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Rul es and  R e g u l a t io n s :
Mediterranean f rui t  f ly  q uaran ­

tine; re gulat e d  are as---------------- 7259

Agriculture D e p a r t m e n t

See Agricultural M ark e t ing  Serv ice.
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See Engineers'Corps.
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Rul es and  R e g u l a t io n s : 

Airworthiness dire c t iv e ; Ge ne ral  
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Control zone; alt e rat io n_________
Positive control area; de signat io n- 
Transition area; de signat io n -___

7260
7259
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Federal M a r it im e  Co m m issio n

No t ices:

Agreements f iled fo r  appro v al:
Export-Import Serv ices, I n c   7268
Japan-A 11 a n  t  i  c and  G u l f

Freight Conference__________  7266
Japan-Puerto R ic o  & V i rg in  

Islands Fre ight  C o n fe re n c e -- 7267

C on ten ts
K ie  Ho ck  Sh ipp ing  Co., Ltd., 

and  Ne d llo y d  L ine  Jo int  Se rv ­
i ce _____________________________ 7267

M at so n  Nav igat io n  Co .; palle ts  

and  cont aine rs; P ac i f i c  Coast/ 

H aw ai i  t rade -------------------    7267

Fe d e r a l  P o w e r  Co m m issio n

N o t ic e s :

H e a r i n g s ,  e t c . *

Banque t e  G as  Co ---------— !------  7268
Cy prus M ine s Co rp. e t  a l _ -------  7269
E l P aso  N at ura l  G as  C o ----------- 7270
H . L . H aw k ins e t  a l ----------------   7270
Un it e d  F ue l G as Co -----------------  7270

Fe d e r a l  T r a d e  Co m m issio n

R u l e s  a nd  R e g u l a t io n s :
Pro h ibi t e d  t rade  pract ic es:

F rie dm an, F e l i x --------------    7260
Go t t li e b, Em o  E., e t  a l --------------  7261

Fish  a n d  W i ld l i f e  Se rv ice

N o t ic e s :
I n d ian  f i sh ing  in  A lask a; de le ga ­

t ions o f  autho rit y  to  enfo rce  

re gulat io ns:
Dire c t o r, Co m m erc ial F isherie s

Bure au--------- ------------------------- 7266
R e g io nal Dire c to r, R e g io n  5, 

Com m erc ial F ishe ries Bure au- 7266

Fo o d  a n d  D ru g  A d m in ist r a t io n

R u l e s  and  R e g u l a t io n s :
Fo o d addit iv e s; m enadio ne ; o rde r  

ac t ing  on  objec t io ns to denial o f  

pet it ion and  revocat ion o f  e x ­
t ension__________________________  7262

Fo r e ig n  C la im s Se t t lem e n t  

Co m m issio n  
N o t ic e s :
Ce rt ain  W o r ld  W a r  H  losses by  

U.S. riat io nals; t im e f o r  f i ling
c laim s f o r  co m pensat io n----------- 7271

R u l e s  a nd  R e g u l a t io n s :
A ppe aranc e  and  prac t ic e  be fo re

the  Co m m issio n--------- ----------- — 7264
F i l in g  o f  c laim s and  procedure s 

t he re fo r_______________ _____ —  7264

H e a lt h , Ed u ca t io n , a n d  W e lf a r e  

D e p ar t m e n t

S e e  Fo o d and Drug  A dm in ist ra ­
t ion.

In t e r io r  D e p a r t m e n t

S e e  a l so  F ish  and  W i ld l i f e  Serv ice ,

N o t ic e s :
Change s in  f inanc ial intere sts:

Bre n  ton, W a l t e r ________________  7266
Gam ble , Le ste r R _______________ 7266
Leever, Charle s R ____________   7266

In t e r n a l Re v e n u e  Se rv ice

R u l e s  a nd  R e g u l a t io n s :
Estat e  and  g i f t  t axe s; m isce llane ­

ous am endm ents------- -------------  7251
Fac i lit ies a n d  serv ices excise  

t axes; t ax  on am ounts paid  f o r
com m unicat ion serv ices-----------  7252

Inco m e  t ax ; annuit ies and  o the r
m at t e rs----------------------------------   7245

In t e rst a t e  Co m m e rce  Co m m issio n

N o t ic e s :
F o urt h  sect ion applic at io ns f o r

re l i e f _____________________ ________ 7279
M o t o r c arrie r t ransfe r proceed ­

in gs--------- --------------------------------  7279

La b o r  D e p a r t m e n t

S e e  W ag e  and  H o ur Div ision.

Se cu r it ie s a n d  Ex ch a n g e  

Co m m issio n  

N o t ic e s :

H e a r i n g s ,  e t c . :

E m h a r t  M anufac t urin g  Co .
e t  a l -------------------------------------  7271

H ig h  Vo lt age  Eng ine e ring  Co rp. 
and  A ddre sso g raph -M  u 11 i -  

g raph  C o rp ---------------------------  7271

T r e a su ry  D e p a r t m e n t

S e e  In t e rn al R ev e nue  Serv ice.

W a g e  a n d  H o u r  D iv isio n

N o t ic e s :
Cert i f icates autho ri z ing  em plo y ­

m ent  o f  ful l -t im e  students w o rk ­
in g  outside  schoo l ho urs in  re ­
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spec ial m in im um  rat e s------------- 7271
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C o d i f i c a t i o n  G u i d e
T h e  fo Uo t rin g  n um e ric al g u id e  Is a  list  o f  the  po rt s o i  e ac h  t ide  o f the  C o d e  o f  F e d e ra l R e gulat io n s affected k . 

do cum ents p ublish e d  m  t o d ay  s  issue . A  c um ulat iv e  Ust o f  part s af fe c t e d , c o v e rin g  the  current  m onth to dnh 

a p p e a r *  at  the  e n d  o f e ac h  issue  be g in n in g  w ith  the se c o n d  issue  o f the  m onth. 0

M o nth ly . q uart e rly , a n d  a n n u a l c um ulat iv e  g u id e s, p ublish e d  se p ara t e ly  from  the d a i ly  issue s, include fh. 
sec t ion  n um be rs a s  w e ll  a s  the part  n um be rs af fe c t e d . *nciuae the

5  CFR

6  ____

7  CFR

301_____

7258

7259

1 4  CFR

71 [N e w ] (3 do c um e nt s)_____  7259, 7260
507— --------- ---------------------------- 7260

1 6  CFR

13 (2  do c um e nt s)_______ ____  7260,7261

21 CFR

121-— - — ................. ...... — _ ....... 7262

2 6  CFR

1------    7245

20------------------------ ---------------------- _ 7251
2 5 -----------------------------------     7251
49-------------     7252

3 3  CFR

202------- --------------------------------------- 7262
204---------    7262
207---- ¡g--------------— ---------------------  7263

4 5  CFR

500— ----- s _______ ______ _ _________  7264
580---------------------------------------   7264

f-^ u h fic  f-^ a p e r i  o f  t lie

f^ r e ô id e n t s

*

Co n ta in in g P u b lic  Me ssage s ,  

Spe e ch e s  an d  State m e n ts ,  

Ve rbatim  New s Co n fe re n ce s

♦

V o lum e s f o r  the  f o l lo w in g  y ears 

are  no w  av a i lable :

Truman:
1 9 4 5  ---   $ 5 .5 0
1 9 4 6  

.

  6 .00

Eisenhower:
1 9 5 3  .........   $ 6 .7 5
1 9 5 4  -----   7 .25
1 9 5 5 _............   6 .75
1 9 5 6  --1..........  7 .2 5

1 9 5 7  ---- _ -------  6 .75
1 9 5 8  --------------  8 .2 5
1 9 5 9 . ------------------- 7 .00
1 9 6 0 -6 1 ._ _ ______  7 .75

Kennedy:
1 9 6 1 ..........  $6 .0 0
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Rules and  R égulat ions

Tit le 26— I N T E R N A L  R E V E N UE
Chapter I— I n t e r n a l  Re v e n u e  Se rv ice , 

D e p a r t m e n t  o f  t h e T r e asu ry  

SUBCHAPTER A— INCOME TAX 

[T JD.6665 ]

PART 1— IN CO M E T A X ; T A X A BLE 
YEARS BEG IN N IN G  A FT ER D E­

CEM BER 3 1 , 1 9 5 3

Annuit ies a n d  O t h e r  M at t e rs

On April 23, 1963, no t ice  o f  propo sed  

rule making w as published in  the  F ed ­
eral Reg is t e r  (28 F .R . 3976) re gard ing  

the amendment o f  the  Incom e T a x  R e g u ­
lations (26 C F R  P a r t  1 ) unde r sect ions 

72(f) and 911 o f  the  In t e rn al  R ev enue  

Code of 1954 as am ended by  sec t ion 11 

of the Revenue A c t  o f  1962 (76 Stat .  
1061). A f t e r co nsiderat ion  o f  a l l  such 

relevant m at t er as w as presented by  

interested persons re gard ing  the  rule s 

proposed, the  re gulat io ns as propo sed  

are hereby adopted subje c t  t o  the  f o l ­
lowing changes: ; .

Par ag r aph 1. Se c t ion  1.72-8 as set  

forth in the not ice  o f  pro posed rule  m ak ­
ing is changed by  rev ising p arag rap h
(a) (4) (i i ) and by  de le t ing  p arag rap h
(a) (4) ( i i i ) .

Par . 2. Sect ion 1.911-1 as set  f o rt h  in  

the notice o f  proposed rule  m ak ing  is 

changed by  rev ising p arag rap h  (c )  ( 2 ) .
Par . 3. Sect ion 1.911-2 as set  f o rt h  in  

the notice o f  pro posed rule  m ak ing  is 

changed by  rev ising p arag rap h s ( a )  (3 ) ,
(b) (2) ( i i ),  and ( d ) ( 1) .

(Sec. 7805 o f  t he  In t e rn a l  R e v e n ue  Co de  o f  

1954 ( 68A  Stat. 917; 26 U.S .C . 7 8 0 5 ))

[seal ] B e r t r a nd  M . H a r d ing ,
A c t i n g  C o m m i ss i o n e r  o f  

I n t e r n a l  R e ve n u e .

Approved: July  9,1963.

St a n l e y S. S u r r e y ,
Assi st a n t  S e c r e t a r y  o f  t h e  

T r ea su r y.

In order to c on fo rm  the  Inco m e T a x  

Regulations (26 C F R  P ar t  1) unde r sec ­
tions 72(f) and 911 o f  the  In t e rn al R e v e ­
nue Code o f 1954 to sec t ion 11 o f  the  

Revenue Act o f  1962 (76 Stat . 1003), such
regulations are  am ended as fo llo w s: 

Par ag r aph 1. Sec t ion 1.72 is am ende d  

by revising sect ion 72 ( f  ) and  by  add ipg  

a historical note. T he se  am ended  and  

added provisions re ad  as fo llo w s:

81.72 Statutory  p ro v is io n s; an n ui t i e s; 
certain pro ce eds o f  e ndo w m e nt  an d  

li fe  insurance  cont racts.

gat e  p re m ium s o r o the r c o nside rat io n  paid ,  
am o un t s c o n t r ibut e d  by  t h e  e m plo y e r sh al l  
be  in c lude d , b u t  o n ly  t o  t h e  e x t e n t  t h at —■

(1 )  Suc h  am o unt s w e re  in c lud ible  i n  t he  

gro ss inc o m e  o f  t h e  em plo y e e  un d e r  t h is su b ­
t i t le  o r p rio r inc o m e  t ax  law s; o r

(2 )  I f  suc h  am o un t s h ad  be e n  p a id  d i ­
re c t ly  t o  t h e  em plo y e e  a t  t he  t im e  t he y  w e re  

c o n t r ibut e d , t he y  w o uld  no t  hav e  be e n  i n ­
c lud ible  i n  t he  gro ss inc o m e  o f  t h e  em plo y e e  

un d e r  t he  la w  ap p li c able  at  t h e  t im e  o f  suc h  

c o n t r ibut io n .

P arag rap h  (2 )  sh a l l  n o t  ap p ly  t o  am o un t s  

w h ic h  w e re  c o n t r ibut e d  by  t h e  e m plo y e r  

af t e r  De c e m be r 31, 1962, an d  w h ic h  w o uld  

n o t  h av e  be e n  in c lud ible  i n  t he  gro ss inc o m e  

o f  t h e  em plo y e e  by  re aso n  o f  t h e  ap p li c at io n  

o f  se c t io n 911 i f  suc h  am o unt s h a d  be e n  p a id  

d ire c t ly  t o  t he  em ploy ee  a t  t h e  t im e  o f  c o n ­
t r ibut io n . T h e  p re c e d ing  sent ence  sh a l l  n o t  

ap p ly  to  am o un t s w h ic h  w e re  c o n t r ibut e d  by  

t h e  em plo y e r, as de t e rm in e d  un d e r  re g u la ­
t i o ns p re sc ribe d  by  t he  Se c re t ary  o r h is de le ­
gat e , t o  p ro v ide  pe nsio n  o r an n u i t y  credi t s, 
t o  t h e  e x t e nt  suc h  c re di t s are  a t t r i but able  

t o  serv ices pe rf o rm e d  be f o re  J an uary  1, 1963, 
an d  are  p ro v id e d  p ursuan t  t o  pe nsio n  o r  

an n u i t y  p lan  pro v isio ns in  exist ence  o n  

M arc h  12, 1962, an d  o n  t h a t  d at e  ap p li c able  

t o  suc h  serv ices.

[Se c . 72 as am e nde d  by  sec. 1 1 (b ) ,  R e v . A c t  

1962 (76 St at . 1005) ]

P a r . 2. P a r a g r a p h  ( a )  o f  § 1.72-8 is  

am e n d e d  t o  re ad  as f o l lo w s :

§  1 .72—8  E f f e c t  o f  c e rt ain  e m p lo y e r c o n ­
t r ibut io ns w it h  re spec t  to  p re m ium s  

o r  o t he r c o nside rat io n  p a id  o r  c o n ­
t r ibut e d  by  an  e m p lo y e e .

