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INTRODUCTION

The legislative history of H.R. 13103 is a compilation of legislative
history materials relating to the enactment of Public Law 89-809.
The purpose of this history is to make readily available all of the
public documents containing pertinent information relative to the
enactment of the law.

This document sets forth in chronological order the action taken by
Congress with respect to this law. For example, section 1 sets forth
the public law; section 2, H.R. 5916 as introduced in the House of
Representatives; section 3, an explanation by the Treasury Depart-
ment of the act to remove tax barriers to foreign investment in the
United States, which was inserted in the Congressional Record on
March 8, 1965, by Chairman Wilbur D. Mills, and so on.

This document contains: (@) the hearings on H.R. 5916 before the
Committee on Ways and Means on June 30 and July 1, 1965 (which
include: H.R. 5916 as introduced in the House of Representatives;
press release of the Committee on Ways and Means, dated June 18,
1965, announcing invitation for interested persons to submit written
statements on H.R. 5916; and press release of the Committee on
Ways and Means, dated June 24, 1965, announcing public hearings on
H.R. 5916); (b) written. statements by interesteé) individuals and
organizations on H.R. 11297 submitted to the Committee on Ways
and Means (which include: H.R. 11297 as introduced in the House of
Representatives on September 28, 1965, together with summary of
principal provisions and comparative print showing changes which
would be made in existing law); and (¢) hearings on H.R. 13103
before the Committee on Ways and Means on March 7, 1966 (which
include: press release of the Committee on Ways and Means, dated
February 24, 1966, announcing the hearings on H.R. 13103 and
H.R. 13103 as introduced in the House of Representatives).

The hearings held by the Senate Committee on Finance on H.R.
13103 are also contained in this document. Included in these hearings
is H.R. 13103 as passed by the House of Representatives and referred
to the Senate Committee on Finance.

Documents incorporated in the hearings and written statements
mentioned above are not set out separately in this document; however,
appropriate cross-references are made.

The material contained herein has been inserted in toto; therefore,
the original pagination appears in all cases.

In order to facilitate the utilization of the House and Senate floor
debates on H.R. 13103, this document contains an alphabetical listing
of Members of Congress with cross-references to their remarks on the
floor of the House or the Senate, as the case may be. In this connec-
tion, however, the page numbers refer to the pages of this document.
The floor debates are taken from the Congressional Record for the
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date indicated. The page numbers of the daily Congressional Record
are bracketed.

During the course of its consideration of H.R. 13103, the Senate
Committee on Finance added amendments to the bill, some of which
were the substance of bills that were reported by the Committee on
Ways and Means and in some cases, had been passed by the House of
Representatives. One situation involves a Senate-passed bill that
was reported by the Committee on Ways and Means. These bills
appear in the appendix to this document along with the appropriate
committee reports and House and Senate floor debates where
appropriate.
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
OCTOBER 4, 1966 UNITED STATES SENATE
2227 New Senate Office Bldg.

FINANCE COMMITTEE ORDERS FOREIGN INVESTORS
TAX BILL REPORTED

Senator Russell B. Long, Chairman of the Senate Committee on
Finance, today announced that the Committee has ordered favorably
reported, with amendments, H.R. 13103, the Foreign Investors Tax Act
of 1966, a bill to revise the tax treatir.ent of nonresident aliens and
foreign corporations who invest in the United States.

The Committee amended the provisions of the House-passed bill in
several respects and added a number of other amendrents to it.

Amendments to Provisions of the House Bill:

(1) Estate Tax. - Bank deposits of nonresident aliens and foreign
corporations would not become subject to the United St2tes estate tax
until 1972, rather than upon the date of enactment of the bill (conforming
to the effective date in the bill for the income tax on the interest derived.
from these bank deposits).

(2) Foreign Income., -~ The ""effectively connected' rule with regard
to foreign source income is amended so as to exclude (a) income derived
from a transaction in which the U.S. office was not a material factor,
(b) income not derived from the usual business activities of the U.S. office
(c) income not properly allocable to the U.S. office. Office would be defined
as excluding certain agents, Additionally, the foreign tax credit provision
was expanded to include domiciliary taxes attributable to the foreign source
effectively connected income.

(3) Possessions-Banks, - Interest from U.S. Treasury obligations
received by a bank located in a U.S. possession would be treated as ef-
fectively connected to a U.S, trade or business in order that they might
deduct expenses incident to such income.

(4) Personal Holding Company. - The personal holding company pro-
visions of the House bill exernpting foreign corporations of all the stock of
which is owned by non-resident aliens is amended. Under the amentment,
in the case of foreign corporations with 10 percent or less U.S. ownership,
the personal holding company tax would be assessed only on the corporation's
income attributable to the U.S, shareholders interest.
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(5) Foreign Tax Credit., - The exception provided by the bill with
respect to the limitation on the allowable foreign tax credit applicable to
interest income is amended to apply to a taxpayer directly or indirectly
owning 10 percent (rather than 50 percent) of the corporation from which
the interest is derived.

(6) Dividend Received Deduction. - The 100 percent dividend received
deduction would be allowed a U.S, corporation whose wholly-owned foreign
subsidiary is subject to U.S. tax on all of its income which is foreign source
income effectively connected with the foreign subsidiary's U.S. business,

(7) Expatriation. - The special income tax rules of the bill referring
to expatriates would apply for 10 years rather than 5 years as in the House
bill,

(8) Technical Amendments., ~ The technical amendments to provisions
in the House bill referred to in the Secretary of the Treasury's statement,
together with certain other technical and conforming amendments were
adopted.

Other Amendments:

(1) Interest Equalization., - Three amendments to the Interest Equali-
zation Tax were approved:

(a) Euro-dollars. - The President would be given the authority
to exempt from the interest equalization tax, U.S. dollar loans of
more than one year made by the foreign branches of U.S. banks.

(b) Raw Material Source Loans. - Subsequent transfers of loans
to assure raw material sources would be exempt from the interest
equalization tax where the indebtedness is acquired without an intent
on the part of the purchaser to sell it to other U.S. persons,

{c) Insurance Companies -~ Developed Countries., - The present
exemption for reserve asset pools of U.S. insurance companies would
also allow the establishment of reserve asset pools where a U.S. in-
surance company commences activities in a developed country or
where a less-developed country is designated as a developed country.

(2) Participation Certificates, - Central Banks. The tax exemption on
income from investment in Treasury obligations held by foreign central banks
is extended to obligations of other Federal agencies,
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(3) Foreign Currency Denominated Securities. - The debt management
authority of the Secretary of the Treasury is expanded to allow the issuance
of foreign currency denominated securities in the same range of maturities
and interest rates as is authorized for regular dollar issues,

(4) Contingent Liabilities and Assets, -~ The text of S. 1013 was
adopted requiring an annual report to Congress showing the contingent 1i -
abilities of the Federal Government, and assets of the Federal Government
which are available to liquidate such liabilities.

(5) Cooperative Per~Unit Retains. -~ An amendment was adopted which
provides that cooperatives and their patrons are to treat per-unit retain
certificates in 2 manner similar to the treatment presently provided for
patronage dividends, This in effect codifies the present Treasury regula-~
tions on this issue.

(6) Alumina Clay, - A depletion allowance of 23 percent is permitted
for laterites, nepheline syerite, and clay to the extent that alumina and
aluminum compounds are extracted therefrom and the cut-off point for de~
termining the limitation on the depletion allowance for these minerals is
fixed at the alumina stage., These changes apply only to domestic minerals.

(7) Medical Expenses. - Taxpayers 65 and over would be able to con~
tinue to deduct medical expenses without regard to the 3 percent and the one
percent limitations presently scheduled to apply to such taxpayers beginning
January 1, 1967, The provisions in the medicare law which would restrict
the medical and drug expense deduction would be repealed,

(8) Prescribed Drugs - Medicare. - Prescribed drugs coverage would
be added to Part B of Medicare, Estimated monthly cost of $1 per beneficiary
would be shared equally by government and beneficiary., Reimbursement
would be made under schedule of allowances based upon generic drug prices.

(9) Straddles. - Writer of a straddle (a combination of an option to buy
and an option to sell a certain number of shares of stock at a fixed price for
a stated period of time) would have his income derived from the straddle
premium attributable to the portion of the option which lapses taxed as a
short-term capital gain, enabling him to offset the capital loss on the portion
which is exercised.

(10) Excise Tax - Hearses. - The 7 percent automobile tax rather
than the 10 percent truck excise tax would apply to hearses as it presently
applies to ambulances and combination ambulance-hearses.
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(11) Corporate Acquisition of Assets of Another Corporation. - A
corporate acquisition would be tax-free where the assets of the acquired
corporation were received through a combination out-right purchase of
40 percent of the corporation's stock and indirect purchase by the acquired
corporation of 80 percent of the stock of a holding company which owns 40
percent of the stock of the acquired corporation.

(12) Clam and Oyster Shells. The depletion allowance for clam shells
and oyster shells is increased from 5 to 15 percent when used for their
calcium carbonate content, When used for road ballast or rip rap the 5
percent rate would continue to apply.

(13) Presidential Campaign Financing., -~ Provides for reimbursement
of major political parties equally for expenses they incur in financing a
Presidential campaign, Payments would be made from a fund made up of
$1 amounts designated by taxpayers on their tax returns, The amount avail-
able for reimbursement would be limited to $1 for each vote cast for the
major party candidates at the last Presidential election, Provision would
also be made for reimbursing certain splinter parties,

(14) Swap Funds. - An amendment was approved, setting aside certain
Treasury regulations proposing to tax exchanges of appreciated securities
(or other property) for shares in a mutual fund,

(15) Shale, Clay and Slate as Lightweight Concrete Aggregates. - The
text of S. 2745 was adopted, treating sintering or burning as a mining proc-
ess for depletion allowance purposes in the case of shale, clay and slate used
or sold for use as lightweight concrete aggregates.

(16) Rental Income in the Case of Personal Holding Company Tax. -
This amendment wouid exclude from the category of rental income for pur-
poses of the personal holding company tax income derived by a manufacturing
concern from the leasing of products manufactured by it.

(17) Self-Employed - Earned Income. - The first $6,600 of net profit
from a trade or business in which both capital and personal services are
material income-producing factors would be treated as earned income for
purposes of measuring contributions to retirement plans by self-employed
persons, Under present law, only the first $2,500 is so treated,

(18) Self-Employed - Authors and Inventors. - The text of S. 1242 was
approved as an amendment. Under it, royalty income of authors and inventor
would be considered as earned income for purposes of measuring contribu-
tions by self-employed persons to retirement plans.
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(19) Investment Credit - Possessions, - The investment credit would
be permitted with respect to property used in the insular possessions, if
neither the lessor or lessee with respect to such property claims exemption
from U.S. income tax under Section 931 (income from sources within pos-
sessions of the United States).
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SECTION 23

BILL AS REPORTED BY SENATE COMMITTEE
ON FINANCE
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Calendar No. 1675
22 H, R, 13103

[Report No. 1707]

IN THE SENATE OF THE UNITED STATES

June 16,1966
Read twice and referred to the Committee on Finance

Ocrozer 11,1966

Reported, under authority of the order of the Senate of October 11, 1966, by
Mr. Long of Louisiana, with amendments

[Strike out all after the enacting clause and insert the part printed in italic]

AN ACT

To amend the Internal Revenue Code of 1954 to provide
equitable tax treatment for foreign investment in the United
States.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congréss assembled,
SEGTION 1. SHORT TITLE; ETG:

o) Stonrs TrepE—This Aet may be eited as the “For-

[ -
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by FaBrE oF CoNTENTS—

{or Short title:

) Fable of contents:

o) Amendment of 1051 Code:
See: 2 Senree of ineomer

{o Interest:

by Dixidends:

£e) Personal sepviees:

£ Definttions:

{e) Effeetive dates:
See: 3 Nonrestdent abien indisddunds:

) Joleetion to trent real property income ws eome eon-
-(b)-Gﬁssmeeme-
{e Peduetions:
£y Aleowanee of deduetions and eredits:
£} Expateintion to aveid tax:

“Le) Burden of proof?
1) Partied exelusion of dixidends:
) Conforming amendment
£y Effective dates:
See: 4. Foreign eorporations:
{a) Fax on ineome not eonnected with Trited States business:
“Spe: 881 Tneome of foreign eorporntions nob eonneeted with
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Spe: + Loreign eorperations— Continuved
by Tax on ineome eonnected with Enited States business:
%%mgmewﬁmmmm
States business:
Yoy Nommnal tux and smtax
Ly Gross Heomes
“fe) Alownnee of deduetions and evedits:
—é@ﬂe%m%tﬂ%%pmpeﬂ*memﬂe&sh&eemem-
“Ley Returns of tax by agent:
S0} Foreipn eorporations:
Lo} Withholding of tax on foreign eorporations
{&) Dividends veceived from eertain foveign eorporations
{ey Tnrelated business tnxable ineome:
%Sﬁbpﬂ*&l’-meem&
() Geain from eertnin seles or exchanges of stoek in eertain foreign

eorporations:
£} Deelaration of estimeated eome tax by eorperations
&) Feehnienl amendments:
B Effeetive dates:
Sne: 5: Speeisl tax provisions:
{o) Ineome affected by treaty:
{b) Applieation of pre-1067 income tax provisions:
“See. 896 Apphieation of pre-1067 income tax provivions:
_@%mp&mémmmmm@m

Ly A:Hea—r&t}eﬁe%mei—e&m&eﬁseme%
—-ée-} MHﬁe&Heﬁe&@m*gpequmfed—
{ey Clerieal amendments:
£ Effeetive date:
Sre: 6: Foreign tax eredit:

porations:
93%
{a)y Peduetions:
(—b}Eﬂeet—}%d—&ée-
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Sue: 8. Estates of nonresidents not eitizens—Continned
Aoy Rate of tax:
LYy Gress estate:
“fey Credits:
“{d) Exeeption for loss of eitizenship for eertain eauses:
“fey Burden of proe:
“{b}y AHeviation of more burdenseme tax:
“Le) Notifieation of Congress required:
L4y Implementation by regulations?

1 {e} AMENDMENT oF 1054 CopE—Ixeept as other-
2 swise expressly provided; whenever in this Aet an amend-

3 ment or repeal is expressed in terms of an amendment to;

4 or repeal of; & seetion or other provision; the reference is to &

5 geetion or other provision of the Internal Revenue Code of

6 1954 '

7 SEC. 2. SOURCE OF INCOME:

8 ) IPEREST—

9 A} Subparagraph () of seetion 861-{e){1)
10 {relating to interest from seurees within the United
1 States) is amended to rend es follows:

12 “{A) interest on amounts deseribed in sub-
13 seetion {e) reeeived by & nenresident slien indi-
14 vidual or & foreign eorporation; i sueh interest is
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not effectively eonnceted with the eonduet of &
trade or business within the United States,’Z
B} Seetion 861 is amended by adding ab the end
i(-e-)—I—N—EFERESIEGNDEPGSHS;ET&——FefqupeseSGf
6 subseetion {a}{I}{A); the amounts deseribed in this sub-
7 seebion are—

[

8 “{3) deposits with persons esrrying on the bank-
9 ing busihess;
10 {2} depesits or withdrawable aceounts with sav-

1 ings institutions ehartered and supervised as savings
12 and loan or similar assoeintions ander Federal or State
13 lew; but enly to the extent thet amounts paid or eredited
14 on such depesits or aceounts are deduetible under seetion
15 591 in eomputing the taxable ineome of such institu-
16 tions; and

17 <43} axnounts held by en insurance company under
18 an agreement to pay interest thereon:

19 Effeetive with respeet to amounts paid or eredited after
20 Deecember 3%; 1971; subsection {a){1){A) and this sub-
21 seetion shall eease to apply2

22 {2)- Seetion 861-{a){1)- is amended by striking out
23 “and” ot the end of subparagraph (B); by striking out
24 %hepeﬂeda-t%heendefsabp&}&gmph-(%aﬂdmﬁemﬂg
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11

13
14
15
16
17
18
19

20

U
i Hew thereof 25 and™5 and by adding at the end thereof
the following new subparagraphs

D) interest on deposits with & foreign branch
of & domestie eorporation; i steh braneh is engaged
in the eopmmerein] banking business”

{3A) Section 895 {relating to ineome derived
by & foreign eentral bank of iwue from obligations of
the United States) is amended—

i) by steiking out “shall not be ineluded” and
inserting in Hen thereof 5 or from interest on de-
posits with persons earrying on the banking busi-
ness; shall not be ineluded™

4} by striking out “such obligations” and in-
serting in Hew thereof “sueh obligations or deposits’™

it} by adding at the end thereof the following
new sentenees “Tor purpeses of the preceding sen-
tenee; the Bank for International SetHements shall
be treated as & foreign central bank of isswe with
respeet to interest on deposits with persons earrving
on the banking business? and
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i) by striking out the heading and inverting
“SEC.895. INCOME DERIVED BY A EOREIGN CENTRAL
BANK OF ISSUE FROM OBLIGATIONS OF THE
UNITED STATES OR FROM BANK DEPOSITS?
B} The table of seetions for subpart € of pars I
of subchapter N of chapter 1 is amended by striking out
the item relating to seetion 895 and inserting in hew
thereof the follewing:

“See. 995 Ineome derived by a fovelsn contral bank of
+h) PrrpeNps—

1) Seetion 861{a){2}{B) -relating to dividends
from sourees within the United States} is amended to
read as follows:

“AB) frem & foreign eorporation unless less
than 80 pereent of the gross income from all sourees
of sueh foreign corperation for the 3-yenr period
ending with the elese of ity taxable yesr preceding
the deelaration of snch dividends {or for sueh part

1179



8
& trade or business within the United States; but
only in an amount which bears the same ratio to
sueh dividends as the gross ineeme of the eerpera-
tien for such period which is effeetively eonnceted
with the eonduet of & trade or business within the
United States bears to its gross ineeme from all
seurees; but dividends from o foreign eorporation
shell; for purpeses of subpart A- of part LI {relating
to foreign tax eredit); be treated as inecome from
sourees witheut the United States to the extent {and
only to the extent) exeeeding the amount whieh is
{2} Seetion 861H-{e}{2}) is amended by adding after

“Tor purposes of subparagraph (B); the gross imeome
is effeetively conneeted with the eonduet of a trade or
business within the United States is an amount equal
to the gross ineome for such period from senrees witlin
the United States”
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1 +{e} Prnsoxar SERVIEBs—Seetion 861H{aH{3)1{C)-
2 {ii) {relating to ineome from personal serviees) is amended
3 to read as follows:
4 | “fi)y an individual whe is & eitizen ox
5 resident of the Dnited States; & domestie part-
6 nership; or a domestie ecorperation; H suech
7 lobor er serviees are performed for an offiee
8 or place of business maintained in & foreign
9 eountry or i & possession of the United States
10 by sueh individaal; partnership; eor corpora-
11 tion2
12 +{d) Derpseproxs—Seetion 864 {relating to defini-
13 tiens} is amended—
14 1) by striking out “Tor purpeses of this parg’
15 and inserting in Hen thereof
16 o) Sarw; Exe—For purpeses of this part’ and
17 H2)} by adding at the end thereof the following
18 new subseetions:
19 “Ab) TrapE or Busmmss Wimmy zEe Iawep
20 Szamps—For purpeses of this part; part IL and ehapter 3;
21 the term “rade or business within the United States’ in-
22 eludes the performanee of personal services within the United
23 States at any time within the taxable year; but does not in-
24 alude—
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L) PERFORMANCE OF PERSONAE SERVICES POR
FOREIGN EMPEOYER—The performanee of personal
serviees—

LAY} for & nonresident alien individual; foreign
partnership; or foreign eorperation; net engaged in
trade or business within the United States; o

B for an office or place of business main-
tained in a foreign eountry or i n pessession of the
United States by an individual whe is & eitizen or
resident of the United States or by a domestie
partnership or & domestie eorperation;

by a nonresident alien individual temporarily present in
the United States for a period or periods not exeeeding
& totnl of 90 duys during the taxable year and whese
compensation for sach services does not exeeed in the

aggregate $3;000-

L) Exeept in the ease of a dealer in
stoeks or seenrities; trading in stoeks or seew-
rities for the taxpayer’s own aeeovnt; whether
by the taxpayer or his employees or through a
resident broker; eommission agent; eustodian;
or other agent; and whether or not any sueh

ngent hus diseretonary antherity to meke de-
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17
18
19
20
21

22

11
eisions in effecting the transactions:  This elanse
shell not &é@ﬁy in the esse of a eorporation
{other than & eorperation whieh ic. or but for
seetion 542-(e}{7) would be; & personal hold
ing eompany) the prineipal business of which
is trading in stoeks or seemrities for its ewa
aecownt; if its prineipal office is in the United

S In the ease of & person whe is a
dealer in steeks or seeurities; trading in stocks
or seearities for his own aecount thremeh &
resident broker; eommission asent; eustodinns
or other independent agent:

“{i} Exeept in the ease of a dealer in eom-
thodities; trading in commodities for the tax-
payer’s own aeeount; whether by the taxpavyer
or his employees or throngh a resident bhroker;
commission agent; eustodian; or other agent
tid whether or not any such acent has disere-
the transaetions:

“{ii} In the esse of a pesson whe is a
dealer in commedities; tradinge in commodities
for his own aceount threugh a resident broker;

—
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eeﬁﬁﬂkﬁhm&a@£ﬂ$;easﬂxﬁﬁﬁ;ef4%%£fiﬂdepeﬂdr
the eommodities are of & kind eustomarily deals
in on an organized eommodity exchange and i
the transaetion is of & kind eustomearily een-
sammated ot sueh plaee:

end {B)Gii} shall apply only i ot no time during
the taxable year; the taxpayer has an offiee or place
of business in the United States threugh whieh or
by the direction of which the transeetions in steeks
or seeurities; or in eoramodities; as the ease ma¥y be;
are atfeeted:

