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(b) A nonresident alien is not to be subject to U.S. tax on
capital gains unless he is here for more than 183 days during the
year or unless such gains are effectively connected with a U.S.
business. . :

(¢) Every nonresident alien, irrespective of whether he is en-
gaged in business here, may elect to treat certain real property and
mineral income as connected with a business in order to obtain
deductions (such as depreciation and depletion) attributable to
such income.

2. A major change proposed by the bill is that, in determining the
taxation of a nonresident alien engaged in business here, an alien is
to be taxed on his taxable income which is effectively connected with
the trade or business conducted in the United States. While precise
rules are not spelled out, it appears that the concept is intended to
be broader than the present concept of gross income from U.S. sources.
For the reasons stated in the discussion of section 2 of the bill, it is
believed that this change is inadvisable.

3. The withholding rules are amended to eliminate withholding on
any item of income %other than compensation for personal services)
which is effectively connected with conduct of a trade or business in
the United States.” It is believed that withholding should continue to
be governed by the source of income rules, as these provide a much
more objective and practicable standard for a withholding agent. At
least, withholding should continue to be required with respect to divi-
dends and interest. Under the proposed changes, there would be too
great an incentive for persons to file false information with the with-
holding agent.

4. The definition of periodic income from U.S. sources (income
subject to 30 percent tax) would be expanded to include income from
the sale or liquidation of a collapsible corporation (sec. 341) and from
original issue discount (sec. 1232). The committee believes that this
extension of the definition of “periodic income” is inadvisable. The
change would not result in any appreciable increase in tax collec-
tions, since the tax could easily be avoided by selling outside of the
United States. Since it is sometimes difficult to know whether or not
section 341 or section 1232 is applicable in the first instance, this expan-
sion would tend to increase the uncertainty of taxation of nonresident
aliens, which the proposed bill is supposedly designed to reduce.

5. Asnoted above, a nonresident alien may elect to treat income from
certain real property as connected with a business in order to obtain
the benefit of deductions attributable to such income. This election
is equally applicable to a foreign corporation and the following com-
ments are pertinent both to the election available to a nonresident
alien individual and the election available to a foreign corporation.

The committee recommends that the election be extended to include
personal property “associated” with the real property involved. For
example, if a nonresident makes the election with regard to a hotel
subject to a net lease, such election would also relate to all personal
property in the hotel subject to the lease, so that the nonresident would
not have one rule applying to the hotel lease and another rule applying
to the lease of the personalty associated with the hotel. Also, it is not
clear whether the election would extend to interest from mortgages on
real property. Under the various tax conventions mortgage interest,
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