dends shall, with respect to such dividends,
be treated as a domestic corporation.”

(2) The table of sections for such sub-
part A is amended by adding at the end
thereof the following:

“Sec. 906. Nonresident alien individuals and
foreign corporations.”

(3) Section 874(c) is amended by striking
out

*(c) ForeEIGN Tax CREDIT NOT ALLOWED.—
A non-resident” and inserting in lieut thereof

- the following:

“(c) ForeiGN TAx CrepIT.—EXcept as pro-
vided in section 906, a nonresident.”

(4) Subsection (b) of section 901 (relat-
ing to amount allowed) is amended by re-
designating paragraph (4) as paragraph (5),
and by inserting after paragraph (a) the fol-
lowing new paragraph:

“(4) NONRESIDENT ALIEN INDIVIDUALS AND
FOREIGN CORPORATIONS.—In the case of any
nonresident alien individual not described
in section 876 and in the case of any for-
eign corporation, the amount determined
pursuant to section 906; and”.

(5) Paragraph (5) (as redesignated) of
section 901(b) is amended by striking out
“or (3),” and inserting in lieu thereof *“(3),
or (4),”.

(6) The amendments made by this sub-
section shall apply with respect to taxable
years beginning after December 31, 1966. In
applying section 904 of the Internal Revenue
Code of 1954 with respect to section 906 of
such Code, no amount may be carried from
or to any taxable year beginning before Janu-
ary 1, 1967, and no such year shall be taken
into account.

(b) ALIEN RESIDENTS OF THE UNITED STATES
orR PUERTO RICO.—

(1) Paragraph (3) of section 901(b) (re-
lating to amount of foreign tax credit allowed
in case of alien resident of the United States
or Puerto Rico) is amended by striking out
“ if the foreign country of which such alien
resident is a citizen or subject, in imposing
such taxes, allows a similar credit to citizens
of the United States residing in such coun-
try”. .

" (2) Section 901 is amended hy redesig-
nating subsections (c) and (d) as subsec-
tions (d) and (e), and by inserting after
subsection (b) the following new subsection:

“(¢) SIMILAR CREDIT REQUIRED FOR CERTAIN
ALIEN RESIDENTS.—Whenever the President
finds that—

“(1) a foreign country, in imposing in-
come, war profits, and excess profits taxes,
does not allow to citizens of the United States
residing in such foreign country a credit for
any such taxes paid or accrued to the United

States or -any foreign country, as the case
may be, similar to the credit allowed under -

subsection (b) (3), .

“(2) such foreign country, when requested
by the United States to do so, has not acted
to provide such a similar credit to citizens of
the United States residing in such foreign
country, and

“(3) it is in the public interest to allow
the credit under subsection (b)(3) to citi-
zens or subjects of such foreign country only
if it allows such a similar credit to citizens of
the United States residing in such foreign
country. '
the President shall proclaim that, for taxable
years beginning while the proclamation re-
mains in effect, the credit under subsection
(b) (3) shall be allowed to citizens or subjects
of such foreign country only if such foreign
country, in imposing income, war profits, and
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excess profits taxes, allows to citizens of the
United States residing in such foreign coun-
try such a similar credit.”

(3) Section 2014 (relating to credit for for-
eign death taxes) is amended by striking out
the second sentence of subsection (a), and by
adding at the end of such section the follow-
ing new subsection:

“(h) SiMIiLAR CREDIT REQUIRED FOR CERTAIN
ALIEN RESIDENTS.—Whenever the President
finds that—

“(1) a foreign country, in imposing estate,
inheritance, legacy, or succession taxes, does
not allow to citizens of the United States
resident in such foreign country at the time
of death a credit similar to the credit allowed
under subsection (a),

“(2) such foreign country, when requested
by the United States to do so, has not acted
to provide such a similar credit in the case
of citizens of the United States resident in
such foreign country at the time of death,
and )

“(3) it is in the public interest to allow
the credit under subsection (a) in the case of
citizens or subjects of such foreign country
only if it allows such a similar credit in
the case of citizens of the United States resi-
dent in such foreign country at the time of
death,
the President shall proclaim that, in the case
of citizens or subjects of such foreign coun-
try dying while the proclamation remains in
effect, the credit under subsection (a) shall
be allowed only if such foreign country al-
[P. 1269071 _
lows such a similar credit in the case of citi-
zens of the United States resident in such
foreign country at the time of death.”

(4) The amendments made by this subsec-
tion (other than paragraph (3)) shall apply
with respect to taxable years beginning after
December 31, 1966. The amendment made
by paragraph (3) shall apply with respect to
estates of decedents dying after the date of
the enactment of this Act.

SECc. 7. AMENDMENT ToO PRESERVE EXISTING
LAaw onN DepucrioNs UNDER SecTION 931.

DepucTioNs.—Subsection (d) of section 931
(relating to deductions) is amended to read
as follows: :

“(d) DEDUCTIONS.—

“(1) GENERAL RULE.—Except as otherwise
provided in this subsection and subsection
(e), in the case of persons entitled to the
benefits of this section the deductions shall
be allowed only if and to the extent that
they are connected with income from sources
within the United States; and the proper ap-
portionment and allocation of the deduc-
tions with respect to sources of income within
and without the United States shall be de-
termined as provided in part I, under regu-
lations prescribed by the Secretary or his
delegate.

“(2) ExceprioNs.—The following deduc-
tions shall be allowed whether or not they
are connected with income from sources
within the United States:

“(A) The deduction, for losses not con-
nected with the trade or business if incurred
in transactions entered into for profit, al-
lowed by section 165(c) (2), but only if the
profit, if such transaction had resulted in a
profit, would be taxable under this subtitle.

“(B) The deduction, for losses of property
not connected with the trade or business if
arising from certain casualties or theft,
allowed by section 165(c) (3), but only if
the loss is of property within the United

States.