2 {e} BErrmerrverLy Coxyuered IxecoMe; Ere—

ﬁ{%ﬁ-é%g%{ﬂﬁAixR&Eﬂk—é@effnafmseseé%%&stﬁ%}—-

“LA} In the ease of & nonresident alien imdi-
widnal or & foreign eorporation engaged in trade or
business within the United States during the taxable
and {4) shell apply in determining the ineeme;
gain; or loss which shall be trented as effeetively eon-
neeted with the eonduet of & trade or business within
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seetion 882{d); in the ease of a nonresident alien
individual or o foreign eorperation net engaged v
trade or business within the United States dusing the
taxable year; no ineome; gain; or loss shall be treated
as effeetively eonneeted with the eonduet of & trade
or business within the United States:
£{9) PrRIODICARS; BTC; BNCOME FROM SOTREES
WEEHIN ENIFED SPAPES—PACroRs—In determining
881{n}; or whether gain or loss from seurees swithin
the United States from the sale or exchange of eapital
assets; is effeetively conneeted with the eondues of &
trade or business within the United States; the faetors
tedeen into aceount shall inelude swhether—
assets used in or held for use in the eonduet of such
trade or business; or
B} the activities of sueh trade or business
svere & material factor in the realization of the in-
eeme;gaﬂﬂ;efless-
use in the eonduet of sueh trade or business or whether
the setivities of sueh trade or business swere & material

71-297 O-67—pt. 2—3 1185
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factor in realizing an item of neome; gain; or loss; due
reenrd shall ke given to whether or not saeh asset or
stehr ieonie; gaity or loss awas aceounted for threngh
sieh trade or business:  In applying this paragraph and
paragraph {4); interest referred to hr seetion 864{a}
) shall be eonsidered ineome from souvees within
the United States:

L3} O=HER INCOME FROM SOLREES WIFHN
ENTEED SEATES—AN ineome; gain; or loss from sounrees
sithin the Enited States ({other than income; gai; o
loss to which pearagraph {2) applies) shall be treated
as effeetively eonneected with the conduet of a trade ov
business sithin the United States: ‘

L) INeoME FROM SOUREES WITHOBE TNFED
SEAFES—

“AA} Esxeept as previded in subparagraph

By &ﬁtl £€}; no ineome; gain; o loss ﬁem SOHECES

wwithout the Huited States shall be treated as effee-

tively eonneeted with the eonduet of a trade or
bustness within the Enited States:

B} Ineome; gain; or loss from seurees with-
out the Enited States shall he treated as effeetively

connected with the conduet of a trade or business
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within the United States by a nonresident alien
mdividunl of a foreign corporation if sueh person
has an office or other fixed place of business swithin
the Lnited States to which sueh income; gain; or
loss is attvibutable and steh income; gain; or loss—
S} eonsists of rents or rovalties for the
wse of or for the privilege of wsing intungible
property deseribed i seetion 862{a}-{4} fin-
cluding any gain or loss realized on the sale of
sueh preperty) derived in the aetive eonduet
of sueh trade or businesss
iéﬂ; eonsists of dividends or interest; or
enin or loss from the sale or exchange of stoek
or notes; bonds; or other evidences of indebted-
ness; and either is derived in the setive eonduet
of a banking; finaneing; or similar business
within the Hnited States or is received by &
eorporation the prineipad business of whieh is
trading i stoek or seenrities for s own ae-
eounts or
L) is derived from the sale {sitheunt
the United States) throuch sueh offiee or fixed
place of business of personal property deseribed
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in seetton 1221{1); exeept that this elause

shall not apply if the property is seld for use;

consamption; or disposition eutside the United

States and an offiee or other fixed place of busi-

ness of the taxpayer outside the Tnited States

partieipated materially in saeh sale:
In the ease of & sale deseribed in elanse {it); the
ineome whieh shall be treated as attributable to the
ofice or other fixed plaee of business within the
United States shall not execeed the ineome ’W—h—l(th
wowld be derived from sourees within the Tnited
States i the sale were made in the United States:

“AC}) In the ease of a foreign corperation tax-
able under part I of subehapter Ir; any income from
seurees without the United States which is attrib-
utable to its United States business shell be treated
as effeetivels conneeted with the eonduet of & trade -
or business svithin the Hnited States:

D} No ineome; gain; or loss frem seurees
svithout the United States shell be treated as effee-
tively conneected with the conduet of & trade or
business svithin the United States i it either—

L) eensists of dividends; interest; er
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royaliies paid by & foreign eorporation in which
the taxpayer owns {within the meaning of
seettonr 958{a}}; or is considered as ewning
{by applying the ownership reles of seetion
958-{b})s mere than 50 pereent of the totul
eombined voting power of all elasses of stoek
entitled to vote; or
“{ii) is sabpart F ineome within the meen-
+{e} Lrrecrrye Datrs—

1) The amendments made by subseetions {a);
{e}s end {d)- shell apply with respees to taxable years
beginning after Deeember 31; 1966; except that in
applying seetion 864{e){4-(B){it)} of the Internal
Revenue Code of 1054 {as added by subseetion {d)})
with respeet to & binding eontraet entered into on or
before February 24; 1066; aetivities in the United
States en or before such date in negotiating or earrying
out saeh eontraet shell not be teken into secount:

{2} The amendments made by subseetion (b} shall
apply Wwith respeet to amounts reeeived after Deeem-
ber 31; 1966-
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SEC. 3. NONRESIDENT ALIEN INDIVIDUALS:
{&}%X%Nemsiméfﬂmm
1) Seetion 87+ {relating to tax on nonresident
slien individuals) is amended to read as follows:
“SEC. 871. TAX ON NONRESIDENT ALIEN INDIVIDUALS:

el

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

is hereby imposed for each taxable year & tax of 30 per-
eent of the ameount reeeived from sourees wathim the
Dnited S by & - Lo individuel as—

premintns; anntities; compensations; remunerstions;
emoluments; and other fixed or determinable an-
403{aH2); or 631 b} eor {e}; and gains em

“{C) amoeunts which under seetion 344; eor
under seetion 1232 {in the ease of bonds or ether
evidences of indebtedness issued after September 28;
1965); are trested as gains from the sale or ex-

but only to the extent the mmount so reeeived is net effee-
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tively eonneeted with the conduet of » trade or business

{2} CAPIFAL GAINS OF ALIENS PRESENE IN 3B
TNITED SEATES 183 DAYS OR MORE—In the ease of o
for & period or periods aggregating 183 days er mere
during the taxable year; there is hereby imposed for suck
year & tax of 50 pereent of the amount by whieh his
from the sele or exchange at any time during sueh year
of eapitel assets exeeed his losses; alloeable to seurees
within the United States; from the sale or exchange at
poses of this paragraph; gains and lesses shall be taken
into aceount enly if; and to the extent that; they would
losses were effeetively eonneeted with the eonduet of 8
trade or business within the United States; exeept that
of the eapitel loss earryover provided in seetion 1212;
mining the tax under paragraph {3 or subseetion (b}
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1 shall net be taken into aceount in determining the tax
2 under this paragraph Jor purpeses of the 183-day re-
5 quirement of this paragraph; o nonresident alien individ-
4 wel not engaged in trade or business within the Hnited
n States whoe has net established & taxable year for any
G prior period shall be treated ns having o taxable year
7 whieh is the endendar yens-
9 Besivess—Orapearep e of Fase—
10 1) TurosirroN OF FAX—A nenvesident alien
11 individusl ensaged in trade or business within the
12 United States during the taxable year shall be taxable
13 as provided in seetion 1 or 1201{b) en his texable
14 ineome which is effeetively eonnceted with the eenduet
15 of & trade or business within the United States:
16 - £{9) DETERMENATION OF PANABER INcOoME—In
17 determining taxable ineome for purpeses of paragraph
18 {1} gross ineome includes only gress inecome whieh is
19 effectively eonnected with the eonduet of & trade or
20 business within the United States:
21 “le} Pamsrespaxss ¥ CBREARN EXCHANGE OR
22 mpamave Proarays—For purpeses of this seetion; & non-
23 esident alien individual whe {without regard to this sub-
24 geotion) is net engaged in trade or business within the
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United States and whe is temporarily present in the United
States a5  nonimumigront uader subpaagraph By or {3}
Aet; as amended {8 T-S:C: HOHa}{35) {F) or {JH)5
shall be treated as a nonresident alien individual engaged in
trade or business within the United States; and any ineome
deseﬁbeéh&seeﬁeﬁﬂél—(—b}-(&-)—ef—@}whiehismeei%d
by sueh individual shell; to the extent derived from sourees
within the United States; be treated as effeetively eonneeted
with the eenduet of & trade or business within the United

States:
“Ad} Exrcriox To TreEAr® Ruar ProrErry INcoMmn

NESS—
uel whe during the taxable year derives any ineome—
“{A) from real property held for the produe-
or from any interest in sueh real property; inelud-
ing (1) gains from the sale or exchange of sueh
real property or em interest therein; (i) rents or
royalties from minos; wells; or other natural deposits
end (i) geins deseribed in seetion 631-{(b) or o}

erd
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be&ea%ed&siﬁeemewhiehiseﬁeeﬁﬁelyeeﬂﬂeeted
with the eonduet of o trade or business within the
Haited States;

mey elees for sueh taxable year o treat all sueh ineome
s ineore which is effeetively eonneeted with the eon-
duet of & trade or business within the United States:
In sueh ease; such income shell be taxable as provided
is engaged in trade or business within the United States
during the taxeble year: An eleetion under this para-
graph for any texeble year shall remein in effeet for
all subsequent taxable years; exeept that it mey be re-
voked with the eonsent of the Seeretary or his delegate
¥éﬂ¥ﬁ%p&%%&&ﬂy%&ﬁﬂﬂ€j@&h

tion has been reveked; & new eleetion may nobt be made
ander sueh paragraph for any texeble year before the
year for whieh such revoeation is effeetive; unless the
Seeretary or his delegate consents to sueh new eleetion:

“(3) Form AND TIME OF ELECTION AND REVO-
rovoention of sueh an eleetion; meay be mede only in
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sueh manner and ab such time as the Seeretary or his
delegate may by regulations preseribe:
“He} Eross REFERBENERS—

“@) For tax ireatment of ecertain amounts distri-
buted by the United States to neonresident alien in-
“(2) for taxation of nonresident alien individuals
whe are expatriate United States eitizens; see seetion
87
“3) For doubling of tax en eitizens of eertain for-
eign eeuntries; see seetion 89L:
“4) For reinstatement of pre-1967 income tax provi-
sions in the ease of residenis of eertain foreign eoun-
tries; see seetion 896: .
“(5)_For withhelding of tax at souree on nonresident
alien individuals; see seetion 1441
“(6) For the requirement of making a deelaration of
estimated tax by eertain nenresident alien individuals;
see seetion 6015():
£ For taxation of gains realized upen eertain
{ransfers to domestie eorperations; see seetion 1250
{2} Seetion 1 {relating to tax on individuals) is
amended by redesiennting subrection {4} as subseetion
H{e}s and by insertine after subseetton {e) the follow-
g new subseetion:
Hd) NoxrrsTpENT ALIENS—In the ease of & non-

9 resident alien individual; the tax imposed by subseetion {a}
10 shall apply enly as provided by seetion 871 or 87%2

11
12

- Gress Ixeorym—
41} Subseetion {a) of seetion 872 {relating to

—
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sross ineome of nonresident alien individuals) is amended
“fa} Grvmrat Rubb—In the ease of & nonresident
“{1} gress ineome which is derived from sourees
6 within the United States and shieh is net effeetively
7 eonneeted with the eonduet of & trade or business within
8 the United States; and
9 “42) eross ineome which is effeetively eonneeted
10 wwith the conduet of & trade or business within the
11 Faited States™

13, ST O JCR Ry

12 {2) Sebparagraph (B} of section 872 (b3} fre-
13 lating to eompensation of partieipants in ceriain ex-
14 change o training programs) is amended by striking
15 out “by & domestie eorporation’” and inserting in liew
16 thereof “by & demestie eorporation; & domestie partner-

17 ship; or an individual whe is & eitizen or resident of the
18 United States™

19 {3} Subsection by of seetion 872 {relating to
20 exelusions from gross income) is amended by adding atb
21 the end thereof the following new paragraph-

22 “{4) Boxp INTEREST OF RESIDENTS OF THE
23 RYBRYE ISEANDS OR THE TREST TERRITORY OF THE
24 PACIFIC ISE2N¥Ps—Income derived by & nonresident

25 alien individual from a series B or sexies H United States
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10
11
12
13
14
15
16
17
18
19
20
21

22 -

24

25

sevings bond; H sweh ndividual aequired saeh bond swhite

& resident of the Rywloyu Tslands or the Trust Territory

+{e} DepverroNs—

1) Seetion 873 {relating to deductions allowed to
nontesident alien individuals) is amended to read as
follows:

“SEC: 873: PEDUCTIONS:

Ao} GevErat Rurn—In the ease of a nonresident
ehen individual; the deduetions shall be allowed enly for
purpeses of seetion 871{(b) and {exeept as provided by sub-
seetion (b)) enly if and to the extent that they are een-
neeted with ineome which is effeetively eonnected with the
eondunet of a trade or business within the United States; and
the proper appertionment and alloeation of the deduetions
for this purpese shall be determined as provided in regula-

“Ab) Execrrrions—The followine deduetions shall be
allowed whether or not they are eonneeted with ineome
svhieh is effeetively eonnected swith the conduet of a trade
or business within the United States:

1) Losses—The deduetion; for losses of prop-
erty not eonnceted with the trade or business if arising
from eertain easuslties or theff; sllowed by secetion
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165{e}{3); bub only if the loss is of property loeated
£{2) CHARITABLE CONTRIBUTIONS—The dedue-
seetion 140:

in the esse of & nonresident alien individual whe is not &

resident of & eonticuous eountry only ene exemption
shall be allowed under seetion 15%-
“Ae} Cross REFERENCES—
“1) For disallowanee of standard deduetion; see see-
tion M2(bMD-
€(2) For rule that ecextain foreign taxes are not to be
see seetion 906(h)(1)2
{2} Seetion 1543} -{relating to eress referenmees
in respeet of deduetions for personal exemptions} is
amended to read as follows:

873(h)3)=

{d)} Arrowaxecr oF DEbterions AND CREPIES—

16 Subseetion{e} of seetion 874 {relating to filing of returns}
17 is sanended to read as follows:

18

“A{a) RETERY PREREQUISITE 0 ALLOWANCE—A

19 nenresident alien individual shell reecive the benefit of the
20 deduetions and eredits allowed to him in this subtitle enly
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by filing or eausing to be filed with the Seeretary or his
delegate & true and aceurate return; in the menner preseribed
in subtitle T {see: 6001 and following; relating to procedure
end edministration); ineluding therein oll the informetien
whieh the Seeretary or his delegate may deem neeessary
seetion shell not be eonstrued to deny the eredits provided
by seetions 81 and 32 for tax wwithheld at souree or the eredit
provided by seetion 39 for eertain uses of gasoline and
Lebsleating ol
+{e} Expasriarion To Avem Tax—

A5 Subpart A of part I of subehapter N of ehap-
ter 1 {relating to nonresident alien individusls) is
and by inserting after seetion 876 the following new

uel who ab any time after Mareh 8; 1965; and within the 5

sear period immediately preceding the elose of the taxable

under this subtitle or subtitle B; shall be taxable for sueh

tax impesed pursuant to sueh subseetion exeeeds the tax
1199
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svhieh; without regard to this seetion; is impesed pursuant to
seetton 8-
ual deseribed in sabseetion (o} shall be taxable for the tax-
able year as provided in seetion I or seetton 1201-{b);
exeept thet—
“{1) the gross ineome shall inelude only the gress
ineome deseribed in seetion 872{a} {as medified by
subseetion (e} of this seetion); and
“(9) the deductions shall be allowved i and to the
extent that they are conneeted wwith the gress ineeme
ineluded under this seetion; exeept that the eapital loss
earryover provided by seetion 1242{b} shall net be
elloweds; and the proper alloeation and apportionment of
the deduetions for this purpose shell be determined as
provided under regulations preseribed by the Seeretary
or his delegate:
For purposes of paragraph {2); the deduetions allowwed by
seetion 873-{b) shall be ellowed; and. the deduetion {for
losses not conneeted with the trade or business i inewrred in
transactions entered inte for profity allowed by seetion
165(e}{2) shall be allowed; but only i the profit; H sueh
transaction had reswlted in o profi; would be ineluded in
gross ineome under this seetion:

“fe} Sereiat RuEEs oF SovreE—LFer purpeses of
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subseetion {h); the following items of gross ineeme shell
be treated as ineeme from sourees within the United States:

- “{1) SarE or PROPERTY-—Oains on the sale or
exchange of property {other then steek or debt obliga-
tions) loeated in the United States:

“{2} SToexk OR PEBT OBEIGATIONS—Gains on the
sele or exchange of stoek issued by & domestie eorpora-
tion or debt oblizations of United States persons or of
vhe United States; & State or political subdivision thereof;
“Ad} Excrrriox ror Loss oF CIPiZENSHIP FOR CER-

PARN CAUSES—Subseetion {a) shall not apply to & nen-
resident alien ndividual whese less of United States eitizen-
ship resulted from the applieation of seetion 364-{b}; 350; ox
%é%im%gfmﬁeﬂ&ﬂé%l&ﬁeﬁah%y&e&&s&meﬂded
{8 080 1401 {b}; 1462; or 1487)-

“A{e} Burprx o Proor—If the Seeretary or his dele-
eate establishes that it is reasonable to believe that an indi-
vidual’s loss of United States eitizenship would; but for this
seetion; resalt i & sabstantial reduetion for the taxable year
in the taxes on his probable income for such Fear; the burden
of proving for such taxable year that such loss of eitizen-
avoidanee of taxes under this subtitle or sabtitle B shell be
on sueh individual™ !

71-297 O-67-pt. 2—4 1201
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{2) The teble of sections for subpart A of part T
of subchepter N of ehapter & {rolating to nenvesident
ahenmdw&dualsﬁ)-isameﬁdedbys%ﬂkmge&t%eﬁem
relating to seetion 877 and inserting in leu thereof the
“See: 877 Bxpatristion to avoid tex:
exemph organizations:?

H) Parzrar Exerbsiox oF Drvape¥ps—Subseetion
+d) of seetion 116 {relating to ecrtain nonresident aliens in-
eligible for exelusion} is amended to read as follows:

) Cureary Noxresiprxe Airss Ietieses ror
Exermsrox—Iin the ense of a nonresident alien individand;
subseetion {a) shell apply only—

eble year pursusnt to seetion STH(b}{1)} and only in

respess of dividends which are offeetively connected with

the eonduct of & trade or business within the United

States; or

able year pursuant to seetion 87H{h)="

+{g)} WarpHoLPING oF Tax ox NoNnEsipENE
ALIENS—Seetion 1441 {relating to withholding of tax en

{1 by striking out “{exeept interest on depesits
with persens earrying on the banking business peid to
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persons nob engaged bt basiness in the TUnited States)

{2} steikine eut “and emounts deseribed i see-
tion 402{a}{2)" and all thet follews in the first sentonee
of subseetion (b} and inserting in lew thereof “and
enins deserthed I seetion 402{a)}{2); 463-{a}-{2)5 o
631 b} or {e}; and gains on transfers deseribed in see-

{3} by striking oub paregraph {3} of subseetion
peregraph:

1) I¥coys cONNECTED WIFH UNMEED STATES
tion {a) shell be required in the ease of any item of
ineome {other than compensation for personal serviees)
which is effectively econneeted with the eenduet of a
trede or bustness within the United States and on which
& tax is impesed for the taxable year pursuant to seetion

IR
. b

{4} by emending paragraph {4} of swbseetion {e)
to read as follows:

“{4) CoMPENSATION OF GERFAIN ARIENS—Un-
der regulations prosexibed by the Seeretary or his dele-
gate; eompensation for personal serviees may be ex-
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{e}; and seetion 1235; which are eonsidered to be gains

from the sale er exchange of eapitel assets;” in pars-

or 631 (b} or {e); and gains on transfers deseribed in

geetion 1235;2 and by striking out “proeceds from sueh

sale or exchange;” in such paragraph and inserting in

Len thereof “amnount payable; =

+{h) Lraprary For WirHHELD Tas—Seetion 1461
{zelating to return and payment of withheld tax) is amended
to read as follows:

“Every person required to deduet and withheld any tex
under this ehapter is hereby made Hable for sueh tox and is
person for the amount of any payments mede in aceordanee

1204
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4} Deeraragron of Esrprarep Ixcome Tax By
Isprapears—Seetion 6015 {relating to declaration of est-
mated ineome tax by individuals) is amended—

{1} by striking out that portion of subsection -{a)-
whieh preeedes paragraph {1} and inserting in liew
Ao} REQuameMENT oF DuerARATION—Exeept as

otherwise provided in subseetion {i); every individual shall
make & declaration of his estimated tax for the taxable year
{2} by redesignating subscetion (i} as subsection
S d |
{8} by imserting after subseetion -(h) the follow—
laration shall be required to be made under this seetion by 8

{4} withhelding under ehapter 24 is made apph-

eable to the wages; as defined n seetion 3401{n); of

1205



S

1 £{2} sueh individual has ineome {other than eom-
pensation for personal serviees subjeet to deduetion and
withholding under seetton 1441} wwhieh is effeetively
eonneeted with the eonduet of & trade or business within |
ﬂﬁ}%kﬁaaiékékﬁ;ef

“{3}) such individual is o resident of Puerto Riee
durine the entire taxable year
8 ﬁGﬂNF—R@MD&SPQS%H@ﬁSGFGE—R—H{&DEPRE—
9 eraBrr Ruarsy—The seeond sentenee of paragraph {3}
10 of section 1250-{d) {relating to certnin tax—free Bransaetons)
11 is amended to read as follows: “This paragraph shall net
12 apply to—

(<2 T ] RV A \)

13 “{A) a dispesition to an ercenization {ether
14 than & ecoperative deseribed in seetion 521) whieh
15 is exempt from the tax imposed by this ehapter; or
16 “{B}) & transfer of property by & nonresident
17 alien individusl; & foreign estate or trust; or & for-
18 eign partnership; to & domestie corporation in ex-
19 ehenge for stock or securities in sueh eorperation
20 in o transeetion bo which seetion 351 applies”

21 k) Cortrcron oF IncoMe TAx AT SOUREE OF
22 Waers—Subsection {a) of seetion 3401 {relating to defint-
23 tien of wages for purposes of eollection of ineome tax at
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souree) is amended by striling out paragraphs {6) end {7)-
and inserbing in len thereof the following:

“{6} for sueh serviees; performed by & nonresident
alien individuel; as mey be designated by regulations
preseribed by the Seeretary or his delegate; or’s
) Derpngion or Forpiex Estarr or Truse—

Seetion 7701{a}-31) {defining foreign estate or trust) s
States” and inserting in Liew thereof & from sourees without
the eonduet of & trade or business within the United States;’>
+{m) CoxrorMine AMENPMENT—The first sentenece
of seetion 932{e) -relating to eitizens of possessions of the
United States) is amended to read as follows: “Any in-
dividual swho is o eitizen of any possession of the Bnited
States {but net otherwise & eitizen of the United States)
and whe is net & resident of the United States shall be sub-
jeeb to taxation under this subtitle in the sarhe manner and
subjeet to the same econditions as in the ease of a nonresident
ahen mdividual
{n) Errzesrve Dazss—
{1} The emendments made by this seetion Lfother

