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700 PUBLIC LAWS—CH, 412—SEPT, 20, 1941 [65 STAT,

SEC. 202, DEDUCTION OF EXCESS-PROFITS TAX.

e o (a) AMENDMENT OF SECTION 23 gc).—Section 23 (c) of the Internal
B " Revenue Code (relating to the deduction of taxes in computing net
income) is amended to read as follows:
“(c) TAxES GENERALLY,—
“(1) Avrrowance IN GENERAL—Taxes paid or accruéd within
the taxable year, except— :
“(A)" Federal income taxes; _ .
2 St brsh Biat. “(B) war-profits and excess-profits taxes imposed by Title
208, 770, II of the Revenue Act of 1917, Title III of the Revenue
Act of 1918, Title III of the Revenue Act of 1921, section 216
of the National Industrial Recovery Act, or section 702 of
the Revenue Act of 1934, or by any such provisions as
amended or supplemented ;
“(C) income, war-profits, and excess-profits taxes imposed
by the authority of any foreign country or possession of the
U);ﬁted States; but this deduction shall be allowed in the
case of a taxpayer who does not signify in his return his
0. § 181, desire to have to any extent the benefits of section 131

(relating to credit for taxes of foreign countries and posses-

- —-- - slons of the United States) ; -
‘C‘I(D) estate, inheritance, legacy, succession, and gift taxes;
an
“(E) taxes assessed against local benefits of a kind tending
to increase the value of the property assessed ; but this para-
graph shall not exclude the allowance as a deduction of so
much of such taxes as is properly allocable to maintenance
or interest charges. :
“(2) EXCESS-PROFITS TAX UNDER CHAPTER 2E—SPECIAL RULES.—
For the purposes of this subsection, in the case of the excess-
o 54, Stet. 078; ante, profits tax imposed by Subchapter E of Chapter 2—
28 U. 8. O. §§ 710- “(A) The deduction shall be limited to the tax imposed
2. : for the taxable year, but any portion of such tax paid after
the taxable year shall be considered as having been paid
within the taxable year;
“(B) No reduction in such tax shall be made by reason
of the credit for income, war-profits, or excess-profits taxes
gaid to any foreign country or possession of the United

tates;
“(C) Such tax shall be computed without regard to the
Ante, p. 27, adj ustments 1[;rovidled in section 734 ; and
‘(D) Such tax, in the case of a consolidated return under
potet om0, section 730, shall be allocated to the members of the affiliated

; group under regulations prescribed by the Commissioner,

S with the approval of the Secretary.” : -

20k 8iim@ (b)) AmenpMENT oF SEcTION 102 (d).—Section 102 (d) (1) (A)

(1) (A). of the Internal Revenue Code (relating to the deduction of taxes in
o computing section 102 net income) is amended to read as follows:

“(A) Taxes—Federal income, war-profits; and excess-

.5 Btat. 075; ante, profits taxes (other than the tax imposed by Subchapter B

:)536 U. 8. 0. §§ 710- of Chapter 2 for a taxable year beginning after December
e 81, 1940) paid or accrued during the taxable year, to the
D Stat. 13, 8a; &4 gx‘ent. not allowed as a deduction by section 23, but_not
280,80, - including the tax imposed by this section or a corresponding

~_ section of a prior income-tax law.”
(¢) CormpuraTioN oF Excess-Prorirs Ner INCOME.—

o -7 - =~ (1) TAXABLE YEARS BEGINNING AFTER DECEMBER 81, 1940,—
Mo W - (A) Section 711 (a) ?) (A

Loow@ T income taxes in computing excess-profits net income under -
T . Income credit) is amended to read as followst - -~ -
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“(A) Income Taxes—In computing such normal-tax net
income the deduction for the tax imposed by this subchapter
shall not be allowed ;”.

(B) Section 711 (a) (2) (C) (relating to adjustment for S e T @)
income taxes in computing excess-profits net income under () (0).
invested capital credit) is amended to read as follows:

“(C) Income Taxes.—In computing such normal-tax net
income the deduction for the tax imposed by this subchapter
shall not be allowed;”.

9) TAXABLE YEARS IN THE BASE PERIOD.—Section 711 (b) (1) X¥%°Tyme

b~

(A) “(relating to adjustment for income taxes for taxable years -() ().
in the base period) is repealed.
(d) CompuraTioN oF CHARITABLE, ET0., DEDUOTIONS.—
(1) Section 711 (a) (1) of the Internal Revenue Code is Si%tat®s. .

amended by inserting at the end thereof the following new .
subparagraph -
“(G) Computation of Charitable, Etc., Deductions.—In
determining any deduction the amount of which is limited
to a percentage of the taxpayer’s net income (or net income
from the property), such net income (or net income from the
property) shall be computed without regard to the deduction
on account of the tax imposed by this subchapter.” N

(2) Section 711 (a) (2) of the Internal Revenue Code is 5%k T )

amended 1?y adding at the end thereof the following new sub- .
aragraph:
pRREL {)I) Computation of Charitable, Etc., Deductions.—In
determining any deduction the amount of which is limited
to a percentage of the taxpayer’s net income (or net income
from the property), such net income (or net income from
the property) shall be computed without regard to the deduc-
tion on account of the tax imposed by this subchapter.”

