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(d) SPECIAL CLASSES OF CORPORATIONS.—In the case of the following 

corporations the tax shall be an amount equal to 161/2 per centum of 
the special class net income, regardless of the amount thereof: 

(1) Banks, as defined in section 104. 
(2) Corporations organized under the China Trade Act, 1922, 

(42 Stat. 849 (U. S. C., Title 15, c. 4).) 
(3) Corporations which, by reason of deriving a large portion 

of their gross income from sources within a possession of the 
United States, are entitled to the benefits of section 251. 

(e) FOREIGN CORPORATIONS.— 
(1) In the case of a foreign corporation engaged in trade or 

business within the United States or having an office or place of 
business therein, the tax shall be an amount equal to 19 per centum 
of the special class net income, regardless of the amount thereof. 

(2) In the case of a foreign corporation not engaged in trade 
or business within the United States and not having an office or 
place of business therein, the tax shall be as provided in section 
231 (a). 

(f) INSURANCE COMPANIES.—In the case of insurance companies, 
the tax shall be as provided in Supplement G. 

(g) MUTUAL INVESTMENT COMPANIES.—In the case of mutual invest- 
ment companies, as defined in Supplement Q, the tax shall be as 
provided in such Supplement. 

(h) EXEMPT CORPORATIONS.— 
For corporations exempt from taxation under this chapter, see 

section 101. 
(i) TAX ON PERSONAL HOLDING COMPANIES.— 

     For surtax on personal holding companies, see section 500. 
(j) IMPROPER ACCUMULATION OF SURPLUS.— 

    For surtax on corporations which accumulate surplus to avoid surtax 
on stockholders, see section 102. 
SEC. 15. CORPORATE TAXES EFFECTIVE FOR TWO TAXABLE YEARS. 

The taxes imposed by section 13, section 14 (except subsection (e) 
(2)), Supplement G, or Supplement Q, of this chapter, or by section 
13, section 14, or Supplement G of the Revenue Act of 1936, shall not 
apply to any taxable year beginning after December 31, 1939. 

Part II—Computation of Net Income 
SEC. 21. NET INCOME. 

(a) DEFINITION.—"Net income" means the gross income computed 
under section 22, less the deductions allowed by section 23. 

(b) CROSS REFERENCES. — 
For definition of "adjusted net income", see section 13 (a); for defi- 

nition of "special class net income", see section 14 (a). 
SEC. 22. GROSS INCOME. 

(a) GENERAL DEFINITION.—"Gross income" includes gains, profits, 
and income derived from salaries, wages, or compensation for per- 
sonal service, of whatever kind and in whatever form paid, or from 
professions, vocations, trades, businesses, commerce, or sales, or deal- 
ings in property, whether real or personal, growing out of the own- 
ership or use of or interest in such property; also from interest, rent, 
dividends, securities, or the transaction of any business carried on for 
gain or profit, or gains or profits and income derived from any source 
whatever. In the case of Presidents of the United States and judges 
of courts of the United States taking office after June 6, 1932, the 
compensation received as such shall be included in gross income; and 
all Acts fixing the compensation of such Presidents and judges are 
hereby amended accordingly. 
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(b) EXCLUSIONS FROM GROSS INCOME.—The following items shall 

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

(1) LIFE INSURANCE.—Amounts received under a life insurance 
contract paid by reason of the death of the insured, whether in a 
single sum or otherwise (but if such amounts are held by the 
insurer under an agreement to pay interest thereon, the interest 
payments shall be included in gross income); 

(2) ANNUITIES, ETC.—Amounts received (other than amounts 
paid by reason of the death of the insured and interest payments 
on such amounts and other than amounts received as annuities) 
under a life insurance or endowment contract, but if such amounts 
(when added to amounts received before the taxable year under 
such contract) exceed the aggregate premiums or consideration 
paid (whether or not paid during the taxable year) then the 
excess shall be included in gross income. Amounts received as an 
annuity under an annuity or endowment contract shall be included 
in gross income; except that there shall be excluded from gross 
income the excess of the amount received in the taxable year over 
an amount equal to 3 per centum of the aggregate premiums or 
consideration paid for such annuity (whether or not paid during 
such year), until the aggregate amount excluded from gross in- 
come under this chapter or prior income tax laws in respect of such 
annuity equals the aggregate premiums or consideration paid for 
such annuity. In the case of a transfer for a valuable considera- 
tion, by assignment or otherwise, of a life insurance, endowment, 
or annuity contract, or any interest therein, only the actual value 
of such consideration and the amount of the premiums and other 
sums subsequently paid by the transferee shall be exempt from 
taxation under paragraph (1) or this paragraph; 

(3) GIFTS, BEQUESTS, AND DEVISES.—The value of property 
acquired by gift, bequest, devise, or inheritance (but the income 
from such property shall be included in gross income); 

