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(3) Section 1249 (a) is amended by striking out “Except as provided in
subsection (c¢), gain” and inserting in lieu thereof “Gain”.

(1) Errective DATEs.—The amendments made by this section (other than
subsection (i)) shall apply with respect to taxable years beginning after Decem-
ber 31, 1966. The amendment made by subsection (i) shall apply with respect
to sales or exchanges occurring after December 31, 1966.

SEC. 5. SPECIAL TAX PROVISIONS.

() INCOME AFFECTED BY TREATY.—Section 894 (relating to income exempt
under treaties) is amended to read as follows:

“SEC. 8%4. INCOME AFFECTED BY TREATY.

“(a) IncoMe Exempr UNDER TREATY.—Income of any kind, to the extent re-
quired by any treaty obligation of the United States, shall not be included in
gross income and shall be exempt from taxation under this subtitle.

“(b) PERMANENT ESTABLISHMENT IN UNITED STATES.—For purposes of apply-
ing any exemption from, or reduction of, any tax provided by any treaty to which
the United States is a party with respect to income which is not effectively con-
nected with the conduct of a trade or business within the United States, a non-
resident alien individual or a foreign corporation shall be deemed not to have a
permanent establishment in the United States at any time during the taxable
year. This subsection shall not apply in respect of the tax computed under
section 877(b).”

(b) APPLICATION OF PRE-1967 INcOME TAx Provisions.—Subpart C of part I1I
of subchapter N of chapter 1 (relating to miscellaneous 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.— When-
ever the President finds that—

“(1) under the laws of any foreign country, considering the tax system
of such foreign country, citizens of the the United States not residents of such
foreign country or domestic corporations are being subjected to more burden-
some taxes, on any item of income received by such citizens or corporations
from sources within such foreign country, than taxes imposed by the provi-
sions of this subtitle on similar income derived from sources within the
United States by residents or corporations of such foreign country,

“(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 cor-
porations of such foreign country, and

“(8) it is in the public interest to apply pre-1967 tax provisions in accord-
ance 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 proclamation, be de-
termined under this subtitle without regard to amendments made to this sub-
chapter and chapter 3 on or after the date of enactment of this section.

“(b) ALLEVIATION OF MORE BURDENSOME TAXEs.—Whenever the President finds
that the laws of any foreign country with respect to which the President has
made a proclamation under subsection (a) have been modified so that citizens
of the United States not residents of such foreign country or domestic corpora-
tions are no longer subject to more burdensome taxes on such item of income
derived by suech citizens or corporations from sources within such foreign coun-
try, he 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 any taxable year beginning after such proclamation, be determined
under this subtitle without regard to subsection (a).

“(e¢) NOTIFICATION OF CONGRESS REQUIRED.—No proclamation shall be issued
by the President pursuant to this section unless, at least 30 days prior to such
proclamation, he has notified the Senate and the House of Representatives of his
intention to issue such proclamation.
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