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Seetion 2. Tazx in case of joint return of husband and wife

This scction corresponds to section 12 (d) of the 1939 Code and
provides that in the case of a joint return of husband and wife under
section 6013, the tax imposed by section 1 (a) shall be twice the tax
which would be imposed if the taxable income were cut in half.

This section also corresponds to section 2 (a) of the House bill
insofar as that subsection is applicable to a joint return. The re-
mnainder of section 2 of the House bill, relating to the tax in the case
of head of family, has been eliminated, and the provisions of existing
law providing for partial income splitting in the case of a head of
houschold hiave been substituted as section 1 (b) of the bill.

Section 3, Optional tax if adjusted gross income 1is less than $5,000

Section 3 corresponds to section 3 of the bill as passed by the House
and to the provisions of section 400 of the 1939 Code (except that the
Lerm “alternative tax” in existing law has been changed to “optional
tax” for purposes of clarity). The separate column 1n the tax table
for heads of houschold which was climinated in the House bill as a
consequence of extending full income splitting to the head of o family,
has been restored to accord with your committee’s action in restoring
existing law with respect to head of household. ’

Section 4. Rules for optional tax _

This section, except for a clerical correction, is identical with section
4 of the bill as passed by the House.

This section provides certain rules for the optional tax imposed
by section 3. These rules correspond to the provisions of sections
401, 402, 23 (aa) (4) and 404 of the 1939 Code, which are here com-
bined for purposes of clarity. No substantive change is made.

Section 5. Cross references relating to tax on individuals

This section, like section 5 of the bill as passed by the House, con-
tains cross references to other scctions relating to (a) other rates of
tax on individuals, and to (b) special limitations on tax., Two new
eross references have been added.

Part II—TAx on ConrrorRATIONS

Section 11. Tax imposed

This section corresponds to section 11 of the House bill.

This section, which imposes a tax on the net income of every cor-
poration, corresponds to sections 13 and 15 of tho 1939 Code except
that the tax is imposed upon the “taxable income’” of the corporation,
tho torms ‘normal-tax net income” and “surtax-net income’ having
been dropped in this revision.

This section also provides for the postponement for an additional
year of the reduction of the normal tax from 30 to 25 percent. Thus,
for taxable years beginning prior to April 1, 1955, the rate will be
30 percent, while for taxable years beginning after March 31, 1955
the rate will be 25 percent. The committee has made & technical
amendment to make it elear that the 30 percent rate applics to taxable
years beginning before April 1, 1954 and cndin% after March 31, 1954,
without any reduction under section 108 (k) of the 1939 Code.
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_The provisions of section 15 (c) of the 1939 Code, relating to the
disallowance of the surtax exemption of $25,000 in certain cases, are
continued and included in section 1551. '

Section 12. Cross-references relating to tax on corporations

This section, containing cross-references relating to the tax on
corporations, makes appropriate changes in the refercnces in the
House bill to provisions relating to limitation on surtax exemption
and to those involving additional tax in case of consolidated returns
to reflect changes in the section numbers of those provisions under youx,-
committee’s amendments.

Pant I1[—@uanges in Rarns Dunring A TaxasLe Yrar

Section 21. Lffect of changes

This section is identical with section 21 of the bill as passed by the
House. It supersedes section 108 of the 1939 Code. This section
applies to all taxpayers, including individuals and corporations. It
provides a general rule applicable in any case where the rate of tax
mmposed upon the taxpayer is increased or decreased or the tax is
repealed, and where the taxable year inicludes the effective date of the
change, except where that date is the first day of the taxable year.

Where this scction is applicable, tentative taxes are to be computed
by applying the rate for the period of the taxable year before the
effective date of the change, and the rate for the period of the taxable
year on or after such cifective date to the taxable income for the entire
taxable year. 'The tax imposed on the taxpayer is the sum of the
proportion of each tentative tax so computed which the number of
days in each period, that is, the period before the elfective date and
the period on and after the effective date, bears to the number of
days in the entire taxable ycar.

f a tax is repealed, the repeal will be treated as a change of rate
and the rate for the period after the repeal for the purpose of éomputinr;
the tentative tax in respect of that period will be zero. If the rate of
tax 1s changed for taxable years “beginning after” or “ending after”
& certain date, the following day is the cffective date of the %hn.nge
and if the rate is changed for taxable years “beginning on or after” a
certain date, that date is the effective date of the change for the pur-
poses of this section.

