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INTRODUCTION

The legislative history of H.R. 13103 is a compilation of legislative
history materials relating to the enactment of Public Law 89-809.
The purpose of this history is to make readily available all of the
public documents containing pertinent information relative to the
enactment of the law. ‘

This document sets forth in chronological order the action taken by
Congress with respect to this law. For example, section 1 sets forth
the public law; section 2, H.R. 5916 as introduced in the House of
Representatives; section 3, an explanation by the Treasury Depart-
ment of the act to remove tax barriers to foreign investment in the
United States, which was inserted in the Congressional Record on
March 8, 1965, by Chairman Wilbur D. Mills, and so on.

This document contains: (@) the hearings on H.R. 5916 before the
Committee on Ways and Means on June 30 and July 1, 1965 (which
include: H.R. 5916 as introduced in the House of Representatives;
press release of the Committee on Ways and Means, dated June 18,
1965, announcing invitation for interested persons to submit written
statements on H.R. 5916; and press release of the Committee on
Ways and Means, dated June 24, 1965, announcing public hearings on
H.R. 5916); (b) written statements by interested individuals and
organizations on H.R. 11297 submitted to the Committee on Ways
and Means (which include: H.R. 11297 as introduced in the House of
Representatives on September 28, 1965, together with summary of
principal provisions and comparative print showing changes which
would be made in existing law); and (¢) hearings on H.R. 13103
before the Committee on Ways and Means on March 7, 1966 (which
include: press release of the Committee on Ways and Means, dated
February 24, 1966, announcing the hearings on H.R. 13103 and
H.R. 13103 as introduced in the House of Representatives).

The hearings held by the Senate Committee on Finance on H.R.
13103 are also contained in this document. Included in these hearings
is H.R. 13103 as passed by the House of Representatives and referred
to the Senate Committee on Finance.

Documents incorporated in the hearings and written statements
mentioned above are not set out separately in this document; however,
appropriate cross-references are made.

The material contained herein has been inserted in toto; therefore,
the original pagination appears in all cases.

In order to facilitate the utilization of the House and Senate floor
debates on H.R. 13103, this document contains an alphabetical listing
of Members of Congress with cross-references to their remarks on the
floor of the House or the Senate, as the case may be. In this connec-
tion, however, the page numbers refer to the pages of this document.
The floor debates are taken from the Congressional Record for the
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date indicated. The page numbers of the daily Congressional Record
are bracketed.

During the course of its consideration of H.R. 13103, the Senate
Committee on Finance added amendments to the bill, some of which
were the substance of bills that were reported by the Committee on
Ways and Means and in some cases, had been passed by the House of
Representatives. One situation involves a Senate-passed bill that
was reported by the Committee on Ways and Means. These bills
appear in the appendix to this document along with the appropriate
committee reports and House and Senate floor debates where
appropriate.
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Public Law 89-809
89th Congress, H. R. 13103
November 13, 1966

An Act

80 STAT. 1539

To provide equitable tax treatment for foreign investment in the United States,
to establish a Presidential Election Campaign Fund to assist in financing the
costs of presidential election campaigns, and for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

SECTION 1. TABLE OF CONTENTS, ETC.

(a) TasLk oF CONTENTS.—
Sec. 1. Table of contents, ete.
(a) Table of contents.
(b) Amendment of 1954 Code.

TITLE I—FOREIGN INVESTORS TAX ACT

Sec. 102. Source of income.
(a) Interest.
(b) Dividends.
(c) Personal services.
(d) Definitions.
(e) Effective dates.
Sec. 103. Nonresident alien individuals.
(a) Tax on nonresident alien individuals.
(b) Gross income.
(c¢) Deductions.
(d) Allowance of deductions and credits.
(e) Beneficiaries of estates and trusts.
(f) Expatriation to avoid tax.
(g) Partial exclusion of dividends.
(h) Withholding of tax on nonresident aliens.
(i) Liability for withheld tax.
(3) Declaration of estimated income tax by individuals.
(k) Collection of income tax at source on wages.
(1) Definitions of foreign estate or trust.
(m) Conforming amendment.
(n) Effective dates.
Sec. 104. Foreign corporations.
(a) Tax on income not connected with United States business.
(b) Tax on income connected with United States business.
(c) Withholding of tax on foreign corporations.
(d) Dividends received from certain foreign corporations.
(e) Dividends received from certain wholly-owned foreign subsidiaries.
(f) Distributions of certain foreign corporations.
(g) Unrelated business taxable income.
(h) Corporations subject to personal holding company tax.
(i) Amendments with respect to foreign corporations carrying on insurance
business in United States.
(3) Subpart F income.
(k) Gain from certain sales or exchanges of stock in certain foreign
corporations.
(1) Declaration of estimated income tax by corporations.
(m) Technical amendments.
(n) Effective dates.
Sec. 105. Special tax provisions.
(a) Income affected by -treaty.
(b) Acgustment of tax because of burdensome or discriminatory fotelgn
xes,
(c) Clerical amendments,
(d) Effective date.
(e) Elections by nonresident United States citlzens who are subject to for-
eign community property laws.
(f) Presumptive date of payment for tax withheld under chapter 3.
Sec. 106. Foreign tax credit.
(a) Altliowance of credit to certain nonresldent aliens and foreign corpora-
ons.
(b) Alien residents of the United States or Puerto Rico.
(c) Foxi'gign tax credit in respect of interest received from foreign sub-
sidiaries.
Sec. 107. Amendments to preserve existing law on deductions nnder section 931.
(a) Deductions.
(b) Effective date.

Foreign Inves=
tors Tax Act
of 1966 and
Presidential
Eleotion Cam-
paign Fund Act
of 1966,
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TITLE I—FOREIGN INVESTORS TAX ACT—Continued

Sec. 108. Estates of nonresidents not citizens.
(a) Rate of tax.
(b) Credits against tax.
(¢) Property within the United States.
(d) Property without the United States.
(e) Definition of taxable estate.
(f) Special methods of computing tax.
(g) Estate tax returns.
(h) Clerical amendment.
(1) Effective date.

Sec. 109. Tax on gifts of nonresidents not citxzens
(a) Imposition of tax.
(b) Transfers in general.
(c) Effective date.

Sec. 110. Treaty obligations.

TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE CODE

Sec. 201. Application of investment credit to property used in possessions of the
United States.
(a) Property used by domestic corporations, etc.
(b) Effective date.
Sec. 202. Basis of property received on liquidation of subsidiary.
(a) Definition of purchase.
(b) Period of acquisition.
(c) Distribution of installment obligations.
(d) Effective dates.
Sec. 203. Transfers of property to investment companies controlled by transferors,
(a) Transfers to investment companies.
(b) Investment companies required to file registration statement with S.B.C.
(e) Effective date.
Sec. 204. Removal of special limitations with respect to deductibility of con-
tributions to pension plans by self-employed individuals.
(a) Removal of special limitations.
(b) Conforming amendments.
(c¢) Definition of earned income.
(d) Effective date.
Sec. 205. Treatment of certain income of authors, inventors, etc., as earned
income for retirement plan purposes.
(a) Income from disposition of property created by taxpayer.
(b) Effective date. ’
Sec. 206. Exclusion of certain rents from personal holding company income.
(a) Rents from leases of certain tangible personal property. .
(b) Technical amendments.
(c) Effective date.
Sec. 207. Percentage depletion rate for certain clay bearing alumina.
(a) 23 percent rate.
(b) Treatment processes.
(¢) Effective date.
Sec. 208. Percentage depletion rate for clam and oyster shells.
(a) 15 percent rate.
(b) Effective date.
Sec. 209. Percentage depletion rate for certain clay, shale, and slate.
(a) TY%-percent rate.
(b) Conforming amendment.
(e) Effective date.
Sec. 210. Straddles.
(a) Treatment as short-term capital gain,
(b) Effective date.
Sec. 211. Tax treatment of per-unit retain allocations.
(a) Tax treatment of cooperatives. -
(b) Tax treatment by patrons.
(c¢) Definitions.
(d) Information reporting.
(e) Effective dates.
(£) Transition rule.
Sec. 212. Excise tax rate on ambulances and hearses,
(a) Classification as automobiles.
(b) Effective date.
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TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE
CODE—Continued

Sec. 213, Applicability of exclusion from interest equalization tax of certain
loans to assure raw materials sources. -
(a) Exception to exclusion.
(b) Technical amendments.
(c) Effective date. .
Sec. 214. Exclusion from interest equalization tax for certain acquisitions by
insurance companies.
(a) New companies and companies operating in former less developed
countries. :
(b) Effective date. .
Sec. 215. Exclusion from interest equalization tax of certain acquisitions by
foreign branches of domestic banks.
(a) Authority for modification of executive orders.
(b) Effective date.

TITLE III—PRESIDENTIAL ELECTION CAMPAIGN FUND ACT

Sec. 301. Short title.
Sec. 302. Authority for designation of $1 of income tax payments to presidential
election campaign fund.
Sec. 303. Presidential election campaign fund.
(a) Establishment.
(b) Transfers to the fund.
(c¢) Payments from fund.
(d) Transfers to general fund.
Sec. 304. Establishment of advisory board.
Sec. 305. Appropriations authorized.

TITLE IV—MISCELLANEOUS PROVISIONS

Sec. 401. Treasury notes payable in foreign currency.
Sec. 402. Reports to clarify the national debt and tax structure.

(b) AMENDMENT OF 1954 Cope—Except as otherwise expressly
provided, wherever in titles I, IT, and III, of this Act an amendment
or repeal is expressed in terms of an amendment to, or repeal of, a
section or other provision, the reference is to a section or other provi-
sion of the Internal Revenue Code of 1954. .

TITLE I—FOREIGN INVESTORS TAX ACT

SEC. 101. SHORT TITLE.
This title may be cited as the “Foreign Investors Tax Act of 1966”.

SEC. 102. SOURCE OF INCOME.
®) A S h (A) of (a) (1) (rél
1 ubparagrap of section 861(a) (1) (relating to
interest from sources within the United States) ig sgmendeg to
read as follows:

“(A) interest on amounts described in subsection (c) re-
ceived by a nonresident alien individual or a foreign corpo-
ration, if such interest is not effectively connected with the
conduct of a trade or business within the United States,”.

(B) Section 861 is amended by adding at the end thereof the
following new subsection :
“((X InTEREST ON DEPOsITS, ETC.—For purposes of subsection (a)
1) ) , the amounts described in this subsection are—
1) deposits with persons carrying on the banking business,
. “(2)_deposits or withdrawable accounts with savings institu-
tions chartered and supervised as savings and loan or similar as-
sociations under Federal or State law, but only to the extent that
amounts paid or credited on such deposits or accounts are deducti-

{3

68A Stat. 275.
26 USC 861.
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80 STAT. 1542 :

68A Stat. 78, = ble under section 591 (determined without regard to section 265)

204, in computing the taxable income of such institutions, and
-26 USC 265, 591.  «(3) amounts held by an insurance company under an agree-
ment to pay interest thereon. Effective with respect to amounts
paid or credited after December 31, 1972, subsection (a)(1) (A)
-and this subsection shall cease to a.p(i)l 2.
26 USC 861, (QLSSection 861(a) (1) is amended by striking out subpara-
: graphs (B) and (C) and inserting in lieu thereof the following:
“(B) interest received from a resident alien individual or
a domestic corporation, when it is shown to the satisfaction
of the Secretary or his delegate that less than 20 percent of
the gross income from all sources of such individual or such
corporation has been derived from sources within the United
States, as determined under the provisions of this part, for
the 3-year period ending with the close of the taxable year
of such individual or such cogors,tion preceding the pay-
ment of such interest, or for such part of such period as may

be applicable,

“&?) interest received from a foreign corporation (other
than interest paid or credited after December 31, 1972, by a
domestic branch of a foreign corporation, if such branch is

in the commercial banking business), when it is
shown to the satisfaction of the Secretary or his delegste
that less than 50 percent of the gross income from all sources
of such foreign corporation for the 3-year period endi
with the close of its taxable year preceding the aymentuclg
such interest (or for such part of such period as the corpora-
tion has been in existence) was effectively connected with
the conduct of a trade or business within the United States,

“(D) in the case of interest received from a foreign corpo-
ration (other than interest paid or credited after December 31,
1972, by a domestic branch of a foreign corporation, if such
branch is éngaged in the commercial banking business), 50
¥ercent, or more of the gross income of which f%‘om all sources

or the 3-year period ending with the close of its taxable year
preceding the pag;ment of such interest (or for such part of
such period as tne corporation has been in existence) was

- effectively connected with the conduct of a trade or business

within the United States, an amount of such interest which
bears the same ratio to such interest as the gross income of
such foreign corporation for such period which was not effec-
tively connected with the conduct of a trade or business within
the United States bears to its income from all sources,

“(E) income derived by a foreign central bank of issue
from bankers’ acceptances, and :

“(F) interest on d?osits with a foreign branch of a domes-
tic corporation or a domestic partnership, if such branch is
engaged in the commercial banking business.”

(3) Section 861 (relating to income from sources within the
United States) is amended by adding after subsection (c) (as
added by paragraph (1) (B)) the followin% new subsection :

“(d) SeecraL RUres FOR APPLICATION OF Paracrarms (1) (B),
(1) (C)Z (1) (D), anp (2) (B) or SussecTiON (a).—

“(1) New entrries—For purposes of paragraphs (1)(B),
(1)(C), (1) (D), and (2) (B) of subsection (a), if the resident
alien individual, domestic corporation, or foreign corporation, as
the case may be, has no gross income from any source for the
3-year period (or part thereof) specified, the 20 percent test or
the 50 percent test, as the case may be, shall be applied with
respect to the taxable year of the payor in which payment of the
interest or dividends, as the case may be, is made.
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NSITION RULE.—For purposes of paragraphs s
%1) (D), and (2) (B) of subsectlgm (a), the gross income of the
oreign corporation for any period before the first taxable year
beginning after December 31, 1966, which is effectively connected
with the conduct of a trade or business within the United States is
an amount equal to the gross income for such period from sources
within the United States.”
(4) ﬁA) Section 895 (relating to income derived l:iy a foreign 75 Stat. 64.
central bank of issue from obligations of the United States) is 26 USC 895.
amended to read as follows:

“SEC. 895. INCOME DERIVED BY A FOREIGN CENTRAL BANK OF ISSUE
FROM OBLIGATIONS OF THE UNITED STATES OR FROM
BANK DEPOSITS.
“Income derived by a foreign central bank of issue from obligations
of the United States or of any agency or instrumentality thereof
(including beneficial interests, participations, and other instruments
issued under section 302(c) of the Federal National Mortgage Associa-
tion Charter Act (12 U.S.C. 1717)) which are owned by such foreign 78 Stat. 8005
cenntral bank of issue, or derived from interest on deposits with persons Ante, p. 164.
carrying on the banking business, shall not be included in gross income
and “shall be exempt from taxation under this subtitle unless such
obligations or deposits are held for, or used in connection with, the
conduct of commercial banking functions or other commercial activi-
ties. For purposes of the preceding sentence the Bank for Inter-
national Settlements shall be treated as a foreign central bank of issue.”
(B) The table of sections for subpart C of part II of sub-
chapter N of chapter 1 is amended by striking out the item
relating to section 895 and inserting in lieu thereof the following:
«Qec. 895. Income derived by a foreign central bank of issue from
ohligations of the United States or from bank deposits.”
(b) Divipenps.—Section 861(a)(2) (B) (relating to dividends 68A Stat. 275.
from sources within the United States) is amended to read as follows: 26 USC 861,
“(B) from a foreign corporation unless less than 50 per-
cent of the gross income from all sources of such foreign
corporation for the 3-year period ending with the close of its
taxable year preceding the declaration of such dividends (or
for such part of such period as the corporation has been in
existence) was effectively connected with the conduct of a
trade or business within the United States; but only in an
amount which bears the same ratio to such dividends as.the
gross income of the corporation for such period which was
effectively connected Wilg‘n the conduct of a trade or business
within the United States bears to its gross income from all
sources; but dividends (other than dividends for which a
deduction is allowable under section 245(b) ) from a foreign Post, p. 1558,
cor{)orahon shall, for purposes of subpart A of part IIT 26 USC 901-905;
(relating to foreign tax credit), be treated as income from Post, p. 1568.
sources without the United States to the extent (and only to
the extent) exceeding the amount which is 100/85ths of the
amount of the deduction allowable under section 245 in
respect of such dividends, or”. ’
(c¢) Personan Services.—Section 861(a) (3) (C) (ii) (relating to-
income from personal services) is amended to read as follows:
N “(ii) an individual who is a citizen or resident of the
United States, a domestic partnership, or a domestic cor-
poration, if such labor or services are performed for an
office or place of business maintained in a foreign country

71-297 O-67-pt. 1—2
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68A Stat, 278,
26 USC 864,

Post, p: 1559.

or in a possession of the United States by such individ-
ual, partnership, or corporation.”

(d)_ DeFiniTions.—Section 864 (relating to definitions) is
amended— - )

(1) by striking out “For purposes of this part,” and inserting
in lieu thereof

“(a) SaLe, Erc.—For purposes of this part,”; and

(2) by adding at the end thereof the following new subsections:

“(b) TrapE or BusiNess WrrmrN THE UNrTED StaTES.—For pur-
poses of this part, part IT, and chapter 8, the term ‘trade or business
within the United States’ includes the performance of personal serv-
ices within the United States at any time within the taxable year, but
does not include— -

“(1) PERFORMANCE OF PERSONAL BERVICES FOR FOREIGN EM-
PLoYER.—The performance of personal services—

“(A) for a nonresident alien individual, foreign partner-
ship, or foreign corporation, not engaged in trade or business
within the United g&tes, or

“(B) for an office or place of business maintained in a
foreign country or in a possession of the United States by
an individual who is a citizen or resident of the United States
or by a domestic partnership or a domestic corporation,

by a nonresident alien individlt)lal temporarily present in the
United States for a period or periods not excee ing a total of
90 days during the taxable year and whose compensation for such
services does not exceed in the aggregate $3,000.

“(2) TRADING IN SECURITIES OR COMMODITIES.—

“(A) STOCKS AND SECURITIES.—

“(i) In eENERAL—Trading in stocks or securities
through a resident broker, commission agent, custodian,
or other independent agent.

“(il) TRADING FOR TAXPAYER’S OWN ACCOUNT.—Trading
in stocks or securities for the taxpayer’s own account,
whether by the taxpayer or his employees or through
a resident {)roker, commission agent, custodian, or other

‘ agent, and whether or not any such employee or agent

has discretionary authority to make decisions in effecting
the transactions. This clause shall not apply in the case
of a dealer in stocks or securities, or in the case of a
corporation (other than a corporation which is, or but
for section 542(c) (7) or 543(b§ (1) (C) would be, a per-
sonal holding comﬁany) the principal business of which
is trading in stocks or securities for its own account,
if its principal office is in the United States.

“(B) CoMMoODITIES.—

«“ &i) In gEnErAL—Trading in commodities through a
resident broker, commission agent, custodian, or other

independent agent.

“(11) TRADING FOR TAXPAYER’S OWN ACCOUNT.—Trading
in commodities for the taxpayer’s own account, whether
by the taxpayer or his employees or through a resident
broker, commission agent, custodian, or other agent, and
whether or not any such employee or agent has discre-
tionary authority to make decisions in effecting the trans-
actions. This clause shall not apply in the case of a
dealer in commodities.

“(iii) Loarration.—Clauses (i) and (ii) shall apply
only if the commodities are of a kind customarily J)ealt
in on an organized commodity exchange and if the
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transaction isof a kind customarily consummated at such

lace.
« (:()1) Limrration.—Subparagraphs (A) (i) and (B) (i)
shall apply only if, at no time during the taxable year, the

taxpayer has an office or other fixed place of business in the

United States through which or by the direction of which the

transactions in stocks or securities, or in commodities, as the

case may be, are effected.
%(c) Errecrivery CoNNECTED INcome, Erc.—

%(1) GenERaL ruLE—For purposes of this title—

“(A) In the case of a nonresident alien individual or a
foreign corporation engaged in trade or business within the
United States during the taxable year, the rules set forth in
paragraphs (2), (3), and (4) shal apply in determining the
income, gain, or loss which shall be treated as effectively con-
nected with the conduct of a trade or business within the
United States. :

“(B) Except as provided in section 871(d) or sections 882
(d) and (e), in the case of a nonresident alien individual or a EPost, pp. 1547,
foreign corporation not engaged in trade or business within 1555.
the United gtabes during the taxable year, no income, gain, or
loss shall be treated as effectively connected with the conduct
of a trade or business within the United States.

“(2) PERIODICAL, ETC., INCOME FROM SOURCES WITHIN UNITED
STATES—FACTORS.—In determining whether income from sources
within the United States of the types described in section 871
(2) (1) or section 881(a), or whether gain or loss from sources
within the United States from the sale or exchange of capital
assets, is effectively connected with the conduct of a trade or busi-
ness within the United States, the factors taken into account shall
include whether—

“(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 para-

graph (4), interest referred to in section 861(a) (1) (A) shall be Ante, p. 1541.
considered income from sources within the United States.

“(3) OTHER INCOME FROM SOURCES WITHIN UNITED STATES.—
All 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 subparagraphs (B) and (C),
no income, gain, or loss from' sources without the United
States shall %e treated as effectively connected with the con-
duct 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 con-
duct 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 %usiness within
the United States to which such income, gain, or loss is
attributable and such income, gain, or loss—
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“(i) consists of rents or royalties for the use of or
for the privilege of using intangible property described
in section 862(a) (4) (including any gain or loss realized
on the sale of such property) derived in the active con-
duct 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 indebtedness, and either is derived in
the active conduct of a banking, financing, or similar
business within the United States or is received by a
corporation the principal business of which is trading
in stocks or securities for its own account; or

“(iii) is derived from the sale (without the United
States) through such office or other fixed place of busi-
ness of Eersonal })roperty 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 busi-
ness of the taxpayer outside the United éi;abes partici-
pated materially in such sale.

“(C) In the case of a foreign corporation taxable under
part I of subchapter L, any income from sources without -
the United States which is attributable to its United States
business shall be treated as effectively connected with the
conduct of a trade or business within the United States.

“(D) No income 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 meaan of section 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
. %(il) is subpart F income within the meaning of sec-
tion 952(a).

“(5) RULES FOR APPLICATION OF PARAGRAPH (4) (B)—For pur-

" poses (i‘f(ilbnamgraph (B) of paragraph (4)—

in determining whether a nonresident alien individ-
ual or a foreign corporation has an office or other fixed place
of business, an office or other fixed place of business of an
agent shall be disregarded unless such agent (i) has the
authority to negotiate and conclude contracts in the name of
the nonresident alien individual or foreign corporation and
regularly exercises that authority or has a stock of merchan-
. dise from which he regularly fills orders on behalf of such
individual or foreign corporation, and (ii) is not a general -
commission agent, broker, or other agent of independent status
acting in the ordinary course of his business,

“(B) income, gain, or loss shall not be considered as attrib-
utable to an office or other fixed place of business within the
United States unless such office or fixed place of business is a
material factor in the production of such income, gain, or loss
and such office or ﬁxe(s) place of business regularly carries on
activities of the type from which such income, gain, or loss is
derived, and

“(C) the income, gain, or loss which shall be attributable
to an office or other fixed place of business within the United
States shall be the income, gain, or loss froperty allocable
thereto, but, in the case of a sale described in clause (iii) of

" 10
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such subparagraph, the income which shall be treated as
attributable to an 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.”
(e) ErrecrivE DaTES.— ,

(1) The amendments made by subsections (a), (c), and (d)
shall apply with respect to taxable years beginning after December
31,1966 ; except that in applying section 864 (c) (4) (B) (iii) of the
Internal Revenue Code of 1954 (as added by subsection (d))
with respect to a binding contract entered into on or before Feb-
ruary 24, 1966, activities in the United States on or before such
date n negotiating or carrying out such contract shall not be taken
into account.

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

SEC. 103. NONRESIDENT ALIEN INDIVIDUALS.
(a) Tax oN NoNRESIDENT ALEN INDIVIDUALS.—
(1) Section 871 (relating to tax on nonresident alien individ- 68A Stat. 278,
uals) is amended to read as follows: : 26 USC 871,

“SEC. 871. TAX ON NONRESIDENT ALIEN INDIVIDUALS.
“(a) IncomME Nor Connrorep Wrira Unrrep Srates Business—
80 Percent Tax.—

“(1) INCOME OTHER THAN CAPITAL GAINS.—There is hereby
imposed for each taxable year a tax of 30 percent of the amount
received from sources within the Unifed States by a nonresident
alien individual as— '

“(A) interest, dividends, rents, salaries, wages, premiums,
annuities, compensations, remunerations, emoluments, and
other fixed or determinable annual or periodical gains, profits,
and income,

“(B) gains described in section 402(a) (2), 403(a) (2), or
631 (b) or (c), and gains on transfers described in section
1235 made on or before October 4, 1966, 26 USC 402,

«(C) in the case of bonds or other evidences of indebted- 403, 631, 1235,
ness issued after September 28, 1965, amounts which under
section 1232 are considered as gains from the sale or exchange 26 USC 1232,
of property which is not a capital asset, and

¢ (D}}) gains from the sale or exchange after October 4,
1966, of Patents, copyrights, secret processes and formulas,
ﬁood will, trademarks, trade brands, franchises, and other

ike property, or of any interest in any such property, to the

extent such gains are from payments which are contingent

on the productivity, use, or disposition of the property or

interest sold or exchanged, or from payments which are

treated as being so contingent under subsection (e), :
but only to the extent the amount so received is not effectively
connected with the conduct of a trade or business within the
United States.

%(2) CAPITAL GAINS OF ALIENS PRESENT IN THE UNITED STATES 183
DAYS OR MORE—In the case of a nonresident alien individual pres-
ent in the United States for a period or periods a%gregating 183
days or more during the taxable year, there is hereby imposed for
such year a tax of 30 percent of the amount by which his gains,
derived from sources within the United States, from the sale or
exchange at any time during such year of capital assets exceed his
losses, allocable to sources within the United" States, from the
sale or exchange at any time during such year of capital assets.
For purposes of this paragraph, gains and losses shall be taken

11
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into account only if, and to the extent that, they would be recog-
nized and taken into account if such gains and losses were effec-
tively connected with the conduct of a trade or business within the
United States, except that such gains and losses shall be deter-
mined without regard to section 1202 (relating to deduction for
capital gains) and such losses shall be determined without the
benefits of the capital loss carryover provided in section 1212.
Any gain or loss which is taken into account in determining the
tax under paragraph (1) or subsection (b) shall not be taken into
account in determining the tax under this paragraph. For pur-
poses of the 183-day requirement of this paragraph, a nonresident
alien individual not engaged in trade or business within the
United States who has not established a taxable year for any
prior period shall be treated as having a taxable year which is the
calendar year.
“(b) Income ConNEcTED Wrri UNITED STATES BUSINESS—GRADU-
ATED RaTE OF Tax.—

“(1) ImrositioN oF TAx.—A nonresident alien individual
engaged in trade or business within the United States during
the taxable year shall be taxable as provided in section 1 or
1201(b) on his taxable income which is effectively connected with
the conduct of a trade or business within the United States.

“(2) DETERMINATION OF TAXABLE INCOME.—In determining
taxable income for purposes of paragraph (1), gross income
includes only gross income which is effectively connected with
the conduct of a trade or business within the United States.

“(c) ParrticrpaNTs IN CERTAIN EXCHANGE OR TRAINING PROGRAMS.—
For purposes of this section, a nonresident alien individual who (with-
out regard to this subsection) is not engaged in trade or business
within the United States and who is temporarily present in the United
States as a nonimmigrant under subparagraph (F) or (J) of section
101(a) (15) of the Immigration and Nationality Act, as amended
(8 U.S.C. 1101(a) (15) (¥) or (J)), shall be treated as a nonresident
alien individual engaged in trade or business within the United
States, and any income described in section 1441(b) (1) or (2) which
is recelved by such individual shall, to the extent derived from sources
within the United States, be treated as effectively connected with the
conduct of a trade or business within the United States.

“(d) Evrection To TreaT REAL PropERTY INCOME A8 IncomME Con-
NECTED WitH UNITED STATES BUSINESS.—

“(1) IN GENERAL.—A nonresident alien individual who during
the taxable year derives any income—

“(A) from real property held for the production of income
and located in the United States, or E‘om any interest in
such real property, including (i) gains from the sale or
exchange of such real property or an interest therein, (ii)
rents or royalties from mines, wells, or other natural deposits,
and (iii) gains described in section 631 (b) or (c), and

“(B) which, but for this subsection, would not be treated
as income which is effectively connected with the conduct
of a trade or business within the United States,

may elect for such taxable year to treat all such income as income
which is effectively connected with the conduct of a trade or
business within the United States. In such case, such income
shall be taxable as provided in subsection (b) (1) whether or not
such individual is engaged in trade or business within the United
States during the taxable year. An election under this para-
graph for any taxable year shall remain in effect for all subse-
quent taxable years, except that it may be revoked with the

12
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consent of the Secretary or his delegate with respect to any
taxable year.
%(2) ErecTioN AFTER REVOCATION.—If an election has been
.made under paragraph (1) and such election has been revoked,
a new election may not be made under such paragraph for any
taxable year before the 5th taxable year which begins after the
first taxable year for which such revocation is effective, unless
the Secretary or his delegate consents to such new election.
. %(3) FORM AND TIME OF ELECTION AND REVOCATION.—An election
under paragraph (1), and any revocation of such an _election,
may be made only in such manner and at such time as the Secre-
tary or his delegate may by regulations prescribe.
“(e) Gains FroM %ALE or ExCHANGE OF CERTAIN INTANGIBLE PROP-
erTY.—For purposes of subsection (a)(1) (D), and for purposes of
sections 881(2) (4), 1441(b), and 1442 (a)— 66A Stat. 357,
%(1) PAYMENTS TREATED A8 CONTINGENT ON USE, ETC.—If more 26 USC 1441,
than 50 percent of the gain for any taxable year from the sale -113%;—;-’ pp. 1555,
or exchange of any patent, copyright, secret process or formula, *
good will, trademark, trade brand, franchise, or other like prop-
erty, or of any interest in any such property, is from payments
which are contingent on the productivity, use, or disposition of
such property or interest, all of the gain for the taxable year
from the sale or exchange of such property or interest shall be
treated as being from payments which are contingent on the
productivity, use, or disposition of such property or interest.
“(2) Source rRULE—In determining ‘whether gains described
in subsection (a) (1) (D) and section 881(a) (4) are received from
sources within the United States, such gains shall be treated as
rentals or royalties for the use of, or privilege of using, property
or an interest in property.
#(f) Cerrain ANNUrTIES RECEIVED UNDER QUALIFIED PLANS.—For
purposes of this section, gross income does not include any amount
received as an annuity under a qualified annuity plan described in
section 403(a) (1), or from a qualified trust described in section 72 Stat. 1622.
401(a) which is exempt from tax under section 501(a), if— 26 USC 403,
“(1) all of the personal services by reason of which such 26 USC 401,
annuity is payable were either (A) personal services performed 501.
outside the United States by an individual who, at the time of
‘performance of such personal services, was a nonresident alien,
or (B) personal services described in section 864(b)(1) per- Ante, p. 1544.°
formed within the United States by such individual, and
“(2) at the time the first amount is paid as such annuity under
such annuity plan, or by such trust, 90 percent or more of the
i emgloyees for whom contributions or benefits are provided under
such annuity plan, or under the plan or plans of which such
trust is a part, are citizens or residents of the United States.”
“(g) Cross REFERENCES.— )
“(1) For tax treatment of certain amounts distributed by the United
States to nonresident alien individuals, see section 402(a)(4).
“(2) For taxation of nonresident alien individuals who are expatri-
ate United States citizens, see section 877.
“(3) For doubling of tax on citizens of certain foreign countries, see
section 891. ’
“(4) For adjustment of tax in case of nationals or residents of cer-
tain foreign countries, see section 896.
“(5) For withholding of tax at source on nonresident alien individ-

uals, see section 1441. .
“(6) For the requirement of making a declaration of estimated tax

by certain nonresident alien individuals, see section 6015(i).”

]
‘
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(2), Section 1 (relating to tax on individuals) is amended by
redesignating subsection, l(ld) as subsection (e), and by inserting
after subsection (c) the following new subsection :

“(d) NonresmeNT Arrens.—In the case of a nonresident alien indi-
vidual, the tax 1m17oosed by subsection (a) shall apply only as provided
by section 871 or 877.” -

(b) Gross INcoME— v

(1) Subsection (a) of section 872 (relating to gross income of
nonresident alien individuals) is amended to read as follows:

“(a) GeNERAL Rure.—In the case of a nonresident alien individual,
gross income includes only—

“(1) ss income which is derived from sources within the
United States and which is not effectively connected with the con-
duct of a trade or business within the United States, and

“(2) gross income which is effectively connected with the con-
duct of a trade or business within the United States.”

(2) Subparagraph (B) of section 872(b) (3) (relating to com-
pensation of participants in certain exchange or training pro-
grams) is amended by striking out “by a domestic corporation”
and inserting in lieu tﬁereof “by a domestic corporation, a domes-
tic partnership, or an individual who is a citizen or resident of the
United States”. :

(8) Subsection (b) of section 872 (relating to exclusions from
F'ross income) is amended by adding at the end thereof the fol-

owing new paragraph:

“(4) CERTAIN BOND INCOME OF RESIDENTS OF THE RYUKYU
ISLANDS OR THE TRUST TERRITORY OF THE PACIFIC ISLANDS.—
Income derived by a nonresident alien individual from a series E
or series H United States savings bond, if such individual
acquired such bond while a resident of the Ryukyu Islands or the
Trust Territory of the Pacific Islands.”

(¢) DepuctioNs.— .

(1) Section 878 (relating to deductions allowed to nonresident
alien individuals) is amended to read as follows:

“SEC. 873. DEDUCTIONS.

“(a) GENERAL RULE.—In the case of a nonresident alien individ-
ual, the deductions shall be allowed only for purposes of section 871 (b)
and (except as provided by subsection (b)) only if and to the extent
that they are connected with income which is effectively connected
with the conduct of a trade or business within the United States; and
the proper apportionment and allocation of the deductions for this
purpose shall be determined as provided in regulations prescribed by
the Secretary or his delegate.

“(b) Excrprions.—The following deductions shall be allowed
whether or not they are connected with income which is effectively
connected with the conduct of a trade or business within the United
States:

“(1) Losses.—The deduction, for losses of property not con-
nected 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 located within the United States.

“(2) CuarrraBre conTrRiBUTIONs.—The deduction for charita-
ble contributions and gifts allowed by section 170.

“(3) Personan Exemprion.—The deduction for personal
exemptions allowed by section 151, except that in the case of a
nonresident alien individual who is not a resident of a contiguous
country only one exemption shall be allowed under section 151.

14
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“(¢c) Cross REFERENCES.—

“(1) For disallowance of standard deduction, see section 142(b)(1).

“(2) For rule that certain foreign taxes are not to be taken into

account in determining deduction or credit, see section 906(b)(1).”

e((IQ) Section 154(3) (relating to cross references in respect of

(fi 11uct;ions for personal exemptions) is amended to read as
ollows:

“(3) For exemptions of nonresident aliens, see section 873(b)(3).”

(d) ALLowANCE oF DEDUCTIONS AND Crepits.—Subsection (a) of
?ection 874 (relating to filing of returns) is amended to read as fol-

ows:

“(2) RETURN PREREQUISITE TO ALLOWANCE—A nonresident alien
individual shall receive the benefit of the deductions and credits
allowed to him in this subtitle only by filing or causing to be filed with
the Secretary or his delegate a true and accurate return, in the man-
ner prescribed in subtitle F' (sec. 6001 and following, relating to pro-
cedure and administrationg, including therein all the information
which the Secretary or his delegate may deem necessary for the calcu-
lation of such deductions and credits. This subsection shall not be
construed to deny the credits provided by sections 31 and 32 for tax
withheld at source or the credit g)rovided by section 39 for certain
uses of gasoline and Iubricating oil.”

(e) Benericiares oF Esrates anp Trusts— -

(1) Section 875 (relating to partnerships) is amended to read
as follows:

“SEC. 875. PARTNERSHIPS; BENEFICIARIES OF ESTATES AND TRUSTS.

“For purposes of this subtitle—

(1) a nonresident alien individual or foreign corporation shall
be considered as being engaged in a trade or business within the
United States if the partnership of which such individual or
corporation is a member is so engaged, and

“(2) a nonresident alien individual or foreign corporation
which is a beneficiary of an estate or trust which is engaged in
any trade or business within the United States shall be treated:
aés beix:,’g engaged in such trade or business within the United

tates.

{2) The table of sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by striking out the item relat-
ing to section 875 and inserting in lieu thereof the following:

“Sec. 875. Partnerships; beneficiaries of estates and trusts.”

(f) ExpatriatioNn To Avom Tax—

(1) Subpart A of part II of subchapter N of chapter 1 (relat-
ing to nonresident alien individuals) is amended by redesignating
section 877 as section 878, and by inserting after section 876 the
following new section: ’

“SEC. 877. EXPATRIATION TO AVOID TAX.

%(a) In GeneraL—Every nonresident alien individual who at any
time after March 8, 1965, and within the 10-year period immediately
preceding the close of the taxable year lost United States citizenship,
unless such loss did not have for one of its principal purposes the
avoidance of taxes under this subtitle or subtitle B, shall be taxable
for such taxable year in the manner provided in subsection (b) if
the tax imposed pursuant to such subsection exceeds the tax which,
without regard to this section, is imposed pursuant to section 871.

“(b) AvteERNATIVE Tax.—A nonresident alien individual described
in subsection (a) shall be taxable for the taxable year as provided in
section 1 or section 1201 (b), except that—
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“(1) the gross income shall include only the gross income
described in section 872(a) (as modified by subsection (¢) of
this section), and

“(2) the deductions shall be allowed if and to the extent that
they are connected with the gross income included under this sec-
tion, except that the capital loss carryover provided by section
1212(b) slilall not be allowed; and the proper allocation and
apportionment of the deductions for this purpose shall be deter-
mined as provided under regulations prescribed by the Secretary

- or his delegate. h (2), the ded 1 db' .

or purposes of paragraph (2), the uctions allowed by section
873 (g) ?l)lall be alll)ow_ed; and the deduction (for losses not connected
with the trade or business if incurred in transactions entered into for
profit) allowed by section 165(c) (2) shall be allowed, but only if the
profit, if such transaction had resulted in a profit, would be included
In gross income under this section. .

“(c) SeeciaL Rures or Source—For urposes of subsection (b),
the following items of gross income shall be treated as income from
sources within the United States: '

“(1) Saie oF prROPERTY.—Gains on the sale or exchange of
property (other than stock or debt obligations) located in the
United States.

“(2)_STocK OR DEBT 0BLIGATIONS.—(Fains on the sale or exchange
of stock issued by a domestic corporation or debt obligations of
United States persons or of the United States, a State or political
subdivision thereof, or the District of Columbia.

“(d) ExcepTION FOR Lo08s OF CITIZENSHIP FOR CERTAIN CAUSES.—
Subsection (a) shall not apply to a nonresident alien individual whose
loss of United States citizenship resulted from the application of sec-
tion 801 (b), 350, or 355 of the Immigration and Nationality Act, as
amended (8 U.S.C. 1401 (b), 1482, or 1487).

“(e) Burpkn or Proor.—If the Secretary or his delegate establishes
that it is_reasonable to believe that an individual’s loss of United
States citizenship would, but for this section, result in a substantial
reduction for the taxable year in the taxes on his probable income for
such year, the burden of proving for such taxable year that such loss
of citizenship did not have for one of its principal purposes the avoid-
ance of taxes under this subtitle or subtitle B shall be on such
individual.”

(2) The table of sections for subpart A of part IT of subchapter
N of chapter 1 is amended by striking out the item relating to
section 877 and inserting in lien thereof the following :

‘“Sec. 877. Expatriation to avoid tax.
“Sec. 878. Foreign educational, charitable, and certain other exempt
organizations.”

(g) ParmiaL Excrusion or DivipEnps.—Subsection (d) of section
116 (relating to certain nonresident aliens ineligible for exclusion) is
amended to read as follows:

“(d) Cerrary NoNRESIDENT ALIENS INELIGIBLE For ExcrLusion.—In
th? case of a nonresident alien individual, subsection (a) shall apply
only—

y “(1) in determining the tax imposed for the taxable year pursu-
ant to section 871(b) (1) and only in respect of dividends which
are effectively connected with the conduct of a trade or business
within the United States, or

“(2) in determining the tax imposed for the taxable year pursu-
ant to section 877 (b).”

16
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(h) WiraHOLDING OF TaX ON NONRESIDENT Avrens.—Section 1441
(relating to withholding of tax on nonresident aliens) is amended—
(1) by striking out “, or of any partnership not engaged in
trade or business within the United States and composed in whole
or in part of nonresident aliens,” in subsection (a) and inserting

in lieu thereof “or of any foreign partnership”;

(2) by striking out “(except interest on deposits with persons
carrying on the banking business paid to persons not engaged in
business in the United States)” in subsection (b);

(3) by striking out “and amounts described in section 402(a)
(2)” and all that follows in the first sentence of subsection (b)
and inserting in lieu thereof “gains described in section 402(a) (2),
403(a) (2), or 631 (b) or (c), amounts subject to tax under sec-
tion 871(a) (1) (C), gains sui)ject to tax under section 871(a)
(1) (D), and gains on transfers described in section 1235 made
on or before October 4, 1966.”;

(4) by adding at the end of subsection (b) the following new
sentence :

“Tn the case of a nonresident alien individual who is a member of a
domestic partnership, the items of income referred to in subsection
(a) shall be treated as referring to items specified in this subsection
included in his distributive share of the income of such partnership.”;

(5) by striking out paragraph (1) of subsection (c¢) and insert-
ing in leu thereof the following new paragraph:

“(1) INCOME CONNECTED WITH UNITED STATES BUSINESS.—NoO

-deduction or withholding under subsection (a) shall be required
in the case of any item of income (other than compensation for
personal services) which is effectively connected with the conduct
of a trade or business within the United States and which is
included in the gross income of the recipient under section 871
(b) (2) for the taxable year.”;

(6) by amending paragraph (4) of subsection (c¢) to read as
follows:

%(4) COMPENSATION OF CERTAIN ALIENS.—Under regulations
prescribed by the Secretary or his delegate, compensation for per-
sonal services may be exempted from deduction and withholding
under subsection (a).”;

(7) by striking out “amounts described in section 402(a) (2),
section 403(a)(2), section 631 (b) and (c), and section 1235,
which are considered to be gains from the sale or exchange of
capital assets,” in paragraph (5) of subsection (c) and inserting
in lieu thereof “gains described in section 402(a) (2), 403(a) (2),
or 631 (b) or (c), gains subject to tax under section 871(a) (1)
(D), and gains on transfers described in section 1235 made on or
before October 4, 1966,”, and by striking out “proceeds from such
sale or exchange,” in such paragraph and inserting in lieu thereof
“amount payable,”; )

(8) by adding at the end of subsection (c) the following new
paragraph:

“(7) CERTAIN ANNUITIES RECEIVED UNDER QUALIFIED PLANS.—No
deduction or withholding under subsection (a) shall be required
in the case of any amount received as an annuity if such amount
is, under section 871(£), exempt from the tax imposed by section
871 (a).”; and :

(9) by redesignating subsection (d) as (e), and by inserting after
Subsection (c) the following new subsection :

“(d) Exemprion oF CErTaiN ForeieN Parrnersmips.—Subject to
such terms and conditions as may be provided by regulations pre-

scribed by the Secretary or his delegate, subsection (a) shall not apply
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in the case of a foreign partnership engaged in trade or business
within the United States if the Secretary or his delegate determines
that the requirements of subsection (a) impose an ungze administra-
tive burden and that the collection of the tax imposed by section
871(a) on the members of such partnership who are nonresicf;nt alien
individuals will not be jeopardized by the exemption.” :

(i) Liapmmary ror WithaELD TAx.—Section 1461 (relating to
return and payment of withheld tax) is amended to read as follows:
“SEC. 1461. LIABILITY FOR WITHHELD TAX.

“Every person required to deduct and withhold any tax under this
chapter 1s hereby made liable for such tax and is hereby indemnified
against the claims and demands of any person for the amount of
any pag;lents made in accordance with the provisions of this chapter.”

(j) DEcLARATION OF EstrMaTED INCOME TaX BY INDIVIDUALS-—
Section 6015 (relating to declaration of estimated income tax by
individuals) is amended—

(1) by striking out that portion of subsection (2) which pre-
cedes paragraph (1) and inserting in lieu thereof the following :
(a) REQUIREMENT OF DecraraTroN.—Except as otherwise provided
in subsection (i), every individual shall make a declaration of -his
estimated tax for the taxable year if—?; C

(2) by redesignating subsection (i) as subsection (j);and

(8) by inserting after subsection (h) the following new sub-
section : .

“(i) NoNresmENT ALEN INDIVIDUALS—No declaration shall be
required to be made under this section by a nonresident alien indi-
vidual unless— v

“(1) withholding under chapter 24 is made applicable to the
wages, as defined in section 3401 (a), of such individual,

“(2) such individual has income (other than compensation for
personal services subject to deduction and withholding under
section 1441) which is effectively connected with the conduct of
a trade or business within the United States, or

“(8) such individual is a resident of Puerto Rico during the
entire taxable year.”

(k). CorrectioN oF Income Tax AT SoUrcE on Waces.—Subsection
(a) of section 3401 (relating to definition of wages for purposes of
collection of income tax at source) is amended by striking out para-
graphs (6) and (7) and inserting in lieu thereof the following :

“(6) for such services, performed by a nonresident alien indi-
vidual, as may be designated by regulations prescribed by the
Secretary or his delegate ; or”. :

Derxrrions or ForeigN EsTATE ok TRUST.—

(1) Section 7701(a) (31) (defining foreign estate or trust) is
amended by striking out “from sources without the United States”
and inserting in lieu thereof “, from sources without the United
States which is not effectively connected with the conduct of a
trade or business within the United States,”.

(2) Section 1493 (defining foreign trust for purposes of chap-
ter 5) is repealed.

(m) Conrormine AMENDMENT.—The first sentence of section
932(a) (relating to citizens of possessions of the United States) is
amended to read as follows: “Any individual who is a citizen of any
possession of the United States (but not otherwise a citizen of the
United States) and who is not a resident of the United States shall be
subject to taxation under this subtitle in the same manner and subject
to the same conditions as in the case of a nonresident, alien individual.”

[43
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(n) ErrEcTIVE DATES.—

(1) The amendments made by this section (other than the
amendments made by subsections (h), (i), and. (k)) shall apply
with respect to taxable years beginning after December 31, 1966.

(2) The amendments made by subsection (h) shall apply with
respect to payments made in taxable years of recipients ll))eglnning
after December 31, 1966.

(3) The amendments made by subsection (i) shall apply with
respect to payments occurring after December 31,1966.

(4) The amendments made by subsection (k) shall apply with
respect to remuneration paid after December 31, 1966.

SEC. 104. FOREIGN CORPORATIONS.

(a) Tax ox Income Nor Connectep Wita UNITED StaTes Busi-
NESs.—Section 881 (relating to tax on foreign corporations not engaged
in business in the United States) is amended to read as follows:

“SEC. 881. TAX ON INCOME OF FOREIGN CORPORATIONS NOT CON-
NECTED WITH UNITED STATES BUSINESS.

“(a) Imposttion oF Tax.—There is hereby imposed for each tax-
able year a tax of 30 percent of the amount received from sources
within the United States by a foreign corporation as—

“(1) interest, dividends, rents, salaries, wages, premiums,
annuities, compensations, remunerations, emoluments, and other
fixed or determinable annual or periodical gains, profits, and
income, i

“(2) gains described in section 631 (b) or (c),

“(3) in the case of bonds or other evidences of indebtedness
issued after September 28, 1965, amounts which under section
1232 are considered as gains from the sale or exchange of prop-
erty which is not a capital asset, and
_ @(4) gains from the sale or exchange after October 4, 1966,
of patents, copyrights, secret processes and formulas, good will,
trademarks, trade brands, franchises, and other like property, or
of any interest in any such property, to the extent such gains are
from payments which are contingent on the productivity, use, or
disposition of the property or interest sold or exchanged, or from
p'a;yzn()ents which are treated as being so contingent under section
871(e),

but only to the extent the amount so received is not effectively con-
nected with the conduct of a trade or business within the United
States. '

“(b) DouBLiNG oF Tax.—

“For doubling of tax on corporations of certain foreign countries,
see section 891.”

(b) Tax on Income ConNecrep Wirs UNITED StaTES BUSINESS.—

(1) Section 882 (relating to tax on resident foreign corpo-
rations) is amended to read as follows:

“SEC. 882, TAX ON INCOME OF FOREIGN CORPORATIONS CONNECTED
WITH UNITED STATES BUSINESS.
“(a) NormaL Tax AND SURTAX.—.

“(1) ImposrrioN oF Tax.—A foreign corporation engaged in
trade ‘or business within the United States during the taxable
year shall be taxable as provided in section 11 or 1201(2) on its
taxable income which is effectively connected with the conduct
of a trade or business within the United States.

“(2) DETERMINATION OF TAXABLE INCOME—In determining
taxable income for purposes of paragraph (1), gross income
includes only gross income which is effectively connected with the
conduct of a.trade or business within the United States.

“(b) Gross Income—In the case of a foreign corporation, gross
income includes only— B
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“(1) gross income which is derived from sources within the
United %tates and which is not effectively connected with the
conduct of a trade or business within the United States, and

“(2) gross income which is effectively’ connected with the con-
duct of a trade or business within the United States.

“(c) AvrrowaNce oF DEbuCTIONS AND CREDITS.—

“(1) ALLOCATION OF DEDUCTIONS.—

“(A) GeneraL ruLE—In the case of a foreign corporation,
the deductions shall be allowed only for purposes of subsec-
tion (a) and (except as provided by subparagraph (B))
only if and to the extent that they are connected with income
which is effectively connected with the conduct of a trade or
business within the United States; and the proper apportion-
ment and allocation of the deductions for this purpose shall
be determined as provided in regulations prescribed by the
Secretary or his delegate.

“(B) CHARITABLE CONTRIBUTIONS.—The deduction for
charitable contributions and gifts provided by section 170
shall be aliowed whether or not connected with income which
is effectively connected with the conduct of a trade or business
within the United States.

“(2) DEDUCTIONS AND CREDITS ALLOWED ONLY IF RETURN FILED.—
A foreign corporation shall receive the benefit of the deductions
and credits allowed to it in this subtitle only by filing or causing
to be filed with the Secretary or his delegate a true and accurate
return, in the manner prescribed in subtitle' F, including therein
all the information which the Secretary or his delegate may deem
necessary for the calculation of such deductions and credits. The
precedin%) sentence shall not apply for purposes of the tax
imposed by section 541 (relating to personal holding company
tax), and shall not be construed to deny the credit provided by
section 32 for tax withheld at source or the credit provided by
section 39 for certain uses of gasoline and lubricating oil.

“(8) ForeieN Tax crEDIT.—Except as provided by section 906,
fortign corporations shall not be allowed the credit against the
tax for taxes of foreign countries and possessions of the United
States allowed by section 901.

“(4) CROSS REFERENCE.—

“For rule that certain foreign taxes are not to be taken into account
in determining deduction or credit, see section 906(b)(1).

“(d) Erecrion To Trear Rear ProperTy INcoME As Income Con-
~ECTED WrithH UniTED STATES BUSINESS.—

“(1) I~ ceNEraL.—A foreign corporation which during the
taxable year derives any income—

“(A) from real property located in the United States, or
from any interest in such real property, including (i) gains
from the sale or exchange of real property or an interest
therein, (ii) rents or royalties from mines, wells, or other
natural deposits, and (i1i) gains described in section 631
(b) or (c),and

“(B) which, but for this subsection, would not be treated
as income effectively connected with the conduct of a trade
or business within the United States,

may elect for such taxable year to treat all such income as income
which is effectively connected with the conduct of a trade or
business within the United States. In such case, such income
shall be taxable as provided in subsection (a)(1) whether or
not such corperation is engaged in trade or business within the

20
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United States during the taxable year. An election under this

paragraph for any taxable year shall remain in effect for all
subsequent taxable years, except that it may be revoked with the

consent of the Secretary or his delegate with respect to any tax-

able year.

«(3) ELECTION AFTER REVOCATION, ETc.—Paragraphs (2) and’

(3) of section 871(d) shall apply in respect of elections under this
subsection in the same manner and to the same extent as they
appIIy in respect of elections under section 871(d).

“(e) INTEREST ON UNITED STATES OBLIGATIONS RECEIVED BY Banxs
Oreanizep 1§ Possesstons.—In the case of a corporation created or
organized in, or under the law of, a possession o the United States
which is carrying on the banking business in a possession of the United
States, interest on obligations of the United States shall—

%“(1) for purposes of this subpart, be treated as income which is
effectively connected with the conduct of a trade or business within
the United States,and

«(2) shall be taxable as provided in subsection (a) (1) whether
or not such corporation is engaged in trade or business within the
United States during the taxable year.

“(£) Rerurss or Tax By Acext—If any foreign corporation has
no office or place of business in the United States but has an agent in
the United States, the return required under section 6012 shall be
made by the agent.”

(2) (A) Subsection (e) of section 11 (relating to exceptions
from tax on corporations) is amended by inserting “or” at the
end of paragraph (2), by striking out “ or” at the end of para-
graph (3) and inserting a period in lieu thereof, and by striking
out paragraph (4).

