 1¢

Name Incorporated under the laws of
Address
Foreign , (Street and number) (City or town) {Country)
corporation Preferred Common Total
ot
corporation Number of shares outstanding...... Ceeessseersiiaiienens
entitled to
benefits of . . .
Sec. 251 Capital stock { Number of shares owned by domestic corporation............
or 262.
Which stock has full voting rights? ...emveereeeeececee
Date taxable year began , 19........, and ended y 19.ueees
Name of foreign country or possession of United States imposing tax (@ P12 10 0] 3 -\ S ——

Statutes imposing tax

{Income, war-profits, ot excess-profits)

(To be named fully and clearly so as to be easily identified)

1. Amount received during the taxable year as dividends from such related foreign corporation * less 100/85ths of the amount of the credit

allowable under Section 26 (b)2° which (converted at an exchange rate
(In foreign money)

Date and amount of each dividend payment

2./Normal-tax net income of domestic corporation (same as Item I, Schedule A, page 1) .....ovveniineiiinn.ns $
3. Total tax due United States on corporation income tax return (same as Item II, Schedule A, page 1).............. $
Taxable periads of related foreign corporation from income of which dividends wers pald 1+
t¥ear ___ . ... Year Year
4. Dividends segregated according to years when profits from which they were
paid were accumulated 10, . ... oL i ity e B $ $
5. Total profits of related foreign corporation before tax was deducted there-
from 1L 2436 i iiieieeiiiieeaieee e .8 $ $
6. Accumulated profits (total profits less tax thereon) out of which dividends
WEIE PAId .o e it e e 2 2 2
which, converted at an exchange rate of ... ... ..o iiiiiiiiiieets 4 Lt ¢
equals in dollars. .....ovnvnieiiii i e $ $ $
7. Amount of taxes paid by the related foreign corporation or deemed to have been
paid by it 17 under Section 131 (f) (based upon attached tax receipts *) or taxes
accrued, in foreign money upon Item 5. ..o vviii i 2 2 3
which, converted at an exchange rate of . .. .. ... ... oo, e 14 14
equals in dollars. . ... oeiiiii e $ $ $
8. Ratio of accumulated profits to total profits (Item 6 divided by Item 5)........
9. Tax paid on or with respect to accumulated profits (Item 7 multiplied by
Ttem 8).uveveeneeinnninns e e e e I $ $
10. Ratio of amount of dividends received to accumulated profits (Item 4 divided
by Item 6) ..ovvvveienii e i e e
11. Amount of tax payments deemed to have been paid on profits distributed as
dividends (Item 9 multiplied by Item 10) .. ... ovovineeiiiiiiiinn.e. $ $ $
12. Total of tax payments deemed to have been paid on profits distributed as dividends (total of tem11)........... PP S,

(See Foofnotes on Page 2)

DECLARATION

We, the undersigned, president (or vice president, or other principal officer) and treasurer (or assistant treasurer, or chief accounting

officer) of the corporation for which this statement is made, each for himself declares under the penalties of perjury that this statement has
been examined by him and is, to the best of his knowledge and belief, a true and complete statement of facts relating to the credit for tax as
provided in Section 131 of the Internal Revenue Code.

Date s 19.......

{President or other principal officer) {State title)

(Treasurer, assistant treasurer, or chief accounting officer)  (State title)

211
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EXTRACTS FROM SECTION 131 OF THE INTERNAL REVENUE CODE Page 4
TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF UNITED STATES

SEc. 131. ?) Allowance of Credit.—If the taxpayer chooses to have
the benefits of this section, the tax imposed by this chapter, except the tax
imposed under section 102, and except the additional tax imposed for the
taxable year under the provisions of section 127 (¢) (3) * * * and
except, with respect to the tax imposed under subchapter D, only to the
extent provided in subsection (j), shall be credited with:

€1) Citizens and domestic corporations.—In the case of a citizen of
the United States and of a domestic corporation, the amount of any
income, war-profits, and excess-profits taxes paid or accrued during the
taxable year to any foreign country or to any possession of the United

tes;
St * * * . * * .