This section does not apply to a taxable year beginning before Janu-
ary 1, 1954, and ending after December 31, 1953, In the case of such
& taxable year section 108 (j), relating to individuals, of the 1939
Code will continue to be applicable as if this subtitle of the new code
had not been enacted. ’

Parr IV—Crrepirs Acarnst Tax

Section 81. Tax withheld on wages and special refunds creditable against
) ncome tax
This section is identical with section 31 of the bill as passed by the
House. For simplicity, it consolidates sections 35 and 322 (a) (4)
of the 1939 Code. No substantive change is made,
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But the limitations in subsection (d) provide that this amount
must be reduced as follows:

Retirement ineome__ . _ .. L_l_L SR 81, %008
Less railroad-retirement pension - oo oo ricccecen————-

600

Less earned income in excess of $900. ____________ T 400

200

X20%

Retirement income eredit. . . . o ___.. 40

i .20.
herefore, the correct tax is $205.20 less $40, or $165
:}:lzg ?section will not apply if the taxpayer elecgs to use the “short
form’’ return and have the tax computed by the Commissioner under
section 6014.

Section 38. Overpayments of tax . . '

This section, which is identical with section 39 of the House bill,
containg a cross-rcference to section 6401, relating to credit against
tax imposed by this subtitle for overpayments of tax.

SUBCHAPTER B—COMPUTATION OF TAXABLE INCOME
Parr I—DrrINITIONS

Section 61. Gross income defined .

This section corresponds to section 61 of the bill as passed by the
House, cxeept that one clarifying change has been made in s%ctlon
61 (&) (13) in order to conform that section with sectlond 70 (e),
which provides that in any case where it is necessary to e(zlgermtl)ne
the gross income of a partner, s}l(tﬂ}i amoutmt sggrl)l mclude his distribu-

i re of the gross income of the partnership. )
i v'f‘}?il;ﬂsreocgion co%responds to section 22 (a) of the 1939 (_Jgde. While
the language in existing section 22 (a) has been 51mplll)t1ed, tlée z,n(-l-
inclusive nature of statutory gross income has not been affecte
thereby. Secction 61 () is as broad in scope as sectlgn 22 (a). .

Scction 61 (a) provides that gross income includes “all income ron};
whatever source derived.” This definition is based upon the sixteent
amendment and the word “income’ is used as in section 22 (a) in 1tsft
constitutional scnse. 1t is not intended to change the concelpt,l?
income that obtains under section 22 (a). _T’l,ler(-.fore, ult}ll_oug 1 tde
section 22 (a) phrase “in whatever form paid ' has been g%ml_nate ,
statutory gross income will continue to include income realized HE atllly
form. ﬂikewise, no change is effected by the eluqmataonfo 10
specific reference to compensation of the President and judges o (lzourplsi
of the United States, and the compensation of such mdwldun s wi
continue to be taxed in the same manner as that of other taxpayers.
In view of the fact that certain types of income are excluded from gr(()lss
income by other sections of the income tax subtitle of the I%GW co ﬁa,
section 61 () conftains a clause excepting such income from the

g nition of gross income. .
geIXflt%lr (ilelf(i) general dgeﬁnipion there has been included, for purposes of
illustration, an enumeration of 15 of the more common items con-
stituling gross income, It is made clear, however, that gross income
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is not limited to those items enamerated. Thus, an item not named
specifically in paragraphs (1) through (15) of section 61 (a) will
nevertheless constitute gross income if it falls within the general
definition in section 61 (a).

Section 62. Adjusted gross income defined

This section corresponds to section 62 of the bill as passed by the
House and to section 22 (n) of the 1939 Codae.

Several clarifying changes have been added by your committee to
conform to other provisions of the bill, Paragraph (1) corresponds
to paragraph (1) of section 22 (n) of the Code of 1939. No substantive
change 18 made. '

Paragraph (2) sets out those deductions relating to certain trade or
business expenses which are allowed to employees in computing their
adjusted gross income. Subparagraph (2) (A) (reimbursed eXponses)
corresponds to paragraph (3) of soction 22 (n) of the code of 1939 and
subparagraph (2) (B) (expenses for travel away from home) corre-
sponds to paragraph (2) of section 22 (n) of the code of 1939 except
for & change in the title. No substantive changes are made in either
of these subparagraphs. Two new deductions for employees liave boen
added in paragraph (2); transportation expenses (added by subpar.
(C)), and outside salesman’s expenses (added by subpar. (D)).