(B) Section 11 (relating to tax on corporations) is amended
by adding at the end thereof the following new subsection :

“(f) Foreren CorporaTioNs.—In the case of a foreign corporation,
the tax imposed by subsection (a) shall apply only as provided by
section 882.”

(3) The table of sections for subpart B of part II of sub-
chapter N of chapter 1 is amended by striking out the items relat-
ing to sections 881 and 882 and inserting in lieu thereof the
following: :

“See. 881. Tax on income of foreign corporations not connected with
United States business.

«Qec. 882. Tax on income of foreign corporations connected with
United States business.”

(¢) WrranowpiNe ofF Tax onx Foremen CoORPORATIONS.—Section
1442 (relating to withholding of tax on foreign corporations) is
amended to read as follows:

“SEC. 1442. WITHHOLDING OF TAX ON FOREIGN CORPORATIONS.

“(a) Generar Rure—In the case of foreign corporations subject
to taxation under this subtitle, there shall be deducted and withheld
at the source in the same manner and on the same items of income as
is provided in section 1441 or section 1451 a tax equal to 30 percent
thereof; except that, in the case of interest described in section 1451
(relating to tax-free covenant bonds), the deduction and withholding
shall be at the rate specified therein. For purposes of the precedin
sentence, the references in section 1441(b) to sections 871(a) (1) C
and (D) shall be treated as referring to sections 881(a) (3) and (4),
the reference in section 1441(c) (1) to section 871(b)(2) shall be
treated as referring to section 842 or section 882(a)(2), as the case
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may be, and the reference in section 1441(c)(5) to section 871(a)
{1) (D) shall be treated as referring to section 881(93_(4).

“(b) ExemprioN.—Subject to such terms and conditions as may
be provided by regulations prescribed by the Secretary or his dele-
gate, subsection (a) shall not apply in the case of a foreign corporation
engaged in trade or business within the United States if the ecreta
or his delegate determines that the requirements of subsection (a
impose an undue administrative burden and that the collection of the
tax imposed by section 881 on such corporation will not be jeopardized
by the exemption.”

(d) Drvipenps RecErved From CerTaIN FoREIGN CORPORATIONS.—
Subsection (a) of section 245 (relating to the allowance of a deduction
in respect of dividends received from a foreign corporation) is
amended— .

(1) by striking out “and has derived 50 percent or more of its
gross income from sources within the United States,” in that por-
tion of subsection (a) which %Jrec_edes paragraph (1) and by
inserting in lieu thereof “and if 50 1percen(: or more of the gross
income of such corporation from all sources for such period is
effectively connected with the conduct of a trade or business with-
in the United States,”;

(2) by striking out “from sources within the United States”
in paragraph (1) and inserting in lieu thereof “which is effec-
tively connected with the conduct of a trade or business within
the United States”; '

(3) by striking out “from sources within the United States” in
paragraph (2) and inserting in lieu thereof , which is effectively
connected with the conduct of a trade or business within the
United States,”; and

(4) by adding after paragraph (2) the following new sentence :

“For purposes of this subsection, the gross income of ﬁxe foreign cor-
oration for any period before the first taxable year beginning after
ecember 31, 1966, which is effectively connected with the conduct of

a trade or business within the United States is an amount equal to the

gross income for such period from sources within the United States.”

(e) Divienps RECEIVED FroM CERTAIN WEHOLLY-OWNED FOREIGN
SUBSIDIARIES.— :

(1) Section 245 (relating to dividends received from certain
foreign corporations) is amended by redesignating subsection (b)
as(c), and by inserting after subsection (g;; the following new
subsection :

“(b) Cerrain Divipenps Recervep From Wrorry Ownep Foreien
SUBSIDIARIES.—

“(1) I~ cENEraL.—In the case of dividends described in para-
graph (2) received from a foreign corporation by a domestic cor-
poration which, for its taxable year in which such dividends are
received, owns (directly or indirectly) all of the outstanding
stock of such foreign corporation, there shall be allowed as a
deduction (in lieu of the deduction provided by subsection (a))
an amount equal to 100 percent of such dividends. -

“(2) Evemie prvipEnps.—Paragraph (1) shall apply only to
dividends which are paid out of the earnings and profits of a
foreign corporation for a taxable year during which—

“(A) all of its outstanding stock is owned (directly or
indirectly) by the domestic corporation to which such givi-
dends are paid; and _

“(B) all of 1ts gross income from all sources is effectively
connected with the conduct of a trade or business within the
United States. .
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“(8) Exceprion.—Paragraph (1) shall not apply to any divi-
dends if an election under section 1562 is effective for either— 78 Stat, 117,
“(A) the taxable year of the domestic corporation in 26 USC 1562.
which such dividends are received, or
“(B) the taxable year of the foreign corporation out of
the earnings and profits of which such dividends are paid.”
(2) Subsection (a) of such section 245 is amended by adding at Ante, p. 1558.
the end thereof (after the sentence added by subsection (d)(4))
the following new sentence: “For purposes of paragraph (2),
there shall not be taken into account any taxable year within such
uninterrupted period if, with respect to dividends paid out of the
earnings and profits of such year, the deduction provided by sub-
section (b) would be allowable.” '
(3) Subsection (c¢) of such section 245 (as redesignated by
paragraph (1)) is amended by striking out “subsection (a)” and
inserting in lieu thereof “subsections %a) and (b)”.
(f) Distrisurions oF CERTAIN FOREIGN CORPORATIONS.—Section
301(b) (1) (C) (relating to certain corporate distributees of foreign 76 Stat., 977.
corporations) is amended— : L 26 USC 301.
(1) by striking out “gross income from sources within the
United States” in clause (i) and inserting in lieu thereof “gross
income which is effectively connected with the conduct of a trade
or business within the United States”;
(2) by striking out “gross income from sources without the
United States” in clause (ii) and inserting in lieu thereof “oross
income which is not effectively connected with the conduct of
a trade or business within the United States”; and
(3) by adding at the end thereof the following new sentences:
For purposes of clause (i), the gross income of a foreign cor-
poration for any period before its first taxable year beginning
after December 31, 1966, which is effectively connected with the
conduct of a trade or business within the United States is an
amount equal to the gross income for such period from sources
within the United States. For purposes of clause (ii), the gross
income of a foreign corporation for any period before its first
taxable year beginning after December 31, 1966, which is not
eﬂ'ectivel);r connected with the conduct of a trade or business
within the United States is an amount equal to the gross income
for such period from sources without the United States.”
(g) UnreraTED Business TaxaBLe Income.—The last sentence of
section 512(a) (relating to definition) is amended to read as follows: 68A Stat, 170,
“In the case of an organization described in section 511 which is a gg ggg gﬁ'
foreign organization, the unrelated business taxable income shall be *
its unrelated business taxable income which is effectively connected
with the conduct of a trade or business within the United States.”
(h) CorroraTrons SussEcT To PERSONAL HOLDING COMPANY TAX— -
(1) Paragraph (7) of section 542(c) (relating to corporations 68A Stat. 186;
not subject to personal holding company tax) is amended to read 78 Stat. 79.
as follows: 26 Usc 542,
“(7) a foreign corporation (other than .a corporation which
has income to which section 543(a) (7) applies for the taxable 78 Stat. 81.
year), if all of its stock outstanding during the last half of the 26 USC 543.
taxable year is owned by nonresident alien individuals, whether
. directly or indirectly through foreign estates, foreign trusts,
foreign partnerships, or other foreign corporations;”.
(2) Section 543(b) (1) (relating to definition of ordinary gross
income) is amended—
(A) by striking out “and” at the end of subparagraph (A),
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(B) by striking out the period at the end of subparagraph
(B) and inserting in lieu thereof ¢, and”, and

(C) by inserting after subparagraph (B) the following
new subparagraph :

“(C) 'in the case of a foreign corporation all of the out-
standing stock of which during the last half of the taxable
year is owned by nonresident alien individuals (whether
directly or indirectly through foreign estates, foreign trusts,
foreign partnerships, or other foreign corporations), all items
of income which would, but for this subparagraph, constitute
personal holding company income under any paragraph of
subsection (a) other than paragraph (7) thereof:”

(8) Section 545 (relating to definition of undistributed per-
sonal holding company income) is amended—

(A) by striking out subsection (a) and inserting in lieu.
thereof the following:

“(a) DerrntrioN.—For purposes of this part, the term ‘undistrib-
uted personal holding company income’ means the taxable income of
a personal holding company adjusted in the manner provided in sub-
sections (b), (c), and (d), minus the dividends paid deduction as
defined in section 561. In the case of a personal holding company
which is a foreign corporation, not more than 10 percent in value of
the outstanding stock of which is owned (within the meaning of sec-
tion 958(a)) during the last half of the taxable year by United States
persons, the term ‘undistributed personal holding company income’
means the amount determined by multiplying the undistributed per-
sonal holding company income (determined without regard to this
sentence) by the percentage in value of its outstanding stock which is
the greatest percentage in value of its outstanding stock so owned by
United States persons on any one day during such period.”; and

(B) by adding at the end thereof the following new sub-
section :

“(d) CemrainN ForeieN CorroraTIoNs.—In the case of a foreign cor-
poration all of the outstanding stock of which during the last half
of the taxable year is owned by nonresident alien individuals (whether
directly or indirectly through foreign estates, foreign trusts, foreign
partnerships, or other foreign corporations), the taxable income for
purposes of subsection (a) shall be the income which constitutes
personal holding company income under section 543(a) (7), reduced
by the deductions attributable to such income, and adjusted, with
respect to such income, in the manner provided in subsection (b).”

(4) (A) Subchapter B of chapter 68 (relating to assessable
penalties) is amended by adding at the end thereof the following
new section:

“SEC. 6683. FAILURE OF FOREIGN CORPORATION TO FILE RETURN OF
PERSONAL HOLDING COMPANY TAX.
“Any foreign corporation which—
“(1) is a personal holding company for any taxable year, and
“(2) fails to file or to cause to be filed with the Secretary or his
delegate a true and accurate return of the tax imposed by section
541,
shall, in addition to other penalties provided by law, pay a penalty
equal to 10 percent of the taxes imposed by chapter 1 (including the
tf{}‘( impossd by section 541) on such foreign corporation for such tax-
able year.
(B) The ‘table of sections for such subchapter B is amended
by adding at the end thereof the following new item:

“Sec. 6683. Failure of foreign corporation to file return of personal
holding company tax.” .
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(i) AmEenpmMENTS WiTH RESPECT TO FOREIGN CORPORATIONS CARRY-
1NG ON INsURANCE BUsiNess IN UNITED STATES.—
(1) Section 842 (relating to computation of gross income) is
amended to read as follows:

“SEC. 842. FOREIGN CORPORATIONS CARRYING ON INSURANCE
BUSINESS.

“If a foreign corporation carrying on an insurance business within
the United States would qualify under part I, II, or IIT of this sub-
chapter for the taxable year if (without regard to income not effec-
tively connected with the conduct of any trade or business within the
United States(g it were a domestic corporation, such corporation shall
be taxable under such part on its income effectively connected with its
conduct of any trade or business within the United States. With
respect to the remainder of its income, which is from sources within
the United States, such a foreign corporation shall be taxable as pro-
vided in section 881.”

(2) The table of sections for part IV of subchapter L of chapter
1 is amended by striking out the item relating to section 842 and
inserting in lieu thereof the following:

“Sec. 842. Foreign corporations carrying on insurance business.”

(3) Section 819 (relating to foreign life insurance companies)
is amended— .
(A) by striking out subsections (a) and (d) and by redes-
ignating subsections (b) and (c) as subsections (a) and (b),
" . (B) by striking out “In the case of any company described
in subsection (a),” in subsection (a) (1) (as redesignated by
subparagraph (A)) and inserting in lieu thereof “In the
case of any foreign corporation taxable under this part,”,
(C) by striking out “subsection (c)” in the last sentence
of subsection (a) (2) (as redesignated by sub aragraph (A))
and inserting in lieu thereof “subsection (b?”, .
. (D) by adding at the end of subsection (a) (as redesig-
nated by subparagraph (A)) the following new paragraph:
“(3) REDUCTION OF SECTION 881 TaAX.—In the case of any E)r-
eign &:orporation taxable under this part, there shall be deter-
mined—
“(A) the amount which would be subject to tax under
section 881 if the amount taxable under such section were
. determined without regard to sections 103 and 894, and
“(]}?)(;l)le amount of the reduction provided by para-
grap .
The tax under section 881 (determined without regard to this
pamﬁraph) shall be reduced (but not below zero) by an amount
- which is the same proportion of such tax as the amount referred
to in subparagraph 53) is of the amount referred to in sub-

paragraph (A); but such reduction in tax shall not exceed the’

Increase in tax under this part by reason of the reduction pro-
vided b Eparagraph (1).”,

(y ), by striking out “for purposes of subsection (a)” each
place it appears in subsection (b) (as redesiznated by sub-
paragraph (A)) and inserting in lieu thereof “with respect
to a foreign corporation”,

(F)_by striking out “foreign life insurance company” each
place it appears m such subsection (b) and inserting in lieu
thereof “foreign corporation”,

(G) by striking out “subsection (b)(2) (A)” each place
it appears in such subsection (b) and inserting in lieu thereof
“subsection (a) (2) (A)?, :
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(H) by striking out “subsection (b)(2)(B)” in para-
graph (2) (B) (ii) of such subsection (b) and inserting in
Tieu thereof “subsection (a) (2) (B)*, and

(I) by adding at the end thereof the following new sub-
section:

%(c) Cross REFERENCE.—
“For taxation of foreign corporations carrying on life insurance

business within the United States, see section 842.”

(4) Section 821 (relating to tax on mutual insurance compa-
nies to which part II applies) is amended—

(A) by striking out subsection (e) and by redesignating
subsections (f) and (g) as subsections (e) and (f), and
{B) by adding at the end of subsection (f) (as redesig-
nated by subparagraph (A)) the following:
“(3) For taxation of foreign corporations carrying on an insurance
business within the United States, see section 842.”

(5) Section 822 (relating to determination of taxable invest-
ment income) is amended by striking out subsection (e) and by
redesignating subsection (f) as subsection (e).

(6) Section 831 (relating to tax on certain other insurance
companies) is amended— :

(A) by striking out subsection (b) and by redesignating
subsection (c) as subsection (b), and
- (B) by amending subsection (d) to read as follows:
“(c) Cross REFERENCES.—
“(1) For alternative tax in case of capital gains, see section 1201(a).
“(2) For taxation of foreign corporations carrying on an insurance
business within the United States, see section 842.” .

(7) Section 832 (relating to insurance company taxable
income) is amended by striking out subsection (d) and by redesig-
nating subsection (e) as subsection (d).

(8) The second sentence of section 841 (relating to credit for
foreign taxes) is amended by striking out “sentence,” and insert-
ing in lieu thereof “sentence (and for purposes of applying sec-
tion 906 with respect to a foreign corporation subject to tax under
this subcha;i‘fer),”.

(j) Susrarr F INcome—Section 952(b) (relating to exclusion of
United States income) is amended to read as follows:

“(b) Excrusion oF UNITED STATES INCOME.—In the case of a con-
trolled foreign corporation, subpart F income does not include any

. item of income from sources within the United States which is effec-

iively connected with the conduct by such corporation of a trade or
business within the United States unless such item is exempt from
taxation (or is subject to a reduced rate of tax) pursuant to a treaty
obligation of the United States.”
* (k) Gaix FroM CERTAIN SALES OR EXCHANGES OF STOCK IN CERTAIN
ForereN CorporaTioONs.—Paragraph (4) of section 1248(d) (relating
to exclusions from earnings and profits) is amended to read as follows:
’ “(4) UNITED STATES INCOME.—Any item includible in gross
income of the foreign corporation under this chapter—
“(A) for any taxable year beginning before January 1,
1967, as income derived from sources within the United States
- of a foreign corporation engaged in trade or business within
the United States, or
“(B) for any taxable year beginning after December 31,
1966, as income effectively connected with the conduct by
ssuch corporation of a trade or business within the United
tates.
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This paragraph shall not apply with respect to any item which
is exempt from taxation (or is subject to a reduced rate of tax)
pursuant to a treaty obligation of the United States.”

(1) DecraraTION OF EsTIMATED INCOME TAXx BY CORPORATIONS.—
Section 6016 (relating to declarations of estimated income tax by
corporations) 1s amended by redesignating subsection (f{ as subsec-
tion (g) and by inserting after subsection (e) the following new
subsection :

“(f) Cerraivy Foreen CorporaTions.—For purposes of this section
and section 6655, in the case of a foreign corporation subject to taxa-
tion under section 11 or 1201(a), or under su%chapter L of chapter 1,
the tax imposed by section 881 shall be treated as a tax imposed by
section 11.”

(m) TECHNICAL AMENDMENTS.—

(1) Section 884 is amended to read as follows:

“SEC. 884. CROSS REFERENCES.

“(1) For special provisions relating to unrelated business income
of foreign educational, charitable, and certain other exempt orga-
nizations, see section 512(a). .

“(2) For special provisions relating to foreign corporations carry-
ing on an insurance business within the United States, see section 842.

“(3) For rules applicable in determining whether any foreign cor-
poration is engaged in trade or business within the United States,
see section 864(b).

“(4) For adjustment of tax in case of corporations of certain for-
eign countries, see section 896.

_ “(5) For allowance of credit against the tax in case of a foreign
corporation having income effectively connected with the conduct
of a trade or business within the United States, see section 906.

“(6) For withholding at source of tax on income of foreign cor-
porations, see section 1442.” .

(2) Section 953(b) (3)(F) is amended by striking out
“832(b) (5)” and inserting in lieu thereof “832(c) (5)”.

(8) Section 1249 (a) is amended by striking out “Except as pro-

vided in subsection (c), gain” and inserting in lieu thereof “Gain”.

n) Errecrive Dartes—The amendments made by this section

(other than subsection (k)) shall apply with res(s)ect to taxable years

beginning after December 31, 1966. The amendment made by sub-

section (k) shall apply with respect to sales or exchanges occurring

after December 31, 1966. .

SEC. 105. SPECIAL TAX PROVISIONS.
(a) Income AFrecTED BY TREATY.—Section 894 (relating to income
exempt under treaties) is amended to read as follows:

“SEC. 894. INCOME AFFECTED BY TREATY.

“(a) Income Exempr UnpErR TrEATY.—Income of any kind, to
the extent required by any treaty obligation of the United States,
shall not be included in gross income and shall be exempt from taxa-
tion under this subtitle.

“(b) PermaNENT EsTaBLisHMENT IN UNrrEDp StATES.—For pur-
poses of applying any exemption from, or reduction of, any tax pro-
vided by any treaty to which the United States is a party with respect
to income which 1s not effectively connected with the conduct of a
trade or business within the United States, a nonresident alien indi-
vidual or a foreign corporation shall be deemed not to have a per-

manent 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) ApsusTMENT OoF Tax BeCAUSE oF BURDENSOME OrR DISCRIMINA-
ToRY ForEraN Taxes.—Subpart C of part IT of subchapter N of chap-
ter 1 (relating to miscellaneous provisions applicable to nonresident
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aliens and foreign corporations) is amended by adding at the end
thereof the following new section:

“SEC. 896. ADJUSTMENT OF TAX ON NATIONALS, RESIDENTS, AND
CORPORATIONS OF CERTAIN FOREIGN COUNTRIES.
“(a) Imposrrion oF More Burpensome Taxes By Foreen Coun-
TRY.—Whenever the President finds that—

“(1) under the laws of any foreign country, considering the tax
system of such foreign country, citizens of the United States not
residents of such foreign country or domestic corporations are
being subjected to more burdensome taxes, on any item of income
received by such citizens or corporations from sources within such
foreign country, 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,

%(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 coun-
try, and

“(3) it is in the public interest to apply pre-1967 tax provisions
in accordance with the provisions of this subsection 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 corpora-
tions of such foreign country shall, for taxable years beginning after
such proclamation, 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) InposrrioN oF DiscrIMINATORY Taxes BY ForeiGN COUNTRY.—
Whenever the President finds that—

“(1) under the laws of any foreign country, citizens of the
United States or domestic corporations (or any class of such
citizens or corporations) are, with respect to any item of income,
being subjected to a higher effective rate of tax than are nationals,
residents, or corporations of such foreign country (or a similar
class of such nationals, residents, or corporations) under similar
circumstances;

“(2) such foreign country, when requested by the United States
to do S(()i has not acted to eliminate such higher effective rate of
tax; an

“(8) it is in the public interest to adjust, in accordance with
the tgrovisions of this subsection, the effective rate of tax imposed
by this subtitle on similar income of nationals, residents, or corpo-
rations of such foreign country (or such similar class of such
nationals, residents, or corporations),

the President shall proclaim that the tax on similar income of
nationals, residents, or corporations of such foreign country (or such
similar class of such nationals, residents, or corporations) shall, for
taxable years beginning after such proczla'mation, be adjusted so as
to cause the effective rate of tax imposed by this subtitle on such
similar income to be substantially equal to the effective rate of tax

.imposed by such foreign country on such item of income of citizens

of the United States or domestic corporations (or such class of citizens
or corporations). In implementing a proclamation made under this
subsection, the effective rate of tax imposed by this subtitle on an
item of income may be adjusted by the disallowance, in whole or in
part, of any deduction, credit, or exemption which would otherwise
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be allowed with respect to that item of income or by increasing the
rate of tax otherwise applicable to that item of income. :

“(c) ALLeviATION OoF MoORE BURDENSOME OR DISCRIMINATORY
Taxes.—Whenever the President finds that—

“(1) the laws of any foreign country with respect to which
the President has made a proclamation under subsection (a) have
been modified sc that citizens of the United States not residents
of such foreign country or domestic corporations are no longer
subject to more burdensome taxes on the item of income derived
by such citizens or corporations from sources within such for-
e1$n country, or

‘(2) the laws of any foreign country with respect to which
the President has made a proclamation under subsection (b) have
been modified so that citizens of the United States or domestic
corporations (or any class of such citizens or corporations) are
no longer subject to a higher effective rate of tax on the item of
income,

he shall proclaim that the tax imposed by this subtitle on the similar
income of nationals, residents, or corporations of such foreign country
shall, for any taxable year beginning after such proclamation, be
determined under this subtitle without regard to such subsection.

“(d) Norrrication 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 proclama-
tion. '

“(e) ImpLEMENTATION BY REGULATIONS.—The Secretary or his
delegate shall prescribe such regulations as he deems necessary or
appropriate to implement this section.”

¢) Cuericar. AMENDMENTS.—The table of sections for subpart C
of part IT of subchapter N of chapter 1 is amended—

(1) by strikin% out the item relating to section 894 and insert-
ing in lieu thereo

“Sec. 894. Income affected by treaty.”;
(2) by adding at the end of such table the following:

“Sec. 896. Adjustment of tax on nationals, residents, and corporations
of certain foreign countries.”

(d) Errective Date—The amendments made by this section
(other than subsections (e) and (f)) shall apply with respect to tax-
able years beginning after December 31, 1966.

(e) Erecrions BY NoNRESIDENT UNTTED STATES CrrizeNs WHO ARE
Sussecr 1o Forelen Communrry ProrErTY LAws.—

(1) Part III of subchapter N of chapter 1 (relating to income
from sources without the United States) is amended by adding
at the end thereof the following new subpart:

“Subpart H—Income of Certain Nonresident United States
Citizens Subject to Foreign Community Property Laws

“Sec. 981. Election as to treatment of income subject to foreign
community property laws.
“SEC. 981. ELECTION AS TO TREATMENT OF INCOME SUBJECT TO
FOREIGN COMMUNITY PROPERTY LAWS.

“(a) GeNEraL RurLe—In the case of any taxable year beginning
after December 81, 1966, if— .

“(1) an individual is (A) a citizen of the United States, (B)

a bona fide resident of a foreign country or countries during the

entire taxable year, and (C) married at the close of the taxable
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year to a spouse who is a nonresident alien during the entire
“taxable year, and
“(2) such individual and his spouse elect to have subsection
{b) apply to their community income under foreign community

. property laws, .
then subsection (b) shall apply to such income of such individual
and such spouse for the taxable year and for all subsequent taxable
years for which the requirements of paragraph (1) are met, unless the
Secretary or his delegate consents to a termination of the election.

“(b) TreatMeNT oF CoMMUNITY INcoME—For any taxable year
to which an election made under subsection (a) applies, the com-
nunity income under foreign community property laws of the husband
and wife making the election shall be treated as follows:

“(1) Earned income (within the meaning of the first sentence
of section 911(b) ), other than trade or business income and a part-
ner’s distributive share of partnership income, shall be treated as
the income of the spouse who rendered the personal services.

“(2) Trade or business income, and a partner’s distributive
share of partnership income, shall be treated as provided in
section 1402 (a) (5). ' v

- “(8) Community income not described in paragraph (1) or
(2) which is derived from the separate property (as determined
under the applicable foreign community property law) of one
spouse shail be treated as the income of such spouse.

“(4) All other such community income shall be treated as pro-
vided in the applicable foreign community property law.

“(c) Erecrion ror PrE-1967 YEARS.— : :

“(1) Evrcrion.—If an individual meets the requirements of
subsections (a) (1) (A) and (C) for any taxable year beginning
before January 1, 1967, and if such individual and the spouse
referred to in subsection (a) (1) (C) elect under this subsection,
then paragraph (2) of this subsection shall apply to their com-
munity income under foreign community property laws for all
open taxable years beginning before January 1, 1967 (whether
under this chapter, the corresponding provisions of the Internal
Revenue Code of 1939, or the corresponding provisions of prior
revenue laws), for which the requirements ofp subsection (a) (1)
(A) and (C) are met.

“(2) Errecr oF eLecrioN.—For any taxable year to which an
election made under this subsection alpplies, the community income
under foreign community property laws of the husband and wife
making the election shall be treated as provided by subsection (b),
except that the other community income described in paragraph
(4) of subsection (b) shall be treated as the income of the spouse
who, for such taxable year, had gross income under paragraphs
(1), (2), and (3) of subsection (%)), plus separate gross income,
greater than that of the other spouse. .

“(d) Time ror Makine ELEcTIONS ; PERIOD OF LIMITATIONS; ETC.—

“(1) Trxe—An election under subsection (a) or (c) for a
taxable year may be made at any time while such year is still open,
and shall be made in such manner as the Secretary or his delegate
shall by regulations prescribe. :

“(2) EXTENSION OF PERIOD FOR ASSESSING DEFICIENCIES AND
MAKING REFUNDS.—IT any taxable year to which an election under
subsection (a) or (c) applies is open at the time such election is
made, the period for assessing a deficiency against, and the period
for filing claim for credit or refund of any overpayment by, the
husband and wife for such taxable year, to the extent such defi-
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ciency or overpayment is attributable to such an election, shall not
expire before 1 year after the date of such election.
(3) ALIEN SPOUSE NEED NOT JOIN IN SUBSECTION (C) ELECTION
IN CERTAIN cAsES.—If the Secretary or his delegate determines—
“(A) that an election under subsection (c) would not
affect the liability for Federal income tax of the spouse
referred to in subsection {a) (1) (C) for any taxable year, or
“(B) that the effect on such liability for tax cannot be
ascertained and that to deny the election to the citizen of the
United States would be inequitable and cause undue hard-
shi
such splc)):use shall not be required to join in such election, and
paragraph (2) of this subsection shall not apply with respect
to such spouse.

“(4) Interest.—To the extent that any overpayment or defi-
ciency for a taxable year is attributable to an election made under
this section, no interest shall be allowed or paid for any period
before the day which is 1 year after the date of such election.

“(e) DeFINTTIONS AND SPECIAL RULES.—For purposes of this section—

“(1) Depucrions.—Deductions shall be treated in a manner
consistent with the manner provided by this section for the
income to which they relate.

“(2) OpEN YEARS.—A taxable year of a citizen of the United
States and his spouse shall be treated as ‘open’ if the period for
assessing a deficiency against such citizen for such year has not
expired%)efore the date of the election under subsection (a) or (c),
as the case may be.

“(8) ELECTIONS IN CASE OF DECEDENTS.—If a husband or wife is
deceased his election under this section may be made by his execu-
tor, administrator, or other person charged with his property.

“(4) DEATH OF SPOUSE DURING TAXABLE YEAR.—In applying sub-
section (a) (1) (C), and in determining under subsection (c) (2)
which spouse has the greater income for a taxable year, if a hus-
band or wife dies the taxable year of the surviving spouse shall
be treated as ending on the date of such death.”

(2) The table of subparts for such part III is amended by
adding at the end thereof the following:

“Subpart H. Income of certain nonresident United States citizens
subject to foreign community property laws.”

(3) Section 911(d) (relating to earned income from sources 76 Stat., 1005,
without the United States) is amended— 26 USC 911,

EA) by striking out “For administrative” and inserting
in lieu thereof the following : “(1) For administrative” ; and
(B) by adding at the end thereof the following:
“(2) For elections as to treatment of income subject to foreign
community property laws, see section 981.”
(f) Presumerive DAt oF PaysmenT ¥or Tax WritHHELD UNDER
CHAPTER 3.—

(1) Section 6513 (b) (relating to time tax is considered paid in 68A Stat. 812,

the case of prepaid income tax% is amended to read as follows: 26 USC 6513,
“(b) Prepam Income Tax.—For purposes of section 6511 or 6512— 26 USC 6511,

“(1) Any tax actually deducted and withheld at the source 6512.
during any calendar year under chapter 24 shall, in respect of the 26 Usc 3401~
recipient of the income, be deemed to have been paid by him on the 3404,
15th day of the fourth month following the close of his taxable
year with respect to which such tax is allowable as a credit under
section 31. v 26 USC 31,
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“(2) Any amount paid as estimated income tax for any taxable
year shall be deemed to have been paid on the last day prescribed
for filing the return under section 6012 for such taxable year
(determined without regard to any extension of time for filing
such return).

“(3) An}s; tax withheld at the source under chapter 3 shall, in
respect of the recipient of the income, be deemed to have been paid
by such recipient on the last day prescribed for filing the return
under section 6012 for the taxable year (determined without
regard to any extension of time for filing) with respect to which
such tax is allowable as a credit under section 1462. For this pur-
pose, any exemption granted under section 6012 from the
requirement of filing a return shall be disregarded.”

2) Section 6513(c) (relating to return and payment of Social
Security taxes and income tax withholding) is amended—
A) bzy striking out “chapter 21 or 24” and inserting in lieu
thereof “chapter 3, 21, or 24”; and
(B) by striking out “remuneration” in paragraph (2) and
inserting in lieu thereof “remuneration or other amount”.

(3) Section 6301(b) (relating to time returns deemed filed) is
amended—

(A) by striking out “chapter 21 or 24” in paragraphs (1)
and (2) and inserting in lieu thereof “chapter 8, 21, or 24”;
and

(B) by inserting after “taxes” in the heading of para-
graph (2) “and tax imposed by chapter 3”.

(4) The amendments made by this subsection shall take effect
on the date of the enactment of this Act.

SEC. 106. FOREIGN TAX CREDIT.

(a) ArrowaNcE oF CrepIT To CERTAIN NONRESIDENT ALIENS AND
ForeigN CORPORATIONS.—

(1) Subpart A of part IIT of subchapter N of chapter 1 (relat-
ing to foreign tax credit) is amended by adding at the end thereof
the following new section : _ )

“SEC. 906. NONRESIDENT ALIEN INDIVIDUALS AND FOREIGN COR-
PORATIONS.

“(a) ALLowANCE oF CREDIT.—A nonresident alien individual or a
foreign corporation engaged in trade or business within the United
States during the taxable year shall be allowed a credit under sec-
tion 901 for the amount of any income, war profits, and excess profits
taxes paid or accrued during the taxable year (or deemed, under sec-
tion 902, paid or accrued during the taxable gear) to any foreign coun-
try or possession of the United States with respect to income effec-
tively 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 deter-
mining 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 possession there shall not be taken into
account any amount of tax to the extent the tax so paid or accrued
is imposed with respect to income from sources within the United
States which would not be taxed by such 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
possession, or
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“(B) in the case of a foreign corporation, such corporation
was created or organized under the law of such foreign coun-
try 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 con-
duct of a trade or business within the United States.

“(8) The credit allowed pursuant to subsection (a2 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 corporations
not connected with United States business).

“(4) For purposes of sections 902(a) and 78, a foreign corpora-
tion choosing the benefits of this subpart which receives dividends
shall, with respect to such dividends, be treated as a domestic
corporation.” .

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

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

(8) Section 874(c) is amended by striking out
(c) Foreien Tax Creprr Nor ArpLowep.—A nonresident” and

inserting in lieu thereof the following :

«

(¢) Foreen Tax Creprr.—Except as provided in section 906, a

nonresident”.

-

K

143

(4) Subsection (b) of section 901 (relating to amount allowed)
is amended by redesignating paragraph (4) as paragraph (5),
and by inserting after paragraph (3) ‘the following new
paragraph:

“(4) NONRESIDENT ALIEN INDIVIDUALS AND FOREIGN CORPORA-
TIONS.—In the case of any nonresident alien individual not
described in section 876 and in the case of any foreign 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
“(8), or (4),". )

(6) The amendments made by this subsection 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 January 1, 1967,
and no such year shall be taken into account.

b) Arven ResiENTS OF THE UNITED STATES OR PUERTO RI1co.—

(1) Paragraph (3) of section 901(b) (relating 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 country”.

(2) Section 901 is amended by redesignating subsections (c)
and (d) as subsections (d) and (e), and by inserting after sub-
section (b) the following new subsection :

(¢) SimiLar Crepir ReQuirep For CERTAIN ALIEN RESIDENTS.—

Whenever the President finds that—

“(1) a foreign country, in imposing income, 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
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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 sub-
section (b) (8) to citizens 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 remains in eifect, 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 excess
profits taxes, allows to citizens of the United States residing in such
foreign country such a similar credit.”

(8) Section 2014 (relating to credit for foreign death taxes)
is amended by striking out the second sentence of subsection (a),
and by adding at the end of such section the following new
subsection :

“(h) SramtLar Creprr 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 sub-
section (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 resident in such foreign country at
the time of death,

the President shall proclaim that, in the case of citizens or subjects
of such foreign country dying while the proclamation remains in
effect, the credit under subsection (a) shall be allowed only if such
foreign country allows such a similar credit in the case of citizens of
the ,nited States resident in such foreign country at the time of
death.”

4) The amendments made by this subsection (other than para-
graph (3)) shall apply with respect to taxable years beginning
after December 81, 1966. The amendment made by paragraph
(8) shall apply with respect to estates of decedents dying after
the date of the enactment of this Act.

(c) Foreien Tax Creprr 1N REespecT oF INTEREST RECEIVED FROM
FOREIGN SUBSIDIARIES.—
(1) Section 904(f) (2) (relating toapplication of limitations on
foreign tax credit in case of certain interest income) is amended—
(A) by striking out subparagraph (C) and inserting in
lieu thereof the following : :
“(C) received from a corporation in which the taxpayer
(or one or more includible corporations in an affiliated group,
as defined in section 1504, of which the taxpayer is a member)
owns, ;iirectly or indirectly, at least 10 percent of the voting
stock,”.
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(B) by adding at the end thereof the following new sen-
tence: .

“For purposes of subparagraph (C), stock owned, directly or
indirectly, by or for a foreign corporation shall be considered as

being proportionately owned by its shareholders.”
(2% The amendments made by paragraph (1) shall apply to
interest received after December 81, 1965, in taxable years ending

after such date.

SEC. 107. AMENDMENT TO PRESERVE EXISTING LAW ON DEDUCTIONS
UNDER SECTION 931
(a) Depwcrrons.—Subsection (d) of section 931 (relating to deduc-
tions) is amended to read as follows:
“(d) DEpUCTIONS.— L

“(1) GeNErAL RULE—EZxcept as otherwise provided in this sub-
section 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 apportionment and al-
location of the deductions with respect to sources of income within
and without the United States shall be determined as provided in
part I, under regulations prescribed by the Secretary or his
delegate.

“(g2) Exceprions.—The following deductions shall be allowed
whether or not they are connected with income from sources with-
in the United States: :

“(A) The deduction, for losses not connected with the trade
or business if incurred in transactions entered into for profit,
allowed 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.

“(C). The deduction for charitable contributions and gifts
allowed by section 170. :

“(8) DEDUCTION DISALLOWED.—

“For disallowance of standard deduction, see section 142(b)(2).”

(b) Errrcrive Dare—The amendment made by this section shall
apply with respect to taxable years beginning after December 31,
1966.

SEC. 108. ESTATES OF NONRESIDENTS NOT CITIZENS.

" (a) RaTe oF Tax.—Subsection (a) of section 2101 (relating to tax
imposed in case of estates of nonresidents not citizens) is amended to
read as follows:

“(a) Rare or Tax.—FExcept as provided in section 2107, a tax
computed in accordance with the following table is hereby imposed
on the transfer of the taxable estate, determined as provided in section
2106, of every decedent nonresident not a citizen of the United States:

“If the taxable estate is: The tax shall be:

Not over $100,000___________ 5% of the taxable estate.
Over $100,000 but not over

500,000 _________________ $5,000, plus 109% of excess over $100,000.
Over $500,000 but not over

$1,000,000 ________________ $45,000, plus 159% of excess over $500,000.
Over $1,000,000 but not over '

$2,000,000 ________________ $120,000, plus 20% of excess over $1,000,000.
Over $2,000,000_____________ $320,000, plus 25% of excess over $2,000,000.”
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(b) Creprrs AceaiNst Tax—Section 2102 (relating to credits
allowed against estate tax) is amended to read as follows:
“SEC. 2102. CREDITS AGAINST TAX.

“(a) ‘IN GeNerarL—The tax imposed by section 2101 shall be
credited with the amounts determined in accordance with sections
2011 to 2013, inclusive (relating to State death taxes, gift tax, and
tax on prior transfers), subject to the special limitation provided in
subsection (b). .

“(b) SpecrarL LimrraTioN.—The maximum credit allowed under
section 2011 against the tax imposed by section 2101 for State death
taxes paid shall be an amount which bears the same ratio to the credit
computed as provided in section 2011 (b) as the value of the property,
as determineg for purposes of this chapter, upon which State death
taxes were paid and which is included in the gross estate under section
2103 bears to the value of the total gross estate under section 2108.
For purposes of this subsection, the term ‘State death taxes’ means
the taxes described in section 2011(a).”

(c) ProperTy WitHIN THE UNITED STATES.—Section 2104 (relat-
Ing to property within the United States) is amended by adding at
the end thereof the following new subsection :

“(c) Depr OpricaTioNs.—For purposes of this subchapter, debt
obligations of—

“(1) a United States person, or

“(2) the United States, a State or any political subdivision

thereof, or the District of Columbia,

owned and held by a nonresident not a citizen of the United States
shall be deemed property within the United States. With respect to
estates of decedents dying after December 31, 1972, deposits with a
domestic branch of a foreign corporation, if such branch is engaged in
the commercial banking business, shall, for purposes of this subchapter,
be deemed property within the United States. This subsection shall
not apply to a debt obligation to which section 2105(b) applies or to
a_debt obligation of a domestic corporation if any interest on such
obligation, were such interest received by the decedent at the time of
his death, would be treated by reason of section 861(a) (1) (B) as
income from sources without the United States.” .

(d) Properry WrrmHOUT THE UNITED STATES.—Subsection (b) of

section 2105 (relating to bank deposits) is amended to read as follows:
1“(b) CerraiN Bank Deposits, Erc.—For purposes of this sub-
chapter—
“(1) amounts described in section 861(c) if any interest
thereon, were such interest received by the decedent at the time
of his death, would be treated by reason of section 861 (a) (1) (A)
as income from sources without the United States, and
“(2) deposits with a foreign branch of a domestic corporation
or domestic partnership, if such branch is engaged in the commer-
cial banking business,
shall not be deemed property within the United States.”

(e) DerinitioN oF TaxaBrLe Esrate—Paragraph (3) of section
2106(a) (relating to deduction of exemption from gross estate) is
amended to read as follows:

“(3) Exemprion.—

“(A) GENERAL RULE.—An exemption of $30,000.

“(B) RESIDENTS OF POSSESSIONS OF THE UNITED STATES.—
In the case of a decedent who is considered to be a ‘non-
resident not a citizen of the United States’ under the pro-
visions of section 2209, the exemption shall be the greater of
(i) $80,000, or (ii) that proportion of the exemption
authorized by section 2052 which the value of that part of
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the decedent’s gross estate which at the time of his death is
situated in the United States bears to the value of his entire
gross estate wherever situated.”
(f) SeeciaL Mersops or Compuring Tax.—Subchapter B of chap-
ter 11 (relating to estates of nonresidents not citizens) is amended by
adding at the end thereof the following new sections:

“SEC. 2107. EXPATRIATION TO AVOID TAX.

“(a) Rate oF Tax—A tax computed in accordance with the table
contained in section 2001 is hereby imposed on the transfer of the tax-
able estate, determined as provided in section 2106, of every decedent
nonresident not a citizen of the United States dying after the date of
enactment of this section, if after March 8, 1965, and within the
10-year period ending with the date of death such decedent lost United
States citizenship, unless such loss did not have for one of its principal
purposes the avoidance of taxes under this subtitle or subtitle A.

“(b) Gross Estate.—For purposes of the tax imposed by subsection
(a), the value of the gross estate of every decedent to whom subsec-
t%lon (a) applies shall be determined as provided in section 2108, except
that—

“(1) if such decedent owned (within the meaning of section
958(a)) at the time of his death 10 percent or more of the total
combined voting power of all classes of stock entitled to vote of a
foreign corporation, and =~ |

«“ (2; if such decedent owned (within the meaning of section
958(a i
ship rules of section 958(b) ), at the time of his death, more than
50 percent of the total combined voting power of all classes of

_ stock entitled to vote of such foreign corporation,

then that proportion of the fair market value of the stock of such
foreign corporation owned (within the meaning of section 958(a) ) by
such decedent at the time of his death, which the fair market value of
any assets owned by such foreign corﬁoration and situated in the
United States, at the time of his death, bears to the total fair market
value of all assets owned by such foreign corporation at the time of his
death, shall be included in the gross estate of such decedent. For pur-
poses of the preceding sentence, a decedent shall be treated as owning
stock of a foreign corporation at the time of his death if, at the time
of a transfer, by trust or otherwise, within the meaning of sections
2035 to 2038, inclusive, he owned such stock. .-

“(c) Crepirs.—The tax imposed by subsection (a) shall be credited
with the amounts determined in accordance with section 2102.

“(d) ExceprioN For Loss or Crrizensaip ForR CERTAIN CAUSES.—
Subsection (a) shall not apply to the transfer of the estate of a dece-
dent whose loss of United States citizenship resulted from the appli-
cation of section 301(b), 850, or 855 of the Immigration and Nation-
ality Act, as amended (8 U.S.C. 1401 (b), 1482, or 1487).

“(e) BurpEn or Proor.—If the Secretary or his delegate estab-
lishes that it is reasonable to believe that an individual’s loss of United
States citizenship would, but for this section, result in a substantial
reduction in the estate, inheritance, legacy, and succession taxes in
respect of the transfer of his estate, the burden of proving that such
loss of citizenship did not have for one of its principal purposes the
avoidance of taxes under this subtitle or subtitle A shall be on the
executor of such individual’s estate.

“SEC. 2108. APPLICATION OF PRE-1967 ESTATE TAX PROVISIONS.
“(a) ImrosrtioN oF More BurbEnsome Tax By Foreien CoUN-
TRY.—Whenever the President finds that—
“(1) under the laws of any foreign country, considering the
tax system of such foreign country, a more burdensome tax is
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imposed by such foreign country on the transfer of estates of
decedents who were citizens of the United States and not resi-
dents of such foreign country than the tax imposed by this sub-
chapter on the transfer of estates of decedents who were residents
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 tax so that it is no
more burdensome than the tax imposed by this subchapter on the
transfer of estates of decedents who were residents of such foreign
country, and

“(3) it is in the public interest to apply pre-1967 tax provisions
in accordance with this section to the transfer of estates of
decedents who were residents of such foreign country,

the President shall proclaim that the tax on the transfer of the estate
of every decedent who was a resident of such foreign country at the
time of his death shall, in the case of decedents dying after the date of
such proclamation, be determined under this subchapter without
regard to amendments made to sections 2101 (relating to tax imposed),
2102 (relating to credits against tax), 2106 (relating to taxable estate),
and 6018 (relating to estate tax returns) on or after the date of
enactment of this section.

“(b) AuLeviation oF More Burbensome Tax.—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 the tax on the transfer of estates of dece-

dents who were citizens of the United States and not residents of such
foreign country is no longer more burdensome than the tax imposed by
this subchapter on the transfer of estates of decedents who were resi-
dents of such foreign country, he shall proclaim that the tax on the
transfer of the estate of every decedent who was a resident of such
foreign country at the time of his death shall, in the case of decedents
dying after the date of such proclamation, be determined under this
subchapter without regard to subsection (a).

“(c) Norrricarion or Concress ReQuirep.—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.

“(d) ImrLEMENTATION BY REGULATIONSs.—The Secretary or his dele-
gate shall preseribe such regulations as may be necessary or appro-
priate to implement this section.”

(g) Estate Tax Rerurns.—Paragraph (2) of section 6018(a)
(relating to estates of nonresidents not citizens) is amended by strik-
ing out “$2,000” and inserting in lieu thereof “$30,000”.

(h) Crericar. AMENDMENT.—The table of sections for subchapter
B of chapter 11 (relating to estates of nonresidents not citizens) is
amended by adding at the end thereof the following:

“Sec. 2107. Expatriation to avoid tax.
“Sec. 2108. Application of pre-1967 estate tax provisions.”

(i) Errecrive Date—The amendments made by this section shall
apply with respect to estates of decedents dying after the date of the
enactment of this Act.

SEC. 109. TAX ON GIFTS OF NONRESIDENTS NOT CITIZENS.

(a) InteosrrioN oF Tax.—Subsection (a) of section 2501 (relating
to general rule for imposition of tax) is amended to read as follows:

“(a) -TaxaBLE TRANSFERS.—

“(1) Ge~eraL rRULE—For the calendar year 1955 and each
calendar year thereafter a tax, computed as provided in section
2502, is hereby imposed on the transfer of property by gift during
such calendar year by any individual, resident or nonresident.
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“(2) TRANSFERS OF INTANGIBLE PROPERTY.—Except as provided

in paragraph (3), paragraph (1) shall not apply to the transfer of
isntangi le property by a nonresident not a citizen of the United
tates.

“(3) Excerrions.—Paragraph (2) shall not apply in the case
of a donor who at any time after March 8, 1965, and within the
10-year period ending with the date of transfer lost United States
citizenship unless—

“(A) such donor’s loss of United States citizenship resulted
from the application of section 301(b), 350, or 355 of the Im-
migration and Nationality Act, as amended (8 U.S.C.
1401(b), 1482, or 1487), or

“(B) such loss did not have for one of its principal pur-
poses the avoidance of taxes under this subtitle or subtitle A.

“(4) BurpEn or proor.—If the Secretary or his delegate estab-
lishes that it is reasonable to believe that an individual’s loss of
United States citizenship would, but for paragraph (3), result in
a substantial reduction for the calendar year in the taxes on the
transfer of property by gift, the burden of proving that such loss
of citizenship did not have for one of its principal purposes the
avoidance of taxes under this subtitle or subtitle A shall be on
such individual.”

(b) Transrers IN GENERAL—Subsection (b) of section 2511 (relat-
ing to situs rule for stock in a corporation) is amended to read as
follows: .

“(b) IntancisLE PropErTY.—For purposes of this chapter, in the
case of a nonresident not a citizen of the United States who is excepted
from the application of section 2501 (a) (2)—

(1) shares of stock issued by a domestic corporation, and

“(2) debt obligations of— '

“(A) a United States person, or

“(B) the United States, a State or any political subdivision
thereof, or the District of Columbia,

which are owned and held by such nonresident shall be deemed to be
property situated within the United States.”

(¢) Errective Date.—The amendments made by this section shall
apply with respect to the calender year 1967 and all calendar years
thereafter.

SEC. 110. TREATY OBLIGATIONS.

No amendment made by this title shall apply in any case where its
application would be contrary to any treaty obligation of the United
States. For purposes of the preceding sentence, the extension of a
benefit provi(ﬁad y any amendment made by this title shall not be
deemed to be contrary to a treaty obligation of the United States.

TITLE II—OTHER AMENDMENTS TO
INTERNAL REVENUE CODE

SEC. 201. APPLICATION OF INVESTMENT CREDIT TO PROPERTY USED
IN POSSESSIONS OF THE UNITED STATES. )

(a) Property Usep By DomEestic CorporaTions, Erc.—Section
48(a) (2) (B) (relating to property used outside the United States)
is amended—

(1) by striking out “and” at the end of clause (v);
(2) by striking out the period at the end of clause (vi) and
inserting in lieu thereof “; and”; and
(3) by adding at the end thereof the following new clause:
“(vii) any property which is owned by a domestic

66 Stat. 236.

68A Stat. 4.
26 USC 1-2524,

26 USC 2511.

Ante, p. 1574,

76 Stat. 967.
26 USC 48,

corporation (other than a corporation entitled to the -
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68A Stat, 291;
74 State 9984
26 USC 931-934,

76 State 963,
26 USC 46,

26 USC 334,

26 USC 318.

26 USC 453,

26 USC 332,

benefits of section 931 or 934(b)) or by a United States
citizen (other than a citizen entitled to the benefits of
section 931, 932, 933, or 934(c)) and which is used pre-
dominantly in a possession of the United States by such
a corporation or such a citizen, or by a corporation
created or organized in, or under the law of, a possession
of the United States.” '
(b) Errective Date—The amendments made by subsection (a)
shall apply to taxable years ending after December 31, 1965, but only
with respect to property placed in service after such date. In apply-
ing section 46(b) of the Internal Revenue Code of 1954 (relating to
carryback and carryover of unused credits), the amount of any invest-
ment credit carryback to any taxable year ending on or before Decem-
ber 31, 1965, shall be determined without regard to the amendments
made by this section.

SEC. 202. BASIS OF PROPERTY RECEIVED ON LIQUIDATION OF SUB-
" SIDIARY.

ga;.l) Derintrion oF Furcmase—Section 334(b) (3) (relating to
definition of purchase) is amended by adding at the end thereof the
following new sentence: '

“Notwithstanding subparagraph (C) of this paragraph, for pur-
poses of paragraph (2)(B), the term ‘purchase’ also means an
acquisition of stock from a corporation when ownership of such
stock would be attributed under section 318(a) to the person
acquiring such stock, if the stock of such corporation by reason
of which such ownership would be attributed was acquired by
urchase (within the meaning of the preceding sentence).”

(bg Periop oF AcquisiTioN.—Section 334(b) (2) (B) (relating to
exception) is amended by striking out “during a period of not more
than 12 months,” and inserting in lieu thereof “during a 12-month
period beginning with the earlier of—

“(i) the date of the first acquisition by purchase of
such stock, or

“(ii) if any of such stock was acquired in an acquisi-
tion which is a purchase within the meaning of the sec-
ond sentence of paragraph (3), the date on which the
distributee is first considered under section 318(a) as
owning stock owned by the corporation from which such
acquisition was made,”.

(¢) DistriBuTiON OoF INsTALLMENT OBLIGATIONS.—Section 453(d)
(4) (A) (relating to distribution of installment obligations in certain
liquidations) is amended to read as follows:

“(A) LIQUIDATIONS TO WHICH SECTION 332 APPLIES.—If—
(i) an installment obligation is distributed in a liqui-
dation to which section 332 (relating to complete liquida-
tions of subsidiaries) applies, and :
“(ii) the basis of such obligation in the hands of the
distributee is determined under section 334(b) (1),
then no gain or loss with respect to the distribution of such
oblig;?tion shall be recognized by the distributing corpora-
tion.

(d) Errective Dates.—The amendment made by subsection (a)
shall apply only with respect to acquisitions of stock after December
31, 1965. The amendments made by subsections (b) and (c) shall
apply only with respect to distributions made after the date of the
enactment of this Act.
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SEC. 203. TRANSFERS OF PROPERTY TO INVESTMENT COMPANIES
CONTROLLED BY TRANSFERORS.

(a) Transrers To INvEsTMENT CompanIEs.—The first sentence of
section 351(a) (relating to transfer to corporation controlled by the 68A Stat. 111,
transferor) is amended by striking out “to a corporation” and insert- 26 USC 351.
ing in lieu thereof “to a corporation (including, in the case of trans-
fers made on or before June 30, 1967, an investment company)”.

(b) InvesrMeENT CoMPANIES REQUIRED TO Fie REGISTRATION
StateMENT WITH THE S.E.C.—Section 351 is amended by redesig—
nating subsection (d) as subsection (e) and by inserting after sub-
section (c) the following new subsection :

“(d) AppricaTION OF JUNE 30, 1967, Date—For purposes of this
section, if, in connection with the transaction, a registration state-
ment is required to be filed with the Securities and Exchange Com-
mission, a transfer of property to an investment company shall be
treated as made on or before June 30, 1967, only if—

“(1) such transfer is made on or before such date,

“(2) the registration statement was filed with the Securities
and Exchange Commission before January 1, 1967, and the aggre-
gate issue price of the stock and securities of the investment com-
pany which are issued in the transaction does not exceed the
aggregate amount therefor specified in the registration statement
as of the close of December 31, 1966, and

“(3) the transfer of property to the investment company in
the7t};ansacti0n includes only property deposited before May 1,
1967. .

