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States. The deduction for charitable contributions, however, is allowed
whether or not attributable to income which is effectively connected.
Generally, as under present law, deductions are permitted only if a
true and accurate income tax return is filed.

Effective date—These amendments apply with respect to taxable
years beginning after December 31, 1966.

b. Withholding of tax on foreign corporations (sec. 104(c) of the bill
and sec. 1442 of the code)

- Under present law, the fixed or determinable U.S. source income of
a foreign corporation not engaged in trade or business in the United
States, like that of a nonresident alien not engaged in a trade or busi-
ness in the United States, is subject to a withholding tax of 30 percent.
However, foreign corporations engaged in trade or business in the
United States are not subject to the withholding tax.

The bill amends the withholding provisions of present law to con-
form to the effectively connected concept in the bill. Thus, under
the bill a withholding tax at the 30-percent rate will apply in the case
of a foreign corporation to items of fixed or determinable U.S. source
income which are not effectively connected with the conduct of a trade
or business in the United States. It is the understanding of your com-
mittee that the person required to withhold will be relieved of any
liability for failure to withhold if the failure was in reliance upon
information (as to whether or not the income was effectively con-
nected) furnished (in accordance with regulations to be issued) by
the foreign corporation entitled to the receipt of the income. The
House bill provides that this 30-percent withholding provision is not
applied if the Secretary of the Treasury determines that the with-
holding requirements impose an undue administrative burden and that
the collection of the tax will not be jeopardized by an exemption.
In cases like this, if the Treasury concludes that revenue will not
be jeopardized (or delayed) by foregoing withholding, your com-
mittee concluded it would be desirable to do so. This amendment
is applicable to taxable years beginning after December 31, 1966.

¢. Deduction for dividends received from foreign corporations (sec.
104 (d) and (e) of the bill and sec. 245 (@) and () of the code)

Present law.—1In general, present law allows corporations an 85-per-
cent dividend-received deduction for dividends received from domestic
corporations. In order for this deduction to be available in the case of
dividends from a foreign corporation, it must be engaged in a trade or
business in the United States for an uninterrupted period of at least 3
years and 50 percent of its gross income must be from U.S. sources
during that period. Where these conditions exist, an 85-percent divi-
dend-received deduction is available for the same proportion of the
dividend as the corporation’s gross income, which is from U.S. sources,
is of its total gross income. ‘

Ewxplanation of the provision~The House bill substantially con-
forms the dividends-received deduction to the effectively connected
concept appearing elsewhere in the bill. Under the House bill 50
percent or more of the foreign corporation’s gross income for the un-
interrupted period must be from income effectively connected with the
conduct of a trade or business within the United States for the deduc-
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