(a )  C o n t r i b u t i o n s  i n  t h e  n a t u r e  o f  

c o m p e n sa t i o n — (1 ) A m o u n t s  i n c l u d i b l e  

i n  g r o ss i n c o m e  o f  e m p l o ye e  u n d e r  su b ­

t i t l e  A  o f  t h e  C o d e  o r  p r i o r  i n c o m e  t a x  

l a ws. Sec t ion 7 2 (f ) prov ide s t hat  f o r  

the  purposes o f  sect ion 72 ( c ) , ( d ) , and  

( e ) , a m o u n t s  co ntributed by  an  em ploy er  

f o r  the  bene fit  o f  an  em ploy ee  o r h is be n ­
e f ic iaries shall  const itute  considerat io n  

paid  o r co nt ributed by  the  em ploy ee  to  

the  ex tent  t hat  such am ounts we re  in ­
c ludible  in  the  gro ss incom e o f  the  em ­
ploy ee  unde r subt it le  A  o f  the  Code  o r  

prio r incom e t ax  laws. A m o unts to  

w hic h  this p arag rap h  applie s inc lude , 
f o r  exam ple , co nt ribut io ns m ade  by  an  

em ploy er to  o r unde r a  t rust  o r p lan  

w hic h  fai ls to  quali fy  unde r the  pro v i ­
sions o f  sec t ion 4 0 1 (a ), pro v ided t hat  

the  em ploy ee ’s ri ght s to  such co nt ribu ­
t ions are  no n fo rfe i t able  at  the  t im e the  

co ntribut ions are  m ade . Se e  sect ions 

4 0 2 (b) and  403 (c ) and  the  regulat ions 

thereunde r. T h is  subparag raph  also  

applies to  prem ium s paid  by  an  em ploy er 

(o t he r t h an  prem ium s paid  on be h alf  o f  

an  o wne r-e m plo y e e ) f o r  l i f e  insurance  

pro tec t ion f o r  an  em ploy ee  i f  such p re ­
m ium s are  inc ludible  in the  gross incom e  

o f  the  em ploy ee  w he n  paid. See  § 1.72- 
16. Howev er, such prem ium s sh all  only  

be  considered as prem ium s and  o ther  

co nsiderat ion paid  by  the  em ploy ee  w it h  

respect  to any  bene fit s at t ribut able  to  

the  c ont rac t  pro v id ing  the  l i f e  in sur ­
ance  pro tec t ion. See  § 1.72-16.

(2 ) A m o u n t s  n o t  i n c l u d i b l e  i n  g r o ss  

i n c o m e  o f  e m p l o y e e  a t  t i m e  c o n t r i bu t e d

i f  p a i d  d i r e c t l y  t o  e m p l o ye e  a t  t h a t  t i m e .  

Except  as prov ided in  subparag raph  (3 )  
o f  this parag raph , sect ion 7 2 (f ) pro v ides 

t h at  f o r  the  purposes o f  sect ion 72 Cc ), 
( d ) ,  and ( e ) ,  am ounts co nt ribut ed  by  

an  em plo y er f o r  the  bene fi t  o f  an  em ­
ploy ee  o r his bene fic iaries shall const i ­
tute  conside rat io n paid  o r cont ribut ed  

by  the  em ploy ee  to  the  extent  t hat  such  

am ounts w o uld no t  hav e  bee n inc ludible  

in  the  gross incom e o f  the em ploy ee  at  

the  t im e co nt ribut ed h ad  they  been paid  

dire c t ly  to  the  em ploy ee  at  t hat  t ime. 
A m o unts to w h ic h  this subparag raph  

applie s inc lude , f o r  exam ple , c o nt ribu ­
t ions m ade  by  an  em ploy e r a f t e r  De c e m ­
be r 31, 1950, and  be fo re  J anuary  1, 1963, 
i f  m ade  o n  acco unt  o f  f o re ign  serv ices 

rende red by  an  em ploy ee  during  a pe riod  

in  whic h  the  em ploy ee  quali f ie d as a  

bo na f ide  re sident  o f  a fo re ign  count ry  

unde r sect ion 911 (a) - o f  the  In t e rn al  
R ev enue Code  o f  1954, o r unde r sec t ion  

116 (a) o f  the  In t e rn al  R ev e nue  Code  o f  

1939. I n  such a case, it  w o uld be  im m a ­
t e rial  w he t he r such cont ribut io ns were  

m ade  unde r a quali f ie d p lan  o r o therwise . 
Se e  subparag raph  (4 ) o f  this p arag rap h  

f o r  rules go v e rn ing  the  de te rm inat io n o f  

the  am o unt  o f  em plo y er f o re ign  serv ice  

contribut io ns to Which th is subpara ­
g raph  applies. O n  the  o ther hand, i f  

cont ribut io ns are  m ade  by  an  em ploy e r  

to  a quali f ie d p lan  at  a  t im e w he n  co m ­
pensat io n paid  direc t ly  to  the  em ployee  

concerned w it h  respect  to the sam e  se rv ­
ices re ndered  wo uld  hav e  bee n inc ludible  

in  the  gross incom e o f  the  em ployee , 
such as in  the  case  o f  an  em ploy ee  o f  a  

St at e  gov ernm ent  whe re  cont ribut ions  

are  m ade  in  1955 w it h  respect  to  serv ices 

rende red  by  the  em ploy ee  p rio r to the  

y e ar 1939, this subparag raph  does no t  

app ly  to  such cont ribut ions.
(3 ) L i m i t a t i o n — a )  I n  g en e r a l .  E x ­

cept  as pro v ided in  subdiv isio n ( i i )  o f  

th is subparag raph , the  prov isions o f  

subparag raph  ( 2 ) o f  this p arag rap h  

shall  no t  app ly  to  am ounts w h ic h  we re  

contributed by  the  em plo y er a f t e r  D e ­
cem be r 31, 1962, and w h ic h  w o uld  not  

hav e  been inc ludible  in  the  gross incom e  

o f  the  em ploy ee  by  re aso n o f  the  app li ­
c at io n o f  sect ion 911, i f  such am ounts 

h ad  bee n paid  dire c t ly  to the  em ployee  

at  the  t im e o f  co nt ribut io n. Em plo y e r  

cont ribut ions at t ribut able  to fo re ign  

serv ices pe rfo rm e d by  the  em ploy ee  af t e r  

Decem ber 31, 1962, do  no t  const itute, 
f o r  purposes o f  sect ion 72 ( c ) , ( d ) , and  

( e ) , co nsiderat io n paid  o r cont ribut ed  

by  the em ployee.
( i i )  E x c e p t i o n .  T h e  prov isions o f  

subdiv isio n ( i )  o f  this subparag raph  

shall  no t  apply  to am o unts w h ic h  were  

cont ribut ed by  the  em plo y er to  prov ide  

pensio n o r annuit y  credit s (de t erm ined  

in  acco rdance  w it h  the  prov isions o f  sub- 
p arag rap h  (4 ) o f  this p arag rap h ) to the  

extent  such credit s are—
(a )  A t t r ibut able  to  f o re ign  serv ices 

pe rfo rm ed be fo re  January  1, 1963, w it h  

respec t  to  w h ic h  the  em ploy ee  quali f ied  

f o r  the  bene fit s o f  sect ion 9 11 (a) (o r
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co rre spo nding  prov isions o f  p rio r rev e ­
nue  l a w s ) , an d

(b )  P ro v ide d  pursuant  to  pensio n o r  

annuit y  p lan  pro v isions in  existence  o n  

M arc h  12, 1962, and  o n  t hat  date  app li ­
cable  to  such serv ices.

Am o unts described in  this subdiv ision  

const itute , f o r  purpo ses o f  sec t ion 72 ( c ) ,
( d ) , and ( e ) , co nsiderat ion paid  o r c o n ­
t ribut ed by  the  em ploy ee  ev en tho ugh  

such am ounts are  cont ributed by  the  em ­
plo y e r af t e r  Decem be r 31,1962.

(4 ) D e t e r m i n a t i o n  o f  e m p l o y e r  f o r e i g n  

se r v i c e  c o n t r i bu t i o n s  w h i c h  c o n st i t u t e  

c o n s i d e r a t i o n  p a i d  o r  c o n t r i bu t e d  by  

e m p l o ye e .  F o r  purposes o f  subpara ­
g raphs (2 ) an d  (3 ) <ii) o f  this parag raph ,  
em plo y e r fo re ign  serv ice cont ribut ions 

whic h  const itute , f o r  purposes o f  sect ion  

72 ( c ) , ( d ) , and  Ce ), co nsiderat ion paid  

o r co nt ribute d by  the  em ploy ee  shall  be  

de te rm ined as fo llo w s;
( i )  T r e a t m e n t  o f  i d e n t i f i a b l e  c o n t r i ­

bu t i o n s . I f ,  unde r the  t erm s o f  the  

pensio n o r annuit y  p lan  unde r which  em ­
plo y e r cont ribut io ns we re  m ade , such  

co ntribut io ns m ay  be  ident if ied as—
(a )  A t t r ibut able  to  fo re ign  serv ices 

pe rfo rm e d be fo re  J anuary  1, 1963, w ith  

respect  to which  the  em ploy ee  quali f ie d  

f o r  the  bene fit s o f  sect ion 9 1 1 (a) (o r  

co rrespo nding prov isions o f  p r io r  re v ­
enue  l a w s ) , and

(b )  M ade  unde r pension o r annuit y  

p lan  prov isions in  existence  on M arc h  12,
1962, which  we re  applic able  to the  se rv ­
ices re fe rre d  to  in  (a )  o f  this subdiv ision  

o n t hat  date ,

the  am o unt  o f  em ploy er co nt ribut ions  

so  ident if i ed shall  be  considered paid  o r  

contribut ed  by  the  em ploy ee.
( i i )  A l t e r n a t i ve  r u l e  f o r  u n i d en t i f i a b l e  

c o n t r i bu t i o n s .  I f  em plo y e r co nt ribu ­
t ions m ay  no t  be  ident i f ie d in  the  m an ­
n e r described in  subdiv ision ( 1) o f  this 

subparag raph , the  am o unt  o f  em ploy er  

contribut ions at t ribut able  to  fo re ign  

serv ices pe rfo rm e d be fo re  J anuary  1,
1963, and  considered paid  o r  Contributed  

by  the  em ploy ee  shall be  de te rm ined o n  

the  basis o f  an  est im ated allo cat io n  

whic h  is re aso nable  an d  consistent  w it h  

the  c ircum stances and  the  prov isions o f  

the  pensio n o r annuit y  p lan  unde r w hich  

such co nt ribut ions are  m ade . F o r  e x ­
am ple , i f  an  em ploy ee ’s bene fit s unde r  

a  pension o r annuit y  plan, w h ic h  is un ­
c hanged a f t e r  M arc h  12, 1962, are  de t e r ­
m ined w i t h  respect  to h is basic  co m pe n ­
sat io n during  his ent ire  perio d o f  c re d ­
i ted serv ice , the  am o unt  o f  em ploy er  

co ntribut ions considered paid  o r co nt rib ­
ut ed by  the  em ployee  shall  be  an  am o unt  

w hic h  be ars the  sam e  rat io  to t o t al e m ­
plo y e r co nt ribut ions f o r  such em ploy ee  

unde r the  pensio n o r annuit y  p lan  as 

his basic  co m pensat ion at t ributable  to  

fo re ign  serv ices pe rfo rm ed be fo re  J an ­
uary  1, 1963, w it h  respect  to which  he  

quali f ie d f o r  the  benefit s o f  sec t ion 911
(a )  (o r  c orre sponding  prov isions o f  pr io r  

rev enue  law s) be ars to  h is t o t al basic  

com pensat ion. O n  the  o ther hand, i f  

an  em ploy ee 's benefit s unde r a  pension  

o r annuit y  plan, w h ic h  is unchanged  

af t e r M arc h  12, 1962, are  de term ined  

wit h respect  to ibis basic  com pensat ion  

durin g  h is f inal f iv e  y ears o f  c redit ed  

serv ice, the  am o unt  o f  em ploy er c o n ­
t ribut ions considered paid  o r cont ributed

by  the  em ploy ee  shall  be  an  am ount  

which  bears the  sam e  rat io  to  to t al e m ­
plo y e r cont ribut io ns f o r  such em ploy ee  

as his num be r o f  y ears o f  c redit ed serv ice  

be fo re  J anuary  1, 1963, w it h  respect  to  

w hic h  he  quali f ie d f o r  the  bene fit s o f  sec ­
t ion 9 11 (a) (o r  c o rresponding prov isions  

o f  p r io r  rev enue  law s) be ars to  his to t al  
num be r o f  yeans o f  c redi t ed serv ice.

(5 ) A m o u n t s  n o t  i n c l u d i b l e  i n  g r o ss  

i n c o m e  o f  e m p l o ye e  u n d e r  su b t i t l e  A  o f  

t h e  C o d e  o r  p r i o r  i n c o m e  t a x  l a ws. 

Am o unts cont ribut ed  by  an  em plo y er  

w hich  we re  no t  inc ludible  in  the  gross 

incom e o f  the  em ploy ee  unde r subt it le  

A  o f  the  Code  o r p rio r incom e t ax  laws, 
but  w h ic h  w o uld hav e  bee n inc ludible  

the re in  h ad  they  bee n paid  dire c t ly  to  

the  em ployee, do  no t  const itute  consid ­
e rat io n paid  o r co nt ribut ed by  the  em ­
ploy ee  f o r  the  purposes o f  sect ion 72. 
F o r exam ple , cont ribut io ns m ade  by  an  

em ploy er unde r a  quali f ie d em ploy ees’ 
t rust  o r p lan , w h ic h  cont ribut io ns wo uld  

hav e  been inc ludible  in  the  gross incom e  

o f  the  em ploy ee  h ad  such cont ribut io ns 

bee n paid  to h im  dire c t ly  as com pensa ­
t ion, do  no t  const itute  conside rat ion  

paid  o r cont ribut ed  by  the  em ployee. 
A c c o rd in g ly ,-t h e  aggre gat e  am o unt  o f  

prem ium s o r o ther c onsiderat io n paid  

o r co nt ribut ed  by  an  em ployee, inso far  

as co m pensat ory  em plo y er cont ribut ions 

are  concerned, consists so le ly  o f  t he  ( i )  
sum  o f  al l  am o unt s ac t ually  co nt ribut ed  

by  the  em ploy ee, p lus ( i i )  c ont ribut io ns 

in  the  nat ure  o f  co m pensat io n whic h  

are  deem ed to  be  paid  o r cont ribut ed  by  

the  em ploy ee  unde r this parag raph .

P ar . 3. Se c t ion 1.911 is am ended by  

rev ising sec t ion 911 and  by  add ing  a h is ­
t o ric al note. T hese  am ended and  added  

prov isions re ad  as f o llo w s:

§  1.911 St at uto ry  p ro v is io n s; e arne d  in ­
c o m e  f r o m  so urc es w it ho ut  the  

Un i t e d  States.

Se c . 911. E a r n e d  i n c o m e  f r o m  so u r c e s  

w i t h o u t  t h e  U n i t e d  S t a t e s— ( a )  G e n e r a l  r u l e .  

T h e  f o l lo w in g  i t em s sh a l l  n o t  be  in c lude d  in  

gro ss inc o m e  an d  sh a l l  be  e xe m pt  f ro m  t ax a ­
t i o n  un d e r  t h i s  subt i t le :

(1 )  B o n a  f i d e  r e s i d e n t  o f  f o r e i g n  c o u n t r y .  