1207
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{})- shell apply with respeet to taxable years begin-

ning after December 34 1966:

{2) The amendments made by subseetion (b} shall
apply with respeet to payments eecurring after Peeem-
ber 315 1966-

+{3) The amendments made by subseetion (k) shall
epply with respeet to remuneration paid after December
34 1966:

SEC. 4. FOREIGN CORPORATIONS.

o) Fax ox Ixeovr Nox Coxnecrep Werxn Uxrren
Szarps Buspwass—Seetion 881{relating to tax on foreign
s amended to read as follows:

NECTED WITH UNITED STATES BUSINESS.
for each taxable year & tax of 30 percent of the ameount
reeeived from sewrees within the United States by o foreion
eorporation as—

mitns; annaities; esmpensations; remunerntions; emolt-

ments; and other fixed or determinable annual or pert-

edieal gains; profits; and ineome;

£{2) gains deseribed in seetion 631 (b} or {e); and

1208
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seetion 1232 -(in the ease of bonds or other evidenees of
treated as gains from the sale or exehange of preperty
wwhieh is not & eapital assel;
but enly to the extent the ameunt so reeeived is not effee-
tively eonneeted with the eonduet of & trade or business
“{b} Dovnrrve o Tax—

“Feor doubling of tax on corporations of eertain for-
eign eountries; see seetion 8912

9 b} Fax ox Incoyp Coxyrerep Wixn Twizep
10 Seazes Bosismss— '

11 1) Seetion 882 {relating to tax on resident for-
12 eign eorporations} is amended to read as follows:

13 <SEC. 882 INCOME O IOREIGN CORPORATIONS CON-

® 9 O Ot xR W N

14 NECTED WITH UNITED STATES BUSINESS:
15 “a) Norvar TAX AND SERTAN—
16 ‘) beposIFIoN OF FAX—A foreign eorporation

17 engaged in trade or business within the United States
18 during the taxable year shall be taxable as provided in
19 seetion 11 or 1201{a} on its taxable ineome which is
20 effectively eonneeted with the eonduet of & trade or busi-
21 ness within the United States:

22 “{2) DETERMINATION OF TAXABLE INcoMBE—In

23 determining taxable ineome for purpeses of parasraph

1209



© ® N o G B W b M

T T T S G T T o S T S g S S S e
B H © © W =1 & @ B, W N = O

£
8

38 |

{1} gress ineome ineludes only gross ineome whieh is
effeetively econneeted with the conduet of o trade or
bustness within the Hnited States:
“{b} Gross IxcovmE—In the ease of o foreign eorpora-

“{1) gross ineeme which is derived from seurees
wi&h%n#hé@nited%es&ﬂdwhiehis%e%eﬂeeﬁsf&y
eonnected with the eonduet of & trade or business with-
in the Duited States; and

£(9} gress ineome which is effectively eonnceted
with the eenduet of & trade or business within the
Dnited States:

“{A) GENERAL RUEB—In the ease of & for
eigh eorporation; the deduetions shall he allowed
only for purpeses of subsection {a) and {exeept as
provided by subparegraph (B} enly i end to the
extent that they are eonneeted with ineeme which
is effeetively eonnceted with the eonduet of & trade
or business within the Tnited States: and the proper
apportionnent and alloention of the deduetions for

1210
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regulations preseribed by the Seeretary or his
delegate:

B} CHARITABLE cONTRIBUFIONS—The de-
vided by seetion 170 shell be allowed whether or
neeted with the conduet of & trade or business
“{2} DEDUETIONS AND GREDIFS ALLOWED ONEY

the benefit of the deduetions and eredits allowed to it
in this subtitle only by Sling or eausing to be flod with
the Seeretary or his delegnte n true and nectrate reburn;
in the menner preseribed in subtitle I including therein
all the information whieh the Seeretary or his delegate
may deem neeessary for the eslenlation efsaéh dedue-
tions and eredits: This paragraph shell not be eonstrued
to deny the eredit provided by seetion 32 for tax with-
held at seurce or the eredit provided by seetion 39 for
eertain uses of gnsoline and lubrieating oil

by seetion 906; foreicn eorporations shall not be allowed

1211
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and pessessions of the United States allowed by seetion
901
{4} CrosS REFERENCE—
“Por rule that eertain foreign taxes are net te be
taken into aecount in determining deduction or eredit;
see seetion 806(b)}(1)-
“Ady Errersox To Trear Reat Prorerey IvcoMe
A5 Iveome Coxxperep Wirs Userep Seares Bost
NESS—
during the taxable year derives any neome— |
States; or from any interest in sueh real p&eﬁegae
inelading (i} gains from the sale or exehange of
realféepeﬁy or an interest therein; (i) rents er
royalties from mines; wells; or other matural de-
 posits; and (i) geins deseribed in seetion 631 (b
ot {e}; and
“{B} which; but for this subseetion; would net
be treated as ineome effectively eonnected with the
eonduet of o trade or business within the United
States;
ey eleet for sueh taxable year to treat all such ineome
duet of o trade or business within the United States: In

1212
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such ease; sueh ineome shall be taxable as provided in
subseetion {a){1) whether or not sueh eorporation is
engaged in trade or business within the United States
during the taxable year: An eleetion under this para-
graph for any taxable year shell remain in effeet for all
sabsequent taxable years; exeept that it may be revoked
with the eonsent of the Seeretary or his delegate with

respeet to any taxeble year: \ .

“{2) ErreTioN AFTER REVOCATION; EFc—Para-
graphs {2} and {3} of seetion S7(A) shall apply in
respeet of eleetions under this subseetion in the same
manner and to the same extent as they apply in respeet

of eleetions under seetion 871{d)-

“He) Rerer¥s oF Fax BY AeEN®—H any forcien
eorperation has no offiec or plaece of business in the United
States but has an agent in the United States; the retwrn
required under seetion 6012 shell be made by the agent

" {2){A) Subseetion e} of seetion 11 {relating to
exeeptions from tax on corperations) is amended by in-
serting “er” at the end of paragraph 2)5 by striking
oub <5 or” at the end of paragraph {3) and inserting

& period in lien thereof; and by striking out paragraph

4}
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{B) Seetion 11 {relating to tax on eerporations) is
smended by adding et the end thereof the following
“fy Forrtexn CORPORATIONS—In the ease of & foreign
eorporation; the tax impesed by subseetion &) shall apply
{8} The table of seetions for subpert B of pars II
of subehepter N of chepier 1 is amended by siriking out
the items relating to seetions 881 and 882 and inserting
“See: 881 Ineome of foreign ecorporations nob eonnceted
FroNs—Seetion 1442 {relating to withholding of tex on

foreign eorperations)- is amended to read as follows:

RATIONS.

tions subjeet to taxation under this subtitle; thero shall be
dedueted and withheld at the souree in the same manner and
on the same items of ineome as is provided in seetion 1441
or seetion 1451 o tax equal to 30 pereent thereof; exeept
thet; in the ense of interest deseribed in seetion 1451 {relat-

1214
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ing to tex{ree eovenant bonds); the deduetion and with-
helding shell be at the rate speeified therein- Tor purpeses
1) to seetion STI{b){1}) shell be treated as referring to
seetion 842 or seetion 882-{a}; as the ease may be:

“b) Exmmprion—>Subjeet to sueh terms and eondi-
the ease of a foreign corporation engaged in trade or business
termines that the requirements of subseetion {a) imposes an
undue administrative burden and that the eolleetion of the
tax impesed by seetion 881 on sueh eorporation will net be
jeopardized by the exemption
the allowanee of & deduction in respeet of dividends received
from & foreign eorporation) is amended—

5 by striking out “and has derived 50 pereent
or more of its gress ineome from sedrees swithin the
Eaited States;” in that portien of sabseetion {a} which
preeedes paragraph {1} and by inserting in lew thereof
~end if 50 pereent or more of the gross ineome of sueh

1215
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eorporation frem all seurees for sueh peried is effeetively

connected with the eonduet of & trade or business within

the United States;y;

{2} by striking out “from seurces within the Enited
States’” in parastaph (1)} end inserting in liew thereof
“whieh is effectively eonneeted with the eenduet of &
trade or business within the United States™;

States” in paragraph (2} and inserting in lew thereof

“ shieh is effeetively eonneeted with the eonduet of &

trade or business within the United States;s and

{4) by edding after paragraph {2)- the following

“Por purposes of this subseetion; the gross ineome of the
foreicn eorperation for amy period befere the first taxable
year beginning after December 31 1066; whiek is effee-
tively econneeted with the eonduet of & trade or business
within the United States is an amount equal to the gress
ineome for such peried from sourees within the United
Stetes”

{e} Uxreiarep Bosevess Taxasen Iveors—The
last sentenee of seetion 512{a} -{relating to definitiony is
tion deseribed in seetion 51 svhieh is & foreign organiza-

1216
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with the eonduet of o irade or business within the United

) Corrorxrion SuBIEer To PEmrsexat Horbi¥e

lating to eerperations net subjeet to the persenal helding
eompany tax) is amended to read as follows:

“A7} o foreign eorporation; if all of its stoek out-
standing during the Jast half of the tasable yeor is owned
by nonresident alien individusls; whether direetly or in-
‘direetly through foreign estates; foreign trusts; foreicn

hips; oF other foreign eerperations;
PORATIONS CARRYING ON INSURANGE DBuspvEss ¥

1) Seetion 842 {relating to eompuintion of gross

' ineome)} is amended to read as follows:
£SEG; 842: FOREIGN CORPORATIONS CARRYING ON INSUR-
ANCE BUSINESS.

“H o foreign eorporation earrying on en insarence busi-
ness within the United States would quelify under pars %
1E; or TLL of this subehapter for the taxable year if {withous
regard to ineome not effeetively eonneeted with the eonduet
of any trade or business within the United States) it were
& domestie eorporation; such eorporation shell be texable

71-297 O-67-pt. 2—5 1217
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1 under such part on its ineome effectively eonneeted with its
2 eonduet of any trade or business within the United States:
3 With respeet to the remeinder of its ineome; whieh is frem
4 seurees within the United States; sueh & foreign eerpera-
5 tion shell be taxable as provided in seetion 8812

6
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2} The teble of seetions for part IV of subehapter
L of ehopter 1 is amended by striking out the item re-
lating to seetion 842 and inserting in leu thereof the

{8} Seetion 819 {relating to foreign life insurance
companies) is amended—

{A} by striking oub subseetions {a) and {4}
and by redesignating subseetions (b} and H{e} as
subseettons {a) and {b)s

B} by striking eut “In the ease of any eom-
pany deseribed in subseetion {a)};2 in subseetion
{e-h- {as redesignated by subparagraph {A))
end inserting i e thereof “In the ease of any
foreisn eorporntion taxable under this part’s

{6} by striking out “subseetion {e)} in the
last sentenee of subseetion {812} {as redesignated
by sebparegraph {A)) end inserting in Jiew thereof
“subseetion (b5
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{B) by adding at the end of subseetion {a)
{as redesignated by subparegraph (A} the fol-
“3) BEpuesioN OF SECFION 86+ FAX—In the

. ease of any foreign eorperation taxable under this part;

there shall be determined—

“{A) the amount which would be subjeet to
tax under seetion 881 i the smount taxeble under
sueh seetion were determined withoub regard to see-
tions 103 and 894; and

B} the amount of the reduetion provided

by paragreph (1)
The tax under seetion 881 {determined witheut regard

 to this peragreph) shell be redueed -(bubt net below

gere} by an smmeunt whieh is the same propertion of

sueh tax as the amount referred to in subparagraph {B)
\

is of the amount referred to in sab@ﬁ%ﬂ&g%a@ﬁ*-{éb}i-ba%

‘such reduetion in tax shell neb exeeed the ineresse in

tax under this part by reason of the reduetion provided
B} by striking out “for purpeses of subsee-

tion (e} eaeh pleee it appests in subseetion (b}
+es redesignated by subparagraph (A and insert-

1219



© O 3 O O W N

T = S
S R T T =)

17
18

20
21
22

48
ing in liew thereof “with respeet to & foreign

eorporation’y
E) by striking eut “foreign life insuranee

eompany2 each pleee it appears in such subsection
+{b) end inserting in lieu thereof “foreign eerpora-
tion™s
each place it eppears in sueh subseetion (b} end
inserting in lew thereof “subseetion {a)}-{2)-{A)%

{H} by striking eut “subseetion {(bH2-{B}>
in poragraph {(2HBHGi) of sach mbscetion (b
and inserting in lieu thereof “subseetion {a){2}
B} end

{5 by adding et the end thereof the following
new subseetions

seetion 8422
4} Seetion 821 {relating to tax or mutusl insur-
anee eompanies to which part I applies) is amended—

tA) by striling out subseetion {e} end by
redesignating subseetions (£} and {g) as sub-
seetions (e} and {f); and

{B} by adding et the end of subseetion (i
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{es redesignated by subparegreph {A)}) the fol-
£(3) For taxation of foreign eorporations earrying on
ar insuranee business within the United States; see see-
tien 8422
{5} Seetion 822 {relating to determination of tax-
able investment ineome} iy amended by striking out
subseetion {e} and by redesignating subseetion (£ as
sttbseetion {e)=
{6} Seetion 831 {relating to tax on eertein other
instranee compunies) is amended—
{A) by striking out subseetion {b) and by re-
designating subseetion (e} as subscetion (b); and
{B} by amending subseetion {d) to read as
folews:
“{et Cross REFERENERS—
- 4@) For aliernative tax in case of capital gains; see
seetion 1201(a):
£(2) For taxation of foreign ecrporations earrying on
an insuranee business within the United States; see see-
tion 8422
{7} Seetion 832 {relating to insurenee eompany
taxable ineome}) is amended by striking out subseetion

{8} and by redesignating subseetion o) s subscetion

)=
| +8) The seeond sentence of seetion 841 {relating
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to eredit for foreign taxes) is amended by striking eut
“sentenee;” and inserting in leu thereof “sentenee {end
for purpeses of applying seetion 906 with respeet to
foreign eorporstion subjeet o tex under this sub-

b2
Y -

to exelusion of United States inecome) is amended to read as
folowes:

“fby Exervston or Lxarep Searns Iveoms—In
the ease of & eontrolled foreign eorperation; subpart F in-
eome does not inelude eny item of ineome from seurees
within the United States whieh is effeetively eonneeted
with the eonduet by sueh eorporation of & trade or business
within the United States unless sueh item is exempt from
taxation {or is subjeet to o redueed rate of tax) pursnant
to & treaty ebligation of the United States:2

4} Gasx Froy CEREAIN SALES OR EXCHANGES OF
Szock v CERFATN FOREIGN CORPORATIONS—Paragraph
ﬁ}dswﬁea%{d}{—re&aﬁmgteexelmnsﬁeme&m—
ings and profits) is amended to read as follows:

“{4) UEEp STATRES INCOME——Any iem -
eludible in gross ineome of the foreign eorperation under-
this ehapbor-—
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A} for eny taxeble yeor beginning before
dJapuery 1; 1967 as ineome derived from sourees
within the United Stetes of & foreign eorporstion
engaged in trade or business within the Hnited
Stetes; or

“{B) for eny taxeble year beginning after
neeted with the eonduet by such eorporation of &

~ trade or business within the United States:
This peragraph shell net apply with respeet to any
item whieh is exempt from taxation {or is subjeet to
& redueced rate of tax) pursuant to a treaty obligation
ConroraTioNs—Seetion 6016 {relating to deelarations of
estimated ineeme tax by eorperations} is amended by redes-
ignating subsection (i as subseotion (g} and by inserting

after subseetion {e} the following new sabseetions
poses of this seetion and seetion 6655; in the ease of & foreign

eorporation subjeet to taxation under seetion 11 or 1201{a};

or under subehapter L of ehapter 1; the tax bmpesed by
seeﬁeaSS-}shaﬂbe&ea%ed&s&'taﬁ'fmpeseébyseeﬁen%ﬁ

1223
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1 o) Fremvzestr AMENDMENTES—
2 1) Seetion 884 is amended to read as follows:
“SEC, 884 CROSS REFERENCES.

“Q1) For speeial provisions relating to unrelated bus-
iness inecome of foreign edueational; eharitable; and eer-

“£€2) For speecial previsions relating to foreign eerpeo-
United States; see seetion 842:

“63) For rules applieable in determining whether any
foreigcn eorporation is engaged in itrade or business
within the United States; see seetion 864(b)-

“(4) For reinstatement of pre-1967 income tax provi-
sions in the ease of corperations of certain foreign

“(5) For allowanee of eredit against the tax in ease
of a forcign eorperation having income effeetively eon-
neeted with the conduet of a trade or business within

£¢6) For withholding at seurce of tax on inecome of

3 {9)- Seetion 953b)}-3){F) is amended by strik-
4 ing out “S32{b){(5)” end inserting in leu thereef
5 L oR

6 {3} Seetion 1240{e} is amended by striking out
7 “Exeept as provided in subseetion {e); gain? and in-
9 -(-l-)-EFFEemEDﬂEsr—’aﬂhe&mendﬁemsm&deby
10 this seetion -{other then subsection (i)} shell epply with
11 respeet to taxable years beginning after Deeember 3%; 1866:
12 The amendment made by subscetion (i) shall apply with
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respeet to seles or exehanges oceurring after Deeember 31;
1966-
SEC. 5. SPECIAL TAX PROVISIONS.
lating o ineome exempt under treaties) is amended to read
as follows:
eny kind; to the extent required by any treaty obligatien of
the United States; shall not be ineluded in gross ineome and
shall be exempt from texation under this subtitle:

“(b) Pepyanenre Esmasmsumen: = Uwrep
Szaprs—Feor purposes of applying any exemption from; or
reduction of; any tex provided by any treaty to whieh the
Enited States is & party with respeet to inecome whieh is net
effeetively eonnceted with the eonduet of & trade or business
within the United States; n nenresident alion individual or
foreign eorporation shell be deemed not to have & permeanent
establichment in the United States at any time during the
taxable year: This subseetion shell not apply in respeet of
the tax eomputed under seetion S77-{b)}2

b} Arpricasion or PrE-1067 Ivcomr Tax ProvE-
sroNs—ubpart © of part 1T of subehapter N of ehapter +
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{relating to miseellancous provisiens applieable to nenrest-
dent sliens and foreicn eorperations) is amended by adding
ab the end thereof the following new seetion: -
“SEC: 896. APPLICATION OF PRE-1967 INCOME TAX PRO-
| VISIONS:

“Aa) Tvrosizion oF Monr BurpEnsoMp TAXES BY
Fonurax Covnery—Whenever the President finds that—

of the United States not residents of sueh foreign eoun-

burdensome taxes; on any iem of ineome reeeived by

within the United States by residents or eorporations of

sueh foreign eountry;

(2} such forcign countrys when zequestod by the
UﬂitedSmsessedese;hasmsaeséésweﬁseene&uee
sueh taxes so thet they are no more burdenseme than

“{3} i is in the publie interest to apply pre1967
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seetion to residents or eorperations of sueh foreign

eountry; :
the President shall proclaim that the tex on sueh similar in-
dents or eorperations of such foreign eountry shall; for tax-
able years beginning after sueh proelamation; be determined
under this subtitle wwitheut regard to amendments made to
this subehapter and ehapter 3 on or sfter the date of ennet-

“Ab) Araviarion oF Mors BUurRbDENSOME TAXES—
Whenever the President finds that the lows of any foreign
eountry with respeet to which the President has made & proe-
lomation under subseetion {8} have been modified so that
eitizens of the United States not residents of sueh foreign
eountry or domestie eorporations are ne longer subjeet fo
more burdensome taxes on such item of inecome derived by
eonntry; he shall proelaim thet the tex on sueh similer -
eome derived from seurees within the United States by
residents or eerperations of sueh foreizn eountry shall; for
any taxable year beginning after sueh proclamation; be de-
termined under this subtitle without regard to subseetion
ey~

“fe} Normrroarion oF CoNeREss Ruquimep—Neo
pfeelam&ﬁeﬂshaﬂbeiss&edbythellresidemPufsuamte
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this seetion unless; ab least 30 days prier to such preels-
smation, he hes notified the Senate end the House of Repre-
“Ad) IMPLBMENTATION BY REGELATIONS—The See-
retary or his delegate shell preseribe sueh regulations es he
deems neeessary or appropriate to implement this seetion”
for subpart © of part T of subehapter N of chapter 1 is
amended—
1) by striking out the item relating to seetion 894
and inserting in leu thereof

SSee: 896. Application of pre-1967 ineome tax provisions:
{-d}EmemDm—'H&eamendmemsmdebythm
seetion {other then subseetion {e)})- shall apply with respeet
to texable years beginning after Deeember 31; 1966:
+{e} EBimerions BY NoNresipENg HIED STATES
Crrzans WHO ARE SuBincr 7o FoREieN COMMUNIEY
1) Part T of subehapter N of ehapter 1 {relat-
ing to ineome from sourees without the United States)

1228
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is amended by edding at the end thereof the following
nrew sabpart: |
“Subpart H—Ineome of Certain Nonresident United States
Gitizens Subjeet to Foreign Community Property Laws
“See 081 Eleetions as to trestment of ineome subjeet to
“SEG; 981 ELECTION AS TO TREATMENT OF INCOME SUB-

™ W DN

LAWS,

o) GexpRAL ROEB—In the ease of any texable year
9 beginning after December 31; 1066; if—
10 “{1} an individuel is {A) & eitizen of the United
11 States; 4B} & bona fide resident of o foreign eountry
12 or eountries dusing the entire taxable year and Q)
13 married at the elose of the taxable year to & spouse wheo is
14 & nonresident alien during the entire taxable year; and
15 “42} sueh individual and his speuse eleet to have
16 sabseetion {h)- apply to their eommunity ineome under
17 foreign eommunity property laws;
18 thensu-béeeﬁea-(—b)—shaﬂ&pply%es&ehineemeefs&ehh&di—
19 widusl and such spouse for the taxable year and for all sub-
20 sequent texable years for which the requirements of para-

5

6 JECT TO EOREIGN COMMUNITY PROPERTY
7

8
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1 sraph 1) are met; unless the Seeretary or his delegate
9 eonsents to & termination of the eleetions