(4) TAX-FREE INTEREST.—Interest upon (A) the obligations of 
a State, Territory, or any political subdivision thereof, or the 
District of Columbia; or (B) obligations of a corporation organ- 
ized under Act of Congress, if such corporation is an instrumen- 
tality of the United States; or (C) the obligations of the United 
States or its possessions. Every person owning any of the obli- 
gations enumerated in clause (A), (B), or (C) shall, in the 
return required by this chapter, submit a statement showing the 
number and amount of such obligations owned by him and the 
income received therefrom, in such form and with such informa- 
tion as the Commissioner may require. In the case of obligations 
of the United States issued after September 1, 1917 (other than 
postal savings certificates of deposit) and in the case of obliga- 
tions of a corporation organized under Act of Congress, the 
interest shall be exempt only if and to the extent provided in the 
respective Acts authorizing the issue thereof as amended and 
supplemented, and shall be excluded from gross income only if 
and to the extent it is wholly exempt from the taxes imposed by 
this chapter; 

(5) COMPENSATION FOR INJURIES OR SICKNESS.—Amounts re- 
ceived, through accident or health insurance or under workmen's 
compensation acts, as compensation for personal injuries or sick- 
ness, plus the amount of any damages received whether by suit or 
agreement on account of such injuries or sickness; 

(6) MINISTERS.—The rental value of a dwelling house and ap- 
purtenances thereof furnished to a minister of the gospel as part 
of his compensation; 

(7) INCOME EXEMPT UNDER TREATY.—Income of any kind, to the 
extent required by any treaty obligation of the United States; 
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(8) MISCELLANEOUS ITEMS.—The following items, to the extent 

provided in section 116: 
Earned income from sources without the United States; 
Salaries of certain Territorial employees; 
The income of foreign governments; 
Income of States, municipalities, and other political subdivi- 

sions; 
Receipts of shipowners' mutual protection and indemnity 

associations; 
Dividends from China Trade Act corporations; 
Compensation of employees of foreign governments. 

(c) INVENTORIES.—Whenever in the opinion of the Commissioner 
the use of inventories is necessary in order clearly to determine the 
income of any taxpayer, inventories shall be taken by such taxpayer 
upon such basis as the Commissioner, with the approval of the 
Secretary, may prescribe as conforming as nearly as may be to the 
best accounting practice in the trade or business and as most clearly 
reflecting the income. 

(d) INVENTORIES IN CERTAIN INDUSTRIES.— 
(1) PRODUCERS AND PROCESSORS OF CERTAIN NON-FERROUS 

METALS.—A taxpayer shall be entitled to elect the method of tak- 
ing inventories provided in paragraph (2) if his principal business 
is— 

(A) Smelting non-ferrous ores or concentrates, or refining non- 
ferrous metals, or both; or 

(B) Producing brass, copper products, or brass products, or 
any one or more of them, not further advanced than rods, sheets, 
tubes, bars, plates, or strips. 

(2) INVENTORIES OF RAW MATERIALS.—A taxpayer entitled to 
elect, and who has so elected, shall, in taking his inventory as of 
the close of any taxable year of raw materials which are— 

(A) used in a business described in paragraph (1); and 
(B) not yet included in goods in process or finished goods; and 
(C) so intermingled that they cannot be identified with spe- 

cific invoices; 
treat such raw materials remaining on hand as being: First, those 
included in the inventory as of the beginning of the taxable year 
(in the order of acquisition) to the extent thereof, and second, 
those acquired in the taxable year, in the order of acquisition. 

(3) TANNERS.—A taxpayer whose principal business is tanning 
hides or skins, or both, shall be entitled to elect (with respect to 
any taxable year) the method provided in paragraph (2) as to the 
raw materials (including those included in goods in process and in 
finished goods) in the business of tanning hides, or skins, or both, 
if so intermingled that they cannot be identified with specific 
invoices. 

(4) INVENTORIES AT COST.—In the case of the application of the 
provisions of paragraph (2) or (3) all inventories of such mate- 
rials shall be taken at cost, including the inventory as of the close 
of the preceding taxable year even though such preceding taxable 
year began prior to January 1, 1939. 

(5) ELECTION OF METHOD.—The method provided in paragraph 
(2) or (3) shall not be applied unless the taxpayer, at or before 
the filing of his return for the preceding taxable year, has filed 
with the Commissioner his election to have it apply. 

(6) REGULATIONS AS TO CHANGE.—The change to such method 
shall be made in accordance with such regulations as the Commis- 
sioner, with the approval of the Secretary, may prescribe as neces- 
sary to prevent the avoidance of tax. 

(7) CHANGE TO DIFFERENT METHOD.—An election made under this 
subsection shall be irrevocable and the method so elected shall be 
applied in all subsequent taxable years notwithstanding any change 

 