I n  t h e  case  o f  an  in d i v i d ua l  c i t i z en  o f  t h e  

Un i t e d  St at e s w h o  e st abli she s t o  t he  sat is ­
f ac t i o n  o f  t h e  Sec re t ary  o r h i s  de le gat e  t h a t  

h e  has be e n  a  bo n a  f ide  re side n t  o f  a  f o re i g n  

c o un t ry  o r c o unt rie s f o r  an  un in t e rrup t e d  

pe rio d  w h ic h  inc lude s an  en t ire  t ax able  y e ar, 
am o unt s re c e iv ed  f ro m  source s w i t h o ut  t he  

Un i t e d  St at e s (e x c e p t  am o un t s p a id  by  t he  

Un i t e d  St at e s o r an y  age nc y  t h e re o f ) w h ic h  

c o nst i tut e  e arne d  inc o m e  at t r i but ab le  t o  

serv ices pe rf o rm e d  d u r i n g  suc h  un in t e r ­
rup t e d  pe rio d . T h e  am o un t  e xc lude d  un d e r  

t h is p arag rap h  f o r  an y  t ax able  y ear sh a l l  
be  c o m p ut e d  by  ap p ly in g  t h e  spec ial rule s  

c o n t aine d  in  subse c t io n  ( c ) .
(2 )  P r e s e n c e  i n  f o r e i g n  c o u n t r y  f o r  17  

m o n t h s .  I n  t he  case  o f  an  in d iv id ual  c i t i z en  

o f  t h e  Un i t e d  St at e s w h o  d ur in g  an y  pe rio d  

o f  18 c o nsec ut iv e  m o n t hs is pre se n t  in  a  

f o re i g n  c o un t ry  o r c o unt rie s d ur in g  a t  le ast  

510 f u l l  day s in  suc h  pe rio d, am o un t s re ­
c e iv ed  f ro m  so urc e s w i t h o ut  t h e  Un i t e d  

Stat e s (e x c e p t  am o un t s p a id  by  t he  Un i t e d  

St at e s o r an y  agency  t h e re o f ) w h ic h  c o nst i ­
t ut e  e arne d inc o m e  at t r i but able  t o  serv ices  

pe rf o rm e d  d ur in g  suc h  1 8 -m o nt h  pe rio d.  
T h e  am o un t  e xc lude d  un d e r  t h i s  p arag rap h  

f o r  an y  t ax able  y ear sh al l  be  c o m put e d  by  

ap p ly in g  t he  spec ial rule s c o n t aine d  in  su b ­
sec t io n ( c ) . A n  in d iv id ual  sh al l  n o t  be  a l ­
lo w ed, as a de duc t io n  f ro m  h is gross inc om e, 
an y  de duc t io ns (o t h e r  thian tho se  a l lo w e d

by  se c t io n 1,51, r e la t in g  to  pe rsonal exemn 

t i o n s) p ro pe rly  a l lo c able  t o  o r chareeahC 

ag ain st  am o un t s e x c lude d  f ro m  gross incnml 
un d e r  t h i s  subse c t io n . me

( b )  D e f i n i t i o n  o f  e a r n e d  i n c o m e .  For pur 
poses o f  t h is sec t io n, t h e  t e rm  “ earned ini 
co m e ”  m e ans wages, salarie s, o r professional 
fe es, an d  o t h e r am o un t s rec e iv ed as compen­
sat io n  f o r  pe rso nal serv ices ac t ually  rendered 

bu t  do es no t  in c lude  t h a t  p art  o f  the com-’ 
pe nsat io n  de riv e d  by  t h e  t axpaye r fo r per- 
so n al serv ice s re nde re d  by  h im  to  a corpora­
t i o n  w h ic h  repre se nt s a  dist ribut ion of 
e arn ing s o r pro f i t s ra t h e r  t h an  a reason able 

al lo w anc e  as c o m pe nsat io n  f o r  the  personal 
serv ice s ac t ua l ly  re nde re d . I n  the  case of 
a  t ax pay e r e n gage d  i n  a  t rade  or business 

i n  w h ic h  bo t h  p e rso nal serv ices and capital 
are  m at e ria l  i n c o m e -p ro d uc in g  factors, under 
re g ulat i o n s pre sc ribe d  by  t he  Secretary or 
h is de le gat e , a  re aso nable  al lo wance  as com- 
p e nsat io n  f o r  t he  pe rso nal serv ices rendered 

by  t h e  t axpay e r, n o t  i n  excess o f  30 percent 
o f  h i s  share  o f  t h e  n e t  pro f i t s o f  such trade 

o r business, sh a l l  be  co nsidered as earned 

inco m e .

( c )  S p e c i a l  r u l e s .  F o r  purpo se s o f  com­
p u t in g  t he  am o un t  e x c ludable  unde r subsec­
t i o n  ( a ) ,  t h e  f o l lo w in g  rule s shall apply:

( 1 ) L i m i t a t i o n s  o n  a m o u n t  o f  exclusion. 

T h e  am o un t  e xc lude d  f ro m  t he  gross income 

o f  an  in d i v i d ua l  un d e r  subsec t io n (a) for 
an y  t ax able  y e ar sh al l  n o t  exceed an amount 

w h ic h  sh a l l  be  c o m put e d  o n  a daily  basis 

at  an  an n u a l  ra t e  o f—

( A )  Exc e p t  as p ro v id e d  in  subparagraph 

( B ) , $20,000 i n  t he  case  o f  an  indiv idual who 

q uali f i e s un d e r  subse c t io n  ( a ) ,  o r
( B )  $35,000 i n  t h e  case  o f  an  individual 

w h o  q uali f i e s un d e r  subse c t io n  ( a ) (1 ) ,  but 
o n ly  w i t h  respec t  t o  t h a t  po rt io n  o f such 

t ax able  y e ar o c c urr in g  a f t e r  suc h individual 
h as be e n  a  bo n a  f ide  re side n t  o f  a foreign 

c o un t ry  o r  c o un t rie s f o r  an  uninterrupted 

pe rio d  o f  3 co nsec ut iv e  y ears.
(2 )  A t t r i b u t i o n  t o  ye a r  i n  w h i c h  services 

a r e  p e r f o r m e d .  F o r  purpo se s o f  applying 

p arag rap h  ( 1 ) ,  am o un t s rece iv ed shall be 

c o nside re d re c e iv ed i n  t h e  t axable  year in 

w h ic h  t h e  serv ice s t o  w h ic h  the  amounts are 

at t r i but ab le  are  pe rfo rm e d .
(3 )  T r e a t m e n t  o f  c o m m u n i t y  i n c o m e. In 

ap p ly in g  p a rag rap h  (1 )  w i t h  respect to 

am o unt s re c e iv ed f o r  serv ices perform ed by a 

h usban d  o r w i f e  w h ic h  are  com m unity  in­
co m e un d e r  c o m m un i t y  pro pe rt y  laws appli­
c able  t o  suc h  inco m e , t h e  aggregate  amount 

e x c ludable  un d e r  subse c t io n  (a )  from the 

gro ss inc o m e  o f  suc h  h usban d  and wife shall 
e q ual  t h e  am o un t  w h ic h  w o uld  be  excludable 

i f  suc h  am o unt s d id  n o t  const itute such 

c o m m un i t y  inc om e .

(4 )  R e q u i r e m e n t  a s t o  t i m e  o f  receipt. 

N o  am o un t  re c e iv ed  a f t e r  t he  close of the 

t ax able  y e ar f o l lo w in g  t h e  taxable  year in 

w h ic h  t he  serv ices t o  w h ic h  t he  amounts are 

at t r i but able  are  pe rfo rm e d  m ay  be  excluded 

un d e r subse c t io n  ( a ) .
(5 )  C e r t a i n  a m o u n t s  n o t  ex c l u da bl e. No 

am o un t —
(A )  R e ce iv ed as a  pe nsio n  o r annuity, or
( B )  I n c lud e d  i n  gro ss incom e by  reason 

o f  se c t io n  4 0 2 (b ) (re la t in g  t o  taxabilit y  of 
be ne f ic iary  o f  n o n -e x e m p t  t rust ),  section 

4 0 3 (c ) (re la t in g  t o  t ax abi l i t y  o f  beneficiary 

un d e r a  n o n -q ua l i f i e d  an n u i t y ) ,  o r section 

4 0 3 (d ) (re la t i n g  t o  t ax abi l i t y  o f  beneficiary 

un d e r  c e rt ain  f o r f e i t able  cont racts Pur'  
chased by  exe m pt  o rg an i z a t i o n s ),

m ay  be  e xc lude d  un d e r  subsec t io n ( a ) .
(6 )  T e s t  o f  b o n a  f i d e  r e si d e n c e . A  state­

m e n t  by  an  in d iv id ual  w ho  has earned m* 
co m e f ro m  source s w i t h in  a  fo re ign cou? y *  

t o  t h e  aut ho ri t i e s o f  t h a t  country  that
is no t  a  re side n t  o f  t h a t  country , i f  b® 

h e ld  no t  subje c t  as a  re side n t  o f  that  counvZ 

t o  t h e  inc o m e  t ax  o f  t h a t  country  by 

aut ho ri t i e s w i t h  re spec t  to  suc h earn"i1?.’ 
sh al l  be  c o nc lusiv e  ev idenc e  w i th  respec 

suc h  e arn ing s t h at  h e  is no t  a bona
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resident o f  t h a t  c o un t ry  f o r  purpo se s o f
subsection (a ) (1>.

17) Cer t a i n  n o n c a sh  r e m u n e r a t i o n .  I f  an  

individual w ho  q ual i f i e s  un d e r  subse c t io n  

(a)(1) receives c o m pe nsat io n  f ro m  so urce s 

inthout the Un i t e d  St at e s (e x c e p t  f ro m  t h e  

United States o r any  agency  t h e re o f ) i n  t he  

form of the r igh t  t o  use  pro pe rt y  o r fac i li t i e s, 
tue limitat ion t inde r p a rag rap h  ( 1 )  ap p l i ­
cable with respec t  t o  suc h  in d i v i d ual—

(A) For a t ax able  y e ar e n d in g  in  1963, sh al l  
be increased by  an  am o un t  e q ual  t o  t he  

amount o f  suc h  c o m pe nsat io n  so  re c e iv ed  

during such t ax able  y ear;
(B) For a t axable  y ear e n d in g  i n  1964, shal l  

be increased by  an  am o un t  e q ua l  t o  t w o - 

thirds o f  suc h  c o m pe nsat io n  so  re c e iv ed  

during such tax able  y ear; an d
(C) For a t ax able  y ear e n d in g  i n  1965, sh al l  

be increased by  an  am o un t  e q ual t o  o n e - 

third of such co m pe nsat io n  so  re c e iv ed  d ur in g  

such taxable y ear.
(d) Cr oss r e f e r e n c e s .  F o r  adm in ist rat i v e  

and penal prov isions r e la t in g  t o  t he  e xc lusio n  

provided fo r i n  t h i s sec t io n, see sec t io ns  

6001, 6011, 6 0 1 2 (c ), an d  t h e  o the r pro v isio ns  

of subtitle F .

[Sec. 911 as am e nde d by  sec. 1 1 (a ) , R e v . A c t  

1962 (76 Stat . 1003) ]

Par  4. Sect ion 1.911-1 is am ende d by  

revising the heading, by  rev ising  p a ra ­
graphs (a )  (5 ) and  C8 ) and  ( b ) ( 4 ) ,  and  

by adding a new  p arag rap h  ( c ) . T h e  

amended an d  adde d pro v isions re ad  as 

follows:

§ 1.911—1 Earn e d  inc o m e  f r o m  sources 

without the  Un i t e d  States at t ribut ­
able to serv ices p e r f o rm e d  be f o r e  

1963.

(a) Bo n a  f i d e r e si d e n t  o f  a  f o r e i g n  

country. * * *
(5) E a r n ed  i n c o m e  f r o m  "business i n  

which c a p i t a l  i s m a t e r i a l . I n  the  case  

of a taxpayer engaged  in  a  t rade  o r busi ­
ness (other t han  in  co rporat e  f o rm ) in  

which both perso nal serv ices and  c apit al  
are material inco m e -pro duc ing  fac t o rs, 
a reasonable allow ance  as co m pensat ion  

for the personal serv ices ac tually  re n ­
dered by the t axpay e r shall  be  considered  

earned income, but  the  t o t al am o unt  

which shall be  t reate d as the  e arned in ­
come of the t axpay e r f ro m  such a t rade  

or business shall, in  no  case, exceed 30 

percent o f  his share  o f  the  net  pro f it s o f  

such trade or business.
* * * * *

(8) D ec l a r a t i o n  o f  e s t i m a t e d  t a x .  I n  

estimating his gross incom e f o r  the  p ur ­
pose of m aking a dec larat io n o f  est im ated  

tax for any t axable  y e ar, a  c it izen o f  the  

United States is no t  re quired to  take  

ibto account incom e w h ic h  h e  believes 

fill be excluded f ro m  gross incom e unde r  

the provisions o f  sec t ion 9 1 1 (a) ( 1 ) ' and  

the regulations the reunder. Howev er, i f  

the actual am ount  o f  the  exc lusion is less 

than the am ount  ant ic ipated, the  c it izen  

m*y be subjec t to an  addit io n to t ax  

jwder the prov isions o f  sect ion 6654 and  

the regulations thereunder.

(b) Pr esen c e i n  f o r e i g n  c o u n t r y .  * * * 

(4) D ec l a r a t i o n  o f  e s t i m a t e d  t a x . I n  

*thnating his gross incom e f o r  the  p ur - 

bpse o f m aking a  de c larat io n o f  est i ­
mated tax fo r any  t axable  y ear,"a c it izen  

r\tbe United Stat es is no t  required  to  

ir~e m^° account  incom e w h ic h  he  be - 

ke exc luded f ro m  gro ss incom e  

(2) r prov isions o f  sect ion 9 1 1 (a) 
’ and the regulat io ns thereunder.