Transportation expenses which are “ordinary and necessary
expenses paid or incurred during the taxable year in carrying on any
trade or business” and are not “personal, living or family expenscs,”
are allowed as a deduction under subparagraph (C) from gross income
in arriving at adjusted gross income. The term “transportation” is a
narrower concept than “travel” and does not include meals and lodging
but includes only the cost of transporting the employee from one place
to another when he is not away from home in a travel status. If the
employee i3 away from home in a travel status his expenses would be
deductible under subparagraph (B). The transportation expenses
under this subparagraph include not only the cost of transportation
actually purchased by the taxpayer but also those expenses for
transportation which he incurs in connection with his employment.
For example, if an employee uses his own automobile to deliver mer-
chandise locally for his employer, he will be able to deduct a pro rata
share of the expenses of operating his automobilo. Thus, ho may
deduct the cost of gasoline, oil, and similar expenses as well as depre-
ciation attributable to such use, if he is not reimbursed for these
expenses.

All expenses deductible under this section must, of course, be allow-
able expenses under part VI. Thus, transportation expenses do not
include the expense of commuting to and from work. The latter
expenso constitutes a personal living expense and is nover deductible.

Outside salesmen’s expenses are provided for in subparagraph (D).
Under this subparagraph expenses which are ordinary and necessary
expenses paid or incurred during the taxable year in CAITYINg on 3
trade or business as an “outside salesman” will be deductible n arriv-
ing at adjusted gross income. An “outside salesman” is an individual
who is a full-time salesman who solicits business away from his
employer’s place of business. It does not include & salesman, a
principal part of whose activities consist of service and delivery,
Thus, a bread driver-salesman or a milk driver-salesman would not
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be included within the definition. Also not within the definition are
salesmen whose principal activities consist of selling at the employer’s
place of business but who incidentelly make outside calls and sales,
(These salesmen are eligible, however, for a deduction of transporta-
tion expenses under subparagraph (C).) Outside salesmen who have
incidental activities at the employer’s place of business, such as writing
up and transmitting orders, spending short periods at the employer’s
place of business to make or receive telephone calls, will still be eligiblo
for the deduction allowed to “outside salesmen.” A full-time “out-
side salosman”’ may deduct such expenses as those for telephone and
telegraph, secretarial help, and entertainment.

Paragraph (3) corresponds to section 22 (n) (7) of the 1939 Code.
Paragraph (4) corresponds to gection 22 (n) (G) of the 1939 Code.
Paragraph (5) corresponds to section 22 (n) (4) of the 1939 Code.
Paragraph (6) corresponds to section 22 (n) (5) of the 1939 Code.
No substantive change is made in these provisions.

The last sentence of section 62 contains a prohibition against double
deductions lor the same expenditures. This, of course, 1s the general
yule throughout the code and is placed here only for clarity as some
expenditures may fit into more than one category.

Scction 63. Tarable income defined.

This seetion is identical with section 63 of the bill as passed by the
House. 1t is derived generally from section 21 of the 1939 Code.
Taxable income is defined in subsection (a) as “gross income’’ minus
the deductions allowed by this chapter, other than the standard
deduction. Subsection (b) provides that in the case of individuals
clecting the standard deduction “taxable income” means “adjusted
gross income’” minus the standard deduction and the deduction for
personal exemptions,

This change of the term “net income” a3 used in section 21 of tho
1939 Code to “taxable income” creates a new concept. It eliminates
terms such as “normal tax net income,” “surtax net income’’ in the
case of individuals, and “adjusted net income,” “normal tax net
income” and “corporation surtax net income” in tho case of corpora-
tions and “net income” for both individuals and corporations. The
change in language clarifies the tax base. It eliminates the necessity
for credits against net income and exemptions which become deduc-
tions in arriving at “taxable income’ for both corporations and

individnals.

Panrr II—Items SpEciricarLy INCLUDED IN Gross IncoME

Section 71. Alimony and separate mainlenance payments

This section corresponds to section 71 of the House bill and to
section 22 (k) of the 1939 Code.