3

“{b} TreszMene oF CoxuwoNery Ixcomm—For eny

4 taxeble year to which an eleetion made under subscetion (o}
5 applies; the eommunity ineome under foreign ecommunity
6 property laws of the husbend and wife meking the eleetion
7 shell be treated as follows:

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

“{1) Earned income {within the meaning of the

rﬁﬁ%seﬂbe&eeefseeéeﬁ%—)?e%her%haﬁ&&éeer

business ineome and a parther’s distributive share of
partnership ineome; shell be treated as the ineome of the
spouse whe rendered the personal serviees:

£(2) Trade or business ineeme; and & parthers
distributive share of partnership ineome; shall be treated
as provided in section 1402{a}{5)=

£{3) Community ineome not deseribed in pare-
graph (1) or {2} whieh is derived from the separate
property {as determined under the applieable foreign
eommunity property law) of one speuse shall be treated
&séei&eﬁmeefs&ehspe&se:

4y Al other such eommunity ineome shell be
treated as provided in the applieable foreign eommunity
property lovw:
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e} Ereerron For PRE1967 YEARS—

‘) Erperion—I an individual meets the re-
quirements of subseetion {a}{H) {A) and {O) for any
taxable year beginning before January 1; 1067 and i
such individual and the spouse referred to in subseetion
{eHHHE) eleet under this subseetion; then paragraph
{2 of this subsecetion shall apply: to their eommunity in-
eome under foreign community property laws for all
open taxable years beginning before January 1; 1967
{whether under this chapter; the eerresponding provi-
sions of the Internal Revenue Code of 1939; or the eor
responding provisions of prier revenue lows)s for which
the requircments of subseetion {a)-{1} (A} and {C)
are met:
year to which an cleetion made nnder this subseetion
apphies; the eommunity income under foreign community
property laws of the husband and wife meking the
eleetion shall be treated as provided by subseetion (b}
paragraph {4} of subscetion b} shell be treated as the
ineome of the spouse whe; for sueh taxable year; had
gross ineome under paragraphs (1)s {2); and {3} of
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subseetion {b); plus separate gross ineome; greater then
thet of the ether spouse:
“d)y Tave Por MaxaNe EnmerioNs; PERiebp oF

IRErATIoNs: BR6—

“41) Prm—An eleetion under subseetion {a) or
{e) for o taxable year may be made at any time while
such year is still open; and shall be made in such men-
ner es the Seeretary or his delegate shall by regulations
preseribe:

(2} ExTENSION OF PERIOD FOR ASSESSENG DE-
sosr bo which an clection under subseetion {8} or e}
applies is open ab the time such election i made; the
for fling elaim for eredit or refund of any overpayment
by, the hushend and wife for such taxable year; to the
extent such defieieney or overpayment is attributable to
such an election; shall neb expire before + year ofter
FION (¢) BLECTION IN CERTAIN 6ASES—I the Seere-
tary or his delegate determines—

“{A) thet an election under subseetion {e}
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tax of the spouse referred to in subseetion {a){1}
6} for any taxable yeasx; or
“(B) thet the effeet on sueh liebility for tax
eanneb be aseerteined and that to deny the cleetion
to the eitizen of the United States would be inequita-
ble and eatse undue hardship;
sueh spouse shell not be required to join in sueh eleetion;
and paregraph {2) of this sabseetion shell net apply
with respeet to sach speuse:

“{4) Ixzerpse—Te the extent that any everpay-
ment or deficieney for a taxable year is attributable to
an eleetion made under this seetion; no interest shall be
allowed or paid for any period before the day whieh is 1
sear after the date of sueh eleetion:

“{e} Dernurzons AND Speerat Rorms—Fer pur

poses of this seetton—

“(1) DepvesitoNs—Deduetions shall be treated in
& manner eonsistent with the menner pﬁﬁéded by bhis
seetion for the inecome to whieh they relate:

£{2) OpEN ¥EARS—A taxable year of a eitizen
of the United States and his spouse shall be treated as
‘open” i the peried for assessing a deficieney against
such eitizen for sueh year has net expired before the
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date of the eleetion under subseetion {a} or H{e}5 as the
ense may be:

£{3) ErrcrioNs IN GASE OF DEcERENSS—IH &
hushand or wife is deceasod his eloction under this see-
tion may be made by his exeeutor; administrater; or

“{4) Dearn OF SPOUSE DURING TAXABLE
yEAR—In applying sabscetion {e){DHC); and in de
termining under subseetion {e}{2) whieh speuse has
the greater imeome for s taxable year; H & hushand or
wife dies the taxable year of the survivine spouse shall
be treated as ending on the date of such death:”

{2} The teble of subparts for sueh part IIT is
amended by adding at the end thereof the following:

Subpert H. Ineome of eertain nonvesident United States

Zﬁ;eﬂsm_sgﬁieeﬂefemgﬁmﬁﬁ*w

from seurees without the United States) is amended—

inserting in leu thereof the following: Q) For ad-

inistrative?s and

B} by edding ot the end thereof the following:

“2) For eleetions as {0 {reatment of inecome subjeet
{0 foreign eommunity preperty laws; see seetion 9812
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SEC. 6. FOREIGN TAX CREDIT,
{8} ArrowANcE oF CREDIF 7o CERTAIN NoNRESE
PENT ALIENS AND FoRricN CORPORATIONS—

{5} Subpeart A of part THE of subehapter N of ehap-
ter 1 {relating to foreign tax eredit) is amended by
adding et the end thereof the following new seetion:

“SEC. 906: NONRESIDENT ALIEN INDIVIDUALS AND FOR-
EIGN CORPORATIONS:
individual or & foreign eorporation engaged in trade or
shall be allowed & eredit under seetion 901 for the ameunt
of any ineome; war profits; and exeess profits taxes paid or
seerved during the texeble year {or deemed; under seetion
902; paid or aecerned during the taxable year) to any foreign
eountry or poessession of the United States with respeet to
ineome effectively eonneeted with the eonduet of o trade or
“b}y Seretat Rerrs—

1) For purpeses of subseetion {o) and for pur-
poses of determining the deduetions allowable wader -
of any tax paid or acerucd to any foreign eountry or
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possession there shall not be teken inte neeount any
sxnount of tax to the extent the tax so paid or aeerued is
mmposed with respeet to ineome which weuld net be
texed by such foreign eountry or pessession but for the
faet thet—

“{A}) in the ease of o nonresident alien indi-
vidual; such individusl is o eitizen or resident of
sueh foreign eountry or possession; of

£{B} in the ease of o foreign eorporation; sueh
eorporation was ereated or organized under the
low of sueh foreign eountry or possessien or is
domietled for tex purpeses in sueh eountry er
possessions
“{2) For purposes of subseetion {a); in epply-

treated a9 eonsisting only of the taxeble ineome effee-
tively eonneebed with the taxpayer’s eonduet of o trade
or business within the United States:

“{3}) The eredit allowed pursuant to sabseetion {a)-
shell net be allowed ageinst any tex impesed by seetion
ual not eonneeted with United States business) er 881
{relating bo income of forcign corporations met eon-

“{4) For purposes of seetions 902{a} and 78; &
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foreign ecorporation choesing the benefits of this sub-
part whieh reeeives dividends shall; with respeet to
suel dividends; be treated as o domestie eorperation
{2} The table of seetions for sueh subpert A is
amended by adding at the end thereof the following:

{8} Seetion 874{e} is amended by striking ons

resident” and inserting in Lien thereof the followings:

10 seetion 906; a nenvestdent™

11
12
13
14
15
16
17
18
19
20
21

22

{4) Subseetion (b} of seetion 901 {relating bo
emount allowed) is amended by redesignating pera-
graph {4) as paragraph {5); end by inserting efter

meememm&%—ln&heeaseefaﬂyﬁmesﬁem
ahenmdﬁthwlﬂe%deseﬂbedmseeﬂeﬂ%aﬂdm%he
e&seefaﬂyfefeigﬂeeff)er&ﬁeﬁ;theameuﬁ%deteﬂﬁineé
pursaant to seetion 9065 and- ’ |

{8} Baregraph {5) 4us redesignoted) of seetion
901} is amended by stiking out “or {312 and in.
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+{6) The amendments made by this subseetion shall
epply with respees to texeble years beginning efter
Internal Revenue Code of 1954 with respeet to seetion
906 of sueh Code; no amount may be earried from or to
ﬁes&€hﬁ%&¥&hﬂ&b€bﬂﬂﬁihﬁeaﬁ@&ﬂﬂ%
b} Artex BespeNes oF THE 1GTEDP STATES OR

Pyerro Rireo—

) Paregraph {3} of seetion 901{b) {relating
tea—me&n%effefelgﬁ%ae:efedﬁa&ewedme&seéahen
faadeﬂteiéheiEﬁﬁaadEkﬂﬁese%SPuefkaihee}isa&ﬂeﬂded
by striking eut < i the foreign eountry of whieh sueh
slien resident is & eitizen or subjeet; in tmpesing saeh
taxes; ellows & similar eredit to eitizens of the United
States residing in sueh eountey

{2} Seetion 901 s amended by rodesignating sub-
seetions e} and {4} as subseetions {d) and {e)s and
i(e—)—SHH—LAﬁGREBI‘PR—EQUIREBF—ORGE—R&&INA—LEN

‘}%ES}Bi&ﬁH&——X¥heﬂe¥e¥%he-Eéwskk&ﬁ finds that—

“H) e ﬁﬁ%ﬁgﬁ eotniry, in HRposing imeome; War
profits; and exeess profits tawes; dees net allow te
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eountry o eredit for any sueh taxes paid or acerued to
the United States er any foreign eountry; as the easé
may be; simiar to the eredit allowed under subseetion
3
United States to do so; has net aeted to provide sueh o

“{3} it is in the publie interest to allow the eredit
under subseetion {b)}{3) to eitizens or subjeets of sueh
foreign eonntry only i it allows sueh a similar eredib to
eountry;

under subseetion {(b){3} shall be ellowed to eitizens or
allows to eitizens of the United States residing in sueh foreign

death taxes) is amended by striking out the seeond sen-
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68
tenee of subseetion {a); and by adding at the end of
L) SpHEAR OREDIT REQEIRED FOR CBRTAIN ALIEN

“{1} o foreien eountry; i Hmposing estate; inherit-
anee; legaey; or saeeession taxes; does not allow to eiti-
zens of the United States resident in sueh foreign eoun-
tey ot the time of death & eredit similar to the eredit
allowed under sabseetion {a)s |

“49) sueh foreign eountry; when requested by the ‘
UnitedS%&testedese;h&saet&e%e&tep%ﬂdeﬁwh&.
similar eredit in the ease of eitizens of the United Stﬁives
resident in sueh foreign country at the time of death; and

£{3) it is in the publie interest to allow the eredit
under sabseetion {a) in the ease of eitizens or sabjects
efsuehfefeigneemmyefﬂyifiﬁa}le#s&ueh&sm.
eredit.in the ease of eitizens of the Hnited States resident
in sueh foreign eowntry at the time of death;

the President shall proelaim thet; in the ease of eitizens or
subjeets of such foreign comntry: dying while the proclmation
remains in effeet; the eredit under sabseetion {a}) shall be al-
lowed only i sueh foreign eountry allows sueh o similer
eredit in the ease of eitizens of the United States resident in
such foreign eountry at the time of doath.??
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“to taxeble wears beginning after Deeember 31; 1966:

with respeet to estates of decedents dying after the date
of the enaetment of this Aet:
¢} Forutex Tax CREDIP AN CASE oF CEREAIN

{1} Seetion 904{HH{2} -{relating to appliention of
esh income} is amended—

{A) by striking eut “er” at the end of sub-

paragreph {C)

B} by striking out the period at the end of
subparagraph D) and inserting in lien thereof

46} by adding ab the end thereof the following

“{EY reeeived by an everseas operations fund-
ing subsidiary on obligations of & related foreign
eorperation

{2} Seetion 9044} is amended by adding at the
end thereof the following new paragraph:

{5} DerETIONS FOR PERPOSES OF PaRA
eRaPH {H-{E)—For purpeses of puragraph (-
)
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1 “{A) the term ‘overseas operations funding
2 subsidiary’ means & domestie eorporation whieh (i)
3 is & member of an sffilinted group {within the
4 meaning of seetion 1504) and is net the eommeon
5 parent eorporation; end (i} was formed and I8
7 outside the United States through publie offerings to
8 foreign persens and of using sueh funds to finanee
9 the operations in foreign eountries of one or more
10 related foreign eorporations; and

11 “{B} o foreign corporation is; with respeet to
12 an overseas operations funding subsidiary; & related
13  foreign eorporation if the afilisted growp of which
14 sueh subsidiary is o member owsis 5O pereent or
15 more of the veting steek of sueh foreion eorporation
16 either direetly or through ownership of the veting
17 stoek of another foreign eorporation:’

18 {3} The amendments made by paragraphs (1) and
19

20 1965; in texable years ending after sueh date:
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DEDUCTIONS UNDER SECTION 3L

lating to deduetions}) is amended to read as fellows:

“{d)} DrprerroNs—

“{1) GENERAL REELE—Ixeept a8 otherwise pro-
vided in this subsection and subseetion o) in the ease
of persons entitled to the benefits of this seetion the
deductions shall be allowed enky if and to the extent

alloeation of the deduetions with respeet to seurees of
ineome within and without the United States shell be
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entered into for profit; allowed by seetion 16b5{e)
{2); but onky if the profit; if sueh tremsaetion had
resulted in & profit; would be texable under this
subtitle:

B} The deduetion; for losses of property not
eertein easunlties or theft; allowed by seetion 165
{e}{B8); but enly if the loss is of property within
the Hnited States:

“C) The deduetion for eharitable eontribw-
siens and gifts ellowed by seetion 170-
£(3) DrpuerioN BISALLOWED—

“For disallowanee of standard deduetior; see seetien
H2BI2)>

after Deeember 31; 1966-
SEC. 8; ESTATES OF NONRESIDENTS NOT GITIZENS:
{relating to tax impesed in ease of estates of nonresidents
nob eitizens) is amended to read as follows:

“fa)-Ragze or Tax—Exeept as provided in seetion
2107; o tax eomputed in aeeordanece with the following table
is hereby imposed on the transfer of the taxable estate; de-
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1 termined as provided in seetion 2106; of every deeedent non-
2 resident net & eitizen of the United States:
“If the taxable estate tax is: The tax shall bes

Nob over $100000_______________ 8% of the taxable estate:
$ROBHOO____ $5:600; phis 105 ef exeess ewer

$5:000; plus 15% of exeess ever

Oxer $1;000,000 but not eover
$2:0000000____________________ $120:000, phas 202 of exeess ever
$15060;000-

Over $3,000000________________ %Q&%&ph&s%efe*eessm—ef
. 4g7g g,gE;’

=Y A

to eredits allowed against estate tax) is amended to read as
follows:
“SEC. 2102. CREDITS AGAINST TAX:

“Aa) Iv GENBERAE—The tax imposed by seetion 2101
wwith seetions 2011 to 2013; inelusive {relating to State death
10 texes; gift tax; and tax on prier transfers); subjeet to the
11 speeinl Lmitation provided in subseetion {b}=
12 by Seeeian  Eovpearron—The maxhnum  ervedit
13 tHewed under seetion 2001 npainst the fax bupesed by see-
14 tien 2101 for State death taxes paid shall be an amount
15 svhich bears the same retio to the eredit eomputed as pro-
1¢  vided in seetion 2013-{b} as the wvalue of the property; as

[ B M
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donth taxes were paid ond which is ineluded in the gross
estato under seetion 2103 hears to the value of the total grss
estate under seetion 9103 For purpeses of this subseetion;
seetion 204+-{e)="—
don 2104 {relating to property within the United States) is
amended by adding ot the end thereof the following new
“fe} Dupr OBEicaTIONS—or purpeses of this sub-
ehapter; debt obligations of —
41} o United States persen; or
“{2) the United States; & State or any pelitieal
subdivision thereof; or the Distriet of Columbia;
owned by o nonresident not & eitizen of the United States
shell bo deerned property within the United States: [his
subseetion shall not apply to & debt obligation of & demestie
would bo troated by renson of seetion 861{a)(1} (B} es
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+{d) Prorerey WATHOET THE TRHEED SEATES—Sub-
seetion b} of seetion 2105 {(relating to bank depesits) is
armended to read as fellows:
For purpeses of this subehapter; depesits with & foreign
braneh of & domestie eorperation; i sueh braneh is engaged
in the eommereinl banking business; shall not be deemed
{3} of seetion 21064{a} {relating to deduetion of exemption
from gress estate) is amended to read as follows:
$306;660-
VMEED SEAPES—In the ease of & deeedent whe is
eonsidered to be & ‘nonresident net & eitizen of the
United States” under the provisiens of seetion 2209;
the exemption shall be the greater of i) $30,000;
or -{ii)- that proportien of the exemption anthorized
by seetion 2052 whiech the value of that part of the
deeedent’s gross estate which at the time of his

1247



3

(]

=T R T =)

10
11
12
13
14
15
16
17
18

20
21
22
23
24

76
death is situated in the United States bears to the
WBefeh&ptefl-}-(—felﬁﬁngteesm&esefneﬁfesidem
nob eitigens) is amended by edding at the end thereof the

swith the table eontained in scetion 2001 is hereby hmpesed
in seetion 2106; of every decedent nonresident not & eitizen
of the United States dying after the date of ennetment of this
seetion; i after Mareh 8; 1965; and wwithin the 10-year period
States eitizenship; unless sueh loss did not have for one of its
prineipal purpeses the aveidanee of taxes under this subtitle
or subtitle A=
by subseetion {a); the value of the gress estate of every
deeedent to whom subseetion {a) applies shall be determined
“{3} if sueh decedent owned {within the mesning
of seetion 958{a}) abt the time of his death 10 pereent
or more of the total combined wvoting power of all

1248
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elasses of stoek entitled to vote of & foreign eorporation;

o A
“2) i sueh decedent owned {within the mean-
ing of seetion 958{a}); or is econsidered to have owned
by apphying the ownership riles of seetion 958{b});
at the time of his death; mere than 50 pereent of the
total eombined voting power of all elasses of stoek en-
then that propertion of the fair market value of the stoek of
tion 958{a}) by sueh decedent at the time of his death;
eign eorporation and situated in the Dnited States; at the time
of his death; bears to the total fair market value of all assets
e%edbys&ehfere*gﬁ%fpmﬂeﬁa%theﬁmeéh&@de&#h;

5 shell be ineluded in the gross estate of sweh decedent: For

purposes of the preceding sentence; a decedent shall be
&e&ted&sewah&gsteekef&fe%eigﬁeefpefa&ieﬂ&t%heﬁme
of his death if; at the time of a transfer; by trust or otherwise;
wwithin the meaning of seetions 2035 to 2038; inelusive; he
owned sueh stoek:

shell be eredited with the arounts determined in aeeordanee

1249
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“Ad) Excrprron ror Loss oF CHNZENSHIP FOR CBR-
FATN CAUSES—Subseetion {&) shell net apply to the trans-
fer of the estate of o decedent whese loss of United Stetes
350; or 855 of the Immigration and Nationelity Aet; as
pmended {8 TLS.C. 1401(b); 1482; or 1487)-

“Afe} BurbEn of Proor—H the Seeretary or his dele-
gate establishes that it is reasonable to believe thet an indi-
vidualls loss of United States eitizenship would; but for this
seetion; result in o substantial reduetion in the estate; in-
heritanee; legaes; and suecession taxes in respeet of the
transfer of his estate; the burden of proving that sueh loss of
eitienship did neb have for one of its prineipal purpeses the
svoidance of taxes under this subtitle or subtitle A shall be

“SEC. 2108; APPLICATION OF PRE-1867 ESTATE TAX PRO-
MISIONS. |
“Aa) Darposirion oF More BurpeNsoMe Tax BY
Forgien CoonsR¥—Whenever the President finds that—
iﬁ(—l—)-aﬂéefﬁhel&wsefaﬂyféfeigﬁee&n&f,een-
sidering the tax system of sueh foreign eountry; & more
burdensome tax is impesed by sueh foreign eountry on
eountry then the tax imposed by this subehapter on the
1250
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trunsfer of estates of deeedents whe were residents of
sueh foreizh eountry; , ;
{9} such foreisn country; when requested by the
Dnited States to do so; has net aeted to revise or reduee
sueh tax so theb it is ne mere burdensome than the tax
imposed by this subehapter on the transfer of estates
of deeedents whe were residents of sueh foreign eountey;
and ,
“{3} it is in the publie interest to apply pre1967
transfer of estates of deeedents wheo were residents of
sueh foreign eountrys
the President shell proclain that the tax on the transfer of
the estate of every deeedent who wes a resident of sueh for-
eign eountry ab the time of his death shell; in the ease of
deeedents dying efter the date of sweh proclamation; be
ments made to seetions 2101 {relating to tax impesed)s
2102 {relating to eredits against tax); 2106 {relating to
taxable estate}; and 6018 {relating to estate tax returms)
on or after the date of ennetment of this seetion:

“Aby Arrrvearion oF Morn BunbrNsomn Tax—
eountry with respeet to whieh the President has made a proe-
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lamation wnder subseetion {a) have been meodified so that
the tax on the transfer of estates of deeedents who were
itivens of the United States and nob residents of sueh
foreign eountry is ne longer mere burdensome then the
tax mnpesed by this sabehapter on the transfer of estates
of "deeedents whe were residents of sueh foreign eountry;
he shall proclaim that the tax on the transfer of the estate
of every decedent who was & resident of sueh foreign cown-
tey at the time of his death shall; in the esse of deeedents
dyine after the date of sueh proelamation; be determined

e} NomrrrearioN 6F CoNchEss REQEIRED—No
proelamation shall be issued by the President pursnant to
this seetion unless; at least 30 days prier to sueh proclama-
tien; he has netified the Senate and the House of Repre-
sentatives of his intention to issue sueh proelamation:

L4y brepvenrarroy By ReEcvrarions—The See-
retary or his delegate shall preseribe such regulations as mey
be neeessary or appropriate to implement this seetion

() CrERIeAs AMBNDMENTS—The table of seetions for
sabehapter B of ehapter 11 {relating to estates of nonresi-
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dents nob eitigens) is amended by adding ab the end thereof
the following:

“See: 2910+ Expatriation to aveid tewx
LSee: 8108 Applw&&eneipre-%esb&te%&*pmem—

i) Errnesrve Dazn—The amendments mede by this
seetion shall apply with respeet to estates of decedents dying
after tho date of the ensetment of this Aot |
SEG, 9. TAX ON GIETS OF NONRESIDENTS NOT CITIZENS,
{s) Inpostmion or Tax—Subseetion o) of scetion
2501 {rclating o general rale for imposition of tax) is
amended to read as follows:
oy Faxaptt PRANSPERS—
“{1) GENERAL RULE—JFer the eslendar yeaas
1955 and each ealendar your therentter o tax; computed
85 provided in seetion 2502; is hereby imposed on the
transter of property by gift during such calendsr yoar by
Exeept a5 provided in paragraph {3} paregraph (1)
sholl nob apply to the transier of intangible property by
o nonresident not & eitizen of the United States: |
apply in the easo of & donor whe ob sny Hme after
Moreh 8; 1065; and within the 10-yesr period ending
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1 with the date of transfor lost United Siates eitizenship
2 aﬂkgm——

3 “AA) such doner’s loss of United States eiti-
4 zenship resulied from the applieation of seetion
5 301-{b}; 850; or 355 of the Immigration and No-
6 tionality Aet; as amended {8 U-S.C: 1401{b);
7 1482; or 1487 or |

8 “{B} such loss &id nob have for one of is prin-
9 eipal purpeses the aveideneo of taxes under this
10 subtitle or sabtitle A

1 “{4) Borpen oF PROOF—I the Seeretary or his
12 delegate establishes that i is reasonable o believe thes
13 on individusl’s loss of United States eitizenship would;
14 but for paragraph (3); result in & substantial reduetion
15 for the eelendor yeer in the taxes on the tramsfer of
16 property by gift; the burden of proving that suel loss
17 of eitizenship did net have for one of its prineipal pur-
18 . poeses the aveidance of taxes under this subtitle or subtitle
19 A shell be o suech individual

20 (b} TRANSPERS B¥ GENERAE-—Subseetion (b} of see-
21

tien 2611 {relating to situs rule for stoek in o eorporation)
i amended to read as follows:

23 “A{b) I¥EANGIBER rRopEREE-—For purpeses of this
24 ohapter; in the esse of & nenresident not @ eitizen of the

[
(3
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United States whe is exeopted from the applieation of seetion
90kt —
{3} shares of stoek issued by o domestie eorpera-
tion; and |
“{A}) o United States persen; or
“{B} the United States; & State or any politieal
subdivision thereof; o the Distriet of Columbia;
which are ewned by sueh nonresident shall be deemed to be
{e) Errnorive Dazi—The amendments mado by this
seetion shell apply with respeet to the ealendar year 1967
end all ealendar years thereafter:
SEGC: 10. TREATY OBLIGATIONS.
where its applieation would be eontrary to any treaty oblige-
tion of the United States: For purposes of the precoding
sentenee; the extension of & benefit provided by any amend
ment made by this Act shall net be deemed o be contrary
to & treaty obligation of the United States:
SECTION 1. TABLE OF CONTENTS, ETC.