Howeve r, i f  the  ac tual am o unt  o f  the  e x ­
c lusion is less t h an  the  am o unt  ant ic i ­
pat ed, the  c it izen m ay  be  subje c t  to  an  

add i t io n  to  t ax  unde r the  prov isions o f  

sect ion 6654 and  the  regulat io ns t he re -

under.
(c )  A p p l i c a b i l i t y  o f  se c t i o n — (1 ) I n  

g en e r a l .  T h e  rule s co ntained in  this 

sect ion apply  only  to am ounts rece iv ed—  

, ( i )  Durin g  t axable  y ears ending on o r  

be fo re  Sept em be r 4,1962, o r
( i i )  Durin g  t axable  y ears ending af t e r  

Sept em ber 4, 1962, but  only  i f  such  

am ounts are  at t ribut able  to  serv ices pe r ­
fo rm e d—

(a )  O n  o r be fo re  Decem be r 31, 1962, 
and are  re c e iv ed^-

( I )  O n  o r be fo re  Dece m ber 31, 1962,

o r
(2 ) A f t e r  Decem ber 31, 1962, but  only  

i f  . on M arc h  12, 1962, there  ex ist ed a  

r i g h t  described in  subparag raph  ( 2 ) o f  

this p arag rap h  to rece iv e such am ounts, 

o r
(b )  A f t e r  Decem be r 31, 1962, but  only  

i f  such am ounts are  rece iv ed on o r be fo re  

M arc h  12,1962.
(2 ) R u l e  o f  a p p l i c a t i o n .  A  r i g h t  re ­

f e rre d  to  in  subparag raph  ( 1) ( i i )  ( a )  ( 2 ) 
o f  this p arag rap h  shall  be  considered to  

exist  on M arc h  12, 1962, i f  such righ t  

(w he t he r fo rfe i t able  o r n o n fo rfe i t able )  
is em bo died in  a  cont ract , agreem ent , 
plan, o r prov ision o f  fo re ign  law  in  fo rc e  

o n M arc h  12, 1962, w h ic h  pro v ides f o r  

the  pay m ent  o f  a  f ixed am o unt  o f  com ­
pensat io n f o r  serv ices pe rfo rm e d dur ­
ing  a  t e rm , f o r  the  pay m ent  o f  an  

am o unt  o f  co m pensat io n com puted  

sole ly  by  re fe rence  to  sales, pro f its, o r  

o ther objec t iv e ly  de t erm inable  fac ts, o r  

f o r  the  pay m ent  o f  f ixed o r de t e rm ina ­
ble  am ount s whic h  are  in  the  nat ure  o f  

com pensat ion f o r  past  serv ices. T h e  

existence  as o f  M arc h  12, 1962, o f  such  

a  cont ract , agreem ent , plan, o r pro v i ­
sion o f  fo re ign  law  em bo dy ing such a  

righ t  m ay  be  est ablished by—
( i )  W ri t t e n  ev idence ;
( i i )  Ev idence  o f  a  t rade  custom  gov ­

e rn ing  the  m et hod o f  pay m ent  o f  p e r -
~sons pe rfo rm ing  the  sam e type  o f  

serv ices;
( i i i )  Ev idence  o f  an  o ral agree m ent  

bet we en the  pe rson pe rfo rm ing  serv ices 

an d  the  pe rson f o r  w ho m  such serv ices 

are  pe rfo rm ed as to  the  m et hod o f  com ­
put ing  com pensat io n f o r  suc h serv ices;

o r
( i v )  Ev idence  o f  the  prov ision o f  f o r ­

e ign law .
(3 ) S t a t e m e n t  r e q u i r ed .  I f ,  f o r  any  

t axable  y ear, an  indiv idual w ho  quali f ies 

unde r p arag rap h  (a )  o r (b )  o f  this sec ­
t ion receiv es an  am o unt  a f t e r  Decem ber  

31, 1962, wh ic h  is at t ribut able  to serv ices 

pe rfo rm ed on o r be fo re  t h at  dat e , and  

exc ludes such am o unt  f ro m  his gross 

incom e o n the  g ro und t hat  a r i g h t  to  

receive  such am o unt  existed on M arc h  

12, 1962, such indiv idual shall  at t ac h  a  

statem ent  to the  F o rm  2555, St at em ent  

to  Suppo rt  Exem pt io n o f  Inco m e Earne d  

A bro ad , f i led by  h im  f o r  such t axable  

y e ar se t t ing f o rt h  the  part ic ulars on  

w hic h  he  re lies to suppo rt  such exc lu­
sion.

(4 ) I l l u s t r a t i o n s .  T h e  applic at io n o f  

the  prov isions o f  this p arag rap h  m ay  be  

i l lust rat ed by  the  fo llo w ing  e xam ple s:

E x a m p l e  ( I ) .  A , a  Un i t e d  St at e s c i t i z e n  

w h o  f i les h is re t urn s f o r  t he  c a le n dar y ear  

usin g  a c ash  rec e ipt s an d  d isburse m e nt s  

m e t h o d  o f  ac c o un t ing , is p r i v at e ly  e m p lo y e d  

an d  a bo n a  f ide  re side n t  o f  Sw e de n  f o r  t he  

e n t i re  pe rio d  J an uary  1, 1962, t h ro ug h  D e ­
c e m be r 31, 1963. A  is e m p lo y e d  un d e r  a  w r i t ­
t e n  e m p lo y m e n t  c o n t rac t  in  fo rc e  t h ro ug h ­
o u t  t he  e n t ire  pe rio d  w h ic h  pro v ide s f o r  

c o m pe nsat io n  o f  $3,000 pe r m o n t h  p ay able  

o n  t h e  10t h  d ay  o f  t h e  suc c e e d ing  m o n t h .
A  rec e iv es $3,000 o n  J an uary  10, 1963, a t t r i b ­
u t able  t o  serv ice s p e rf o rm e d  o n  o r be f o re  

De c e m be r 31, 1962; sr 'x h  am o un t  is e x c lud ­
able  f ro m  A ’s gro ss inc o m e  un d e r  p arag rap h  

( a )  o f  t h is se c t io n  since  t he  r i g h t  t o  rec e iv e  

suc h  am o un t  e x ist ed  o n  M arc h  12, 1962, 
un d e r  an  em p lo y m e n t  c o n t rac t  i n  fo rc e  o n  

t h a t  date .
E x a m p l e  (2 ) .  T h e  f ac t s  are  t he  sam e  as in  

e xam ple  ( 1 ) ,  e xc ept  t h a t  A ’s e m p lo y m e n t  

c o n t rac t  e xpire s o n  O c t o be r 31, 1962, an d  is 

re ne w e d  o n  t h a t  dat e  w i t h o ut  an y  c hange  

i n  t e rm s. T h e  re su lt  is t he  sam e  as i n  e x am ­
p le  ( 1 ) since  t h e  n e w  e m p lo y m e n t  c o n t rac t  

i s e sse nt ial ly  a c o n t in uat io n  o f  t h e  o ld  

co nt rac t .
E x a m p l e  ( 3 ) .  T h e  fa'ct s are  t h e  sam e  as 

i n  e x am ple  ( 2 ) , exc ept  t h a t  t he  re n e w e d  e m ­
p lo y m e n t  c o n t rac t  p ro v ide s f o r  an  inc re ase  

i n  A ’s salary  to  $3,200 pe r m o n t h . A  rec e iv es 

$3,200 o n  J an uary  10, 1963, w h ic h  is a t t r i bu t ­
able  t o  serv ices pe rf o rm e d  o n  o r be f o re  D e ­
c e m be r 31, 1962; $3,000 o f  t h e  am o un t  re ­
c e iv ed  o n  J an uary  10, 1963, is e x c ludable  

f ro m  A ’s gro ss inc o m e  un d e r  p arag rap h  (a )  

o f  t h i s se c t io n  since , t o  t h a t  ex t e nt , t h e  ne w  

e m p lo y m e n t  c o n t rac t  is e sse nt ial ly  a c o n ­
t in uat io n  o f  t he  o ld  c o n t rac t ; $200  o f  t he  

am o un t  re c e iv ed  o n  J an uary  10, 1963, is g o v ­
e rne d  by  the  rule s se t  f o r t h  in  § 1.911-2.

E x a m p l e  ( 4 ) .  T h e  fac t s are  t he  sam e  as 

i n  e xam ple  ( 1 ) ,  an d , in  ad d i t io n , A  an d  h is  

e m plo y e r e n t e r in t o  a w r i t t e n  ag re e m e n t  o n  

De c e m be r 15, 1961, t h a t  A  shaU rec e iv e  as 

a  sup p le m e n t ary  salary  pay m e n t  f o r  se rv ices 

pe rf o rm e d  d ur in g  t h e  c a le n dar y e ar 1962, 
an  am o un t  e q ual  t o  1 pe rc e n t  o f  h is e m ­
p lo y e r ’s n e t  p ro f i t  pe r bo o k s f o r  t he  y ear  

1962 is excess o f  $500,000, suc h  am o un t  to  

be  pay able  as so o n  as p rac t ic able  af t e r  aud i t  

o f  t he  e m plo y e r ’s bo o ks. O n  M arc h  10, 1963, 
A  rec e iv es $5,000 p ursuan t  t o  t he  ag re e m e nt  

o f  De c e m be r 15,1961; suc h  am o un t  is e x c lud ­
able  f ro m  A ’s gro ss inc o m e  un d e r  p a ra ­
g rap h  ( a )  o f  t h is se c t io n  since  t h e  r i g h t  to  

rec e iv e  t h e  am o un t  ex ist ed o n  M arc h  12, 
1962, un d e r  t he  ag re e m e nt  i n  fo rc e  o n  t h a t  

dat e .
E x a m p l e  ( 5 ) .  B , a  Un i t e d  St at e s c i t i z en  

w h o  f i le s h i s  re t urn s f o r  t h e  c ale n dar y ear  

usin g  a  c ash  re c e ip t s an d  d isburse m e nt s  

m e t h o d  o f  ac c o un t in g  is p riv at e ly  em p lo y ed  

an d  a  bo n a  f ide  re side n t  o f  Sp a in  f r o m  J an u ­
ary  1, 1953, t h ro ug h  De c e m be r 31, 1972, t he  

e n t i re  pe rio d  o f  se rv ic e  t o  h is em plo y e r. B  

i s c o m pe nsat e d  at  a  rat e  o f  $30,000 pe r y ear  

f o r  t h e  y ears 1953 t h ro ug h  1957, $40,000 per  

y ear f o r  t he  y e ars 1958 t h ro ug h  1962, $50,000 

pe r y e ar f o r  t h e  y ears 1963 t h ro ug h  1967, an d  

> $60,000 pe r y e ar ¿ fo r t he  y ears 1968 t h ro ug h  

1972. B  re t i re s o n  De c e m be r 31, 1972, and  

co m m ence s p art i c ip at io n  in  h is em p lo y e r ’s 

pe nsio n  pro g ram . T h e  pe nsio n  p lan  is e m ­
bo d ie d  in  a  w r i t t e n  do c um e n t , is i n  exist enc e  

o n  M arc h  12, 1962, an d  un c h an g e d  af t e r  t h at  

dat e . B  w i l l  re c e iv e  $3,000 pe r m o n t h  fo r  l i f e  

an d  t he  am o un t s w i l l  be  p a id  o ut  o f  h is  

em p lo y e r ’s c urre n t  fun d s. B ’s pe nsio n  is 

c o m put e d  w i t h  re f e re nc e  t o  t he  am o un t s o f  

salary  se t  f o r t h  abo v e . B ’s t o t a l  c o m pe nsa ­
t i o n  w i t h  re spec t  t o  w h ic h  h i s  pe nsio n  is 

c o m put e d  is $900,000 an d  t he  am o un t  o f  

suc h  c o m pe nsat io n  at t r i but able  t o  f o re i g n  

serv ices pe rf o rm e d  be f o re  J an uary  1, 1963, 
is $350,000. T h e  am o un t  o f  B ’s pe nsio n  a t ­
t r ibu t ab le  t o  f o re i g n  se rv ic es pe rfo rm e d  

be fo re  J an uary  1, 1963, an d  e x c ludable  f ro m  

h is g ro ss inc o m e  f o r  h i s  t ax able  y e ar 1973 

an d  f o r  t ax able  y ears t h e re af t e r  is $14,000 

(350/900 o f  $36,000).
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P a r . 5. T he re  is inse rt ed im m ediate ly  

af t e r  § 1.911-1, the  fo l lo w ing  new  

sect ion:

§ Ï .9 1 1 —2 E arn e d  inc o m e  f r o m  sources 

wit ho ut  the  Un i t e d  States at t ribut able  

t o  se rv ices p e r f o rm e d  af t e r. 1962 .

(a )  B o n a  f i d e  r e si d e n t  o f  a  f o r e i g n  

c o u n t r y— ( l )  Q u a l i f i c a t i o n s  f o r  e x e m p ­

t i o n .  Subje c t  to the  lim i tat ions in  p a ra ­
g raph  (d )  o f  this sec t ion and  in  subpara ­
g raph  (4 ) o f  th is parag raph , am ounts  

const i tut ing  earned  incom e as de f ined  

in p arag rap h  (c )  o f  this sec t ion shall  
be  exc luded f ro m  the gross incom e o f  an  

ind iv idual c it iz en o f  the  Un it e d  Stat es 

w ho  est ablishes to the  sat isfac t io n o f  the  

Com m issioner t hat  he  has bee n a  bo na  

f ide re sident  o f  a  f o re ign  co unt ry  o r  

countrie s f o r  an  Unint errupt ed  perio d  

whic h inc ludes an  ent ire  t axable  y ear, 
i f  such am ount s are  ( i )  f ro m  sources 

wit ho ut  the  Un i t e d  Stat es, (ii> at t r ibu ­
t able  to  such unint e rrupt ed pe riod, and
(i i i )  no t  paid  by  the  Un i t e d  St at es o r  

any  agency  o r inst rum entalit y  thereo f. 
T h e  exem pt ion f ro m  t ax  thus prov ided is 

appli c able  to  such am ount s as are  at t r ib ­
ut able  to  t h at  po rt io n o f  an  un in t e r ­
rupte d pe riod  o f  bo na f ide  fo re ign  re si ­
dence  w h ic h  f a l ls w i t h in  a  t axable  y e ar  

during  w h ic h  the  c it izen begins o r  

t e rm inat es bo na f ide  residence  in a  

fo re ign  country , prov ided t hat  such 

pe rio d inc ludes at  le ast  one  ent ire  t ax ­
able  y ear.

(2 ) W h a t  c o n st i t u t e s  b o n a  f i d e  r e si ­

d en c e . T h o u g h  the  perio d o f  bo n a f ide  

f o re ign  residence  m ust  be  cont inuous 

and uninte rrupt ed , once bo na f ide  re si ­
dence  in  a  fo re ign  co unt ry  o r countries 

has be en established, t em po rary  v isits 

to  the  Un i t e d  States o r e lsewhere  on  

v acat io n o r business t rips w i l l  no t  neces­
sari ly  de priv e  the  c it izen o f  h is status 

as a  bo na f ide  re side nt  o f  a  fo re ign  co un ­
t ry . W h e t h e r  the  ind iv idual c it iz en o f  

the  Un i t e d  State s is a  bo na f ide  resident  

o f  a  fo re ign  co unt ry  shall  be  de term ined  

by  the  applic at io n, to the  ex tent  feasible , 
o f  the  princ ip le s o f  sect ion 871 and  the  

re gulat io ns the reunder, re lat ing  to  w h at  

const itutes residence  o r  nonresidence , as 

the  case m ay  be, in  the  Un i t e d  St at es in  

the  case  o f  an  al ie n indiv idual.
(3 ) T e st  o f  bo n a  f i d e  r es i d en c e . I f  an  

indiv idual w ho  has e arned incom e f ro m  

sources w i t h in  a  fo re ign  co unt ry  m akes 

a  st atem ent  to the  autho ri t ies o f  t hat  

co unt ry  t h at  he  is no t  a  resident  o f  t hat  

co untry , and  such ind iv idual is he ld  no t  

subje c t  as a  resident  o f  t h at  co unt ry  

to  the  incom e t ax  o f  t h at  country  by  its 

authori t ies w i t h  re spe c t 't o  such earned  

incom e, such statem ent  shall be  c o n ­
c lusiv e  ev idence w i t h  respect  to  such  

e arne d incom e t h at  such indiv idual is 

no t  a  bo na f ide  resident  o f  t h at  count ry  

f o r  purpo ses o f  this parag raph . I f  an  

indiv idual h as m ade  such a  stat em ent  o f  

nonresidence  to the  authorit ie s o f  a  f o r ­
e ign country  and, as o f  any  date  a  de ­
t e rm inat ion  is be ing  m ade  f o r  purposes 

o f  this parag raph , no  adv erse  de te rm i ­
nat io n  has be en m ade  by  the  aut h o ri ­
t ies o f  the  fo re ign  co unt ry  w ith  respect  

to  such ind iv idual’s nonresidence  status, 
such indiv idual shall  be  considered to  

hav e  be en he ld  no t  subje c t  to the  in ­
com e t ax  o f  the  fo re ign  count ry  f o r  p ur ­
poses o f  this parag raph .