(¢) Errective Date—The amendments made by subsections (a)
and (b) shall apply with respect to transfers of property to invest-
ment companies whether made before, on, or after the date of the en-
actment of this Act.

SEC. 204. REMOVAL OF SPECIAL LIMITATIONS WITH RESPECT TO DE-
DUCTIBILITY OF CONTRIBUTIONS TO PENSION PLANS BY
SELF-EMPLOYED INDIVIDUALS.

(a) RemovaL or SpeciAL Limirarions.—Paragraph (10) of section Repeal. .
404(a) (relating to special limitation on amount allowed as deduction 76 Stat. 820.
for self-employed individuals for contributions to certain pension, 26 USC 404,
ete., plans) is repealed. :

b) CoNFORMING AMENDMENTS.—

}1) Each of the following provisions of section 401 is amended by 26 USC 401,
striking out “(determined without regard to section 404(a)(10))”
each place it appears:

(A) Subsection (a)(10) (A) (ii).

(B) Subparagraphs (A) and (B) of subsection (d) (5).

C) Subparagraph (A) of subsection (d) (6).

ED) Subparagraphs (A) and (B)(i) of subsection (e)(1).

(E) Subparagraphs (B) and (C) and the last sentence of sub-
section (e) (3).

(2) Subparagraph (A) of section 404(e)(2) is amended by
striking out “(determined without regard to subsection (a) (10))”.

(3) Paragraph (1) and subparagraph (B) of paragraph (2) of
section 404 (e) are each amended by striking out (determined without
regard to paragraph (10) thereof)”.

(¢) DerinrTioN oF EarNED INcoME.—Section 401(c) (2) (relating 76 Stat. 81l.
to definition of earned income for certain pension and profit-sharin
plans) is amended by striking out subparagraphs (A) and (B) an
inserting in lieu thereof the following:
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“(A) IN ¢eneraL—The term ‘earned income’ means the
net earnings from self-employment (as defined in section

68A Stat. 353, 1402(a) ), but such net earnings ghall be determined—

26 USC 1402, “(1) only with respect to a trade or business in which
personal services of the taxpayer are a material income-
producing factor,

“(ii) without regard to paragraphs (4) and (5) of

79 Stat. 381, section 1402 (c),

“(ii) in the case of any individual who is treated as
an employee under sections 3121(d)(3) (A), (C), or

26 USC 3121. ' ith d t i
26 use 12, zgl)d)’ without regard to paragraph (2) of section 1402(c),

“(iv) without regard to items which are not included
in gross income for purposes of this chapter, and the
deductions properly allocable to or chargeable against
such items.

For purposes of this subparagraph, section 1402, as in effect
for a taxable year ending on December 31, 1962, shall be
treated as having been in effect for all taxable years ending
before such date.”

(d) Errecrive Date.—The amendments made by subsections (a)
and (b) shall apply with respect to taxable years beginning after
December 31,1967.

SEC. 205. TREATMENT OF CERTAIN INCOME OF AUTHORS, INVENTORS,
ETC., AS EARNED INCOME FOR RETIREMENT PLAN
PURPOSES. .

(a) Income From Disposition oF Prorerry CreaTeED BY Tax-

Ante, pe 1577,  pavEr—Section 401(c) (2) (relating to definition of earned income)

78
26

is amhended by adding at the end thereof the following new subpara-
graph: :

“(C) INCOME FROM DISPOSITION OF CERTAIN PROPERTY.—FoOr
purposes of this section, the term ‘earned income’ includes
gains (other than any gain which is treated under any provi-
sion of this chapter as gain from the sale or exchange of a
capital asset) and net earnings derived from the sale or other
disposition of, the transfer of any interest in, or the licensing
of the use of property (other than good will) by an individual
whose personal efforts created such property.”

(b) Errective DatE—The amendment made by subsection (a)
sﬁall Aapply to taxable years ending after the date of the enactment of
this Act.

SEC. 206. EXCLUSION OF CERTAIN RENTS FROM PERSONAL HOLDING
COMPANY INCOME.
(a) Rents From Lreases or Cerrain TancieLe PErsoNaL Prop-
Stat. 84, ERTY.—Section 543(b) (3) (relating to adjusted income from rents)
USC 543. is amended by striking out “but does not include amounts constituting
personal holding company income under subsection (a) (6), nor copy-
right royalties (as defined in subsection {a) (4) nor produced film
rents (as defined in subsection (a)(5)(B)).” and inserting in lieu
thereof the following: “but such term does not include—
“(A) amounts constituting personal holding company
income under subsection (a) 56),
( ‘)‘ ((%)) copyright royalties (as defined in subsection
a b
(5“((%)) )produced film rents (as defined in subsection (a)
, or
)‘(D) compensation, however designated, for the use of,
.. _or the right to use, any tangible personal property manu-
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factured or produced by the taxpayer, if during the taxable
year the taxpayer is engaged in substantial manufacturing
or pf’odu’ction of tangible personal property of the same
type.

(b) TECHNICAL AMENDMENTS.—

(1) Section 543(a) (2) (relating to adjusted income from rents
included in personal holding company income) is amended by
striking out the last sentence thereof. '

(2) Section 543(b) (2) (relating to definition of adjusted ordi-
nary gross income) is amended by adding at the end thereof the
following new subparagraph:

“FD) CERTAIN EXCLUDED RENTS.—From the gross income
consisting of compensation described in subparagraph (D) of
paragraph (3) subtract the amount allowable as deductions
for the 1tems described in clauses (i), (ii), (iil), and (iv) of
subparagraph (A) to the extent allocable, under regulations
prescribed by the Secretary or his delegate, to such gross
income. The amount subtracted under this subparagraph
shall not exceed such gross income.”

{¢) ErrecTive DaTE.—The amendments made by subsections (a) and
(b) shall apply to taxable years beginning after the date of the enact-
ment of this Act. Such amendments shall also apply, at the election
of the taxpayer (made at such time and in such manner as the Secre-
- tary or his delegate may prescribe), to taxable years beginning on or
before such date and ending after December 31, 1965.

SEC. 207. PERCENTAGE DEPLETION RATE FOR CERTAIN CLAY BEAR-

ING ALUMINA. . .

(a) 23 Percent RartE—Section 613(b) (relating to percentage
depletion rates) is amended— A

(1) by inserting “clay, laterite, and nephelite syenite” after
“anorthosite” in paragraph (2) (B) ; and

(2) by striking out “if paragraph (5) (B) does not apply” in
paragraph (3) (B) and inserting in lieu thereof “if neither para-
graph (2) (B) nor (5) (B) applies”.

(b) Errective Date—The amendments made by subsection (a)
shall apply to taxable years beginning after the date of the enactment
of this Act.

" SEC. 208. PERCENTAGE DEPLETION RATE FOR CLAM AND OYSTER

SHELLS. .

(a) 15 PerceNt RarE—Section 613(b) (relating to percentage
depletion rates) is amended— -

(1) by striking out “mollusk shells (including clam shells and
oyster shells),” in paragraph (5) (A), and

(2) by inserting “mollusk shells (including clam shells and
oyster shells) ,” after “marble,” in paragraph (6).

(b) Errective Date—The amendments made by subsection (a)
shall apply to taxable years beginning after the date of the enactment
of this Act. ’

SEC. 209. PERCENTAGE DEPLETION RATE FOR CERTAIN CLAY, SHALE,

AND SLATE.

(a) 7% PrrceENT RaTe—Section 613(b) (relating to percentage
tlepletion rates) is amended—

(1) by renumbering paragraphs (5) and (6) as (6) and (7),
respectively, and by inserting after paragraph (4) the following
new paragraph:

“(5) 7Y percent—clay and shale used or sold for yse in
the manufacture of sewer pipe or brick, and clay, shale, and
slate used or sold for use as sintered or burned lightweight
aggregates.”;
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74 Stat. 293,
26 USC 613,

72 Stat. 1644,
26 USC 1234,

68A State 330,
26 USC 1236,

76 Stat. 1046,
26 USC 1382,

26 USC 1388,

2) by striking out in paragraph (3) (B) (as amended by sec-
tiog'n )20;(3) (2))g “if ne?ther paragraph (2)(B) nor (5)(B)
a%plies” and inserting in lieu thereof “if neither paragraph (2)
(B), (), or (6) (B) applies”;

(8) by striking out in paragraph (6) (as renumbered by para-
graph (1)) “shale, and stone, except stone described in para-
graph (6)” and inserting in lieu thereof “shale (except shale de-
scribed in paragraph (5)), and stone (except stone described in
paragraph (7))”;

(4§rgy striking out, in subparagraph (Bﬂ of paragraph (6) (as
so renumbered), “building or paving brick,” and by striking out
“sewer pipe,”; and

(5) by inserting after “any such other mineral” in paragraph
57 ; (as so renumbered) “(other than slate to which paragraph

5) applies)”.

(b) ConrorMiNe AMENDMENT.—Section 613(c) (4) (G) (relating
to treatment processes) is amended by striking out “paragraph (5)
(B)” and inserting in lieu thereof “paragraph (f{? or (6) (B)”.

(¢) Errective Date.—The amendments made by subsections (a)
and (b) shall apply to taxable years beginning after the date of the
enactment of this Act.

SEC. 210. STRADDLES.

(a) TreatMENT a8 SHORT-TERM Caprrar GaiN—Section 1234
(relating to options) is amended bg redesignating subsection (c) as
subsection (d) and by inserting after subsection (b) the following
new subsection: .

“(c) SeeciaL RULE FOR GRANTORS OF STRADDLES.—

“(1) Gain on rLapse—In the case of gain on lapse of an option
granted by the taxpayer as part of a straddle, the gain shall be

eemed to be gain from the sale or exchange of a capital asset
held f‘(l)r not more than 6 months on the day that the option
expired.

‘(2) ExceerioNn.—This subsection shall not apply to any per-
son who holds securities for sale to customers in the ordinary
course of his trade or business. :

“(3) DerinrTIONs.—For urposes of this subsection—

“(A) The term ‘straddle’ means a simultaneously granted
combination of an option to buy, and an option to sell, the
same quantity of a security at the same price during the same
period of time.

“(B) The term ‘security’ has the meaning assigned to
such term by section 1236(c).” .

(b) Errecrive Date—The amendments made by subsection (a)
shall apply to straddle transactions entered into after January 25,
1965, in taxable years ending after such date.

SEC. 211. TAX TREATMENT OF PER-UNIT RETAIN ALLOCATIONS.
(a) Tax TrearMENT oF COOPERATIVES.—

(1) Section 1382(a) (relating to gross income of cooperatives)
is amended by striking out the period at the end thereof and insert-
ing “or by reason of any amount paid to a patron as a per-unit
retain allocation (as defined in section 1388(f)).”

(2) Section 1382(b) is amended— :

(A) by striking out “(b) Partronace Divibenps.—” and
inserting in lieu thereof *“(b) PaTroNAGE DIVIDENDS AND
PEr-Unrt RETAIN ALLOCATIONS.—, '

(B) by striking out “or” at the end of paragraph (1),

44



November 13, 1966 - 43 - Pub. Law 89-809
o e T 80 STAT, 1561

“(C) by striking out the period at the end of paragraph
(2) and 1nserting a semicolon in lieu thereof,

(D) by striking out the sentence following paragraph (2)
and inserting in lieu thereof the following:

“(3) asper-unit retain allocations, to the extent paid in qualified
per-unit retain certificates (as defined in section 1388(h)) with Post, p. 1583,
respect to marketing occurring during such taxable year; or

“(4) in money or other property (except per-unit retain cer-
tificates) in redemption of a nonqualified per-unit retain certificate
which was paid as a per-unit retain allocation during the payment
period for the taxable year during which the marketing occurred.

For purposes of this title, any amount not taken into account under
the preceding sentence shall, in the case of an amount described in
paragraph (1) or (2), be treated in the same manner as an item of
gross income and as a deduction therefrom, and in the case of an
amount described in paragraph (3) or (4), be treated as a deduction
in arriving at gross income.”

(8) Section 1382(e) is amended to read as follows: 76 State 1047,

“(e) Propucts Markerep UNpEr PooLiNg ARrRANGEMENTS.—For 26 USC 1382,
purposes of subsection (b), in the case of a pooling arrangement for the
marketing of products—

“(1) the patronage shall (to the extent provided in regulations
prescribed by the Secretary or his delegate) be treated as patron-
age occurring during the taxable year in which the pool closes, and

%(2) the marketing of products shall be treated as occurring
during any of the taxable years in which the pool is open.”

(4) Section 1382(f) is amended by striking out “subsection
(b)” and inserting in lieu thereof “paragraphs (1) and (2) of
subsection (b)”.

(5) The heading for section 1383 is amended by striking out 26 USC 1383.
the period at the end thereof and inserting “OR NONQUALIFIED
PER-UNIT RETAIN CERTIFICATES.”

(6) Section 1383(a) is amended—

(A) by striking out “section 1382(b) (2)” and inserting
in lieu thereof “section 1382(b) (2) or (4),”

(B) by striking out “nonqualified written notices of alloca-
tion” each place it appears and inserting in lieu thereof “non-
qualified written notices of allocation or nonqualified per-
unit retain certificates”, and

(C) by striking out “qualified written notices of alloca-
tion” and inserting in lieu thereof “qualified written notices
of allocation or qualified per-unit retain certificates (as the
case may be)”.

(7) Section 1383(b) (2) is amended—

(A) by striking out “nonqualified written notice of alloca-
tion” and inserting in lieu thereof “nonqualified written notice
of allocation or nonqualified per-unit retain certificate”,

(B) by striking out “qualified written notice of alloca-
tion” and inserting in lieu thereof “qualified written notice of
allocabtgs)g or qualified per-unit retain certificate (as the case
ma s

C) by striking out “such written notice of allocation”
and inserting in lieu thereof “such written notice of alloca-
tion or per-unit retain certificate”, and

(D) by striking out “section 1382(b) (2)” and inserting in
lieu thereof “section 1382(b) (2) or (4),”.

45



Pub., Law 89-809 - 44 - November 13, 1966
80 STAT, 1582 - ‘ o

(8) The table of sections for part I of subchapter T of chapter
1 is amended by striking out—

“Sec. 1383. Computation of tax where cooperative redeems non-
qualified written notices of allocation.”

and inserting in lieu thereof—

“Sec. 1383. Computation of tax where cooperative redeems non-
qualified written notices of allocation or nonqualified
per-unit retain certificates.”

(b) Tax TREATMENT BY PATRONS.—
76 Stat. 1048. (1) Section 1385(a) is amended by striking out “and” at the
26 USC 1385, end of paragraph (1), by striking out the period at the end of
paragraph (2) and inserting in lieu thereof “, and”, and by add-
ing at the end thereof the following new paragraph:

%(3) the amount of any per-urit retain allocation which is paid
in qualified per-unit retain certificates and which is received by
him during the taxable year from an organization described in

26 USC 1381, section 1381(a).”

: (2) The heading for section 1385(c) is amended by striking
out “ArrocaTioN” and inserting in lieu thereof “ALLOCATION AND
CerTaIN NoNQUALIFIED PER-UNIT RETAIN CERTIFICATES”.

(8) Section 13885(c) (1) is amended to read as follows:

“(1) ArpprLicaTION OF sUBSECTION.—This subsection shall apply
to—

“(A) any nonqualified written notice of allocation
which—

(i) was paid as a patronage dividend, or

“(i1) was paid by an organization described in section
1381(a) (1) on a patronage basis with respect to earnings
derived from business or sources described in section

26 USC 1382, 1382(c) (2) (A),and

“(B) any nonqualified per-unit retain certificate which
was paid as a per-unit retain allocation.”

(4) Section 1385(c) (2) is amended—

(A) by striking out “nonqualified written notice of allo-
cation” and inserting in lieu thereof “nonqualified written
notice of allocation or nonqualified per-unit retain certifi-
cate”,and

(B) by striking out “such written notice of allocation”
each place it appears and inserting in lieu thereof “such
written notice of allocation or per-unit retain certificate”.

(5) The table of parts for subchapter T of chapter 1 is amended
by striking out—

“Part II. Tax treatment by patrons of patronage dividends.”

and inserting in lieu thereof—
“Part II. Tax treatment by patrons of patronage dividends and per-
unit retain allocations.”
(¢) DeFINTTIONS.—

- 26 USC 1388, (1) (A) Section 1388(e) (1) is amended by striking out “allo-
cation)” and inserting in lieu thereof “allocation or a per-unit
retain certificate)”.

(B) Section 1388(e) (2) is amended by striking out “alloca-
tion” and inserting in lieu thereof “aliocation or qualified per-unit
retain certificate”. ‘ '

(2) Section 1388 is amended by adding at the end thereof the
following new subsections: -

“(f) Per-Untr ReTAIN AvrrocaTioN.—For purposes of this sub-
chapter, the term ‘per-unit retain allocation’ means any allocation, by
an organization to which part I of this subchapter applies, other than
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by payment in money or other property (except per-unit retain cer-
tificates) to a patron with respect to products marketed for him, the
amount of which is fixed without reference to the net earnings of the
organization pursuant to an agreement between the organization and
the patron.

“(g) Per-Unrr ReraiNn CerriFrcate—For purposes of this sub-
- chapter, the term ‘per-unit retain certificate’ means any written notice
which discloses to the recipient the stated dollar amount of a per-unit
retain allocation to him by the organization.

“(h) Quavriep Per-UNit ReTAIN CERTIFICATE.—

"~ “(1) Derinep.—For purposes of this subchapter, the term
‘qualified per-unit retain certificate’ means any per-unit retain
certificate. which the distributee has agreed, in the manner pro-
vided in paragraph (2), to take into account at its stated dollar
amount as provided in section 1385(a).

“(2) MANNER OF OBTAINING AGREEMENT.—A distributee shall
agree to take a per-unit retain certificate into account as provided
in paragra h (ILonly by—

¢ Al)) making such agreement in writing, or
“(B) obtaining or retaining membership in the organiza-
tion after—
“ tﬁ) such organization has adopted (after the date
of the enactment of this subsection) a bylaw providin,
that membership in the organization constitutes suc
agreement, and
“(ii) he has received a written notification and copy
of such bylaw.
“(3) PERIOD FOR WHICH AGREEMENT IS EFFECTIVE.—
“(ﬁ) (g;cNERAL RULE.—Except as provided in subpara-
grap — '
“(i{)ean agreement described in paragraph (2)(A)
an agreement with respect to all progucts deliv-
ered by the distributee to the organization during the
taxable year of the organization during which such
aﬁ'reement.: is made and all subsequent taxable years of
the organization; and
“(ii% an agreement described in paragraph (2) SB)
shall be an agreement with respect to all progucts deliv-
ered by the distributee to the organization after he
. received the notification and copy described in para-
graph (2) (B) (ii).
“(BZ‘( ;QVKCATION, ETC.— q be
i) Any agreement described in paragraph (2) (A
may be revoked (in writing) by thepdist%fbllx)tee(at) (an;'
time. Any such revocation shall be effective with respect
to products delivered by the distributee on or after the
_ first day of the first taxable year of the organization
beginning after the revocation is filed with the orga-
nization ; except that in the case of a pooling arrangement
described in section 1382 (e) a revocation made by a dis-
tributee shall not be effective as to any products which
were- delivered to the organization by the distributee
be‘f‘oqp)snﬂ revocation. dnsoribed : b
ii agreement described in para 2) (B
sha]g not ge effective with respectp to %?; pg‘ozil(xct)s
delivered after the distributee ceases to be a member of
the organization or after the bylaws of the organization
cease to contain the provision described in paragraph

(2)(B) ().
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“(i) NoxquaLrriep Per-UNit ReraiN CrrrIFIcaTE.—For purposes
of this subchapter, the term ‘nonqualified per-unit retain certificate’
means a per-unit retain- certificate which is not described in sub-
section (h).”

(d) INFORMATION REPORTING.—

(1) AMOUNTS SUBJECT TO REPORTING.—Section' 6044 (b) (1) is
amended by striking out “and” at the end of subparagraph (B),
by striking out the period at the end of subparagraph (C) and
insertin% in lieu thereof “,"and”, and by adding after subpara-
graph (C) the following new subparagraphs:

‘ “(D) the amount of any per-unit retain allocation (as
defined in section 1388(£)) which is paid in qualified per-unit
retain certificates (as defined in section 1388(h) ), and

“(E) any amount described in section 1382 (b) (4) (relat-
ing t;o”redemption of nonqualified per-unit retain certifi-
cates). .

(2) DETERMINATION OF AMOUNT PAID.—

(A) Section 6044 (d) (1) is amended by striking out “allo-
cation)” and inserting in lieu thereof “allocation or a quali-
fied per-unit retain certificate)”.

(lg) Section 6044(d) (2) is amended by striking out “allo-
cation” and inserting in lieu thereof “allocation or a qualified
per-unit retain certificate”.

(e) Errecrive DATES.— '

(1) The amendments made by subsections (a), (b), and (c)
shall apply to per-unit retain allocations made during taxable
years of an organization described in section 1381(a) (relating
to organizations to which part I of subchapter T of chapter 1
applies) beginning after April 80, 1966, with respect to products
delivered during such years.

(2) The amendments made by subsection (d) shall apply with
respect to calendar years after 1966.

(f) NSITION RULE—

(1) Except as provided in paragraph (2), a written agreement
between a patron and a cooperative association—

(A) which clearly provides that the patron agrees to treat
the stated dollar amounts of all per-unit retain certificates
issued to him by the association as representing cash distribu-
tions which he has, of his own choice, reinvested in the coop-
erative association,

(B) which is revocable by the patron at any time after the
close of the taxable year in which it was made,

§C) which was entered into after October 14, 1965, and
before the date of the enactment of this Act, and

(D) which is in effect on the date of the enactment of this
Act, and with respect to which a written notice of revocation
has not been furnished to the cooperative association,

shall be effective (for the period preseribed in the agreement) for

purposes of section 1388(h) of the Internal Revenue Code of 1954

as if entered into, pursuant to such section, after the date of the

enactment of this Act.

(2) An agreement described in paragraphs (1) (A) and (C)
which was included in a by-law of the cooperative association and
which is in effect on the date of the enactment of this Act shall be
effective for purposes of section 1888(h) of such Code only for
taxable years of the association beginning before May 1, 1967.
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SEC: 212. EXCISE TAX RATE ON AMBULANCES AND HEARSES.

(a) CrassrFICATION as AuToMoBILES.—Section 4062 (relating to
definitions applicable to the tax on motor vehicles) is amended by
adding at the end thereof the following new subsection:

“(b) Amsurances, Hearsrs, Erc.—For purposes of section 4061
(a), a sale of an ambulance, hearse, or combination ambulance-hearse
shail be considered to be a sale of an automobile chassis and an auto-
mobile body enumerated in subparagraph (B) of section 4061 (a) (2).”

(b) Errecrive Date.—The amendment made by subsection (a)
shall a})ply with respect to articles sold after the date of the enact-
ment of this Act.

SEC. 213. APPLICABILITY OF EXCLUSION FROM INTEREST EQUALIZA-
TION TAX OF CERTAIN LOANS TO ASSURE RAW MATERI-
ALS SOURCES.

(a) ExceprioN To Excrusron.—Section 4914 (d) (relating to loans
to assure raw materials sources) is amended by adding at the end
thereof the following new paragraph:

“(3) EXCEPTION.—R‘he excs)usion from tax provided by para-
graph (1) shall not apply in any case where the acquisition of
the debt obligation of tlile foreign corporation is made with an
intent to sell, or to offer to sell, any part of such debt obligation
to United States persons.” '

(b) TecuNIcAL AMENDMENTS.—(1) Section 4914(j) (1) (relating
to loss of entitlement to exclusion in case of certain subsequent trans-
fers) is amended—

(A) by striking out in subparagraph (A) “, or the exclu-
sion provided by subsection (d),”, and
(B) by striking out “subsection (d) or (f)” in subpara-
raph (I%) and inserting in lieu thereof “subsection (f)”.

(2% Section 4918 (relating to exemption for prior American
ownership) is amended by agding at the end thereof the follow-
ing new subsection:

“(g) Cerrain Desr ObLicaTioNs ArisiNG Out oF Loans To Assure
Raw MateriaL Sources.—Under regulations prescribed by the Secre-
tary or his delegate, subsection (a) shall not apply to the acquisition
by a United States person of any debt obligation to which section
4914(d) applied where the acquisition of the debt obligation by such
person is made with an intent to sell, or to offer to sell, any part of
such debt obligation to United States persons. The preceding sen-
tence shall not apply if the tax im oseg by section 4911 has applied
to any IEn‘ior acquisition of such debt obligation.”

(¢) ErrecTivE DATE—The amendments made by subsections (a)
and (b) shall apply with respect to acquisitions of debt obligations
made after the date of the enactment of this Act.

SEC. 214. EXCLUSION FROM INTEREST EQUALIZATION TAX FOR CER-
TAIN ACQUISITIONS BY INSURANCE COMPANIES.

(a) New CompaNiEs aND CoMpaNIES OPERATING IN ForMER LEss
DeverLorep CounTrIES.—Section 4914 (e) (relating to acquisitions by
insurance companies doing business in foreign countries) is amended—

(1) by striking out “at the time of the initial designation” in
the last sentence of paragmgh (2);

(2) by striking out “An” in the first sentence of paragraph
3)(A) (1; and inserting in lieu thereof “Except as provided in
clause (i1i),an”;

(8) by striking out “under this subparazgra h” in paragraph
(8)(A) (ii) and inserting in lieu thereof ‘ums)er clause (1)”;

(4) by adding after clause (ii) of paragraph (3) (A) the fol-
lowing new clauses:
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“(iii) INITIAL DESIGNATION AFTER OCTOBER 2, 1964—An
insurance company which was not in existence on October
92,1964, or was otherwise ineligible to establish a fund (or
funds) of assets described in paragraph (2) by making
an initial designation under clause (i) on or before such
date, may establish (and thereafter currently maintain)
such fund (or funds) of assets at any time after the
enactment of this clause by designating stock of a foreign
issuer or a debt obligation of a foreign obligor as a part
of such fund in accordance with the provisions of clause
(iv) (if applicable) and subparagraph (B) (i).

“(iv) FUNDs INVOLVING CURRENCIES OF FORMER LESS
DEVELOPED COUNTRIES.—An insurance company desiring
to establish a fund under clause (iii) with respect to
insurance contracts payable in the currency of a country
designated as a less developed country on October 2,
1964, which thereafter has such designation terminated
by an Executive order issued under section 4916(b),
shall designate as assets of such fund, to the extent per- .
mitted by subparagraph (E), the stock of foreign issuers
or debt obligations of foreign obligors as follows: First,
stock and debt obligations having a period remaining
to maturity of at least 1 year (other than stock or a
debt obligation described in section 4916(a)) acquired
~ before July 19, 1963, and owned by the company on the
date whicf‘n' the President, in accordance with section
4916 (b), communicates to Congress his intention to ter-
minate the status of such country as a less developed
country; second, stock and debt obligations having a
eriod remaining to maturity of at least 1 year described
n section 4916(a) (and owned by the company on the
date of such termination) which, at the time of acquisi-
tion, qualified for the exclusion provided in such section
because of the status of such country as a less developed
country; and third, such stock or debt obligations as the
company may elect to designate under subparagraph
(B) (i). The period remaining to maturity referred to
in the preceding sentence shal%be determined as of the

date of the President’s communication to Congress.”;
(5zlby. ;:,t(%l;ing out “To MAINTAIN FUND” in the heading of para-

ra 3 ;
g (E) ](oy striking out “as provided in subparagraph gA) (ii)” in
paragraph (3) (B) (i) and inserting in lieu thereof “under sub-
paragraphs (A) (i) and ﬁi)”;
(7 ? by inserting before the period at the end of the first sentence
of paragraph (3) (C) the following: ¢; except that, with respect to
a fund established under subparagraph (A) (iii), stock or debt
obligations acquired before the establishment of such fund may
not be designated as part of such fund under this suhparagraph”;
(8) by striking out “subparagraph (B),” in paragraph
g ?é))(;[;]) i) and inserting in lieu thereof “subparagraph ( Ag(iv),
RS
(9) by striking out “subparagraph (A)” in paragraph
(4) (B) Zi) and inserting in lieu thereof “subparagraph (A) (i)”;
(10) by striking out “paragraph (8)(A)” in paragraph
gfl))”(B) gi) and inserting in lieu thereof “paragraph (3)(A)
i)”;an
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(11) by adding at the end of paragraph (4) the following new
paragraph:

“(C) SeeciaL ruLE.—For purposes of subparagraph (A),
if a country designated as a less developed country on Septem-
ber 2, 1964, thereafter has such designation terminated by an
Executive order issued under section 4916(b), all insurance
contracts payable in the currency of such country which
were entered into before such designation was terminated
shall be treated as insurance contracts payable in the cur-
rency of a country other than a less developed country.”

(b) Errecrive Date.—The amendments made by subsection . (a)
shall take effect on the day after the date of the enactment of this Act.

SEC. 215. EXCLUSION FROM INTEREST EQUALIZATION TAX OF CER-
* TAIN ACQUISITIONS BY FOREIGN BRANCHES OF DO-
MESTIC BANKS.

.(a) AvurHorITY FOrR MobiFicaTion oF Execurive OrpErs.—Section
4931(a) (relating to commercial bank loans) is amended by adding at
the end thereof the following new sentence: “Clause (A) of the preced-
ing sentence shall not prevent a modification of such Executive order
(or any modification thereof) to exclude from the application of sub-
section (b) acquisitions by commercial banks, throu%h branches
located outside the United States, of debt obligations of foreign obli-
gors payable in currency of the United States.” :

(b) Errective DatE—The amendment made by subsection (a)
shall apply with respect to acquisitions of debt obligations made after
the date of the enactment of this Act. :

TITLE III—PRESIDENTIAL ELECTION
CAMPAIGN FUND ACT

SEC. 301. SHORT TITLE. i

This title may be cited as the “Presidential Election Campaign Fund
Act of 1966”.

SEC. 302. AUTHORITY FOR DESIGNATION OF $1 OF INCOME TAX PAY-

78 Stat. 820,
26 USC 4914,

78 State. 827,
26 USC 4916,

78 Stat, 839,
26 USC 4931,

MENTS TO PRESIDENTIAL ELECTION CAMPAIGN FUND.
(a) Subchapter A of chapter 61 of the Internal Revenue Code of
1954 (relating to returns and records) is amended by adding at the
end thereof the following new part:

“PART VIII—DESIGNATION OF INCOME TAX PAYMENTS
TO PRESIDENTIAL ELECTION CAMPAIGN FUND

“Sec. 6096. Designation by individuals.
“SEC. 6096. DESIGNATION BY INDIVIDUALS.

“(a) In GeENeraL—Every individual (other than a nonresident
alien) whose income tax liability for any taxable year is $1 or more
may designate that $1 shall be paid into the Presidential Election
Campaign Fund established by section 803 of the Presidential Election
Campaign Fund Act of 1966. )

“(b) Incomk Tax LiapiLrry.—For purposes of subsection (a), the
income tax liability of an individual for any taxable year is the
amount of the tax imposed by chapter 1 on such individual for such
taxable year (as shown on his return), reduced by the sum of the
g;editosl ?(’ g,s shown in his return) allowable under sections 32(2), 33, 35,

,and 38.
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“(c) Manner AND TimMe or DrsienaTion.—A designation under-
subsection (a) may be made with respect to any taxable year, in such
manner as the Secretary or his delegate may prescribe by regulations—

80 STAT, 1588

68A Stat. 4.
26 USC 1-1388.

Ante, p. 1587,

“(1) at the time of filing the return of the tax imposed by
chapter 1 for such taxable year, or

“(2) at any other time (after the time of filing the return of
the tax imposed by chapter 1 for such taxable year) specified in
regulations prescribed by the Secretary or his delegate.”

(b) The table of parts for subchapter A of chapter 61 of such Code
is amended by adding at the end thereof the following new item:

“Part VIII. Designation of income tax payments to Presidential
Election Campaign Fund.”

(¢) The amendments made by this section shall apply with respect
to income tax liability for taxable years beginning after December
31, 1966.

SEC. 303. PRESIDENTIAL ELECTION CAMPAIGN FUND.

(a) EstapLisuMeNT.—There is hereby established on the books of
the Treasury of the United States a special fund to be known as the
“Presidential Election Campaign Fund” (hereafter in this section
referred to as the “Fund”). The Fund shall consist of amounts trans-
ferred to it as provided in this section.

(b) TransFers To THE FunD.—The Secretary of the Treasury shall,
from time to time, transfer to the Fund an amount equal to the sum
of the amounts designated by individuals under section 6096 of the
Internal Revenue Code of 1954 for payment into the Fund.

(¢) PaymeNTs From FuNp.—

(1) I~ eeneraL.—The Secretary of the Treasury shall, with
respect to each presidential campaign, pay out of the Fund, as
authorized by appropriation Acts, into the treasury of each politi-
cal party which has complied with the provisions of paragraph
(3) an amount (subject to the limitation in paragraph (3) (B))
determined under paragraph (2).

2) DETERMINATION OF AMOUNTS.—

(A) Each political party whose candidate for President
at the preceding presidential election received 15,000,000 or
more popular votes as the candidate of such political party
shall be entitled to payments under paragraph (1) with
respect to a presidential campaign equal to the excess over
$5,000,000 of—

(i) $1 multiplied by the total number of popular
votes cast in the preceding presidential election for can-
didates of political parties whose candidates received
15,000,000 or more popular votes as the candidates of
such political parties, divided by

(ii) the number of political parties whose candidates
in the preceding presidential election received 15,000,000
or more popular votes as the candidates of such political -

arties.

(B) Each political party whose candidate for President
at the preceding presidential election received more than
5,000,000, but less than 15,000,000, popular votes as the can-
didate of such political party shall be entitled to payments
under paragraph (1) with respect to a presidential cam-
paign equal to $1 multiplied by the number of popular votes
in excess of 5,000,000 received by such candidate as the
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candidate of such political party in the preceding presiden-
tial election. )
(C) Payments under paragraph (1) shall be made with
respect to each presidential campaign at such times as the
Secretary of the Treasury may prescribe by regulations,

80 STAT, 1588

except that no payment with respect to any presidential cam-
paign shall be made before September 1 of the year of the
presidential election with respect to which such campaign is
conducted. If at the time so prescribed for any such pay-
ments, the moneys in the Fund are insufficient for the Secre-
tary to pay into the treasury of each political party which
is entitled to a payment under paragraph (1) the amount to
which such party is entitled, the payment to all such parties
at such time shall be reduced pro rata, and the amounts not
paid at such time shall be paid when there are sufficient
moneys in the Fund. .
(3) LiMiTaTiONs.—

(A) No payment shall be made under paragraph (1) into
the treasury of a Folitical party with respect to any presiden-
tial campaign unless the treasurer of such party has certified
to the Comptroller General the total amount spent or incurred
(prior to the date of the certification) by such party in carry-
ing on such presidential campaign, and has furnished such
records and other information as may be requested by the
Comptroller General.

(B) No payment shall be made under paragraph (1) into
the treasury of a political party with respect to any presiden-

- tial campaign in an amount which, when added to previous
payments made to such party, exceeds the amount spent or
incurred by such party in carrying on such presidential
campaign.

(4)The Comptroller General shall certify to the Secretary of

the Treasury the amounts payable to any political party under
paragraph (1). The Comptroller General’s determination as to

the popular vote received by any candidate of any political party -

shall be final and not subject to review. The Comptroller Gen-
era] is authorized to prescribe such rules and regulations, and to
conduct such examinations and investigations, as he determines
necessary to carry out his duties and functions under this sub-
section. .

(5) DEFINITIONS.—For purposes of this subsection—

(A) The term “political party” means any political party
which presents a candidate for election to the office of Presi-
dent of the United States.

(B) The term “presidential campaign® means the political
campaign held every fourth year for the election of presiden-
tial and vice presidential electors.

(C) The term “presidential election” means the election of
presidential electors.

(d) Transrers To GENERAL Funp.—If, after any presidential cam-
paign and after all political parties which are entitled to payments
under subsection (c) with respect to such presidential campaign have
been paid the amounts to which they are entitled under subsection
(c), there are moneys remaining in the Fund, the Secretary of the
Treasury shall transfer the moneys so remaining to the general fund
of the Treasury.
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SEC. 304. ESTABLISHMENT OF ADVISORY BOARD.

(a) There is hereby established an advisory board to be known as
the Presidential Election Campaign Fund Advisory Board (here-
after in this section referred to as the “Board”). It shall be the duty

80 STAT. 1589 and function of the Board to counsel and assist the Comptroller Gen-

eral in the performance of the duties imposed on him under section
- 80 STAT, 1590 303 of this Act.

Membership, (b) The Board shall be composed of two members representing
each political party whose candidate for President at the last presi-
dential election received 15,000,000 or more popular votes as the candi-
date of such political party, which members shall be appointed by the
Comptroller General from recommendations submitted by each such
political party, and of three additicnal members selected by the mem-

Term of offices bers so appointed by the Comptroller General. The term of the first
members of the Board shall expire on the 60th day after the date of
the first presidential election following the date of the enactment of
this Act and the term of subsequent members of the Board shall begin
on the 61st day after the date of a presidential election and expire on
the 60th day following the date of the subsequent presidential election.
The Board shall select a Chairman from among its members.

Compensation, (¢) Members of the Board shall receive compensation at the rate
of $75 a day for each day they are engaged in performing duties and
functions as such members, including travel time, and, while away
from their homes or regular places of business, shall be allowed travel
expenses, including per diem in lieu of subsistence, as authorized by
law for persons in the Government service employed intermittently.

(d) Service by an individual as a member of the Board shall not,
" for purposes of any other law of the United States, be considered as
service as an officer or employee of the United States.

SEC. 305. APPROPRIATIONS AUTHORIZED.

There are authorized to be appropriated, out of the Presidential
Elections Campaign Fund, such sums as may be necessary to enable
tﬁe S‘:cretary of the Treasury to make payments under section 303 of
this Act.

TITLE IV—-MISCELLANEOUS PROVISIONS

SEC. 401. TREASURY NOTES PAYABLE IN FOREIGN CURRENCY.
Section 16 of the Second Liberty Bond Act, as amended (31 U.S.C.
40 Stat. 505, 766), is amended by striking out “bonds” wherever it appears therein
and inserting in lieu thereof “bonds, notes,”.

SEC. 402. REPORTS TO CLARIFY THE NATIONAL DEBT AND TAX STRUC-
TURE.

The Secretary of the Treasury shall, on the first day of each regular
session of the Congress, submit to the Senate and the House of Repre-
sentatives a report setting forth, as of the close of the preceding June
30 (beginning with the report as of June 30, 1967), the aggregate and
individual amounts of the contingent liabilities and the unfunded lia-
bilities of the Government, and of each department, agency, and instru-
mentality thereof, including, so far as practicable, trust fund liabilities,
Government corporations’ liabilities, indirect liabilities not included
as a part of the public debt, and liabilities of insurance and annuity
programs, including their actuarial status. The report shall also set
forth the collateral pledged, or the assets available (%r to be realized),
as security for such liabilities (Government securities to be separately
noted), and shall also set forth all other assets specifically available to
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liquidate such liabilities of the Government. The report shall set
forth the required data in a concise form, with such ex; lanatoxiy mate-
rial (including such analysis of the significance of the liabilities in
terms of past experience and probable risk)-as the Secretary may
determine to be necessary or desirable, and shall include total amounts
of each category according to the department, agency, or instrumen-
tality involved.
-Approved November 13, 1966.

. LEGISLATIVE HISTORY:

HOUSE REPORTS: No, 1450 (Comme on Ways and Means) and No. 2327
. (Comm. of Conference),
SENATE REPORT No, 1707 (Comm. on Finance).
CONGRESSIONAL RECORD, Vol. 112 (1966):
June 15: Considered and passed House,
Octe 12: Considered in Senate.
Octe 13: Considered and passed Senate, amended.
Oct. 20: House agreed to conferenca report,
Oct. 22: Senate agreed to conference report.
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SECTION 2

H.R. 5916 AS INTRODUCED IN THE HOUSE
OF REPRESENTATIVES

(See Section 7 of this document, page 123)
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SECTION 3

EXPLANATION BY THE DEPARTMENT OF THE TREAS-

URY OF THE ACT TO REMOVE TAX BARRIERS TO

FOREIGN INVESTMENT IN THE UNITED STATES, IN-
SERTED IN THE CONGRESSIONAL RECORD ON
MARCH 8, 1965, BY CHAIRMAN WILBUR D. MILLS
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[March 8, 1965]
{P. 4260]

EXPLANATION BY THE DEPART-
MENT OF THE TREASURY OF THE
ACT TO REMOVE TAX BARRIERS
TO FOREIGN INVESTMENT IN THE
UNITED STATES

Mr. MILLS. Mr. Speaker, I ask unani-
mous consent that there be inserted at
this point in the RECORD an explanation
prepared by the Treasury Department
of the bill H.R. 5916 which I introduced
today entitled “An act to remove tax
barriers to foreign investment in the
United States.” I am advised by the
Government Printing Office that the es-
timated cost of printing this explana-
tion is $343. Notwithstanding the cost
I request that this be inserted in the
RECORD.

The SPEAKER. Is there objection to
the request of the gentleman from
Arkansas?

There was no objection.

The matter referred to follows:
EXPLANATION OoF H.R. 6916, AN Acrt To RE-

MOVE TAX BARRIERS TO FOREIGN INVESTMENT

IN THE UNITED STATES

(Prepared by the Treasury Department)
GENERAL EXPLANATION
Introduction

In his balance-of-payments message of
February 10, 1965, the President proposed a
series of measures designed to reinforce the
program to correct the balance-of-payments
deficit of the United States. Among the
proposals made by the President is one to
remove the tax deterrents to foreign invest-
ment in U.S. corporate securities so as to im-
prove.our balance of payments by encour-
aging an increase in such investment. The
recommended legislation described herein
would effectuate this proposal.

The review of the tax treatment of non-
resident foreigners and foreign corporations
investing in the United States resulting In
these legislative recommendations was
prompted in large measure by the report
of the Task Force on Promoting Increased
Poreign Investment in U.S. Corporate Se-
curities, This task force, which was headed
by the then Under Secretary of the Treasury,
Henry H. Fowler, was directed, among other
things, to review U.S. Government and
private activities which adversely affect for-
elgn purchases of the securities of U.S. pri-
vate companies. In its report, the task force
made 39 recommendations designed to help
the United States reduce its balance-of-pay-
ments deficit and defend its gold reserves.
Among these were several directed at chang-
ing the tax treatment of foreign investors

[P. 42611

so as “to remove a number of elements in
our tax structure which unnecessarily com-
plicate and inhibit investment in U.S. cor-
porate securities without generating material
tax revenues.” The task force report cau-
tioned, however, that its tax recommenda-
tions were not intended to turn the United
States into a tax haven, nor to drain funds
from developing countries.

The legislation being requested deals with
all of the tax areas discussed in the task

force report, although in certain instances
the action suggested differs from the pro-.
posals made by the task force. Furthermore,
the draft bill contains recommendations in
areas not mentioned in the task force re-
port which deal with problems which came
to light in the Treasury Department’s study
of the present system of taxing nonresident
foreigners and foreign corporations. It
should be emphasized that the recommenda-
tions embodied in the proposed legislation
were considered not only from the viewpoint
of their impact on the balance of payments,
but also to insure that they contributed to
a rational and consistent program for the
taxation of foreign individuals and foreign
corporations. Thus, all legislative sugges-
tions made herein are justifiable on con-
ventional tax policy grounds.

It is estimated that the adoption of these
proposals would result in a net revenue loss
on an annual basis of less than $5 million.

Foreign purchases of U.S. stocks constitute
the largest single source of long-term capital
inflow into the United States, with even
greater potential for the future. Net pur-
chases have averaged $190 million a year be-
tween 1956 and 1963, while the outstanding
value of foreign-held stocks has risen from
$6.1 to $12.5 billion during this period.
It is extremely difficult to measure the precise
impact of this proposed legislation on our
balance of payments because of the various
factors affecting the level of foreign invest-
ment in the United States. It is anticipated
that, when combined with an expanding U.S.
economy, the proposed legislation will result
over the years in a significant increase in
such investment.

Most provisions of the draft bill are pro-
posed to become effective to taxable years
beginning after December 31, 1965. How-
ever, those provisions which provide a re-
vised estate tax treatment for the estates of
foreigners are made applicable to the estates
of decedents dying after the date of enact-
ment of the proposed legislation. In addi-
tlon, those special provisions applicable to
U.S. citizens who have surrendered their U.S.
citizenship are made applicable if the sur-
render occurred after March 8, 1965.

Specific recommendations

The following paragraphs dcscribe the
specific changes in the Internal Revenue
Code of 1954 which are proposed. For this
purpose the technical language of the In-
ternal Revenue Code has been used, e.g., for-
elgners are described by the technical term
“alien.”

1., Graduated rates: Eliminate the taxa-
tion at graduated rates of U.S. source income
of nonresident alien individuals not doing
business in the United States.

Under present law, nonresident aliens de-
riving more than $21,200 of income from U.S.
sources are subject to regular U.S. graduated
rates and are required to file returns. How-
ever, graduated rates on investment income
already are eliminated by treaty in the case
of almost all industrial countries, except
where a taxpayer is doing business in the
United States and has a permanent estab-
lishment here. Only a very small amount of
revenue is collected from graduated rates
at present. For example, for 1962 graduated
rates resulted in the collection of $746,743
above the taxes already withheld. Although
graduated rates are rarely applicable they
complicate our tax law and tend to frighten
and confuse foreign investors. .
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Thus, graduated rates, whether applied to
investment income or such types of income
as pensions, annuities, alimony, and the like,
serve no clearly defined purpose, deter for-
eign investment, and should be eliminated.
The elimination of graduated rates will limit

“the liability of nonresident aliens not en-
gaged in trade or business to taxes withheld,
and where the alien is not engaged in trade
or business here no return need be made.
(However, graduated rates would be retained
for the U.S. business income of nonresident
aliens engaged in trade or business here.)

2. Segregation of investment and business
income and related matters: Provide that (a)
nonresident alien individuals engaged in
.trade or business in the United States be
‘taxed on investment (nonbusiness) income
at the 30 percent statutory withholding rate,
or applicable treaty rate, rather than at grad-
uated rates; (b) foreign corporations engaged
in business in the United States be denied
the 85-percent dividends-received deduction
and be exempt from tax on their capital gains
from investments in U.S. stocks; (c) non-
resident alien individuals and foreign cor-
porations not be deemed engaged in trade
or business in the United States because of
investment activity in the United States or
because they have granted a discretionary
power to a U.S. banker, broker, or adviser;
and (d) nonresident alien individuals ‘and
foreign corporations be given an election to
compute income from real property and min-
eral royalties on a net income basis and be
taxed at graduated rates on such income as
if engaged in trade or business in the United
States.

Segregation of business and investment

income

Under present law, if a nonresident alien
is engaged in trade or business within the
United States, he is subject to tax on all his
U.S. income (including capital gains), even
though some of the income is not derived
from the conduct of the trade or business, at
the same rate as U.S. citizens.

A nonresident alien individual engaged in
trade or business in the United States should
be subject to taxation on his investment in-
come on the same basis as a nonresident
alien not so engaged. Thus his investment
income would be taxed at the 30-percent
statutory rate or applicable treaty rate,
rather than at graduated rates. For the pur-
pose of determining the applicability of
treaty rates the alien will be deemed not to
have a permanent establishment in this
country. All business income should remain
subject to tax at graduated rates, but the
rates on business income would be computed
without regard to the amount of investment
income. .

This change conforms to the trend in in-
ternational treaty negotiations to separate
investment income from business income.
Whether a taxpayer is helped or harmed by
segregating his investment from his business
income, separate treatment is proper and
equitable. Investment decisions may be
made on the same basis whether or not the
alien is engaged in business here, since in-
come arising from investments here will not
be subject to taxation at graduated rates in
either event. '

Moreover, a nonresident alien individual
engaged in trade or business here should not
be taxed on capital gains realized in the
United States which are unrelated to the
business activity carried on by him in this
country, except where he would be subject to
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tax on those gains under the rules pertain-
ing to nonresident aliens generally,
Tazx treatment of income from U.S. stock in-
vestments by foreign corporations

Under present law all the activities of a
corporation are treated as part of its trade
or business. Thus, for example, all its ex-
penses are treated as deductible as business
expenses. Accordingly, it would be inap-
propriate to segregate a foreign corporation’s
U.S. investment income from its U.S. busi-
ness income. However, there is one abuse in
this area which should be elimirated. Fre-
quently, a foreign corporation with stock
investments in the United States engages
in trade or business here in some minor way
(such as by owning a few parcels of real
estate) and then claims the 85-percent div-
idends-received deduction on its stock in-
vestments in the United States. Such a
corporation thereby may pay far less than
the 30-percent statutory or treaty withhold-
ing rate on its U.S. dividend income, al-
though its position is essentially the same
as that of a foreign corporation doing busi-
ness elsewhere which has U.S. investment
income. :

To eliminate this abuse and treat all for-
eign corporations with investments in US.
stocks alike, the 85-percent dividends-re-

‘ceived deduction should be denied to foreign

corporations doing, business here. Their in-
come from stock investments would be made

- subject to the 30-percent statutory with-

holding rate, or any lesser treaty rate ap-
plicable to such income, rather than regular
than regular U.S. corporate rates. For the
purpose of determining whether the treaty
rates on dividend income apply, a foreign
corporation will be deemed not to have a
permanent establishment in -this country.
To fully equate the tax treatment of stock
investments of foreign corporations doiug
business in the United States with that of
foreign corporations not doing business here,
such corporations are exempted from the
U.S. tax on capital gains realized on their
U.S. stock investments,

Definition of “engaged in trade or business”

Present law provides that the term ‘“en-

.gaged in trade or business’” does not include

the effecting, through a resident broker,
commission agent, or custodian, of transac-
tions in the United States in stocks, securi-
ties, or commodities. There is some confu-
sion as to whether the amount of activity
in an investment account, or the granting
of a discretionary power to a U.S. banker,
broker, or adviser, will place a nonresident
alien outside of this exception for security
transactions so that he is engaged in trade
or business in the United States. This un-
certainty may deter investment in the United
States and is' undesirable as a matter of tax
policy.

The fact that a discretionary power of in-
vestment has been given to a U.S. broker .
or banker does not really bear a relation to
the foreigner’s ability to carry out transac-
tions in the United States—the discretionary
power is merely a more efficient method of
operating rather than having the investor
consulted on every investment decision and
frequently is merely a safeguard to protect
him in case of world turmoil. Nor, where
the alien is an investor, is the volume of
transactions material in determining wheth-
er he is engaged in trade or business.

Accordingly, the proposed legislation makes
clear that individuals or corporations are not
engaged in trade or business because of in-



“vestment activity in the United States or be-
cause they have granted a discretionary in-
vestment power to a U.S. banker, broker, or
adviser. No legislative change is necessary
to provide that the volume of transactions
is not material in determining whether an
investor is engaged in trade or business in
the United States asithis is the rule under
present law. :

Real estate income and mineral royaltics

Under present law it Is not clear whether
a nonresident alien (or foreign corgoration)
is engaged in trade or business in the
United States by reason of the mere owner-
ship of unimproved real property or real
property subject to a strict net lease, or by
reason of an agent’s activities in connection
with the selection of real estate investments
in the United States. :

[P. 4262]

If because of such activity a nonresident
alien is considered as not engaged in trade
or business he becomes subject to withhold-
ing tax on his gross rents. Since the con-
scquent tax could exceed his net income,
the taxation on a gross basis of income from
real property should not be continucd where
{axation on a net basis at graduated U.S.
rates would be more appropriate.

Thercfore, a nonresident alien or foreign
corporation should be given an election to
compute thelr income from real property
(including income from minerals and other
natural resources) on a net income basis and
at regular U.S. rates as if they were engaged
in trade or busincss in the United States.
Such an clection is comparable to the one
now appearing in many treaties to which the
Unite dStates is a party. Such an election
would not effect the method of taxation ap-
plicd to his other income.

3. Capital gains: Eliminate the provision
taxing capital gains realized by a nonresi-
dent alien when he Is physically present in

he United States, and extend from 90 to 183
days the period of presence in the United
States during the year which makes nonrest-
dent aliens taxable on all thelr capital galns.

The underlying policy of U.S. taxation of
nonresident alien individuals has been to
exempt capital gains realized from sources
in thls country. This policy has been proper
-both from a tax policy standpoint and from
the viewpolnt of our balance of payments.
However, existing law has two limitations:
U.S. capital gains realized by a nonresident
alien while he {s physically present in the
United States, or realized daring a year in
which he is present in the United States for
90 days or more, are subject to a U.S. tax
of 30 percent.

The limitations now contained in our law,
especially the physical presence test, con-
tain illogical elements and are likely to have
a ncgative impact on foreigners who are
weighing the advantages and disadvantages
of investing in the United States. The phy-

sical presence test was added to the law -

after World War II when many nonresident
alien traders were frequently present in this
country. Since this 15 no longer true, and
morcover, since the tax may be readily
avoided by passing title to the property out-
side the United States, the provision now
serves little purpose. However, it does pose
a threat to the foreign investor which may
deter him from investing in this country and
therefore should be eliminated.

