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68A Stat. 78,
204,
.26 USC 265, 591.

26 USC 861,

ble under section 591 (determined without regard to section 265)
in computing the taxable income of such institutions, and

“(3) amounts held by an insurance company under an agree-
ment to pay interest thereon. Effective with respect to amounts
paid or credited after December 31, 1972, subsection (a) (1) (A)

-and this subsection shall cease to ap(})lv.”-

(2) Section 861(a)(1) is amended by striking out subpara-
graphs (B) and (C) and inserting in lieu thereof the following:
“(B) interest received from a resident alien individual or

a domestic corporation, when it is shown to the satisfaction

_ of the Secretary or his delegate that less than 20 percent of
the gross income from all sources of such individual or such
corporation has been derived from sources within the United
States, as determined under the provisions of this part, for
the 3-year period ending with the close of the taxable year
of such individual or such corporation preceding the pay-
ment of such interest, or for such part of such period as may

be applicable,

“ (pé)) interest received from a foreign corporation (other
than interest paid or credited after December 31, 1972, by a
domestic branch of a foreign corporation, if such branch is

in the commercial banking business), when it is

shown to the satisfaction of the Secretary or his delegsate -
that less than 50 percent of the gross income from all sources
of such foreign corporation for the 3-year period endi

with the close of its taxable year preceding the aymentl%%
such interest (or for such part of such period as the corpora-
tion has been in existence) was effectively connected with
the conduct of a trade or business within the United States,

“(D) in the case of interest received from a foreign corpo-
ration (other than interest paid or credited after December 31,
1972, by a domestic branch of a foreign corporation, if such
branch is éngaged in the commercial banking business), 50
¥ercent or more of the gress income of which from all sources

or the 3-year period ending with the close of its taxable year
preceding the pag;ment of such interest (or for such part of
such period as tne corporation has been in existence) was
effectively connected with the conduct of a trade or business
within the United States, an amount of such interest which
bears the same ratio to such interest as the gross income of
such foreign corporation for such period which was not effec-
tively connected with the conduct of a trade or business within
the United States bears to its income from all sources,

“(E) income derived by a foreign central bank of issue
from bankers’ acceptances, and ‘

“(F) interest on deposits with a foreign branch of a domes-
tic corporation or a domestic partnership, if such branch is
engaged in the commercial banking business.”

(8) Section 861 (relating to income from sources within the
United States) is amended by adding after subsection (c) (as
added by paragraph (1) (B)) the following new subsection :

“(d) SeeciaL RULEs FOR APPLICATION OF Paracrarms (1) (B),
(1) (C)‘z(gl) %D), AND (2) (B) or SussecTioN (a).—

EW ENTITIEs.—For purposes of paragraphs (1)(B),
(1)(C), (1)(D), and (2) (B) of subsection (a), if the resident
alien individual, domestic corporation, or foreign corporation, as
the case may be, has no gross income from any source for the
3-year period (or part thereof) specified, the 20 percent test or
the 50 percent test, as the case may be, shall be applied with
respect to the taxable year of the payor in which payment of the -
interest or dividends, as the case may be, is made,