(a) TABLE OF CONTENTS.—
Sec. 1. Table of contents, ete.

(a) Table of contents.
(b) Amendment of 1954 Code.
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TITLE I—FOREIGN INVESTORS TAX ACT

102. Source of income.

(@) Interest.

(0) Dividends.

(¢) Personal services.

(@) Definitions.

(e) Effective dates.

103. Nonresident alien individuals.

(@) Taw on nonresident alien individuals.

(b) Gross income.

(¢) Deductions.

(d) Allowance of deductions and credits.

(e) Beneficiaries of estates and trusts.

(f) Ezmpatriation to avoid tax.

(g) Partial exclusion of dividends.

(k) Withholding of tax on nonresident aliens.

(¢) Liability for withheld taw.

(§) Declaration of estimated income tax by individuals.

(%) Collection of income tax at source on wages.

() Definitions of foreign estate or trust.

(m) Conforming amendment.

(n) Effective dates.

104. Foreign corporations.

(@) Taz on income not connected with United States business.

(0) Tax on income connected with United States business.

(¢) Withholding of tax on foreign corporations.

(@) Dividends received from. certain foreign corporations.

(e) Dividends received from certain wholly-owned foreign subsid-
taries.

(f) Distributions of certain foreign corporations.

(9) Unrelated business taxable income.

(k) Corporations subject to personal holding company taw.

(§) Amendments with respect to foreign corporations carrying on in-
surance business in United States.

(7) Subpart F income.

(k) Gain from certain sales or emchanges of stock in certain foreign
corporations.

(1) Declaration of estimated income tax by corporations.

(m) Technical amendments.

(n) Effective dates.

105. Special taw provisions.

(@) Income affected by treaty.

(b) Adjustment of taw because of burdensome or discriminatory for-
eign taxes.

(¢) Clerical amendments.

(d) Effective date.

(e) Elections by nonresident United States citizens who are subject to
foreign community property laws.

(f) Presumptive date of payment for tax withheld under chapter 3.
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TITLE I—-FOREIGN INVESTORS TAX ACT—Continued

Sec. 106. Foreign tax credit.
(@) Allowance of credit to certain nonresident aliens and foreign cor-
porations.
(b) Alien residents of the United States or Puerto Rico.
(c) Foreign tam credit in respect of interest received from foreign
subsidiaries. »
Sec. 107. Amendments to preserve existing law on deductions under section
931.
(@) Deductions.
(b) Effective date.
Sec. 108. E'states of nonresidents not citizens.
(@) Rate of tawm.
(b) Oredits against taw.
(¢) Property within the United States.
(d) Property without the United States.
(e) Definition of taxable estate.
(f) Special methods of computing tax.
(g) Estate taw returns.
(R) COlerical amendment.
(2) Effective date.
See. 109. Tax on gifts of nonresidents not citizens.
(a) Imposition of taz.
(b) Transfers in general.
(¢) Effective date.
See. 110. Treaty obligations.

TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE
CODE

See. 201. Application of Investment Credit to Property Used in Posses-
sions of the United States.
(a) Property used by domestic corporations, etc.
(8) Effective date.
Sec. 208. Deduction of medical expenses of individuals age 65 or over.
(@) Repeal of amendments made by social security amendments of
1965. :
(8) Cost of medical insurance.
(¢) Effective date.
Sec. 203. Basis of property received on liquidation of subsidiary.
(@) Definition of purchase.
(8) Period of acquisition.
(¢) Distribution of installment obligations.
(d) Effective dates. » :
Sec. 204. Transfers of stock and securities to corporations controlled by
transferors. :
(a) Transfers to investment companies.
(b) Effective date.
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TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE
CODE—Continued

Sec. 205. Minimum amount treated as earned income for retirement plans
of certain self-employed individuals.
(@) Increase to $6,600.
(0) Effective date.
Sec. 206. Treatment of certain income of authors, inventors, etc., as earned
income for retirement plan purposes.
(@) Income from disposition of property created by taxpayer.
(0) Effective date.
Sec. 207. Exclusion of certain rents from personal holding company in-
come.
(@) Rents from leases of certain tangible personal property.
(b) Technical amendments.
(¢) Effective date.
Sec. 208. Percentage depletion rate for certain clay bearing alumina.
(a) 23 percent rate.
(0) Treatment processes.
(¢) Effective date.
Sec. 209. Percentage depletion rate for clam and oyster shells.
(a) 15 percent rate.
(0) Effective date.
Sec. 210. Sintering and burning of shale, clay, and slate used as light-
weight aggregates.
(@) T'reatment processes.
(0) Effective date.
Sec. 211. Straddles.
(a) Treatment as short-term capital gain.
(0) Effective date.
Sec. 212. Tax treatment of per-unit retain allocations.
(a) Tax treatment of cooperatives.
(0) Tax treatment by patrons.
(¢) Definitions.
(d) Information reporting.
(e) Effective dates.
(f) Transition rule.
Sec. 213. Excise tax rate on ambulances and hearses.
(a) Classification as automobiles.
(0) Effective date.
Sec. 214. Applicability of exclusion from interest equalization tax of cer-
tain loans to asswre raw materials sources.
(a) Ewxception to exclusion.
(8) Technical amendments.
(¢) Effective date.
Sec. 215. Ewclusion from interest equalization tax for certain acquisitions
by insurance companies. .
(@) New companies and companics operating in former less developed
countries.
(8) Effective date.
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TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE
CODE—Continued

Sec. 216. Exclusion from interest equalization tax of certain acquisitions
by foreign branches of domestic banks.
(a) Authority for modification of executive orders.
(0) Effective date.

TITLE III—PRESIDENTIAL ELECTION CAMPAIGN FUND
ACT

Sec. 301. Short title.
Sec. 302. Authority for designation of $1 of income tax payments to presi-
dential election campaign fund.
Sec. 303. Presidential election campaign fund.
(a) Establishment.
(b) Transfers to the fund.
(¢) Payments from fund.
(@) T'ransfers to general fund.
Sec. 304. Establishment of advisory board.
Sec. 305. Appropriations authorized.

TITLE IV—MISCELLANEOUS PROVISIONS

Sec. 401. Treasury notes payable in foreign currency.

Sec. 402. Reports to clarify to national debt and tax structure.

Sec. 403. Coverage of expenses of certein drugs under supplementary
medical insurance benefits.

(b) AMENDMENT oF 1954 CopE—Ezxcept as otherwise
expressly provided, wherever in titles I, I1, and 111, of this
Act an amendment or repeal is expressed in terms of an
amendment to, or repeal of, a section or other provision, the
reference 1s to a section or other provision of the Internal
Revenue Code of 1954.

TITLE I—FOREIGN INVESTORS
TAX ACT

SEC. 101. SHORT TITLE.

This title may be cited as the “Foreign Investors Tazx Act
of 1966”. |
SEC. 102. SOURCE OF INCOME.

(a) INTEREST —

(1)(A) Subparagraph (A) of section 861(a)(1)
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(relating to interest from sources within the United

States) is amended to read as follows:

“(A) interest on amounts described in sub-
section (c¢) received by a mnonresident alien indi-
vidual or a foreign corporation, if such interest is
not effectively connected with the conduct of a trade
or business within the United States,”.

(B) Section 861 is amended by adding at the end
thereof the following new subsection:

“(c) INTEREST ON DEPOSITS, ETC.—~For purposes of
subsection (a)(1)(A), the amounts described in this sub-
section are—

“(1) deposits with persons carrying on the bank-
ing business,

“(2) deposits or withdrawable accounts with sav-
ings institutions chartered and supervised as savings
and loan or similar associations under Federal or State
law, but only to the extent that amounts paid or credited
on such deposits or accounts are deductible under section
591 (determined without regard to section 265) in com-
puting the tazable income of such institutions, and

“(3) amounts held by an insurance company under
an agreement to pay interest thereon.

Effective with respect to amounts paid or credited after

1260
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1 December 31, 1971, subsection (a)(1)(A) and this sub-

2 section shall cease to apply.”

3

4
5
6
7
8
9

10
1
12
13
14

15 -

16
17
18
19
20
21
22
23
24

(2) Section 861(a)(1) is amended by striking out

subparagraphs (B) and (C) and inserting in lieu

thereof the following :

“(B) interest received from a resident alien
individual or a domestic corporation, when it is
shown to the satisfaction of the Secretary or his dele-
gate that less than 20 perceht of the gross income
from all sources of such indiwidual or such corpora-
tion has been derived from sources within the United
States, as determined under the provisions of this
part, for the 3-year period ending with the close of
the taxable year of such individual or such corpora-

tion preceding the payment of such interest, or for

- such part of such period as may be applicable,

“(C) 1nterest received from a foreign corpo-
ration (other than interest paid or credited after
December 31, 1971, by a domestic branch of a
foreign corporation, if such branch is engaged in
the commercial banking business), when it is shown
to the satisfaction of the Secretary or his delegate tﬁat
less than 50 percent of the gross income from all

sources of such foreign corporation for the 3-year
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period ending with the close of its tazable year pre-
ceding the payment of such interest (or for such part
of such period as the corporation has been in exist-
ence) was effectively connected with the conduct of
a trade or business within the United States,

“(D) in the case of interest received from a
foreign corporation (other than interest paid or
credited after December 31, 1971, by d domestic
branch of a foreign corporation, if such branch
is engaged in the commercial banking business) 50
percent or more of the gross income of which from
all sources for the 3-year period ending with the
close of its taxable year preceding the p.aymcnt of
such interest (or for such part of such period as
the corporation has been in existence) was effectively
connected with the conduct of a trade or business
within the United States, an amount of such interest
which bears the same ratio to such interest as the
gross income of such foreign corporation for such
period which was not effectively connected with the
conduct of a trade or business within the United
States bears to its gross income from all sources,

“(E ) income derived by a foreign central bank

of issue from bankers acceptances, and
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“(F') interest on deposits with a foreign branch |

of a domestic corporation or a domestic partnership.

if such branch is engaged in the commercial bankiny
business.”

(3) Section 861 ( relating to income from sources
within the United States) is amended by adding after
subsection (c¢) (as added by paragraph (1)(B)) the
following nmew subsection :

“(d) SpeciAaL RULES FOR APPLICATION OF PARa4-

craPES (1)(B), (1)(C), (1)(D), 4anp (2)(B) or

SuBSECTION (a).—

“(1) NEw ENTITIES.—For purposes of paragraphs
(1)(B), (1)(C), (1)(D), and (2)(B) of subsection
(a), if the resident alien individual, domestic corpora-

tion, or foreign corporation, as the case may be, has no

- gross income from any source for the 3—year' period

(or part thereof) speciﬁed, the 20 percent test or the 50
percent test, as the case may be, shall be applied with
respect to the taxable year of the payor in which payment
of the interest or dividends, as the case may be, is made.

“(2) TRANSITION RULE.—For purposes of para-
graphs (1)(C), (1)(D), and (2)(B) of subsection
(a), the gross income of the foreign corporation for

any period before the first taxable year beginning after
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December 31, 1966, which is effectively connected with
the conduct of a trade or business within the United
States is an amount equal to the gross income for such

period from sources within the United States.”
(4)(A) Section 895 (relating to income derived
by a foreign central bank of issue from obligations of

the United States) is amended to read as follows:
“SEC. 895. INCOME DERIVED BY A FOREIGN CENTRAL
BANK OF ISSUE FROM OBLIGATIONS OF
THE UNITED STATES OR FROM BANK DE-

POSITS.

“Income derived by a foreign central bank of issue from
obligations of the United States or of any agency or in-

strumentality thereof (including beneficial interests, participa-

_tions, and other instruments issued under section 302(c) of

. the Federal National Mortgage Association Charter Act

(12 U.8.C. 1717) ) which are owned by such foreign central
bank of issue, or derived from interest on deposits with persons
carrying on the banking business, shall not be included in gross
income and shall be ea:émpt from tazation under this subtitle
unless such obligations or deposits are held for, or used in con-
nection with, the conduct of commercial banking functions or
other commercial activities. For purposes of the preceding
sentence the Bank for International Settlements shall be
treated as a foreign central bank of issue.” |
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(B) | The table of sections for subpart C of part 11
of subchapter N of chapter 1 is amended by striking out
the item relating to section 895 and inserting in lieu

thereof the following:

“Sec. 895. Income derived by a foreign central bank of issue
from obligations of the United States or from
bank deposits.”

(b) D1viDENDS.—Section 861(a)(2)(B) (relating to
dividends from sources within the United States) is amended
to read as follows:

“(B) from a foreign corporation unless less
than 50 percent of the gross income from all
sources of such foreign corporation for the 3-year
period ending with the close of its tazable year pre-
ceding the declaration of such dividends (or for such
part of such period as the corporation has been in
existence) was effectively connected with the con-
duct of a trade or business within the United States;
but only in an amount which bears the same ratio to
such dividends as the gross income of the corpora-
tion for such period which was effectively con-
nected with the conduct of a trade or business within
the United States bears to its gross income from all
sources; but dividends (other than dividends for
which a deduction is allowable under section
245(b)) from a foreign corporation shall, for pur-
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poses of subpart A of part III (relating to foreign
tax credit), be treated as income from sources with—v
out the United States to the extent (and only to the
extent) exceeding the amount which is 100/85ths
of the a‘mount,of the deduction allowable under sec-
tion 245 in respect of such dividends, or”.

(¢) PERSONAL SERVICES.—Section 861(a)(3)(C)
(ii) (relating to income from personal serm'ceé) is amended
to read as follows: |

“(ii) an individual who 1is a citizen or
resident of the United States, a domestic part-
nership, or a domestic corporation, if such
labor or services are performed for an office

- or place of business maintained in a foreign
country or in a possession of the United States
by such individual, partnership, or corpora-

tion.”
 (d) DEriniTIONS.—Section 864 (relating to defini-

‘tions) is amended—
(1) by striking out “For purposes of this part,”’
and nserting in liew thereof

“(a) SaLe, Erc.—For purposes of this part”; and
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(2) by adding at the end thereof the following
new subsections:

“(b) Trape or Busingss WirHIN THE UNITED
StaTES.—For purposes of this part, part 11, and chapter 3,
the term ‘trade or business within the United States’ in-
cludes the performance of personal services within the United
States at any time within the taxable year, but does mot
include—

 “(1) PERFORMANCE OF PERSONAL SERVICES FOR

FOREIGN EMPLOYER.—The performance of personal

services—

“(A) for a mnonresident alien indwidual,
foreign partnership, or foreign corporation, not en-
gaged in trade or business within the United States,
or

“(B) for an office or place of business main-
tained in a foreign country or in a possession of the
United States by an individual who is a citizen or
resident of the United States or by a domestic
partnership or a domestic corporation,

by a nonresident alien individual temporarily present in

the United States for a period or periods not exceeding
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a total of 90 days during the tazable year and whose
compensation for such services does mot exceed in the
aggregate $3,000.

“(2) TRADING IN SECURITIES OR COMMODITIES.—

“(A) STOCKS AND SECURITIES.—

“(i) In GENERAL.—Trading in stocks or

securities through a resident broker, commission

agent, custodian, or other independent agent.
“(it) TRADING FOR TAXPAYER'S OWN
AccoUNT.—Trading in stocks or securities for
the tazpayer’s own account, whether by the taz-
payer or his employees or through a resident
broker, commission agent, custodian, or other
agent, and whether or not any such employee or
agent has discretionary authority to make deci-
sions in effecting the transactions. This clauise
shall not apply in the case of a dealer in stocks
or securities, or in the case of a corporation
(other than a corporation which is, or but for
section 542(c)(7) or 543(b) (1) (C) would be,
a personal holding company) the principal busi-
ness of which is trading in stocks or securities
for its own account, if its principal office is in

the United States.
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- “(B) CoMMODITIES.—

“(i) IN GENERAL—Trading in commodi-
ties through a resident broker, commission agent,
custodian, or other independent agent.

““(it) TRADING FOR TAXPAYER'S OWN
4ccouNT.—Trading in commodities for the
ta:vpayer’s own account, whether by the tax-
payer or his employees or through a resident
broker, commission agent, custodian, or other
agent, and whether or not any such employee
or agent has discretionary authority to make
decisions i effecting the transactions. This
clause shall not apply in the case of a dealer in
commodities.

“(ii) Ltz arion —Clauses (i) and (ii)
shall apply only if the commodities are of a kind

customarily dealt in on an organized commodity

“eachange and if the transaction is of a kind

customarily consummated at such place.

“c) LIMITATION.—Subpkaragraphs (4)()

and (B) (1) shall apply only if, at no time during the
tazable year, the taxpayer has an office or other fized

place of business in the United States through which
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or by the direction of which the tramsactions in
stocks or securities, or in commodities, as the casc

may be, are effected.

“(c) EFrFECTIVELY CONNECTED INCOME, ETC.—

“(1) GENERAL RULE.—For purposes of this title—

“(A) In the case of a monresident alien indi-
vidual or a foreign corporation engaged in trade or
business within the United States during the tazable
year, the rules set forth in paragraphs (2), (3),
and (4) shall apply in determining the income,
gain, or loss which shall be treated as effectively con-
nected with the conduct of a trade or business within
the United States.

“(B) Except as provided in section 871(d) or
séctions,882( d) and (e), in the case of a nonresi-
dent alien indiwidual or a foreign corporation not
engaged n trade or business within the United States

during the taxable year, no income, gain, or loss shall

- be treated as effectively connected with the conduct

of a trade or business within the United States.

“(2) PERIODICAL, ETC., INCOME FROM SOURCES

WITHIN UNITED STATES—FACTORS.—In determining
whether income from sources within the United States
of the types described in section 871(a)(1) or section

881(a), or whether gain or loss from sources within
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the United States .from the sale or exchange of capital
assets, s effectively connected with the conduct of a
trade or business within the United States, the factors
taken into account shall include whether—

“(A) the income, gain, or loss is derived from
assets used in or held for use in the conduct of such
trade or business; or

“(B) the activities of such trade or business
were a material factor in the realization of the in-
come, gain, or loss.

In determining whether an asset is used in or held for
use in the conduct of such trade or business or whether
the activities of such trade or business were a material
factor in realizing an item of income, gain, or loss, due

regard shall be given to whether or not such asset or

such income, gain, or loss was accounted for through

such trade or business. In applying this paragraph and
paragraph (4), interest referred to in section 861(a)

(1)(A4) shall be considered income from sources within

- the United States.

“(3) OTHER INCOME FROM SOURCES WITHIN

- UNITED STATES.—AIl income, gain, or loss from sources

within the United States (other than income, gain, or

loss to which paragraph (2) applies) shall be treated
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as effectively connected with the conduct of a trade or
business within the United States.
“(4) INCOME FROM SOURCES WITHOUT UNITED

STATES.—
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“(A) Eaxcept as provided in subparagraphs
(B) and (C), no income, gain, or loss from sources
without the United States shall be treated as effec-
tively connected with the conduct of a trade or
business within the United Stales.

“(B) Income, gain, or loss from sources with-
out the United States shall be treated as effectively
connected with the conduct of a trade or business
within the United States by a monresident alien
indiwidual or a foreign corporation if such person
has an office or other fized place of business within
the United States to which such income, gain, or
loss is attributable and such income, gain, or loss—

“(i) consists of rents or royalties for the
use of or for the privilege of using intangible
property described in section 862(a)(4) (in-
cluding any gain or loss realized on the sale of
such property) derived in the active conduct
of such trade or business;

“(ii) consists of dividends or interest, or
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gain or loss from the sale or exchange of stock

or notes, bonds, or other evidences of indebted-

ness, and either is derived in the active conduct

of a banking, financing, or similar business
within the United States or is recewed by a
corporation the principal business of which is
trading in stocks or securities for its own ac-
count; or

“(iit) is derwed from the sale (without
the United States) through such office or other
fived place of business of personal property de-
scribed in section 1221(1), except that this
clause shall not apply if the property is sold for
use, consumption, or disposition outside the
United States and an office or other fized place of

business of the taxpayer outside the United States

~ participated materially in such sale.