The limitation relating to presence in the
United States for 00 days or more in a

‘particular year should be retained, but the
period should be lengthened to 183 days.
Tils cxtension wlll remove a minor deter-
rent to travel In the United States and help
mitigate the harsh consequences which may
arice under tie existing rule if a nonresi-
dent alien realized capital gains at the be-
ginning of a taxable year during which he
later spends 90 days or more in thoe United
Statcs.

4. Personal holding company and “second’
dividend” taxes: (a) Exempt foreign corpor-
ations owned entirely Ly nonresident alien
individuals, whether or not dotng business in
the United States, from the personal hold-
ing company tax; (b) modify the applica-
tion of the “second dividend tax” of section
8G1(a) (2) (B) so that it only applies to the
dividends of foreign corporations doing busi-_
nees in the United States which have over
£0 percent U.S. source income. .

Tnder present law any foreign corporation
with U.S. investment Income, whether or not
doing business here, may be a personal hold-
ing company unless it is owncd entirely by .
nonresident aliens, and unless its gross in-
come from U.S. sources is less than 50 per-
cent of its gross income from all sources.

The personal holding company tax should
not apply to foreign corporations owned en=
iirely by nonresident aliens. The only reason
for applylng our personal holding company
tax to foreign corporations owned by non=
resident aliens has been to prevent the ac-
cumulation of income in holding companles
organized to avotd the graduated rates. With
the climination of graduated rates as sug-
gested in recommendation 1 (and the rovi-
slon of tha eccond dividend tax, discusscd
below), U.S. investment income {n the hands
of forelgn corporations will have borne tho
U.S. taxes properly applicable to it and ac-

* cumulation of such income will not result in

the avoldance of U.S. taxcs imposed on the
company's shareholders. Hence, there is no
longer any reason to continue to apply the
personal holding company tax to these cor-
porations.

With respect to the “sccond dividend tax,”
section 861(a)(2)(B) now provides that if
a corporation derlves 50 percent or more of .
its gross income for the preceding 3-year
perfod from the United States, its dividends
shall be treated as U.S. source income to the
extent the dividends are attributable to in-
come from the United States. As a result
such dividends are subject to U.S. tax when
received by a nonresident allen. This tax
{s often referred to as the “second dividend
tax.” However, under section 1441(c) (1) a
foreign corporation is not required to with-
nold tax on its dividends unless 1t is engaged
in business in the United States and, in
addition, more than 85 percent of its gross
income is derived from U.S. sources.

It is now proposed to levy this second
dtvidend tax only where the foreign corpora-
tion does.business in the United States, and
80 percent or more of its gross income (other
than dividends and capital gains on stock)
is derived from U.S. sources. Where a for-
elgn corporation is not doing business in the
United States, it will pay U.S. withholding
taxcs on all investment income and other
fixed or determinable gains and profits de-

_rived from the United States, and since that

is all the tax its foreign shareholders would
owe if they received the income directly, no
second tax seems warranted.

With the adoption of the rule that the in-
come from the U.S. stock investments of for-
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eign corporations doing business here. be
taxed at flat statutory or treaty withholding
rates, no further U.S, tax should be imposed
on such income. Thercfore, in applying the
proposed 80 percent test, such Incoms of the
forcign corporation, whether from -U.S. or
foreign sources, should be disregarded and
the test applled only to the corporation's
other income. Furthermore, if the 80 per-
cent rule is met, the dividends of such cor~
porations should be subject to tax only to
the extent that such dividends are from U.S.
source income other than income from stock
investments in the United States,

Withholding requirements should conform
to the incidence of tax, and therefore with-
holding should be required on dividends pald
by forelgn corporations doing business in the
United States with 80 percent or more U.S.
source income to the extent such dividends
are from U.S. source income other than in-
come from stock investments in the United
States,

With the adoption of the revisions pro-
posed in U.S. system of taxing nonresident
.allens and foreign corporations, the regu-
lations dealing with the accumulated earn-
ings tax will be revised to elfininate the ap-
plication of this tax to foreign corporations
not doing business in the United Stotcy
which are owned entirely by nonresidend
aliens. The accumulation of earnings by
such corporations will not result in the
avoldance of U.S. taxes. However, because
of possible avoidance of the revised second
dividend tax, the accumulated earnings tax
will remain applicable to foreign corpora-
tions doing business here.

5. Estate tax and related matters: (a) In-
crcase the $3,000 exemption from tax to
830,000 and substitute for regular U.S. estate
tax rates a 5-10-15 percent rate schedule; (b}

. provide that bonds issucd by domestic corpo=

rations or governmental units and held by

nonresident alicns arc property within the
United States- and therefore aro subject to
cotate tax; and (c) provide that transfers of
intangible property by a nonresident allen

engaged in business in the United States aro

not subjcct to gift tax.

It is generally believed that high cstate
taxes on foreign investors are one of the
most important deterrents in our tax laws to
forelgn investment in the United States. Owr

rates In many cases are higher than those of

other countrics and in these situations, de-
spite tax conventions and statutory foreign
estate tax credits, nonresidents who invest in
the United States suffer an estate tax burden.
Moreover, under present law a nonrcsident
alien’s estate must pay hecavier estate taxes
on its U.S. assets than would the cstate of a
U.S. citizen owning the same assets.

To mitigate this detcrrent to invéstment
and to rationalize the estate tax treatment
of nonresident alicns, the exemptlon for es-
tates of nonresident alien decedents should
be increascd from $2,000 to $30,000 and such
estates should be subject to tax at the .fol-
lowing rates: )

If the taxable estate is not over sloo,ooo.'

* the tax should be 5 percent of the taxablc
estato.

If the taxable estate is over $100,000 but
not over $750,000, the tax shall be $5,000, plus
10 percent of excess over $100,000.

If the taxable cstate is over $750,000, the
tax shall be $70,000, plus 15 percent of excess
over $750,000.

The increaso in exemption and reduced
rates will bring U.S. effective ecstate tax rates

on nonresident allens to a level somecwhat |
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higher than those. imposed upon resident
estates in Switzerland, Germany, France, and
the Netherlands, for example, but substan-
tially below those imposed on resident estates
in the Unitec Kingdom, Canada, and It:ly.
Thus U.S. investment from these Iatter
countries bears no higher estate tax than
local investment because of foreign tax
credits or exemptions provided in such coun-
tries. The proposed tax treatment of ihe
U.S. estates of nonresident aliens is similar
to the treatment accorded the estates of non-
residents by Canada, whose rates on the
estates of its citlzens are comparable to our
own. Where additional reductions are justi-
fied these may be made by treaty.

These' changes should result in more ap-
propriate estate tax trcatment of nonresident
‘aliens and thereby improve the climate for
foreign Investment in the United States.
Particularly in the case of nonresident alten’
deccdents who have only a small amount of
U.S. property in their estates, present U.S.
rates and the limited excmptlon provided:
result in an excessive effective rate of estate
tax. The proposed changes correct this slit-
uation. The new rates will produce for non-
resident aliens' estates an effective rate of
tax on U.S. assets which in many cases is
comparable to that applicable to U.S. citi-
zens who may avail themsclves of the $60,000
exemption a~¢ marital deduction (which are
not avaliable to nonresident aliens).

The following figures show the cflcctive
rates for nonresident alliens under present
law, and the effective rates produced by the
proposed exemption and rates as compared
to those applicable to the estates of U.S.
citizens electing and not elccting the marltal-
deduction:

Nouvresi- | Nonresl-|  U.8. .S,
dent den citizen | eitlzen
¥.8. gross | alien allen with | without
estate under under | marital | marital
‘present | proposed | deduct- | dedie.
law- law tion tlon
$60,000...innn 12.5 . 2.0
100,060..« ceeen 17,3 3.0
£00,000. . eeume 25.8 7.4 8.0 1
1, R 38.8 - 8.8 111 v, 7
5,000,000. . ca- .43.0 126 16.9 2.3
[P. 4263]

As part of this revision of the estate tax,
the situs rule with respect to bunds should
be changed. The present rule, very fre-
quently modified by treaty, is that bonds
have situs where they are physically located.
This rule is illogical, permits tax avoidance,
and is not a suitable way to determine
whether bonds are subject to an estate tax
as their location is one of their least sig-
nificant characteristics for tax purposes.
Other intangible debt obligatians are pres-
ently treated as property within the United
States if issued by or enforcible against a
domestic corporation or resident of the
United States. Accordingly, it s recom-
xnended that our law be amended to provide
that bonds issued by domestic corporations
or domestic governmental units and held by
nonresident aliens are property within the
United States and therefore subject to estate
tax.

Furthermore, a present defect in the oper-

“ation of the credit against the estate tax

for State death taxes in the case of non--
resident aliens should be corrected. Un-
der present law the the estate of a non-
resident allen may receive the full credit



permitted by section 2011 even though only a
portion of the property subject to Federal
tax was taxed by a State. The amount of
credit permitted by section 2011 in the case
of nonresident aliens should be limited to
that portion of the credit allowed the estate
which is allocable to property taxed by both
the State and the Federal Government.
Our gift tax law as it applies to nonresi-
dent -aliens should be revised. Under pres-
ent law a nonresident alien doing business in
the United States is subject to gift tax on
transfers of U.S. intangible property. This
rule has little significance from the stand-
point of revenue and tax equity. Therefore,
our law should be amended to provide that
transfers of intangible property by a nonresi-
dent alien, whether or not engaged in busi-
ness in the United States, are not subject
to gift tax. Gifts or tangibles situated in
the United States which are owned by non-

resident aliens will continue to be subject to -

U.S. gift taxes.

6. Expatriate American citizens: Subject
the U.S. source income of expatriate citizens
of the United States to income tax at regular
U.S. rates and their U.S. estates to estate
tax at regular U.S. rates, where they surren-
der their U.S. citizenship within 10 years
preceding the taxable year in question unless
the surrender was not tax motivated.

As a result of the proposed elimination of
graduated rates, taken together with the
proposed change in our estate tax as it ap-
plies to nonresident aliens, an American citi-
zen who gives up his citizenship and moves
to a foreign country would be able to very
substantially reduce his U.S. estate and in-
come tax liabilities.

While it may be doubted that there are
many U.S. citizens who would be willing to
give up their U.S. citizenship no matter how
substantial the tax incentive, a tax incentive
so great might lead some Americans to sur-
render their citizenship for the ultimate
benefit of their families. Thus, it seems
desirable, if progressive rates are eliminated
for nonresident aliens and our estate tax on
the estates of nonresident aliens is signifi-
cantly reduced, that steps be taken to limit
the tax advantages of alienage for our
citizens. -

The recommended legislation accomplishes
this by providing that a nonresident alien
who surrendered his U.S. citizenship within
the preceding 10 years shall remain subject
to tax at regular U.S. rates on all income de-
rived from U.S. sources. A similar rule would
apply for estate tax purposes to the U.S.
estates of expatriate citizens of the United
States. Thus, the U.S. property owned by ex-
patriates would be taxed at the estate tax
rates applicable to our citizens (but without
the $60,000 exemption, marital deduction-and
other such provisions applicable to our citi-
zens), in cases where the alien decedent’s
surrender of citizenship took place less than
10 years before the day of his death. The
$30,000 exemption granted nonresident aliens
would be allowed to expatriate citizens.

To prevent an expatriate from avoiding
regular U.S. rates on his U.S. income by
transferring his U.S. property to a foreign
corporation, or disposing of it overseas, the
recommended legislation treats profits from
the sale or exchange of U.S. property by an
expatriate as being U.S. source income. To
preclude the use of a foreign corporation by
an expatriate to hold his U.S. property and
thus avoid U.S. estate taxes at regular U.S.
rates, an expatriate is treated as owning his

pro rata share of the U.S. property held by
any foreign corporation in which he alone
owns a 10 percent interest and which he,
together with related parties, controls. Fur-
thermore, the recommended legislation
makes gifts by expatriates of intangibles sit-
uated in thé United States subject to gift tax.

These provisions would be applicable only
to expatriates who surrendered their citizen-
ship after March 8, 1965, and would not
apply if contravened by the provisions of a
tax convention with a foreign country.
Moreover, they would not be applicable if
the expatriate can establish that the avoid-
ance of U.S. tax was not a principal reason
for his surrender of citizenship.

7. Retaining treaty bargaining position:
Provide that the President be given author-
ity to eliminate with respect to a particular
foreign country any liberalizing changes
which have been enacted, if he finds that
the country concerned has not acted to pro-
vide reciprocal concessions for our citizens
after being requested to do so by the United
States.

One difficulty which may arise from the -
liberalizing changes being proposed in U.S.
tax law is that it may place the United
States at a disadvantage in negotiating con-
cessions for Americans abroad as respects
foreign tax laws. Moreover, the failure to
obtain concessions abroad may have an
effect upon our revenues since the foreign
income and estate tax credits' we grant our
citizens mean that the United States bears
a large share of the burden of foreign taxa-
tion of U.S. citizens. To protect the bar-
gaining power of the United States the Pres-
ident should therefore be authorized to
reapply present law to the residents of any
foreign country which he finds has not
acted (when requested by the United States
to do so, as in treaty negotiations) to pro-
vide for our citizens as respects their U.S.
income or estates substantially the same
benefits as those enjoyed by its citizens as
a result of the proposed legislative changes.
The provisions reapplied would be limited
to the area or areas where our citizens were
disadvantaged. Furthermore, the provi-
sions reapplied could be partly mitigated,
if that were desirable, by treaty with the
other country.

It is essential, if we are to revise our sys-
tem of taxing nonresident aliens as is being
suggested, that this recommendation be
adopted. Otherwise, we risk sacrificing the
interests of our citizens subject to tax abroad
and reducing our revenues in an effort to
simplify the taxes imposed upon nonresident
aliens.

8. Quarterly payment of withheld taxes:
Provide that withholding agents collecting
taxes from amounts paid to nonresident
aliens be required to remit such taxes on a
~quarterly basis.

Under the present system, withholding
agents are required to remit taxes withheld
on aliens during any calendar year on or be-
fore March 15 after the close of such yéar.
This procedure varies considerably from that
applicable to domestic income tax withheld
from wages and employee and employer FICA
taxes, where quarterly (in some cases
monthly) payments are required.

Withholding on income derived by non-
resident aliens should be brought more
closely into line wtih the domestic income
tax system. There is no reason to permit
withholding agents to keep mnonresident
aliens’ taxes for periods which may exceed
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a full year before being required to remit
those taxes, when employers must remit taxes
withheld on domestic wages at least quar-
terly. The Government loses the use of the
revenue, which revenue in 1962 exceeded $80
million, for the entire year. Accordingly,
section 1461 requiring the return and pay-
ment of taxes withheld on allens by March
15 should be revised to eliminate this spe-
cific requirement. The Secretary or his dele-
gate would then exercise the general author-
ity granted him under sections 6011 and
6071 and require withholding agents to re-
turn and reémit taxes withheld on income
derived by nonresident aliens quarterly.
However, no detalled quarterly return would
be required.

9. Exemption for bank deposits: Under
present law, an exemption from income taxes,
withholding, and estate taxes is provided for
_bank deposits of nonresident alien individ-
uals not doing business in the United States.
By administrative interpretation, deposits in
some savings and loan associations are
treated as bank deposits for purposes of these
exemptions, but such exemptions do not
apply to most savings and loan associations.
There does not appear to be any justification
for this distinction between types of savings
and loan associations and it should be elimi-

" nated by extending these exemptions to all

such assoclations.

10. Forelgn tax credit—similar credit re- -

quirement: Section 901(b) (3) provides that
resident aliens are entitled to a foreign tax
credit only if thelr native country allows a
similar credit to our citizens residing in that
country. Apparently the provision is de-
signed to encourage foreign countrles t6
grant similar credits to our citizens. How-
ever, this requirement works a hardship on
refugees from totalitarian governments. For
example, the Castro government is not con-
cerned with whether Cubans in this country
receive a foreign tax credit. Therefore, it is
recommended that the similar credit require~
ment of section 901(b)(8) be eliminated,
subject to reinstatement by the President
where the foreign country, upon request, re-
- fuses to provide a similar credit for U.S.
citizens. Of course, no request would or-
dinarily be made in a case, such as Cuba,
where the possible reinstatement of the pres-
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ent reciprocity requirement would have little
or no effect upon the foreign government's
policy toward U.S. citizens.

11. Stamp taxes on original issuances and
transfers of forelgn stocks and bonds in the
United States to foreign purchasers: Our
stamp tax on certificates of indebtedness is
imposed on issuances and transfers within
the territorial jurisdiction of the United
States. The stamp tax on issuances of stock
does not apply to stock issued by a foreign
corporation, but the transfer tax applies to
transfers in the United States. These taxes
have forced U.S. underwriters who handle
issuances of foreign bonds and stocks and
their original distribution to foreign pur-
chasers to handle closings overseas. In view
of the limited association of such issuances
and transfers with the United States and the
fact that these taxes are ordinarily avoided
by moving the transactions outside the
United States, our law should be revised to
exempt original offerings of foreign issuers to
foreign purchasers from our stamp taxes
where only the issuances and transfers take
place in the United States. Such an exemp-
tion would facilitate such transactions and
their handling by U.S. underwriters and is
consistent -with our balance-of-payments

..objectives.

[P. 4264]

12, Wilhholding taxes on savings bond in-
terest: The Ryukyu Islands, the principal is-
land of which is Okinawa, and the. Trust
Territory of the Pacifle, principally the Caro-
line, Marshall, and Marifana Islands, although
under tho protection and control of the
United States, are technically foreign terri-
tory. Thus, thc islanders are nonresident
aliens and subject to a 30-percent with-
holding tax on interest on U.S. savings
bonds. This interferes with the selling of
U.S. savings bonds. Thercfore, the '30-per-
cent withholding tax as it applies to the in-
terest income realized from U.S. savings
bonds. by native residents of these islands
should be climinated.

It addition to the changes discussed above,
the proposed leglslation makes a number of
clarifying and conforming changes to pres-
ent law. : L



SECTION 4

PRESS RELEASE OF THE COMMITTEE ON WAYS AND
MEANS DATED JUNE 18, 1965, ANNOUNCING INVITA-
TION FOR INTERESTED PERSONS TO SUBMIT WRITTEN
STATEMENTS ON H.R. 5916 THE ACT TO REMOVE TAX
BARRIERS TO FOREIGN INVESTMENT
IN THE UNITED STATES

(See Section 7 of this document, page 144)







SECTION 5

PRESS RELEASE OF THE COMMITTEE ON WAYS AND
MEANS DATED JUNE 24, 1965, ANNOUNCING
PUBLIC HEARINGS ON H.R. 5916

(See Section 7 of this document, page 145)
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SECTION 6

REPORT TO THE PRESIDENT OF THE UNITED STATES
FROM THE TASK FORCE ON PROMOTING INCREASED
FOREIGN INVESTMENT IN UNITED STATES CORPO-
RATE SECURITIES AND INCREASED FOREIGN FINANC-
ING FOR UNITED STATES CORPORATIONS
OPERATING ABROAD

(FOWLER TASK FORCE)
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TERMS OF REFERENCE

As one of 10 actions in his program to reduce the deficit in.
the U.S. balance of payments and defend U.S. gold reserves,
President Kennedy, on October 2, 1963, appointed this Task Force
and charged it with developing programs in the three following areas:

(1) A broad and intensive effort by the U.S. financial com-
munity to market securities of U.S. private companies to
foreign investors, and to increase the availability of foreign
financing for U.S. business operating abroad;

(2) A review of U.S. Government and private activities
which adversely affect foreign purchases of the securities of
U.S. private companies; and

(8) The identification and critical appraisal of the legal,
administrative, and institutional restrictions remaining in the
capital markets of other industrial nations of the free world
which prevent the purchase of U.S. securities and hamper U.S.
companies in financing their operations abroad from non-U.S.
sources.

In December 1963, President Johnson reaffirmed President Ken-
nedy’s charge to the Task Force and asked that its report be sub-
mitted to him.

(Im)
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LETTER OF TRANSMITTAL

Aepr 27, 1964.

Dear MR. PRESIDENT:

As charged by President Kennedy and reaffirmed by you, we have
examined ways and means of promoting increased foreign investment
in the securities of U.S. private companies and increased foreign
financing for U.S. business operating abroad.

Herewith we submit our views as to the nature of the prob-
lems, the obstacles to be surmounted, and our recommendations
for actions by the private sector and the Government. We have
endeavored to limit our recommendations to measures which we
believe can produce tangible results within at least the medium
term. .

It should be recognized that no single recommendation of ours
can be expected to have a sudden or dramatic effect on the balance
of payments. Carrying out our recommendations will require a
broad range of actions by U.S. international business organiza-
tions and U.S. financial firms, the executive branch of the Govern-
ment ‘and the Congress. Efforts by the United States to attract
and retain foreign investment can succeed, we believe, only if they
occur within a framework of sound U.S. fiscal and monetary policies.

Confident that the programs which we recommend can contribute
to reducing the deficit in our international transactions, we pledge
our own best efforts toward achieving their success.

Very respectfully yours,
He~ry H. FowLER,
Chairman.

Roerrr M. McKINNEY,
Ezecutive Officer.

Cuarues A. Coomss.

Freprick M. Earon,

G. Kerre FunsToN.

Georee F. Jamzs.

Georee J. LENESS.

A~pRE MEYER.

Dorsey RICHARDSON.

ArrHUR K. WaTsoN.

WavrTer B. WrisToN.

JouN M. Youxa.

Rareu A. Youne.

THE PRESIDENT,
The White House.
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1. Introduction

The magnitude and persistence of past U.S. balance-of-payments
deficits, accompanied by large gold losses, have been of increasing
concern both to the public and private sectors of our country. This
situation, if allowed to continue indefinitely, would endanger our in-
ternational financial position. During the past 9 months there has
been an improvement in our balance of payments. Since some of
this improvement may be only temporary, the importance of dealing
with the basic factors involved in the problem is in no way
diminished.

Significantly, our balance-of-payments deficit does not arise because
of any general inability to compete in international markets. Indeed,
we have had a large export surplus of commercial goods and services.
However, this surplus, which includes the current return from U.S.
foreign investments, has not been large enough to offset our Govern-
ment expenditures abroad for defense and for economic aid, together
with our outflow of new private capital.

That our exports of capital—especially in the form of long-term
investment—have been on a large scale is natural. The U.S. economy
generates a large volume of savings. No other country has a com-
parable capacity to supply capital both at home and abroad. As a
result, the United States has supplied much of the free world demand
for capital throughout the postwar period. Returns from these in-
vestments, already a major favorable element in our balance of pay-
ments, will be even more important in the future.

Nevertheless, concentrated outflows of private capital can create
severe difficulties, even for a country with the financial strength
of the United States. Difficulties arise particularly when such
capital movements occur at a time when the dollar is already under
pressure for other reasons. The United States experienced such
a combination of conditions in 1962 and early 1963. This created
a situation which—had it been permitted to continue unchecked—
could have imperiled the stability of the dollar and, hence, of the
international monetary system.

These conditions led to a series of actions by the U.S. Govern-
ment in July 1963. This program included measures to: (1) raise
short-term interest rates, (2) reduce further Government expendi-
tures overseas, (3) expand commercial exports, (4) increase for-
eign tourism in the United States, and (5) finance the balance-of-pay-
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ments deficit in ways that result in a minimum drain on our gold stock.
In addition, the President requested congressional approval of the pro-
posed interest equalization tax on purchases of foreign securities by
U.S. residents, designed as a temporary expedient to stem the accelerat-
ing outflow of private capital into foreign portfolio investments.
In his message presenting this program, President Kennedy an-
nounced his decision to create this Task Force and set forth its
terms of reference.

In carrying out its assignment, the Task Force called for advice
and assistance from major segments of the U.S. industrial and
financial communities. The counsel received from representatives
of investment banking and brokerage firms, securities exchanges,
investment companies, commercial banks and industrial corpora-
tions has contributed greatly to the effectiveness and realism of
the Task Force’s deliberations.

The purpose of our report is to set forth actions which we recom-
mend be taken by the U.S. private sector and the U.S. Government,
designed— '

1. To improve the U.S. balance of international payments
by increasing foreign investment in U.S. corporate securities;

2. To guide U.S.-based international corporations into making
increased use of the pools of savings now accumulating in in-
dustrial nations in which they do business; and

3. To help establish conditions under which restraining in-
fluences on capital flows between the industrially advanced
countries—including the proposed U.S. interest equalization
tax—can be removed, diminished or allowed to expire.

Because of the favorable prospects for the U.S. economy, some of
the savings accumulated in other industrial countries are flowing here
for investment. It is not unreasonable to expect that this flow could
be increased, particularly if U.S. taxation of foreign investors and
other inhibiting factors were alleviated and our private selling efforts
reinforced.

The incentives and influences governing international capital flows
are, however, complex and not wholly predictable. Habits and fears
derived from a lifetime of experience with wars, inflation, depressions,
and crises are at least as important in influencing investment decisions
as are the day-to-day movements of security prices, dividend rates and
economic indicators.

Against this background, the main concern of the Task Force has
been to satisfy itself that its recommendations will operate in the right
direction, and as promptly as possible.
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The findings and recommendations of this report are directed to
four main areas:

First, the U.S. financial community ; that is, investment banking
and brokerage firms, commercial banks, investment companies and
securities exchanges.

Second, U.S. industrial corporations with substantial opera-
tions overseas.

Third, U.S. taxation of foreign investors in U.S. securities and
the clarification of questions which have arisen in connection
with the administration of Federal securities laws.

Fourth, the reduction—or elimination, where circumstances
permit—of monetary, legal, administrative and institutional re-
strictions abroad which inhibit investment by foreigners in the
securities of U.S. corporations and which hamper U.S. com-
panies in financing their oversea operations from foreign sources.
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II. Actions Involving the U.S. Financial Community

This section of the report presents our views as to measures which
the U.S. securities industry—brokers, dealers, investment bankers, se-
curities exchanges, and investment companies—and commercial banks,
in cooperation with U.S. corporations whose shares are publicly held,
can take to increase the ownership of U.S. corporate securities by
investors in the other industrial nations of the free world.

Direct ownership of equity securities by the public is not nearly
so broad in other countries as in the United States. Foreigners owning
U.S. securities tend to be wealthy, sophisticated investors. In most
countries facilities for serving a broad investing public have not been
developed as intensively as in the United States. Most investors
abroad encounter difficulty in obtaining information about companies
and securities. Securities transactions are generally handled through
banks, which make little or no effort to encourage equity investment
by customers with small accounts. Indirect ownership of equities
- through institutions, such as pension and insurance funds, is at a less-
developed stage abroad than in the United States; moreover, the num-
ber and size of such institutions are considerably smaller than in the
United States. Despite these circumstances, we believe foreign pur-
chases of U.S. securities can be significantly expanded.

Our recommendations here are concerned with (1) selling U.S. cor-
porate securities abroad, (2) adapting U.S. corporate securities to for-
eign markets, (8) selling U.S. investment company shares abroad,
(4) providing information to foreign investors, and (5) attracting
foreign bank deposits.

Selling U.S. Corporate Securities Abroad

Recommendation No. 1:

U.S. investment bankers and brokerage firms
should intensify their efforts to develop facili-
ties for reaching foreign investors directly.
Recommendation No. 2:

U.S. -investment bankers and brokerage firms
should seek modification of foreign regulations
and practices which unduly restrict the ability

()
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of U.S. firms to promote the sale of U.S. securi-
ties or to deal directly with potential foreign
customers.

Foreigners may buy U.S. corporate securities by: (1) placing
orders with foreign banks or brokers, who in turn may either place
the orders with U.S. firms for execution in the U.S. market or execute
the orders on a foreign exchange or in the foreign over-the-counter
market; or (2) placing orders directly with brokers in the United
States or with their oversea offices for execution in the United States.
However, not all of these channels are open in all countries.

Despite the recent growth in offices of U.S. brokerage firms

“abroad, sales efforts by U.S. brokers are hampered in most for-
eign countries by restrictions on advertising or direct approaches
to potential investors. In some countries, U.S. brokerage firms
are prohibited from soliciting securities business of any kind. In
others they are permitted to deal only with banks.

Opportunities may exist to open new channels for dealing di-
rectly with the local investing public. Every effort should be
made to find and utilize such opportunities, even though it may
require modification of established practices or governmental regu-
lations.

Recommendation No. 3:

U.S. investment bankers and brokerage firms,
with the cooperation of interested U.S. corpora-
tions, should endeavor to obtain shares of U.S.
corporations for distribution abroad.

In certain cases it may be possible for U.S. securities firms to obtain
blocks of U.S. securities for distribution exclusively abroad. Distri-
bution abroad may involve a greater amount of time and effort and,
possibly, greater compensation to foreign broker-dealer firms than
would distribution in the United States. However, as pointed out be-
low, certain circumstances may be present which would significantly
increase the attractiveness of exclusive oversea distribution.

One source of such blocks would be outstanding securities that would
have to be registered with the Securities and Exchange Commission
(SEQC) if sold in the United States. However, because of the time
and expense involved, or for other reasons, it may not be desirable to
register such blocks. Holders of such securities might prefer to have
U.S. securities firms undertake distribution abroad, and thus avoid the
inconvenience and cost of registration with the Securities and Ex-
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change Commission. U.S. corporations could cooperate by directing
attention of large stockholders to the possible advantages of selling
blocks in foreign markets. " :

Where the expenses can be justified by sound business purposes, in-
terested U.S. corporations might be willing to absorb costs of distribut-
ing their shares abroad. In such circumstances, blocks of shares could
be provided by two means: First, corporations wishing to raise addi-
tional capital could, where feasible, issue new shares for sale abroad.
Second, corporations which consider it advantageous and prac-
tical to have increased foreign ownership of their shares, but which do
not need new capital, might have blocks of their outstanding shares
acquired in the open market for eventual redistribution abroad.

It would be shortsighted, however, to take advantage of lack of
regulations in other countries comparable to those of the Securities
and Exchange Commission in the United States. As long as ade-
quate disclosures are made when issues are being offered abroad, there
should be no need to go through the formality and expense of regis-
tration in the United States.

——.

Recommendation No. 4:

The Securities and Exchange Commission
should issue a release setting forth the circum-
stances under which it would normally issue a
“no action” letter providing that no registra-
tion be required on public offerings of securities
outside of the United States to foreign pur-
chasers, including dealers.

The Securities and Exchange Commission heretofore has been
helpful in issuing “no action” letters in individual cases when the
facts permitted. If a general policy could be set forth, however,
it would clarify the position of the Commission in this regard and
facilitate the activities of U.S. investment bankers in foreign
markets. It would also be helpful if such a policy statement
indicated that (1) a simultaneous private placement of the same
securities in the United States would not prevent the issuance of

a “no action” letter, and (2) the sale could be conducted from and
closed in the United States.

Recommendation No. 5:

The Securities and Exchange Commission
should issue a release eliminating the require-
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ment that foreign underwriters participating
exclusively in distributions of securities to non-
residents of the U.S. register as broker-dealers.

Foreign securities dealers are often asked to participate in a
U.S. underwriting or selling syndicate. Although the Securities
and Exchange Commission has attempted on a case-by-case basis
to free such foreign dealers from the necessity to register as
broker-dealers, enough uncertainty remains to make this situation
an impediment to the successful distribution of U.S. securities
abroad. There should be no requirement for foreign brokers to
register even though they may belong to an underwriting or sell-
ing group, other members of which are engaged in the distribution
of the same securities in the United States.

Recommendation No. 6:

U.S. investment bankers should include foreign
banks and securities firms as underwriters,

whenever possible, or as selling group members
in new offerings and secondary distributions of
either domestic or foreign securities.
The inclusion of foreign banks and securities firms as members
of the underwriting groups for domestic or foreign securities

would directly involve them in the responsibility for the success-
ful distribution of a portion of the offerings abroad.

Recommendation No. 7:

U.S. investment bankers and brokerage firms
should organize the underwriting and distribu-
tion of dollar-denominated foreign securities
issues so that the maximum possible amount is
sold to investors abroad.

In the past several years, sales to foreigners of new securities
issues underwritten in the United States have been primarily for-
eign government and foreign corporate bonds (including converti-
ble debt securities) denominated in U.S. dollars. Since the pro-
posal of the interest equalization tax, however, such issues in the
U.S. capital market have been practically nonexistent. When final
action has been taken on the tax and the market for newly issued
foreign securities reopens, U.S. investment bankers should endeavor
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to place the largest possible proportion of these securities abroad
in order to minimize the impact on our balance of payments.
(From the standpoint of the foreign borrower whose securities are
subject to the interest equalization tax, this will reduce the amount
of the issue subject to the tax.) Similar efforts should be made with -
respect to foreign securities offered in the U.S. market which are
exempt from this tax.

Recommendation No. 8:

U.S. commercial banks should intensify efforts
to attract foreign trust accounts for investment
in U.S. corporate securities.

Typically, trust accounts of foreigners managed by U.S. com-
mercial banks are invested in U.S. securities; thus their growth
is a positive factor in our balance of payments. New trust ac-
counts could be solicited by: («) more intensive use of foreign
branches for this purpose; (&) oversea sales visits by trust officers;

and (c¢) establishment of oversea trust companies or related
facilities.

Recommendation No. 9:

The Securities and KExchange Commission
should serve as an information center regarding
listing requirements, and distribution regulations
and practices abroad.
The Securities and Exchange Commission has expressed to the
Task Force its willingness to serve as a clearinghouse for in-

formation on relevant foreign securities laws and practices and on
issuers’ experiences in selling securities overseas.

Adapting U.S. Corporate Securities To Foreign Markets

Recommendation No. 10: .

‘Major U.S. corporations should arrange for
U.S. banks and trust companies to issue,
through their foreign branches and correspond-
ents, depositary receipts for U.S. corporate
shares.

The Task Force believes that depositary receipts in bearer or
registered form, which would be “good delivery” internationally,
would be useful in facilitating foreign investment in U.S. cor-
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porate securities. Trading of depositary receipts on foreign stock
exchanges would be facilitated by having them (1) denominated
in fractions of whole shares, thus bringing the unit prices closer
to those customary in forelgn markets, and (2) printed in the
language of the country in which they are to be traded.

The costs of the depositary receipts now available to European
investors are borne by the holders. Corporations whose securities
are already available in depositary receipt form, or who wish to
initiate depositary receipt arrangements, should consider absorb-
ing some of the costs of the service. Some foreign corporations
whose shares are traded in the United States in the form of
American Depositary Receipts presently bear such costs.

Selling U.S. Investment Company Shares Abroad

Foreign holdings of U.S. investment company shares have shown
a steady increase over the years. Initial foreign participation was
primarily through purchase of shares of closed-end investment com-
panies. A few of these have had, and continue to have, substantial
foreign shareholders; some are listed on European stock exchanges.
‘With the cooperation of the companies concerned, foreign interest in
this medium for investment in the U.S. economy can be increased.

Since the foreign distribution of U.S. open-end investment com-
pany (mutual fund) shares is largely through banks and brokers, op-
portunities for direct solicitation by the issuers are limited. A few
specialized U.S. sales organizations solicit foreign investors directly,
primarily in countries without developed financial institutions.

Recommendation No. 11:

U.S. investment companies should plan and carry
out a program to acquaint foreign investors with
the advantages of owning U.S. closed-end invest-
ment company shares.

Recommendation No. 12:

Distributors of U.S. open-end investment com-
pany shares should devise methods for achieving
additional foreign distribution of such shares,
where locally permitted.

Recommendation No. 13:

U.S. investment company distributors should
seek the modification of foreign regulations and
practices which restrict the availability of their
shares to foreign investors.
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Recommendation No. 14:

U.S. closed-end investment companies should seek
to place original and secondary offerings of their
shares with foreign investors and, where feasible,
list these shares on major foreign exchanges.

The Investmert Company Institute has agreed to inform its member
companies of the objectives of this Task Force, suggesting that they
undertake more active study of foreign distribution opportunities.
Some foreign banks and securities dealers on which U.S. investment
companies depend for distribution offer shares of their own investment
companies. Nevertheless, there are banks and other potential dis-
tributors in Europe and elsewhere who do not have competitive issues
to offer. More aggressive search for such distributors would un-
doubtedly develop additional sales.

In addition, the Institute is studying the feasibility of a detailed
country-by-country review of legal, tax, and registration requirements
to assist the educational and promotional efforts of U.S. mutual fund
sponsors. It is also considering translation into foreign languages of
basic materials describing investment companies.

Providing Information to Foreign Investors

The flow of information on securities markets and individual cor-
porations which the U.S. public receives as a matter of course from
the press, radio, brokerage firms, advisory services, and directly from
companies is unique. Abroad, comparable information is not readily
available. Thus information disclosed by publicly owned U.S. cor-
porations is one of our most effective potential aids as we seek to
channel a growing share of foreign savings into U.S. investments.

Recommendation No. 15:

In order to promote the purchase of U.S. cor-
porate securities abroad—

(a) the U.S. financial community should
cooperate closely with major U.S. corporations
in the dissemination of corporate reports in for-
eign languages and in the publication of finan-
cial data in foreign newspapers; ’

(b) U.S. investment bankers and broker-
age firms should prepare research and statistical
reports in foreign languages for distribution to
foreign investors through local banks and secu-
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rities firms and promote the publication of more
detailed U.S. stock market and financial infor-
mation in the foreign press;

(¢) facilities of U.S. commercial banks
should be fully utilized to distribute to foreign
financial institutions and investors reports, pref-
erably in foreign languages, on the U.S. econ-
omy ;

(d) U.S. securities exchanges should take
advantage of new communication techniques and
reduced rates to promote broader use abroad of
stock quotation and financial news services;

(e) U.S. investment bankers and brokerage
firms should offer securities orientation and
sales training programs to personnel of foreign
banks and securities firms; and

(f) TU.S. investment bankers, brokerage
firms and securities exchanges should work with
their foreign counterparts and the foreign press
to broaden share ownership by foreign investors.

Some U.S.-based international companies already publish reports
in foreign languages. Distribution of reports directly to investors
abroad is more difficult than in the United States, however, and
is complicated by the predominant foreign practice of not regis-
tering shares in the names of beneficial owners. Consequently, it
is necessary for such companies to work closely with foreign banks
to insure that their reports reach the actual shareowners. Com-
panies also should take particular care to include the foreign news
services and the foreign press in news distributions.

U.S. securities firms are an important channel abroad for market
information on U.S. securities. But since local regulations or
traditions limit their ability to reach the public directly in many
countries, U.S. firms now concenirate their efforts on supplying
material to foreign banks and brokers. Still missing, however,
is a means for providing broader circulation of U.S. market news
to the general public abroad. To fill the requirement, U.S. securi-
ties firms with foreign offices should supply local newspapers with
abridged tables of prices of U.S. securities converted to local cur-
rencies. They should ascertain and provide the type of daily
market news foreign papers will publish.

U.S. commercial banks now do a thorough job of keeping U.S.
firms informed of financial conditions abroad. Beyond this, they
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should intensify their efforts to acquaint foreigners with the
general desirability of investing in the United States.

The full stock ticker service, which until now has been pro-
hibitively expensive outside the United States and Canada, is
making its appearance overseas. Because up-to-the-minute price
information is a necessary brokerage service, this should encourage
foreign investment in U.S. securities.

Personnel of foreign banks and brokerage firms who deal di-
rectly with ultimate purchasers abroad often have little knowl-
edge of U.S. securities or U.S. market procedures. Representa-
tives of U.S. international securities firms should consider offering
such personnel condensed versions of the training given registered
representatives in the United States.

Educational programs designed to broaden share ownership
would be advantageous to all industrialized countries. Here the
U.S. securities industry can play a constructive role, both directly
and by assisting their foreign counterparts in devising, and con-
ducting their own information programs.

Attracting Foreign Deposits in U.S. Banks

Recommendation No. 16:

The Congress should adopt legislation discon-
tinuing mandatory regulation of maximum in-
terest rates on domestic and foreign time
deposits.

Recommendation No. 17:

Pending adoption of such legislation, the Federal
Reserve Board of Governors should administer
Regulation Q in a flexible manner permitting
U.S. commercial banks to meet internationally
competitive interest rates on both domestic and
foreign time deposits.

Foreign time deposits with maturities exceeding 1 year in U.S.
banks are similar to foreign purchases of long-term securities in
their effect on the U.S. balance of payments. Encouraging such
deposits thus is clearly within the terms of reference of the Task
Force.

While an increase in short-term deposits in the United States
by foreigners would not reduce the U.S. payments deficit as cus-
tomarily defined, it would tend, at least temporarily, to reduce
the volume of liquid dollar assets that foreign central banks might
use to buy gold.
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Similarly, greater short-term investment in this country by U.S.
residents  and corporations who would otherwise place their
funds abroad would directly reduce the U.S. payments deficit.

The growth in time deposits in U.S. banks in recent years
has reflected increases in rates paid on such deposits, following
increases in the maximum rates under regulations of the Federal
Reserve Board of Governors and the Federal Deposit Insurance
Corporation. Foreign official time deposits have likewise risen
substantially since their exemption from regulation in October 1962.

The objective of increasing commercial banks’ ability to com-
pete for foreign time deposits could be enhanced either (1) by
legislation completely abolishing the power of the Board of Gov-
ernors of the Federal Reserve System to regulate maximum in-
terest rates on time deposits, or (2) by placing that authority
on a standby basis, as the present administration has proposed.
Members of the Task Force are divided in their opinion as to
which of these alternatives should be used to achieve this ob-
jective; hence no recommendation as between these alternatives is
made.
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III. Actions Involving U.S.-Based International
Corporations

Dividends, interest, and other receipts from existing U.S. direct
investments abroad have, in recent years, been about twice as large .
as our new direct investment outlays in foreign countries. It is
clear, therefore, that foreign operations of U.S.-based international
corporations are already making an important positive contribution
to the U.S. balance of payments. Nevertheless, for limited periods
of time and with respect to certain areas of the world, our outflows
of capital can exceed our receipts from those areas. Hence, it is also
clear that programs designed to (1) increase foreign ownership of
the shares of U.S. corporations and (2) maximize the use of for-
eign sources of finance can increase the overall positive contribu-
tion which U.S.-based international corporations make to the U.S.
balance of payments.

We set forth below specific programs we believe will be of inter-
est to managements of international corporations based in the
United States. These programs are not presented as detailed pre-
scriptions for action, since the complexity of the subject matter
makes that impossible. Rather, they are suggested as general pro-
cedures which might prove feasible under certain circumstances.

Increasing Foreign Ownership of the Securities of U.S. Corpora-
tions

Increasing foreign ownership of the securities of U.S. corporations
will require initiatives by both the U.S. private and public sectors.
In section IT we have discussed actions by brokerage and investment
banking firms, investment companies, commercial banks, and the se-
curities exchanges. In this section we take up actions by the corpora-
tions themselves.

Recommendation No. 18:

U.S.-based international corporations should con-
sider the advantages of increased local owner-
ship of their parent company shares in countries
in which they have affiliates.

(15)
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Recommendation No. 19:

‘Where consideration under Recommendation No.
18 above is favorable, corporations should col-
laborate with the U.S. financial community in
encouraging greater foreign ownership of their
shares.

In addition to the balance-of-payments impact, there is yet an-
other dimension to the role of free world international corporations,
wherever based. Through their plants, distribution facilities and
other business operations, strong local relationships have been de-
veloped to encourage and support their growth. These relations
would be further strengthened if they were extended to include
that of corporation to stockholder.

Recommendation No. 20:

U.S. securities exchanges should submit a plan
acceptable to the Securities and Exchange Com-
mission permitting U.S.-based international cor-
porations to encourage foreign ownership of
their stock.

Under this plan, which would be publicly announced and open
to all brokers, a corporation would be permitted to pay whatever
compensation is necessary to achieve distribution of its securities
abroad. The broker receiving the compensation would be per-
mitted to pay all or part of such compensation to the employee or
foreign broker producing the order. Once initiated, such a plan
would continue until terminated by the corporation.

Recommendation No. 21:

The Treasury Department should issue a ruling
that would establish the tax deductibility of costs
incurred by U.S. corporations in arranging for se-
curities firms to place their securities outside the
United States as part of programs to improve
their oversea relationships.

The Task Force recognizes that any plan undertaken by a corpora-
tion to distribute its shares abroad would involve certain costs. How-
ever, in many cases, the good will which would be created by corpora-
tions having a substantial number of shareholders in other countries
where they do business might be considered to justify the costs. Since
many U.S. corporations have already adopted programs in the nature
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of institutional advertising, designed to umprove their oversea rela-
tionships, it would appear that any expenses incurred in encouraging
securities firms to place stock overseas as a part of these programs
should be appropriate deductions from taxable income as ordinary
and necessary business expenses.

Recommendation No. 22:
Corporations should collaborate with U.S. invest-
ment bankers in the utilization by the latter of
techniques for distribution abroad of new or sec-
ondary issues of their stock.
Some corporations may find that there are advantages in having
blocks of their stock sold abroad. U.S. investment bankers can sug-
gest a variety of means by which such blocks can be made available

for distribution abroad. The cooperation of the U.S. corporations
involved is essential to the success of such a distribution.

Recommendation No. 23:

U.S. corporations should offer their shares to em-
ployees in foreign countries where stock purchase,
supplemental compensation or other incentive
plans are feasible and desirable.

Many U.S. corporations encourage employee ownership of parent
company shares; some offer financial incentives to promote such
ownership by their oversea employees. Most countries permit such
plans, although some restrict purchase of foreign shares by their na-
tionals. Where savings plans for foreign employees are currently in
force or are under consideration, parent company stock could form
an important feature of such plans, subject, of course, to local regu-
lations. Funded pension plans of foreign affiliates may also offer
_scope for greater investment in U.S. securities.

Many foreign nationals employed by U.S. companies abroad may
be unfamiliar with shares but may have had experience with interest-
paying investments. Hence, convertible bonds of the parent com-
panies or of their subsidiaries would be in some cases attractive in-
struments for employee savings plans.

Recommendation No. 24:

U.S.-based international corporations should
consider the advantages of listing their shares on
foreign stock exchanges.
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Many large U.S. corporations are not listed on foreign stock ex-
changes; other U.S. companies are listed on exchanges of some coun-
tries but not on others. Although most foreign trading in listed U.S.
corporate securities will probably continue to take place on exchanges
in New York, listing of such securities on foreign securities exchanges
should stimulate their purchase by foreigners. Financial and other
information regarding U.S. corporate issuers derived from listing
applications and reporting requirements would be disseminated abroad
in local languages. Also, listing would assist in creating local markets
for such securities, an important consideration in connection with local
public offerings or large private placements of securities.

After initial holdings of their stock abroad have been estab-
lished, U.S.-based international corporations should make every
effort to insure adequate continuing local markets for the shares.

Maximizing the Use of Foreign Sources of Debt Financing

Foreign debt financing raises fewer policy issues for U.S. cor-
porations with foreign subsidiaries than does the issuance and sale
of equity securities. The primary factors to be considered are
the relative availability of loan funds, the costs of such financing
considered in conjunction with exchange risks, and the basic char-
acteristics of local sources of finance.

Many countries strictly limit access to their capital markets by
all borrowers. They also limit the amount of credit even if access
is gained. It should be emphasized, however, that these limita-~
tions are less severe with respect to local companies, even though
they may be affiliates of U.S. parent corporations.

Generally speaking, the level of interest rates and other financ-
ing costs tend to be higher abroad. These costs and other limita-
tions have been of greater importance in long-term debt issues
than in short- and medium-term financing from banks and other
financial institutions. Accordingly, many oversea subsidiaries have
relied on short-term financing to a greater degree than would be
considered sound financial practice in domestic operations.

Such short-term loans are actively sought by foreign banks and
foreign affiliates of U.S. banks, within the limits of available funds
and local government policies. These banking connections have
become important sources of local influence and information for
U.S. business firms operating abroad. Consequently, they are often
relied on even where costs may be somewhat higher than for other
sources of financing. '

In this connection, the Task Force notes that the ability of over-
sea branches and affiliates of U.S. banks to provide foreign debt
financing is enhanced by making Public Law 480 and other counter-
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part funds available to such branches and affiliates. This practice,
already of long standing, should be encouraged to the greatest extent
feasible consistent with other objectives of the program, where
possible placing such funds on a long-term basis and thereby facilitat-
ing badly needed capital loans.

Recommendation No. 25:

U.S.-based international corporations should in-
struct their senior officers and policy groups to
keep foreign financial operations under constant
review, examining as standard procedure all pro-
posals for new financing from the standpoint of

the effect of their actions on the U.S. balance of
payments.

With achievement of a high degree of convertibility and the
diminution of exchange risks, the incentives for maximizing for-
eign sources of financing are not as strong as several years ago.
Nevertheless, we believe that the introduction of U.S. balance-of-
payments considerations into all corporate financial decisions could
do much to increase corporate borrowing abroad.

All corporations operating abroad, as a matter of routine, rely on
normal trade credits, accrued tax liabilities, and other sources of work-
ing capital not involving borrowing. These sources are significant
and opportunities for further expansion should be actively sought.

Recommendation No. 26:

U.S.-based international ecorporations should,

where feasible, finance their foreign operations
- in a manner which minimizes the outlay of cash.

The use of securities where foreign properties are being acquired
improves the balance of payments to the extent that it reduces the
immediate outflow of cash funds from the United States or avoids
the use of funds which otherwise might be remitted to the United
States. Many governments actively solicit the establishment of
foreign firms in developing regions. Special inducements are
offered, such as low rentals for new plant facilities, tax advantages,
and attractive local financing. By taking advantage of these oppor-
tunities, U.S. companies planning to produce abroad can reduce
the need for capital funds from the United States.

U.S. corporations investing overseas should examine the possi-
bility of utilizing foreign currency loans (the so-called “Cooley
Loans”) made available in certain countries by the U.S. Govern-
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ment out of receipts from the sale of surplus agricultural com-
modities under Public Law 480.

Recommendation No. 27:

In cases where new capital is required, U.S.-
based international corporations should consider,
in appropriate cases, broadening local ownership
by offering in foreign capital markets bonds or
preferred stock of their local affiliates convert-
ible into common shares of the U.S. parent cor-
poration.

Convertible securities should appeal to foreign investors because
they can be designed to provide—in addition to conversion privi-
leges—the interest rate, maturity, sinking fund, redemption,
and other provisions conforming to the local markets’ requirements.
Whether converted or not, and whether issued in dollar denomina-
tions or in the currency of a foreign country, the sale of such
securities would reduce the amount of direct dollar investment by
U.S. parent companies. As the issuer of the securities would be a
foreign subsidiary, a foreign purchaser would be free of U.S. tax
on the dividends or interest payments, although shares issued on con-
version would be those of the U.S. parent.

Recommendation No. 28:

U.S.-based international corporations should be
encouraged to make available, through trade or
banking channels, specific case studies of foreign
financing operations to small- or medium-sized
U.S. firms interested in foreign operations but less
aware of foreign financing opportunities.

As we have seen, commercial banks and agencies of foreign govern-
ments provide U.S. firms with information on foreign financing. In-
dustrial corporations and trade associations through well-organized
programs could supplement this information by providing special
information for U.S. firms planning to operate abroad. Specific case
studies of foreign financing operations of individual industrial cor-
porations could be distributed by the corporations themselves or by -
business schools and business and financial organizations. Such
studies would also be appropriate for seminars in schools of business
administration. They would be invaluable to small- and medium-
sized corporations which may be less aware of the opportunities for
foreign financing and its implications for the U.S. balance-of-pay-
ments problem. .
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IV. Actions Involving the U.S. Government

Efforts by the private business community to market U.S. corporate
securities to foreign investors and to increase the availability of for-
eign financing for U.S. corporations operating abroad should be ac-
companied by U.S. Government efforts to reduce existing deterrents
to these activities which arise from practices, regulations, and law here
and abroad.

Preceding sections of this report have referred to specific areas
where the modification of U.S. laws and Government practices—as
administered by the Treasury Department, the Securities and Ex-
change Commission, and the Federal Reserve Board—would facilitate
private programs. In this section, we recommend revision of U.S.
taxation of foreign investors in U.S. securities. The Task Force
wishes to stress that no tax concessions to U.S. corporations or
individuals are recommended. Our recommendations here relate
solely to the removal or reduction of obstacles to foreign investment in
U.S. securities.

The TU.S. Government should take appropriate action where
monetary, legal, administrative, and institutional restrictions in other
countries inhibit the purchase of U.S. corporate securities by foreign
investors and hamper U.S. companies in financing their oversea
operations from foreign sources. Primarily, this will  involve
diplomatic initiatives, either bilaterally. or multilaterally. This
section will also identify foreign governmental restraints and practices
to which diplomatic initiatives should be addressed.

As might be expected, views held by various members of the Task
Force reflect the division of opinion over the desirability of the inter-
est equalization tax, fully developed in hearings before the House
Ways and Means Committee. It does not seem necessary to review
these differences here; nevertheless, nothing said or unsaid in this
report is intended to represent any departure from the views individ-
ual members may continue to hold on this subject.

Revising U.S. Taxation of Foreign Investors

Revision of U.S. taxation of foreign investors is one of the most
immediate and productive ways to increase the flow of foreign capital
to this country.
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Our recommendations for changes in taxation of foreign investors
are intended to remove a number of elements in our tax structure
which unnecessarily complicate and inhibit investment in U.S. cor-
porate securities without generating material tax revenues. They
are not intended to turn the United States into a tax haven, nor to
drain funds from developing countries.