Section 22 (k) provides that there be included in the wife’s gross
income periodic payments received from her husband subsequent to a
decree of divorce or separate maintenance if such payments are
reccived in discharge of a legal obligation imposed on the husband
ander the decree or under a written instrument incident to the divorce
or scparation, This gencral rule is contained in section 71 (a) (1),
and additional rules contained in section 22 (k) relating to payments
to support minor children and the treatment of payments of & prin-
cipal sum in installments are contained in subsections (b) and (c).
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_ Subsection (2) (2) of the House bill extends the princi
tion 22 (k) to provide that there shall also be incluggl(in cig)ltolfeo{visl‘:?;
gross income periodic payments received from her husband subse-
quent to a written separation agreement if such payments are made
pursuant to the terms of such agreement and becausc of the marital
or family relationship. The periodic payments received under such
agreement are includible in the wife’s gross income whether or not the
agreelllllent is an (instrument enforceable in a court of law. This provi-
sion, however, does not a i i i
sion, | jointly.’ pply if the husband and wife file a single
Under the House bill subsection (a) (2) was applicabl
under agreements entered into in th(e %ést). YouI:‘pcomm?t,:ger’;ugrzlggsﬁ
ment would apply the subsection only to payments under agreements
ex%((:u ted after the %ate of enaciment of the biil.
~ Your committee has also added subscction (a) (3) to i
inclusion in the w1fe’_s gross income of periodi(c )})i(LV)IneUI;ZO(‘I;liﬁaLf}(:Zrd:)g
not made at regular intervals) reccived under & court decree (entered
after the date of enactment of the bill) which requires the hushand ﬁo
make the payments for the support or maintenance of the wife. Sub-
section (2) (3) 18 applicable only ¥ the wife is separated from her
husband, but such separation need not be under a decree nor need the
ggﬁr;entsls bel made totenfox‘l(;e z{,)lwritten separation agreement, This
graph also is not applicable i ife 1
e e e pp e if the husband and wile make a

; . . 7 7 Oﬂeeds 0’ end()w’mt’nt a’lld l’L C-Insur
omd . ! _/ Mmsurance

This section corresponds to section 72 of the House bill
portion of section 22 1) (2) of the 1939 Code, which pre;:r:‘(iibgg S:g
methods of taxation of the proceeds of life insurance and endowment
(c)?r;tracyi (pdeother thim lll)y reason of the death of the insured) and
nnuities. In general, the section 1 i i
chnnge? f)rom exis%ing al, ¢ would make the following major
1) Wlere proceeds of a life insurance (paid othe
reason of the death of the insured), cndc()I\)vment ol;' bsl:l!l]guilzy
contract are received i & lump sum, the tax is ,computod 13;
thougl the procecds were received during a 3-year period in
accordance with the principles of sections 1301 and 1302
~ (2) Where proceeds of an endowment contract are receiv ed
in installments, the method of taxation would be the same as in
the case of an ammuity. ‘

(3) In the case of amounts rcceived as an annuity (other
than certain employee annuities), the proportionate part of each
payment which is to be considered a return of investment (and
thus excludable from gross income) is to be determined by the
ratio which the investment in the contract bears to the ozp'ccf('d
return under the contract. The investment in the contract
will be determinable from actuarial tables to be provided by the
Secretary or his delegate. Once determined for a particular
contract the excludable portion of the payment remains fixed
despite the fact that the individual may die before or after his
life expectancy. This replaces the method provided in existing

48699°—84——12
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Parr IV—SraNparp DEDUCTION FOR INDIVIDUALS

Section 1/1. Standard deduction

Section 141, which is identical with section 141 of tho bill as passed
by the House, corresponds to section 23 (aa) (1) of the 1939 Code,
relating to the optional standard deduction for individuals. No sub-
stantive change has been made.

Section 1/2. Individuals not eligible for standard deduction

This seetion is identical with section 142 of the bill as passed by the
TTouse. It corresponds to sections 23 (aa) (4) and (5) of the 1939
Code. No substantive change is made.

Section 143. Determination of marital status

This section is identical with section 143 of the bill as passed by the
Touse. 1t corresponds to section 23 (2a) (6) of the 1939 Code. No
substantive change has been made.

Section 144
This section is identical with section 144 of the House bill which

made no chanzes from present law.
Section 145. Cross-reference

This section is identical with soction 145 of the Honse bill and
contains a cross-reference to scction 36, disallowing certaln credits in
the ease of individuals electing the standard deduction.

Parr V—DEpUcTiONS FOR PersonaL ExpMprioNs

Section 151. Allowance of deductions for personal exemptions

This scction corresponds to section 151 of the House bill and to
section 25 (b) (1) of the 1939 Code. )

Subsection (a) provides that the exemption provided by this section
shall be allowed as deductions in computing taxablo income. This is

a change from scction 25 (b) of the 1939 Code which provided that

the personal exemption should be a credit against net income.

Subsection (b) corresponds to scetion 25 (b) (1) (A) of the 1939
Code; subsection (c) corresponds to scction 25 (b) (1) (B) of the 1939
Code; subsection (d) corresponds to section 25 (b) (1) (c) of the
1939 Code. No substantive changes are made in these provisions.

