United States, a nonresident alien individual
or a foreign corporation shall be deemed not
to have a permanent establishment in the
United States at any time during the tax-
able year. This subsection shall not apply
in respect of the tax computed under sec-
tion 877(b).” -~

(b) APPLICATION OF PRE-1967 INCOME Tax
ProvisioNs.—Subpart C of part II of sub-
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chapter N of chapter 1 (relating to miscel-
laneous provisions applicable to nonresident
aliens and foreign corporations) is amended
by adding at the end thereof the following
new section:

“Sec. 896. APPLICATION OF PRE-1967 INCOME
TAX PROVISIONS.

“(a) IMPOSITION OF MORE BURDENSOME
Taxes BY FOREIGN COUNTRY.—Whenever the
President finds that—

“(1) under the laws of any foreign coun-
try, considering the tax System of such for-
eign country, citizens of the United States
not residents of such foreign country or do-
mestic corporations are being subjected to
more burdensome taxes, on any item of in-
come received by such citizens or corpora-
tions from sources within such foreign coun-
try, than taxes imposed by the provisions of
this subtitle on similar income derived from
sources within the United States by resi-
dents or corporations of such foreign coun-
try.

‘“(2) .such foreign country, when requested
by the United States to do so, has not acted
to revise or reduce such taxes so that they
are no more burdensome than taxes imposed
by the provisions of this subtitle on similar
‘income derived from sources within the
United States by residents or corporations of
such foreign country, and

“(8) it is in the public interest to apply
pre-1967 tax provisions in accordance with
the provisions of this section to residents or
corporations of such foreign country,

the President shall proclaim that the tax
on such similar income derived from sources
within the United States by residents or
corporations of such foreign country shall,
for taxable years beginning after such procla-
mation, be determined under this subtitle
without regard to amendments made to this
subchapter and chapter 3 on or after the
date of enactment of this section.

“(b) ALLEVIATION OF MORE DBURDENSOME
Taxes.—Whenever the President finds that
the laws of any foreign country with respect
to which the President has made a procla-
mation under subsection (a) have been modi-~
fied so that citizens of the United States not
residents of such foreign country or domestic
corporations are no longer subject to more
burdensome taxes on such item of income
derived by such citizens or corporations
from sources within such foreign country,
he shall proclaim that the tax on such simi-
lar income derived from sources within the
United States by residents or corporations of
such foreign country shall, for any taxable
year beginning after such proclamation, be
determined under this subtitle without re-
gard to subsection (a). .

“(c) NoriFicaTION OF CONGRESS RE-
QUIRED.—No proclamation shall be issued by
‘the President pursuant to this section un-
less, at least 30 days prior to such procla-
mation, he has notified the Senate and the
House of Representatives of his intention to
issue such proclamation.

“(d) IMPLEMENTATION _BY REGULATIONS.—
The Secretary or his delegate shall prescribe
such regulations as he deems necessary or -
appropriate to implement this section.”

(c) CrERICAL AMENDMENTS.—The table of
sections for subpart C of part II of subchap-
ter N of chapter 1 is amended—

(1) by striking out the item relating to
section 894 and inserting in lieu thereof
“Sec. 894. Income affected by treaty.”;

(2) by adding at the end of such table the
following:

‘‘Sec. 896. Application of pre-1967 income tax
provisions.”

(d) ErFrFecTIVE DATE—~—The amendments
made by this section (other than subsection
(e)) shall apply with respect to taxable
years beginning after December 31, 19686.

SEC. 6. FOREIGN TAx CREDIT.

(a) ALLOWANCE OF CREDIT TO CERTAIN NON-
RESIDENT ALIENS AND FOREIGN CORPORA-

- TIONS.—

(1) Subpart A of part III of subchapter
N of chapter 1 (relating to foreign tax
credit) is amended by adding at the end
thereof the following new section:

“Sec. 906. NONRESIDENT ALIEN INDIVIDTALS
AND FOREIGN CORPORATIONS.

“(a) ALLOWANCE OF CREDIT.—A nonresident
alien individual or a foreign corporation en-
gaged in trade or business within the United
States during the taxable year shall be al-
lowed a credit under section 901 for the
amount of any income, war profits, and ex-
cess profits taxes paid or accrued during
the taxable year (or deemed, under section
902, paid or accrued during the taxable
year) to any foreign country or possession of
the United States with respect to income
effectively connected with the conduct of a.
trade or business within the United States.

“(b) SPECIAL RULES—

“(1) For purposes of subsection (a) and
for purposes of determining the deductions
allowable under sections 873(a) and 882(c),
in determining the amount of any tax paid
or accrued to any foreign country or pos-
session there shall not be taken into account
any amount of tax to the extent the tax
so paid or accrued is imposed with respzct
to income which would not be taxed by sush
foreign country or possession but for- the
fact that—

“(A) 'in the case of a nonresident alien
individual, such individual is a citizen or
resident of such foreign country or pos-
session, or

“(B) in the case of a-foreign corporation,
such corporation was created or organized
under the law of such foreign country or
possession or is domiciled for tax purposes
in such country or possession.

‘“(2) For purposes of subsection (a), in
applying section 904 the taxpayer’s taxable
income shall be treated as consisting only
of the taxable income effectively connected
with the taxpayer's conduct of a trade or
business within the United States.

“(8) The credit allowed pursuant to sub-
section (a) shall not be allowed against any
tax imposed by section 871(a) (relating to
income of nonresident alien individual not
connected with United States business) or

' 881 (relating to income of foreign corpora-

tions not connected with United States busi-
ness).

‘“(4) For purposes of sections 902(a) and
78, a foreign corporation choosing the bene-
fits of this subpart which receives divi-
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