Basic Provisions in Internal Revenue Code for Taxation of Non-
resident Alien Individuals and Foreign Corporations

Except as provided in tax treaties with certain countries, nonresi-
dent alien individuals not engaged in trade or business in the United
States are taxed at a minimum of 30 percent on () dividends, inter-
est, and other periodic income from U.S. sources, and (4) capital gains
in the United States under the circumstances specified below. This
30-percent tax is applied against gross income and is withheld at the
source, except in the case of taxable capital gains and other minor
exceptions. If such gross income from U.S. sources in any year ex-
ceeds $19,000,* nonresident alien individuals are required to compute
the tax on their U.S. source net income at regular rates if this method
of computation yields a higher total tax than the minimum 80 percent
tax on gross income. Nonresident alien individuals engaged in trade
or business within the United States are, in general, subject to tax on
all their U.S. source income, including capital gains (whether or not
derived from the conduct of such trade or business) on the same basis
and at the same rates as U.S. citizens.

Nonresident alien individuals not engaged in trade or business
in the United States are taxed, at rates specified above, on capital
gains realized in the United States if they are (a) physically
present in the United States for 90 days or more during a taxable
year, or (b) physically present in the United States when the
gain is realized.

- The U.S. property of nonremdept alien decedents (which by
definition includes shares of U.S. corporations) is subject to U.S.
estate tax at normal rates.

Foreign corporations engaged in trade or business in the United
States are taxed on all of their U.S. source income, whether or
not derived from the conduct of such trade or business, on the
same basis and at the same rates as domestic corporations. For-
eign corporations not engaged in trade or business within the
United States are taxed at a flat rate of 30 percent on the gross
amount of dividends, interest, and other periodic income received
from U.S. sources, but are not taxed on capital gains.

In addition, any foreign corporation meeting the personal
holding company tests is subject, with certain exceptions, to a

1$21,200 in 1965 and thereafter.
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tax of 70 percent on its undistributed personal holding company
income. Moreover, if any such corporation derived more than 50
percent of its gross income for a 3-year period from U.S. sources,
that percentage of its dividends equal to the percentage of its gross
income derived from U.S. sources is treated as U.S. source income
to the shareholders themselves and taxed accordingly.

Reciprocal tax treaties in effect with most of the industrialized
countries of the world modify the basic provisions of the Internal
Revenue Code which are summarized above. Most of the treaties
reduce the rate of withholding tax on dividends and interest
paid to residents (both individuals and corporations) of the treaty
country. Typically the rate is reduced from 80 percent to 15
percent on dividends and from 30 percent to 15 percent, or ‘in
some cases zero, on interest. The provisions for progressive taxa-
tion of individuals whose income from U.S. sources in any year
exceeds $19,000 generally are eliminated. Certain treaties elimi-
nate capital gains tax liability. Most of the benefits available
to foreign investors under the treaties are restricted to residents
of the treaty country who are not engaged in trade or business
within the United States through a permament establishment.

Specific Recommendations

Our recommendations have been conceived as a package, designed
in part to simplify the tax laws and reporting requirements
applicable to foreign investors, in part to reduce taxation of
foreign investors and in part to make evident to the world that
the United States welcomes foreign investment. To the degree
that the package approach is discarded and the package is broken
down into its components, some being accepted and other rejected, more
of the potential impact will be lost than might necessarily be ex-
pected by analysis of the financial effect of any particular
proposal. ‘

The major source of U.S. tax revenue from foreign investors
is the withholding tax currently imposed on dividends and interest
paid such investors by U.S. corporations. We have not recom-
mended the removal of, or a reduction in, this tax. Thus adop-
tion of our recommendations would not materially reduce tax
revenues and would leave intact the major bargaining point for
the United States should it desire in the future to negotiate new
or modified reciprocal tax treaties with other countries. '

The withholding tax on dividends and interest, in some cases,
certainly deters investment by foreigners in the United States, and
the different rates of withholding tax provided by the Code and
the various treaties are a source of confusion. The United States
should, however, first attempt to attract foreign investment by

23

71-297 O-67-pt. 1—8 103



attacking the several areas of taxation that deter investment
without generating material revenues.

Adoption of our recommendations would not eliminate the need
to extend and modernize our tax treaties. Among other desirable
changes: the United States should work for the reciprocal reduc-
tion of withholding taxes on dividends and interest and toward
reciprocal elimination of all taxes on the income of pension trusts
and similar investors that are exempt from tax in their country
of residence. Such changes will, however, take time.

Recommendation No. 29:

Eliminate U.S. estate taxes on all intangible
personal property of nonresident alien dece-
dents.

U.S. estate taxes, especially as applied to shares of U.S. corpora-
tions owned by nonresident alien decedents (which are subject to
U.S. estate taxes irrespective of whether they are held in this
country or abroad), are believed to be one of the most important
deterrents in our tax laws to foreign investment in the United
States. U.S. estate tax rates are materially in excess of those
existing in many countries of the world and, despite the treaties
in effect with several countries, the taxes paid on a nonresident
alien decedent’s estate, some portion of which is invested in the
United States, generally would be greater than those paid on a non-
resident alien decedent’s estate, no portion of which is invested in
the United States. We understand that the revenues received by
the United States as a result of estate taxes levied on intangible
personal property in estates of nonresident alien decedents are not
large.

Under existing U.S. tax law, a foreigner willing to go through
the expense and trouble of establishing a personal holding com-
pany, incorporated abroad, and assuring himself that this person-
nal holding company does not run afoul of the U.S. penalty taxes
on undistributed personal holding company mcome, can already
legally avoid estate taxes. Consequently, for such an investor U.S.
estate taxes are avoidable through complicated and expensive pro-
cedures, while for other foreign investors they are likely to result in
a considerable tax penalty. This is an unsound situation which di-
rectly deters foreign investment in the United States and signifi-
cantly worsens the overall image of this country as a desirable place
to invest.
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Recommendation No. 830:

Eliminate (with respect to income not connected
with the conduct of a trade or business) the
provisions for progressive taxation of U.S.
source income of nonresident alien individuals
in excess of $19,000 and provide that no non-
resident alien whose tax liability is fully satis-
fied by withholding shall be required to file
returns.

The provision for progressive taxation of foreign investors and the
companion requirement to file returns, in our opinion constitutes one
of the major sources of confusion and misunderstanding for po-
tential foreign investors in the United States. The revenues pro-
duced by this tax are understood to be negligible. Progressive
taxation of foreign investors does not exist in many other indus-
trialized countries of the world.

Treaties with most industrialized countries already eliminate the
provision for progressive taxation of nonresident alien individuals
who are residents of treaty countries. However, there are through-
out the world vast sums of capital that have left their countries
of origin. Typically, these funds are held in treaty countries by
residents of nontreaty countries. If the provisions for progressive
taxation of nonresident alien individuals were removed from the
Code, the position of the United States in competing with other
industrialized nations for such capital would be strengthened.

Furthermore, we must recognize that the actual fiscal impact of
this, or any other, tax law on the persons to whom it applies does
not measure the extent to which the law deters or limits potential
investment by persons who are unwilling or unable to master its
complexities. This is especially true when dealing with foreigners,
whose familiarity with U.S. laws and practices is limited. Even
those foreigners with substantial funds available for investment
often find it troublesome and expensive to obtain sound U.S. tax
advice, with the result that they channel their investments else-
where.

Were the Internal Revenue Code amended to eliminate pro-
gressive taxation of nonresident alien individuals not engaged in
trade or business within the United States, the entire U.S. tax
liability of substantially all such aliens would automatically be
fully satisfied by withholding at the source. These aliens would
have no actual, or potential, additional tax liability and no returns
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to file. There could be no confusion as to the applicability of our
tax laws to them. This would be highly desirable. '

Recommendation No. 31:

Eliminate the provision for taxation of capital

gains realized by a nonresident alien individual

when he is physically present in the United
States; extend from 90 to 180 days during a tax-

able year the time that a nonresident alien in-

dividual may spend in the United States before

becoming subject to tax on all capital gains

realized by him during such year.

Many foreign countries do not tax capital gains, and the
threat of such taxation in the United States, therefore, deters
investment in the United States by foreigners. In principle, the
United States already exempts from taxation capital gains real-
ized by nonresident alien individuals and foreign corporations
not engaged in trade or business in the United States. But this
exemption is limited by the imposition of a tax on capital gains
realized when a foreign individual is present in the United States
and by the imposition of tax on all capital gains realized by
a foreigner in any year during which he is present in the United
States for 90 days or more. These limitations are sufficiently
stringent and, in the case of the physical presence test, sufficiently
illogical that they impair the basic concept that capital gains of
nonresident alien investors are exempt from U.S. taxation. It is
our understanding that the revenues stemming from capital gains
taxation imposed as a result of these limitations are small.

The physical presence test would appear to have no practical
justification and, although easily avoided, it poses a potential trap
for the unwary, unsophisticated or uninformed investor. As such,
it contributes to the feeling among foreign investors that invest-
ment in the United States is complicated and potentially hazard-
ous from a tax standpoint. The 90-day test is, in our opinion,
too short a period.

Eliminating the physical presence test entirely and extending
the 90-day period to 180 days would, we believe, remove most of
the present unfavorable impact of potential capital gains taxation.
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Recommendation No. 32:

Provide that a nonresident alien individual en-
gaged in trade or business within the United
States be taxed at regular rates only on income
connected with such trade or business.

There is obvious justification for taxing nonresident alien in-
dividuals at regular rates on earnings from a trade or business
conducted within the United States. However, the logic of ex-
tending such taxation to the investment income of foreign in-
vestors is open to question. This provision certainly deters
foreign businessmen operating in the United States from becom-
ing investors in the United States, and may also deter foreigners
already investing in the United States from commencing a trade
or business here.

The problem posed by the present system of taxation may be par-
ticularly acute in the case of foreign investors owning and operating
real estate (or having it operated for them). Such investors are
deemed engaged in a trade or business, even though the real estate
activities may be more in the nature of an investment than a business.
Real estate investors of this type are often large potential investors
in securities. To the extent that an investor is engaged in one of these
two activities, he is to a great degree precluded from engaging in the
other.

‘We recognize the administrative complications the Internal Rev-
enue Service would face in segregating a foreign investor’s activities
along the lines discussed above. But we believe that this is an impor-
tant part of the package of recommendations for attracting additional
foreign investment and that an attempt should be made to resolve
these difficulties.

Recommendation No. 33:

Amend the definition of personal holding com-
panies appearing in the Internal Revenue Code
so that foreign corporations owned entirely by
nonresident alien individuals are excluded from
the definition.

The penalty provisions of the personal holding company tax were
designed to prevent the use of holding corporations as a device to



escape the graduated tax rates applicable to individuals. Elimination
of progressive taxation on the nonbusiness income of nonresident
alien individuals, therefore, would remove a basic reason for imposing
penalty taxes on personal holding companies entirely owned by non-
resident aliens. Such corporations are currently excluded from the
definition of personal holding companies if less than 50 percent of
their gross income is derived from U.S. sources. If the exclusion
were broadened, as we have recommended, this would remove the sub-
stantial incentive existing under current law to limit the portion of
such corporations’ assets which is invested in the United States. This
change would have no effect on the taxation of personal holding com-
panies having U.S. shareholders.

Recommendation No. 34:

Clarify the definitions of engaging in trade or
business to make it clear: (i) that a nonresident
alien individual or foreign corporation investing
in the United States will not be deemed engaged
in trade or business because of activity in an in-
vestment acecount or by granting a discretionary
investment power to a U.S. banker, broker, or
adviser; and (ii) that a nonresident alien individ-
ual or foreign corporation will not be deemed en-
gaged in trade or business by reason of the mere
ownership of real property, by reason of a strict
net lease, or by reason of an agent’s activity in
connection with the selection of real estate invest-
ments in the United States.

There is a general feeling of confusion among foreign investors
over the application to investment activities of the tests for en-
gaging in trade or business. This confusion certainly fosters a
fear among foreign investors that they may through inadvertence
be deemed to have engaged in trade or business and thereby be-
come subject to regular U.S. taxation on their income and gains.
These fears, whether or not realistic, unquestionably are a deterrent
to foreign investment in this country.

Clarification of three major points through the issuance of regu-
lations or rulings would aid materially in eliminating the existing
confusion and fears. One would be to make it clear that the degree
" of activity in a securities account is not a factor in determining
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whether or not a nonresident alien individual or foreign corpora-
tion is engaged in trade or business in the United States.

The second would be to affirm that the granting by a nonresident
alien individual or a foreign corporation of a discretionary power
for the purchase and sale of securities to a U.S. banker, broker,
or adviser does not constitute engaging in trade or business in the
United States.

Third, under present law, many advisers feel that any ownership
of real property by foreign investors creates a question of doing
business. Clarification of this question should have a favorable
effect on the amount of real estate investments made by foreign
investors in the United States and probably also on the amount of
security investments made by foreign investors desiring to own
both real estate and stocks.

Implementation

Basic to our recommendations is the belief that any steps taken
must be unilateral moves by the United States. Negotiation of
reciprocal tax treaties typically extends over many years and re-
sults in separate rules for each treaty country. To attempt to
implement our recommendations through treaty negotiation would
vitiate the possibility of their having an immediate impact on the
balance of payments. Decisive unilateral action is necessary to
preserve the package concept which is essential if our recommenda-
tions are to have their maximum favorable impact on investor’
psychology throughout the world.

We do not believe it sound to defer changes in U.S. taxation
of foreign investors on the grounds that there still exist restrictions
on the ability of U.S. securities firms to market the securities
of U.S. corporations abroad. Although such restrictions do exist,
many important industrialized countries do not prevent their resi-
dents from purchasing U.S. securities through one channel or an-
other. Thus there are substantial sums of foreign capital that are
susceptible to being attracted to the United States for investment,
if the tax laws of this country are amended to make such invest-
ment more attractive. In fact, the existence of other restrictions
on the flow of foreign investment to the United States and the
time needed to have these restrictions removed are strong argu-
ments in favor of making unilateral changes in our tax laws.
These changes can be made with a minimum of delay.

Conclusion
Our recommendations for tax revision, if adopted as a package,

would greatly simplify the entire question of U.S. taxation of
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foreign investors. Adoption of our recommendations would re-
move the substantial deterrent to foreign investment in the United
States posed by a certain unwillingness among potential foreign
investors to undertake complicated procedures for minimizing U.S.
taxes. These procedures are often necessary if the investor is to
avoid tax burdens which limit the attractiveness of investment in
the United States. Complexities of the current system of U.S.
taxation of foreign investors discourage these investors and ad-
visers who endeavor to live within the confines of the law and
good conscience. These complexities result in minuscule tax reve-
nue, substantially reduce the incentive to invest here and encour-
age disrespect for our laws.

Reducing Restraints on the Sale of U.S. Securities in Other
Capital Markets

The monetary disturbances of the 1930%, followed by World
War II and the abnormal needs and circumstances of reconstruc-
tion, left Europe and most other advanced areas of the world with
relatively small and inefficient capital markets. These markets
were separated from each other and from the remainder of the
world by numerous monetary, legal, administrative, and institu-
tional restrictions. Much progress has been made in recent years
toward removing controls on the movement of capital between
industrial countries and toward improving the internal function-
ing of their capital markets. Nevertheless,. restrictions still im-
pede foreign purchases of U.S. securities and limit the ability of
U.S. firms to obtain long-term financing for their oversea opera-
tions from foreign sources.

Although the Task Force has conducted an intensive study of re-
strictions in other capital markets, we have not attempted to set
forth all of our findings here. The identification and critical
appraisal of restrictions remaining in the capital markets of other
industrial countries have been covered extensively in a recent
study by the Treasury Department, made publicly available by the
Joint Economic Committee of Congress. In this section of our re-
port, we summarize the most important legal and administrative
obstacles abroad which impede foreign investment in U.S. corporate
securities. No useful purposes would, we believe, be served by
making detailed recommendations as to the removal of foreign
restrictions or methods by which other countries could improve
their domestic capital markets. In each country these matters are
often complex and technical; they involve delicate domestic rela-
tionships; frequently they transcend financial considerations and en-
compass national policies well beyond the terms of reference of the
Task Force. It should be noted that efforts to remove restraining
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influences on sales of U.S. securities to foreigners will raise in foreign
financial markets the question of the continuance of the U.S. interest
equalization tax as a factor affecting the sales of foreign securities to
U.S. citizens, however temporary and special its basis.

Exchange Controls

Recommendation No. 35:

The Department of State and the Treasury De-
partment should take bilateral diplomatic action
aimed at securing the step-by-step removal of
remaining exchange controls on capital transac-
tions between advanced capital-forming coun-
tries and the discontinuance or liberalization of
special exchange markets or procedures for in-
vestment transactions. :

Substantial progress has been made in removing exchange con-
trols, yet the situation is still far from satisfactory. Only the
United States, Canada, Germany and Switzerland are free of ex-
change controls. Although adopting the aim of full liberalization,
France, Italy, the Benelux countries and Austria have preserved.
certain restrictions. A third group of countries, which includes the
United Kingdom, Ireland, Japan, Australia, Spain and the Scandi-
navian countries, retain a wide range of controls for balance of pay-
ments and monetary policy reasons.

The impact of exchange controls varies according to the opera-
tions regulated. In general, treatment of direct investment is the
most liberal; the treatment of financial loans (that is, loans not
linked to commercial transactions) is the least liberal. Treatment of
portfolio investment has been formally “liberalized” in Austria and
the Common Market countries, but even some of these countries re-
tain practices which tend to be restrictive.

In some countries, for example, foreign securities may be pur-
chased only through authorized banks. In some cases, certificates of
ownership of foreign securities must be kept on deposit at these
banks; in other cases purchases of foreign securities which are not
listed on securities exchanges sometimes require the prior approval
of exchange control authorities,

Japan, Australia, Spain, Ireland and the Scandinavian coun-
tries all exercise tight control over foreign portfolio investments;
except in rare instances, their nationals are not permitted to buy
foreign securities. Although residents of the United Kingdom
may freely acquire foreign listed securities and certain U.S. over-
the-counter securities, they can do so only with funds obtained from

31
111



the limited pool of “investment dollars” which now sell at a pre-
mium of about 11 percent, after having been as high as 14 percent
earlier in 1964. These “investment dollars” represent primarily
the proceeds of sales for dollars or other foreign currencies, of
foreign securities held by United Kingdom residents.

Capital Issues Control

Recommendation No. 36:

The Department of State and the Treasury De-
partment should encourage and support the
enlargement of free world capital markets and
urge countries with balance of payments sur-
pluses to relax their capital issues control in
order to permit an expanded volume of inter-
national lending.

New issues of foreign securities are carefully controlled in most
major countries. The liberalization of capital issues raises sensi-
tive questions because sales of new securities issues have a direct
impact on interest rates, patterns of investment and the balance of
payments. Some countries restrict distributions of foreign securi-
ties in attempts to prevent heavy demand for capital by foreign
borrowers from driving up domestic interest rates and siphoning
off a high proportion of domestic savings. In some countries direct
controls over securities issues are in part designed to channel
financial resources into investments considered of high priority by
the government concerned. Although there has been some recent
relaxation with respect to foreign borrowing in the United King-
dom, the capital issues control policy of that country generally
has been to reserve the London new issues market for sterling

securities for residents of the sterling area and the European Free
Trade Area.

Regulation of Institutional Investors

Recommendation No. 37:

The Department of State and the Treasury De-
partment should request that the Organization
of Economic Cooperation and Development
(OECD) initiate a comprehensive review of
the practices and regulations in member countries
relating to investment portfolios of financial
institutions.
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Regulations governing the investment portfolios of institutions
such as commercial banks, insurance companies, savings banks, in-
vestment companies and pension funds—while principally de-
signed to protect depositors, shareholders, or policyholders—often
tend in practice to create protected markets for certain privileged
borrowers and to restrict foreign investment. Foreign securities,
even when denominated in domestic currencies or protected against
exchange risks, are usually discriminated against by regulatory
authorities. Offerings of new or secondary issues of foreign
securities in particular are much more difficult to market abroad
when certain large institutional investors are not allowed to sub-
scribe.

Financial institutions in most countries have gradually been per-
mitted to increase the proportion of their assets held in equities.
The risk involved in holding good-quality foreign securities would,
in many cases, be no greater than the risk involved in investing in
many domestic securities. We believe serious consideration should
be given to relaxing restrictions on the amount of securities denom-
inated in foreign currencies that can be held by such institutions.

Role of International Organizations

Recommendation No. 38:

The Department of State and the Treasury De-
partment should, through appropriate inter-
national bodies, particularly the OECD, advocate
the step-by-step relaxation of monetary, legal, in-
stitutional, and administrative restrictions on
capital movements, together with other actions
designed to increase the breadth and efficiency of
free world capital markets.

The international movement of capital is kept under constant
review by the Organization for Economic Cooperation and Develop-
ment, to which the United States belongs. This organization can
and should be more intensively utilized as a forum for review
and confrontation on restrictions impeding the flow of capital
among its members. Similarly, the OECD can assist in developing
more effective capital markets in countries where these markets have
lagged behind rapid industrial growth.

Recommendation No. 39:
The Department of State and the Treasury De-
partment should urge the International Mone-
tary Fund to encourage step-by-step elimination
33
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of capital controls. The Fund should be re-
quested to prepare a study dealing with remain-
ing capital controls and how their elimination can
encourage stabilizing movements of long-term
capital and thus contribute to balanced intér-
national payments.

The International Monetary Fund can play an important role
in eliminating restrictions on long-term capital movements as-
sociated with security purchases. Member countries are required
to inform the Fund of capital restrictions they impose. Annual
consultations of the Fund provide an opportunity for review and for
comments by the U.S. Executive Director. Although the Fund can-
not formally take exception to capital restrictions—since its ap-
proving jurisdiction is limited to restrictions on current transac-
tions—it can indicate that removal of capital restrictions would be
helpful to the international financial mechanism. The decision by
the Fund in 1961 to make its resources available to finance balance-
of-payments deficits arising from capital outflows should help en-
courage countries to eliminate capital controls.
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V. Conclusion

Other industrial nations, especially those in Western Europe, have
made impressive economic progress in the postwar period. This has
been reflected in the growing volume of savings and the strengthened
balance-of-payments position of most of these countries.

Moreover, the institutional framework for foreign portfolio invest-
ment in U.S. corporate securities has been strengthened in recent years.
U.S. financial firms have a large and growing number of oversea
branches and affiliates staffed with highly trained personnel. This,
together with the current vigor of the U.S. economy, has created an
environment favorable to increased sales abroad of the shares of U.S.
corporations.

At the same time, many U.S. corporations have established them-
selves in industrial countries where capital markets are expanding;
prospective investors in these countries can readily identify these
corporations with products and services of internationally recognized
quality. The framework for financing abroad these foreign opera-
tions of U.S. corporations has thus also been strengthened.

In our investigations, however, we have found a number of
obstacles—both at home and abroad—which limit increased foreign
investment in U.S. private companies. In this report, we have identi-
fied the more important of these restraints and have made recom-
mendations which, in our opinion, could improve the U.S. balance-of-
payments position in this area within a reasonable period of time.
Concerted efforts in both the public and private sectors of our country
are required if these recommendations are to prove effective.

U.S. corporations and financial firms are already making an im-
portant and growing contribution to our receipts from abroad. Be-
cause of our overall balance-of-payments problem, however, it is im-
perative that every effort be made to increase this contribution. To
this end, our report has outlined a variety of actions in several
areas. Collectively, these actions could yield impressive results.

We urge the U.S. financial community, U.S. industrial corporations,
and the U.S. Government to give close and continuing attention to the
problems and opportunities set forth in our report.

The increased freedom of capital movement and increased participa-
tion by foreign citizens and financial institutions in the ownership and
financing of U.S. business will serve to strengthen the economic
and political ties of the free world as well as its monetary system.

(35)

115



Therefore, we attach special importance to our recommendations con-
cerning possible reduction or elimination of obstacles to the inter-
national flow of capital.

The work of the Task Force has, we feel, resulted in increased
exchange of information in areas of potential cooperation between
the financial community, industrial corporations, and public agencies.
Our final recommendation is that this exchange of information and
cooperation be continued. '
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REMOVAL OF TAX BARRIERS TO FOREIGN
INVESTMENT IN THE UNITED STATES

WEDNESDAY, JUNE 30, 1965

HousE oF REPRESENTATIVES,
CoMMITTEE ON WAYS AND MEANS,
Washington, D.C.

The committee met at 10 a.m., pursuant to call, in the committee
room, Longworth House Office Building, Hon. A. S. Herlong, Jr.,
presiding.

Mr. HerronG. The committee will come to order.

This hearing is for the purpose of receiving testimony on H.R. 5916,
a bill introduced at the request of the administration, to remove tax
barriers to foreign investment in the United States. This bill was
developed on the basis of the so-called Fowler task force. That task
force consisted of a very distinguished group of tax specialists.

Without objection, a copy of the bill, H.R. 5916, a copy of the press
release announcing these hearings, a copy of the press release which
was issued earlier inviting written comments by the interested public
and a Treasury Department release dated March 8, 1965, explaining
the proposed legislation, will be made a part of the record at this
point. Also, without objection, the written comments which we have
recei\(rled from the interested public will be made a part of the published
record.

(The information referred to follows:)

[H.R. 5916, 89th Cong., 1st sess.}

A BILL To amend the Internal Revenue Code of 1954 to remove tax barriers to foreign investment in the
United States, to make certain technical amendments, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled,
SECTION 1. SHORT TITLE, ETC.

(a) SHOrT TiTLE.—This Act may be cited as the ‘“Act to remove tax barriers
to foreign investment in the United States’. :

) AMENDMENT OF 1954 Copre.—Except as otherwise expressly provided,
whenever in this Act an amendment or repeal is expressed in terms of an amend-
ment to, or repeal of, a section or other provision, the reference shall be considered
to be made to a section or other provision of the Internal Revenue Code of 1954.
SEC. 2. INCOME FROM SOURCES WITHIN THE UNITED STATES.

(a) INnTEREsT FrROM UNITED STATES SoURCEs.—Section 861(a)(1) (relating to
interest frcm sources within the United States) is amended by striking out “and”
at the end of subparagraph (B), by striking out, the period at the end of sub-
paragraph (C) and inserting in lieu thereof “‘, and’”, and by adding at the end
thereof the following new subparagraph:

‘(D) Amounts paid to, or credited to the accounts of, depositors or
holders of accounts not engaged in business within the United States
on deposits or withdrawable accounts with savings institutions chartered
and supervised as savings and loan or similar associationsunder Federal —
or State law, if such amounts are deductible under section 591 in com-
puting the taxable income of such institutions.”

1

123



2 REMOVE TAX BARRIERS TO FOREIGN INVESTMENT IN U.S.

(b) Drvipexps From UniTeED STATES SoURCES.—Section 861(a)(2) (B) (relating
to dividends from sources within the United States) is amended to read as follows:
“(B) from a foreign corporation engaged in trade or business within
the United States unless less than 80 percent of the gross business
income of such foreign corporation for the 3-year period ending with
the close of its taxable year preceding the declaration of such dividends
(or for such part of such period as the corporation has been in existence)
was derived from sources within the United States as determined under
the provisions of this part; but only in an amount which bears the same
ratio to such dividends as the gross business income of the corporation
for such period derived from sources. within the United States bears to
its gross income from all sources; but dividends from a foreign corpora-
tion shall, for purposes of subpart A of part III (relating to foreign tax
credit), be treated as income from sources without the United States to
the extent exceeding the amount which is 100/85ths of the amount of
thg deduction allowable under section 245 in respect of such dividends,
or”. :
(¢) Errective Date.—The amendments made by this section shall apply
with respect to interest or dividends paid in taxable years beginning after De-
cember 31, 1965.

SEC. 3. NONRESIDENT ALIEN INDIVIDUALS.

() Tax oN NoNRESIDENT ALIEN INDIVIDUALS.—Section 871 (relating to tax
on nonresident alien individuals) is amended to read as follows:

“SEC. 871. TAX ON NONRESIDENT ALIEN INDIVIDUALS.

“(a) No Unitep StaTes Business—30 PerceNT Tax.—There is hereby
imposed for each taxable year, in lieu of the tax imposed by section 1, on the
amount received, by every nonresident alien individual not engaged in trade or
business within the United States, from sources within the United States, as
interest, dividends, rents, salaries, wages, premiums, annuities, compensations,
remunerations, emoluments, or other fixed or determinable annual or periodical
gains, profits, and income (including amounts described in_ section 402(a) (2),
section 403(a)(2), section 631 (b) and (c), and section 1235, which are considered
to be gains from the sale or exchange of capital assets), a tax of 30 percent of such
amount. . -t

_ “(b) UniTEp STATES BUSINESS.—

“(1) BUSINESS INCOME—GRADUATED RATE OF TAX.—A nonresident alien
individual engaged in trade or business' within the United States shall be
taxable as provided in section 1 on that portion of his taxable income from
sources within the United States which is business income, and the amount
of tax under this paragraph shall be determined without taking into account
any income which is not business income.

%(9) NONBUSINESS INCOME—33 PERCENT TAX.—There is hereby imposed
for each taxable year, in lieu of the tax imposed by section 1, on the amount
received, by every nonresident alien individual engaged in trade or business
within the United States, from sources within the United States, as income
other than income taxable under paragraph (1), a tax of 30 percent of such

" amount. The tax imposed by this paragraph shall not apply to gains from

the sale or exchange of capital assets but shall apply to amounts deseribed in
section 402(a)(2), section 403(a)(2), section 631 (b) and (c), and section 1235
which are considered to be gains from the sale or exchange of capital assets.

“(3) BUSINESS INCOME DEFINED.—In the case of a nonresident alien
individual, business income includes all income derived from the conduct of
a trade or business, wherever carried on, by such individual, including gains
derived from the sale or exchange of property used in the conduct of a trade
or business, except that such income shall not include dividends or gain from
the sale or exchange of stock in a corporation. i

“(c) ENGAGED IN TrADE oR BusiNess DerFINED.—For purposes of part I, this
this section, sections 881 and 882, and chapter 3, the term ‘engaged in trade or
‘business within the United States’ includes the performance of personal services
yvit%ﬁg the United States at any time within the taxable year, but does not
include—

) “(1) PERFORMANCE OF PERSONAL SERVICES FOR FOREIGN EMPLOYER.—The
performance of personal services, for a nonresident alien individual, foreign
partnership, or foreign corporation, not engaged in trade or business within
the United States, or for an office or place of business maintained by a domestic
corporation in a foreign country or in a possession of the United States, by a
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nonresident alien individual tempora,rily present in the United States for a
Pperiod or periods not exceeding a total of 90 days during the taxable year and
whose compensation for such services does not exceed in the aggregate $3,000,
or . i

“(2) TRADING IN SECURITIES OR COMMODITIES.—

“(A) SecuriTiEs.—Trading in stocks or securities for one’s own
account, whether transactions are effected directly, or by way of an
agent, through a resident broker, commission agent, custodian, or other
independent agent, and, except where the person so trading is a dealer in
securities, whether or not any such agent has discretionary authority to
make decisions in effecting such transactions, or

“(B) Commoprries.—Trading in commodities for one’s own account,
whether transactions are effected directly, or by way of agent, through a
resident broker, commission agent, custodian, or other independent
agent, and, except where the person so trading is a dealer in commodities,
whether or not any such agent has discretionary authority to make
decisions in effecting such transactions, if such commodities are of a kind
customarily dealt in on an organized commodity exchange and if the
transaction is of a kind customarily consummated at such place.

“(d) CaritaL GAINS OF ALIENS PRESENT IN THE UNITED STATES 183 Davs

©OR Morge.—In the case of a nonresident alien individual present in the United
States for a period or periods aggregating 183 days or more during the taxable
year there is hereby imposed for such year, in lieu of the tax imposed by section 1,
a tax of 30 percent of the amount by which his gains, derived from sources within
the United States, from the sale or exchange at any time during such year of
capital assets exceeds his losses, allocable to sources within the United States,
from the sale or exchange at any time during such year of capital assets. For
purposes of this subsection, gains and losses shall be taken into account only if,
and to the extent that, they would be recognized and taken into account if such
individual’s total income were business income on. which the tax weére being
~determined under subsection (b)(1), except that such gains and losses shall be
determined without regard to section 1202 (relating to deduction for capital gains)
and suchlosses shall be determined without the benefits of the capital loss carry-
over provided in section 1212. Any gain or loss which is taken into account in
determining the tax under subsection (a) or (b) shall not be taken into account
in determining the tax under this subsection. : .

“(e) ParricipaNTs IN CERTAIN EXCHANGE OR TRAINING ProGgramMs.—For
purposes of this section, a nonresident alien individual who (without regard to
this subsection) is not engaged in trade or business within the United States and
who is temporarily present in the United States as a nonimmigrant under sub-
paragraph &") or (J) of section 101(a) (15) of the Immigration and Nationality Act,
as amended (8 U.8.C. 1101(a)(15) (F) or (J)), shall be treated as a nonresident
alien. individual engaged in trade or business within the United States, and any
income described in section 1441(b) (1) or (2) which is received by such individual
shall be treated as business income.

“(f) ErectioN To TreAT REAL PROPERTY INCOME AS BUSINESS INCOME.—

“(1) In eENERAL.—Notwithstanding subsections (a) and (b)(2), a non-
resident alien individual who during the taxable year derives from sources
within the United States any income from real property, or from any interest

* in real property, including gains from the sale or exchange of real property,

rents or royalties from the operation of mines, wells, or other natural deposits,
and dividends (to the extent constituting income from real property) received
from a real estate investment trust described insection 857, may, under reg-
ulations prescribed by the Secretary or his delegate, elect for such taxzable
year to treat all such income as business income which is taxable in the manner
provided by subsection (b)(1). ‘An election under this paragraph for any
taxable year shall remain in effect for all subsequent taxable ‘years, except
that it may be revoked with the consent of the Secretary or his delegate with
- respect to any taxable year.

‘“(2) ELECTION AFTER REVOCATION.—If an election has been made under.
paragraph (1) and such election has been revoked, a new election may not
be made under such paragraph for any taxable year prior to the fifth taxable
year which begins after the first taxable year for which such revocation is
effective, unless the Secretary or his delegate consents to such new election.

“(3) ForuM AND TIME OF ELECTION AND REVOCATION.—AR election under
paragraph (1), and any revocation of such an election, may be made only in
such manner and at such time as the Secretary or his delegate may by regu-
lations prescribe.
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“(g) Cross REFERENCES.—

“(1) For tax treatment of certain amounts distributed by the United
States to nonresident alien individuals, see section 402(a) (4). .

“(2) For taxation of expatriate United States citizens on income from:
United States sources, see section 878. -

“(3) For doubling of tax on citizens of certain foreign countries, see:
section 891. ’ )

. “(4) For reinstatement of pre-1966 tax provisions in the case of residents:
of certain foreign countries, see section 896.

“(5) For exemption from withholding on nonresident alien individuals.
electing to treat certain real property income as business income, see section
1441(c) (7). .

‘(6) For the requirement of making a declaration of estimated tax by non--
resident alien individuals described in paragraph (5), see section 6015(a).

“(7) For taxation of gains realized upon certain transfers to domestic:
corporations, see section 1250(d)(3).”

(b) ExcrusioNs From Gross INcoMe.—Section 872(b) (relating to exclusions:
from gross income of nonresident alien individuals) is amended by adding at the-
end thereof the following new paragraph:

“(4) BOND INTEREST OF RESIDENTS OF THE RYUKYU ISLANDS OR THE TRUST"
TERRITORY OF THE PACIFIC ISLANDS.—Interest on series E and series H United
States savings bonds owned by nonresident alien individuals who during the-
entire taxable year are residents of the Ryukyu Islands or the Trust Territory-
of the Pacific Islands.”

(¢) DepucTioNs.—Section 873 (relating to deductions allowed to nonresident.
alien individuals) is amended to read as follows:

“SEC. 873. DEDUCTIONS.

“(a) GENERAL RuLe.—Except as provided in section 871(d) and subsection
(b), in the case of a nonresident alien individual the deductions shall be allowed
only if and to the extent that they are connected with business income from
sources within the United States; and the proper apportionment and allocation
of the deductions with respect to sources of income within and without the United
States shall be determined as provided in part I, under regulations prescribed by
the Secretary or his delegate. :

“(b) Exceprions.—The following deductions shall be allowed whether or not
_they are connected with income from sources within the United States:

“(1) Losses.—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.

“(2) CHARITABLE CONTRIBUTIONS.—The deduction for charitable contribu-
tions and gifts allowed by section 170, but only for contributions or gifts made-
to domestic corporations, or to communijty chests, funds, or foundations,
created in the United States. ‘

“(3) PersoNAL ExeMPTION.—The deduction for personal exemptions al-
lowed by section 151, except that in the case of a nonresident alien individual
who is not a resident of a contiguous country only one exemption under such
-section shall be allowed. :

“(c) StanparRD DEpUcTION.—For disallowance of standard deduction, see sec--
tion 142(b)(1).”

d) ExpaTrIATION' To Avoip Tax.—Subpart A of part II of subchapter N of”
chapter 1 (relating to nonresident alien individuals) is amended by inserting after-
section 877 the following new section: :
“SEC. 878. EXPATRIATION TO AVOID TAX. :

“(a) In GeENERAL.—Every nonresident alien individual who at any time within
the 10-year period immediately preceding the close of the taxable year lost United.
States citizenship, unless such loss did not have for one of its principal purposes
the avoidance of United States taxes, shall be taxable for such taxable year in the-
manner provided in subsection (b) if the tax imposed pursuant to such subsection.
exceeds the tax which, without regard to this section, is imposed for such taxable
year under section 871.

“(b) ALTERNATIVE TAX.—A nonresident alien individual described in subsec--
t;on (a) shall be taxable for the taxable year as provided in section 1 except
that— :

: “(1) the gross income shall include only the gross income derived from
sources within the United States, determined as provided in part I to the:
extent not otherwise provided in subsection (¢), and
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“(2) the deductions shall be allowed to the extent, and in the manner pro-
vided by, section 931 in the case of a citizen of the United States entitled to
the benefits of such section, except that the capital loss carryover provided
by section 1212(b) shall not be allowed. . -

‘“(c) SpeciaL RuLEs oF Source.—For purposes of subsection (b), the follow-
ing items of gross income shall be treated as income from sources within the
United States: :

‘(1) SALE or PROPERTY.—Gains, profits, and income derived from the
sale or exchange of property (other than stock in corporations or debt obli-
gations) situated in the United States.

““(2) SToCKS OR DEBT OBLIGATIONS.—Gains, profits, and income derived
from the sale or exchange of stocks or debt obligations issued by or en-

" forceable against United %tates persons.

“(d) ExceprioN ror Loss or CrtizeNsHIP FOR CERTAIN CaUsEs.—Subsection
(a) shall not apply to a nonresident alien individual who has lost United States
citizenship under section 301 (b), 350, or 355 of the Immigration and Nationality
Act, as amended (8 U.S.C. 1401(b), 1482, or 1487). .
- ‘““(e) BurpEN oF ProoF.—For purposes of subsection (a), the burden of proving
that an individual’s loss of United States citizenship did not have for one of its
principal purposes the avoidance of United States taxes shall be on such in-
dividual.”

f{e) CrEDIT FOR PARTIALLY TAX-EXEMPT INTEREST.—Subsection (¢) of section
35 f(rﬁlating to certain nonresident aliens ineligible for credit) is amended to read
-as follows:

“(c) CrEDPIT NoT APPLICABLE TO Tax ON CERTAIN INCOME OF NONRESIDENT
AriENs.—In the case of a nonresident alien individual, credit shall be allowed
‘under subsection (a) only— . ’

‘(1) against the tax imposed for the taxable year under section 871(b) (1)

~-and only in respect of interest which constitutes business income, or

(2) against the tax imposed for the taxable year under section 878(b).”

(f) ‘'ParTIAL ExcrLusioN or DivipeEnps.—Subsection (d) of section 116 (relating
-to certain nonresident aliens ineligible for exclusion) is amended to read as follows:

“(d) CerTaIN NONRESIDENT ALIENS INELIGIBLE FOR ExcLusioN.—In the
case of a nonresident alien individual, subsection (a) shall apply only in determin-
ing the tax imposed for the taxable year under section 878(b).”

(g) WitHBOLDING OF Tax oN NONRESIDENT ALIENS.—Section 1441 (relating
‘to withholding of tax on nonresident aliens) is amended—

(1) by striking out ‘“‘(except interest on deposits with persons carrying on
the banking business paid to persons not engaged in business in the United
States)”’ in subsection (b); i

(2) by strinking out paragraph (1) of subsection (c¢) and inserting in lieu
thereof the following new paragraph: : : .

- ‘1) BusiNess INCOME.—No deduction or withholding under subsection
(a) shall be required in the case of any item of income which -is business
income on which a tax is imposed for the taxable year under section
871(b)(1).”; and ] .

- (3) by adding at the end of subsection (¢) the following new paragraph:

“(7)- ELECTION TO TREAT REAL PROPERTY INCOME AS BUSINESS INCOME,—
No deduction or withholding under subsection (a) shall be required in the
case of any income from real property described in section 871(f) if such -
income is treated as business income pursuant to an election made under
such section.”

(h) Liasiuity ForR WITHHELD Tax. Section 1461 (relating to return and pay-
‘ment of withheld tax) is amended to read as follows:- ’ .

‘“SEC. 1461. LIABILITY FOR WITHHELD TAX. :

“Every person required to deduct and withhold any tax under this chapter is
hereby made liable for such tax and is hereby indemnified against the claims and
demands of any person for the amount of any payments made in accordance
with the provisions of this chapter.”

(i) DEcLARATION OF EsTiMaTED INcoME Tax BY INDIVIDUALS.—Section 6015
(relating to declaration of estimated income tax by individuals) is amended—

(1) by striking out that portion of subsection (a) which precedes paragraph
(1) and inserting in liu thereof the following: :

‘“(a) REQUIREMENT OF DECLARATION.—Except . as - otherwise provided - in
-subsection (i), every individual shall make a declaration. of his estimated tax
for the taxable year if—'’; and : i .

(2) by redesignating subsection (i) as subsection (j) and by inserting after
subsection (h) the following new subsecction: .
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“(j) NONRESIDENT ALIEN INpivipuars—No declaration shall be required
to be made under this section by a nonresident alien individual unless—
- (1) withholding under chapter 24 is made applicable to the wages, as
defined in section 3401 (a), of such individual, :
“(2) such individual is a resident of Puerto Rico during the entire taxable

year, ) .

“(3) such individual is an expatriate United States citizen whose tax
for the taxable year is imposed pursuant to section 878(b),

“(4) such individual is exempt under section 1441(c)(1) for the taxable
year from deduction and withholding under section 1441(a) on business in-
come, OT . .

“(5) such individual is exempt under section 1441(c) (7) for the taxable year
from deduction and withholding under section 1441(a) on income from real
property. . ) :

(j) GaiN From DisposiTIONs OF CERTAIN DEPRECIABLE Rearry.—The second
sentence of paragraph (3) of section 1250(d) (relating to certain tax-free transac-
tions) is amended to read as follows: ‘“This paragraph shall not apply to—

- “(A) a disposition to an organization (other than a cooperative de-
s;:ll;ibgg in section 521) which is exempt from the tax imposed by this
c T, O .

“l()B) a transfer of property by a nonresident alien individual, a foreign
estate or trust, or a foreign partnership, to a domestic corporation-in
exchange for stock or securities in such corporation in a transaction to
which section 351 applies,”

(k) TECENICAL AMENDMENTS.— )

(1) Section 154(3) (relating to cross references in respect of deductions for
personal exemptions) is amended to read as follows: .

¢/(3) For exemptions of nonresident aliens, see section 873(b)(3).”

(2) The table of sections for subpart A of part II of subchapter N of chapter
1 (rlating to nonresident alien individuals) is amended by inserting at the
end thereof the following: . o g ’

“Sec. 878. Expatriation to avoid tax.”

(1) ErrecTIVE DATES.— ) ) i
(1) The amendments made by this section (other than the amendments
made by subsection (g)) shall apply with respect to taxable years beginning
after December 31, 1965, except that subsection (d) shall apply only in the
‘13386?5 of an individual who has lost. United States citizenship after March 8,
(2) The amendments made by subsection (g) shall apply with respect to
payments occurring after December 31, 1965. :
SEC. 4. FOREIGN CORPORATIONS. ’ B

(a) Tax oN ForeieN CorproraTIONS Nor ENGAGED IN BUSINESS IN UniTED
StaTeEs.—Section 881 (relating to imposition of tax) is amended— .

(1) by striking out “(except interest on deposits with persons carrying
on the banking business)’’ in subsection (a); . :

(2) by redesignating subsection (b) as subsection (c); and-

(3) by adding after subsection (a) the following new subsection:

“(b) ErLectioN To TREAT REAL PROPERTY INCOME As BusINEss INCOME.—
Notwithstanding subsection (a), a foreign corporation, not engaged in trade or
business within the United States, which during the taxable year derives from
gources within the United States any income from real property, or from any
interest in real property, including gains from the sale or exchange of real property,
rents or royalties from the operation of mines, wells, or other natural deposits,
and dividends (to the extent constituting income from real property) received
from a real estate investment trust described in section 857, may, under regulations
prescribed by the Secretary or his delegate, elect for such year to treat all such
income as business income which is taxable in the manner provided by section
882(a)(1). The election provided by this subsection shall be made in accordance
with, and subject to, the provisions of section 871(f).”

(b) Tax oN ResipENT ForeigN CorroraTIONs.—Section 882 (relating to tax
on resident foreign corporations) is amended to read as follows:

“SEC. 882. TAX ON RESIDENT FOREIGN CORPORATIONS.'

“(a) ImposiTION OF Tax.—
(1) BUSINESS INCOME—NORMAL TAX AND 8URTAX.—A foreign corporation
engaged in trade or business within the United States shall be taxable as
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provided in section 11 on that portion of its taxable income from sources
within the United States which is business income, and the amount of tax
under this paragraph shall be determined without taking into account any
income which is not business income. .

“(2) NONBUSINESS INCOME—30 PERCENT TAX.—There is hereby imposed
for each taxable year, in lieu of the taxes imposed by section 11, on the
amount received by every foreign corporation engaged in trade or business
within the United States, from sources within the United States, as non-
business income, a tax of 30 percent of such amount.

‘“(3) BUsINESs INCOME DEFINED.—In the case of a foreign corporation
business income includes all income derived from sources within the United

States other than the income described in paragraph (4), except that business
" income ghall not include gain from the sale or exchange of stock in a corpora-
tion.
‘“‘(4) NONBUSINESS INCOME DEFINED.—In the case of a foreign corporation
nonbusiness income shall consist of dividends and amounts described in
section 631 (b) and (c) which are considered to be gains from the sale or
exchange of capital assets.

“(b) Gross INcoME—In the case of a foreign -corporation, gross income in-
cludes only the gross income from sources within the United States.

“(c) ALLOWANCE oF DEbucrioNs aAND CREDITS.—

“(1) DEDUCTIONS ALLOWED ONLY IF RETURN FILED.—A foreign corpora-
tion shall receive the benefit of the deductions allowed to it in this subtitle
only by filing or causing to be filed with the Secretary or his delegate a true
true and accurate return of its total income received from all sources in the
United States, in the manner prescribed in subtitle F, including therein all
the information which the Secretary or his delegate may deem necessary
for the calculation of such deductions.

“(2) ALLOCATION OF DEDUCTIONS.—

‘“(A) GENERAL RULE.—Except as provided in subparagraph (B), in
the case of a foreign corporation the deductions shall be allowed only if
and to the extent that they are connected with business income from
sources within the United States; and the proper apportionment and
allocation of the deductions with respect to sources within and without
the United States shall be determined as provided in part I, under regu-
lations prescribed by the Secretary or his delegate.

“(B) CHARITABLE CONTRIBUTIONS.—The deduction for charitable con-
tributions and gifts allowed by section 170 shall be allowed whether or
not connected with income from sources within the United States.

““(3) ForEIGN TAX CREDIT.—Foreign corporations shall not be allowed the
credits against the tax for taxes of foreign countries and possessions of the
United States allowed by section 901.

“(d) Rerurns oF Tax BY AGcENT.—If any foreign corporation has no office or
place of business in the United States but has an agent in the United States, the
return required under section 6012 shall be made by the agent.”

(c) Cross REFERENCEs.—Section 884 (relating to cross references) is amended
to read as follows:

“SEC. 884. CROSS REFERENCES.

“(1) For special provisions relating to unrelated business income of foreign
edu?a)tional, charitable, and certain other exempt organizations, see section
512(a).

“(2) For special provisions relating to foreign insurance companies, see
subehapter L (sec. 801 and following).

“(3) For rules applicable in determining whether any foreign corporation
is engaged in trade or business within the United States, see section 871(c).

“(4) For reinstatement of pre-1966 tax provisions in the case of corpora-
tions of certain foreign countries, see section 896. .

“(56) For withholding at source of tax on income of foreign corporations,
see section 1442,

““(6) For exemption from withholding on foreign corporations electing to
treat certain real property income as business income, see section 1441(c) (7).

“(7) For the requirement of making a declaration of estimated tax by "
foreign corporations described in paragraph (6), see section 6016(a).”

(d) DEcLaRATIONS OF EsTIMATED INCOME TaX BY CORPORATIONS.—Subsection
(a) of section 6016 (relating to the requirement of declarations) is amended to
read as follows: -
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“(a) REQUIREMENT OF DEcLARATION.—Every corporation subject to taxation
under section 11 or 1201(a), or subchapter L of chapter 1 (relating to insurance
companies), including every foreign corporation which is exempt under section
1441(c) (7) for the taxable year from deduction and withholding under section 1442,
shall make a declaration of estimated tax under chapter 1 for the taxable year if its
income tax imposed by chapter 1 for such taxable year, reduced by the credits
against tax provided by part IV of subchapter A of chapter 1, can reasonably be
expected to exceed $100,000.”

(e) CorroraTIONS SuBJECT TO PERsoNaL Horping Company Tax.—Para-
graph (7) of section 542(c) (relating to corporations not subject to the personal
holding company tax) is amended to read as follows: .

“(7) a foreign corporation if all of its stock outstanding during the last half
of the taxable i};ear is owned by nonresident alien individuals, whether directly
or indirectly through other foreign corporations;”.

(f) AMENDMENTs To PRESERVE ExisTING Law WiTH REsPECT TO CERTAIN
ForEIGN INSURANCE COMPANIES.—

(1) TAXABLE INVESTMENT INCOME OF CERTAIN MUTUAL INSURANCE
coMPANIES.—Subsection (e) of section 822 (relating to foreign mutual insur-
ance companies other than life or marine) is amended by striking out the
period at the end thereof and inserting in lieu thereof the following: ¢, deter-
mined as though the entire gross income from sources within the United
States were business income.”

(2) TAXABLE INCOME OF MUTUAL MARINE INSURANCE AND OTHER INSUR-
ANCE COMPANIES.—Subsection (d) of section 832 (relating to taxable income
of foreign insurance companies other than life or mutual and foreign mutual
marine) is amended by striking out the period at the end thereof and inserting
in lieu thereof the following: ‘‘, determined as though the entire gross income
from sources within the United States were business income.”

(2) DivipEnps REeceivep FroMm CERTAIN ForelgN CoORPORATIONS.—Sub-
section (a) of section 245 (relating to the allowance of a deduction in respect of
dividends received from a foreign corporation) is amended—

(1) by striking out “as the gross income of such foreign corporation” in
paragraph (1) and inserting in lieu thereof ‘“‘as the sum of the gross business
income and the gross nonbusiness income of such foreign corporation’’; and

(2) by striking out “as the gross income of such foreign corporation’ in
paragraph (2) and inserting in lieu thereof “as the sum of the gross business
income and the gross nonbusiness income of such foreign corporation’.

(h) TECHNICAL AMENDMENTS.— i

(1) Subsection (e) of section 11 (relating to exceptions from the application
of the normal tax and surtax to corporations) is amended by striking out
“or” at the end of paragraph (3), by striking out the period at the end of
paragraph (4) and inserting in lieu thereof, “‘or’’, and by adding at the end
thereof the following new paragraph:

“(5) section 882(a)(2) (relating to nonbusiness income of a foreign cor-
poration engaged in trade or business within the United States) to the
extent that the income of such corporation is subject to the tax imposed by
such section.”

(2) Subsection (i) of section 170 (relating to other cross references in
respect of charitable contributions) is amended by redesignating paragraphs
(5) through (8) as paragraphs (6) through (9) and by adding after paragraph
(4) the following new paragraph:

“(5) For charitable contributions of resident foreign corporations, see
section 882(c) (2).”

(3) Section 891 (relating to doubling of rates of tax on citizens and cor-
porations of certain countries) is amended by striking out “and 881" and
inserting in lieu thereof ‘881, and 882".

(i) ErrecTivE DATE—The amendments made by this section shall apply in
respect of taxable years beginning after December 31, 1965. In applving the
amendment made by subsection (g)(2), the gross income of the foreign corporation
for taxable years beginning before January 1, 1966, shall be determined without
regard to the amendments made by such subsection.

SEC. 5. SPECIAL TAX PROVISIONS.

(a) AppricaTiON OF PRE-1966 Tax Provisions.—Subpart C of part II 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:
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“SEC. 896. APPLICATION OF PRE-1966 TAX PROVISIONS.

“(a) ImposiTioN OF MORE BURDENsOME Taxes BY ForeiGN COUNTRY.—
Whenever the President finds that—

‘(1) under the laws of any foreign country, considering the tax system of
such foreign country, citizens of the United States not residents of such foreign
country or corporations of the United States are being subjected to more
burdensome taxes, on any item of income received by such citizens or corpora-
tions from sources within- such foreign country, 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,

“(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 burden-
some 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

“(3) it is in the public interest to apply pre-1966 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 and corporations of such foreign
country shall, for taxable years beginning after such proclamation, be determined
under this subtitle without regard to amendments made to this subchapter 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 such
citizens or corporations of the United States are no longer subject to more burden-
some 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 similar
income derived from sources within the United States by residents and corpora-
tions of such foreign country shall, for any taxable year beginning after such
proclamation, be determined under this subtitle by taking into account amend-
ments made to this subchapter on or after the date of enactment of this section.

