a nonresident alien individual, the tax im-
posed by subsection (a) shall apply only as
provided by section 871 or 877.”

(b) Gross INCOME~—~ .

(1) Subsection (a) of section 872 (relatiang
to gross income of nonresident alien indi-
viduals) is amended to read as follows:

“(a) GENERAL RULE.—In the case of a non-
resident alien individual, gross income in-
cludes only—

“(1) gross 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 Unit-
ed States, and

“(2) gross income which is effectively con-
nected with the conduct of a trade or busi-
ness within the United States.”

(2) Subparagraph (B) of section 872(b) (3)
(relating to compensation of participants
in certain exchange or training programs)
is amended by striking out “by a domestic
corporation” and inserting in lieu thereof
“by a domestic corporation, a domestic part-
nership, or an individual who is a citizen
or resident of the United States”.

(3) Subsection (b) of section 872 (relating
to exclusions from gross income) is amended
by adding at the end thereof the following
new paragraph:

“(4) CERTAIN BOND INCOME OF RESIDENTS
OF THE RYUKYU -ISLANDS OR THE TRUST TER~
RITORY OF THE PACIFIC ISLANDS.—Income de-
rived 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.”

(¢) DEDUCTIONS.—

(1) Section 873 (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 non-
resident alien individual, the deductions
shall be allowed only for purposes of sec-
tion 871(b) and (except as provided by sub-
section (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 alloca-
tion of the deductions for this purpose shall
be determined as provided in regulations pre-
scribed by the Secretary or his delegate. -

“(b) Exceprions.—The following deduc-
tions shall be allowed whether or not they
are connected with income which is effec-
tively connected with the conduct of a trade
or business 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 located within the
United States.

“(2) CHARITABLE CONTRIBUTIONS.—The de-
duction for charitable contributions and
gifts allowed by section 170.

““(3) PERSONAL EXEMPTION.—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,

“(c) CRrROsSS REFERENCES.—

‘(1) For disallowance of standard deduc-
tion, see section 142(b) (1).

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

(2) Section 154(3) (relating to cross ref-
erences in respect of deductions for personal
exemptions) is amended to read as follows:

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

(d) ALLOWANCE OF DEDUCTIONS AND
CrEDITS.—Subsection (a) of section 874 (re-
lating to filing of returns) is amended to
read as follows:

“(a) RETURN PREREQUISITE TO ALLOW-
ANCE—A nonresident alien individual shall
receive the benefit of the deductions and

[P. 25321

credits allowed to him in this subtitle only
by filing or causing to be filad with the Sec-
retary or his delegate a true and accurate
return, in the manner prescribed in subtitle
F (sec. 6001 and following, relating to proce-
dure and administration), including therein
all the information which the Secretary or
his delegate may deem necessary for the cal-
culation 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
provided by section 39 for certain uses of
gasoline and lubricating oil.”

(e) BENEFICIARIES OF ESTATE AND 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 for-
eign 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
s0 engaged, and

“(2) a nonresident alien individual or for-
eign 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 as being engaged in such trade or
business within the United States.”

(2) The table of sections for subpart A of
part II of subchapter N of chapter 1 is
amended by striking out the item relating
to section 875 and inserting in lieu thereof
the following:

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

(f) EXPATRIATION To Avoip Tax.

(1) Subpart A of part II of subchapter N
of chapter 1 (relating 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 Avoip Tax.

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

“(b) ALTERNATIVE TAx~—A nonresident
alien individual described in subsection (a)
shall be taxable for the taxable year as pro-
vided in section 1 or section 1201(b), except
that—

“(1) the gross income shall include only
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