Subsection (e) deals with exemptions for dependents. It provides
2 $600 deduciion for each dependent (as defined in section 152) whose
gross income is less than $600 or who is the child of the taxpayer and
has not reached the age of 19 or who is a student. This sectlon cor-
responds to section 25 (b) (1) (D). However, under this section a
child (a son, daughter or stepehild a2s defined in section 152) of the
taxpayer may have gross income of more than $600 and the taxpayer
may still be entitled to an exemption for him if he is under 19 yoars of
age or is a student. A studont is defined as an individual who during
ench of 5 calendar months during the calendar year in which the
taxable year of the taxpayer beging (A) is a full-time student at an
educational institution; or (B) is pursuing a full-time course of insti-
tutional on-farm training under the supervision of an accredited agent
of an educational institution or of & State or political subdivision of &
State.  (The extension of the provision to on-farm training is added
by your committee.)
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The student at an educational institution mu i
dent; that is, ho must be enrolled for the numbesrt oli”ehi(l)ufll'lsnog'uélsl oo
which is considered to bo full-time attendanco for some pm:t of 5 c‘lises
dar months. A student who attends school from February tlllr(;f:l};
lliOI‘Ilt(}} part of the month of June will thus qualify, or one who is cnrollgéd.
[(;1 1¢ months of February through May and then September through

ecember will also qualify as the 5 calendar months during the g;l
endar year necd not be consecutive. I'ull-timo attendance, of cmf rso
will not include attendance at night school while holding a job d ing
thgr i:layt; tlus{w%l betconsidered as part-time attendance : e

1e term “‘educational institution” means maintaini

regular faculty and established curriculum an?l Slfil:\(f)i();wn:::)lnc:f 12119 g ?1
body of students in attendance. It means primary lznd socéoridwe'
schools, preparatory schools, colleges, universitics, normal léclloa{y
Itli)crlllendlﬁfél tqml in_eclL[aLmL(;a] schools and the like, but does not‘inoh?dsé
I ational institutions, c hoc 2 ] rai
o le ] thon ]i,ke(frrespondcnce schools, on the job train-

Section 152. Dependent defined

This scetion, except for one minor change, corr 1 i
152 of the House hill. It corresponds t {j’ COl" YOS iy petives
COS('IbeUt has (scveml new pl'ovi}ai()lzl(;. to section 25 (1) (3) of the 1939

Subsection (a) corresponds to the first sentence in seet 5
of the 1939 Code. It defines a dependent as inescctsioé)oxlt]gl.’} %1':)([():)2)(3}
the Code of 1939 as an individual, deseribed in purmrmplm 1t 08
(subparagraphs A through H of section 25 (b) (3) of the 1939 C(;(()Ie)
over1 onc-half of whose support (for the calendar year in which the
tl\?xa slo year, of the taxpayer begins) is received from the taxpa ’or

o substantive change is made as to such paragraphs. To 4111(\)1"%&
ofl cllglble individuals is added a ninth classification —any in<lxlvi‘(]11;),l
wl 10 1s o member of the taxpayer’s houschold and whose principal
place of abode for the taxable year of the taxpayer is the home of %h
taxpayer, and a tenth classification —an individual who is a co n
of pl_m taxpayer and who, for the taxable year of the taxpayer roqu];i(]:g
;r;czﬁlis;li,lgrln,l (lm,m l')cc:ume of physical or mental disability and beloro
ta;xi)ny(latl’-. such care was a member of the samne houschold as the

Paragraph (9) is intended to apply only when the tax :

Olther members of his houschold 1i€(\yt0gc{11(\,r in glll(L]F!;l:)?li:Zﬁi)l{:ln((iluglllll(;h
1,_1_0 entire taxable year (except for temporary absences due o speci Qf
ci,uc.ums(mlccs). The fact that such mdividual may be at c{)lié ae
}rurmgl the college term does not prevent the home of the tn,xpuy%r
H(())r:;pz\n:o COHTtI}'llt/lllg the principal place of abode of such individual
oo er, such home will not be considered as the principal place of
abode whicre the cliilld cstablishes a separate habitation and only

- returns for periodic visits, Similarly, such home will not be con-

sidered as constituting the principal place of abode of )
of the taxpayer who 1s supportedpby lthc tuxpnyei‘ (i”o(;f nap?t(f[tje(ilf(lgﬁg
{}ear in lodgings other than those occupied by the taxpayer even
wugh such person may at various periods live in the household
unless the residence of the dependent in other lodgings is due t ;
necessity such as illness. It is also intended that the householg
cggist}tute the actual place of abode of the taxpayer and it is not
sufficient that the taxpayer maintain the houschold without i)eing
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