“(¢) NoriricaTioN oF CoNGRESs REQUIRED.—No proclamation shall be issued
by the President pursuant to this section unless, at least thirty days prior to such
proclamation, 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.”

(b) CrEricAL AMENDMENT.—The table of sections for subpart C of part I
of subchapter N of chapter 1 is amended by adding at the end thereof the following:

“Sec. 896. Application of pre-1966 tax provisions.”

(¢) ErrecTivE DaTE.—The amendments made by this section shall apply with
respect to taxable years beginning after December 31, 1965.

SEC. 6. FOREIGN TAX CREDIT.

() CrEDIT ALLOWED TO ALIEN RESIDENTS OF THE UNITED STATES OR PUERTO
-Rico.—Subsection (b) of section 901 (relating to the amount of foreign tax
credit allowed) is amended to read as follows:

“(b) AMOUNT ALLOWED.—Subject to the applicable limitation of section 904,
the following amounts shall be allowed as the credit under subsection (a):

‘(1) INDIVIDUALS AND DOMESTIC CORPORATIONS.—In the case of an indi-
vidual who is a citizen or resident of the United States or who is a bona fide
resident of Puerto Rico during the entire taxable year and in the case of a
domestic corporation, the amount of any income, war profits, and excess
profits taxes paid or accrued during the taxable year to any foreign country
or to any possession of the United States; and

‘“(2) PARTNERsHIPS AND ESTATES.—In the case of any individual de-
scribed in paragraph (1), who is a member of a partnership or a beneficiary
of an estate or trust, the amount of the proportionate share of the taxes
(deseribed in such paragraph) of the partnership or the estate or trust paid
or accrued during the taxable year to a foreign country or to any possession
of the United States, as the case may be.”

(b) SiMiLarR CrEDIT REQUIREMENTS.—Subsections (¢) and (d) of section 901
(relating to corporations treated as foreign and to cross references, respectively)
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are redesignated as subsections (d) and (e), and the following new subsection is
added after subsection (b):

“(c) Simirar CrREDIT REQUIRED FOR CERTAIN ALIEN RESIDENTS.—Whenever
the President finds that— :

‘(1) in the case of an alien individual who is a resident of the United Stat
or who is a bona fide resident of Puerto Rico during the entire taxable year,
the foreign country of which such alien resident is a citizen or subject, in
imposing income, war profits, and excess profits taxes, does not allow to
civizens of the United States residing in such foreign country a credit similar
10 the credit allowed under subsection (b),

“(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) to
such alien resident of the United States or Puerto Rico only if such foreign
country 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 after such procla-
mation, such alien resident of the United States or Puerto Rico shall be allowed
the credit under subsection (b) only if such foreign country, in imposing income,
war profits, and excess profits taxes, allows to eitizens of the United States residin
in such foreign country a credit similar to the credit allowed under such subsection.’

(¢) ErrecTive DaTeE.—The amendments made by this section shall apply
with respect to taxable years beginning after December 31, 1965.

SEC. 7. A!\’lql%l‘lqusl)\;llENT TO PRESERVE EXISTING LAW ON DEDUCTIONS UNDER SEC-

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

“(d) DEpUCTIONS.— .

“(1) GENERAL RULE.—Ezxcept 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 apportionment and allocation of the deductions with respect to
sources of income within and without the United States shall be determined
3slprovided in part I, under regulations prescribed by the Secretary or his

elegate.

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

“(A) The deduction, for losses not connected with the trade or
business if incurred in transactions entered into for profit, allowed by
section 165(c)(2), but only if the profit, if such transaction had re-
sulted in a profit, would be taxzable 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
ssection 165(c) (3), but only if the loss is of property within the United

tates.

“(C) The deduction for charitable contributions and gifts allowed by
section 170, but, in the case of a citizen of the United States entitled to
the benefits of this section, only for contributions or gifts made to
domestic corporations, or to community chests, funds or foundations,
created in the United States.

“(3) DEpUCTION DIsaLLOWED.—For disallowance of standard deduction,
see section 142(b)(2).”

(b) Errective DaTE.—The amendment made by this section shall apply with
respect to taxable years beginning after December 31, 1965.

SEC. 8. ESTATES OF NONRESIDENTS NOT CITIZENS. ) :

(a) RaTE or Tax.—Subsection (a) of section 2101 (relating to tax imposed in
case of estates of nonresidents not citizens) is amended to read as follows:

“(a) RaTE oF Tax.—A tax computed in accordance with the following table,
except as provided in section 2107, is hereby imposed on the transfer of the taxable
estate, determined as provided in section 2106, of every decedent nonresident not
2 citizen of the United States dying after the enactment of this section:

If the taxable estate is: The tax shall be:

Not over $100,000. .. . 5%, of the taxable estate.

Over $100,000 but not over $750,000. - $5,000, plus 10%, of excess over $100,000.
QOver $750,000. $70,000, plus 109 of excess over $750,000.”
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(b) CrepiTs Aaainst Tax.—Section 2102 (relating to credits allowed against
estate tax) is amended to read as follows:

“SEC. 2102. CREDITS AGAINST TAX.

“(a) In GeNERAL—The tax imposed by section 2101 shall be credited with
the amounts determined in accordance with sections 2011 to 2013, inclusive
(relating to State death taxes, gift tax, and tax on prior transfers), subject to
the special limitation provided in subsection (b). ' .

“(b) SpeciaL LimiTaTioN.—The maximum credit allowed under section 2011
against the tax imposed by section 2101 for State death taxes paid shall be an
amount which bears the same ratio to the credit computed as provided in section
2011(b) as the value of the property, at the date of death, upon which State
death taxes were paid and which is included in the gross estate under section
2103 bears to the value of the total gross estate under section 2103. For purposes
of this subsection, the term ‘State death taxes’ means the taxes described in
section 2011(a).”

(¢) ProPERTY WITHIN THE UNITED STATES.—Section 2104 (relating to prop-
erty within the United States) is amended by adding at the end thereof the
following new subsection: ) .

" “(c) DeBT OBLIGATIONS.—For purposes of this.subchapter debt obligations
owned by a nonresident not a citizen of the United States shall be deemed prop-
erty within the United States if issued by or enforcible against—

© ‘(1) a citizen or resident of the United States, a domestic partnership,

domestic estate or trust, or domestic corporation; or

“(2) the United States, a State, or a possession of the United States, or
any political subdivision of any of the foregoing, or the District of Columbia.”

(d) PropErTY WiTHOUT THE UNITED STATES.—Subsection (b) of section 2105
(relatin%to bank deposits) is amended to read as follows: :

‘“(b) BANK DEPOsITS AND WITHDRAWABLE AccouNTs.—For purposes of this
'gubchapter, the following items shall not be deemed property within the United

tates:

‘(1) BANKING INSTITUTIONS.—Any moneys deposited -with any person
carrying on the banking business, by or for a nonresident not.a citizen of the
United States who was not engaged in business in the United States at the
time of his death.

“(2) MUTUAL SAVINGS BANKS, ETC.—Any moneys deposited, or placed in
withdrawable accounts, with savings institutions chartered and supervised as
savings and loan or similar associations under Federal or State law, by or
for a nonresident not a citizen of the United States who was not engaged in
business in the United States at the time of his death, if amounts paid or
credited on such deposits or accounts are deductible under section 591 in
computing the taxable income of such institutions.”

(e) DErFINITION OF TaAXABLE EsTATE—Paragraph (3) of section 2106(a)
greiellating to deduction of exemption from gross estate) is amended to read as
ollows: - :

‘“(3) EXEMPTION.—

“(A) GENERAL RULE.—An exemption of $30,000.

““(B) RESIDENTS OF POSSESSIONS OF THE UNITED STATES.—In the case
of a decedent who is considered to be a ‘nonresident not a citizen of the
United States’ under the provisions of section 2209, the exemption shall
be the greater of (i) $30,000, or (ii) that portion of the exemption author-
ized by section 2052 which the value of that part of the decedent’s gross
estate which at the time of his death is situated in the United States
bears to the value of his entire gross estate wherever situated.”

(f) -Specran MetHODS OF CompuriNg Tax.—Subchapter B of chapter 11
(relating to estates of nonresidents not citizens) is amended by adding at the end
thereof the following new sections: . . :
“SEC. 2107. EXPATRIATION TO AVOID TAX. :

“(a) RATE oF TaAX.—A tax computed in accordance with the table contained
in section 2001 is hereby imposed on the transfer of the taxable estate, determined
as provided in section 2106, of every decedent nonresident not a citizen of the
United States dying after the date of enactment of this section, if within the
10-year period ending with the date of death such decedent lost United States
citizenship and such loss had for one of its principal purposes the avoidance of
United States taxes. )

“(b) Gross EstaTE.—For purposes of the tax imposed by subsection (a),
the value of the gross estate of every decedent to whom subsection (a) applies
shall be determined as provided in section 2103, except that— .
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.. %(1) if such decedent owned (within the meaning of section 958(a)) at the
time of his death 10 percent or more of the total combined voting power of all
classes of stock entitled to vote of a foreign corporation, and

“(2) if such decedent owned (within the meaning of section 958(a)), or is
considered to have owned (by applying the ownership rules of section 958(b)
without regard to section 958(b)(1)), at the time of his death, more than 50
" percent of the total combined voting power of all classes of stock entitied to
vote of such foreign corporation,
then that proportion of the fair market value of the outstanding stock of such
" foreign corporation owned (within the meaning of section 958(a)) by such decedent
‘at the time of his death, which the fair market value of any assets owned by such
foreign corporation and situated in the United States, at the time of his death,
bears to the total fair market value of all assets owned by such foreign corporation
at the time of his death, shall be included in the gross estate of such decedent. .

“(c) CrepiTs.—The tax imposed by subsection (a) shall be credited with the
amounts determined in accordance with sections 2011 to 2013, inclusive (relating
to State death taxes, gift tax, and tax on prior transfers). o

“(d) ExcepTION FOR Loss oF CrrizeNsuIP FOR CERTAIN CausEs.—Subsection
(a) shall not apply to the transfer of the estate of a decedent who lost United
States citizenship under section 301(b), 350, or 355 of the Immigration and
Nationality Act, as amended (8 U.S.C. 1401(b), 1482, or 1487). .

(e) BURDEN oF Proor.—For purposes of subsection (a), the burden of proving
that a decedent’s loss of United States citizenship did not have for one of its
principal purposes the avoidance of United States taxes shall be on the executor
of the estate of such decedent. )

“SEC. 2108. APPLICATION OF PRE-1966 TAX PROVISIONS.

“(a) ImMPOSITION OF MORE BURDENSOME Tax BY ForerN CounTRY.—When-
ever the President finds that—

(1) under the laws of any foreign country, considering the tax system of
such foreign country, a more burdensome tax is imposed by such foreign
country on the transfer of estates of decedents who were citizens of the United
States and not residents of such foreign country than the tax imposed by
this subchapter on the transfer of estates of decedents who were residents 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 tax so that it is no more burdensome
than the tax imposed by this subchapter on the transfer of estates of dece-
dents who were residents of such foreign country, and

“(3) it is in the public interest to apply pre-1966 tax provisions in accord-
ance with this section to the transfer of estates of decedents who were
residents of such foreign country,

the President shall proclaim that the tax on the transfer of the estate of every
decedent who was a resident of such foreign country at the time of his death shall,
in the case of decedents dying after such proclamation, be determined under this
subchapter without regard to amendments made to such subchapter on or after
the date of enactment of this section.

“(b) ALLEVIATION OF MORE BurpENsOME Tax.—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 the tax on the
transfer of estates of decedents who were such citizens of the United States is no
longer more burdensome than the tax imposed by this subchapter on the transfer
of estates of decedents who were residents of such foreign country, he shall pro-
claim that the tax on the transfer of the estate of every decedent who was a
resident of such foreign country at the time of his death shall, in the case of
decedents dying after such proclamation, be determined under this subchapter by
taking into account amendments made to such subchapter on or after the date
of enactment of this section. )

¢“(¢) NorrricaTioN oF CoNGrEsSs 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.

“(d) IMPLEMENTATION BY REGULATIONs.—The Secretary or his deleggte shall
prescrib’e’a such regulations as may be necessary or appropriate to implement this
section. :
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(g) CrericaL AMENDMENT.—The table of sections for subchapter B of chapter
11 (relating to estates of nonresidents not citizens) is amended by adding at the
end thereof the following:

‘““Sec. 2107. Expatriation to avoid tax.
“Sec. 2108. Application of pre-1966 tax provisions.”

(b) ErFecTive DaTE—The amendments made by this section shall apply
with respect to estates of decedents dying after the date of the enactment of this
Act, except that section 2107, as added by subsection (f), shall apply only in the
case of a decedent who has lost United States citizenship after March 8, 1965.

SEC. 9. GIFT TAX OF NONRESIDENTS NOT CITIZENS. ) :

(a) ImpositTiON oF Tax.—Subsection (a) of section 2501 (relating to general

rule for imposition of tax) is amended to read as follows:
“(a) TaxaBLE TRANSFERS.—

‘(1) GENERAL RULE.—For the calendar year 1955 and each calendar year
thereafter a tax, computed as provided in section 2502, is hereby imposed,
except as provided in paragraph (2), on the transfer of property by gift during
such calendar year by any individual, resident or nonresident.

“(2) TRANSFERS OF INTANGIBLE PROPERTY.—Except as provided in para-
graph (3), paragraph (1) shall not apply to the transfer of intangible property
by a nonresident not a citizen of the United States.

“(3) Exceprions.—Paragraph (2) shall not apply in the case of a donor
who at any time within the 10-year period ending with the date of transfer
lost United States citizenship unless—

““(A) such donor has lost United States citizenship under section
301(b), 350, or 355 of the Immigration and Nationality Act, as amended
(8 U.S.C. 1401(b), 1482, or 1487), or

““(B) such loss did not have for one of its principal purposes the avoid-
ance of United States taxes.

‘‘(4) BURDEN oF PROOF.—For purposes of paragraph (3)(B), the burden of
proving that a donor’s loss of United States citizenship did not have for one
of its principal purposes the avoidance of United States taxes shall be on
such donor.” .

(b) TRANSFERS IN GENERAL.—Subsection (b) of section 2511 (relating to situs
rule for stock in a corporation) is amended to read as follows:

‘“‘(b) InTaNGIBLE PrOPERTY.—For purposes of this chapter, in the case of a
donor excepted from the application of section 2501 (a) (2)—

“(1) sclilares of stock owned by such donor and issued by a domestic corpora-
tion, an

‘“(2) debt obligations owned by such donor and issued by or enforcible
against—

““(A) a citizen or resident of the United States, a domestic partnership,
domestic estate or trust, or domestic corporation, or

“(B) the United States, a State, or a possession of the United States
or any political subdivision of any of the foregoing, or the District of
Columbia, .

shall be deemed to be property situated within the United States.”

(¢) ErecTive DaTE.—The amendments made by this section shall apply with
respect to the calendar year 1966 and all calendar years thereafter, except that the
exception to section 2501(a)(2), as added by subsection (a), shall apply only in
the case of a donor who has lost United States citizenship after March 8, 1965,
SEC. 10. DOCUMENTARY STAMP TAXES. :

(a) ExempTioN FOR CERTAIN FOrREIGN INSTRUMENTS.—Section 4382 (relating
to exemptions from documentary stamp taxes) is amended by adding at the end
thereof the following new subsection:

““(¢) OriGINAL OFFERING BY FOREIGN IssueErRs To FOREIGN PURCHASERS.—
The taxes imposed by sections 4311, 4321, and 4331 shall not apply to the issuance,
delivery, or transfer of any shares or certificates of stock or certificates of indebted-
ness to make effective the original issuance of such instruments by a foreign issuer
to foreign purchasers, whether or not such transaction is accomplished through a
domestic underwriter.”

(b) ErrecTivE DaTE.—The amendment made by this section shall take effect.
on January 1, 1966.

71-297 O-67-pt. 1—10 135



14 REMOVE TAX BARRIERS TO FOREIGN INVESTMENT IN U.S.

SEC. 11. TREATY OBLIGATIONS.

(a) In GeENERAL—NoO amendment made by this Act shall apply in any case
ghere its application would be contrary to any treaty obligation of the United

tates.

(b) ABSENCE OF PERMANENT EsTABLISHMENT.—In determining the rate of tax
under section 871(b)(2) or section 882(a)(2), as amended by this Act, on income
which is not business income, a nonresident alien individual or foreign corporation
shall be deemed, for purposes of applying any treaty obligation of the United
States, not to have a permanent establishment in the United States at any time
during the taxable year.

TREASURY DEPARTMENT,
Washington, D.C., March 8, 1965.

ProroseED LEGISLATION To INCREASE FOREIGN INVESTMENT IN THE
’ UNITED STATES

The Treasury today submitted to the Congress proposed tax legislation de-
signed to increase foreign investment in the,United States.

Drafts of the proposed legislation, titled “An Act To Remove Tax Barriers to
Foreign Investment in the United States,” were sent to Speaker McCormack
and Vice President Humphrey. Chairman Mills of the House Ways and Means
Committee has stated that he will introduce it.

The proposed legislation is part of President Johnson’s program to improve the
U.S. balance of payments, which was announced in his message to the Congress
on February 10, 1965.

The legislation contains proposed changes in the present tax law. These
changes are designed to stimulate foreign investment in the United States by
removing existing tax barriers to such investment. The proposed changes grew
out of the Treasury study of recommendations made to President Johnson last
April by the Task Force on Promoting Increased Foreign Investment in U.S.
Corporate Securities. This task force was composed of leaders in the business
and financial community and was headed by the then Under Secretary of the
Treasury, Henry H. Fowler.

The changes affect the taxation of foreign individuals and foreign corporations.
Many of the provisions in the present law which will be revised or eliminated
by the proposed legislation have tended to complicate or inhibit investment in
U.S. corporate securities without generating any significant tax revenues.

The total annual revenue loss from enactment of the proposed legislation is
estimated to be less than $5 million.

Foreign purchases of U.S. corporate securities are the greatest single source of
long-term capital inflow for the United States. Between 1956 and 1963, such
purchases averaged $190 million a year. During that time the value of foreign-
held stocks outstanding more than doubled—going from $6.1 billion to £12.5
billion. There is no estimate of the immediate benefit from the proposed legisla-~
tion in terms of increased investment, but over time it is expected that the legisla-
tion would result in increased purchases of such securities of roughly $100 million
to $£200 million a year.

The bill proposes three major tax changes affecting foreigners and foreign cor-
porations and a number of minor changes. The major changes are:

1. Reduction of the rate of U.S. estate tax applicable to foreigners to bring the
tax treatment of foreigners more in line with the rates usually paid by American
citizens, and with general international practice. The reduction would replace the
present maximum rate of 77 percent for foreigners with a maximum rate of 15
percent, and replace the present $2,000 exemption with a $30,000 exemption.

2. Elimination of the provision in the present law which makes foreigners’
nonbusiness income, such as dividends and interest, subject to tax at regular U.S.
individual tax rates if it exceeds $21,200. The tax on such income would be limited
to the flat 30 percent withholding rate provided by statute or any lower withhold-
ing rate which may be provided by treaty. Business income would continue to
be taxed at regular U.S. rates if the foreigner is engaged in business here.

3. Elimination of the present provision for taxation of capital gains realized by
a foreigner simply because he was present in the United States at the time of the
particular transaction. At the same time, the period that a foreigner may spend
in the United States, without becoming subject to tax on all U.S. capital gains for
the taxable year, would be extended from 90 days to 183 days.
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Since the application of the U.S. estate tax to foreigners is one of the biggest
barriers to foreign investment in the United States, its reduction is probably the
most important of the major changes. For example, the proposed change would
reduce the estate tax for a foreigner with a U.S. gross estate of $100,000 from about
$17,300 to about $3,000. A’U.S. citizen would pay about the same tax on such an

“cldiin the marital deduction, and would pay no tax if he did.
(Foreigners are not allowed to claim the marital deduction.)

The proposed legislation also contains provisions dealing with former U.S.
citizens who in the future give up their citizenship and live outside the United
States in order to avoid U.S. taxes. It would require such former citizens to pay
regular U.S. income and estate taxes on income from or property in the United
States, if they gave up their U.S. citizenship less than 10 years before. This
would not apply to former citizens who could show that the surrender of their
citizenship was not tax motivated. .

There are also other provisions designed to contribute to more rational and
consistent tax treatment of foreigners and foreign corporations.

(A general explanation of the proposed legislation is attached.)

ACT TO REMOVE TAX BARRIERS TO FOREIGN INVESTMENT IN
THE UNITED STATES

GENERAL EXPLANATION

INTRODUCTION

In his balance of payments message of February 10, 1965, the President proposed
a series of measures designed to reinforce the program to correct the balance-of-
payments deficit of the United States. Among the proposals made by the
President is one to remove the tax deterrents to foreign investment in U.S.
corporate securities so as to improve our balance of payments by encouraging an
increase in such investment. The recommended legislation described herein
would effectuate this proposal.

The review of the tax treatment of nonresident foreigners and foreign corpora-
tions investing in the United States resulting in these legislative recommendations
was prompted in large measure by the report of the Task Force on Promoting
Increased Foreign Investrment in U.S. Corporate Securities. This task force,
which was headed by the then Under Secretary of the Treasury, Henry H. Fowler
was directed, among othér things, to review U.S. Government and private activie
ties which adversely affect foreign purchases of the securities of U.S. private
companies. In its report, the task force made 39 recommendations designed to
help the United States reduce its balance-of-payments deficit and defend its gold
reserves. Among these were several directed at changing the tax treatment of
foreign investors so as “to.remove a number of elements in our tax structure which
unnecessarily complicate’ and inhibit 1nvestment in U.S. corporate securities
without generating material tax revenues.” The task force report cautioned,
however, that its tax recommendations were not intended to turn the United
States into a tax haven, nor to drain funds from developing countries.

The legislation being requested deals with all of the tax areas discussed in the
task force report, although in certain instances the action suggested differs from
the proposals made by the task force. Furthermore, the draft hill contains
recommendations in areas not mentioned in the task force report which deal with
problems which came to light in the Treasury Department’s study of the present
system of taxing nonresident foreigners and foreign corporations. It should be
emphasized that the recommendations embodied in the proposed legislation were
considered not only from the viewpoint of their impact on the balance of payments,
but also to insure that they contributed to & rational and consistent program for
the taxation of foreign individuals and foreign corporations. Thus, all legislative
suggestmns made herein are justifiable on conventional tax policy grounds

It is estimated that the adoption of these proposals would result in a net revenue
loss on an annual basis of less than $5 million.

Foreign purchases of U.S. stocks constitute the largest single source of long-
term capital inflow into the United States, with even greater potential for the
future. Net purchases have averaged $190 million a year between 1956 and 1963,
while the outstanding value of foreign-held stocks has risen from $6.1 billion to
$12.5 billion during this period. It is extremely difficult to measure the precise
impact of thls proposed leglslatlon on our balance of payments because of the
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various factors affecting the level of foreign investment in the United States. It
is anticipated that, when combined with an expanding U.8. economy, the proposed
legislation will result over the years in a significant increase in such investment.

Most provisions of the draft bill are proposed to become effective to taxable
years beginning after December 31, 1965. owever, those provisions which pro-
vide a revised estate tax treatment for the estates of foreigners are made appli-
cable to the estates of decedents dying after the date of the enactment of the pro-
posed legislation. In addition, those special provisions applicable to U.S. citizens
who have surrendered their U.S. citizenship are made applicable if the surrender
occurred after March 8, 1965. :

SPECIFIC RECOMMENDATIONS

The following paragraphs describe the specific changes in the Internal Revenue-
Code of 1954 which are nroposed. For this purpose the technical language of the
Internal Revenue Code has been used; e.g., foreigners are described by the tech-
nical term ‘‘alien.”

1. Graduated rates.—Eliminate the taxation at graduated rates of U.S. source
income of nonresident alien individuals not doing business in the United States.

Under present law, nonresident aliens deriving more than $21,200 of income:
from U.S. sources are subject to regular U.S. graduated rates and are required to-
file returns. However, graduated rates on investment income already are elimi--
nated by treaty in.the case of almost all industrial countries, except where a tax-
payer is doing business in the United States and has a permanent establishment
here. Only a very small amount of revenue is collected from graduated rates at.
present. For example, for 1962 graduated rates resulted in the collection of
$746,743 above the taxes already withheld. Although graduated rates are rarely
applicable they complicate our tax law and tend to frighten and confuse foreign
investors.

Thus, graduated rates, whether applied to investment income or such types of’
income as pensions, annuities, alimony, and the like, serve no clearly defined
purpose, deter foreign investment, and should be eliminated. The elimination of"
graduated rates will limit the liability of nonresident aliens not engaged in trade
or business to taxes withheld, and where the alien is not engaged in trade or
business here no return need be made. (However, graduated rates would be
retained for the U.S. business income of nonresident aliens engaged in trade or-
business here.)

2. Segregation of invesimeni and business income and related matters.—Provide
that (a) nonresident alien individuals engaged in trade or business in the United
States be taxed on investment (nonbusiness) income at the 30-percent statutory
withholding rate, or applicable treaty rate, rather than at graduated rates; (b)
foreign corporations engaged in business in the United States be denied the
85-percent dividends-received deduction and be exempt from tax on their capital
gains from investments in U.S. stocks; (c¢) nonresident alien individuals and
foreign corporations not be deemed engaged in trade or business in the United
States because of investment activity in the United States or because they have:
granted a discretionary power to a U.S. banker, broker, or adviser; and (d) non-
resident alien individuals and foreign corporations be. given an election to compute
income from real property and mineral royalties on a net income basis and be
taxed at graduated rates on such income as if engaged in trade or business in the
United States. :

Segregation of business and investment income

Under present law, if a nonresident alien is engaged in trade or business within
the United States, he is subject to tax on all his U.S. income (including capital
gains), even though some of the income is not derived from the conduct of the
trade or business, at the same rates as U.S. citizens.

A nonresident alien individual engaged in trade or business in the United
States should be subject to taxation on his investment income on the same basis.
as a nonresident alien not so engaged. Thus his investment income would be
taxed at the 30-percent statutory rate or applicable treaty rate, rather than at.
graduated rates. For the purpose of determining the applicability of treaty
rates the alien will be deemed not to have a permanent establishment in this.
country. All business income should remain subject to tax at graduated rates,
but the rates on business income would be computed without regard to the amount -
of investment income.

This change conforms to the trend in international treaty negotiations to sepa-~-
rate investment income from business income. Whether a taxpayer is helped or-
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‘harmed by segregating his investment from his business income, separate treat-
ment is proper and equitable. Investment decisions may be made on the same
basis whether or not the alien is engaged in business here, since income arising
from investments here will not be subject to taxation at graduated rates in.
either event.

Moreover, a nonresident alien individual engaged in trade or business here
should not be taxed on capital gains realized in the United States which are
unrelated to the business activity carried on by him in this country, except
where he would be subject to tax on those gains under the rules pertaining to
nonresident aliens generally.

Taz treatment of income from U.S. stock investments by foreign corporations

Under present law all the activities of a corporation are treated as part of its
trade or business. Thus, for example, all its expenses are treated as deductible
as business expenses. Accordingly, it would be inappropriate to segregate a
foreign corporation’s U.8. “investment’” income from its U.S. “business” income.
However, there is one abuse in this area which should be eliminated. Frequently,
a foreign corporation with stock investments in the United States engages in
trade or business here in some minor way (such as by owning a few parcels of
real estate) and then claims the 85-percent dividends-received deduction on its
‘stock investments in the United States. Such a corporation thereby may pay
far less than the 30-percent statutory or treaty withholding rate on its U.S.
-dividend income, although its position is essentially the same as that of a foreign
-corporation doing business elsewhere which has U.S. investment income.

To eliminate this abuse and treat all foreign corporations with investments in
U.S. stocks alike,.the 85-percent dividends-received deduction should be denied
to foreign corporations doing business here. Their income from stock invest-
ments would be made subject to the 30-percent statutory withholding rate, or
-any lesser treaty rate applicable to such income, rather than regular U.S. corporate
rates. For the purpose of determining whether the treaty rates on dividend
income apply, a foreign corporation will be deemed not to have a permanent

~establishment in this country. To fully equate the tax treatment of stock
investments of foreign corporations doing business in the United States with
that of foreign corporations not doing business here, such corporations are ex-
-empted from the U.S. tax on capital gains realized on their U.S. stock investments.

Definition of ‘“‘Engaged in trade or business’’

Present law provides that the term “engaged in trade or business”’ does not
include the effecting, through a resident broker, commission agent, or custodian,
-of transactions in the United States in stocks, securities, or commodities. There
is some confusion as to whether the amount of activity in an investment account,
-or the granting of a discretionary power to a U.S. banker, broker, or adviser, will
place a nonresident alien outside of this exception for security transactions so
that he is engaged in trade or business in the United States. This uncertainty
may deter investment in the United States and is undersirable as a matter of tax
policy. : ’

The fact that a discretionary power of investment has been given to a U.S.
broker or banker doés not really bear a relation to the foreigner’s ability to carry
-out transactions in the United States—the discretionary power is merely a more
-efficient method of operating rather than having the investor consulted on every
investment decision and frequently is mreely a safeguard to protect him in case
-of world turmoil. Nor, where the alien is an investor, is the volume of transactions
material in determining whether he is engaged in trade or business.

Accordingly; the proposed legislation - makes clear that—individuals or corpora-
tions are not engaged in trade or business because of investment activity in the
United States or because they have granted a discretionary investment power to
‘a U.8. banker, broker, or adviser. No legislative change is necessary to provide
that the volume of transactions is not inaterial in determining whether an investor
1is engaged in trade or business in the United States as this is the rule under present

aw.

Real estate income and mineral royalties

Under present law it is not clear whether a nonresident alien (or foreign cor-
poration) is engaged in trade or business in the United States by reason of the
mere ownership of unimproved real property or real property subject to a strict
net lease, or by reason of an agent’s activities in connection with the selection
‘of real estate investments in the United States.

- If because of such activity a nonresident alien is considered as not engaged in
trade or business he becomes subject to withholding tax on his gross rents. Since
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the consequent tax could exceed his net income, the taxation on a gross basis
of income from real property should not be continued where taxation on a net
basis at graduated U.g. rates would be more appropriate.

Therefore, a nonresident alien or foreign corporation should be given an election
to compute their income from real property (including income from minerals
and other natural resources) on a net income basis and at regular U.S. rates
as if they were engaged in trade or business in the United States. Such an elec-
tion is comparable to the one now appearing in many treaties to which the United
States is a party. Such an election would not effect the method of taxation
applied to his other income.

3. Capital gains.—Eliminate the provision taxing capital gains realized by a
nonresident alien when he is physically present in the United States, and extend
from 90 to 183 days the period of presence in the United States during the year
which makes nonresident aliens taxable on all their capital gains.

The underlying policy of U.S. taxation of nonresident alien individuals has
been to exempt capital gains realized from sources in this country. This policy
has been proper both from a tax policy standpoint and from the viewpoint of our
balance of payments. However, existing law has two limitations: U.S. capital
%ains realized by a nonresident alien while he is physically present in the United

tates, or realized during a year in which he is present in the United States for
90 days or more, are subject to a U.S. tax of 30 percent. .

The limitations now contained in our law, especially the physical presence test,
contain illogical elements and are likely to have a negative impact on foreigners
who are weighing the advantages and disadvantages of.investing in the United
States. The physical presence test was added to the law after World War II
when many nonresident alien traders were frequently present in this country.
Since this is no longer true, and moreover, since the tax may be readily avoided
by passing title to the property outside the United States, the provision now
serves little purpose. However, it does pose a threat to the foreign investor which
may deter him from investing in this country and therefore should be eliminated.

The limitation relating to presence in the United States for 90 days or more in a
particular year should be retained, but the period should be lengthened to 183
days. This extension will remove a minor deterrent to travel in the United States
and help mitigate the harsh consequences which may arise under the existing rule
if a nonresident alien realized capital gains at the beginning of a taxable year
during which he later spends 90 days or more in the United States.

4. Personal holding company and “second dividend’”’ tazes.—(a) Exempt foreign
corporations owned entirely by nonresident alien individuals, whether or not
doing business in the United States, from the personal holding company tax;
(b) modify the application of the ‘“second dividend tax” of section 861(a)(2)(B)
so that it only applies to the dividends of foreign cerporations doing business in
the United States which have over 80 percent U.S. source income.

Under present law any foreign corporation with U.S. investment income, whe-
ther or not doing business here, may be a personal holding company unless it is
owned entirely by nonresident aliens, and unless its.gross income from U.S.
sources is less than 50 percent of its gross income from-all:sources.

The personal holding company tax should not apply to foreign corporations
owned entirely by nonresident aliens. The only reason for applying our personal
holding company tax to foreign corporations owned by nonresident aliens has been
to prevent the accumulation of income in holding companies organized to avoid the
graduated rates. With the elimination of graduated rates as suggested in recom-
mendation 1 (and the revision of the second dividend tax, discussed below), U.S.
investment income in the hands of foreign corporations will have borne the U.S.
taxes properly applicable to it and accumulation of such income will not result in
the avoidance of U.S. taxes imposed on the company’s shareholders. Hence,
there is no longer any reason to continue to apply the personal holding company
tax to these corporations. -

With respect to the “second dividend tax,” section 861(a)(2) (B) now provides
that if a corporation derives 50 percent or more of its gross income for the preceding
3-year period from the United States, its dividends shall be treated as U.S. source
income to the extent the dividends are attributable to income from the United
States. As a result such dividends are subject to U.8. tax when received by a
nonresident alien. This tax is often referred to as the ‘“‘second dividend tax.’”
However, under section 1441(c)(1) a foreign corporation is not required to with--
hold tax on its dividends unless it is engaged in business in the United States:
and, in addition, more than 85 percent of its gross income is derived from U.S.
sources. .
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It is now proposed to levy this second dividend tax only where the foreign
corporation does business in the United States, and 80 percent or more of its
gross income (other than dividends and capital gains on stock) is derived from
U.S. sources. Where a foreign corporation is not doing business in the United
States, it will pay U.S. withholding taxes on all investment income and other
fixed or determinable gains and profits derived from the United States, and since
that is all the tax its foreign shareholders would owe if they received the income
directly, no second tax seems warranted.

With the adoption of the rule that the income from the U.S. stock investments
of foreign corporations doing business here be taxed at flat statutory or treaty
withholding rates, no further U.S. tax should be imposed on such income. There-
fore, in applying the I1}1'opos,ed 80 percent test, such.income of the foreign corpora-
tion, whether from United States or foreign sources, should be disregarded and
the test applied only to the corporation’s other income. Furthermore, if the 80
percent rule is met, the dividends of such corporations should be subject to tax
only to the extent that such dividends are from U.S. source income other than
income from stock investments in the United States.

Withholding requirements should conform to the incidence of tax, and therefore
withholding should be required on dividends paid by foreign corporations doing
business in the United States with 80 percent or more U.S. source income to the
extent such dividends are from U.S. source income other than income from stock
investments in the United States. ‘

With the adoption of the revisions proposed in U.S. system of taxing non-
resident aliens and foreign corporations, the regulations dealing with the accumu-
lated earnings tax will be revised to eliminate the application of this tax to foreign
corporations not doing business in the United States which are owned eéntirely
by nonresident aliens. The accumulation of earnings by such corporations wiil
not result in the avoidance of U.S. taxes. However, because of possible avoidance
of the revised second dividend tax, the accumulated earnings tax will remain
applicable to foreign corporations doing business here.

5.. Estate taxz and related matters.—(a) Increase the $2,000 exemption from tax
to $30,000 and substitute for regular U.S. estate tax rates a 5-10-15 percent rate
schedule; (b) provide that bonds issued by domestic corporations or governmental
units and held by nonresident aliens are property within the United States and
therefore are subject to estate tax; and (¢) provide that transfers of intangible
property by a nonresident alien engaged in business in the United States are not
subject to gift tax.

It is generally believed that high estate tazes on foreign investors are one of
the most important deterrents in our tax laws to foreign investment in the' United
States. Our rates in many cases are higher than those of other countries and in
these situations, despite tax conventions and statutory foreign estate tax credits,
nonresidents who invest in the United States suffer an estate tax burden. More-
over, under present law a nonresident alien’s estate must pay heavier estate taxes
on its U.S. assets than would the estate of a U.S. citizen owning the same assets.

To mitigate this deterrent to investment and to rationalize the estate tax

- treatment of nonresident aliens, the exemption for estates of nonresident alien
decedents should be increased from $2,000 to.$30,000 and such estates should be
subject to tax at the following rates:

If the taxable estate is— The tax shall be—
Not over $100,000-_-______________ 5 percent of the taxable estate. :
Over $100,000 but not over $750,000-_ $5,000, plus 10 percent of excess
over $100,000.
Over $750,000_____ - _____________ $70,000, plus 15 percent of excess

over §750,000.

The increase in exemption and reduced rates will bring U.S. effective estate tax
rates on nonresident aliens to a level somewhat higher than those imposed upon
resident estates in Switzerland, Germany, France, and the Netherlands, for
example, but substantially below those imposed on resident estates in the United
Kingdom, Canada, and Italy. Thus U.S. investment from these latter countries
bears no higher estate tax than local investment because of foreign tax credits or
exemptions provided in such countries. The proposed tax treatment of the U.S.
estates of nonresident aliens is similar to the treatment accorded the estates of
nonresidents by Canada, whose rates on the estates of its citizens are comparable
to otlllr own. Where additional reductions are justified these may be made by

reaty.

These changes should result in more appropriate estate tax treatment of non-
resident aliens and thereby improve the climate for foreign investment in the
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United States. Particularly in the case of nonresident alien decedents who have
only a small amount of U.S. property in their estates, present U.S. rates and the
limited exemption provided result in an excessive effective rate of estate tax.
The proposed changes correct this situation. The new rates will produce for
nonresident aliens’ estates an effective rate of tax on U.S. assets which in many
cases is comparable to that applicable to U.S. citizens who may avail themselves
of the $60,000 exemption and marital deduction (which are not available to non-
resident aliens). :

The following figures show the effective rates for nonresident aliens under
present law, and the effective rates produced by the proposed exemption and
rates as compared to those applicable to the estates of U.S. citizens electing and
not electing the marital deduction:

U.8. gross Nonresident Nonresident U.S. citizen U.S. citizen

estate alien under alien under with marital [without marital
present law proposed law deduction deduction
12.5 2.0 | ecccmcccemn | e
17.3 3.0 | emmemee- 3.0
25.8 7.4 8.0 22.1
38.8 8.8 11.1 26. 7
43.0 12.6 16.9 42.3

As part of this revision of the estate tax, the situs rule with respect to bonds
should be changed. The present rule, very frequently modified by treaty, is
that bonds have situs where they are physically located. This rule is illogical,
permits tax avoidance, and is not a suitable way to determine whether bonds are
‘subject to an estate tax as their location is one of their least significant character-
istics for tax purposes. Other intangible debt obligations are presently treated as
property within the United States if issued by or enforcible against a domestic
corporation or resident of the United States. Accordingly, it is recommended
that our law be amended to provide that bonds issued by domestic corporations
or domestic governmental units and held by nonresident aliens are property
within the United States and therefore subject to estate tax.

Furthermore, a present defect in the operation of the credit against the estate
tax for State death taxes in the case of nonresident aliens should be corrected.
Under present law the estate of a nonresident alien may receive the full credit
permitted by section 2011 even though ovly a portion of the property subject to
Federal tax was taxed by a State. The amount of credit permitted by section
2011 in the case of nonresident aliens should be limited to that portion of the
_credit allowed the estate which is allocable to property taxed by both the State
and the Federal Government.

Our gift tax law as it applies to nonresident aliens should be revised. Under
present law a nonresident alien doing business in the United States is subject to
gift tax on transfers of U.S. intangible property. This rule has little significance
from the standpoint of revenue and tax equity. Therefore, our law should be
amended to provide that transfers of intangible property by a nonresident alien,
whether or not engaged in business in the United States, are not subject to gift
tax. Gifts of tangibles situated in the United States which are owned by nonresi--
dent aliens will cortinue to be subject to U.S. gift taxes. :

6. Expatriate American citizens.—Subject the U.S. source income of expatriate
citizens of the United States to income tax at regular U.S. rates and their U.S.
estates to estate tax at regular U.S. rates, where they surrendered their U.S.
citizenship within 10 years preceding the taxable year in question unless the
surrender was not tax motivated.

As a result of the proposed elimination of graduated rates, taken together with
the proposed change in our estate tax as it applies to nonresident aliens, an Ameri-
can eitizen who gives up his citizenship and moves to a foreign country would be
able to very substantially reduce his U.S. estate and income tax liabilities.

While it may be doubted that there are many U.8. citizens who would be willing
to give up their U.S. citizenship no matter how substantial the tax incentive, a
tax incentive so great might lead some Americans to surrender their citizenship
for the ultimate benefit of their families. Thus, it seems desirable, if progressive
rates are eliminated for nonresident aliens and our estate tax on the estates of non-
resident aliens is significantly reduced, that steps be taken to limit the tax advan-
tages of.alienage for our citizens. !

The recommended legislation accomplishes this by providing that a nonresident
-alien who surrendered his U.S. citizenship within the preceding 10 years shall re-
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main subject to tax at regular U.S. rates on all income derived from U.S. sources..
A similar rule would apply for estate tax purposes to the U.S. estates of expatriate
citizens -of the United States. Thus, the U.S. property owned by expatriates.
would be taxed at the estate tax rates applicable to our citizens (but without the
$60,000 exemption, marital deduction, and other such provisions applicable to our
citizens), in cases where the alien decedent’s surrender of citizenship took place
less than 10 years before the day of his death. The $30,000 exemption granted
nonresident aliens would be allowed to expatriate citizens.

To prevent an expatriate from avoiding regular U.S. rates on his U.S. income by
transferring his U.S. property to a foreign corporation, or disposing of it overseas,.
the recommended legislation treats profits from the sale or exchange of U.S. prop-
erty by an expatriate as being U.S. source income. To preclude the use of a foreign
corporation by an expatriate to hold his U.S. property and thus avoid U.S. estate
taxes at regular U.S. rates, an expatriate is treated as owning his pro rata share
of the U.S. property held by any foreign corporation in which he alone owns a
10-percent interest and which he, together with related parties, controls. Fur-
thermore, the recommended legislation makes gifts by expatriates of intangibles.
situated in the U.S. subject to gift tax.

These provisions would be applicable only to expatriates who surrendered their
citizenship after March 8, 1965, and would not apply if contravened by the pro-
visions of a tax convention with a foreign country. Moreover, they would not be
applicable if the expatriate can establish that the avoidance of U.S. tax was not a
principal reason for his surrender of citizenship.

7. Retaining treaty bargaining positzon.—Provide that the President be given
authority to eliminate with respeet to a particular foreign country any liberalizing:
changes which have been enacted, if he finds that the country concerned has not
acted to provide reciprocal concessions for our citizens after being requested to
do so by the United States.

One difficulty which may arise from the liberalizing changes being proposed in
U.S. tax law is that it may place the United States at a disadvantage in negotiating
concessions for Americans abroad as respects foreign tax laws. Moreover, the-
failure to obtain concessions abroad may have an effect upon our revenues since-
the foreign income and estate tax credits we grant our citizens mean that the-
United States bears a large share of the burden of foreign taxation of U.S. citizens.
To protect the bargaining power of the United States the President should,
therefore, be authorized to reapply present law to the residents of any foreign
country which he finds has not acted (when requested by the United States to do-
so, as in treaty negotiations) to provide for our citizens as respects their U.S..
income or estates substantially the same benefits as those enjoyed by its citizens
as a result of the proposed legislative changes. The provisions reapplied would be
limited to the area or areas where our citizens were disadvantaged. Furthermore,
the provisions reapplied could be partly mitigated, if that were desirable, by
treaty with the other country.

It is essential, if we are to revise our system of taxing nonresident aliens as is
being suggested, that this recommendation be adopted. Otherwise, we risk
sacrificing the interests of our citizens subject to tax abroad and reducing our-
revenues in an effort to simplify the taxes imposed upon nonresident. aliens.

8. Quarterly payment of withheld tares—Provide that withholding agents
collecting taxes from amounts paid to nonresident aliens be required to remit such.
taxes on a quarterly basis.

Under the present system, withholding agents are required to remit taxes
withheld on aliens during any calendar year on or before March 15 after the close
of such year. This procedure varies considerably from that applicable to domestic
income tax withheld from wages and employee and employer FICA taxes, where-
quarterly (in some cases monthly) payments are required.

Withholding on income derived by nonresident aliens should be brought more
closely into line with the domestic income tax system. There is no reason to
permit withholding agents to keep nonresident aliens’ taxes for periods which
may exceed a full year before being required to remit those taxes, when employers
must remit taxes withheld on domestic wages at least quarterly. The Government
loses the use of the revenue, whieh revenue in 1962 exceeded $80 million, for the-
entire year. Accordingly, section 1461 requiring the return and payment of
taxes withheld on aliens by Mareh 15 should be revised to eliminate this specific
requirement. The Secretary or his delegate would then exercise the general
authority granted him under sections 6011 and 6071 and require withholding
agents to return and remit taxes withheld on income derived by nonresident aliens:
quarterly. However, no detailed quarterly return would be required.
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9. Exemption for bank deposits.— Under present law, an exemption from income
taxes, withholding, and estate taxes is provided for bank deposits of nonresident
alien individuals not doing business in the United States. By administrative
interpretation, deposits in some savings and loan associations are treated as bank
deposits for purposes of these exemptions, but such exemptions do not apply to
most savings and loan associations. There does not appear to be any justifica-
tion for this distinction between types of savings and loan associations and it
should be eliminated by extending these exemptions to all such associations.

10. Foreign tax credit—similar credit requirement.—Section 901(b)(3) provides
that resident aliens are entitled to a foreign tax credit only if their native country
allows a similar credit to our citizens residing in that country. Apparently the
provision is designed to encourage foreign countries to grant similar credits to
our -citizens. However, this requirement works a hardship on refugees from
totalitarian governments. For example, the Castro government is not concerned
with whether Cubans in this country receive a foreign tax credit. Therefore, it is
recommended that the similar credit requirement of section 901(b)(3) be elimi-
nated, subject to reinstatement by the President where the foreign country, upon
request, refuses to provide a similar credit for U.S. citizens. Of course, no request
would ordinarily be made in a case, such as Cuba, where the possible reinstate-
ment of the present reciprocity requirement would have little or no effect upon
the foreign government’s policy toward U.S. citizens.

11. Stamp taxes on original issurances and iransfers of foreign stocks and bonds
in the United States to foreign purchasers—Our stamp tax on certificates of in-
debtedness is imposed on issuances and transfers within the territorial jurisdiction
of the United States. The stamp tax on issuances of stock does not apply to
stock issued by a foreign corporation, but the transfer tax applies to transfers in
the United States. These taxes have forced U.S. underwriters who handle
issuances of foreign bonds and stocks and their original distribution to foreign
purchasers to handle closings overseas. In view of the limited association of such
issuances and transfers with the United States and the fact that these taxes. are
ordinarily avoided by moving the transactions outside the United States, our
law should be revised to exempt original offerings of foreign issuers to foreign
purchasers from our stamp taxes where only the issuances and transfers take
place in the United States.  Such an exemption would facilitate such transactions
and their handling by U.S. underwriters and is consistent with our balance-of-
payments objectives.

12. Withholding tares on savings bond interest. The Ryukyu Islands, the
principal island of which is Okinawa, and the Trust Territory of the Pacific,
principally the Caroline, Marshall, and Mariana Islands, although under the
protection and control of the United States, are technically foreign territory.
Thus, the islanders are nonresident aliens and subject to a 30-percent withholding
tax on interest on U.S. savings bonds. This interferes with the selling of U.S.
savings bonds. Therefore, the 30-percent withholding tax as it applies to the
interest income realized from U.S. savings bonds by native residents of these
islands should be eliminated.

In addition to the changes discussed above, the proposed legislation makes a
number of clarifying and conforming changes to present law.

MarcH 8, 1965.

[Press release for June 18, 1965]

CHAIRMAN WILBUR D. MiLLs, DEMOCRAT, OF ARKANSAS, COMMITTEE ON WAYS
AND MEANS, ANNOUNCES INVITATION FOR INTERESTED PERsons To SusmiT
WrITTEN STATEMENTS ON H.R. 5916

Subject: H.R. 5916, act to remove tax barriers to foreign investment in the
United States

Chairman Wilbur D. Mills, Democrat, of Arkansas, Committee on Ways and
Means, U.S. House of Representatives, today announced that interested persons
are invited to submit written statements on H.R. 5916, the Act To Remove Tax
Barriers to Foreign Investment in the United States. The chairman stated that
anyone interested in submitted statements on this legislation should do so not
later than the close of business Friday, June 25, 1965.

Cutoff date

As indicated, the cutoff date for the submission of written statements is no later
than the close of business Friday, June 25, 1965. It should be noted that this
bill was introduced on March 8, 1965, and has been available to interested persons
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for study since that time. Forty copies of the written statements should be
submitted to Leo H. Irwin, chief counsel, Committee on Ways and Means, 1102
Longworth House Office Building, Washington, D.C. :

Commillee procedure

The committee will consider these written statements in executive session along
with the statement of the Treasury Department setting forth reasons for its pro-
posal of the bill. .

Format of written statements

(a) Summary of comments and recommendations.—The chairman requested that
‘the written statements contain a topical outline or summary of the main points
which the interested taxpayer makes relating to the bill. This will facilitate the
-consideration of the written statements. . )

(b) Subject headings.—The chairman also requested that the detailed written
statements contain subject headings geared to the summary presented so as to

facilitate committee consideration.

[Press release for June 24, 1965]

‘CHAIRMAN WiILBUR D. MirLs, DEMOCRAT, oF ARKANSAS, COMMITTEE ON WAYS
AND MEANs, ANNOUNCES PuBric Hearine on H.R. 5916 .

‘Subject: H.R. 5916, the act to remove the barriers to foreign investment in the
United States.

Chairman Wilbur D. Mills, Democrat, Arkansas, Committee on Ways and
‘Means, U.S. House of Representatives, today announced the details of the hearing
on H.R. 5916, the administration proposal to remove tax barriers to foreign
’?‘Inves%rgeng(;isn the United States. This hearing will be held on Wednesday,
June 30, 1 .

Witnesses -

The Secretary of the Treasury, the Honorable Henry H. Fowler, will testify
‘in behalf of the administration, and a member of the “Fowler Task Force,”’ the
Presidential task force which investigated this area some months ago and the
recommendations of which resulted in the development of the legislation, will also
testify. If any requests are received from the general public, such witnesses will
‘be scheduled following the above witnesses.

‘Cutoff date for requests to be heard

The cutoff date for requests to be heard is not later than the close of business
Monday, June 28, 1965. Any requests to be heard should be submitted to Leo H.
Trwin, chief counsel, Committee on Ways and Means, 1102 Longworth House
-Office Building, Washington, D.C. .

Written comments

It will be recalled on June 18, 1965, an announcement was issued stating that
‘the committee would be pleased to receive any written comments on this bill
‘which interested individuals might care to submit. If any such comments are
received, they will be printed as part of the printed record of the hearing.

" If anyone requests to appear in person to testify, it is requested that 60 copies
-of the written statement be submitted at least 24 hours in advance of his scheduled
-appearance. In the case of those submitting statements in lieu of a personal
appearance, at least three copies of such statement should be submitted by the
-close of business Wednesday, June 30, 1965.

Statements should include a summary sheet, and subject headings.

Notification of witnesses

If any requests are received by the cutoff date, the individual will be advised
‘prior to the date of the hearing by the chief counsel as to scheduling. Any further
-details will be provided at that time.

Our first witness this morning is the Honorable Henry H. Fowler,
‘Secretary of the Treasury. Mr. Secretary, we are very pleased to
have you here and you may proceed as you wish.
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STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY; ACCOMPANIED BY STANLEY S. SURREY, ASSISTANT
SECRETARY, DEPARTMENT OF THE TREASURY

Secretary FowLeEr. Thank you, Mr. Chairman. I am appearing
before you to urge prompt and favorable action on H.R. 5916, legis-
lation which is intended to reduce tax barriers to foreign investment.
in the United States.

Passage of this bill will serve two important national objectives.
First, it constitutes a comprehensive and integrated revision of our
present system of taxing foreign individuals and foreign corporations
on income derived from the United States, bringing our system of
taxing foreigners into line with the rules existing generally in the
other developed countries of the world. ;

Second, the bill will make a significant contribution to our balance:
of payments by serving to eliminate the impediments now -existing
in our tax laws to foreign investment in the United States.

The background of these proposals, Mr. Chairman, goes back to-
mid-1963. In his balance-of-payments message of July 18, 1963,
President Kennedy announced he was appointing a task force to
review U.S. Government and private activities which adversely affect
foreign purchases of the securities of U.S. companies. The group was
composed of representatives of finance, business, and government.
This task force, of which I had the privilege of serving as chairman,
studied various courses of action which could be adopted not only by
the public sector, which is the area before the committee today, but
also by the private sector, to carry on activities that would be designed
to induce larger amounts of investment from abroad in U.S. private
corporate securities, real estate, and related matters.

