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“(A) the income, gain, or loss is derived from assets used in or held
for use in the conduct of such trade or business, or

“(B) the activities of such trade or business were a material factor
in the realization of the income, gain, or loss.

In determining whether an asset is used in or held for use in the conduct
of such trade or business or whether the activities of such trade or business
were a material factor in realizing an item of income, gain, or loss, due
regard shall be given to whether or not such asset or such income, gain, or
loss was accounted for through such trade or business. In applying this
paragraph and paragraph (4), interest referred to in section 861(a) (1) (A)
shall be considered income from sources within the United States.

“(8) OTHER INCOME FROM SOURCES WITHIN UNITED STATES.—AIll income,
gain, or loss from sources within the United States (other than income,
gain, or loss to which paragraph (2) applies) shall be treated as effectively
connected with the conduct of a trade or business within the United States.

“(4) INCOME FROM SOURCES WITHOUT UNITED STATES.—

“(A) Except as provided in subparagraph (B), no income, gain, or
loss from sources without the United States shall be treated as effec-
tively connected with the conduct of a trade or business within the
United States. :

“(B) Income, gain, or loss from sources without the United States
shall be treated as effectively connected with the conduct of a trade or
business within the United States by a nonresident alien individual or a
foreign corporation if such person has an office or other fixed place of
business within the United States to which such income, gain, or loss is
attributable and such income, gain, or loss—

“(i) consists of rents or royalties for the use of or for the privilege
of using intangible property described in section 862(a)(4) (in-
cluding any gain or loss realized on the sale of such property) de-
rived in the active conduct of such trade or business;

“(ii) consists of dividends or interest, or gain or loss from the
sale or exchange of stock or notes, bonds, or other evidences of in-
debtedness, and either is derived in the active conduct of a banking,
financing, or similar buisness within the United States or is re-
ceived by a corporation the principal business of which is trading in
stock or securities for its own account; or .

“(ijii) is derived from the sale (without the United States)
through such office or fixed place of business of personal property
described in section 1221(1), except that this clause shall not apply
if the property is sold for use, consumption, or disposition outside
the United States and an office or other fixed place of business of the
taxpayer outside the United States participated materially in such
sale.

In the case of a sale described in clause (iii), the income which shall
be treated as attributable to the office or other fixed place of business
within the United States shall not exceed the income which would be
derived from sources within the United States if the sale were made in
the United States.

“(C) No income, gain, or loss from sources without the United States
shall be treated as effectively connected with the conduct of a trade
or business within the United States if it either—

“(i) consists of dividends, interest, or royalties paid by a foreign
corporation in which the taxpayer owns (within the meaning of sec-
tion 958(a)), or is considered as owning (by applying the ownership
rules of section 958 (b)), more than 50 percent of the total combined
voting power of all classes of stock entitled to vote, or

“(ii) is subpart F income within the meaning of section 952(a).”

(e) ErFECTIVE DATES.—

(1) The amendments made by subsections (a), (c), and (d) shall apply
with respect to taxable years beginning after December 31, 1966.

(2) The amendments made by subsection (b) shall apply with respect to
amounts received after December 31, 1966.

SEC. 3. NONRESIDENT ALIEN INDIVIDUALS.

(a) TAX oN NONRESIDENT ALIEN INDIVIDUALS.—
(1) Section 871 (relating to tax on nonresident alien individuals) is

amended to read as follows:
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