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“(2) Evr1GIBLE DIVIDENDS.—Paragraph (1) shall
apply only to dividends which are paid out of the earn-
ings and profits of a foreign corporation for a taxable
year during which—

“(A) all of its outstanding stock is owned (di-
rectly or indirectly) by the domestic corporation to
which such divi(lends are paid; and

“(B) all of its gross income from all sources
18 e/fect'ively connected with the conduct of a trade or
business within the United States.

“(8) ExceprioN.—Paragraph (1) shall not apply
to any dividends if an election under section 1562 1s
effective ’for either—

“(A) the taxable year of the domestic corpora-
tion in which such dividends are received, or

“(B) the taxable year of the foreign corpora-
tion out of the earnings and profits of which such
dividends are paid.”

(2) Subsection (a) of su_cﬁ section 245 is amended
by adding at 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 pe-

riod if, with respect to dividends paid out of the earnings
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