Everyone was conscious at that time of the fact there was a very
strong flow of capital out of the United States which was having an
unfavorable short-term impact on our balance of payments. Every-
one was also conscious that there was, and had historically been, a
strong desire on the part of persons and institutions with savings in
Western Europe to own U.S. private securities and other properties.
Therefore, it was felt that a thorough reexamination of any impedi-
ments to the flow of foreign capital to the United States that might
exist by reason of laws, regulations, and so forth, was necessary.
With this in mind, industrial corporations operating abroad, invest-
ment banking houses, commercial banking houses, and brokerage
concerns with offices abroad, were all brought together to determine
what might be done to encourage the flow of foreign investment capital
to the United States, with the thought that over the long pull we
should gat a better balance in capital flows. Such a result would, of
course, have a healthy impact on our balance-of-payments deficit.
It would also produce the kind of permanent arrangements that over
the long pull would enable us to return to a period of relatively free
capital movement, which is what we all want to get back to after the
temporary measurss we are now pursuing have served their purpose.

So it was in that framework that President Kennedy in his July 1963
message indicated that such a study would be made. It was also
in this framework that President Johnson said in his February 10,
1965 message to the Congress that: ‘
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In order to stimulate greater inflow of capital from advanced industrial coun-
tries, the Secretary of the Treasury will request legislation generally along the
lines recommended by a Presidential task force.

Following the initial establishment of the task force in the fall of
1963, it conducted a very intensive examination of the situation both
here and abroad. In April 1964, it issued its report containing some
-39 recommendations calling for a broad range of actions by U.S.
international business organizations and financial firms, as well as by
the Federal Government, to bring about broader foreign ownership of
U.8S. corporate securities. ~

I would like to interpolate that it was my privilege to serve as chair-
man of this group and that I have never seen a group of men who so
-conscientiously and generously devoted their time, effort, and personal
resources to such a careful and earnest study of a problem. Although
the task force report which emerged was small in terms of bulk, and
very sharp and concise on the various areas of concern, the tremendous
body of accumulated information and experience made available
through the group was synthesized in the preparation of the report.
I think not only the President, but the Congress and the general
public as well, should be grateful tc those who participated in this
-activity, particularly those in the private sector.

Among- the recommendations directed toward the Government,
those dealing with the taxation of foreign individuals and foreign
corporations have the most significant and immediate impact.

Issuance of the task force report prompted a broad and intensive
- ‘review by the Treasury of the rules governing taxation by the United

‘States of foreign individuals and foreign corporations.

This review considered these rules not only from the standpoint of
the balance of payments, but also from the viewpoint of conventional
‘tax policy considerations.

As a result of this review, the Treasury Department on March 8,
1965, submitted to the Congress legislation containing not only pro-
posals in all of the tax areas dealt with in the task force report, but
-also in other areas where it appeared that change was desirable to
make the present system more consistent with rational tax treatment
-of foreign investment. ’ '

The Treasury Department agrees with the task force conclusion that
many of the existing rules applicable to foreign investors in the United
‘States are outmoded and not only serve to deter foreign investment but
-:are inconsistent with sound tax policy. These rules were enacted
many years ago and do not reflect the changes in economic conditions
which have occurred over the last 15 years.

Examples of tax rules which impede foreign investment in this
-country are many: The present level of our estate tax—higher on
foreigners than on U.S. citizens—is completely out of line with the
rates generally prevailing elsewhere in the world and acts as a signifi-
cant deterrent to potential foreign investors. Also, the fact that we
require tax returns from foreigners merely because they make passive
investments here is inconsistent with international tax practice and
hinders foreign investment. These and other provisions in the
Internal Revenue Code contribute to the widely held view that invest-
ment in U.S. securities poses such serious tax problems for the ordinary
foreign investor that it cannot be undertaken without the benefit of
-expensive tax advice.
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At the same time, some of these provisions are extremely difficult,
if not impossible, to enforce, or are susceptible of relatively easy
avoidance by the sophisticated foreign investor. Since they deter
many foreign investors and are avoided by the rest, they give rise
to almost no tax revenue. Enactment of all of the changes proposed
in H.R. 5916 before you will result in a revenue loss of less than
$5 million annually. However, in proposing these changes, we have
kept in mind the importance of not converting the United States into
a tax haven nor of diverting funds to the United States from less
developed countries. .

The purpose of this bill is to remove tax barriers which have served
to discourage foreigners from making investments in the United States,
in comparison with other competing areas. At the same time we
recognize that no purpose will be served if the bill violates international
tax standards, thereby setting off a struggle among the developed
nations of the world to attract foreign investors through tax devices.
To attract foreign investors, the United States must offer not ‘‘tax
breaks” or ‘“tax gimmicks’—it must offer a growing and dynamic
economy. We believe our record of economic growth over the last
5 years and our prospects for the future are sufficient to induce a
substantial increase in foreign investment if our tax system does not
act as a bar. : -

Now as to the impact of H.R. 5916 on the balance of payments,
which was the governing inspiration of the establishment of the task
force in 1963, there is no way of estimating with any degree of precision
the impact of the bill on foreign investment in the United States or
the resulting benefit to our balance of payments. The factors govern-
ing securities investment are many and complex. Even in purely
domestic transactions, intangibles such as habit, convenience, and
past experience may be as important as yields, price-earnings ratios,
and other economic indicators.

Although difficult to quantify, there is ample evidence of a sizable
potential for attracting foreign investment in U.S. corporate securities,
particularly stocks, by residents of the prosperous countries of conti-
nentil Europe. After more than a decade of rapidly rising incomes,
Europeans have to a large extent fulfilled many of their most pressing
consumer needs and are accumulating savings at a high rate. Indi-
viduals in Europe are turning increasingl%; toward securities invest-
ment, as shown by the rising activity on European stock exchanges,
the lrrze number of new offices opening in Europe by American
securities firms, and rising sales of mutual fund shares. - Yet, even
now, in Europe only one person in 30 is a shareowner as compared to
one in 11 in the United States. o

At the end of 1964, foreigners held an estimated $12.8 billion of
U.S. corporate stocks valued at market prices. In every year since
1950 except two, foreign purchases of U.S. stocks have exceeded for-
eign sales. In the 6 years between 1959 and 1964, net purchases by
foreigners averaged $141 million. These net figures are the residual
of much larger gross purchases and sales which in recent years have
been on the order of $214 billion to $314 billion annually. You can
see that a small percentage shift in the ratio of purchases to sales,
therefore, could have had a very substantial effect on the net balance
of transactions.

If the amount of additional investment expected to result from
H.R. 5916 were merely & function of the amount of tax saved, there
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would be little improvement in the balance of payments. More im-
portant than the small tax savings to foreigners, however, is the sub-
stantial effect which will result from the simplification and rational-
ization of our tax treatment of foreign investors.. .

Our high estate tax on foreigners, for example, is widely considered

by experts to be one of the biggest barriers to foreign investment.
~ While the change in the estate tax proposed by H.R. 5916 would
eliminate $3 million out of about $5 million of tax levied each year,
existing estate tax rates almost certainly deter many foreigners from
investing here at all. . This is particularly so when the exemption is
limited to only $2,000—any investment whatsoever will subject the
estate to tax and require filing of an estate tax return, with the re-
sulting expenses. It is not surprising under these circumstances that
the small foreign investor avoids purchasing U.S. stocks because of
the inconvenience of the estate tax; the big investor also avoids such
purchasing but because of the size of the tax itself.
- Viewed in this light, it is clear that the changes contained in H.R.
5916 should in time materially increase the volume of foreign invest-
ment in the United States. Based on the sizable potential for foreign
purchases of U.S. corporate stocks which is known to exist, we expect
that the legislation will eventually result in an additional capital
inflow on the order of $100 million to $200 million per year, other
factors remaining unchanged. Considerable time—perhaps 1 to 2
years or maybe more—will be required before foreigners can complete
the adjustment of their portfolios to take advantage of H.R. 5916,
but a substantial impact may be felt in the period just ahead.

Specific proposals contained in H.R. 5916: I will review the princi-
pal substantive changes which are embodied in the proposal.

First, as to the estate tax it is generally felt that our current system
of taxing the U.S. estates (involving only the U.S. assets) of foreign
decedents is inequitable and constitutes one of the most significant
barriers in our tax laws to increasing foreign investment in U.S.
corporate securities. R ‘ -

Undér present law, a foreign decedent is taxable at régular U.S.
‘estate. tax rates, ranging up to 77 percent, on U.S. property held at
‘death: "Morover, the U.S. estates of foreign decedents are entitled
only to a $2,000 exemption, compared with a $60,000 exemption
available to U.S. citizen decedents, and are not entitled to the marital
deduction available to U.S. citizen decedents. - Thus, U.S. estate tax
rates applied to nonresidents are in most cases considerably higher
‘than those of other countries and therefore foreigners who invest in
‘the United States suffer an estate tax burden. In addition, a foreign
decedent’s estate must pay heavier estate taxes on its U.S. assets
than would the estate of a U.S. citizen owning the same assets.

H.R. 5916 would increase the exemption for the U.S. estates of
foreign decedents from $2,000 to $30,000 and would tax-such estates
on the basis of a 5-, 10-, 15-percent rate schedule. With this significant
increase in the exemption and sharp reduction in rates, the effective
U.S. estate tax rate on foreign decedents would no longer be consider-
ably higher than most other countries and would be more closely
comparable to the rates prevailing elsewhere.

This change should ]I::a,ve an important psychological effect on
foreigners contemplating investment in U.S. securities. Where the
gross U.S. estate would be less than $30,000, there would be no
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estate tax, and no need to file an estate tax return. In those instances
where the estate is larger, the effective rate would be sharply reduced
and would be comparable to the effective rate of tax of a U.S. citizen
‘who utilizes the $60,000 exemption and the marital deduction.

As to capital gains, the present system of taxing capital gains
realized by foreigners has contributed to the view that investment
in the United States is something which should be approached cau-
tiously because of the possibility of inadvertently becoming subject
to tax. The Internal Revenue Code now provides for a general
exemption from capital gains tax for nonresident foreigners not doing
business in the United States with two exceptions. First, the for-
eigner’s gains are subject to U.S. capital gains tax if he is physically
present in the United States when the gain is realized, and second, all
gains during the year are taxable if he spends 90 days or more in
the United States during that year. '

The physical presence restriction can be easily avoided by the
experienced foreign investor if he arranges to be outside the country
when the gain is realized, but is a potential trap to the foreigner who
is not aware of its existence. The bill would eliminate this restriction
from the general capital gains exemption.

Tn addition, the bill would extend the 90-day period which a for-
eigner may spend here without being subject to capital gains tax to
183 days. This will make the provision more consistent with inter-
national standards governing the taxation of foreigners residing in a
country for a substantial period. It will also minimize the possibility
that a foreigner will be taxed on capital gains realized at the beginning
of a taxable year if he later spends a substantial amount of time
in the United States during that year.

As to graduated income tax rates at the present time, foreign indi-
viduals not doing business in the United States who derive more than
$21,200 of investment income from U.S. sources are subject to regular
.U.S. income tax graduated rates on that income and are required
to file returns. These requirements have produced little revenue, in

art because we have eliminated graduated rate taxation of investment
income in almost all of our treaties with the other industrialized
countries and in part because of the ease with which this provision is
avoided. Moreover, it has been indicated that graduated rate
taxation and the accompanying return requirement may represent
a substantial deterrent to foreign investment in the United States.

H.R. 5916 eliminates all progressive taxation of nonresident for-
eigners not doing business here and removes the requirement for
filing returns in such cases. The liability of foreign investors deriving
U.S. investment income would thus be limited to the tax withheld at
the statutory 30-percent rate or the lower applicable treaty rate.
The legislation would .continue graduated rate taxation for foreigners
who are doing business in the United States. These rules are con-
sistent with the practices of most other industrialized countries.

The fourth recommendation has to do with segregation of invest-
ment and business income. Under present law, if a foreign individual
is doing business in the United States he is subject to tax on all of his
U.S. income, whether or not connected with his business operations,
on the same basis in general as a U.S. citizen. H.R. 5916 would
separate the business income of a foreign individual engaged in busi-
ness here from his nonbusiness income, and would tax the nonbusiness
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income at the 30-percent statutory withholding rate or at the lower
appropriate treaty rate. All business income would remain subject.
to tax at graduated rates.

With respect to foreign corporations doing business in the United
States (so-called resident foreign corporations), which also have stock
investments here, H.R. 5916 would likewise separate dividend income
from the other income of the foreign corporation. Under the legisla-
tion, a resident foreign corporation deriving such dividend income
from the United States would thus be taxable on its dividend income
at the statutory 30-percent rate or at the lower applicable treaty rate.
As a result, the foreign corporation would no longer receive the deduc-
tion now afforded under the Internal Revenue Code to dividends re-
ceived by one corporation from another corporation.

The elimination of the dividends received deduction as respects
resident foreign corporations isin part designed to end an abuse which
has developed. Frequently, a foreign corporation with stock invest-
ments in the United States engages in trade or business here in some
minor way and then claims the dividends received deduction on its
stock investments. Such a corporation ends up paying far less than
the 30-percent statutory or applicable treaty rate onits U.S. dividends,
even though its position is basically the same as a corporation which
is not doing business here which derives investment income from the
United States. In those cases where the applicable treaty rate is 5
percent (the rate set by certain treaties where subsidiary dividends are
involved), the resident foreign corporation will benefit from this pro-
posed change. _ ,

As to det%nition of the term ‘“‘engaged in trade of business”—H.R.
5916 makes clear that individuals or corporations are not engaged in
trade or business in the United States—and thus subject to tax at
regular graduated rates rather than the 30-percent withholding rate
or lower treaty rate—because of investment activities here or because
they have granted a discretionary investment power to a U.S. banker,
broker, or adviser. - This provision should have the effect of removing
much of the uncertainty which now surrounds the question of what
amounts to engaging in trade or business in the United States. Un-
certainty of this type is undesirable as a matter of tax policy -and has
the effect of limiting foreign investment in the United States. Many
foreigners are afraid of investing in U.S. stocks if they cannot give a
U.S. bank or broker authority to act for them. This change will have
relatively limited impact, however, since under the legislation, business
income does not include dividends or gains from the sale of stock.

The bill also changes present law by giving foreign individuals and
corporations an election to compute their income from real property
on & net income basis at regular U.S. rates rather than at the 30-percent
withholding rate or lower treaty rate on gross income. This type of
treatment 1s common in the treaties to which the United States is a
party and is designed to deal with the problem which arises from the
fact that the expenses of operating real property may be high and
cannot be taken into consideration if the income from real peoprety
is subject to withholding tax. v

As to personal holding companies and the “second dividend tax,”’—
H.R. 5916 changss the personal holding company provisions of the
Internal Revenue Code as applied to the U.S. investment income of
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foreign corporations and also modifies the application of the so-
called second dividend tax.

Under the bill, foreign corporations owned entirely by forzigners
would be exempt from the personal holding company tax. This is
possible because of the elimination nf graduated rates as applied to
foreigners which is contained elsewhere in the bill, which makes the
application of the personal holding company provision t7 corporations
wholly owned by foreigners no longer appropriate.

Under the bi].{ the “second dividend tax” (which is levied on divi-
dends distributed by a foreign corporatioun if the corporation derives
50 percent or more of its income from the United States) would be
applied only to the dividend distributions of foreign corporations
doing business in the United States which have over 80 percent U.S.
source income. It is desirable to retain this part of the tax to cover
those cases where a resident foreign corporation has the great bulk
of its business operations in the United States and to treat dividends
of such a corporation as being from U.S. sources.

These changes should have the effect of eliminating application of
the personal holding company tax and ‘“second dividend tax” in
many cases where they now apply, and which may now act as a deter-
rent to foreign invastment. -

As to expatriate American citizens—the provisions of H.R. 5916
which eliminate graduated rates for foreign individuals and sub-
stantially reduce the estate tax liability of foreign decedents may
- create a substantial tax incentive to U.S. citizens who might wish to
surrender their citizenship in order to take advantage of these changes
in the law. :

While it is doubtful whether there are many who would be willing
to take such a step, still the incentive would be present and might be
utilized. H.R. 5916 deals .with this problem by providing that an
individual who had surrendered his U.S. citizenship for tax reasons
within the preceding 10 years shall be subject to U.S. taxation with
respect to his U.S. income and assets at the rates applicable to citizens.
Such individuals will therefore not receive the benei ts of this legisla-
tion but will be taxed as nonresident foreigners are at present. As
I mentioned, these provisions would not apply if the expatriate
American citizen can establish that the avoidance of U.S. taxes was
not a principal reason for his surrender of citizenship.

As to retaining the treaty bargaining position of the U.S.—the risk
is present that by making the changes provided in H.R. 5916, the
United States may be placed at a considerable disadvantage in
" negotiating similar concessions for Americans. In order to protect
the bargaining position of the United States in international tax
treaty negotiations, H.R. 5916 therefore authorizes the President,
where he determines such action to be in the public interest, to re-
apply present law to the residents of any foreign country which he
finds has not acted to provide our citizens substantially the same
bene”ts for investment in that country as those enjoyed by its citizens
on their investments in the United States as a result of this legislation.
If this authority were invoked, it could be limited to those investment
situations as to which U.S. citizens were not being given comparable
treatment. We believe that the presence of such a provision will be
a material aid in our securing appropriate provisions respecting these
matters in our international tax treaties.
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In conclusion, our current system of taxing foreign investors in the
United States contains elements which are inconsistent with generally
accepted international tax policy principles and which, at the same
time, act to discourage foreign investment in the United States.
H.R. 5916 is designed to reshape our present system in order to make it
a more rational vehicle for taxing foreign individuals and corporations.

The legislation is an essential element of the President’s compre-
hensive program for dealing with our balance-of-payments problem
on an enduring basis. This is not a quick emergency action to deal
with any special problem in the next year or two. It is a part of the
longer term program that I have discussed on occasion with members
of this committee that can, over a long period of years, better enable
us to return to the free market principles which we hope can be main-
tained as a permanent basis.

As such, it is one of the aspects of the President’s program which is
expected to have a longer term impact on our balance of payments.
Foreigners will invest in this country as long as our economy remains

rosperous and stable. However, it cannot be expected that the
evel of foreign investment will reach its full potential so long as
provisions exist in our tax laws which serve to discourage foreign
investment and which are not in accord with international tax
standards.

H.R. 5916 will eliminate or modify the provisions of present law
which have complicated our system of taxing foreigners but have
resulted in little revenue being realized.

Adoption of H.R. 5916 will lead to a simpler and more rational
method of taxing foreigners. It will also be an important step in
moving toward the elimination of our balance-of-payments deficit and
the strengthening of the international position of the dollar and, I
might say, of sustaining an equilibrium in our balance of payments
over the long pull with the minimum reliance on the temporary
measures that are now necessary. ’

Because this legislation will contribute to these two vital national
objectives, I urge you to support it.

One additional comment, Mr. Chairman and members of the com-
mittee. Before some of you were able to be present, I said at the
outset that to my personal knowledge these recommendations before
you did not come out of any quick or superficial examination of the
problem. They had their origin in President Kennedy’s balance-of-
payments message of July 1963, in which he announced that he would
designate a task force composed of representatives of business, finance,
and government to survey all factors that tended to deter a healthy
two-way flow of capital, particularly the flow of foreign investment
in U.S. private securities. Such a task force was established in the
fall of 1963.

As I said before, the very well informed and experienced group of
private citizens who participated devoted large amounts of their time
and effort to what I think they viewed as a very real public service.
There is no question, and there ought to be no question in anyone’s
mind, that there was also an element of very appropriate self-interest
involved because the benefits flowing from the deve]%pment of foreign
investment in the United States will accrue to not only the publie,
but also to a more effective participation on the part of U.S. companies,
investment banking houses, brokerage concerns, and the whole com-
plex of institutions that are a part of our capital market system.
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However, serving as a member and as chairman of the task force,
I think it only fair to say that very strenuous and worthwhile effort
was devoted to reexamining what was being done, and could be done,
on the private sector to complement Government activities and
bring about this desired objective. '

I understand that the committee will receive from outside sources
both written and .other communications indicating the extent to
w hich the private sector has inaugurated complementary efforts to
this particular proposal. For that reason, I will not speak to that
particular issue because those who are better informed about it will
have communicated directly with the committee. However, I would
like to say that the tax proposals before you were considered both by
the private and the publfic members of the task force as perhaps the
most significant element in this program. Therefore, it would be a
signal, not only to potential foreign investors but also to the financial
community, that the Congress of the United States considered this
matter in the national interest and worthy of their attention.

The report was submitted tc the President in April 1964 and, as
you know, I left Government service shortly thereafter. Therefore, -
I did not participate actively in the preparation of the proposals that
were submitted to the Congress in March of this year. However, I
know that Secretary Surrey and his staff and the related staff in-the
Office of International Affairs devoted a great.deal of time in the inter-
vening months to preparation of these proposals. _

Many of the proposals are technical in nature. For that reason, I
have asked Secretary Surrey to be here with me today since he has
the detailed technical familiarity with the way in which they operate
in the context of the present tax system, and equally significantly,
the way these proposals mesh into the system of international tax
treaties which are an important and related part of the topic before

ou. :
7 I will try to deal with the questions you have and ask Secretary
Surrey to participate as the situation may require.

Mr. HerLonGg. Thank you, Mr. Secretary. We appreciate your
full and complete statement.

The thought just struck me as you were testifying there that we
are planning to go into a long-range program to encourage foreign in-
vestments in the United States. We have just completed working
on a program to discourage American investments in foreign countries.

If this flow starts coming back to us what is to prevent these other
countries from putting in their version of an interest equalization
tax such as we have just acted on?

Secretary Fowrer. I think, Mr. Chairman, that the gap is the
other way. I think if you will examine this task force report as it
has to do with the obstacles to foreign investment in the United
States that are imposed by foreign governments, you will find that
there is a considerable set of barriers. Therefore, an important part
of this overall program is to promote an increased two-way flow of
capital between the United States and Western Europe, Japan, and
other countries. Some of the recommendations of the task force
report deal with public and private efforts to encourage other coun-
tries to diminish the barriers they established, primarily in the
postwar period, when they felt it necessary to restrict, through
exchange restrictions and otherwise, the outflow of capital.
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There is no doubt in anybody’s mind, although I think the mem-
bers of the task force would have to speak for themselves on this,
that we must continue to treat, and think of, the interest equalization
tax as a temporary measure and one which we hope can be eliminated
with the passage of time.

I think the fact that there is an interest equalization tax measure
has served to bring home to many foreign government officials a
recognition of the fact that they have their own permanent barriers to
investment, which, incidentally, have existed for a long time. I be-
lieve that the work of the Organization for Economic Cooperation and

. Development, of which the United States is a participant, is very
much concerned with the prospects of diminishing these permanent
obstacles to free capital movements.

I think this objective should continue to be a very important part
of the long-range policy objectives of the United States, and I hope,
as you and members of the committee hope, that the time can come
in which we can remove what we think of, and what should properly be
considered, as temporary barriers. I hope we can soon approach an
atmosphere in which we can expect a healthy two-way flow of capital
to take care of the situation without harsh government control
measures either on this side of the water or on the other side of the
water. '

Mr. Hervong. Thank you, sir. The only point that was in my
mind was as interested as we are, and we are definitely interested,
in our balance-of-payments problem, we certainly must assume that
the other people on the other side are just as interested in their own

balance-of-payments problem.

Secretary FowLer. That is right.

Mr. HerroNG. Are there questions?

Mr. Byrnes. Mr. Chairman.

Mr. HerLonG. Mr. Byrnes.

Mr. Byrnes. Mr. Secretary, what you have here, as I understand
it, is a situation where we have entered into treaties with most of the
industrial nations of the world relating to the taxation of dividends
and interest primarily, haven’t we?

Secretary FowLer. That is right. : .

Mr. ByrnEes. Let’s take dividends, for instance. As I understand
it, the rate is 15 percent. :

Secretary FowLER. That is correct in most of the treaty provisions.

Mr. Byr~es. This propeses a rate of 30 percent?

Secretary FowLer. No, this does not propose any change affecting
the countries with which we have treaty arrangements.

Mr. Byrnes. No, but under the law you have a flat rate unless
there was a treaty existing and then it would be the lesser of the two.

Secretary FowLer. That is right.

Mr. Byr~nes. But my point is I wonder how much effect this is
really going to have when one recognizes the fact that you already
have a 15-percent rate, or in other words a lower rate than is in the
bill, by treaty with the industrial nations. They are already paying
a lower rate of tax.

Secretary FowLER. Insofar as dividends are concerned, I think it
really pretty much leaves the present law the way it is. .

Mr. Byrnes. Then the bill does not relieve anyone.
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Secretary FowLeR. But don’t forget the other provisions, such as
those dealing with the estate tax, with capital gains, graduated income
tax rates, segregation of business income from investment income——

Mr. ByrnEs. You misunderstand the purport of my question. I .
am not suggesting that the bill itself as a whole doesn’t do anything.
I am just trying to focus at the one aspect of dividends. We move to
a flat 30-percent rate in the absence of treaty. ’

Secretary FowLer. That is right.

Mr. Byrnes. While already the rate of tax on dividends of resi-
dents of the industrial nations by treaty for the most part is 15 per-
cent, and it will continue to be 15 percent.

Secretary FowLer. That is right.

Mr. Byrnes. So that 1 wonder whether the dividend provision will
have any particular impact. I am not saying we shouldn’t enact it,
but I am just wondering whether that would have any particular im-
pact as far as investments here are concerned.

Secretary FowLeR. Insofar as that phase of our taxation of foreign
investment is concerned, it is primarily a maintenance of the status
quo and it is certainly a debatable point as to whether changes should
be effected. .

The task force committee considered that at some length. There
were differences of opinion. There were those that felt perhaps there
should be some, let’s say, waiver or diminution of taxation of dividends.

There was another opinion. Our opinion in the Treasury Depart-
ment was that the retention of the status quo in this particular area,
Congressman Byrnes, was an important aspect of retaining, you
might say, a degree of adequate bargaining power in connection with
the tax treaties.

Mr. Byrnes. You are maintaining some bargaining power because
you are maintaining 15 percentage points as an area of bargaining,
aren’t you?

You can enter into the same kind of a treaty with some other
country where you don’t have a treaty today. You can offer that
country a reduction to 15 percentage points from a 30-percentage-
point tax.

Secretary FowLER. That is correct.

Mr. Byrnes. But you have given up some of your bargaining
power, have you not, by going down to the 30 percent as a flat
unilateral action by this country? :

Secretary FowLgr. I don’t think very much, if any. I think we
retain the essential bargaining power that we have in that area.

Mr. Byrnes. Either the 30 percent is meaningless or it is a reduc-
tion in the rate.

Secretary FowLer. Let Mr. Surrey comment.

Mr. ByrnEes. The 30 percent makes a change in the tax rate appli-
cable where a treaty does not exist. Then they automatically get
this. All you leave for treaty bargaining is whether you will go down
to 15 percent. ,

- Mr. SurrEy. At present, Mr. Byrnes, the rate is 30 percent in the
law, but if the individual’s total income from the United States is
more than $21,000, then we go to graduated rates.

Mr. Byrnes. That is right.

Mr. SurreY. What we have removed, as you said, is the graduated
rate provision, leaving the rate at 30 percent for everybody regardless
of the level of income.
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Mr. Byrnes. That is right. o !

Mr. Surrey. However, with respect to the right of the President
to withdraw that with respect to any country that does not give us
reciprocal treatment, that extends also to the graduated rate provision.

Mr. Byrnes. That is one of the things I wanted to get to, which is
another revenue concept that we are writing into the law.

Mr. SurrEY. Yes. :

Mr. Byrnes. This is a new concept, when we reduce the tax, which
really is what you are doing here, but the President has the right if he
wants to withdraw that lower rate and make the person subject to a
higher rate.

Do we have anything analogous to this, where we let the President
determine what rate of tax an individual or a greup of individuals is
going to pay?

Mr. Surrey. We have a present provision in the law that if the
‘President finds another country is discriminating against U.S. citizens,
he can so find and the rates of tax on citizens of that country are
increased.

In other words, there is a provision now in the law that gives the
President authority to act in some cases where he finds discrimination.
There are other situations in the law here and there where the treat-
ment given by the Congress is conditional upon reciprocal treatment
by the foreign country. '

For example, we do not reduce the taxation of foreign shipping
companies unless we find that the foreign country in turn does not
tax our shipping companies. There are one or two provisions of that
nature indicating that certain concessions will not be allowed unless
there is reciprocity, and we have taken those analogies and tried to
put them into one coherent provision to cover the various situations
that the Secretary has indicated,

Mr, Byrnes. We have a situation under section 891, for the
doubling of the rate of tax, where the foreign country discriminates
against U.S. citizens. Has that ever been used?

Mr. Surrey. It hasn’t been used. The fact that it hasn’t been
used may be due to the presence of the provision. Normally countries
try not to discriminate with respect to persons of a single country.

Mr. ByrnEes. If memory serves me correctly there was a complaint
that the Japanese last year had discriminated in some kind of a
tax. I foreget what the details were. I guess this was the section
they were referring to that should be invoked by the Government.
In other words, this provision in this bill relating to the authority
of the President to withdraw the liberalization is not a new concept.

Mr. Surrey. I think it draws its foundations from present con-
cepts, but it takes those present concepts and builds them into a
provision which we think is necessary to complement the unilateral
action that the United States is taking in this bill.

Mr. Byrnes. This wasn’t the recommendation of the task force?

Secretary FowLer. This was not. I think the problem that we
are concerned with here was discussed, but it was not specifically
treated in the report.

Mr. Surrey. I think it grew about because the task force thought
that we ought to move unilaterally in all these areas, that the United
States just by statute grant all these privileges.

The Treasury was initially more concerned about doing this through
treaty. The task force thought that process would be too slow, so
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this device of acting unilaterally and affording some protection for
the United States was discussed.

Mr. Byrnes. What you have done here, it seems to me, is halfway
between the treaty concept and the unilateral concept, haven’t you,
that is being recommended by the Treasury?

Mr. Surrey. It is an endeavor to accomplish really both objectives,
to act quickly and unilaterally, but at the same time to preserve an
international position for the United States if it becomes necessary
where, in engaging in our treaties, we don’t get reciprocal action.

Secretary FowLER. In commenting on tax treaties at one point
the task force said, on page 24 of the report:

Adoption of our recommendations would not eliminate the need to extend and
modernize our tax treaties. Among other desirable changes: The United States
should work for the reciprocal reduction of withholding taxes on dividends and
interest and toward the reciprocal elimination of all taxes on the income of pension
trusts and similar investors that are exempt from tax in their country of residence.
Such changes will, however, take time. -

I don’t think that goes to your particular point at all, Congressman
Byrnes, and I only cite it as recognition of the fact that you have
already observed that this is something of a mixed bag. You can
accomplish a certain amount through unilateral action, of which this
bill is an example, but there will still be areas, and Secretary Surrey
is currently engaged in significant negotiations in the tax treaty area
which go beyond the purview of this particular bill.

Mr. Byrnes. Do the presumptions contained in the bill with
respect to corporations not having permanent establishment in the
country, mean that we presume they don’t have a permanent estab-
lishment? :

Mr. Surrey. No; I wouldn’t put it quite that way, Mr. Byrnes.
There is a provision in the bill that reads that way, but I think its
technical effect is not quite what you read into it.

Mr. Byrnes. You said today that under the treaties if you did
not have a permanent establishment in the country, then you would
pay the 15-percent rate, but if you had a permanent establishment
then you paid the regular U.S. rates.

Mr. SurreY. That is the present law.

Mr. Byrnzs. That is the present law?

Mr. Surrey. That is right.

Mr. Byrnes. But what you would be saying under this bill is that
a corporation is assumed not to have a permanent establishment.

Mr. SuRrEY. As to its dividend income.

Mr. ByrNEs. As to its dividend income?

Mr. Surrgy. The bill happens to say presently just dividends and
capital gain. . .

Mr. Byrnges. You are then liberalizing in a sense what is already
contained in treaties?

Mr. SurreY. We are for some corporations and we are for prac-
tically all individuals. Some corporations, if they are doing business
here in the United States, may prefer the present treatment. That
is one of the problems we wanted to discuss because that gives them
the intercorporate dividend deduction, which may therefore give a
rate of less than 15 percent. :

I might say, Mr. Byrnes, with respect to withholding on corpora-
tions, where you have a parent company and subsidiaries in the
United States the rate sometimes drops to 5 percent under our treaties.
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In other words, we run from 5 to 15 percentfor withholding with:
respect to subsidiary-parent relationships and we run about 15
percent for portfolio investments.

Mr. Byrnes. I wondered whether in this again there was another
situation where what we were doing was giving away certain bar-
gaining latitude that we might have in getting some concessions for

oufvﬁeople. .

. Surrey. We are, and again that would be preserved in the
overall section dealing with that, because we are presently engaged:
in some negotiations in which we are seeking this result in treaties.
One or two of our recent treaties which will be released shortly move
in this direction, but it is a matter in which you do have to bargain
with the other country.

Secretary FowrLer. I think, Mr. Byrnes, we could give you some
comparison of what the situation is under the treaty and what the
situation will be in connection with these proposals. ,

For example, there is no question but what the estate tax proposal
adds up to this: That no treaty we have today is more liberal than
%llleRproposal made in this bill, and no treaty substantially parallels

.R. 5916.

I could go down with the other provisions if the committee is

interested and give similar comparisons. Take the question of
graduated rates. No treaty is more liberal. However, almost all
treaties reduce the 30-percent flat withholding on certain types of
income, usually to 15 percent, soietimes to 10 percent, sometimes
to 5 percent. Sometimes the type of income is exempt, for example
interest income.
" Therefore, what we have is a proposal, and a recommendation,
for unilateral action by the Congress of the United States which may
to some degree, as Mr. Surrey has indicated, diminish our bargaining
power.

However, to the extent that is a factor, it is our conviction that it
is substantially outweighed by the advantages that will accrue in
terms of the overall objective of promoting foreign investment in
the United States. This, together with the improvements it makes in
the tax system and other benefits are the price that we would quite
willingly pay for whatever diminution of bargaining power might be
entailed.

Mr. Byrnes. Thank you, sir.

The CuarrmMaN. Mr. Secretary, I have before me a verbatim list
of the recommendations contained in the Fowler task force report
comﬁiled by the staff. There are 39 of those recommendations, as I
recall.

At this point I would ask unanimous consent that this list be placed
in the record.

(The information referred to follows:)

RECOMMENDATIONS CONTAINED IN THE FOWLER TAsk FORCE REPORT

(Compiled by the staff)

1. U.S. investment bankers and brokerage firms should intensify their efforts
to develop facilities for reaching foreign investors directly.

2. U.S. investment bankers and brokerage firms should seek modification of
foreign regulations and practices which unduly restrict the ability of U.S. firms
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to promote the sale of U.S. securities or to deal directly with potential foreign
customers.

3. U.S. investment bankers and brokerage firms, with the cooperation of
interested U.S. corporations, should endeavor to obtain shares of U.S. corporations
for distribution abroad.

4. The Securities and Exchange Commission should issue a release setting forth
the circumstances under which it would normally issue a “no action’ letter pro-
viding that no registration be required on public offerings of securities outside of
the United States to foreign purchasers, including dealers..

5. The Securities and Exchange Commission should issue a release eliminating
the requirement that foreign underwriters participating exclusively in distribu-
tions of securities to nonresidents of the United States register as broker-dealers.

6. U.S. investment bankers should include foreign banks and securities firms as
underwriters, whenever possible, or as selling group members in new offerings and
secondary distributions of either domestic or foreign securities. ’

7. U.S. investment bankers and brokerage firms should organize the under-
writing and distribution of dollar-denominated foreign securities issues so that the
maximum possible amount is sold to investors abroad.

8. U.S. commercial banks should intensify efforts to attract foreign trust ac-
counts for investment in U.S. corporate securities.

9. The Securities and Exchange Commission should serve as an information
c(le)nterdregarding listing requirements, and distribution regulations and practices
abroad. -

10. Major U.S. corporations should arrange for U.S. banks and trust compa-
nies to issue, through their foreign branches and correspondents, depositary re-
ceipts for U.S. corporate shares.

11. U.S.investment companies should plan and carry out a program to acquaint
foreign investors with the advantages of owning U.S. closed-end investment com-
pany shares.

12. Distributors of U.S. open-end investment company shares should devise
methods for achieving additional foreign distribution of such shares, where
locally permitted.

13. U.S. investment company distributors should seek the modification of
foreign regulations and practices which restrict the availability of their shares to
foreign investors. .

14. U.S. closed-end investment companies should seek to place original and
secondary offerings of their shares with foreign investors and, where feasible, list
these shares on major foreign exchanges.

15. In order to promote the purchase of U.S. corporate securities abroad:

(@) The U.S. financial community should cooperate closely with major U.S.
corporations in the dissemination of corporate reports in foreign languages and in
the publication of financial data in foreign newspapers;

(b) U.S. investment bankers and brokerage firms should prepare research and
statistical reports in foreign languages for distribution to foreign investors through
local banks and securities firms and promote the publication of more detailed U.S.
stock market and financial information in the foreign press;

(¢) Facilities of U.S. commercial banks should be fully utilized to distribute
to foreign financial institutions and investors reports, preferably in foreign
languages, on the U.S. economy;

(d) U.S. securities exchanges should take advantage of new communication
techniques and reduced rates to promote broader use abroad of stock quotation
and financial news services;

(e) U.8.investment bankers and brokerage firms should offer securities orienta-
tion and sales training programs to personnel of foreign banks and securities
firms; and

(f) U.S. investment bankers, brokerage firms, and securities exchanges should
work with their foreign counterparts and the foreign press to broaden share
owaership by foreign investors.

16. The Congress should adopt legislation discontinuing mandatory regulation
of maximium iaterest rates on domestic and foreign time deposits.

17. Peadinz adoption of such legislation, the Federal Reserve Board of Gover-
nors should administer regulation Q in a flexible manner permitting U.S. commer-
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cial banks to meet internationally competitive interest rates on both domestic
and foreign time deposits.

18. U.S-based international corporations should consider the advantages of
increased local ownership of their parent company shares in countries in which they
have affiliates. i

19. Where consideration under recommendation No. 18 above is favorable,
corporations should collaborate with the U.S. financial community in encouraging
greater foreign ownership of their shares.

20. U.S. securities exchanges should submit a plan acceptable to the Securities
and Exchange Commission permitting U.S.-based international corporations to
encourage foreign ownership of their stock.

21. The Treasury Department should issue a ruling that would establish the
tax deductibility of costs incurred by U.S. corporations in arranging for securities
firms to place their securities outside the United States as part of programs to
improve their oversea relationships.

22. Corporations should collaborate with U.S. investment bankers in the utili-
zation by the latter of techniques for distribution abroad of new or secondary
issues of their stock. :

23. U.8. corporations should offer their shares to employees in foreign countries
where stock purchase, supplemental compensation, or other incentive plans are
feasible and desirable. )

24. U.S.-based international corporations should consider the advantages of
listing their shares on foreign stock exchanges.

25. U.S.-based international corporations should instruct their senior officers
and policy groups to keep foreign financial operations under constant review,
examining as standard procedure all proposals for new financing from the stand-
point of the effect of their actions on the U.S. balance of payments.

26. U.S.-based international corporations should, where feasible, finance their
foreign operations in a manner which minimizes the outlay of cash.

27. In cases where new capital is required, U.S.-based international corpora-
tions should consider, in appropriate cases, broadening local ownership by offering
in foreign capital markets bonds or preferred stock of their local affiliates con-
vertible into common shares of the U.S. parent corporation.

28. U.S.-based international corporations should be encouraged to make
available, through trade or banking channels, specific case studies of foreign
financing operations to small- or medium-sized U.S. firms interested in foreign
operations but less aware of foreign financing opportunities.

29. Eliminate U.S. estate taxes on all intangible personal property of nonresident
alien decedents.

30. Eliminate (with respect to income not connected with the conduct of a
trade or business) the provisions for progressive taxation of U.S. source income
of nonresident alien individuals in excess of $19,000 and provide that no non-
resident alien whose tax liability is fully satisfied by withholding shall be required
to file returns. .

31. Eliminate the provision for taxation of capital gains realized by a non-
resident, alien individual when he is physically present in the United States;
extend from G0 to 180 days during a taxable year the time that a nonresident alien
individual may spend in the United States before becoming subject to tax on all
capital gains realized by him during such year.

32. Provide that a nonresident alien individual engaged in trade or business
within the United States be taxed at regular rates only on income connected with
such trade or business. -

. 33. Amend the definition of personal holding companies appearing in the
Internal Revenue Code so that foreign corporations owned entirely by nonresident,
alien individuals are excluded from the definition.

34. Clarify the definitions of engaging in trade or business to make it clear:
() that a nonresident alien individual ov foreign corporation investing in the
United States will not be deemed engaged in trade or business because of activity
in an investment account or by granting a discretionary investment power to a
U.S. banker, broker, or adviser; and (ii) that a nonresident alien individual or
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foreign corporation will not be deemed engaged in trade or business by reason of
the mere ownership of real property, by reason of a strict net lease, or by reason:
-of an agent’s activity in connection with the selection of real estate investments
in the United States.

35. The Department of State and the Treasury Department should take bi-
lateral diplomatic action aimed at securing the step-by-step removal of remaining
exchange controls on capital transactions between advanced capital-forming
countries and the discontinuance or liberalization of special exchange markets or
procedures for investment transactions.

36. The Department of State and the Treasury Department should encourage
and support the enlargement of free world capital markets and urge countries
with  balance-of-payments surpluses to relax their capital issues control in order
to permit an expanded volume of international lending.

37. The Department of State and the Treasury Department should request that
the Organization of Economic Cooperation and Development (OECD) initiate
a comprehensive review of the practices and regulations in member countries
relating to investment portfolios of financial institutions.

38. The Department of State and the Treasury Department shauld, through
appropriate international bodies, particularly the OECD, advocate the step-by-
step relaxation of monetary, legal, institutional, and administrative restrictions
on capital movements, together with other actions designed to increase the breadth
and efficiency of free world capital markets.

39. The Department of State and the Treasury Department should urge the
International Monetary Fund to encourage step-by-step elimination of capital
controls. The Fund should be requested to prepare a study dealing with re-
maining capital controls and how their elimination can encourage stabilizing
movemetnts of long-term capital and thus contribute to balanced international
payments.

CompAarisoN oF H.R. 5916 WiteE TREATMENT UNDER EXISTING TREATIES

1. Graduated rates applicable in certain instances

Under the existing statute (altered in many instances by treaty as noted below)
a nonresident alien’s U.S. source income is taxed at progressive income tax rates
if he derives gross income of more than $21,200 from U.S. sources. An individual
engaged in a trade or business in the United States is also taxed at progressive
rates on his U.S. source income even if he derives less than $21,200 from U.S. -
;sources.

Both the Fowler Task Force and the Treasury recommendations call for elimi-
nation of progressive taxation when a nomresident alien’s U.S. source income
cxceeds $21,200. The Fowler Task Force recommended that a nonresident alien
individual engaged in a trade or business within the United States be taxed at
regular rates only on income connected with such trade or business. The
Treasury proposal would tax investment income at the 30 percent statutory
holding rate or the applicable treaty rate (whichever is less) rather than graduated
rates. For purposes of determining the applicability of treaty rates to dividends
and capital gain, the alien will be deemed not to have a permanent establishment
in this country. -

The following table indicates the treaty rates applicable to investment income
under existing treaties with the countries listed. ~Although the chart is specifically
addressed to withholding, the applicable tax rates are the same due to the necessity
to withhold from nonresident aliens an amount equal to their tax liability.

It is to be noted that in most instances the favorable treaty rate applicable
to investment income only applies where the nonresident alien does not have a
permanent establishment in the United States. Under the Treasury recom-
mendations granting the statutory or treaty rate .(whichever is lesser) to the
investment income of nonresident aliens engaged in a trade or business in the
United States, the alien will be deemed not to have a permanent establishment
in this country.
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{In percent]

'Real estate
- rentals and

Country Dividends Interest Royalties natural

resource

royalties
Australia. 2615 NE 1B ‘{NE
Austria.__ 1315 1E 1E +{NE
Belgium . 115 115 1E 4NE
Canada. 115 115 115 1515
Denmark_._ 1315 1E 1E 4NE
Finland. 3615 IE 1E {NE
.France 115 115 1E 4{NE
Germany._. 115 1E 1E ‘{NE
Greece NE 1E 1E ¢{NE
Honduras. NE 1E 1B {NE
Ireland — 23615 2E 2E 2415
Italy 1315 NE 1E {NE
Japan. NE 115 115 4 NE
Netherlands 1315 1E 1E iNE
Netherlands Antilles 1315 1E 1E- iNE
New Zealand ——— 13615 NE NE NE
Norway... 1315 1E 1E {NE
Pakistan . 1715 - NE 1E NE
South Africa._ NE NE NE {NE
Sweden. 15 1E E NE
Switzerland — 1315 15 1E 4{NE
United Kingdom.... 2315 2E E 2415
United Kingdom colonies. ... _________._._ 2315 | 2E E 2415

Definitions:
E—Exempt.
NE—Not exempt: Tax to be withheld .at the statutory rate prescribed by secs. 1441 a.nd 1442 of the
Internal Revenue Code of 1954 (generally 30 percent).

1 Applicable if no permanent establishment in the United States.
2 Apphcable if no permanent establishment ia the United States and subject to tax of the other contracting

par|
3 ’I‘he rate is 5 percent on dividends paid by domestic subsidiary corporations subject to prescribed condi-
tions.
4 Recipient may elect to be subject to tax on a net basis by filing form 1040-B.
¢ Recipient may elect.to be subject to tax on a net basis but only on real property by filing form 1040-B.
6 Applicable to a nonresident alien not engaged in a trade or business in the United States.
7 Applicable only when certain Pakistani corporations are the recipients.

2. Foreign corporations and investment income

The Treasury recommends that corporations engaged in business in the United
States be denied the 95-percent dividends received deduction; be subject to the
- 30-percent statutory rate or the treaty rate (whichever is lesser) on income from
stock investments; and be exempt from tax on their capital gains from investment
in U.S. stocks. For determining the applicability of treaty rates, the corporation
will be deemed not to have a permanent establishment in this country. The
Fowler task force made no comparable recommendations.

The special 15-percent treaty rates applicable for dividends (see chart above)
are -generally applicable to corporations: receiving dividends. In the case of
Australia, Denmark, Finland, Ireland, Italy, Netherlands, Netherlands Antilles,
New Zealand, Norway, Swmzerland United Kingdom, and United Kingdom
colonies, the rate is 5 percent on dividends paid by domestic subsidiary corpora-
tions under certain prescribed conditions.

3. Engaging in a trade or business

Both the Fowler task force and the Treasury recommendations would clarify
the definition of engaging in a trade or business to make it clear that a nonresident
alien investing in the United States will not be deemed engaged in a trade or
business because of activity in an investment account or by granting a discre-
tionary investment power to a U.S. banker, broker, or adviser. The Fowler
task force also recommended adoption of a provision making it clear that a
nonresident alien individual or foreign corporation will not be deemed engaged in
a trade or. business. by, reason of the mere ownership of real property, by reason
of a strict net lease, or by reason-of an agents-activity in connection with a selection
of real estate investments in the United States. The Treasury did not act on
this recommendation.
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The questions involved in this recommendation are not generally covered by
existing treaties. Treaties are concerned with a question of “a permanent estab-
lishment” and not the definition of a trade or business.

4. Real property income and mineral royalties

The Treasury recommends that nonresident alien individuals and foreign
corporations be given an election to compute income from real property and
mineral royalties on a net income basis and be taxed at graduated rates on such
income as if engaged in a trade or business in the United States. The Fowler
task force made no comparable recommendation.

Under existing treaties nonresident alien individuals from many countries can
now elect to be subject at regular tax rates on a net basis by filing form 1040-B.
The countries involved are Australia, Austria, Belgium, Finland, France, Ger-
many, Greece, Honduras, Ireland, Italy, Japan, Netherlands, Netherlands
Antilles, Norway, South African, Switzerland, United Kingdom, and United
Kingdom colonies. In addition, Canadian nonresident aliens can elect such
treatment by filing form 1040-B but only on real property income.

5. Caprital gains

The Treasury proposes to eliminate the provision taxing capital gains realized
by a nonresident alien when he is physically present in the United States, and to
entend from 90 to 183 days the period of presence in the United States during
the year which makes nonresident aliens taxable on all their capital gains. The
Fowler task force made a similar recommendation, but instead of the figure
183 days used 180 days.

Our treaties with Canada, France, Sweden, and the United Kingdom exempt
to some extent capital gains derived by residents of those countries having no
permanent establishment in the United States. The United Kingdom and Cana-
dian treaties exempt all capital gains; the Swedish treaty exempts all capital gains
except those derived from transfers of real property; and the French treaty
exempts only capital gains from transfers of securities.

6. Personal holding company and ‘‘second dividend”’ tazes

The Treasury proposal is identical with the Fowler task force recommendation
in exempting foreign corporations owned entirely by nonresident alien indi-
viduals, whether or not doing business in the United States, from the personal
holding company tax. In addition, the Treasury proposes to nullify the applica-
tion of the ‘“‘second dividend’’ tax of section 861(a)(2) (B) so that it only applies to
the dividends of foreign corporations doing business in the United States which
have over 80 percent U.S. source income.

?. Estate tax exemption and rates ,

The Fowler task force recommended eliminating U.S. estate taxes on all intan-
gible personal property of nonresident alien decedents. The Treasury did not act
on this recommendation but instead proposes to increase the $2,000 exemption
from tax to $30,000 and substitute for regular U.S. estate tax rates (which go as
high as 77 percent) a 5-10-15 percent rate schedule. :

Under the applicable treaties, debt obligations normally have their situs either
in the domicile of the decedent or at his place of residence. However, stocks nor-
mally have their situs at the place of incorporation under the treaties. Presum-
ably the stock of U.S. corporations is included in many of the estates of nonresident
aliens and the Fowler task force recommendation would have had an impact in
these cases. :

The proposal of the Treasury to increase the $2,000 exemption to $30,000 will
provide benefits to the estates of nonresident aliens where the applicable treaties
govern, because of the type of exemption usually provided in the treaties. Under
the usual exemption, a contracting state in imposing taxes on a decedent not
domiciled at the time of his death in its territory must grant a portion of its spe-
cific exemption to the estate. Subject to certain variations, the portion of the
exemption granted bears the same proportion to the total exemption as the prop-
erty taxed bears to the total estate of the decedent. - By raising the specific ex-
emption the U.S. raises the dollar amount of the exemption that will normally
be granted to a nonresident alien’s estate. This type of exemption is granted in
the estate tax treaties with Australia, Finland, France, Greece, Italy, Japan,
Norway, and Switzerland. The Canadian treaty contains a different exemption
which will also be liberalized by the Treasury’s proposal.
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Due to the credit mechanisms in existing treaties, the Treasury proposal to
substitute a 5-10-15 percent rate schedule for the regular U.S. rates will provide
benefits to the estates of nonresident aliens that will be largely nullified by in-
creases in the tax they owe in their domiciliary state. Under the usual treaty
provisions, the domiciliary state allows a credit against its estate tax for taxes of
the other contracting state attributable to property located in the latter state.
The credit cannot exceed the lesser of the tax attributable to such property under
the laws of the domiciliary state or the other contracting party. The liberalized
rates proposed by the Treasury will reduce the credit for U.S. faxes paid available

" to the estate in filing its tax return in the domiciliary state. However, where
U.S. rates greatly exceed the rates of the other contracting party or where no
applicable treaty governs, the benefit will not necessarily be canceled out. This
type of credit provision is contained in treaties with Canada, United Kingdom,
lFraélce, Australia, Finland, Greece, Ireland, Italy, Japan, Norway, and Switzer-
and.

8. Related estate tax matters

The Treasury proposes to: (a) provide that bonds issued by domestic corpora-
tions or governmental units and held by nonresident aliens are property within
the U.S. and therefore are subject to estate tax; (b) provide that transfers of
intangible property by a nonresident alien engaged in business in the United
States are not subject to gift tax; and (¢) provide that the amount of credit for
State death taxes granted nonresident aliens is limited to that portion of the credit
allowed the estate which is allocable to property taxed by both the State and the
Federal Government.

The Fowler task force made no recommendations in this regard.

9. Expalriate American citizens

The Treasury proposes to subject the U.S. source income of expatriate citizens
of the United States to income tax at regular U.S. rates and their U.S. estates
to estate tax at regular U.S. rates, where they surrendered their U.S. citizenship
within 10 years preceding the taxable year in question unless the surrender was
not tax motivated.

The Fowler task force made no recommendations in this regard.

10. Retaining treaty bargaining position

The Treasury proposes to provide that the President be given authority to
eliminate with respect to a particular foreign country any liberalizing changes
which have been enacted, if he finds that the country concerned has not acted
to provide reciprocal concessions for our citizens after ‘being requested to do so
by the United States.

The Fowler task force made no recommendations in this regard.

11. Quarterly payment of withheld laxes

The Treasury proposes to provide that withholding agents collecting taxes
from amounts paid to nonresident aliens be required to remit such taxes on a
quarterly basis.

The Fowler task force made no recommendations in this regard.