Such choice may be made or changed at any time prior to the expira-
tion of the period prescribed for making a claim for credit or refund of
the tax imposed by this chapter,

(b) Limit on Credit.—The amount of the credit taken under this sec-
tion shall be subject to each of the following limitations:

(1) The amount of the credit in respect of the tax paid or accrued to
any country shall not exceed, in the case of a taxpayer other than a cor-
poration, the same proportion of the tax against which such credit is
taken, which the taxpayer’s net income from sources within such country
bears to his entire net income for the same taxable year, or in the case of
8 corporation, the same proportion of the tax against which such credit is
taken, which the taxpayer's normal-tax net income from sources within
such country bears to its entire normal-tax net income for the same tax-
able year; and

(2) The total amount of the credit shall not exceed, in the case of a
taxpayer other than a corporation, the same proportion of the tax against
which such credit is taken, which the taxpayer’s net income from sources
without the United States bears to his entire net income for the same
taxable year, or, in the case of a corporation, the same proportion of the
tax against which such credit is taken, which the taxpayer's normal-tax
net income from sources without the United States Eeats to its entire
normal-tax net income for the same taxable year; and

(c) Adjustments on Payment of Accrued Taxes—If accrued taxes
when paid differ from the amounts claimed as credits by the taxpayer, ot
if any tax paid is refunded in whole or in part, the taxpayer shall notify
the Commissioner, who shall redetermine the amount of the tax for the
year or years affected, and the amount of tax due upon such redetermina-
tion, if any, shall be paid by the taxpayer upon notice and demand by the
collector, or the amount of tax overpaid, if any, shall be credited or
refunded to the taxpayer in accordance with the provisions of section
322, In the case of such a tax accrued but not paid, the Commissioner
as a condition precedent to the allowance of this credit may require the
taxpayer to give a bond with sureties satisfactory to and to be approved
by the Commissioner in such sum as the Commissioner may require,
conditioned upon the payment by the taxpayer of any amount of tax
found due upon any such redetermination; and the bond herein pre-
scribed shall contain such further conditions as the Commissioner may
require. In such redetermination by the Commissioner of the amount
of tax due from the taxpayer for the year or years affected by a refund,
the amount of the taxes refunded for which credit has been allowed
under this section shall be reduced by the amount of any tax described
in subsection (a) imposed by the foreign country or possession of the
United States with respect to such refund; but no credit under this
section, and no deduction under section 23, shall be allowed for any
taxable year with respect to such tax imposed on the refund. No inter-
est shalfV be assessed or collected on any amount of tax due upon any
redetermination by the Commissioner, resulting from a refund to the
taxpayer, for any period prior to the receipt of such refund, except to the
extent interest was Cgaid by the foreign country or possession of the
United States on such refund for such period.

(d) Year in Which Credit Taken.—The credits provided for in this
section may, at the option of the taxpayer and irrespective of the method
of accounting employed in keeping his books, be taken in the year in
which the taxes of the foreign country or the possession of the United
States accrued, subject, however, to the conditions prescribed in subsec-
tion (c) of this section. If the taxpayer elects to take such credits in the

ear in which the taxes of the foreign country or the possession of the
{Jnited States accrued, the credits for all subsequent years shall be taken
upon the same basis, and no portion of any such taxes shall be allowed
as a deduction in the same or any succeeding year.

(e) Proof of Credits.—The credits provided in this section shall be
allowed only if the taxpayer establishes to the satisfaction of the Com-

missioner (1) the total amount of income derived from sources without
the United States, determined as provided in section 119, (2) the amount
of income derived from each country, the tax paid or accrued to which is
claimed as a credit under this section, such amount to be determined
under rules and regulations prescribed by the Commissioner with the
approval of the Secretary, and (3‘) #ll other information necessary for
the verification and computation of such credits.
(f) Taxes of Foreign Cotporation.—

