§1.118-1

§1.118-1 Contributions to the capital
of a corporation.

In the case of a corporation, section
118 provides an exclusion from gross in-
come with respect to any contribution
of money or property to the capital of
the taxpayer. Thus, if a corporation re-
quires additional funds for conducting
its business and obtains such funds
through voluntary pro rata payments
by its shareholders, the amounts so re-
ceived being credited to its surplus ac-
count or to a special account, such
amounts do not constitute income, al-
though there is no increase in the out-
standing shares of stock of the corpora-
tion. In such a case the payments are
in the nature of assessments upon, and
represent an additional price paid for,
the shares of stock held by the indi-
vidual shareholders, and will be treated
as an addition to and as a part of the
operating capital of the company. Sec-
tion 118 also applies to contributions to
capital made by persons other than
shareholders. For example, the exclu-
sion applies to the value of land or
other property contributed to a cor-
poration by a governmental unit or by
a civic group for the purpose of induc-
ing the corporation to locate its busi-
ness in a particular community, or for
the purpose of enabling the corporation
to expand its operating facilities. How-
ever, the exclusion does not apply to
any money or property transferred to
the corporation in consideration for
goods or services rendered, or to sub-
sidies paid for the purpose of inducing
the taxpayer to limit production. See
section 362 for the basis of property ac-
quired by a corporation through a con-
tribution to its capital by its stock-
holders or by nonstockholders.

§1.119-1 Meals and lodging furnished
for the convenience of the em-
ployer.

(a) Meals—(1) In general. The value of
meals furnished to an employee by his
employer shall be excluded from the
employee’s gross income if two tests
are met: (i) The meals are furnished on
the business premises of the employer,
and (ii) the meals are furnished for the
convenience of the employer. The ques-
tion of whether meals are furnished for
the convenience of the employer is one
of fact to be determined by analysis of
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all the facts and circumstances in each
case. If the tests described in subdivi-
sions (i) and (ii) of this subparagraph
are met, the exclusion shall apply irre-
spective of whether under an employ-
ment contract or a statute fixing the
terms of employment such meals are
furnished as compensation.

(2) Meals furnished without a charge.
(i) Meals furnished by an employer
without charge to the employee will be
regarded as furnished for the conven-
ience of the employer if such meals are
furnished for a substantial noncompen-
satory business reason of the employer.
If an employer furnishes meals as a
means of providing additional com-
pensation to his employee (and not for
a substantial noncompensatory busi-
ness reason of the employer), the meals
so furnished will not be regarded as
furnished for the convenience of the
employer. Conversely, if the employer
furnishes meals to his employee for a
substantial noncompensatory business
reason, the meals so furnished will be
regarded as furnished for the conven-
ience of the employer, even though
such meals are also furnished for a
compensatory reason. In determining
the reason of an employer for fur-
nishing meals, the mere declaration
that meals are furnished for a non-
compensatory business reason is not
sufficient to prove that meals are fur-
nished for the convenience of the em-
ployer, but such determination will be
based upon an examination of all the
surrounding facts and circumstances.
In subdivision (ii) of this subparagraph,
there are set forth some of the substan-
tial noncompensatory business reasons
which occur frequently and which jus-
tify the conclusion that meals fur-
nished for such a reason are furnished
for the convenience of the employer. In
subdivision (iii) of this subparagraph,
there are set forth some of the business
reasons which are considered to be
compensatory and which, in the ab-
sence of a substantial noncompen-
satory business reason, justify the con-
clusion that meals furnished for such a
reason are not furnished for the con-
venience of the employer. Generally,
meals furnished before or after the
working hours of the employee will not
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