(4 ) A m o u n t  o f  e x e m p t i o n — (i )  I n  g e n ­

er a l .  Subje c t  to the  lim itat io ns in  p a ra ­
g rap h  (d )  o f  this sect ion, the  am o unt  

exc lude d f ro m  the  gross incom e o f  an  

ind iv idual who  quali f ies unde r this p a ra ­
g raph  shall  no t  (e xcept  as pro v ided in  

subparag raph  (5 ) o f  this p arag rap h ) e x ­
ceed an  am o unt  w h ic h  sh all  be  com puted  

o n a dai ly  basis at  an  annual rat e  o f  ( a )  
$20,000, o r  (b )  $35,000 w i t h  respect  to  

t axable  y ears (o r  a  po rt io n o f  a  t axable  

y e ar ) o cc urring  im m ediat e ly  a f t e r  such  

indiv idual has bee n a bo na f ide  fo re ign  

resident  o f  a  f  o re ign country  o r countries 

f o r  an  unin t e rrupte d pe rio d o f  36 c o n ­
secut ive  m onths.

( i i )  R u l e s  o f  a p p l i c a t i o n — (a )  N u m b e r  

o f  d a ys. T h e  am o unt  e xc ludable  unde r  

this p arag rap h  accrues on a  daily  basis 

thro ugho ut  the  t axable  y ear. T h e  n um ­
be r o f  day s to  be  used in  m ak ing  the  

co m putat ion unde r subdiv isio n ( i )  o f  this 

subparag raph  o n  a dai ly  basis shall be  

the  num be r o f  day s in  the  t axable  y ear  

w it h  respect  to w h ic h  the  exc lusion is 

c laim ed.

(b )  T r e a t m e n t  o f  p r i o r  r e si d en c e .  F o r  

purposes o f  de te rm in ing whe t he r an  in ­
d iv idual is ent it led to the  an nual rat e  o f  

exc lusio n o f  $35,000 unde r subdiv ision  

( i )  (b )  o f  this subp arag rap h  w i t h  respect  

to  a t axable  y e ar ending  af t e r  Se pt em ber  

4, 1962, the  perio d o f  bo na f ide  residence  

in  a fo re ign  country  o r countries m ay  in ­
c lude  a  pe rio d p rio r to  the  be g inn ing  o f  

such t axable  y ear, ev en tho ugh the  t ax  

f o r  such  p rio r pe rio d is com puted unde r  

the  rules se t  f o rt h  in  § 1.911-1.
(c )  I n t e r r u p t i o n  o f  r esi d en c e .  A n  in ­

d iv idual w ho  inte rrupts his fo re ign  resi ­
dence  shall  be  ent it led, upon re sum ing  

bo na f ide  fo re ign  residence, on ly  to  the  

bene fit s o f  the  an n ual rat e  o f  exc lusion  

o f  $20,000 unde r subdiv ision ( i )  ( a )  o f  

this subparag raph  unt i l such indiv idual  
has bee n a  bo na f ide  fo re ign  resident  

o f  a  fo re ign  co unt ry  o r countries f o r  an ­
o t he r un inte rrupte d pe rio d o f  36 con ­
secut ive  m onths.

(i i i ) I l l u s t r a t i o n s .  T h e  applicat io n o f  

this subparag raph  m ay  be  i l lust rat ed  by  

the  fo l lo w ing  e xam ple s:

E x a m p l e  ( 1 ) .  A , a  Un i t e d  St at e s c i t i z en  

w h o  f i le s h i s  re t urn s f o r  t he  c a le n dar y ear  

usin g  a  c ash  re c e ip t s an d  d isburse m e nt s  

m e t h o d  o f  ac c o unt ing , i s  un m arr i e d , p r i ­
v at e ly  em plo y ed , an d  a  bo n a  f ide  re siden t  

o f  P ran c e  f o r  t he  pe rio d  A p r i l  1 , 1963, 
t h ro ug h  De c e m be r 31, 1964, an d  a  bo n a f ide  

re side n t  o f  Ge rm an y  f o r  t he  pe rio d  J an uary  

1, 1965, t h ro ug h  J une  30, 1968. A  is c o m ­
pe nsat e d  a t  a  rat e  o f  $50,000 p e r  y e ar an d  

h e  rec e iv es suc h  am o un t  as c urre n t  c o m pe n ­
sat io n  in  t he  y ear in  w h ic h  t h e  se rv ice s to  

w h ic h  p h e  am o un t  is a t t r i but able  are  p e r ­
f o rm e d . A  rec e iv es no  c o m pe nsat io n  in  t he  

f o rm  o f  t h e  r i g h t  t o  use  pro pe rt y  o r f a c i l i ­
t ies. T h e  am o un t s e x c ludable  un d e r  t h is  

p arag rap h  f ro m  A ’s gro ss Inc om e f o r  se rv ­
ices pe rfo rm e d  a f t e r  De c e m be r 31, 1962, f o r  

t h e  v ario us c ale n dar y ears m ay  be  c o m put e d  

as f o l lo w s: F o r  t h e  y ear 1963, $15,068.49 

(275/365 X  $20,000); f o r  t h e  y e ar 1964, $20,000 

(366/366 X  $20,000); f o r  t h e  y e ar 1965, $20,000 

(365/365 X  $20,000); f o r  t he  y e ar 1966, $31,- 
301.37 (90/365 X  $20,000 p lus  275/365 X  $35,- 
0 0 0 ); f o r  t he  y ear 1967, $35,000 (365/365X  

$35,000); an d , f o r  t he  y e ar 1968, $17,404 37 

(182/366 X  $35,000).

E x a m p l e  ( 2 ) .  T h e  fac t s are  t he  sam e  as  

i n  e xam ple  (1 ) ,  e xc ept  t h a t  A  is a  bo n a f ide  

re side n t  o f  F ran c e  f o r  t h e  pe rio d  J an uary  1, 
1959, t h ro ug h  De c e m be r 31, 1963. T h e
am o un t  e x c ludable  un d e r  t h i s p a rag rap h

f ro m  A ’s gro ss inc o m e  f o r  serv ices performed 

af t e r  De c e m be r 31, 1962, f o r  the  calendar 
y ear 1963 is $35,000 (365/365 X  $35,000)

E x a m p l e  ( 3 ) .  T h e  fac t s are  the  same as 
i n  e xam ple  ( 1 ) ,  e xc ept  t h a t  A  is a bona fide 
re side n t  o f  F ranc e  f o r  t h e  period July i 
1960, t h ro ug h  De c e m be r 31, 1964. m l  

am o un t s e x c ludable  un d e r  t h is paragraph 

f ro m  A ’s gro ss inc o m e  f o r  serv ices performed 

a f t e r  De c e m be r 31, 1962, f o r  t he  calendar 

y ears 1963 an d  1964 m ay  be  com p u t ed  as 
f o l lo w s: F o r  t he  y e ar 1963, $27,561.65 (181/ 

365 X  $20,000 p lus  184/365 X  $35,000); for the 

y ear 1964, $35,000 (366/366 X  $35,000)
E x a m p l e  ( 4 ) .  T h e  fac t s are  the same 

as in  e xam ple  (1 )  , an d  o n  J uly  1, 1968, A 

in t e rrup t s h is f o re i g n  residence . On March 

31, 1971, A  t ak e s p riv at e  e m p lo ym e n t  in 

Ge rm an y  an d  becom es a  bo n a f ide residen t 

o f  G e rm an y  t h ro ug h  De ce m be r 31, 1975. a 

Is c o m pe nsat e d  at  a  rat e  o f  $50,000 p er  year 

an d  he  rec e iv es suc h  am o un t  as cu r r e n t  com­

pe n sat i o n  in  t he  y ear i n  w h ic h  the  services 

t o  Wh ic h  t he  am o un t  i s at t r ibut able  ar e per­

fo rm e d . A  rec e iv es no  co m pensat ion in  the 

f o rm  o f  t h e  r i g h t  t o  use  pro pe rt y  o r facilit ies. 

T h e  am o un t s e xc ludable  un d e r  t h is  para ­

g rap h  f ro m  A ’s gro ss inc o m e  f o r  the  calendar 

y ears 1971 t h ro ug h  1975 m ay  be  com puted  

as fo l lo w s: F o r  t he  y e ar 1971, $15,068.49 

(275/365 X  $20,000) ; f o r  t h e  y ear 1972, $20,000 

(366/366 X  $20,000); f o r  t h e  y ear 1973, $20,000 

(365/365 X  $20,000); f o r  t h e  y ear 1974, $31,- 
301.37 (90/365 X  $20,000 p lus  275/365 X $35,- 
0 0 0 ); f o r  t h e  y ear 1975, $35,000 (365/365X 

$35,000).

(5 ) T r e a t m e n t  o f  c e r t a i n  noncash  re­

m u n e r a t i o n .  ( i )  I f  an  indiv idual who 

quali f ies unde r this parag raph  receives 

earned incom e f ro m  sources without the 

Unit e d  St ate s (exce pt  f ro m  the United 

St ate s o r any  agency  the reo f ) in the 

f o rm  o f  the  r igh t  to  use property  or fa­
c ilit ies, the  am o unt  o f  exempt ion under 
subparag raph  (4 ) ( i )  o f  this paragraph 

w it h  respect  to suc h indiv idual (a) for 
a  t axable  y e ar ending  in  1963, shall be 

inc reased by  an  am o unt  equal to the 

am o unt  o f  such e arned income so re­
ce ived during  suc h t axable  year, (b) for 
a  t axable  y e ar ending  in  1964, shall be 

inc reased by  an  am o unt  equal to two- 
th irds o f  the  am o unt  o f  such earned in­
com e so rece iv ed during  such taxable 

y ear, and  (c )  f o r  a  t axable  y ear ending 

in  1965, shall be  inc reased by  an amount 
equal to  o n e -t h ird  o f  such earned in­
com e so rece iv ed during  such taxable 

y ear. T h e  am o unt  o f  such earned in- | 
com e taken into  acco unt  under this sub- j 
p arag rap h  shall be  the  f a i r  market value j 
o f  the  r i g h t  to use suc h property or 

fac i li t ies.
Cii) T h e  applic at io n  o f  this subpara- j 

g raph  m ay  be  i l lust rat ed  by  the following j 

e xam ple s:

E x a m p l e  ( f ) .  B, a  Un i t e d  States citizen 

w h o  f i le s h is re t urn s f o r  t he  calendar year J  

usin g  a  c ash  re c e ipt s an d  d isbu r sem en ts 

m e t ho d  o f  ac c o un t ing , is unm arried, prj' 
v at e ly  em plo y ed , q uali f i e s unde r the provi­
sio ns o f  t h is parag rap h , an d  becomes a bona | 
f ide  re side n t  o f  F ran c e  o n  Decem ber 31,1902,
B  is co m pe nsat e d  a t  a rat e  o f  $40,000 per year 
an d  h e  rec e iv es suc h  am o un t  as curren  ̂ j 
c o m pe nsat io n  i n  t he  y e ar in  which the serv­
ices t o  w h ic h  t h e  am o un t  is a ttr ib u ta b  j 
are  pe rfo rm e d . D u r i n g  h is taxable year 

e n d in g  De c e m be r 31, 1963, 1964, 1965, ana 

1966, B  also  rec e iv es e arne d  income in tn 

f o rm  o f  t h e  r i g h t  t o  use  a  residence, such use 

h av in g  a  f a i r  m ark e t  v a lue  o f  $6,000 P 

y e ar. Un d e r  t h e  p ro v isio ns o f  this subpar®' 
g raph , t h e  ap p li c able  am o un t  o f  B's exemp- j 
t i o n  un d e r  subp arag rap h  (4 )  ( i )  5 j
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Inc reased in  t he  f o l lo w in g

amounts:

Taxable year e n d i n g . 
December 31, 1963. 
December 31, 1964. 
Decem ber 31, 1965. 
December 31, 1966.

A m o u n t  

_ $6,000 
_ 4,000  

_ 2,000 

0

Accordingly, B  m ay  e xc lude  $26,000 f ro m  h is  

gross income f o r  h i s t ax able  y e ar 1963, 
»24 000 for h is t ax able  y ear 1964, $22,000 f o r  

his’ taxable y ear 1965, an d  $35,000 f o r  h is  

taxable year 1966.
Example (2 ) .  T h e  fac t s are  t h e  sam e as in  

example (1 ) , e xc ept  t h a t  B  in t e rrup t s h is  

foreign residence o n  J uly  1, 1965. B  is e n ­
titled to increase  t h e  ap p l i c able  am o un t  o f  

exemption un d e r  subp arag rap h  (4 )  ( i )  o f  

this paragraph f o r  h i s t ax able  y e ar  e n d in g  

December 31, 1965, i n  an  am o un t  l im i t e d  to  

$991.78 (181/365 X  $2,000). T h us, t h e  am o un t  

excludable unde r t h i s  p a rag rap h  f ro m  B ’s 

gross income f o r  se rv ic es pe rf o rm e d  a f t e r  

December 31,1962, f o r  h i s  t ax able  y e ar e n d in g  

December 31, 1965, is $10,909.59 (181/365 X  

$2,000 plus 181/365 X $20,000). -«, ■

(b) P r esen c e i n  a  f o r e i g n  c o u n t r y — (1 )  
Qualifications f o r  e x e m p t i o n .  Subje c t  

to the lim itations in  p arag rap h  (d )  o f  

this section and subparag raph  ( 2 ) o f  this 

paragraph, am ounts const itut ing earned  

income as de f ined in  p arag rap h  (c )  o f  

this section shall  be  exc lude d f ro m  gross 

income in the case  o f  an  ind iv idual c it iz en  

of the United St at e s w ho  during  any  

period of 18 consecut ive  m onths is pre s ­
ent in a fo re ign  co unt ry  o r countries 

during a total o f  a t  le ast  510 fu l l  day s, 
if such am ounts are  ( i )  f ro m  sources 

without the Un i t e d  Stat es, ( i i )  a t t r ibut ­
able to such period, and  ( i i i )  no t  paid  by  

the United States o r any  agency  o r i n ­
strumentality thereo f . F o r  purposes o f  

determining the  r i g h t  to  the  exc lusion  

under this parag raph  f o r  a t axable  y ear  

ending aft er Se pt em be r 4, 1962, the  

period of presence in  a  fo re ign  count ry  

may include a pe rio d prio r to the  

beginning o f  such t ax able  y ear, ev en  

though the t ax  f o r  such p rio r pe rio d is 

computed unde r the  rule s set  f o rt h  in  

§ 1.911-1.

