(D) by adding at the end of subsection (a)
(as redesignated by subparagraph (A)) the
following new paragraph:

“(3) REDUCTION OF SECTION 881 TAX.—In
the case of any foreign corporation taxable
under this part, there shall be determined—

“(A) the amount which would be subject
to tax under section 881 if the amount’ tax-
able under such section were determined
without regard to sections 103 and 894, and

“(B) the amount of the reduction pro-

vided by paragraph (1).
The tax under section 881 (determined with-
out regard to this paragraph) shall be re-
duced (but not below zero) by an amount
which 1s the same proportion of such tax as
the amount referred to in subparagraph (B)
is of the amount referred to in subparagraph
(A); but such reduction in tax shall not ex-
ceed the increase in tax under this part by
reason of ithe reduction provided by para-
graph (1).”,

(E) by striking out “for purposes of sub-
section (a)’ each place it appears in sub-
section (b) (as redesignated by subparagraph
(A)) and inserting in lieu thereof “with re-
spect to a foreign corporation”,

(F) by striking out “foreign life insurance
company” each place it appears in such sub-
section (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)", :

(H) by striking out “subsection (b)(2)
(B) " in paragraph (2) (B) (ii) of such subsec-
tion (b) and inserting in lieu thereof “‘sub-
section () (2) (B)”, and

(I) by adding at the end thereof the fol-
lowing new subsection:

‘“(¢c) CROSS REFERENCE.—

“For taxation of foreign corporations car-
rying on life insurance business within the
United States, see section 842.” ’

(4) Section 821 (relating to tax on mutual
insurance companies to which part IT ap-
plies) is amended-—

(A) by striking out subsection (e) and by
redesignating subsections (f) and (g) as sub-
sections (e) and (f), and

(B) by adding at the end of subsection
(f) (as redesignated 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 determina-
tion of taxable investment income) is
amended by striking out subsection (e) and
by redesignating subsection (f) as subsec-
tion (e).

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

(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) CROsSsS 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 com-
pany taxable income) is amended by strik-
ing out subsection (d) and by redesignating
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
inserting in lieu thereof “sentence (and for
purposes of applying section 906 with respect
to a foreign corporation subject to tax under
this subchapter),”.

(j) SusparT F INCOME.—Section 952(b)
(relating to exclusion of United States in-
come) is amended to read as follows:

“(b) EXCLUSION OF UNITED STATES IN-
coME.— In the case of a controlled foreign
corporation, subpart F income does not
include any item of income from sources
within the United States which is effectively
connected with the conduct by such cor-
poration 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.” i

(k) GaiN FroM CERTAIN SALES OR Ex-
CHANGES OF STOCK IN CERTAIN FOREIGN COR-
PORATIONS —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 be-
fore January 1, 1967, as income derived from
sources within the United States of a for-
eign corporation engaged in trade or busi-
ness within the United States, or

“(B) for any taxable year beginning after
December 31, 1966, as income effectively con-
nected with the conduct by such corporation
of a trade or business within the United
States.

This paragraph shall not apply with respect
to any item which is exempt from taxation
(or is subject to a reduced rate of tax) pur-
suant to a treaty obligation of the United
States.” : '

(1) DECLARATION OF ESTIMATED INCOME TAX
BY CORPORATIONS.—Section 6016 (relating to
declarations of estimated income tax by cor-
porations) is amended by redesignating sub-
section (f) as subsection (g) and by insert-
ing_ after subsection (e) the following new
subsection:

“(f) CERTAIN FOREIGN CORPORATIONS.—FOr
purposes of this section and section 6655, in
the case of a foreign corporation subject to
taxation under section 11 or 1201(a), or un-
der subchapter L of chapter 1, the tax im-
posed by section 881 shall be treated as a
tax imposed by section 11.”

(m) TECHNICAL AMENDMENTS.—

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

“SEC. 884, CrOSS REFERENCES.

‘(1) For special provisions relating to un-
related business incomg of foreign educa-
tional, charitable, and certain other exempt
organizations, see section 512(a).

“(2) For special provisions relating to for-
eign corporations carrying on an insurance
business within the United States, see sec-
tion 842.

-*(38) For rules applicable in determining
whether any foreign corporation is engaged
in trade or business within the United
States, see section 864(b).

‘“(4) For adjustment of tax in case of cor-
porations of certain foreign countries, see
section 896.

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

“(6) For withholding at source of tax on
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