12. Exempiion for bank deposits

The Treasury proposes to extend to the deposits of savings and loans associa-
tions the exemption from income taxes, withholding, and estate taxes provided
by present law for bank deposits of nonresident alien individuals not doing
business in the United States. ;

The Fowler task force made no recommendations in this regard.

The following treaties exempt all interest from withholding taxes: Austria,
Denmark, Finland, Germany, Greece, Honduras, Ireland, Netherlands, Nether-
lands Antilles, Norway, United Kingdon, United Kingdom Colonies.

138. Foreign tax credit—Similar credit requirement

The Treasury proposes to amend present law by eliminating the similar credit
requirement of section $01(b)(3), subject to reinstatement by the President
where the foreign country refuses a request to provide a similar credit for U.S.
citizens. The similar credit requirement of present law allows a foreign tax
credit to resident aliens only if the native country allows a similar credit to our
citizens residing in that country.

The Fowler task force made no recommendations in this regard.
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'14. Stamp taxes

The Treasury proposes to amend present law to exempt from the stamp tax on
“certificates original offerings of foreign issuers where only the issuances and trans-
fers take place in the United States.

The Fowler task force made no recommendations in this regard.

-15. Withholding taxes on savings bond interest.

The Treasury proposes to eliminate the 30 percent withholding tax as it-applies
:to the interest income realized from U.S. savings bonds by native residents of
‘the Ryukyu Islands (Okinawa and others) and the Trust Territory of the Pacific
(principally the Caroline, Marshall, and Mariana Islands).

. The Fowler task force made no recommendations in this regard.
(Prepared by office of the minority counsel, Committee on Ways and Means:)
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The CrAIRMAN. Is there objection? I wanted to ask you, if you
would, Mr. Secretary, to point out to the committee wherein the bill,
H.R. 5916, differs from the Fowler task force report. Which of the
39 items, for example, are not included in the bill, and which of the
recommendations are modified in the bill?

Secretary FowLer. I think, Mr. Chairman, that the most signifi-
cant difference, and the only one worth consideration, is No. 29.

The CaatrMAN. Pardon me for interrupting you, but I thought you
or I in the beginning should point out that some of these recommenda-
tions, of course, of the Fowler task force report are not actually tax
matters.

Secretary FowLer. Right. The first 28 are really outside the scope
of this bill.

The CualrRMAN. Outside the jurisdiction of taxation and this
committee, so my inquiry really is limited to 29, 30, 31, 32, 33, 34, 35,
36, 37, 38, and 39 presumably. :

Secretary FowLER. Actuaﬁry 29 to 34. Recommendations 35 to
39 have to do with what might be called diplomatic action

The CualrMAN. Rather than tax action. All right.

Secretary FowLER (continuing). To secure a lowering of the barriers
that might exist to foreign investment in the United States by foreign
governments.

The CHAIRMAN. Let’s put it this way then. With respect to those
recommendations -of the Fowler task force report which deal with
taxation, how do they differ from the provisions of H.R. 59167 :

Secretary FowLer. First; Mr. Chairman, the most significant one
I think has to do with recommendation No. 29. The task force report
recommended that the Congress eliminate U.S. estate tax on all
intangible personal property of nonresident alien decedents. '

The recommendations of H.R. 5916 would fall short of that task
force recommendation. The bill beforsa you would increase the
exemption for U.S. estates of foreign decedents from $2,000 to $30,000
and would tax such estates on the basis of a 5-, 10-, 15-percent rate
schedule. _

With this significant increase in the exemption and the reduction in
rates, the effective U.S. estate tax rate on foreign decedents would no
longer be considerably higher than most other countries and would be
more comparable to rates prevailing elsewhere. ‘

The task force recommendation which is contained in the report on
this matter, I think, is worthy of the committee’s attention. In this
connection, and with your permission, I would like to read briefly
from the task force report: o

U.S. estate taxes, especially as applied to shares of U.S. corporations owned by
nonresident alien decedents (which are subject to U.S. estate taxes irrespective of
whether they are held in this country or abroad), are believed to be one of the most
important deterrents in our tax laws to foreign investment in the United States.
U.g. estate tax rates are materially in excess of those existing in many countries of
the world and, despite the treaties in effect with several countries, the taxes paid
on a nonresident alien decedent’s estate, some portion of which is invested in the
United States, generally would be greater than those paid on a nonresident alien
decedent’s estate, no portion of which is invested in the United States, We
understand that the revenues received by the United States as a result of ‘estate
taxes levied on intangible personal property in estates of nonresident alien de-
cedents are not large. o

Under existing U.S. tax law, a foreigner willing to go through the expense and
trouble of establishing a personal holding company, incorporated abroad, and
assuring himself that this personal holding company does not run afoul of the -
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TU.S. penalty taxes on undistributed personal holding company income, can already
legally avoid estate taxes. Consequently, for such an investor U.S. estate taxes
are avoidable through complicated and expensive procedures, while for other
foreign investors they are likely to result in a considerable tax penalty. This is
an-unsound situation which directly deters foreign investment in the United
States and significantly worsens the overall image of this country as a desirable
place to invest.

I think, therefore, that the recommendation in H.R. 5916 and
the recommendation of the task force adopt the same basic point of
view and the same premise and the same governing considerations.
The recommendation of the task force simply goes further and says,
in effect, that the advantages we would gain from complete elimina-
tion outweigh any revenue we might obtain from a retention of the
estate tax law.

I think the Treasury’s position can roughly be characterized as
limiting relief so that the tax on the estates of nonresident alien
decedents is comparable to the tax applicable to estates of U.S.
citizens. That is the basic margin of difference between the two.

The CHAIRMAN. Is it the Treasury’s position that the Fowler task
force recommendation for eliminating the U.S. estate taxes on all
intangible personal property of nonresident alien decedents should
not be enacted? : :

. Secretary FowrLer. I am in this position, Mr. Chairman. As
a member of the task force and its chairman, I go along with the
task force recommendation—and now as Secretary of the Treasury,
I approve of the Treasury recommendation.

Insofar as they are different, I would be inclined to say that this
Secretary of the Treasury would not strongly resist any effort on the
part of the Congress to go further and adopt the task force report.

The CratRMAN. I was not endeavoring to in any way embarrass
the Secretary by that question.

Secretary FowLER. You are not embarrassing me at all. I think
I am expressing an attitude. I do think that this is something the
committee ought to carefully examine and it may well wish to come
out for the full elimination which the task force report recommended.

With regard to any further analysis of the reasons for the Treasury
position, I would like to have Secretary Surrey comment so that the
committee can be informed.

(A memorandum on this matter appears at p. 64). ,

The CrarRMAN. Let me ask you briefly, if I may, Mr. Secretary,
before we go to Assistant Secretary Surrey, is this now the principal
difference, or are there some other differences in the recommendations
of the task force report?

Secretary FowLer. I think this is the only significant difference,
~and I think to the extent there are other differences the Treasury
proposals have gone somewhat beyond the task force recommenda-
tions. These additional differences are of a minor nature and not
of very great consequence. The proposal fully reflects and carries
out the task force recommendations in all the other provisions.

The CuairMAN. Is there anything in H.R. 5916 that was not dealt
with by the task force report?

Secretary FowLer. Yes; there are some provisions. In a sense, as
the statement indicates, we have made this the occasion not only for
implementing the task force report, but for generally revising and
dealing with, and in a sense rationalizing, the outworn and obsolete
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prowsxons We thought the Congress would want to deal with this
problem in full at this particular time.

The CrairMAN. But there is nothing in the bill, H.R. 5916 I pre-
sume that does not deal with the subject matter of removing tax
barriers.

Secretary FowrLer. That is correct, sir.

The CrairMaN. To foreign investment.

Secretary FowLer. All additional matters are directly related to
the specific problem area that recommendations 29 through 34 are
directed.

The CuAIRMAN. Mr, Curtis.

Mr. Curtis. Mr. Chairman, just following up on that, our minority
staff prepared a comparison and I was just going to say "that it might
be well to put that in the record.

The CrairMAN. I was not aware of the fact that the minority staff
had prepared this. Let’s put it in the record where the other matter
was inserted.

All right, without objection then this too will be included in the
record at that point.

(The above mentioned material will be found on p. 45.)

Mr. Curtis. Mr. Fowler, I think I have a list here of 15 points and
I roughly counted about 8 "recommendations on which the Treasury
has incorporated recommendations on which the Fowler task force
had no recommendation.

Secretary FowLer. That is right.

Mr. Curtis. So any comments you m1ght want to make there
~ would be helpful.

Secretary Fowrer. Thank you, Congressman Curtis.

Mr. Curtis. Incidentally, as Mr. Mills points out to me, on page
5 of the statement, having read these differences, they mostly seem
to be where you are tightening up to insure the "fact that we don’t
create sort of a tax haven.

Secretary FowLer. That is correct.

Mr. CurTis. Most of them seem to be of that nature and the
Fowler task force apparently didn’t get into that.

Secretary FowLer. The task force didn’t get into that technical
are in detail.

Mr. CurTis. I want to pick up a little bit on the line of questioning
that Mr. Herlong started to get this picture in relation to the interest
equalization tax.

On page 7 of your statement you give this picture:

“At the end of 1964, foreigners held an estimated $12.8 billion of U.S. corporate
stocks valued at market prices. In every year since 1950 except 2, foreign pur-

chases of U.S. stocks exceeded foreign sales. In the 6 years between 1959 and
1964, net purchases by foreigners averaged $141 million.”

You then go on to say:

“These net figures are the residualed of much larger gross purchases and sales
which in recent years have been on the order of $2% to $3}4 billion.”

Now, Mr. Secretary, Mr. Funston, president of the New York
Stock Exchange, testified before the Ways and Means Committee
and pointed out to us that foreigners were the net sellers of out-
standing U.S. securities in 1964 for the first time in over 15 years and
the net sales of domestic stocks by the foreigners in 1964 totaled $350
million compared to sizable net purchases in the previous 5 years.
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. The suggestion has been made that this reflects a belief by foreigners
that the interest equalization tax was only a first step toward further
restrictions on international flow of funds and reflected the fact, as
Mr. Funston suggested, that foreign brokers and dealers who cannot
sell their securities in the United States are far less receptive to the
efforts of U.S. brokers and dealers to sell U.S. securities abroad.

The point of this, if this is an accurate picture, is that this is an
entirely different picture of the context than the one on page 7 in
your statement.

Doing these kinds of things that are suggested in this bill is going
to be incidental to-increasing foréign investment in U.S. securities if
we have had this kind of impact as a result of the interest equalization
tax. I would appreciate any comments you might make. This is the
picture apparently and we are heading into sort of a war between
countries abroad in further restricting capital flows which many of us
suggested was bound to occur if we passed the interest equalization
fax. That kind of effort in the proposed bill then is almost meaning-
ess. .

Secretary FowLer. First let me observe what is fairly obvious—
that the proposals before you for the tax treatment of foreign invest-
ment in this country are, as you have indicated, a part of a much
broader complex of problems. The task force report itself necessarily
adopted the point of view that this is a very large and complicated
problem. The fact that only a half dozen, you might say—I think
it is 6 or 7—of the 39 recommendations of the task force are reflected
in the legis’ation before you indicates this.

Mr. Funston was a member of the task force and we had consider-
able discussion in our deliberations of the very aspect of the problem
that you raise. As a matter of fact, on pages 30 and 31 of the task
force report were some general comments on reducing restraints on
the sale of U.S. securities in other capital markets. For example,
recommendation 35 is to the effect that the Department of State and
the Treasury Department should take bilateral diplomatic action
aimed at securing the step-by-step removal of remaining exchange
controls on capital transactions between advanced capital-forming
countries and the discontinuance or liberalization of special exchange
markets or procedures for investment transactions. Some of the
other recommendations relate to capital issues control, the regulation
of institutional investors, and the role of international organizations.
All these recommendations are addressed to this problem. Let me
quote from page 30 of the report:

Although the task force has conducted an intensive study of restrictions in
other capital markets, we have not attempted to set forth all of our findings here.
The identification and critical appraisal of restrictions remaining in the capital
markets of other industrial countries have been covered extensively in a recent
study by the Treasury Department, made publicly available by the Joint Eco-
nomic Committee of Congress. In this section of our report, we summarize the
most important legal and administrative obstacles abroad which impede foreign
investment in U.S. corporate securities. No useful purposes would, we believe,
be served by making detailed recommendations as to the removal of foreign
restrictions or methods by which other countries could improve their domestic
capital markets. In each country these matters are often complex and technical;
they involve delicate domestic relationships; frequently they transcend financial
considerations and encompass national policies well beyond the terms of reference

of the task force. It should be noted that efforts to remove restraining influences
on sales of U.S. securities to foreigners will raise in foreign financial markets the
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question of the continuance of the U.S. interest equalization tax as a factor
affecting the sales of foreign securities to U.S. citizens, however temporary and
special its basis. _

So I think the question you raise is one that we certainly concerned
ourselves with at that time and this statement was an attempt to
flag the problem. ’
~ Mr. Curtis. Exactly. AsIpointed up, and now Treasury comes in
and ignores the flag and actually comes and presents to this committee
really not an accurate picture of what this sutation of foreign invest-
ments in U.S. corporate stocl?s really is.

You give a picture here from 1950 to 1964 and then you say:
“Tn the 6 years between 1959 and 1964, net purchases by foreigners
averaged $141 million.” .

I have pointed out that the point that should be stressed is that
foreigners were net sellers of outstanding U.S. securities in 1964 for
the first time in over 15 years and net sales of domestic stocks by
foreigners in 1964 amounted to $350 million. .

I note your average figure you give for 5 years, $141 million, con-
ceals this unusual event in 1964 with the contrast of sizable net
purchases of the previous 5 years. That gives you a lower average
of $141 million actually. Your average if you eliminate the minus
$350 million was considerably more, and the stark reality is that here
the administration comes in to assist this theory of doing something
to encourage removal of tax barriers to foreign investments in the
United States, and at the same time if this rationale is right through
the interest equalization tax is just making it impossible to encourage
foreign investment.

Secretary Fowrer. Congressman Curtis, I think it is just as plain
as it can be that the interest equalization tax has been presented
and dealt with by the Congress as a temporary measure. The
measures before you are part of a long-term program that we hope
can be coupled with other activities that are outlined in the task
force report which we hope can lead to a situation in which we can,
consistent with our responsibilities as a key currency, recommend
the discontinuance of the interest equalization tax.

We hope at that time, and in the intervening period, that other
countries that have serious restraints on capital flows and on invest-
ment by their citizens outside the country can also pull down these
barriers; but the important point is, Congressman Curtis, that this
is a part of a long-term effort of which I think you are one of the
leading advocates.

Mr. Curtis. I surely am, yes.

Secretary FowwLer. I don’t believe that it is necessary for us to
review again today, although I am happy to do so, the rationale of
the recommendations for a further continuance of the interest equali-
zation tax. Let me point out that this task force report was issued
in April 1964. We had had a very good first quarter that year in
terms of balance of payments. We were looking forward to what
seemed to be a reasonably favorable prospect, and you and I are
familiar with what has happened in the last quarter, and the last
6 months, of 1964, and what was continuing in the first month of
1965, We know that we had a particular, we hope a passing, situa-
tion to deal with.

174



REMOVE TAX BARRIERS TO FOREIGN INVESTMENT IN U.S. 53

I have said repeatedly before this committee that I trust, along
with you, that the time can come sometime in the not too distant
future when we can throw out these restraints on the free movement
of capital without running the grave risk of inviting back a very sub-
stantial balance-of-payments deficit. -

Mr. Curris. Here is the point, Mr. Secretary. Just as your
Fowler report points out, although you don’t want to get into this
business of making detailed recommendations as to removal of foreign
restrictions and methods by which other countries could improve their
domestic capital markets, you clearly recognize that this is the situa-
tion. Now I think you are saying that these kinds of restrictions are
being increased by countries abroad, not decreased, because of the
very policies that we have taken in the interest equalization tax.
That is why it is pertinent to our discussions here because these are
tax treaties in which you are going to have to deal with other nations
and you can’t come in on the one hand—I don’t imagine you can have
successfully—and argue for a liberalization in the tax area, when at
the same time you are imposing these very rough restrictions on U.S.
capital flow abroad. I don’t see how you can separate the very rea-
sons that you have mentioned, that this is a long-range situation.

You are creating difficulties, I would suggest, through the interest
equalization tax. Every day it is on the books the problems become
more complex. Foreign nations are looking for news ways of retalia-
tion and certainly the Treasury and the administration should be
shocked into some sort of action I would think when the figures of
é964 show this turnaround of net foreign investment in the United

tates.

Secretary FowLer. Congressman Curtis, the facts are that the
interest equalization tax, rather than causing foreign governments to
inaugurate additional and further restrictions, has served as much as
any other development to focus the attention of foreign govermnents,
and of international bodies such as the OECD, to the very fact that
there is a permanent structure of foreign controls on the movements
of capital. These controls are getting more attention today in
Western Europe than they have at any time since the war.

So the fear that you have has not been realized. I think the
emphasis is the other way. :

Mr. Curris. Mr. Secretary, then please explain to me why in 1964
you had this great turn around where the net sales of domestic stock
by foreigners in 1964 totaled $350 million compared to sizable net
purchases in the previous 5 years. There is what we are faced
with and this is not the context in which your statement is made,
because I read what your statement said as far as this picture is
concerned.

I just think the administration is hiding from reality. It isn’t a
question of fear. It is a question of fact. What is your explanation
of this fact? ’ .

Secretary FowrLer. I don’t have an explanation of that fact. I
think my statement points out that there are many, many factors
that are at work that change the ratios of gross to net in the balance.
For example, in 1958 there was also a net sales figure.

Mr. Curtis. What was that, do you know?

Secretary FowLER. $56 million.
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Mr. Curtis. I notice there is this actual discrepancy between Mr.
Funston’s statement and yours. You give 2 years. He has only the
one, and I was curious about which year was the other year.

Secretary FowLER. 1958 is the one, and. in 1958 there was a net
sales figure of $56 million. .

Mr. Curris. $56 million.

Secretary FowLER. Yes, sir; and for the first 4 months of 1965,
according to our records, there is still a net sales figure, but it is
running at the rate of $33 million for the first 4 months.

Mzr. Curtis. Let me be sure at least for the record that as far as
the Treasury is concerned you are not suggesting that there is any
other factor other than the interest equalization tax that has brought
this turnaround in net sales? _

Secretary FowLeRr. I certainly am suggesting that there may be
many other factors that are at work.

Mr. Curtis. That is what the record is here for. I have concluded
there is a direct causal relation and I just want to be sure that there
aren’t some factors that the Treasury would like to suggest other than
the interest equalization tax that has brought this about.

It certainly isn’t our tax laws because they have been the same
throughout this period. There has been no change in that.

; Well, let’s leave the record open so that you can supply any other
actors. '

(The following material was subsequently submitted by the
Treasury Department:)

NET SaLEs oF U.S. CorRPORATE STOCKS IN 1964

As in previous years, the magnitude of gross purchases and of gross sales by
foreigners of American corporate stocks in 1964 was in the billions of dollars and
it is difficult to isolate the myriad of reasons which produce a particular net
figure. Nevertheless, two special factors undoubtedly account in some measure
for the turn from net purchases by foreigners to net sales in 1964. The first of
these relates to British Government holdings of securities of American corpora-
tions which it .had acquired from its nationals during World War II. It is the
normal practice to exclude such equity holdings from the calculation of foreign
exchange reserves, and in order to make its holdings readily available to reinforce
British reserves in the event such action should be found to be necessary, the
Government of the United Kingdom inaugurated a program designed to increase
the proportion of the British Government’s holdings of dollar securities which
were in a liquid form. While the British Government has not announced the
amount of its sales of U.S. securities in 1964 (and 1965), Chancellor Callaghan
said on June 30, 1965, “These operations had now carried to a point where the
portfolio could be used to reinforce the United Kingdom reserves at short notice.

The second of these special factors was the large-scale repatriation of foreign
assets by firms in Switzerland and certain other European countries where domes-
tic credit policies in 1964 had produced a severe shortage of capital. Although
the magnitude of this repatriation cannot be quantified, Swiss authorities have
indicated publicly there was a relatively large volume of repatriation of foreign
assets on the part of Swiss residents in 1964 induced by the tightness of the money
market in Switzerland. Similar conditions existed in some other European
countries.
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54b REMOVE TAX BARRIERS TO FOREIGN INVESTMENT IN U.S.

Mr. Curtis. Then let me agree with you now that what I am saying
still should not deter this committee from considering how we could
Eroperly improve our tax laws. I wasn’t interjecting the points I

ave been making as a deterrent. I simply do say, though, that the
administration has to start getting its various recommendations to the
Congress together so that there is some consistency.

I have pointed this out in trade matters. We are moving to this
business in the Canadian-American auto treaty of bilateral, of a specif-
ic product dealing, which is the reverse of the theory of the Reciprocal
Trade Act of 1962 and the Kennedy Round, and just in so many in-
stances there seems to be no consistent policy of the adminstration in
this area of foreign trade and international finance.

.Secretary FowLer. I think we can go on this. I simply repeat
again that as far as my position is concerned, when I appeared before
this committee earlier to recommend the extension of the interest
equalization tax, it was on the same premise—that it was a temporary
mez}xlsure that T hoped, with you, we could at an early date dispense .
with. .«

“This particular proposal is for a long-term measure that I hope, if
it gets on the books, can be maintained indefinitely as one part of a

~broad effort by our private sector, by foreign governments, and the
whole area reflected in these recommendations, to encourage the free
movement of capital. :

Mr. Curtis. I don’t want to rehash it further. We have done
enough rehashing and I think it has been necessary to do so, but this
pinpoints what I was saying when I was interrogating you on the
interest equalization tax. I was saying I would have liked to have
seen some appraisal on the part of Treasury of the damage that was
coming about from the interest equalization tax because I am sure
when you say that it should be only temporary you are saying that
there is some damage being caused, but you think the net benefits
are there. S

I question that, but I thought your statement presented to the
committee on it was gravely lacking in calling to our attention the
areas where damage is being created. This is why I have taken this
occasion to point up a specific area, and there are many other areas
where I would suggest great damage is resulting. If we only put the
damage out in relation to the benefits, possibly the administration
might change its policy and recognize, or hopefully might see, that .

* the damage is much greater than the temporary benefits. L
“Secretary FowLer. While we are assessing benefits let me say that
I think one of the additional benefits not necessarily contemplated
when the interest equalization tax was proposed is that it has served
to focus everyone’s attention on the importance of the fact that, in
addition to selling foreign securities in U.S. markets, it is important
to try to promote the development of the sale of U.S. securities to
foreigners. I think over the long pull the interest equalization tax
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has focused attention on the fact that there are things we could do in
this area which we haven’t yet done, but which Wou%d serve to create
a better opportunity for the movement of capital this way.

Mr. Curtis. I will at least remark it is an ill wind that doesn’t
blow some good. Now, there is one area that has not been gone into
and I know it is a difficult one to have statistics about, but what about
direct investment?

We have been talking really of investment in stocks, but direct in-
vestment has been found, as we found out again in the interest equal-
ization tax, to be one of the big areas, and do we have any idea of what
the picture is on direct foreign investment?

Secretary FowLer. I am glad you raised that, Congressman Curtis,
because it enables me to say that the task force in interpreting and
applying its terms of reference felt that an examination by it of invest-
ment by foreign individuals and concerns in brick and mortar or fac-
tories, operations of that sort, was not to be included in the purview
of the task force. There has been a unit in the Department of Com-
merce for some years which has been directed to the so-called direct
investment factor and we purposely avoided duplicating the studies
and examination of what is involved in that particular problem.

To some extent the tax laws and the recommendations that are in
front of you would, I think, affect that situation, but that, as well as
investment in real estate, was not the focus of the recommendations.

However, I think one of the principal impacts of these recommenda-
tions might very well be on foreign investment in U.S: real estate.

Mr. Curtis. Help me here. What is the ratio of American invest-
ment in foreign securities to American direct investment?

~— Secretary Fowrer. I don’t know whether T am completely accurate
on that, but my impression is that a rough rule of thumb would be
that of our total investment abroad, about two-thirds tends to go into
direct investment and the other third into portfolio investment. The
reverse is true of foreign investment in this country, by far the pre-
dominant percentage of foreign investment in the United States is in
securities, or so-called portfolio investment, and only a third of foreign
holdings are in what we would call direct investment.

Mr. Curtis. That is very helpful, and then we will have the record
open too so that you can supply more accurate figures if you have
them in this area.

Secretary FowrLer. Right.

Mr. Curris. And any comments that you would make.

(The following material was received by the committee:)

End of 1963: Percent
U.S. direct investment abroad as percent of total U.S. long-term
private investment abroad._ . __________________________________ 69. 8

Foreign direct investment in the United States as percent of total for-
eign long-term private investment in the United States___________
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Mr. Curmis. As I was going over these tax recommendations many
of them would affect direct investment the same way that they would
the other kind.

Secretary FowLER. Yes. A

Mr. Curtis. And that would be helpful.

Secretary Fowrer. I think to whatever extent they would affect
them it would be a beneficial effect.

Mr. Curtis. 1 think so.

Secretary FowLER. And encouraging more direct investment.

Mr. Curtis. One aspect of your recommendations, particularly
estate tax, seemed to be to treat foreigners equally with the way we
treat our own citizens.

That of course appeals to me strongly. What worries me, though,
as we go on to some of these other recommendations it looks like we
might be giving foreigners a privilege which we do not extend to our
own taxpayers.

I correct in that observation?

Secretary Fowrer. I think I would tend to put it this way: We
are tending to follow more closely the pattern of international tax
treatment of foreigners followed by other countries. To the extent
the element you mention is present, it is one that generally character-
izes other countries’ tax treatment of their own citizens as compared.
to tax treatment of foreigners.

Mr. Curris. When this committee goes into executive session to-
consider the details of these recommendations I think that is just one
rule of thumb I am going to try to employ, because that is the way to
prevent the tax haven rather than some of these somewhat punitive
approaches.

For instance, just trying to figure out whether a person has changed
his citizenship for tax reasons or for other reasons, I view that with a
jaundiced eye. I would much prefer to follow the guidelines of trying-
to treat our citizens and foreign citizens for tax purposes as equally as
we can. To that extent, many of these recommendations would be-
accepted by applying this rule of equity.

Secretary FowLer. I think another guideline to follow there,
Congressman Curtis, if I may just suggest it again, is that in making-
these comparisons it would also be useful to compare the proposals.
with the type of treatment U.S. citizens are given by foreign govern--
ments under their tax laws. _

Mr. Curtis. Well, yes; I agree with that.

Secretary FowLer. I am not talking about the tax haven treatment,.
but I mean the generalized tax treatment.

Mr. Curtis. 1 might as well pick this point up because I had it
noted here. On page 20 you refer to ‘‘the generally accepted inter--
national tax policy principles,” and I wasn’t quite sure what they were
or how you conceive of what are “generally accepted international
tax policy principles.” Is this the result of study, or is this a general
conclusion? .

Secretary FowLer. I would hate to have to produce a compact
statement of those principles. What.we would have to bring up to
you is a large stack of international tax treaties, both those that have.
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been negotiated between this country and other countries, as well as
those negotiated solely between foreign countries. Moreover, the
OECD is presently involved in a considerable study in this area for
the purpose of harmonizing tax treaty policies.

I also think the Common Market countries are also working toward
a similar objective.

Mr. Curtis. I thought that was the position the committee was
going to be in, that we are going to have to sort of look at each one of
these tax treaties. Unfortunately we don’t have a little handbook
to follow to look at as to what the accepted principles are.

On page 11, for example, you point out on capital gains: “The
present system of taxing capital gains realized by foreigners has
contributed to the view that investment in the United States is
something that should be approached cautiously,” et cetera, and
I was thinking generally with respect to international tax policy
principles.

We have a much more liberal interpretation of what is capital gain
than the British, for example. Many of the things that we call
capital gain they regard as ordinary income and I would wonder, for
example, vis-a-vis Great Britain, whether the net result was that we
weren’t more liberal in our overall tax treatment because we don’t
regard as ordinary income a number of things that they do.

This would be one of the details we would have to get into in a
reconciliation.

Secretary FowLer. I think I will ask Secretary Surrey to comment
on that because he has been dealing with the tax treaty problem
rather substantially in recent months.

Mr. Surrey. It is very hard to say. Most of the capital gains
that are involved are generally sales of stock and securities and the
definitions are roughly the same if the foreign country has a tax on
-capital gains. :

Some foreign countries do not have a tax on capital gains. The
British tax on capital gains, if the bill before Parliament is adopted,
will be somewhat stiffer than ours. The rate would be higher.

Mr. CurTis. This is true. You are directing your attention to
securities?

Mr. Surrey. Yes. :

Mr. Curtis. The complexities you have to get into in ordinary
income are not in this area.

Mr. Surrey. That is right.

Mr. Curtis. Thank you.

Mr. UrLman (presiding). Without objection the record will be kept
open in the cases indicated by Congressman Curtis.

Mr. Burke?

Mr. BurkEe. Mr. Secretary, do you see anything in this bill that
would give a foreign investor an advantage over an American investor,
say, in the line of a direct investment because of the tax breaks he
would be getting?

Secretary FowLer. I don’t believe I do, Congressman Burke. I
don’t believe I see any advantage in that respect.

Mr. BurkEe. Do you see the possibility of any loophole being
established here whereby American money could be turned over to

181



58 REMOVE TAX BARRIERS TO FOREIGN INVESTMENT IN U.S.

a foreign investor who could invest that money here in the United
States and thereby escape the taxes that would ordinarily be paid?

Secretary FowLer. This is, of course, the problem that we centend
with constantly in our current laws as they are written. I don’t
believe that the changes before you will materially or substantially
change the challenge that always exists to the Internal Revenue
Service to deal with that kind of problem. :

I think that the principal concern that we have in that regard is
reflected in the proposal having to do with treatment of expatriate
American citizens. Although there might be some differences, as
Congressman Curtis has indicated, about whether the test proposed
is the most practical one, we do think some such provision, either that
provision or a better provision, is necessary to deal with the problem
of the American citizen who would give up his citizenship in order to
take advantage of these particular provisions.

Mr. Burke. Do you think there are sufficient safeguards in this
bill to guard against that?

Secretary FowLer. I think we would take the position that there
are sufficient safeguards. I think experience might prove that some-
thing more would be necessary, but I think this would be the right
basis on which to begin.

Mr. BurkE. Under the provisions of this bill let’s just take a hypo-
thetical case. Suppose some company wanted to open up a manu-
facturing plant here in America, say, for one of these small foreign
cars and they invested here in the plant, bought the real estate,
owned it lock, stock, and barrel, wouldn’t they be in a rather advan-
tageous position over their American competitor?

Secretary Fowrer. I don’t think that this bill would change that
situation in any particular. The only area which would be at all
concerned is if the same concern, in addition to dealing in_foreign
cars, acquired a number of U.S. corporate securities and earned a good
deal of investment income collateral to its regular business.

Then that portion of its income which could be attributed to invest-
ment income would be aflected by some of the changes, sometimes
better and sometimes worse, by the provisions of this bill.

Mr. BurkE. Is there anything in the provisions of this bill whereby
there is American money sent abroad to a foreign investor who
would invest here in this country and yet that American money is
actually part of this foreign investment firm?

Do they receive the benefits of this bill?

Secretary FowLEr. 1 think what you have in mind is a beneficial
real ownership which is masked by what purports to be an outright

“transfer of funds or release of funds. The situation would be exactly
the same as it is today. We have that enforcement problem that we
contend with. I don’t think it is terribly serious, but it is something
that the Internal Revenue Service has to be constantly alert to.

T don’t believe that this bill will substantially affect or induce that
kind of practice any more than is the case under our tax laws today.

Mr. BurkE. What I am referring to is where American money
buys stock, say, in a foreign corporation as an investment corporation
in the foreign country and that corporation in turn invests its money
back over here. :

Secretary FowLer. I would like to think about it a little bit more
and perhaps supply a full answer to your inquiry, Congressman
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Burke, but my immediate answer and reaction is that this bill would
not benefit or induce that kind of conduct.

Mr. Burke. What I am trying to get at is, is there anything in
this bill here that would induce American money to be sent abroad
to invest in foreign investment corporations who would later come
back here and invest it here. ]

Secretary FowLeR. I see exactly what concerns you, but I think
our opinion is that that would not be induced or promoted by these
proposals. These proposals really go to making it easier for the
smaller investor in Western Europe to invest in U.S. securities.

As T have indicated, only 1 person in 30 in Western Europe now
has investments in securities. This is not nearly as good a ratio as
we have here in the United States; but it is going to come up over the
course of time. These provisions really go to encouraging that kind
of an individual, whether it be on his own or in some institutional
context, to consider American securities as a part of his portfolio.

We do have about $13 billion worth of current investment from
abroad in U.S. holdings and securities, but I see, as did the members
of the task force, substantial opportunity over the long range for that
volume to build up.

I think that is the principal appeal of the proposal. I believe that
the practice you referred to goes on and is induced by the tax system
generally.

There are great inducements, as you know, in many areas for both
individuals and companies to base themselves in a foreign jurisdiction
where the rate of local taxation is far less than that in the United
States. However, I don’t believe that particular practice is going to
be substantially changed or increased by the provisions that we have
submitted here. There are already large inducements for the person
who really is trying to evade taxes in that fashion today.

Mr. ULLmAN. Are there additional questions? Mr. Schneebeli.

Mr. SceNeEBELI. Mr. Secretary, what is the difference in tax
revenues between your recommendations as the task force chairman
and your recommendations as Secretary of the Treasury?

Secretary FowLer. I think about $2 to $3 million.

Mr. SceneeBeLl. Do we have any figures for the record that
would establish the trend of the percentage of foreign ownerships in
our securities, 25 or 50 years ago compared with today?

The reason why I ask is I believe there is quite a downward trend
since, for instance, at the turn of the century I presume foreign owner-
ship of our railroads was quite large and since then 1 would assume
that there is a downward trend.

Secretary Fowrer. I am perfectly sure you are right in your
assumption. I don’t have the exact figures.

Mr. ScaNeEBELI. I would be interested in knowing what the foreign
ownership in our securities was 50 years ago compared to today. I
think it would be very interesting and I think the change would be
quite precipitous.

Secretary FowLer. Yes; I would agree 1 think it would focus to
some extent on this problem.

Mr. ScaNegBELL I think it would buttress your argument to show
a vast difference in ownership over the years.

Secretary FowLer. If the record will remain open for us we will
try to supply it.
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(The information referred to follows:)

Data of the type referred to are not readily available. Some impression of the
relative size of foreign holdings, however, can be gained from the following:

Foreigh ownership of U.S. stocks as percent of market value of outstanding U.S.

corporate stocks .
Percent.

End of 1946 - - - e 2.5
End of 1963 - - LI 2.1

Mr. ScaneeBELL. I think the record should show what the per-
centage was 25 to 50 years ago compared with today.

Mr. UrLmMaN., Without objection the record will remain open.
Mr. Broyhill?

Mr. BroymiLL. Mr. Secretary, does $141 million in net purchases
made during the past 6 years reflect the earnings on those investments,
the dividends paid?

Secretary FowLER. No; that reflects I think more the balance of
purchases against sales. In other words, the gross volume of pur-
chases and sales runs in the neighborhood of $2% to $3% billion in a
year, but when you net it out the $141 million figure represents net
purchases.

Mr. BrovaiuL. Then under the $141 million there is not much of a
margin if there were many dividends paid. Is it possible that we
could actually have had a net loss of balance of payments during that
period due to dividends being paid out.

" Secretary Fowser. Of course there is no question but what the
increase in the rate of foreign holdings in the United States will over
the long-term reflect, presumably in dividends or capital gains with-
drawn, an outflow of funds. Otherwise there would be no induce-"
ment for foreign investment here.

I think you put your finger on a point—that the long-term conse-
quences of increased foreign ownership of U.S. corporate securities
does entail a withdrawal of earnings from this country. = That is the
reason that Great Britain and France prior to the war, and Germany
f,s well,uhad a policy of encouraging this type of investments for the
ong pull.

'Ighlére was a national policy of encouraging that for the very reason
you indicate. Since the war this hasn’t really caught hold again as a
matter of national policy throughout Western Europe. I think that
we have to look also at the political consequences of such a policy.

I think my own attitude on this would be that it makes for a
healthier set of political and economic interrelationships between
citizens of various countries if U.S. citizens have some stake in secu-
rities of foreign corporations and if a large number of individuals in
other countries have a stake in the United States.

I think it is just like tourism. It is like U.S. companies doing .
business abroad, foreign companies doing it here. The more this
economic interrelationship can be encouraged, I think the better the
overall understanding and allegiances, alliances, or friendship,
whatever term you want te apply to it, are apt to be engendered.

Mr. BroyminL. Did I infer correctly from your remarks that there
possibly has been a loss in balance of payments during the past 6
years as a result of foreign investment in this country—we are talking
about 6 years—with $141 million net gain in purchases? I under-
stand over the long run it has resulted in a loss in balance of pay-
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ments, but has there not been an actual loss over the past 6 years?
That is when we experienced a lot of additional difficulty in the
balance of payments. . .

Secretary FowLer. Atleast $13 billion worth of American securities
are owned abroad. The extent dividends have been remitted does,
of course, enter into the outflow, but that has to be balanced against.
what we get from our investments abroad. I don’t know what you
are netting it against.

That is my difficulty in answering your question. There is an im-

act on our balance of payments as a U.S. company, and as General
%Iotors Corp., pays dividends on its stock to someone who holds
that security in Great Britain.

Mr. BrovriLn. That is what causes some of us, and certainly it
is causing me, some difficulty in understanding why the interest
equalization tax will not in the long run cause more problems in
balance of payments. Should not increase in our investments abroad,
in the long run also bring back a favorable increase in the balance of
payments.

Secretary FowLer. I think, to bring the interest equalization tax
into this for a moment again, you are looking at a very short-run
effect. You are looking at a law which, in a sense, causes an American
who has been following foreign securities and building up his portfolio
in that particular area to pause at this particular time for what we
hope will be a brief span of years. It is a short-term deterrent to
U.S. investment in foreign bonds and foreign stocks. That is its
very purpose, because we feel at this particular period of time the
initial capital investment by the individual will be so far in excess
of the early returns that would come in the form of dividends and
interest in the years immediately ahead when we presumably are
trying to lick this balance-of-payments problem, the balance of
benefits for the short term is in the national interest as against perhaps
the balance of benefits over a long term.

Mr. BrovHILL. You said in your statement that you did not know
for certain as to what balance-of-payments effect this bill would have.

Secretary FowLER. I would think that over the long term, looking
again now into 1975 to 1980 as a span, that a net increase in foreign
investments in the United States

Mr. Broy®riuL. Increase of purchases rather than the net dividends,
net result of incoming capital.

Secretary FowLeRr. That is right. It is the outlay of capital now
that I have in mind in making that statement.

Mr. Uriman. Are there further questions? Mr. Battin. v

Mr. Barmin. Thank you, Mr. Chairman. Do you have, Mr.
Secretary, any idea of what the average foreign investor’s capital
outlay would be in the United States?

Secretary FowLer. No, I don’t believe we do. I think that you
could probably get the best information on that from some of the
private institutions, let’s say, a brokerage firm like Merrill Lynch
that has very extensive brokerage offices in Western Europe. They
can give you a much better picture of the makeup of the average
customer that comes into that brokerage house.

Mr. Barrin. What prompts the question is the figure that you
use in the exemption that would be applied to the estate tax.
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_ Secretary FowLer. On the estate tax, I think I can give you some
information just in terms of the returns that we have from it now.
When the returns filed in 1960 and 1961 are distributed by gross
estate classes, approximately 90 percent of the returns are con-
centrated in the gross estate class zero to $60,000. Out of a total
number of returns of 1,375, 1,231 fall in the class, zero to $60,000;
67 returns in the $60,000 to $100,000 category; 22 returns in the
$100,000 to $150,000 estate tax class; 21 returns in the $150,000 to
$200,000 estate tax class; 14 returns in the $200,000 to $300,000
category; 13 in the $300,000 to $500,000 catagory; 5 returns in the
$500,000 to $1 million category, and 2 in the $1 million to $5 million
category. :

Mz. Barrin. There have been reports in the press that the indus-
trialized countries of Europe are becoming a little hard pressed for
capital, at least in the world capital market.

Again going back to the interest equalization business—and we had
as much discussion here this morning about that as the bill before
us—I] believe in discussing that bill, interest equalization tax, there
was an indication by some that it would be helpful if there was in
existence outside of the United States another money market.

The paper this morning indicates that you met yesterday with the
Chancellor of the British Exchequer to discuss ways to increase the
amount of money available to finance world trade.

_If at one time you are encouraging capital to come into this country
by the elimination of tax restrictions and thus encourage its investment
hére and at the same time discouraging the export of U.S. capital
into the foreign market does it not become basically the position of
the United States that at least for a period of time we are not willing
to cooperate in trying to finance world trade?

Secretary FowLEr. No, not at all. I think, as a matter of fact,
the record of the United States in this regard is thoroughly understood
and appreciated by the central bankers, and by the Ministers of
Finance in Western Europe. They understand as well as we do that
the most substantial contribution the United States can make today
to the free world monetary system is to bring its balance of payments
into equilibrium and keep it there as a support to the dollar as the
key currency.

. As a matter of fact, most of the financial and economic authorities
in Western Europe that we are in contact with have not the concern
that you have attributed to some observers that our progress in dealing
with our balance of payments is causing these difficulties.

They are concerned with the continued outflow of dollars in the
form of U.S. deficits, in effect creating a tendency to inflationary con-
ditions in those particular areas. I think they are quite receptive to
the voluntary program that the President has proposed, and which
has been accepted and is being carried on, and tend to applaud our
efforts in this regard because of their primary concern, which we share,
that our first job here is to get our own balance of payments into equi-
librium and keep it there. That is the most substantial thing that
we can do to facilitate world trade development.

Now, as we make progress in that area, and I am not trying now to
assess the degree of our progress in that area, we recognize along with
other people that some mechanism for the orderly creation-of ad-
ditional international liquidity, as it is called, which our dollar deficits
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have hitherto supplied, ought to be arrived at. We are just as anxious
as we can to negotiate changes in the international monetary arrange-
ments so that over the long pull, and this is not something today or
tomorrow—I don’t think the other governments are fearful .of any
current damage that we might do—but over a period of time if we get
into a balance and stayed there, then there is a question of where this
additional liquidity comes from. Therefore, we share their concern
that there be an adequate mechanism for creating the additional
liquidity that our deficits have hitherto provided.

e are hopeful that we can work out these arrangements. How-
ever, it takes two to tango and they depend upon agreements by others,
We cannot agree to changes in the system that amount to what would
be a retrogression or diminishing of the effectiveness of the interna-
tional monetary system.

Mr. BarTin. Mr. Secretary, I want to share your view that getting
~ our balance of payments into line is probably one of the most impor-
tant tasks that you have as Secretary and I think the times that you
have appeared before this committee since you were sworn in have
indicated your real concern in this field.-

I would also like to comment, since you were the chairman of the
task force that gathered the information presented with this bill,
H.R. 5916. I think the suggestions as well as the explanations that
have been made with the recommendations are well done and the task
force should be congratulated.

Secretary FowLER. Thank you very much. Very little credit is
due to me. Ambassador McKinney, who was the executive director
of the force, worked many long, hard months and I can say that
every member of the task force, and they include a lot of very, very
busy men who had other duties and responsibilities as their business
and corporate identification would indicate, contributed most gener-
ously of their time and effort. It was really very much of a joint
production. '

It was not one of these operations in which just a few people from
the Government did the work. A great deal of work went into what
you have generously indicated is a very small, but I think worthwhile,

ackage.
P Mr.g ULLMaN. Are there further questions? Mr. Secretary, I
believe the record is incomplete in one regard.

You asked Mr. Surrey to give us a brief explanation as to why the
Treasury recommended retaining low-rate estate taxes rather than
following the recommendations of the task force. Mr. Surrey, would
l{oufliike to do that and submit it for the record, or could you do it very

riefly?

MI;Y Surrmy. I can do it briefly right now. It doesn’t make any
difference.

Mr. UrLmax. We have some witnesses from New York and I
thinkdit would be better if you submitted a short statement for the
record.

Mr. Surrey. All right.

Mr. UrLman. Without objection that will appear in the record at
this point.

Mr. Surrey. All right.

(The information referred to follows:)
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STATEMENT OF TREASURY POSITION REGARDING THE PRrROPOSAL CONTAINED IN
H.R. 5916 To AMEND EsTATE TAX PROVISIONS APPLICABLE TO NONRESIDENT
ALIEN DECEDENTS

H.R. 5916 would amend our present system of taxing the estates of nonresident
alien decedents by increasing the present $2,000 exemption to $30,000, and sub- -
stituting a 5-10-15 percent rate schedule for the regular U.S. estate tax rates
(ranging up to 77 percent) now applicable to the estates of such decedents. The
Task Force on Promoting Increased Foreign Investment in U.S. Corporate
Securities recommended (recommendation No. 29) that U.S. estate taxes on
intangible personal property be eliminated. ! :

The changes contained in H.R. 5916 should result in lower estate taxes on non-
resident aliens and thereby improve the climate for foreign investment in the
United States. Present U.S. rates and the limited exemption applicable to non-
resident alien decedents result in an excessive effective rate of estate tax. These
rates have resulted in proper concern that our estate tax is a deterrent to foreign
jnvestment in the United States. The proposed changes correct this situation.
The new rates effect a sweeping reduction in the present effective rate of tax—
from almost 80 to 100 percent of the present tax is eliminated. The new rates will
produce for nonresident aliens’ estates an effective rate of tax on U.S. assets which
in many cases is comparable to that applicable to U.S. citizens who avail them-
selves of the $60,000 exemption and marital deduction (which are not available
to nonresident aliens). The attached tables show the effective rates and dollar
amounts of U.S. estate tax for nonresident aliens under present law and the
effective rates produced by the proposed exemption, compared with the rates and
tax applicable to the estates of U.S. citizens electing and not electing the marital
deduction. .

It should be pointed out that even the task force did not recommend complete
elimination of the estate tax. Even under the task force recommendation, the
estate tax would remain applicable to all tangible property, including real property
and personalty, owned by a nonresident alien decedent.

The objections to the task force approach are as follows:

(1) Although we receive only $5 million in revenue annually from our estate
tax on nonresident aliens, it would appear inequitable to completely relieve non-
resident aliens holding U.S. intangible property from estate tax when U.S. citizens
are subject to an estate tax. :

(2) Elimination of the tax on intangibles, which constitute between 85 and 95
percent of the taxable assets held by nonresident aliens, would remove the princi-
Ppal impact of the tax. Yet the Internal Revenue Service would be required to
maintain enforcement activities to collect the tax in those cases where tangible
assets were held. Elimination of the tax on intangibles would discriminate against
aliens who chose to invest in real property, for example, rather than stocks. In

:such a case, most aliens investing in real estate would probably incorporate their
investments to avoid the tax, reducing the tax base even further.

(3) The matter of international tax rules governing the estate tax has been dis-
cussed in the Organization for Economic Cooperation and Development (OECD).
Some of the countries are willing to eliminate by treaty the estate tax on intangibles
owned by foreign decedents. This is not true, however, of the United Kingdom,
Canada, and Japan. Where countries have registered shares rather than bearer
shares—siuch as the United States—they are apparently less willing to eliminate
their. estate tax on intangible property where foreigners are involved. If other
countries begin to utilize registered shares more frequently, it may be expected
that they might wish to retain their estate taxes on intangibles since the likelihood
of collecting the tax would be far greater.

(4) Elimination of the tax on intangibles would mean that we would be less
likely to receive information on the foreign assets of U.S. estates. Our ability to
exchange information on alien-owned property in the United States under our
treaty arrangements enables us to obtain information about our citizens who die,
and have assets abroad, and we may be handicapped here in the future if we have
little or no information to exhange. The same may be true of information which
other countries may have about Americans who die abroad with assets here.

(5) The changes embodied in H.R. 5916 accomplish the principal objective in-
tended by the task force recommendation and yet do not raise the problems dis-
cussed above. . .

The increase in exemption and reduced rates proposed in H.R. 5916 will bring
U.8. effective estate tax rates on nonresident aliens to a level somewhat higher than
those imposed upon resident estates in Switzerland, Germany, France, and the
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Netherlands, for example, but substantially below those imposed on resident
estates in the United Kingdom, Canada, and Italy. Thus, investment in the
United States from these latter countries would bear no higher estate tax than
investments made domestically because of exemptions or credits that the latter
countries allow for U.S. taxes. The proposed tax treatment of the U.S. estates of
nonresident aliens is substantially similar to the treatment accorded the estates of
nonresidents by Canada, whose rates on the estates of its citizens are comparable
to our own. Where additional reductions are justified, these may be made by
treaty.

For these reasons, the Treasury urges that the estate tax changes embodied in
H.R. 5916 be adopted.

 Effective rates of U.S. tax on U.S. estates of nonresident aliens and U.S. citizens

Effective rate of tax

U.S. gross estate t Present U.S. citizen
treatment of | Nonresident
nonresident alien 3
alien ‘With marital | Without mari-
deduction 3 | tal deduction ¢
$2,000___
'$10,000. . 2.9
$30,000. - 7.7
$60,000_ _ 12.5 2.0
'$100,000. . 17.3 3.0 3.0
$250,000__ 23.0 5.8 3.0 16.1
$5 S 25.8 7.4 8.0 22.1
$750,000_ _ _ 27.5 79 9.9 24.8
$1,000,000. 28.8 8.8 11.1 26.7
,000,000_ 43.0 12.6 16.9 42.3
$10,000,000. 53.3 13.0 21.2 52.8

110 percent of gross estate is deducted for funeral and other expenses of U.S. citizens and nonresident -

-aliens, )
2 Effective rate of tax with $30,000 exemption and rate schedule as follows:

If taxable estate is— The tax shall be—
Not over $100,000_ . . o 5 percent of the taxable estate.
Over $100,000 but not over $750,000_ ... $5,000410 percent of excess over $100,000.
Over $750,000- _ $70,000 415 percent of excess over $750,000.

4 3d Eﬁtqctive rate of tax on U.S. citizens under current rate schedule with $60,000 exemption and marital
eduction.

4 Effective rate of tax on U.S. citizens under current rate schedule with $60,000 exemption but without
marital deduction.

Source: Office of the Secretary of the Treasury, Office of Tax Analysis, July 2, 1965.
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Dollar amounts of U.S. taz on U.S. estates of nonresident aliens and U.S. citizens

Amounts of U.S. tax
: U.S. citizen
U.S. gross estate 1 Present
treatment of | Nonresident
nonresident alien 2 With marital| Without
alien deduction 3 marital
deduction 4
$2,000. _
$10,000__ . . $290
$30,000___ 2,300
$60,000. . _ 7,500 $1,200
$100,000__ . 17, 300 8,000 |-ccmcoomcoeae $3, 000
$250,000. . . 57, 600 14, 500 $7, 500 40, 250
$500,000_ _ _ 129, 000 37,000 40, 000 110, 500
$750,000__ _ 206, 250 59, 250 74, 250 186, 000
1,000,000 288, 000 88, 000 111, 000 267, 000
$5,000,000 - 2, 150, 000 630, 000 845, 000 2, 115,000
$10,000,000 5, 330, 000 1, 300, 000 2, 120, 000 5, 280, 000

1.10 percent of gross estate is deducted for funeral and other expenses of U.S. citizens and nonresident aliens.
2 Effective rate of tax with $30,000 exemption and rate schedule as follows:
If taxable estate is— The tax shall be—

Not over $100,000. - o 5 percent of the taxable estate

Over $100,000 but not over $750,000_ .-~ $5,000 plus 10 percent of excess over $100,000

Over $750,000. - _ $70,000 plus 15 percent of excess over $750,000
‘.3 Effective rate of tax on U.S. citizens under current rate schedule with $60,000 exemption and martial

deduction.
-~ 4 Effective rate of tax on U.S. citizens under current rate schedule with $60,000 exemption but without

marital deduction.
.. Source: Office of the Secretary of the Treasury, Office of Tax Analysis, July 2, 1965.

Mr. UrLMaN. Mr. Secretary, we thank you very much for your
testimony before us. It has been very helpful to us.

Secretary FowLer. Thank you very much, Mr. Chairman.

Mr. UrLman. We have some additional witnesses from out of
town and I would like to proceed as long as we can prior to a quorum
call. The next witness is Mr. Fredrick Eaton. Is Mr. Eaton here?
* Mr. Eaton, we welcome you before the committee. You are a
member of the task force and have worked hard and long on this
problem. Will you please state your name and who you represent
here for the committee and proceed as you wish? \

STATEMENT OF FREDRICK M. EATON, NEW YORK, MEMBER OF
TASK FORCE ON PROMOTING INCREASED FOREIGN INVEST-
MENT IN U.S. CORPORATE SECURITIES, ACCOMPANIED BY
PETER NITZE '

Mr. Earon. Thank You, Mr. Chairman and gentlemen. I will
briefly review for you the activities of the task force and its recom-
mendations. My primary purpose here is to tell you in general
terms the results that have been accomplished in the private sector in
the area of its recommendations.

In some detail, I have furnished this to each of you in a report
which was signed by Ambassador McKinney; the executive officer of
the task force of which Mr. Fowler was the chairman.

The members of the task force are set forth in the task force report
which I believe you have and represented a fairly broad section of
both industry and of finance. This group was formed in the summer
and fall of 1963 and its report was filed in the spring of 1964.

The report was divided into three major sections. One was sug-
gestions to business and finance as to what could be done to help on
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