(2) A m o u n t  o f  e x e m p t i o n ,  ( i )  Sub ­
ject to the lim i tat ions in  p arag rap h  (d )  
of this section, the  am o unt  exc luded  

from the gross incom e o f  an  indiv idual  
who qualifies unde r this p arag rap h  shall  
hot exceed an  am o unt  w h ic h  shall  be  

computed on a  dai ly  basis at  an  annual  
rate of $20,000 i f  the  18-m o nth pe riod  

includes the ent ire  t axable  y ear. I f  the  

18-month period does no t  inc lude  the  

entire taxable y e ar, the  am o unt  exc luded  

from gross incom e unde r this parag raph  

lor such taxable  y e ar shall  no t  exceed 

an amount which  be ars the  sam e rat io  

w $20,000 as the  num be r o f  day s in  the  

Part of the t axable  y ear w it h in  the  18- 
Month period bears t o  the  to t al num be r  

°*days in such y ear.
(ii) The applic at io n o f  subdiv ision (I )  

of this subparagraph m ay  be  i l lust rat ed  

oy the following exam ple  :

Example. A , a  Un i t e d  St at e s c i t i z e n  w h o  

Mes his re turns f o r  t he  c ale n dar y ear usin g  

cash receipts an d  d isburse m e nt s m e t h o d  

: accounting, is un m arrie d , p r iv at e ly  e m - 

Pjcy«i, and phy sic al ly  pre se n t  i n  P ranc e  

v'°tm January J, 1963, t h ro ug h  J une  30, 1964.
«  compensated a t  a  rat e  o f  $25,000 pe r  

'®ar and he receives suc h  am o un t  as c urre n t  

Mpensation in  t he  y ear i n  w h i c h  t he  se rv - 

C8 to which the  am o un t  is a t t r i but able  are

pe rfo rm e d. T h e  am o un t  e x c ludable  unde r  

t h is p arag rap h  f ro m  A ’s gro ss inc o m e  f o r  

serv ices pe rf o rm e d  a f t e r  De c e m be r 31, 1962, 
f o r  t h e  c a le n dar y ears 1968 an d  1964 m ay  be  

c o m put e d  as f o l lo w s: F o r  t h e  y e ar 1963, 
$20,000  be c ause  t h e  1 8 -m o nt h  p e rio d  inc lude s  

h i s  e n t i re  t ax able  y e ar 1963. F o r  t he  y e ar  

1964, $11,967.21, since  o n ly  219 day s o f  h is  

t ax able  y e ar 1964 are  in c lud e d  w i t h i n  suc h  

an  1 8 -m o nt h  pe rio d . T h e  n um be r  o f  day s  

(2 1 9 ) is de t e rm in e d  by  t r e a t i n g  t h e  f i rst  day  

o f  t h e  1 8 -m o nt h  pe rio d  as c o inc id in g  w i t h

t he  f i rst  day  o f  t h e  510-day  pe rio d . T h e  f i rst  

d ay  o f  t h e  510-day  pe rio d  e n d in g  J une  30, 
1964 (t h e  last  f u l l  d ay  A  w as p re se n t  i n  

F r a n c e ) , w as F e bruary  7,1963. C o m m e n c ing  

w i t h  F e bruary  7, 1963, t h e  1 8 -m o nt h  pe rio d  

e nds A ug ust  6 , 1964. T h e  n um be r  o f  day s  

i n  t h a t  p a r t  o f  1964 f a l l i n g  w i t h i n  t he  18- 
m o n t h  pe rio d  is, t he re fo re , 219 (J an uary  1, 
1964, t h ro ug h  A ug ust  6 , 1964 ). T h e  am o un t  

e x c lud able  f ro m  A ’s gro ss inc o m e  in  1964 

($11,967.21) is c o m put e d  o h  t he  basis o f  t he  

f o l lo w in g  f o rm u la :

N u m b e r  o f  day s i n  t h a t  p a r t  o f  t h e  t ax able  

y ear f a l l i n g  w i t h in  t he  1 8 -m o nt h  pe rio d  

N um be r  o f  day s i n  t h e  t ax able  y ear

$20,000 (M ax im um  am o un t  
e x c ludable  f o r  t h e  en t ire  

X  t ax able  y e ar un d e r  t h is p a r ­
ag rap h )

9 1 0
o r X $2 0 ,OOO

(3 ) D e t e r m i n a t i o n  o f  18-m o n t h  p e r i o d  

a n d  a p p l i c a t i o n  o f  5 1 0 -d a y r u l e . F o r  

rules go v e rn ing the  de te rm inat io n o f  an  

18-m o nth pe riod, the  de f ini t io n o f  a  

“ f u l l  day ” , an d  i l lust rat ions o f  the  app l i ­
c at io n o f  the  510-day  rule , see p arag rap h  

<b) ( 8 ) ,  (9 ) ,  (1 0 ), and  (11 ) o f  § 1.911-1.
(c )  D e f i n i t i o n  o f  e a r n ed  i n c o m e —

(1 ) I n  g en e r a l .  F o r  purposes o f  this sec ­
t ion, the  t erm  “ earned  incom e”  m eans 

wages, salaries, o r  pro fe ssio nal fees, and  

o ther am ounts receiv ed as com pensat ion  

f o r  pe rso nal serv ices ac t ually  re ndered  

but  does no t  inc lude  t h at  part  o f  the  

com pensat ion de riv ed by  the  t axpay e r  

f o r  pe rso nal serv ices rende red by  h im  to  

a  c o rpo rat io n w h ic h  represent s a  dist r i ­
but io n  o f  e arn ings and  pro f it s rat he r  

t h an  a reaso nable  allo wance  f o r  pe rsonal  
serv ices ac t ually  rende red.

(2 ) E a r n e d  i n c o m e  a n d  e m p l o ye d  a s ­

si st a n t s.  T h e  ent ire  am o unt  receiv ed as 

pro fe ssio nal fees shall be  t reated as 

e arned incom e i f  the  t axpay e r is engaged  

in  a  pro fe ssio nal occupat io n, such as a  

doctor o r a  law y e r, ev en tho ugh he  em ­
ploy s assistants to  pe rfo rm  p art  o r  all  
o f  the  serv ices, prov ided the  pat ie nts o r 

c lients are  those o f  the  t axpay e r and  

look to the  t axpay e r as the  person re ­
sponsible  f o r  the  serv ices pe rfo rm ed.

(3 ) E a r n e d  i n c o m e  f r o m  bu si n ess i n  

w h i c h  c a p i t a l  i s m a t er i a l . I n  the  case o f  

a t axpay e r engaged in  a  t rade  o r business 

(o t he r t han  in  co rpo rate  f o rm ) in  wh ic h  

bo t h  perso nal serv ices and cap it al are  

m at e rial inco m e -pro duc ing  fac t o rs, a  

reasonable  allo wance  as com pensat ion  

f o r  the  pe rso nal serv ices ac tually  re n ­
de red by  the  t axpay e r shall be  considered  

earned incom e, but  the  t o t al am ount  

w hic h  shall  be  t reat ed as the  earned in ­
com e o f  the  t axpay e r f ro m  such a t rade  

o r business shall, in  no  case, exceed 30 

pe rcent  o f  h is share  o f  the  net  pro f it s o f  

such t rade  o r business.
C4) S o u r c e  o f  i n c o m e  a n d  p l a c e  o f  r e ­

c e i p t .  A n  am o unt  const i tut ing earned  

incom e w h ic h  is deriv ed f ro m  sources 

w itho ut  the  Un i t e d  Stat es shall no t  be  

inc lude d in  gro ss incom e so lely  because  

i t  is rece iv ed w it h in  the  Un i t e d  States, 
since the  p lace  o f  rece ipt  is im m ate rial  
in  de t erm ining whe t he r any  item s shall  
be  exc lude d f ro m  gross incom e unde r the  

prov isions o f  p arag rap h  (a )  o r  (b )  o f  

this sect ion. N o  am o unt s rece iv ed f o r  

serv ices pe rfo rm ed w it h in  the  Un i t e d  

Stat es shall be  exc luded f ro m  gross in ­
com e unde r such parag raphs. F o r  the  

allo cat ion o r se gre gat io n as between  

sources w ithin, an d  sources witho ut , the  

Unit e d  Stat es in  the  case  o f  co m pensa­

t ion f o r  labo r o r pe rso nal serv ices, see  

sect ions 861, 862, 863, and  864 and  the  

regulat io ns thereunder.
(d )  S p e c i a l  r u l es— (1 ) A t t r i b u t i o n  t o  

ye a r  i n  w h i c h  se r v i c e s  a r e  p e r f o r m e d .

( i )  F o r  purposes o f  app ly ing  parag raph s
(a )  ( 4 ) an d  (b )  ( 2 ) o f  this sect ion, 
am ounts rece iv ed (w he t he r rece iv ed be ­
fo re , during , o r a f t e r  the  t axable  y ear  

in  w h ic h  the  serv ices to  w h ic h  the  

am ounts are  at t ribut able  are  pe rfo rm e d )- 
by  an  ind iv idual shall  be  considered re ­
ce iv ed in  his t axable  y ear in  whic h  the  

serv ices to  w hich  the  am ounts are  a t ­
t r ibut able  are  pe rfo rm e d by  such ind i ­
v idual.

( i i )  T h e  rule  o f  subdiv ision ( i )  o f  this 

subparag raph  applie s only  to  de t erm ine  

the  to tal am ounts at t ribut able  to any  

one  y e ar f o r  the  purpose  o f  de t erm ining  

the  am o unt  o f  the  exc lusion unde r p a ra ­
g raph  (a )  (4 ) o r (b )  (2 ) o f  this sect ion 

and  does no t  af fe c t  the  t im e o f  re po rt ­
in g  o f  any  am ounts w h ic h  are  in c lud ­
ible  in  the  ind iv idual’s gross incom e.

( i i i )  A m o unt s rece iv ed by  an  in d i ­
v idual shall not , f o r  purposes o f  sub ­
div ision ( i )  o f  this subparag raph , be  

at t ribute d to  any  y e ar in  w h ic h  the  se rv ­
ices pe rfo rm e d by  such indiv idual are  

insubstant ial in  nat ure ; thus, f o r  e x ­
am ple , am ounts rece iv ed by  an  in d i ­
v idual unde r an  arrange m e nt  w h ic h  

prov ides f o r  fut ure  pay m ent s as ad d i ­
t io nal com pensat ion f o r  current  serv ices 

an d  prov ide s t h at  during  the  fut ure  y ears  

the  indiv idual shall  re f ra in  f ro m  com ­
pe t it iv e  ac t iv it ies and  be  av ai lable  f o r  

consultat io n an d  adv ic e  shall  no t  be  

at t ribut ed to  a  fut ure  y e ar unless the  

consultat iv e  an d  adv iso ry  serv ices ac t u ­
a lly  rende re d during  such fut ure  y ear  

are  substant ial in  nature .
(2 ) R e q u i r e m e n t  as t o  t i m e  o f  r e c e i p t .  

N o  am o unt  rece iv ed by  an  indiv idual  
af t e r  the  close o f  his t axable  y e ar fo l lo w ­
ing  h is t axable  y e ar in  w h ic h  the  serv ices 

to  w h ic h  the  am o unt  is at t ribut able  are  

pe rfo rm e d m ay  be  e xc luded f ro m  his 

gross incom e unde r p arag rap h  (a )  o r (b )  
o f  this sect ion. T hus, an  am o unt  re ­
ce iv ed by  an  ind iv idual is at t ribute d un ­
de r subparag raph  ( 1)  o f  this p arag rap h  

to h is t axable  y e ar in  w h ic h  the  serv ices 

to whic h  the  am o unt  is at t ribut able  are  

pe rfo rm ed, but  i f  such am ount  is rece iv ed  

af t e r  the  close o f  h is t axable  y e ar f o l ­
lo w ing  his t axable  y e ar in  w h ic h  the  

serv ices to w hich  the  am o unt  is at t r ib ­

ut able  are  pe rfo rm ed, such am o unt  m ay  

no t  be  exc luded f ro m  his gross incom e  

unde r p arag rap h  (a )  o r  (b )  o f  this sec ­

t ion.
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(3 ) I l l u s t r a t i o n .  T h e  appli c at io n o f  

this parag rap h  m ay  be  i llust rat ed  by  the  

fo l lo w ing  exam ple s:

E x a m p l e  ( 1 ) .  A , a  Un i t e d  St at e s c i t i z en  

w h o  f lie s h is re t urn s f o r  t h e  c a le n dar y ear  

usin g  a  c ash  rec e ipt s an d  d isburse m e nt s  

m e t h o d  o f  ac c o un t ing , is p r i v at e ly  em p lo y ed  

an d  a bo n a  f ide  re side n t  o f  P ran c e  f o r  h is  

e n t i re  t ax able  y e ar 1963. F o r  serv ices p e r ­
f o rm e d  d ur in g  1963, A  rec e iv es a  salary  o f  

$16,000 d u r i n g  1963, an d  sup p le m e n t ary  sa l ­
ary  pay m e nt s o f  $3,000 in  each  o f  t h e  y e ars 

1964 an d  1965. Un d e r  t he  p ro v is io ns o f  su b - 

p arag rap h  ( 1 ) o f  t h is p arag rap h , t h e  su p ­
p le m e n t ary  pay m e nt s o f  $3,000 are  a t t r ibut e d  

t o  A ’s t ax able  y ear 1963. H o w e v e r, un d e r  t he  

pro v is io ns o f  subp arag rap h  ( 2 ) o f  t h is p a ra ­
g raph , t he  am o un t  re c e iv ed  by  A  i n  1965 m ay  

n o t  be  e xc lude d  f ro m  h is gross inc o m e  un d e r  

p arag rap h  (a )  o r ( b )  o f  t h is sec t io n. T hus,  
A  m ay  e xc lude  $19,000 f ro m  h is gro ss inc om e , 
$16,000 f o r  h i s  t ax able  y ear 1963 an d  $3,000 

f o r  h is t ax able  y ear 1964.
E x a m p l e  ( 2 ) .  T h e  fac t s are  t he  sam e  as in  

e x am ple  (1 ) ,  e xc ept  t h a t  A  is phy sic al ly  

pre se n t  i n  P ran c e  f o r  510 day s o f  an  18- 
m o n t h  pe rio d  w h ic h  in c lude s h is e n t i re  

t ax able  y ear 1963. T h e  re sult  is t h e  sam e  

as in  e xam ple  ( 1 ) .

(4 ) T r e a t m e n t  o f  c o m m u n i t y  i n c o m e .

