the gross income described in section 872(a)
(as modified by subsection (c) of this sec-
tion), and

“(2) the deductions shall be allowed if

and to the extent that they are connected
with the gross income included under this
section, except that the capital loss carry-
over provided by section 1212(b) shall not be
allowed: and the. proper allocation and ap-
portionment of the deductions for this pur-
pose shall be determined as provided under
regulations prescribed by the Secretary . or
his delegate.
For purposes of paragraph (2), the deduc-
tions allowed by section 873(b) shall be al-
lowed: and the deduction (for losses not con-
nected with the trade or business if incurred
in transactions entered into for profit) al-
lowed by section 165(c) (2) 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.

“(¢) SpeciaL RULES oF Source.—For pur-
poses of subsection (b), the following items
of gross income shall be treated as income
from sources within the United States:

“(1) SALE OF PROPERTY.—Gains on the sale
or exchange of property (other than stock or
debt obligations) located in the United
States.

“(2) 'STOCK OR DEBT OBLIGATIONS.—Gains on
the sale or exchange of stock issued by &
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 Loss OF CITIZENSHIP
FOR CERTAIN CAUSES.—Subsection (a) shall
not apply to a nonresident alien individual
whose loss of United States citizenship re-
sulted from the application of section 301(b),
350, or 355 of the Immigration and National-
ity Act, as amended (8 U.S.C. 1401(b), 1482,
or.1487).

“(e) BURDEN OF Proor.—If the Secretary
or his delegate establishes that it is reason-
able 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 provable
income for such year, the burden of proving
for such taxable year that such loss of citi-
zenship did not have for one of its principal
purposes the avoldance of taxes under this
subtitle or subtitle B shall be on such
individual.” -

(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 877 and inserting in lieu thereof
the following:

“Sec. 877. Expatriation to avoid tax.

“Sec. 878. Foreign educational, charitable,
and certain other exempt orga-
nizations.”

(g) PARTIAL EXCLUSION OF DivIDENDS.—Sub-
section (d) of section 116 (relating to cer-
tain nonresident aliens ineligible for exclu-
sion) is amended to read as follows:

*(d) CERTAIN NONRESIDENT ALIENS INELI-
GIBLE For ExcrusioN.—In the case of a non-
resident alien individual, subsection (2) shall
apply only—

“(1) in determining the tax imposed for
the taxable year pursuant to section 871(Db)
(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 pursuant to section 877(b).”

(h) WITHHOLDING OF TAX ON NONRESIDENT
AriEns.—Section 1441 (relating to withhold-
ing of tax on nonresident aliens) 1is
amended—

(1) by striking out *, or of any partner-
ship not engaged in trade or business with-
in the United States and composed in whole
or in part of nonresident aliens,” in sub-
section (a) and inserting in lieu thereof “or
of any foreign partnership”;

(2) by striking out “(except interest on
deposits with persons carrying on the bank-
ing business paid to persons not engaged
in business in the United States)” in sub-
section (b);

(8) by striking out “and amounts de-
scribed in section 402(a)(2)” and all that
follows in the first sentence of subsection
(b) and inserting in lieu thereof “gains de-
scribed in section 402(a) (2), 403(a) (2), or
631 (b) or (c), amounts subject to tax un-
der section 871(a) (1) (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.”;

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

“In the case of a nonresident alien individual
who i{s 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 sub-
section (¢) and inserting in lieu thereof the
following new paragraph:

“(1) INCOME CONNECTED WITH TUNITED
STATES BUSINESS—No deduction or withhold-
ing 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 subsec-
tion (c) to read as follows:

““(4) COMPENSATION OF CERTAIN ALIENS.—
Under regulations prescribed by the Secre-
tary or his delegate, compensation for per-
sonal services may be exempted from deduc-
tion 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 ex-
change of capital assets,” in paragraph (5)
of subsection (¢) and inserting in lieu there-
of “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 strik-
ing out “proceeds from such sale or ex-
change,” 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 withhold-
ing under subsection (a) shall be required
in the case of any amount received as an
annuity if such amount is, under section
871(f), exempt from the tax imposed by sec-
tion 871(a).”; and

(9) by redesignating subsection (d) as (e),
and by inserting after subsection (c¢) the fol-
lowing new subsection:

‘“(d) EXEMPTION OF CERTAIN FOREIGN PART-
NERSHIPS—Subject to such terms and con-
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