“(C) In the case of a foreign corporation tax-

able under part I of subchapter L, any income from
sources without the United States which 1s attrib-
utable to its United States business shall be treated
as effectively connected with the conduct of a trade

or business within the United States.

“(D) No income from sources without the
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United States shall be treated as effectively connected

with the conduct of a trade or business within the

‘United States if it either—

“(i) consists of dividends, interest, or
royalties paid by a foreign corporation in which
the tazpayer owns (within the meaning of
section 958(a)), or 1is considered as owning
(by applying the ownership rules of section
958(b) ), more than 50 percent of the total
combined voling power of all classes of stock
entitled to vote, or

“(ii) is subpart F' income within the mean-
ing of section 952(a).

“(5) RULES FOR APPLICATION OF PARAGRAPI

(4)(B).—For purposes of subparagraph (B) of para-
graph (4)—

“(4) in determining whether a nonresident
alien individual or a foreign corporation has an of-
fice or other fized place of business, an office or other
fized place of business of an agent shall bz disre-
garded unless such agent (i) has the authority to ne-
gotiate and conclude contracts in the name of the .
nonresident alien individual or foreign corporation
and regularly exercises that authority or has a stock

of merchandise from which he vegularly fills orders
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on behalf of such individual or foregn co;poration,
and (i) is not a general commission agent, broker,
or other agent of independent status acting in the
ordinary course of his business,
;‘(B ) income, gain, or loss shall not be con-
sidered as attributable to an office or other fized

place of business within the United States unless such

office or fived place of business is a material factor

~ n the production of such income, gain, or loss and

such office or fived place of business reqularly carries
on activities of the type from which such income,
gain, or loss is derived, and

“(C) the income, gain, or loss which shall be
attributable to an office or other fixed place of busi-
ness within the United States shall be the income,
gain, or loss properly allocable thereto, but, in the
case of a .sale‘ described in clause (iit) of such sub-
paragraph, the income which shall be treated as at-
tributable to an office or other fixed place of business
within the United States shall not exceed the income
which would be derived from sources within the
United States if the sale were made in the United

States.”

(e) EFFECTIVE DATES.—

(1) The amendments made by subsections (a),
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(c), and ( d) shall apply with respect to taxable years

beginning after December 31, 1966; except that in
applying section 864(c)(4)(B)(iii) of the Internal
Revenue Code of 1954 (as added by subsection (d))
with respect to a binding contract entered into on or
before February 24, 1966, activities in the United
States on or before such date in negotiating or carrying
out such contract shall not be taken into account.

(2) The amendments made by subsection (b)
shall apply with respect to amounts received after De-

cember 31, 1966.

SEC. 103. NONRESIDENT ALIEN INDIVIDUALS.

(a) Tax oN NONRESIDENT ALIEN INDIVIDUALS.—
(1) Section 871 (relating to tax on nonresident

alien indiduals) is amended to read as follows:

“SEC. 871. TAX ON NONRESIDENT ALIEN INDIVIDUALS.

“(a) Incoue Notr CoNNEcTED WitH UNITED

STATES BUSINESS—30 PERCENT TAX.—

“(1) INCOME OTHER THAN CAPITAL GAINS.—
There is hereby imposed for each taxable year a tax of
30 percent of the amount received from sources within
the United States by a nonresident alien individual as—

“(A) interest, dividends, rents, salaries, wages,

premiwms, annuities, compensations, remunerations,
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emoluments, and other fized or delerminable annual

 or periodical gains, profits, and income,

“(B) gains described in section 402(a)(2),
403(a)(2), or 631 (b) or (c), and gains on
transfers described in section 1235 made on or
before October 4, 1966,

“(C) in the case of bonds or other evidences of
indebtedness issued after September 28, 1965,
amounts which under section 1232 are considered as
gains from the sale or exchange of property which
is not a capital asset, and

“(D) gains from the sale or cxchange after

October 4, 1966, of patents, copyrights, secret proc-

esses and formulas, good will, trademarks, trade
brands, franchises, and other like property, or of
any interest in any such properly, to the extent such
gains are from payments which are contingent on

the productivity, use, or disposition of the property

- or interest sold or exchanged, -or from payments

which are treated as being so contingent under sub-

section (e),

but only to the extent the amount so received is not effec-
twely connected with the conduct of a trade or business

within the United States.
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“(2) CAPITAL GAINS OF ALIENS PRESENT IN THE
UNITED STATES 183 DAYS OR MORE.—In the case of a
nonresident alien individual presént in the United States
for a period or periods aggregating 183 days or more
during the taxzable year, there is hereby imposed for such
year a tax of 30 percent of the amount by which his
gains, derwed from sources within the United States,
from the sale or exchange at any time during such year
of capital assets exceed his losses, allocable to sources
within the United States, from the sale or exchange at
any time during such year of capital assets. For pur-
poses of this paragraph, gains and losses shall be taken
into account only if, and to the extent that, they would
be recognized and taken into account if such gains and
losses were effectively connected with the conduct of a
trade or business within the United States, except that
such gains and losses shall be determined without regard
to section 1202 (relating to deduction for capital gains)
and such losses shall be determined without the benefits
of the capital loss carryover provided in section 1212,
Any gain or loss which is taken into account in deter-
mining the tax under paragraph (1) or subsection (b)
shall not be taken into account in determining the tax
under this paragraph. For purposes of the 183-day re-

quirement of this paragraph, a nonresident alien individ-
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ual not engaged in trade or business within the United
States whao has not established a tazable year for any
prior period shall be treated as having a taxable year
which is the calendar year.

“(b) INcoME CoNNECTED WiTH UNITED STATES

BUSINESS—GRADUATED RATE oF Tax.— .

“(1) IMPOSITION OF TAX—A nonresident alien
individual engaged in trade or business within the
United States during the tazable year shall be tazable
as provided in section 1 or 1201(b) on his tazable income
which is effectively connected with the conduct of a trade
or business within the United States.

“(2) DETERMINATION OF TAXABLE INCOME.—In
determining taxable income for purposes ‘of paragraph
(1), gross income includes only gross income which is
effectively connected with the conduct of a trade or
business within the United States.

“(c) ParTICIPANTS IN CERTAIN EXCHANGE OR

TRAINING PROGRAMS.—F or purposes of this section, a non-
resident alien individual who (without regard to this sub-
section) s not engaged in trade or business within the
United States and who is temporarily present in the United
States as a nonimmigrant under subparagraph (F) or (J)
of section 101(a)(15) of the Immigration and Nationality
Act, as amended (8 U.8.C. 1101(a)(15) (F) or-(J)),
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shall be treated as a nonresident alien individual engaged in

trade or business within the United States, and any income

described in section 1441(b) (1) or (2) which is received

by such

individual shall, to the extent derived from sources

within the United States, be treated as effectively connected

with the conduct of a trade or business within the United

States.

“(d) ELecTION T0 TREAT REAL PROPERTY INCOME

48 IncomeE ConnNecTED WiTtH UNITED STATES BUSI-

NESS.—

ual

“(1) IN GENERAL.—A mnonresident alien individ-
who during the tazable ycar derives any income—

“(A) from real property held for the produc-
tion of income and located wn the United States,
or from any interest in such real property, in-
cluding (1) gains from the sale or exchange of such
real property or an interest therein, (i) rents or
royalties from mines, wells, or other natural deposits,
and (#i) gains described in section 631 (b) or (c),
and

“(B) which, but for this subsection, would not
be treated as income which is effectively connected
with the conduct of a trade or business within the

Unated States,

may elect for such taxable year to treat all such- incom
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as income which s effectively connccted with the con-
duct of a trade or business within the United States.
In such case, such income shall be taxable as provided
in subsection (b)(1) whether or not such individual
is engaged in trade or business within the United States
during the taxable year. An election under this para-
graph for any taxable year shall remain in effect for
all subsequent taxable years, except that it may be re-
voked with the consent of the Secretary or his delegate
with respect to any tazable year.

“(2) ELECTION AFTER REVOCATION.—If an elec-
tion has been made under paragraph (1) and such elec-
tion has been revoked, a new election may not be made
under such paragraph for any tavable year before the
bth taxable year which begins after the first tazable
year for which such revocation is effective, unless the
Secretary or his delegate consents to such new election.

“(3) FORM AND TIME OF ELECTION AND REVO-
CATION.—An clection under paragraph (1), and any
revocation of such an election, may be made only in
such manner and at such time as the Secretary or his
delegate may by regulations prescribe.

“(e) GaINg Frou S4ALE OR ExclANGE oF CERTAIN

24 INTANGIBLE PROPERTY —For purposes of subsection (a)
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1 (1)(D), and for purposes of sections 881(a)(4), 1441{b),
2 and 1442(a)—

3
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“(1) PAYMENTS TREATED AS CONTINGENT ON
USE, ETC.—If more than 50 percent of the gain for
any tazable year from the sale or exchange of any patent,
copyright, secret process or formuld, good will, trade-
mark, trade brand, franchise, or other like property, or

of any interest in any such property, is from payments

which are contingent on the productivity, use, or dis-

position of such property or interest, all of the gain for
the tazable year from the sale or exchange of such prop-
erty or interest shall be treated as being from payments
which are contingent on the productivity, use, or dispo-
sition of such property or interest.

“(2) Souvrce RULE—In determining whether
gains described in subsection (a)(1)(D) and section
881(a)(4) are received from sources within the United
States, such gains shall be treated as rentals or royalties
for the dse of, or privilege of using, property or an
interest in property.

“(f) CERTAIN ANNUITIES RECEIVED UNDER QUALI-

22 FIED PLANS.—For purposes of this section, gross income does

23 not include any amount received as an annuity under o quali- -

24 fied annuity plan described in section 403(a)(1), or from
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i a qualified trust described in section 401(a) which is exempt

2 from tax under section 501(a), if—

3
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“(1) all of the personal services by reason of which
such annuity is payable were either (A4) personal serv-
ices performed outside the United States by an individual
who, at the time of performance of such personal serv-
ices, was a nonresident alien, or (B) personal services
described in section 864(b)(1) performed within the
United States by such individual, and

“(2) at the time the first amount is paid as such
annuity under such annuity plan, or by such trust, 90
percent or more of the employees for whom contributions
or benefits are provided under such annuity plan, or

under the plan or plans of which such trust is a part,

“are citizens or residents of the United States.”

“(g) CrROSS REFERENCES.—

“(1) For tax treatment of certain amounts distributed
by the United States to nonresident alien individuals, see
section 402(a)(4).

“(2) For taxation of nonresident alien individuals who
are expatriate United States citizens, see section 877.

“(3) For doubling of tax on citizens of certain foreign
countries, see section 891.

“(4) For adjustment of tax in case of. nationals or resi-
dents of certain foreign countries, see section 896.

“(5) For withholding of tax at source on nonresident
alien individuals, see section 1441,

“(6) For the requirement of making a declaration of
estimated tax by certam nonresident alien mdwzduals,
see section 6015(i).

(2) Section 1 (relating to tax on individuals) 1is
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1 amended by redesignating subsection (d) as subsection
2 (e), and by inse}ting after subsection (c) the follow-
3 ing new subsection :

4 “(d) NONRESIDENT ALIENS.—In the case of a mon-
5 resident alien individual, the tax wmposed by subsection (a)
6 shall apply only as provided by section 871 or 877.”

7 (b) GroSs INCOME.—

8 (1) Subsection (a) of section 872 (relating to
9 gross income of nonresident alien indwiduals) s
10 amended to read as follows:

1 “(a) GENERAL RULE.—In the case of a monresident
12 glien individual, gross income includes only—

13 “(1) gross income which is derived from sources
14 within the United States and which is not effectively
15 connected with the conduct of a trade or business within
16 the United States, and

17 “(2) gross income which is effectively connected
18 with the conduct of a trade or business within the
19 United States.”

20 (2) Subparagraph (B) of section 872(b)(3) (re-
21 lating to compensation of participants in certain ex-
22 change or training programs) is amended by striking
23 out “by a domestic corporation” and inserting in liew
24 thereof “by a domestic corporation, a domestic partner-.
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ship, 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 TERRITORY OF
THE PaciFic ISLANDS.—Income derived by a monresi-
dent alien individual from a series B 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 indwiduals) is amended to read as
follows:

“SEC. 873. DEDUCTIONS.

“(a) GENERAL RULE.—In the case of a monresident
alien individual, the deductions shall be allowed only for
purposes of section 871(b) and (except as provided by sub-
section (b)) only if and to the extent that they are con-
nected with income which is effectively connected with the

conduct of a trade or business within the United States; and
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the proper apportionment and allocation of the deductions
for this purpose shall be determined as provided in regula-
tions prescribed by the Secretary or his delegate.

“(b) Exceprions.—The following deductions shall be
allowed whether or mnot they are comnected with income
which is effectively connected with the conduct of a trade
or business within the United States:

“(1) LossEs—The deduction, for losses of prop-
erty 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 deduc-
tion for charitable cb_ntm'butions 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.
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“(¢) CRrOSS REFERENCES.—

“(1) For disallowance of standard deduction, see sec-
tion 142(b)(1).

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

(2) Section 164(3) (relating to cross references
in respect of deductions for personal exemptions) is

amended to read as follows:

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

(d) ALLowANCE oF DEDUCTIONS AND CREDITS.—
Subsection (a) of section 874 (relating to filing of returns)
is amended to read as follows:

“(a) RETURN PREREQUISITE TO ALLOWANCE.—A
nonresident alien individual shall receive the benefit of the
deductions and credits allowed to him in this subtitle only
by filing or causing to be filed with the Secretary or his
delegate a true and accurate return, in the manner prescribed
in subtitle F' (sec. 6001 and following, relating to procedure
and administration), including therein all the information
which the Secretary or his delegate may deem necessary

for the calculation of such deductions and credits. This sub-
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section 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 ISTATES AND TRUSTS.—

(1) Section 875 (relating to partnerships) 1is
amended to read as follows:

“SEC. 875. PARTNERSHIPS; BENEFICIARIES OF ESTATES
AND TRUSTS.
“For purposes of this subtitle—

“(1) a nonresident alien individual or foreign cor-
poration shall be considered as being engaged in a trade
or business within the United States if the partnership
of which such indiwidual or corporation is a member is
so engaged, and

“(2) a nonresident alien individual or foreign cor-
poration which is a beneficiary of an estate or trust which
is engaged in any trade or business within the United
States shall be ti’eated as being engaged in such trade or
business within the United States.”

(2) The table of sections for subpart A of part I1
of subchapter N of chapter 1 is amended by striking out
the item relating to section 875 and inserting in liew

thereof the following:

“Sec. 875. Partnerships, beneficiaries of estates and trusts.”
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(f) EXPATRIATIO& To Avoip Tax.—

(1) Subpart A of part II of subchapter N of chap-
ter 1 (relating to monresident alien individuals) is
amended by redesignating section 877 as section 878,
and by inserting after section 876 the following mew
section :

“SEC. 877. EXPATRIATION TO AVOID TAX.

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

“(b) ALTERNATIVE T4aXx.—A nonresident alien individ-
ual described in subsection (a) shall be tazable for the taz-
able year as provided in section 1 or section 1201(b),
except that—

“(1) the gross income shall include only the gross
income described in section 872(a) (as modified by
subsection (c) of this section), and

“(2) the deductions shall be allowed if and to the
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exient that they are conmected with the gross income
included under this section, except that the capital loss
carryover provided by section 1212(b) shall not be
allowed; and the proper allocation and dpportionment of
the deductions for this purpose shall be determined as
provided under regulations prescribed by the Secretary
or his delegate.
For purposes of paragraph (2), the deductions allowed by
section 873(b) shall be allowed; and the deduction (for

losses not connected with the trade or business if incurred in

tramsactions entered into for profit) allowed 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.

“(¢c) SpeciaL RULES oF SoURCE.—For purposes 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 obliga-
tions) located in the United States.

“(2) STOCK OR DEBT OBLIGATIONS.—Gains on the

sale or exchange of stock issued by a domestic corpora-

tion or debt obligations of United States persons or of
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the United States, a State or political subdivision theréof,
or the District of Columbia. |
“(d) ExceprioN FOR L0Ss oF CITIZENSHIP FOR CER-
TAIN CAUSES.—Subsection (a) shall not apply to a non-
resident alien indiwidual whose loss of United States citizen~
ship resulted from the application of section 301(b), 350, or
355 of the Immigration and Nationality Act, as amended
(8 U.8.0. 1401 (b), 1482, or 1487). |
" “(e) BURDEN OF PROOF.—If the Secretary or his dele-
gate establishes that it is reasonable to believe that an indi-
vidual’s loss of United States citizenship would, but for this
section, result in a substantial reduction for the taa:ablevyear
in the taxes on his probable income for such yea}', the burden
of proving for such tazable year that such loss of citizen-

ship did nmot have for one of its principal purposes the

avoidance of taxes under this subtitle or subtitle B shall be

on such individual.”
(2) The table of sections for subpart A of part IT
of subchapter N 'of chapter 1 is amended by siriking out
the item relating to section 877 and inserting in liew

thereof the following:
“Sec. 877. Expatriation to avoid tax.

“Sec. 878. Foreign educational, charitable, and certain other
exempt organizations.”
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(g9) PArT1iAL EXCLUSION OF DI1vIDENDS.—Subsection

(d) of section 116 (relating to certain nonresident aliens

ineligible for exclusion) is amended to read as follows:

“(d) CERTAIN NONRESIDENT ALIENS INELIGIBLE

FOR ExcLus1oN.—In the case of a nonresident alien indi-

vidual, subsection (a) shall apply only—

“(1) in determining the taxz imposed for the taz-
able year pursuant to section 871(b)(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 tmposed for the taz-
able year pursuant to section 877(b).”

(k) WirrHOLDING OF TAX ON NONRESIDENT

ALIENS—Section 1441 (relating to withholding of tax on

nonresident aliens) is amended—

(1) by striking out “, or of any pdrtnership not
engaged in trade or business within the United States and
composed in whole or in part of nonresident aliens,” in
subsection (a) and inserting in lieu thereof “or of any
foreign partnership”;

(2) by striking out “(except interest on deposits
with persons carrying on the banking business paid to
persons not engaged in business in the United States)”

in subsection (b);
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(3) by striking out “and amounts described in sec-
tion 402(a)(2)” and all that fo‘llows in the first sentence
of subsection (b) ‘and inserting in liew thereof “gains
described in section 402(a)(2), 403(a)(2), or 631
(b) or (c), amounts subject to taxw under 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 fol-
lowing new sentence:
“In the case of a nonresident alien individual who is a mem-
ber 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 subsection
(¢c) and inserting in lieu thereof the following new
paragraph:

v “(1) INCOME CONNECTED WITH UNITED STATES
BUSINESS.—No deduction or withholding under subsec-
tion (a) shall be required in the case of any item of
income (other than compensation for personal services)
which s effectively connected with the conduct of a

trade or business within the United States and which
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is included in the gross income of the recipient under

section 871(b) (2) for the taxable year.”;

(6) by amending paragraph (4) of subsection (c)
to read as follows:

“(4) COMPENSATION OF CERTAIN ALIENS.—Un-

‘der regulations prescribed by the Secretary or his dele-

gate, compensation for personal services may be ex-

empted from deduction 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 exchange of capital assets,” in para-
graph (5) of subsection (c) and inserting in lieu thereof
“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
1285 made on or before October 4, 1966,”, and by
striking out ‘“proceeds from such sale or exchange,” in
such paragraph and inserting in liew thereof “amount
payable,” ;

(8) by adding at the end of subsection (c) the fol-
lowing new paragraph:

“(7) CERTAIN ANNUITIES RECEIVED UNDER

QUALIFIED PLANS.—No deduction or withholding under
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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 section 871

(a).’; and

(9) by redesignating subsection (d) as (e), and
by inserting after subsection (c) the following new
subsection:

“(d) Exemprion oF CERTAIN FOREIGN PARTNER-
sHIPS.—Subject to such terms and conditions as may be
provided by regulations prescribed by the Secretary or his
delegate, subsection (a) shall not apply in the case of a

foreign parinership engaged in trade or business within the

United States if the Secretary or his delegate determines

that the requirements of subsection (a) impose an undue
administrative burden and that the collection of the tax
imposed by section 871(a) on the members of such partner-
ship who are nonresident alien individuals will not be jeop-
ardized by the exemption.”

(i) Liapicity ror WirEELD Tax.—Section 1461
(relating to return and payment of withheld tax) is amended
to read as follows:

“SEC. 1461. LIABILITY FOR WITHHELD TAX.

“Every person required to deduct and withhold any tax
under this chapter is hereby made liable for such tax and is
hereby indemnified against the claims and demands of any
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person for the amount of any payments made in accordance
with the provisions of this chapter.”

(i) DECLARATION OF ESTIMATED INcOME TAX BY
INDIVIDUALS.—Section 6015 (relating to declaration of esti-
mated income tax by indiiduals) is amended—

(1) by striking out that portion of subsection (a)
which precedes paragraph (1) and inserting in lieu
thereof the following:

“(a) REQUIREMENT OF DECLARATION.—Except as
otherwise provided in subsection (i), every individual shall
make a declaration of his estimated tax for the tazable year
if—";

(2) by redesignating subsection (i) as subsection
(i); and

(3) by inserting after subsection (h) the follow-
ing new subsection :

“(i) NONRESIDENT ALIEN INDIVIDUALS.—No dec-
laration shall be required to be made under this éection by a
nonresident alien individual unless—

“(1) withholding under chapter 24 is made appli-
cable to the wages, as defined in section 3401(a), of
such individual,

“(2) such individual has income (other than com-
pensation for personal services subject to deduction and

withholding under section 1441) which is effectively
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connected with the conduct of a trade or business within
the United States, or
“(3) such individual is a resident of Puerto Rico
during the entire tazable year.”

(k) Correcrion oF INCOME TAXx AT SOURCE ON

W aGES.—Subsection (a) of section 3401 (relating to defini-
tion of wages for purposes of collection of income tar at
source) is amended by striking out paragraphs (6) and (7)

and inserting in liew thereof the following:

“(6) for such services, performed by a nonresident
alien individual, as may be designated by regulations
prescribed by the Secretary or his delegate; or”.

(1) DErINITIONS OF FoREIGN ESTATE OR TRUST.—

(1) Section 7701(a)(81) (defining foreign estate
or trust) is amended by striking out “from sources with-
out the United States” and inserting in liew thereof
“, from sources without the United States which is not
effectively connected with the conduct of a trade or busi-
ness within the United States,”.

