eign corporations doing business here. be
taxed at flat statutory or treaty withholding
rates, no further U.S, tax should be imposed
on such income. Thercfore, in applying the
proposed 80 percent test, such incoms of the
foreign corporation, whether from -U.S. or
foreign sources, should be disregarded and
the test applied only to the corporation’s
other income. Furthermore, -if the 80 per-
cent rule is met, the dividends of such cor-
porations should be subject to tax only to
the extent that such dividends are from U.S,
source income other than income from stock
investments in the United States,

Withholding requirements should conform
to the incidence of tax, and therefore with-
holding should be required on dividends pald
by foreign corporations doing business in the
United States with 80 percent or more U.S.
source income to the extent such dividends
are from U.S. source income other than In-
come from stock Investments in the United
States,

With the adoption of the revisions pro-
posed in U.S. system of taxing nonresident
-aliens and foreign corporations, the regu-
lations dealing with the accumulated earn-
ings tax will be revised to eliminate the ap-
‘plication of this tax to foreign corporations
not doing business in the United St
which are owned entirely by nonresideus
aliens. The accumulation of earnings by
such corporations will not result in the
avoldance of U.S. taxes. However, because
of possible avoidance of the revised second
dividend tax, tho accumulated earnings tax
will remain applicable to foreign corpora-
tions doing business here. .

5. Estate tax and related matters: (a) In-
crcase the $3,000 exemptlon from tax to
$30,000 and substitute for regular U.S. estate
tax rates a 5-10~15 percent rate schedule; (b)
. provide that bonds issucd by domestic corpo=

rations or governmental units and held hy

nonresident alicns arc property within the
United States- and therefore aro subject to
ecstate tax; and (c) provide that tcansfers of
intangible property by a nonresident allen

engaged in business in the Unijted States are

not subjcet to glft tax.

It s gonerally believed that high estate
taxes on foreign investors are one of the
most important dcterrents in our tax laws to
foreign investment in the United States. Our

rates In many cases are higher than those of

other countrics and in these situations, de-
spite tax conventions and statutory forcign
estate tax credits, nonresidents who invest in
the United States suffer an estate tax burden.
Moreover, under present law a nonresident
alien’s estate must pay heavier estate taxes
on its U.S. assets than would the cstate of o
U.S. citizen owning the same assets.

To mitigate this deterrent to invéstment
and to rationalize the estate tax treatment
of nonresident aliens, the exemption for es-
tates of nonresident alien deccdents should
be Increascd from $2,000 to $30,000 and such
estates should be subject to tax at the .fol-
lowing rates: ’

If the taxable estate is not over swo.ooo.'

" the tax should be 5 percent of the taxablc
estato.

If the taxable estate is over $100,000 but
not over $750,000, the tax shall be $5,000, plus
10 percent of excess over $100,000.

If the taxable cstate is over $750,000, the
tax shall be $70,000, plus 15 percent of excess
over $750,000.

The increase in exemption and rcduced
rates will bring U.S, effective estate tax rites

higher than those. imposed upon resident
estates in Switzerland, Germany, France, and
the Netherlands, for example, but substan-
tially below those imposed on resident estates
in the Unitec Kingdom, Canada, and It:ly.
Thus U.S. investment from these Iatter
countries bears no higher estate tax than
local investment because of forelgn tax
credits or exemptions provided in such coun-
tries. The proposed tax treatment of ihe
U.S. estates of nonresident aliens is similar
to the treatment accorded the estates of non-
residents by Canada, whose rates on the
estates of its citlzens are comparable to our
own. Where additional reductions are justi-
fied these may be made by treaty.

These- changes should result in more ap-
propriate estate tax trcatment of nonresident
‘aliens and thereby improve the climate for
forelgn Investment in the United States.
Particularly in the case of nonresident allen’
deccdents who have only a small amount of
U.S. property in their estates, present U.S.
rates and the limited excmption provided:
result in an excessive eflective rate of estate
tax.” The proposed changes correct this sit-
uation. The new rates will produce for non-
resident allens' estates an effective rate of
tax on U.S. assets which in many cases ls
comparable to that applicable to U.S. citi-
zens who may avail themsclves of the $60.000
exemption a~¢ marital deduction (which are
not avaliable to nonrcsident allens). '

The following flgures show the cffcctive
rates for nonresident allens under present
law, and the effective rates produced by the
proposcd cxemption and rates as compared
to those applicable to the estates of U.S.
citizens electing and not elceting the marltal-
deduction:

Nouresi- | Nonresi-| U.S. LR
dent dent citizen citizen
¥7.8. gross | alien allen with | without
estate under under | marital | marlta
“present | propored | deduct- deduce.
Jaw- law tion tlon
$60,000_..:.c. 12.5 . 2.0 feeeentimcan]aononnn. -
100,000 ccneea ‘17,3 3.0 {oamemeeae 3.0
500,000, caeuna 25.8 7.4 8.0 221
1,000,000 « e 38.8 - 8.8 111 T
5,000,000. ... .43.0 12.6 16.9 4.3
[P. 4263]

As part of this revision of the estate tax,
the situs rule with respect to -bunds should
be changed. The present rule, very fre-
quently modified by treaty, is that bonds
have situs where they are physically located.
This rule is illogical, permits tax avoidance,
and is not a suitable way to determine
whether bonds are subject to an estate tax
as their location is one of their least sig-
nificant characteristics for tax purposes.
Other intangible debt obligatians are pres-
ently treated as property within the United
States if issued by or enforcible against a
domestic corporation or resident of the
United States. Accordingly, it Is recom-
nended that our law be amended to provide
that bonds issued by domestic corporations
or domestic governmental units and held by
nonresident allens are property within the
United States and therefore subject to estate
tax.

Furthermore, a present defect in the oper-

"ation of the credit against the estate tax

on nonresident allens to a level somiewhat |
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for State death taxes in the case of non-:
resident aliens should be corrected. Un-
der present law the the estate of a non-
resident alien may receive the full credit