( i )  F o r purposes o f  app ly ing  parag raph s
(a )  (4 ) and  (b )  (2 ) o f  this sect ion w ith  

respect  to am ount s rece iv ed f o r  serv ices 

pe rfo rm e d by  a husband o r w i f e  w hich  

are  co m m unity  incom e unde r co m ­
m unit y  pro pe rty  law s applic able  to such  

incom e, the  aggre gat e  am o unt  exc lud ­
able  unde r p arag rap h  (a )  o r (b )  o f  

this sec t ion f ro m  the  gross incom e o f  

such husband or w i fe  sh al l  equal the  

am o unt  w h ic h  w o uld  be  exc ludable  i f  

such am o unts did no t  const itute  such  

co m m unit y  income. T hus, the  am ount  

exc ludable  unde r p arag rap h  (a )  o r (b )  
o f  this sec t ion f ro m  the  gro ss incom e  

o f  such husband o r w i f e  shall be  ne ithe r 

increased no r dec reased by  ope rat ion o f  

com m unity  pro pe rt y  law.
( i i )  T h e  applic at io n o f  this subpara ­

g rap h  m ay  be  i llust rat ed  by  the  f o l lo w ­
in g  e xam ple s:

E x a m p l e  ( 1 ) .  H , a  Un i t e d  St at e s c i t i z e n  

w h o  f lie s h is re t urn s f o r  t he  c ale n dar y ear  

Using  a  c ash  rec e ipt s an d  d isburse m e nt s  

m e t h o d  o f  ac c o un t ing , is priv at e ly  em p lo y ed  

an d  a  bo n a f ide  re side n t  o f  Sc o t lan d  f o r  h is  

e n t i re  t ax able  y ear 1963. H  has be e n  abro ad  

f o r  less t h an  3' c o nsec ut iv e  y ears. H  re ­
ce iv es $40,000  d u r in g  h is t ax able  y ear 1963 

f o r  serv ices pe rfo rm e d  abro ad  d ur in g  suc h  

t ax able  y e ar. W , t h e  w i f e  o f  H  an d  a  

Un i t e d  St at e s c i t iz en , e arns no  inc o m e  o f  he r  

o w n  an d  c o nt inue s to  li v e  i n  a c o m m un i t y  

pro pe rt y  St at e  i n  t he  Un i t e d  St at es. H  an d  

W ’s m ari t a l  do m ic i le  also  c o n t inue s I n  suc h  

St at e ; H  an d  W  f i le  a  jo in t  inc o m e  t ax  re t urn .  
T h e  ag g re g at e  am o un t  e x c ludable  by  H  an d  

W  f ro m  t jae ir g ro ss inc o m e  un d e r  p arag rap h
( a )  o f  t h is se c t io n  is $20,000. M o reo v e r, i f  

H  an d  W  f i l e  se parat e  re t urns, t h e  ag g re gat e  

am o un t  e x c lud able  f ro m  t he ir  gro ss incom e  

un d e r  p arag rap h  ( a )  o f  t h is se c t io n is $2 0 ,0 0 0 .
E x a m p l e  ( 2 ) .  T h e  fac t s are  t he  sam e  as in  

e xam ple  ( 1 ) ,  e xc ept  t h a t  W  also  re side s in  

Sc o t lan d  an d  rec e iv es $5,000 w h ic h  does no t  

c o nst i tut e  e arne d  inc o m e  w i t h in  t h e  m e an ­
i n g  o f  p arag rap h  ( c )  o f  t h i s  sec t io n. 
W h e t h e r  H  an d  W  -f i le  t he ir inc o m e  t ax  

re t urn s se parat e ly  o r jo in t ly , t he  ag g re gat e  

am o un t  e x c ludable  f ro m  t he ir gross inco m e  

un d e r p arag rap h  ( a )  o f  t h is se c t io n  is 

$ 2 0 ,0 0 0 .

E x a m p l e  ( 3 ) T h e  fac t s are  t he  sam e  as 

i n  e x am p le  ( 2 ) ,  e x c e pt  t h a t  W  rec e iv es 

$ 10,000  d u r in g  he r  t ax able  y ear 1963 fo r  

serv ices pe rfo rm e d  i n  a  priv at e  em p lo y m e n t

abro ad  d ur in g  suc h  t ax able  y e ar. W h e t h e r  

H  an d  W  f i le  t h e i r  inc o m e  t ax  re t urns sep ­
arat e ly  o r jo in t ly , t h e  ag g re gat e  am o un t  e x ­
c lud ab le  f ro m  t h e i r  gro ss inc o m e  un d e r  

p arag rap h  ( a )  o f  t h is se c t io n is $30,000.
E x a m p l e  ( 4 ) .  T h e  fac t s are  t he  sam e  as 

i n  e xam ple  ( 3 ) ,  e xc ept  t h a t  H  an d  W  are  

do m ic i le d  in  a  n o n c o m m un i t y  p ro pe rt y  

ju r i sd i c t i o n . W h e t h e r  H  an d  W  f i le  t h e ir  

inc o m e  t ax  re t urn s se parat e ly  o r jo in t ly , t he  

agg re g at e  am o un t  e x c ludable  f ro m  t he ir  

gro ss inc o m e  un d e r  p arag rap h  ( a )  o f  t h is  

se c t io n  is $30,000.

E x a m p l e  ( 5 ) .  H , a  Un i t e d  St at e s c it iz en  

w h o  f i les h i s  re t urn s f o r  t h e  c ale n dar y ear  

usin g  a c ash  re c e ipt s an d  d isburse m e nt s  

m e t h o d  o f  ac c o un t ing  is priv at e ly  em plo y ed  

an d  a bo n a f ide  re sid e n t  o f  Sc o t lan d  f o r  h is  

e n t i re  t ax able  y ear 1963. H  rec e iv es $50,000 

d ur in g  h is t ax able  y ear 1963 fo r  serv ice s pe r ­
f o rm e d  abro ad  d u r i n g  suc h  t ax able  y ear. 
W , t he  w i f e  o f  H , is a no nre side n t  a l ie n  

w h o  has ne v e r be e n  pre se n t  in  t he  Un i t e d  

Stat e s an d  e arns n o  inc o m e  o f  h e r  o wn. 
H  an d  W ’s m ari t a l  do m ic i le  is i n  a  c o m ­
m un i t y  pro pe rt y  Jurisdic t io n. O n e -h a l f  o f  

H ’s e arn ing s ($25,000) be lo n g  t o  W  un d e r  

c o m m un i t y  p ro pe rt y  law s an d  W  is e xe m pt  

f ro m  t ax  o n  suc h  am o un t  be c ause  i t  is i n ­
co m e f ro m  so urc e s w i t h o ut  t he  Un i t e d  State s. 
T h e  d iv isio n  o f  incom e , ho wev e r, also  d iv ide s  

t h e  e xe m pt io n  pro v ide d  un d e r  p arag rap h  (a )  

o f  t h is sec t io n. T hus, t he  am o un t  e x c lud ­
able  by  H  f ro m  h is gro ss inc o m e  un d e r  p a ra ­
g rap h  ( a )  o f  t h is se c t io n is l im i t e d  to  $ 10 ,000 ; 
t h e  re m ain in g  $15,000 is in c lud ible  i n  H ’s 

gro ss inc om e .

(5 ) C e r t a i n  a m o u n t s  n o t  ex c l u d a bl e .  

N o  am ount—

( i )  R ec e iv ed by  an  indiv idual as a  

pensio n o r annui ty , o r
( i i )  Inc luded by  an  indiv idual in  his 

gross incom e by  reaso n o f  sect ion 402 (b) 
(re lat ing  to t axabi lit y  o f  bene f ic iary  o f  

n o n-e x e m pt  t rust ),  sect ion 403 (c ) (re ­
lat ing  to t axabil i t y  o f  bene fic iary  unde r  

a  no nquali f ie d an n ui t y ), o r sect ion 403 

(d )  (re lat ing  to t axabi lit y  o f  bene fic iary  

unde r c e rtain  fo rfe i t able  cont racts pur ­
chased by  exe m pt  o rganiz at io ns o r p ub ­
lic  sc h o o ls),

m ay  be  exc luded f ro m  the gross incom e  

o f  such ind iv idual unde r p arag rap h  (a )  
o r  (b )  o f  this sect ion.

( 6 ) T r e a t m e n t  o f  d ed u c t i o n s . I n  any  

case  in  w h ic h  any  am o unt  is exc luded  

f ro m  the  gross incom e o f  an  indiv idual  
unde r p arag rap h  (a )  o r (b )  o f  this sec ­
t ion, the re  shall be  d isallo wed  as a de ­
duct io n any  expenses, losses, o r  o the r  

i t em s o therw ise  deduct ible  (o t he r t han  

those  al lo wed by  sect ion 151, re lat in g  

to pe rsonal e xe m pt io ns), pro pe rly  al lo ­
c able  to o r charge able  against  the  

am o unt  so exc luded f ro m  gross incom e. 
I f  the  e arned incom e exc ludable  unde r  

p arag rap h  ( a )  o r (b )  o f  this sect ion  

(de t e rm ined w ithout  re g ard  to the  app l i ­
cable  $20,000 o r $35,000 lim it at io n ) e x ­
ceeds the  earned incom e exc ludable  

unde r p arag rap h  (a )  o r (b )  o f  this sec ­
t ion, the  am o unt  disallowe d as a  de ­
duct ion shall be  lim ited to an  am o unt  

w hich  be ars the  sam e  rat io  to the  to t al  
o f  such it em s pro pe rly  allo cable  to  o r  

charge able  against  such earned incom e  

so e xc ludable  (de te rm ined w ithout  re ­
g ard  to the  applic able  $20,000 o r $35,000 

l im it at io n ) as the  am ount  exc luded fro m  

gross incom e unde r parag rap h  (a )  o r
(b )  o f  this sect ion bears to  such earne d  

incom e (de t e rm ined w it ho ut  re gard  to, 
the  appli c able  $20,000 o r $35,000 lim ita ­

t io n ) . Howeve r, deduct io ns which are 
no t  pro pe rly  allo cable  to  o r chargeable 

against  e arned incom e excluded under 
p arag rap h  (a )  o r  (b )  o f  this section 

are  deduct ible  in  t he ir ent irety  (subject 
to  specific  statuto ry  lim itat ions relating 

to such i t e m s). Exam ple s o f  such items 
inc lude  pe rso nal and  fam i ly  medical ex­
penses, re al estate taxe s on a personal 
residence, intere st  on m ort gage  on per­

so nal residence, and charit able  deduc­
t ions.

(e )  R e t u r n s  a n d  d ec l a r a t i o n s o f  esti­

m a t e d  t a x — (1 ) R e t u r n s .  A ny  return 

f i led be fo re  the  com ple t ion of the 
perio d necessary  to  q uali fy  a  citizen for 
the  exem pt ion unde r parag raph  (a) or
( b )  o f  this sect ion shall  be  filed with­
out  re gard  to the  exem pt ion provided 

by  such p arag raph , but  c laim  fo r credit 
o r re fun d  o f  any  ov e rpaym ent  of tax 

m ay  be  f i led i f  the  t axpay e r subsequently 

quali f ie s f o r  the  exem pt ion under such 

parag raph . A  t axpay e r desiring an ex­
t ension o f  t im e  (in  addit io n to  the auto­
m at ic  extension o f  t im e granted by 

§ 1.6081-2) f o r  f i l ing  the  return until 
af t e r  the  com ple t ion o f  the  qualifying 

perio d unde r p arag rap h  (a )  or (b) of 
th is sec t ion shall  m ake  application 

t he re fo r o n  F o rm  2350, Applicat ion for 
Extensio n o f  T im e  f o r  F i l ing  U.S. In­
com e T a x  R e turn . Such application 

shall  be  f i led w i t h  the  in te rnal revenue 

officer (Dire c to r, Office o f  International 
Operat io ns, In t e rn al  R ev enue  Service, 
W ash in g t o n  25, D.C., o r the  district di­
re c t o r) w i t h  w ho m  the  re t urn  is required 

to be  f i led. T h e  applicat io n shall set 
f o rt h  the fac t s re l ied upon to justify the 
extension o f  t im e requested and include 

a  stat em ent  as to the  earliest  date the 

t axpay e r expects to be  in  a  position to 
de te rm ine  w he the r he  w i l l  be entitled to 
the  exc lusion pro v ided by  paragraph (a) 
o r (b )  o f  this sect ion. A n  extension of 
t im e m ay  be  g rant e d  f o r  more than 6 

m onths in  the  case o f  taxpay ers who are 

abro ad. Se e  sect ion 6081 and § 1.6081-1. 
See  sect ion 6012(c ) and  paragraph (a)
(3 ) o f  § 1.6012-1, re lat in g  to the returns 

to  be  f i led and  the  in fo rm at io n to be fur­
nished by  indiv iduals who  quali fy  for ex­
em pt ion unde r sect ion 911.

(2 ) D e c l a r a t i o n  o f  es t i m a t ed  tax. In 

est im at ing his gross incom e fo r the pur­
pose  o f  m ak ing  a  dec larat io n of esti­
m ate d tax  f o r  any  taxable , year, a citizen 

o f  the  Unit e d  Stat es is no t  required to 
take  into  acco unt  incom e which he be­
lieves w i l l  be  exc luded f ro m  gross income 

unde r the  prov isions o f  paragraph (a) 
o r (b )  o f  this sect ion. However, if the 
ac tual am o unt  o f  the  exclusion is less 
t h an  the am ount  ant ic ipat ed, the citizen 

m ay  be  subje c t  to  an  addit ion to tax 

unde r the prov isions o f  sect ion 6654 and 

the  regulat io ns thereunder. -

( f )  D e f i n i t i o n  o f  “ f o r e i g n  c o u n t r y -

r  ne  i e rm  io re ign  country  means iw** 
to ry  unde r the  sov e re ignty  o f  a govern­
m ent  o ther t han  t hat  o f  the United 

St ate s and inc ludes the  air space over 
such territo ry . I t  does no t  include a 

possession o r t e rri t o ry  o f  the United 

States.
( g )  A p p l i c a b i l i t y  o f  sec t i o n , ( i )  The 

rule s contained in  this section apply ^  

t axable  y ears ending af t e r September % 

1962, but  only  w it h  respect  to am ounts-"
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(1) R ece iv ed a f t e r  M a r c h  12, 1962, 
which are  a t t r i but ab le  t o  se rv ic e s p e r ­
formed af t e r D e c e m be r  31, 1962, o r

(ii) R ec e iv ed a f t e r  D e c e m be r  31,1962, 
which are  a t t r i but able  t o  se rv ic e s p e r ­
form ed on o r be f o r e  D e c e m be r  31, 1962, 
unless on M a rc h  12, 1962, t h e re  e x ist e d  

a right (w h e t h e r  f o r f e i t a b le  o r  n o n f o r ­

feitable) t o  re c e iv e  suc h  am o un t s.
(2) R u l e o f  a p p l i c a t i o n .  See  p a ra ­

graph (c ) (2 ) and (4 ) o f  § 1.911-1 f o r  a  

statement and i llust rat io n o f  the  rules 

governing the de te rm inat io n o f  the  exist ­
ence of a righ t  re fe rre d  to in  subpara ­
graph ( 1) ( i i ) o f  this parag raph .