(1) Treatment of taxes paid by foreign corporation.—For the pur-
poses of this section, a domestic corporation which owns at least 10 per
centum of the voting stock of a foreign corporation from which it
receives dividends in any texable year shall be deemed to have paid the
same proportion of any income, wat-profits, or excess-profits taxes paid
or deemed to be paid by such foreifn corporation to any foreign country
or to any possession of the United States, upon or with respect to the
accumulated profits of such foreign corporation from which such divi-
dends were paid, which the amount of such dividends bears to the amount
of such accumulated profits. The term “accumulated profits” when used
in this subsection in reference to a fokign corporation, means the amount
of its gains, profits, or income in excess of the income, war-profits, and
excess-profits taxes imposed upon or with respect to such profits or
income; and the Commissioner with the approval of the Secretary shall

Jhave full power to determine from the accumulated profits of what year

or years such dividends were paid; treating dividends paid in the first
sixty days of any year as having been paid from the accumulated profits
of the preceding year or years (unless to his satisfaction shown other-
wise), and in other respects treating dividends as having been paid from
the most recently accumulated gains, profits, or earnings. In the case of
a foreign corporation, the income, war-profits, and excess-profits taxes of
which are determined on the basis of an accounting period of less than
one year, the word “year” as used in this subsection shall be construed
to mean such accounting period.

(2) Foreign subsidiary of foreign corporation.—If such foreign
cotporation owns 50 per centum or more of the voting stock of another
foreign corporation from which it receives dividends in any taxable year
it shall be deemed to have paid the same proportion of any income, war-
profits, or excess-profits taxes paid by such other foreign corporation to
any foreign countty or to any possession of the United States, upon or
with respect to the accumulated profits of the corporation from which
such dividends were paid, which the amount of such dividends bears to
the amount of such accumulated profits.

(g) Corporations Treated as Foreign.—For the purposes of this sec-
tion the following corporations shall be treated as foreign corporations:

(1) A corporation entitled to the benefits of section 251, by reason of
receiving a large percentage of its gross income from sources within a
possession of the United States;

(2) A corporation organized under the China Trade Act, 1922,
42 Stat. 849 (U. S. C, Title 15, c. 4), and entitled to the credit pro-
vided for in section 262.

(h) Credit for Taxes in Lieu of Income, Etc., Taxes.—For the pur-
poses of this section and section 23 (c) (1), the term “income, war-
profits, and excess-profits taxes” shall include a tax paid in lieu of a tax
upon income, war-profits, or excess-profits otherwise generally imposed
by any foreign country or by any possession of the United States.

* * * * * L] *

(j) Tax Imposed by Subchapter D.—This section shall be applicable
for purposes of the tax imposed by subchapter D, but the tax paid or
accrued to any country shall be deemed to be the amount of such tax
reduced by the amount of the credit allowed under this section with
respect to such tax against the tax imposed by this chapter without regard
to subchapter D. The amount of the credit taken under this subsection
shall be subject to each of the following conditions:

(1) The amount of the credit in respect of the tax paid or accrued to
any country shall not exceed the same proportion of the tax against which
such credit is taken, which the taxpayer’s excess profits net income from
sources within such country bears to its entire excess profits net income
for the same taxable year; and

(2) The total amount of the credit shall not exceed the same propor-
tion of the tax against which such credit is taken, which the taxpayer's
excess profits net income from sources without the United States beats to
its entire excess profits net income for the same taxable year.

INSTRUCTIONS

WHEN CreEprT FOR TAXEs May BE TAKEN.—The credit for taxes
rovided by section 131 (a) may ordinarily be taken either in the return
?or the year in which the taxes accrued or in which the taxes were paid,
dependent upon whether the accounts of the taxpayer are kept and its
returns filed upon the accrual basis or upon the cash receipts and dis-
bursements basis. Where a taxpayer keeps its books of account on the
wccrual basis, a credit for taxes paid to a foreign country must also be

taken on that basis and the time of payment of the taxes has in such case
nothing to do with the time of credit. A taxpayer whose books of
account are kept on the cash receipts and disbursements basis has the
privilege of taking the credit for foreign taxes on an accrual basis, but
if it elects to do so, the credit for foreign taxes with respect to all sub-
sequent years must be taken upon the same basis.
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