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542 (c) (7) or 543(b) (1) (C) would be, a personal holding company)
is to be permitted to locate its general business activities in the United
States and avoid taxation at the regular corporate rates on its income
and gains effectively connected with its business in this country. How-
ever, a foreign investment company conducting its general business
activities in a foreign country (i.e., having its principal office there)
can conduct trading activities in the United States through an agent
with discretionary authority, without being considered as conducting
a trade or business in the United States.

Whether a corporation’s principal office is in the United States is to
be determined by comparing the activities (other than trading in
securities) which the corporation conducts from an office located in the
United States with the activities it conducts from offices located out-
side the United States. For example, a corporation which carries on
most or all of its stock and securities transactions through an agent
with discretionary authority in the United States but maintains a gen-
eral business office outside the United States in which its management
is located and from which it communicates with its shareholders and
the general public, solicits sales of its own stock, and maintains its
corporate records and books of accounts, is not to be considered as
having its principal office in the United States.

Although, under this provision, a dealer is specifically excluded
from those who may grant discretionary authority and not be deemed
to be conducting a business in the United States, he may trade in
securities or commodities, for his own account, through an independent
U.S. agent without being considered to be conducting a business in the
United States. However, this rule does not apply if at any time dur-
ing the year he has an office or place of business in the United States
through® which, or by the direction of which, transactions in stocks,
securities, or commodities are effected.

Even though this provision does not free some dealers in stocks, se-
curities, or commodities, and investment companies from the possi-
bility that they may be considered as engaged in a trade or business
in the United States, this does not mean that all such dealers or invest-
ment companies are so engaged. In such a situation, the question of
whether a dealer or investment company is conducting a trade or
business in the United States remains a question of fact to be deter-
mined under the rules of existing law.

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

b. Income egfectivel connected with the conduct of a trade or business
in the United States (sec. 102(8) of the act and sec. 864(c) of the
code)

Prior law—Under prior law nonresident aliens and foreign corpo-
rations were generally taxable at the regular individual or corporate
rates on all their U.S. source income if they were engaged in trade or
business in the United States and were taxable at a flat 30-percent
rate (or lower treaty rate) on all fixed or determinable income if not so
engaged. This difference in treatment applied whether or not there
was any relationship between the different types of incomes (business
and investment) derived from the United gtates.

Exzplanation of provision—As a general rule, the act provides that
income of a nonresident alien or foreign corporation will be subject
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