(3) I l l u st r a t i o n . T h e  applicat io n o f  

the provisions o f  this p arag rap h  m ay  

be illustrated by  the  fo llo w ing  exam ple :

Example. A, a Un i t e d  St at e s c i t i z en  w h o  

flies his re t urns f o r  t he  c a le n dar y ear using  

a cash receipts an d  d isburse m e nt s m e t ho d  

of accounting, is p r iv at e ly  e m p lo y e d  an d  a  

bona fide residen t  o f  B e lg ium  f o r  t he  en t ire  

period January  1,1962, t h ro ug h  De c e m be r 31, 
1968. A ’s salary  is $18,000 pe r y e ar an d  t he  

entire am ount  is re c e iv ed  i n  t he  y ear i t  is  

earned. In  add i t io n , o n  J une  1, 1963, A  

receives a supple m e nt ary  salary  pay m e n t  o f  

$5,000 at t ributable  t o  se rv ice s pe rf o rm e d  d u r ­
ing 1962, but  w i t h  re spec t  t o  w h ic h  A  h ad  

no right in  exist ence  o n  M arc h  12, 1962. 
Under the pro v isio ns o f  subp arag rap h  (1 )  ( i i )  

of this paragraph, t he  sup p le m e n t ary  salary  

is subject to t he  rule s c o n t ain e d  i n  t h is sec ­
tion. Under p arag rap h  ( d ) ( 1 )  o f  t h is sec ­
tion, the supple m e nt ary  salary  pay m e n t  is 

considered rec e iv ed by  A  i n  1962. Un d e r  

paragraph (a )  ( 4 )  o f  t h i s  sec t io n, t h a t  p o r ­
tion of the am o un t  re c e iv e d by  A  w h ic h , 
subject to t he  l im i t at io n s o f  p arag rap h  (d )  

of this section, w h e n  ad de d  t o  o t h e r q ua l i ­
fying amounts re c e iv e d by  A  d ur in g  t he  

taxable year 1962, do e s no t  exceed an  am o un t  

computed on a d a i ly  basis a t  an  an n ua l  rat e  

of $20,000 shall be  e x c ludable  f ro m  A ’s gro ss 

income. Since A  re c e iv ed $18,000 o f  e x c lud ­
able amounts d ur in g  h is t ax able  y ear 1962, 
$2,000 o f the  supp le m e n t ary  salary  pay m e nt  

is excludable f ro m  h is gross inc o m e  unde r  

paragraph (a )  o f  t h is se c t io n an d  t he  re ­
maining $3,000  is i n c lud ible  i n  h i s  gross  

income.

[F.R. Doc. 63-7451; F i le d , J uly  15, 1963;
8:52 a.m .]

SUBCHAPTER B— ESTATE A ND GIFT TAXES 

[T .D. 6666]

PART 20— ESTA TE T A X ; ESTA TES O F 
DECEDEN TS D YI N G  A FT ER A U GU ST  
16, 1954

PART 25— GIFT T A X ; G IFTS M A D E 
AFTER D ECEM BER 3 1 , 1 9 5 4

Estate and Gif t  T a x  Re g u la t io n s; D e ­

duction f o r Ce r t a in  St a t e  D ea t h  
Taxes on Ch a r it a b le  T ran sf e rs

On May 23, 1963, no t ice o f  proposed  

making to c o nfo rm  the  Estat e  T ax  

Regulations (26 C F R  P a r t  20) and  the  

Gift Tax R egulat ions (26 C F R  P a r t  25) 
to the Se lf -Em ploy ed Ind iv iduals T ax  

Retirement Act  o f  1962 (76 Stat . 809), 
Mid to make a c lari fy ing  change  in  the  

Estate T ax R egulat io ns re lat ing  to the  

deduction fo r ce rt ain  St at e  deat h  t axe s 

on charitable t ransfers, w as published  in  

w e  Feder al  Re g is t e r  (28 F.R . 5157). No  

ejection to the  rules pro posed w as r e - 

eived during the  30 -day  pe rio d  p re - 

sonbed in the not ice. T h e  am endm ents 
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o f  the  regulat io ns as proposed are  he reby  

adopted.

(Se c . 7805 o f  t h e  In t e rn a l  R e v e n ue  Co de  o f  

1954 ( 68A  St at . 917; 26 U.S .C . 7 8 0 5 ))

[ s e a l ] B e r t r a n d  M . H a r d i n g ,
A c t i n g  C o m m i s s i o n e r  o f

I n t e r n a l  R e v e n u e .

A ppro v e d : July  9,1963.

S t a n l e y  S. S u r r e y ,
A ss i st a n t  S e c r e t a r y  o f  t h e  

T r e a su r y.

I n  o rde r to c o n fo rm  the  Estat e  T ax  

R e gulat io ns (26 C F R  P ar t  20) and  the  

G i f t  T a x  R egulat io ns (26 C F R  P ar t  25) 
to  the  Se lf -Em p lo y e d  Ind iv iduals T ax  

R e t i rem ent  A c t  o f  1962 (76 St at . 809) 
and  to m ak e  a  c lari fy ing  change  in  the  

Estat e  T a x  R egulat io ns re lat in g  to the  

deduc t ion f o r  ce rt ain  State  de at h  taxes  

on c hari t able  t ransfe rs, such re gulat io ns  

are  am ended  as f o l lo w s:
P a r a g r a ph  1. Se ct ion 20.2039 is 

am ended by  rev ising sec t ion 2039(c ) and  

the  h ist o rical no te  to  re ad  as fo l lo w s:

§  20 .2 0 3 9  St atuto ry  p ro v i s i o n s; an n ui ­

t ies.

Se c . 2039. A n n u i t i e s  * * *
( c )  E x e m p t i o n  o f  a n n u i t i e s  u n d e r  c e r ­

t a i n  t r u s t s  a n d  p l a n s .  N o t w i t h st an d in g  t he  

pro v is io ns o f  t h i s  se c t io n o r o f  an y  pro v isio n  

o f  law , t he re  sh a l l  be  e xc lude d  f ro m  t h e  gross 

estat e  t he  v alue  o f  an  an n ui t y  o r  o the r p ay - 

m e n t  re c e iv able  by  an y  be ne f ic iary  (o t h e r  

t h an  t h e  e x e c ut o r) un d e r—
(1 )  A n  em plo y e e s’ t rust  (o r  un d e r  a  c o n ­

t rac t  purc h ase d  by  an  em ploy ee s’ t rus t )  
f o rm i n g  p art  o f  a  pe nsio n , sto ck  bo n us, o r  

p ro f i t -sh ar in g  p lan  w h ic h , a t  t h e  t im e  o f  

t h e  de c e de nt ’s se parat io n  f ro m  e m plo y m e n t  

(w h e t h e r  by  d e at h  o r o t h e rw i se ),  o r  a t  t he  

t im e  o f  t e rm in at i o n  o f  t h e  p la n  i f  e arlie r, 
m e t  t h e  re q uire m e n t s o f  se c t io n 4 0 1 (a ) ;

(2 )  A  re t i re m e n t  an n u i t y  c o n t rac t  p u r ­
chase d  by  an  e m plo y e r (an d  n o t  by  an  e m ­
ployees* t rus t )  p ursuan t  t o  a p lan  w h ic h , at  

-t he  t im e  o f  d e c e de nt ’s se parat io n  f ro m  e m ­
p lo y m e n t  (b y  de at h  o r o t h e rw i se ) , o r a t  t h e  

t im e  o f  t e rm in at i o n  o f  t h e  p lan  i f  e arli e r, 
w as a  p lan  de sc ribe d  i n  se c t io n 4 0 3 (a ) ; o r

(3 )  A  re t i re m e n t  an n u i t y  c o n t rac t  p u r ­
c hased  f o r  an  em plo y e e  by  an  e m plo y e r  

w h ic h  is an  o rg an iz at i o n  re f e rre d  t o  i n  sec ­
t i o n  5 0 3 (b ) ( 1 ) ,  ( 2 ) ,  o r ( 3 ) ,  an d  w h ic h  is 

exe m pt  f ro m  t ax  un d e r  se c t io n 5 0 1 (a ).

I f  suc h  am o un t s p ay able  a f t e r  t he  d e at h  o f  

t h e  de c e de nt  un d e r  a p lan  de sc ribe d  i n  p a ra ­
g rap h  ( 1 ) o r  ( 2 ) o r  unde r. a  c o n t rac t  de ­
sc ribe d  i n  p a rag rap h  (3 )  are  a t t r i but able  

t o  any  e x t e nt  t o  pay m e nt s o r c o n t r ibut io n s  

m ad e  by  t he  de ce dent , n o  e xc lusio n  sh a l l  be  

al lo w e d  f o r  t h a t  p a r t  o f  t he  v alue  o f  suc h  

am o un t s i n  t h e  p ro p o rt i o n  t h a t  t he  t o t a l  
pay m e nt s o r c o n t r ibut io n s m ad e  by  t he  d e ­
c e de n t  be ars t o  t h e  t o t a l  pay m e nt s o r c o n ­
t r ibut io n s m ade . F o r  purpo se s o f  t h is su b ­
sec t io n, c o n t r ibut io n s o r  pay m e nt s m ad e  by  

t h e  de c e de nt ’s em p lo y e r o r fo rm e r em plo y e r  

un d e r a  t rust  o r p lan  de sc ribe d  in  p arag rap h
( 1 ) o r ( 2 ) sh al l  n o t  be  c o nside re d t o  be  c o n ­
t r ibu t e d  by  t he  de c edent , an d  c o n t r ibut io n s  

o r  pay m e nt s m ad e  by  t h e  de c e de nt ’s e m ­
p lo y e r o r f o rm e r em plo y e r t o w ard  t h e  p u r ­
chase  o f  a n  an n u i t y  c o n t rac t  de sc ribe d  i n  

p arag rap h  ( 3 ) shal l , t o  t he  e x t e n t  e x c ludable  

f ro m  gro ss inc o m e  un d e r  se c t io n 4 0 3 (b ) ,  
n o t  be  c o nside re d  t o  be  c o n t r ibut e d  by  t he  

. de ce dent . T h i s  subse c t io n  sh al l  ap p ly  to  a l l  
de cedent s d y in g  a f t e r  De c e m be r 31, ,1953. 
F o r  purpo se s o f  t h i s  subse c t io n , c o n t r i bu ­
t i o ns o r pay m e nt s o n  be h a l f  o f  t h e  de c edent  

w h i le  h e  w as an  em plo y e e  w i t h i n  t he  m e an ­
i n g  o f  se c t io n  4 0 1 (c ) (1 )  m ad e  un d e r  a  t rust  

o r p la n  de sc ribe d  i n  p a rag rap h  ( 1 ) o r ( 2 )
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gv>n.n be  c o nside re d  t o  he  c o n t r ibut io n s or 

pay m e nt s m ad e  by  t h e  de ce dent .

[Se c . 2039 as am e nde d  by  secs. 2 3 (e ) ,  6 7 (a ) , 
T e c h n ic al  A m e nd m e n t s A c t  1958 (72 St at . 
1622, 1658 ); sec. 7 ( i ) ,  S e l f -Em p lo y e d  I n ­
d i v id uals  T ax  R e t i re m e n t  A c t  1962 (76 St at . 

8 3 0 )]

P ar . 2. P arag rap h s (b )  (2 ) an d  (c ) (1 ) 
o f  § 20.2039-2 are  am ended to re ad as 

fo llo ws:

§ 2 0 .2 0 3 9 -2  A nnuit i e s un d e r  “ q ua l i f i e d  

p lan s”  and  sec t ion 4 0 3 (b )  annuit y  

contracts.

* * * * *

(b )  P l a n s  a n d  a n n u i t y  c o n t r a c t s  t o  

w h i c h  sec t i o n  2 0 3 9 (c ) a p p l i es.  * * *

(2 )  A  re t irem ent  annuit y  c o nt rac t  

purc hased by  an  em ploy er (an d  not  by  

an  em ployees’ t rust ) pursuant  to  a p lan  

which, at  the  t im e o f  decedent ’s se para ­
t ion f ro m  em ploy m ent  (by  deat h  or  

o t he rw ise ), o r at  the  t im e o f  the  earli e r  

t e rm inat io n o f  the  p lan , w as a  p lan  de ­
sc ribed in  section. 4 0 3 (a ) ; o r

* * * * *

(c )  A m o u n t  e x c l u d a b l e  f r o m  t h e  g r o ss 

est a t e.  (1 ) T h e  am o unt  to be  exc luded  

f ro m  a decedent ’s gross estate  unde r sec ­
t io n 2039(c ) is an  am o unt  w h ic h  be ars  

the  sam e rat io  to  the  v alue  at  the  dece ­
dent ’s de at h  o f  the  annuity  o r o ther p ay ­
m ent  rece iv able  by  the  bene f ic iary  as the  

em plo y er ’s c o nt ribut io n (o r  a  c o n t ribu ­
t io n m ade  o n  his be h a l f ) o n  the  e m ­
plo y ee ’s acco unt  to  the  p lan  o r to w ards  

the  purchase  o f  the  annuit y  cont rac t  

be ars to the  t o t al cont ribut io ns o n  the  

em ploy ee ’s acco unt  to  the  p lan  or 

t o w ards the  purchase  o f  the  annuit y  

contrac t . I n  apply ing  the  rat io  set  

f o rt h  in  the  pre c eding  sentence, p ay ­
m ents o r cont ribut io ns m ade  by  the  

em plo y er (o r  o n  its be h a l f ) t o w ard  

the  purchase  o f  an  annuity  c o n ­
t rac t  described in  p arag rap h  (b )  (3 ) o f  

this sect ion shall  be  considered to  in ­
c lude  only  such pay m ents o r c o nt ribu ­
t ions as are , o r were , e xc ludable  f ro m  

the  em ploy ee ’s gross incom e unde r sec ­
t io n  4 0 3 (b ). F o r  purposes o f  this rat io , 
cont ribut io ns o r pay m ents m ade  unde r  

a  p lan  desc ribed in  subparag raph  ( 1) 
o r ( 2 ) o f  p arag rap h  (b )  o f  th is sect ion 

o n be h alf  o f  the  decedent  w hile  he  was 

an  em ploy ee  w i t h in  t he  m e an in g  o f  sec ­
t io n 401 (c ) ( 1) w i t h  respect  to  suc h p lan  

shall  be  considered to  be  cont ribut io ns 

o r pay m ent s m ade  by  the  decedent  and  

no t  by  the  em ploy er. Furt he rm o re , in  

apply ing  th is rat io , the  v alue  at  the  

decedent ’s deat h  o f  the  annuit y  o r o ther  

pay m ent  is de te rm ined in  ac co rdanc e  

w it h  the  rule s se t  f o rt h  in §§ 20.2031-1, 
20.2031-7, 20.2031-8, and  20.2031-9.

P ar . 3. P a rag rap h  (b )  (2 ) o f  § 20.2053- 
9 is am ended by  insert ing “ t ran sfe r ’ in 

lieu o f  “ bequest ”  and, as so am ended, 

reads as fo llo w s:

§  2 0 .2 0 5 3 -9  De duc t io n  f o r  ce rtain  State  

de at h  taxes.
* * * * *

(b )  C o n d i t i o n  f o r  a l l o w a n c e  o f  d e d u c - 

*tiOTl, * * *
(2 ) F o r purposes o f  th is parag raph , 

the  F e de ral estate  t ax  is considered to  

be  equit ably  appo rt io ne d am o ng all  the  

t ransfe re es (inc lud ing  t he  decedent ’s 

surv iv ing spouse and  the  charit able , etc.,