(e) Excess-Prorrrs Creorr CARry-OvER.—Section 710 lg::) (1) Anep.ar.

defining the unused excess-profits credit) is amended by adding at
the end thereof a new sentence to read as follows: “For such purpose
the excess-profits credit and the excess-profits net income for any
taxable year beginning in 1940 shall be computed under the law
applicable to taxable years beginning in 1941.”,

f) Equrry Investep CarrraL—Section 718 (o) (8) grelating to
the computation of earnings and profits for invested capital purposes) ).
is amended by adding after the word “subchapter” the words “or
chapter 17,

(g) ApsusTMENT OF ABNorRMAL Basp Periop Ner IncoME—Section  4nte, p. 24
722 (2 (placing a limit on the amount of relief afforded under sec-
tion 722) is amended by adding at the end thereof a new sentence
to read as follows: “For the purposes of this subsection and subsec-
tion (d) the taxpayer’s normal-tax net income shall be computed
without deduction of the tax imposed by this subchapter.”. “

(h) NonpepuctiBiLiry oF Excess Prorrrs Tax 1N CoMPUTATION oF  S38etill,
DEecrArep VALue Excess Prorrrs Tax.—Section 602 of the Internal R
Revenue Code is amended bg striking out “computed without the
deduction of the tax impose

(-]
-~
e
-
[y
—
-

; lif section 600” and inserting in lien S38tat-UL .o
thereof “computed without the deduction of the tax imposed by sec-  Po,p.704.
“tion 800 or the tax imposed by Subchapter E of Chapter 2”. Ll Stat. 916 anie,
(i) Apsusrep DECLARED VALUE.— ° "'26 U. 8. O. §§ 710-
_ (1) Section 1202 (b) (1) (C) of the Internal Revenue Code 80 stat. 170,
is amended to read as follows: ' ‘ | 200.8.0.41203(0) -

—~
=
~
R
O

“gC) its net income, computed without the dedzuctiop:'g)fz' o )’ IR 5}‘

the BxX imposed by S_uioc}iaptep E of kchapt.@‘ 2’?:. A_




Controlled groups.

‘ Limitation on stock
distr}butlon.'
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(2) Section 1202 (b) (1) (iii) is amended to read as follows:
“(iii) the excess of the deductions allowable for
income tax purposes (not includinfg the deduction for
the tax imposed by Subchapter E of Chapter 2) over its
gross incoms,”

SEC. 203. NEW CAPITAL.

Section 718 (a) of the Internal Revenue Code is amended by strik-
ing out “and” at the end of paragraph (4); by striking out the
period at the end of paragrag)h (6) and inserting in lieu thereof a
semicolon and the word “and”, and by inserting at the end thereof
the following :

“(6) New oaprraL.—An amount equal to 25 per centum of the
new capital for such day. The term ‘new capital’ for any day
means so much of the amounts of money or property includible
for such day under %aragraphs (1) and (2) as was previousl
paid in during a taxable year beginning after December 81, 1940,
and so much of the distributions in stock includible for such day
under paragraph (3) as was previously made during a taxable

ear beginning after December 81, 1940, subject to the following
fimitations: - U o
“(A) There shall not be included money or property paid
in by a corporation in an exchange to which section 112 b;
(3), $4), or (b), or so much of section 112 (¢), (d), or (e
as refers to section 112 (b) (8), (4), or (5) is applicable
(or would be applicable except for section 871 ég) ), 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 per centum of the total combined voting power
of all classes of stock entitled to vote or more than 50 per
centum of the total value of shares of all classes of stock.
“(B) There shall not be included money or property paid
in to the taxpayer by a transferor corporation if immediately
after such transaction the transferor and the taxpayer are
members of the same controlled group. As used in this sub-
paragraph and subparagraph (()g)r, a controlled group means
one or more chains of corporations connected through stock
ownership with a common parent corporation if g) more
than 50 per centum of the total combined voting power of all
classes of stock entitled to vote, or more than 50 per centum
of the total value of shares of all classes of stock, of each of
the corgorations (except the common parent corporation) is
owned directly by one or more of the other corporations, and
(ii) thé common parent corporation owns directly more than
b0 per centum of the total combined voting power of all
classes of stock entitled to vote, or more than 50 per centum
of the total value of shares of all classes of stock, of at least
one of the other corporations, '
“(C) There shall not be included a distribution in stock
described in paragraph (8) made to another corporation, if

immediately after the distribution the taxpayer and the =

~ distributee are members of the same controlled group.
“(D) Increase in Inadmissible Assets.—The now capital
for any day of the taxable year, computed without the appli- -
cation of subparagraph (E}), shall be reduced by the excess,

" if any, of the amount computed under section 720 (b) with :

- . respect to inadmissible assets held on such day, over the - - -
. amount computed under section 720 (b) with respect to -
- = _inadmissible assets held on the ﬁ‘,rst; day of the taxpayer's first - -
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