(2) Section 1493 (defining foreign trust for pur-
poses of chapter 5) is repealed.

(m) ConrorMING AMENDMENT.—The first sentence

23 of section 932(a) (relating to citizens of possessions of the

24 United States) is amended to read as follows: “Any in-
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dividual who is a citizen of any possession of the United
States (but mot otherwise a citizen of the United States)
and who is not a resident of the United States shall be sub-
ject to taxation under this subtitle in the same manner and
subject to the same conditions as in the case of a nonresident

alien individual.”’

(n) EFFECTIVE DATES.—

(1) The amendments made by this section (other
than the amendments made by subsections (h), (i), and
(k)) shall apply with respect to taxable years beginning
after December 31, 1966.

(2) The amendments made by subsection (h) shall
apply with respect to payments made in taxable yea}'s
of recipients beginning after December 31, 1966.

(8) The amendments made by subsection (i) shall
apply with respect to payments occurring after Decem-
ber 31, 1966.

(4) The amendments made by subsection (k) shall
apply with respect to remuneration paid after Decem-

ber 31, 1966.

SEC. 104. FOREIGN CORPORATIONS.

(a) Tax on IncomE Nor ConnecTEp WITH

23 Unirep SraTES BUSINESS.—Section 881 (relating to tax

24

on foreign corporations not engaged in business in the United

25 States) is amended to read as follows:
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“SEC. 881. TAX ON INCOME OF FOREIGN CORPORATIONS
NOT CONNECTED WITH UNITED STATES
- BUSINESS.

“(a) InposiTioN oF TAx.—There is hereby imposed
for each tazable year a tax of 30 percent of the amount
received from sources within the United States by a foreign
corporation as—

 “(1) interest, dividends, rents, salaries, wages, pre-

miums, annuities, conipensations, remunerations, emolu-
ments, and other fized or determinable annual or
periodical gains, profits, and income,

“(2) gains described in section 631 (b) or (c),

“(8) in the case of bonds or other evidences of
indebiedness issued after September 28, 1965, amounts
which under section 1232 are considered as gains from
the sale or exchange of property which is not a capital
asset, and ‘

“(4) gains from the sale or exchange after October

4, 1966, of patents, copyrights, secret processes and

formulas, good will, trademarks, trade brands, fran-

chises, and other like property, or of any interest in
any such property, to the extent such gains are from
- payments which are contingent on the productivity, use,

or disposition of the property or interest sold or ex-
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changed, or from payments which are treated as being
so contingent under section 871 (e),
but only to the extent the amount so received is not effec-
tively conmected with the conduct of a trade or business
within the United States.

“(b) DouBLING OF Tax.—

“For doubling of tax on corporations of certain foreign
countries, see section 891.”

(b) Tax on IncoME ConNEcTED WirH UNITED
SrATES BUSINESS.—

(1) Section 882 (relating to tax on resident for-

eign corporations) is amended to read as follows:
“SEC. 882. TAX ON INCOME OF FOREIGN CORPORATIONS
CONNECTED WITH UNITED STATES BUSI-
NESS.
“(a) NorMAL T4x 4ND SURTAX.—

“(1) ImpoSITION OF TAX.—A foreign corporation
engaged in trade or business within the United States
during the tazable year shall be taxable as provided in
section 11 or 1201(a) on its taxable income which is
effectively connected with the conduct of a trade or busi-
ness within the United States.

“(2) DETERMINATION OF TAXABLE veour—In
determining tazable income for purposes of paragraph

(1), gross income includes only gross income which is
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1 effectively connected with the conduct of a trade or busi-
2 ness within the United States.

3 “(b) Gross INconr.~In the case of a foreign corpora-
4 tion, gross income includes only—

5 “(1) gross income which is derived from sources
6 within the United States and which is not effectively
7 connected with the conduct of a trade or business with-
8 in the United States, and

9 “(2) gross income which is effectively connected
10 with the conduct of a trade or business within the United
11 States.

12 “(c) ALLOWANCE o¥ DEDUCTIONS AND.- CREDITS.—
13 “(1) ALLOCATION OF DEDUCTIONS.—

14 ' “(4) GENERAL RULE—~In the case of a for-
15 | eign corporation, the deductions shall be allowed
16 only for purposes of subsection (a) and (except as
17 provided by subparag)’aph (B)) only if and to the
18~ extent that they are connected with income which
19 is effectively connected with the conduct of a trade
20 or business within the United States; and the proper
21 _ apportionment and allocatioﬁ of the deductions for
22 this purpose shall be determined as provided in
23 regulations prescribed by the Secretary or his
24 delegate.
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“(B) CHARITABLE CONTRIBUTIONS.—The de-
duction for charitable contributions and gifts pro-
vided by section 170 shall be allowed whether or
not connected with income whiéh is effectively con-
nected with the conduct of a trade or business

within the United States..
“(2) DEDUCTIONS AND CREDITS ALLOWED ONLY
IF RETURN FILED.—A  foreign corporation shall receive
the benefit of the deductions and- credits allowed to it
in this subtitle only by filing or causing to be filed with
the Secretary or his delegate a true and accurate return,

in the manner prescribed in subtitle F', including therein

-all the information which the Secretary or his delegate

may deem necessary for the calculation of such deduc-

tions and credits. The preceding sentence shall not

. apply for purposes of the tax imposed by section 541

(relating to personal holding company tax), and shall
not be construed to deny the credit provided by section
32 for tax withheld at source or the credit provided by
section 39 for certain uses of gasoline and lubricating oil.

“(3) FoRrEIGN TAX CREDIT.—Euxcept as provided
by section 906, foreign corporations shall not be allowed
the credit against the tax for taxes of foreign countries
and possessions of the United Stdtes_ allowed by section
901.
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“(4) CROSS REFERENCE.—

“For rule that certain foreign taxes are not to be taken
into account in determining deduction or credit, see sec-
tion 906(b)(1).

“(d) ELectioNn To TREAT REAL PROPERTY INCOME
A8 IncomE CoNNEcTED WITH UNITED STATES BUSI-
NESS.—

“(1) IN GENERAL.—A foreign corporation which
during the tazable year derives any income—

“(A) from real property located in the United
States, or from any interest in such real property,
including (i) gains from the sale or exchange of
real property or an interest therein, (i) rents or
royalties from mines, wells, or other natural de-
posits, and (i) gains described in section 631 (b)
or (c), and

“(B) which, but for this subsection, would not
be treated as income effectively connected with the
conduct of a trade or business within the United
States,

may elect for such tazable year to treat all such income

as income which s effectively connected with the con-

duct of a trade or business within the United States. In
such case, such income shall be taxable as providecl in
subsection (a)(1) whether or not such corporation is

engaged in trade or business within the United States
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during the taxable year. An election under this para-

graph for any taxable year shall remain in effect for all

subsequent taxable years, except that it may be revoked
with the consent of the Secretary or his delegate with
respect to any taxable year.

“(2) ELEcTION AFTER REVOCATION, ETC.—Par-
agraphs (2) and (3) of section'8’71( d) shall apply in
respect of elections under this subsection in the same
manner and to the same extent as they apply in respect
of elections under section 871(d).

“(e) INTEREST ON UNITED STATES OBLIGATIONS
REcEIvED BY BANKS ORGANIZED IN POSSESSIONS.—In the
case of a corporation created or organized in, or under the
law of, a possession of the United States which is carrying
on the banking business in a possession of the United States,
interest on obligations of the United States shall—

: “(1) for purposes of this subpart, be treated as
income which is effectively connected with the conduct of

a trade or business within the United States, and

“(2) shall be tazable as provided in subsection
(a) (1) whether or not such corporation is enéaged n
trade or business within the United States during the

taxable year.
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1 “(f) RETURNS oF Tax BY AGENT.—~If any foreign
2 corporation has no office or place of business in the United
3 States but has an agent in the United Stateé, the return
4 required under section 6012 shall be made by the agent.”
5 (2)(A) Subsection (e) of section 11 (relating to
6 exceptions from tax on corporations) is amended by in-
7 serting “or” at the end of paragraph (2), by striking
8 out “, or” at the end of paragraph (3) and inserting
9 a period in liew thereof, and by striking out paragraph
10 (4).
11 (B) Section 11 (relating to taz on corporations) is
12 amended by adding at the end thereof the following
13 new subsection:
14 “(f) Forreigy CorPORATIONS.—In the case of a foreign
15 corporation, the tax imposed by subscction (a) shall apply
16 only as provided by section 882.” '
17 (3) The table of sections for subpart B of part 11
18 of subchapter N of chapter 1 is amended by striking out
19 the items relating to sections 881 and 882 and wnserting
20 tn licw thereof the following:

“Sec. 881. T'ax on income of foreign corporations not con-
nected with United States business.

“Sec. 882. T'ax on income of foreign corporations connected
with United States business,”
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(c) WiteEHOLDING OF TAX ON FOREIGN CORPORA-
T10N8.—Section 1442 (relating to withholding of tax on
fo}eign corporations) is amended to read as follows:
“SEC. 1442. WITHHOLDING OF TAX ON FOREIGN CORPO-

RATIONS.

“(a) GENERAL RULE.—In the case of foreign corpora-
tions subject to taxation under this subtitle, there shall be
deducted and withheld at the source in the same manner and
on the same items of income as is provided in section 1441
or section 1451 a tax equal to 30 percent thereof; except
that, in the case of interest described in section 1451 (relat-
ing to tax-free covenant bonds), the deduction and with-
holding shall be at the rate specified therein. For purposes
of the preceding sentence, the references in section 1441(b)
to sections 871(a)(1) (C) and (D) shall be treated as re-
ferring to sections 881(a) (3) and (4), the reference in
section 1441(c)(1) to section 871(b)(1) shall be treated
as referring to section 842 or section 882(a), as the case
may be, and the reference in section 1441(c)(5) to section
871(a)(1)(D) shall be treated as referring to section
881(a)(4).

“(b) ExeMPTION.—Subject to such terms and condi-
tions as may be provided by regulations prescribed by the
Secretary or his delegate, subsection (a) shall not apply in
the case of a foreign corporation engaged in trade or business
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within the United States if the Secretary or his delegate de-
termines that the requirements of subsection (a) impose an
undue administrative burden and that the collection of the
tax imposed by section 881 on such corporation will not be
jeopardized by the exemption.”

(d) DivipENDS RECEIVED FrROM CERTAIN FOREIGN
CORPORATIONS.—Subsection (a) of section 245 (relating to
the allowance of a deduction in respect of dividends received
from a foreign corporation) is amended—

(1) by striking out “and has derived 50 percent
or more of ‘ its gross income from sources within the
United States,” in that portion of subsection (a) which
precedes paragraph (1) and by inserting in liew thereof
“and if 50 percent or more of the gross income of such:
corporation from all sources for such period is effectively
connected with the conduct of a trade or business within
the United States,”;

(2) by striking out ‘“‘from sources within the United.
States” in paragraph (1) and inserting in lieu thereof
“which is effectively connected with the conduct of a
trade or business within the United States” ;

(8) by striking out “from sources within the United
States” in paragraph (2) and inserting in lieu thereof
“_ which is effectively connected with the conduct of a

trade or business within the United States,”; and
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(4) by addin:q after paragraph (2) the following
new sentence:
“For purposes of this subsection, the ‘gross income of the
foreign corporation for any period before the first taxable
year beginning after December 31, 1966, which is effec-
tively connected with the conduct of a trade or business
within the United States is an amount equal to the gross
income for such period from sources within the United
States.”

(e) DivipENDS RECEIVED IF'rROM CERTAIN WHOLLY-
OwNED FOREIGN SUBSIDIARIES.—

(1) Section 245 ( relating to dividends received
from certain foreign corporations) is amended by re-
designating subscction (b) as (c), and by inserting after
subsection (a) the following new subsection:

“(b) CERTAIN DIVIDENDS RECEIVED F'ROM TVHOLLY
OwxED FOREIGN SUBSIDIARIES.—

“(1) IN GENERAL.—In the case of dividends de-
seribed in paragraph (2) received from a foreign cor-
poration by a domestic corporation which, for its tavable
year in which such dividends are received, owns (di-
rectly or indirectly) all of the outstanding stock of such
foreign corporation, there shall be allowed as a deduction
(in lieu of the deduction provided by subsection (a)) an

amount equal to 100 percent of such dividends.
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“(2) Ericipre piviDENDS—Paragraph (1) shall
apply only to dividends which are paid out of the earn-
ings and profits of a foreign corporation for a tavable
year during which—

“U(4) dll of its outstanding stock is owned (di-
rectly or indirectly) by the domestic corporation to
which such dividends are paid; and

“(B) all of its gross income from all sources
is effectively connccted with the conduct of a trade or
-Ldsiness within the United States.

“(3) ExcEPTION.—Paragraph (1) shall not apply
to any dwidends if an election under section 1562 is
effective for either— |

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

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

(2) Subscction (a) of such section 245 is amended
by adding at the end thercof (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 taxvable year within such uninterrupted j:e-

riod if, with respect to dividends paid out of the earnings
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and profits of such year, the deduction promided by
subsection (b) would be allowable.” |
4( 3) Subsection (c) of such section 245 (as redesig-
nated by paragraph (1)) is amended by striking out
“subsection (a)” and inserting in lieu thereof “subsections
(a) and (b)”. |

(f) DisTriBUTIONS OF CERTAIN FOREIGN CORPORA-

r10N8.~Section 301 (b)(1)(C) (relating to certain cor-

porate distributces of foreign corporations) is amended—

(1) by striking out “gross income from sources
within the United States” in clause (i) and inserting in
lieu thereof “gross income which is effectively connected

with the conduct of a trade or business within the United

‘States” ;

(2) by striking out ““gross income from sources with-

out the United States” in clause (ii) and inserting in

liew thereof “‘gross income which is not effectively con-
nected with the conduct of a trade or business within
the United States”; and

(3) by adding at the end thereof the following new
sentences: “For purposes of clause (i), the gross income
of a foreign corporation for any period before its first
taxable year beginning after December 31, 1966, which
is effectively connected with the conduct of a trade or

business within the United States is an amount equal
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to the gross income for such period from sources within

the United States. For purposes of clause (ii), the

gross income of a foreign corporation for any period
before its first taxable year beginning after December

31, 1966, which is not effectively connected with the

conduct of a trade or business within the United States

s an amount equal to the gross income for such period

from sources without the United States.”

v( g) UNRELATED BUSINESS TAXABLE INCOME.—The
last sentence of section 512(a) (relating to definition) is
amended to read as follows: “In the case of an organiza-
tion described in section 511 which is a foreign organiza-
tion, the unrelated business taxable income shall be its
unrelated business tazable income which is effectively con-
nected with the conduct of a trade or business within the
United States.” _

() CorporatiONs SUBJECT TO PERSONAL HoLp-
ING CoMPANY TAX.—

(1) Paragraph (7) of section 542(c) (relating
to corporations not subject to personal holding company
taz) is amended to read as follows:

“(7) a foreign corporation (other than a corpora-
tion which has income to which section 543(a)(7) ap-

plies for the tazable year), if all of its stock outstanding
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during the last half of the tazable year is owned by

nonresident alien individuals, whether directly or indi-

'~ rectly through foreign estates, foreign trusts, foreign

partnerships, or other foreign corporations;”.
(2) Section 543(b)(1) (relating to definition of
ordinary gross income) is amended—

(4) by striking out “and’ at the end of sub-
paragraph (4),

(B) by striking out the period at the end of
subparagraph (B) and inserting in lieu thercof ,
and”, and

(C) by inserting after subparagraph (B) the
following new subparagraph:

“(C) in the case of a foreign corporation all of
the outstanding stock of which during the last half
of the taxable yea}' is owned by nonresident alien in-
dividuals (whether directly or indirectly through
foreign estates, foreign trusts, foreign partnerships,
or other foreign corporations), all items of income
which would, but for this subparagraph, constitute
personal holding cahpany income under any para-
graph of subsection (a) other than paragraph (7)
thereof.”

(3) Section 545 (relating to definition of undis-
tributed personal holding company income) is amended—
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(A) by striking out subsection (a) and insert-
ing in licu thercof the following:

“(a) DEFINITION.—For puré;oses of this part, the term
‘undistributed personal holding company income’ means the
taxable income of a personal holding company adjusted in
the manner provided in subsections (b), (¢), and (d), minus
the dividends paid deduction as defined in section 561. In
the case of a personal holding company which is a foreign
corporation, not more than 10 percent in value of the out-
standing stock of which is owned (within the meaning of
section 958(a)) during the last half of the taxable year by
United States persons, the term ‘undistributed personal hold-
ing company income’ means the amount determined by multi-
plying the undistributed personal holding company income
(determined without regard to this sentence) by the percent-
age in value of its outstanding stock which is the greatest per-
centage in value of its oulstanding stock so owned by United
States persons on any one day during such period.”; and

(B) by adding at the end thereof the following
new subsection:

“(d) CERTAIN FOREIGN CORPORATIONS.—In the case
of a foreign corporation all of the outstanding stock of which
during the last half of the taxable year is owned by nonresi-

dent alien individuals (whether directly or indirectly through

1313
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foreign estates, foreign trusts, foreign partnerships, or other
foreign corporations), the tazable income for purposes of
subsection (a) shall be the income which constitutes personal
holding company income under section 543(a)(7), reduced
by the deductions attributable to such income, and adjusted,
with respect to such income, in the manner provided in sub-
section (b).”

(4)(A) Subchapter B of chapter 68 (relating to
assessable penalties) is amended by adding at the end
thereof the following new section.:

‘SEC. 6683. FAILURE OF FOREIGN CORPORATION TO FILE
RETURN OF PERSONAL HOLDING COMPANY
TAX.
“Any foreign corporation which—

“(1) is a personal holding company for any taz-
able year, and

“(2) fails to file or to cause to be filed with the
Secretary or his delegate a true and accurate return of
the tax imposed by section 541,

shall, in addition to other penalties provided by law, pay a
penalty equal to 10 percent of the taxes imposed by chapter 1
(including the tax imposed by section 541) on such foreign

corporation for such taxable year.”
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(B) The table of sections for such subchapter B is
amended by adding at the end thereof the following new

item:

“See. 6683. Failure of foreign corporation to file return of
personal holding company tax.”

(i) AMENDMENTS WiTH RESPECT TO IFOREIGN

CorPORATIONS CARRYING ON INSURANCE BUSINESS IN

UNITED STATES.—

(1) Section 842 (relating to computation of gross
income) is amended to read as follows:
“SEC. 842, FOREIGN CORPORATIONS CARRYING ON IN-
SURANCE BUSINESS.

“If a foreign corporation carrying on an insurance busi-
ness within the United States would qualify under part I,
11, or 111 of this subchapter for the taxable year if (without
regard to income not effectively connected with the conduct
of any trade or business within the United States) it were
a domestic corporation, such corporation shall be taxable
under such part on its income effectively connected with its
conduct of any trade or business within the United States.
With respect to. the remainder of iis income, which is from
sources within the United States, such a foreign corpora-
tion shall be taxable as provided in section 881.”

(2) The table of sections for part IV of subchapter
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L of chapter 1 is amended by striking out the item re-
lating to section 842 and inserting in liew thereof the
following :

“Sec. 842. Foreign corporations carrying on insurance busi-
” .
ness.

(3) Section 819 (relating to foreign life insurance
companies) is amended—
~ (4) by striking out subsections (a) and (d)
and by redesignating subsections (b) and (c) as
subsections (a) and (b),

(B) by striking out “In the case of any com-
pany described in subsection (a),” in subsection
(a)(1) (as redesignated by subparagraph (4))
and inserting in liew thereof “In the case of any
foreign corporation taxable under this part,”,
 (C) by striking out “subsection (c)” in the
last sentenée of subsection (a)({2) (as redesignated
by subpargraph (A)) and inserting in liew thereof
“subsection (b) "’,

(D) by adding at the end of subsection (a)

" (as redesignated by subparagraph (A)) the fol-
lowing new paragraph:

“(3) REDUCTION OF SECTION 881 TAX.—In the

case of any foreign corporation taxable under this part,

there shall be determined—
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“(4) the amount which would be subject to |
tax under section 881 if the amount tavable under
such section were determined without regard to scc-
tions 103 and 894, and
“(B) the amount of the reduction provided
by paragraph (1).
The tax under section 881 (determined without regard
to this paragraph) shall be reduced (but mnot below
zero) by an amount which is the same proportion of
such tax as the amount referred to in subparagraph (B)
is of the amount referred to in subparagraph (4); bui
such reduction in tax shall not exceed the increase in
tax under this part by reason of the reduction provided
by paragraph (1).”,
(E) by striking out “for purposes of subsec-
t‘ion. (a)” each place it appears in subsection (b)
(as redesignated by subparagraph (A)) and insert-
ing in licw thereof “with respect to a foreign
corporation”,
(F) by striking out “foreign life insurance
company” each place it appears in such subsection
(b) and inserting in liew thereof “foreign ecorpora-

tion”’,
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(G) by striking out “subsection (b)(2)(4)”
each place it appears in such subsection (b) and
inserting in liew thereof “subsection (a)(2)(A4)”,

(H) by striking out “subsection (b)(2)(B)”
in paragraph (2)(B) () of such subsection (b)
and inserting in liew thereof “‘subsection (a)(2)
(B)”, and

(I) by adding at the end thereof the following
new subsection: :

“(c) CroSS REFERENCE.—

“For taxation of foreign corporations carrying on life
insurance business within the United States, see section
842

(4) Section 821 (relating to tax on mutual insur-
ance companies to which part II applies) 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 fol-
lowing:

“(3) For taxation of foreign corporations carrying on
an insurance business within the United Stales, see sec-
tion 842.”

(5) Section 822 (relating to determination of tax-

able investment income) is amended by striking out
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subsection (¢) and by redesignating subsection (f) as
subsection (e).
(6) Section 831 (relating to tax on certain other
insurance companies) is amended—
(4) by striking out subsection (b) and by re-
designating subsection (c) as subsection (b), and
(B) by amending subsection (d) to read as
follows: |

“(¢) CrROSS 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 sec-
tion 842

(7) Section 832 (relating to insurance company
tazable income) is .amended by striking 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 liew thereof “‘sentence (and
for purposes of applying section 906 with respect to a
foreign corporation subject to tax wunder this sub-
chapter),”.

