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Prior to Dec. 7, 1941, petitioner conducted a business in China

of importing, exporting, and contracting for the manufacture of linens and

other goods. He sustained a war loss of assets of this business, consisting

largely of inventory. In 1966, he recovered an amount with respect to the

lost inventory and realized a gain under sec. 1333(3), I.R.C. 1954. A

replacement fund was established under sec. 1033(a)(2) and, within the

required time, petitioner used the fund to establish a manufacturing

business dealing with the same sort of goods as before. The assets of the

new business included a complete manufacturing plant as well as inventory.

Held, on the facts of this case, the proceeds of the involuntary

conversion of inventory were reinvested in property similar or related in

service or use only to the extent they were reinvested in inventory. 
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