(j) Susparr F' INCOME.—Section 952(b) (relating
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to exclusion of United Slates income) is amended to read
as follows:

“(b) Excrusion or UNITED STATES INCOME—In
the case of a controlled foreign corporation, subpart F in-
come does not include any item of income from sources
within the United States which s effectively connected
with the conduct by such corporation of a trade or business
within the United States unless such ilem 1s exempt from
taxation (or is subject to a reduced rate of tax) pursuant
to a treaty obligation of the United States.”

(k) GaIN From CERTAIN SALES OR EXCIIANGES

oF STocK IN CERTAIN FoREIGN ('ORPORATIONS.—Para-

graph (4) of section 1248(d) (relating to exclusions from

earnings and profits) is amended to read as follows:

“(4) UNITED STATES INCOME—~Any item in-
cludible in gross income of the foreign corporation under
this chapter—

“(4) for any tazable year beginning before

January 1, 1967, as income derived from sources

within the United States of a fofeign corporation

engaged wn trade or business within the United

States, or

“(B) for any tavable year beginning after

December 31, 1966, as income effectively con-
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nected with the conduct by such corporation of a
trade or business within the United States.

This paragraph shall not apply with respect lo any

item which is exempt from taxation (or is subject to

a reduced rate of tax) pursuant to a treaty obligation

of the United States.”

(1) Drcrararion or Estivarep INcoum Tax By
CorPORATIONS.—Section 6016 (relating to declarations of
estimated income tax by corporations) is amended by redes-
ignating subscction (f) as subsection (g) and by inserting
after subsection (e) the following new subsection:

“(f) CERTAIN Forpian CoRrPORATIONS.—~For pur-
poses of this section and section 6655, in the case of a foreign
corporation subject to taxation under section 11 or 1201 (a),
or under subchapter L of chapter 1, the tax imposed by
section 881 shall be treated as a tax imposed by section 11.”

(m) TECHNICAL AMENDMENTS.—

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

“SEC. 884. CROSS REFERENCES.

“(1) For special provisions relating to unrelated busi-
ness income of foreign educational, charitable, and cer-
tain other exempt organizations, see section 512(a).

“(2) For special provisions relating to foreign corpo-
rations carrying on an insurance business within the
United States, see section 842.

“(3) 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 corporations of
certain foreign countries, see section 896.
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“(5) For allowance of credit against the tax in case of
a foreign corporation having income effectively con-
nected with the conduct of a trade or business within the
United States, see section 906.

“(6) For withholding at source of tax on income of for-
eign corporations, see section 1442.”

(2) Section 953(b)(3)(F) is amended by strik-
ing out “832(b)(5)” and inserting in lLeu thereof
“832(c)(5)”.

(3) Section 1249(a) is amended by striking out
“Except as provided in subsection (c), gan” and in-
sérting in lieu thereof “Gain’.

(n) Errecrive Dates—The amendments made by
this section (other than subsection (k)) shall apply with
respect to tazable years beginning after December 31, 1966.
The amendment made by subsection (k) shall apply with
respect to sales or exchanges occurring after December 31,
1966.

SEC. 105. SPECIAL TAX PROVISIONS.

(a) INcomE AFFECTED BY TREATY —Section 894 (re-
lating to income evempt under treaties) is amended to read
as follows:

“SEC. 894. INCOME AFFECTED BY TREATY.

“(a) INCOME EXEMPT UNDER TREATY.—Income of
any kind, to the extent required by any treaty obligation of
the United States, shall not be included in gross income and

shall be exempt from tazation under this subtitle.
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“(b) PERMANENT ESTABLISHMENT IN UNITED

-STaTES.—For purposes of applying any exemption from, or

reduction of, any tax provided by any treaty to which the
United States is a party with respect to income which is not
effectively connected with the conduct of a trade or business
within the United States, a nonresident alien indwidual or a
foreign corporation shall be deemed not to have a permanent
establishment in the United States at any time during the
tazable year. This subsection shall not apply in respect of
the tax computed under section 877(b).”
(b) ApsuSTMENT OF TAX BECAUSE OF BURDENSOME
OR D1ScRIMINATORY FOREIGN T AXES.—Subpart C of part
II of subchapter N of chapter 1 (relating to miscellaneous
provisions applicable to nonresident aliens and foreign corpo-
rations) is amended by adding at the end thereof the follow-
ing new Section:
“SEC. 896. ADJUSTMENT OF TAX ON NATIONALS, RESI-
DENTS, AND CORPORATIONS OF CERTAIN
FOREIGN COUNTRIES.

“(a) IMPOSITION OF MORE BURDENSOME T AXES BY

. ForeigN CouNTRY —Whenever the President finds that—

“(1) under the laws of any foreign country, con-
sidering the tax system of such foreign country, citizens

of the United States not residents of such foreign coun-
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try or domestic corporations are being subjected to more
burdensome taxes, on any item of income received by

such citizens or corporations from sources within such

- foreign country, than taxes imposed by the provisions of

this subtitle on similar income derived from sources
within the United States by residents or corporations of
such foreign country,

“(2) such foreign country, when requested by the
United States to do so, has not acted to revise or reduce
such taxes so that they are no more burdensome than
taxes imposed by the provisions of this subtitle on similar
income derived from sources within the United States by
residents or corporations of such foreign country, and

“(3) it is in the public interest to apply pre-1967
tax provisions in accordance with the provisions of this
subsection 1o residenis or corporations of such foreign

country,

the President shall proclaim that the tax on such similar in-
come derived from sources within the United States by resi-
dents or corporations of such foreign country shall, for taz-
able years beginning after such proclamation, be determined
under this subtitle without regard to amendments made to
this subchapter and chapter 3-on or after the date of enact-

ment of this section.
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“(b) InposiTION OF DISCRIMINATORY TAXES BY
ForgieN CouNTRY.—W henever the President finds that—
“( 1) under the laws of any foreign country, citizens
of the United States or domestic corporations (or any
class of such citizens or corporations) are, with respect to
any item of income, being subjected to a higher effective
rate of tax than are nationals, residents, or corporations
of such foreign country (or a similar class of such na-
tionals, residents, or corporations) under similar cir-
cumstances; »
“(2) such forcign country, when requested by the
United States to do so, has not acted to eliminate such
higher effective rate of taz; and
“(3) it is in the public interest to adjust, in accord-
ance with the provisions of this subsection, the effective
rate of tax imposed by this subtitle on similar income of
nationals, residents, or corporations of such foreign
country (or such similar class of such nationals, resi-
dents, or corporations),
the President shall proclaim that the tax on similar income
of nationals, residents, or corporations of such foreign country
(or such similar class of such nationals, residents, or corpo-
ratibns) shall, for tazable years beginning after such proc-

lamation, be adjusted so as to cause the effective rate of tax
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imposed by this subtitle on such similar income to be sub-
stantially equal to the effective rate of tax imposed by such
foreign country on such item of income of citizens of the
United States or domestic corporations (or such class of
citizens or corporations). In implementing a proclamation
made under this subsection, the effective rate of tax imposed by
this subtitle on an item of income may be adjusted by the dis-
allowance, in whole or in part, of any deduction, credit, or
exemption which would otherwise be allowed with respect to
that item of income or by increasing the rate of tax otherwise
applicable to that item of income.
“(c) ALLEVIATION OF MORE BURDENSOME OR DIs-
CRIMINATORY T AXES.—W henever the President finds that—
“(1) the laws of any foreign country with respect
.to which the President has made a proclamation under
subsection (a) have been modified so that citizens of the
United States not residents of such foreign: country or
domestic corporations are no longer subject to more bur-
densome tazes on the item of income derived by such
citizens or corporations from sources within such foreign
country, or
“(2) the laws of any foreign country with respéct
to which the President has made a proclamation under
subsection (b) have been modified so that citizens of the

United States or domestic corporations (or any class of
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such citizens or corporations) are nmo longer subject to

a higher effective rate of tax on the item of income.
he shall proclaim that the tax imposed by this subtitle on the
similar income of nationals, residents, or corporations of
such foreign country shall, for any taxable year beginning
after such proclamation, be determined under this subtitle
without regard to such subsection.

“(d) NorrricarioN oF CONGRESS REQUIRED.—No
proclamation shall be issued by the President pursuant to
this section unless, at least 30 days prior to such procla-
mation, he has notified the Senate and the House of Repre-
sentatives of his intention to issue such proclamation.

“(e) IMPLEMENTATION BY REGULATIONS.—The Sec-
retary or his delegate shall prescribe such regulations as he
deems necessary or appropriate to implement this section.”

(c¢) CLERICAL AMENDMENTS—The table of sections
for subpart C of part II of subchapter N of chapter 1 is
amended— |

(1) by striking out the item relating to section 894
and inserting in liew thereof
“Sec. 894. Income affected by treaty.”;
(2) by adding at the end of such table the following:

“Sec. 896. Adjustment of tax on nationals, residents, and
corporations of certain foreign countries.”

(d) ErrEcTIVE DATE.—The amendments made by this
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section (other than subsections (¢) and (f)) shall apply
with respect to taxable years beginning after December 31,
1966.

(e) ELEcTIONS BY NONRESIDENT UNITED STATES
CirizENS WHo ARE SuBJECcT TO FOREIGN COMMUNITY
PropPERTY LAWS—

(1) Part I11 of subchapter N of chaptér 1 (relat-
~ing to income from sources without the United States)

s amended by adding at the end thereof the following

new subpart:

“Subpart H—Income of Certain Nonresident United States

Citizens Subject to Foreign Community Property Laws

“Sec. 981. Elections as to treatment of income subject to
foreign community property laws.

“SEC. 981. ELECTIO]V AS TO TREATMENT OF INCOME SUB-
JECT TO FOREIGN COMMUNITY PROPERTY
LAWS.

“(a) GENERAL RULE~In the case of any taxzable year

beginning after December 31, 1966, if—
“(1) an individual is (4) a citizen of the United
States, (B) a bona fide resident of a foreign country
or countries during the enlire taxable year, and (C)
married at the close of the taxable year to a spouse who is
a nonresident alien during the entire tazable year, and

“(2) such individual and his spouse elect to have
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subsection (b) apply to their community income under
foreign community property laws,
then subsection (b) shall apply to such income of such indi-
vidual and such spouse for the taxable year and for all sub-
sequent taxable ;l/ctl}*s for which the requirements of para-

graph (1) are mct, unless the Secretary or his delegate

_consents to a termination of the election.

“(b) TrREATMENT 0F CoMMUNITY INCOME.—Ior any
tazable year to which an election made under subsection (a)
applies, the community income under foreign community
property laws of the husband and wife making the election
shall be treated as follows: |

“(1) Earned income (within the meaning of the
first sentence of section 911(b)), other than trade or
business income and «a partner’s distributive share of
partnership income, shall be treated as the income of the
spouse who rendered the personal services.

“(2) Trade or business income, and a partner’s
distributive share of partnership ‘income, shall be treated
as provided in section 1402(a)(5).

“(8) Community income not described n para-
graph (1) or (2) which is derived from the separate
property (as determined under the applicable foreign
community property law) of one spouse shall be treated
as the income of such spouse.

1329
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“(4) All other such community income shall be
treated as provided in the applicable foreign community
property law. 4
“(¢) ELECTION FOR PRE-1967 YEARS.—

“(1) ErecrioN—If an .individual' meets the re-
quirements of subsections (a)(1) (4) and (C) for any
tazable year beginning before January 1, 1967, and if
such indiwidual and the spouse referred to in subsection
(a)(1)(C) elect under this subsection, then paragraph
(2) of this subsection shall apply to their community in-
come under foreign community property laws for all
open tazable yem;s beginning before January 1, 1967
(whether under this chapter, the corresponding provi-
sions of the Internal Revenue Code of 1939, or the cor-
responding provisions of prior revenue laws), for which
the requirements of subsection (a)(1) (4) and (C)
are met,

“(2) EFrEcT OF ELECTION.~For any tazable
year to which an election madé under this subsection
applies, the community income under foreign community
property laws of the husband and wife making the
election shall be treated as provided by subsection (b),
except that the other community income described in
paragraph (4) of subsection (b) shall be treated as the

income of the spouse who, for such tazable year, had
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(gross income under paragraphs (1), (2), and (3) of

subscction (b), plus separate gross income, greater than
that of the other spouse.

“(d) Time ror MarkiNg ELEcTIONS; PERIOD OF

LIMITATIONS; ETC.—

“(1) Time—An election under subsection (a) or
(c) for a taxzable year may be made at any time while
such year is still open, and shall be made in such man-
ner as the Secretary or his delegate shall by regulations
prescribe. |

“(2) EXTENSION OF PERIOD FOR ASSESSING DE-
FICIENCIES AND MAKING REFUNDS.—If any taxzable
year to which an election under subsection (a) or (c)
applies is open at the time such ele‘ction is made, the
period for assessing a deficiency against, and the period
for filing claim for credit or refund of any overpayment
by, the husband and wife for such tazable year, to the
extent such deficiency or overpayment is attributable to
such an election, shall nmot expire before 1 year after
the date of such election.

“(3) ALIEN SPOUSE NEED NOT JOIN IN SUBSEC-
TION (¢) ELECTION IN CERTAIN CASES.—If the Secre-
tary or his delegate determines—

“(4) that an election under subsection (c)

would not affect the liability for Federal income
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tax of the spouse referred to in subsection (a)(1)
(C) Jor any taxable year, or
“(B) that the effect on such liability for tax
cannot be ascertained and that to deny the election
to the citizen of the United States would bf mequita-
ble and cause undue hardship,
such spouse shall not be required to join in such clection,
and paragraph (2) of this subsection shall not apply
with respect to such spouse.

“(4) INTEREST.—To the extent that any overpay-
ment or deficiency for a tazable year is attributable to
an clection made under this section, no interest shall be
allowed or paid for any period before the day which is 1
year after the date of such clection.

“(e) DEFiNirioNs anp SpEcial, RuLes—For pur-

poses of this section—

“(1) DEpvcrions.—Deductions shall be treated n
a manner consistent with the manner provided by this
section for the income to which they relate.

- “(2) OPEN YEARS.—A tazable year of a citizen
of the United States and his spouse shall be treated as
‘open’ if the period for assessing a deficiency against
such citizen for such é/ear has not expired before the
date of the election under subsection (a) or (c), as the
case may be.
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“(3) ELECTIONS IN CASE OF DECEDENTS.—If a
husband or wife is deceased his election under this sec-
tion may be made by his executor, administrator, or
other person charged with his property.

“(4) DEATH OF SPOUSE DURING TAXABLE
YEAR.—In applying subsection (a)(1)(C), and in de-
termining under subsection (c)(2) which spouse has
the greater income for a taxable year, if a husband or
wife dies the tazable year of the surviving spouse shall
be treated as ending on the date of such death.”

(2) The table of subparts for such part III is
amended by adding at the end thereof the following:

“Subpart H. Income of certain nonresident United States
citizens subject to foreign community prop-
erty laws.”

(3) Section 911(d) (relating to earned income
from sources without the United States) is amended—
(4) by striking out “For administrative” and
inserting in liew thereof the following: “(1) For ad-
ministrative” ; and

(B) by adding at the end thereof the following:

“(2) For elections as to treatment of income subject to
foreign community property laws, see section 981.”

(f) PRrESuMPTIVE DATE OF PAYMENT FOR TAX

WirarELD UNDER CHAPTER 3. —

(1) Section 6513(b) (relating to time taz is consid-

1333
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! ered paid in the case of prepaid income tax) is amended
2 to read as follows:
’ “(b) PrepaID INcoME Tax.—For purposes of section
* 6511 or 6512—
° “(1) Any tax actually deducted and withheld at
6 the source during any calendar year under chapter 24
! shall, in respect of the recipient of the income, be deemed
° to have been paid by him on the 15th day of the fourth
° month following the close of his taxable year with respect
10 “to which such tax is allowable as a credit under section
= 31.
12

“(2) Any amount paid as estimated income tax for
1 any tazxable year shall be deemed to have been paid on
" the last day prescribed for filing the return under sec-
15 tion 6012 for such tazable year (determined without
10 regard to any extension of time for filing such return).
" “(3) Any tax withheld at the source under chapter
1 3 shall, in respect of the recipient of the income, be
a deemed to have been-paid by such recipieﬁt on the last
2 day prescribed for filing the return under section 6012
2 for the tazable year (determined without regard to any
-22 extension of time for filing) with respect to which such
Zz tax is allowable as a credit under section 1462. For

this purpose, any exemption granted under section 6012
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from the requirement of filing a return shall be disre-
garded.”

(2) Section 6513(c) (relating to return and pay-
ment of Social Security taxes and income tax withhold-
ing) is amended—

(A) by striking out “chapter 21 or 24" and
inserting in liew thereof “chapter 3, 21, or 24” ; and

(B) by striking out “remuneration” in para-
graph (2) and inserting in liew thereof “remunera-
tion or other amount”.

(3) Section 6501(b) (relating to time returns
deemed filed) is amended— '

(A4) by striking out “chapter 21 or 24 in para-
graphs (1) and (2) and inserting in liew thereof |

“chapter 3, 21, or 24’ ; and

(B) by inserting after “taxes’ in the heading

of paragraph (2) “and tax imposed by chapter 3.

(4) The amendments made by this subsection shali

take effect on the date of the enactment of this Act.

SEC. 106. FOREIGN TAX CREDIT.

(a) ALLowAaNCE oF CREDIT To CERTAIN NONRESI-

DENT ALIENS AND F'OREIGN CORPORATIONS.—

(1) Subpart A of part III of subchapter N of

chapter 1 (relating to foreign tazx credit) is amended
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by adding at the end thereof the following new section :

“SEC. 906. NONRESIDENT ALIEN INDIVIDUALS AND FOR-
EIGN CORPORATjONS.

“(a) ALLowanck oF CREDIT.—A nonresident alien
dividual or a foreign corporation engaged in trade or
business within the United States during the taxable year
shall be allowed a credit under section 901 for the amount
of any income, war profits, and cxcess profits tazes paid or
accrued during the tavable year (or deemed, under section
902, paid or accrued during the tazable year) to any foreign
country or possession of the United States with respect to
income effectively connected with the conduct of a trade or
business within the United States.

“(b) SrEcIAL RULES.—

“(1) For purposes of subsection (a) and for pur-
poses of determining the deductions allowable under sec-
tions 873(a) and 882(c), in determining the amount of
any tax paid or accrued to any foreign country or posses-
sion there shall not be taken into account any amount of
tax o the extent the tax so paid or acerued is imposed
with respect to income from sources within the United
States which would not be taved by such foreign country

or possession but for the fact that—
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“(4) in the case of a nonresident alien indi-
vidual, such individual is a citizen or resident of such
foreign country or possession, or

“(B) n the case of a foreign corporation, such
corporation was created or organized under the law
of sucrn foreign country or possession or is domiciled
for tax purposes in such country or posses:sion.

“(2) For purposes of subsection (a ), in applying
section 904 the tazpayer’s taxable income shall be treated
as consisting only of the taxable income effectively con-
nected with the taxpay‘er’s conduct of a trade or business
within the United States.

“(3) The credit allowed pursuant to subsection (a)
shall not be allowéd against any tax imposed by section
871(a) ( relatihg to income of nonresident alien individ-
ual not connected with United States business) or 881
(relating to income of foreign corporations not connected
with United States business).

“(4) For purposes of sections 902(a) and 78, a
foreign corporation choosing the benefits of this subpaft
which receives dividends shall, with respect to such divi-

dends, be treated as a domestic corporation.”
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(2) The table of sections for such subpart A is

amended by adding at the end thereof the following:.

“Sec. 906. Nonresident alien individuals and foreign cor-
porations.”

(3) Section 874(c) 1is amended by striking out

“(c) ForeigN Tax CrepIT Nor ALLOWED.—A non-

resident” and inserting in liew thereof the following:

“(c) ForeiGN Tax CrEDIT—Ezxcept as provided in

section 906, a nonresident”.

(4) Subsection (b) of section 901 (relating to
amount allowed) is amended by redesignating para-
graph (4) as paragraph (5), and by inserting after
paragraph (3) the following new paragraph:

“(4) NONRESIDENT ALIEN INDIVIDUALS AND FOR-
EIGN CORPORATIONS.—In the case of any mnonresident
alien individual not described in section 876 and in the
case of any foreign corporation, the amount determined
pursuant to section 906; and .

(5) Paragraph (5) (as redesignated) of section
901(b) is amended by striking out “or (3),” and in-
serting in lieu thereof “(3), or (4),”. |

(6) The amendments mvade by this subsection shall
apply with respect to taxable years beginning after
December 31, 1966. In applying section 904 of the

Internal Revenue Code of 1954 with respect to section
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‘906 of such Code, no amount may be carried from or to

any taxable year beginning before January 1, 1967, and

no such year shall be taken into account.

(b) ALIEN RESIDENTS OF THE UNITED STATES OR

PuEerTO RIcOo.—

(1) Paragraph (3) of section 901(b) (relating
to amount of foreign tax credit allowed in case of alien
resident of the Uniled States or Puerto Rico) is amended
by striking out “, if the foreign country of which such
alien resident is a citizen or subject, in imposing such
tazes, allows a similar credit to citizens of the United
States residing in such country”.

(2) Section 901 is amended by redesignating sub-

. sections (c) and (d) as subsections (d) and (e), and

- by inserting after subsection (b) the following new

subsection :

“(c) SiMILAR CREDIT REQUIRED FOR CERTAIN ALIEN

RESIDENTS.—Whenever the President finds that—

“(1) a foreign country, in imposing income, war
profits, and excess profits taxes, does mot allow to
citizens of the United States residing in such foreign
country a credit for any such tares paid or accrued to

the United States or any foreign country, as the case

1339



© 00 g O O B W N -

' T T - T
ﬁﬁggﬁgzchﬁumwwuo

168
may be, similar to the credit allowed under subsection
(b)(3),

“(2) such foreign country, when requested by the
United States to do so, has not acted to provide such a
similar credit to citizens of the United States residing
in such foreign country, and

“(3) it is in the public interest to allow the credit
under subsection (b)(3) to citizens or subjects of such
foreign country only if it allows such a similar credit to
citizens of the United States residing in such foreign
country,

the President shall proclaim that, for tazable years begin-
ning while the preclamation remains in effect, the credit
under subsection (b)(3) shall be allowed to citizens or
subjects of such foreign country only if such foreign country,
in imposing income, war profits, and excess profits taxes,
allows to citizens of the United States residing in such foreign
country such a similar credit.”

(3) Section 2014 (relating to credit for foreign
death tazes) is amended by siriking out the second sen-b
tence of subsection (a), and by adding at the end of
such section the following new subsection:

“(h) SmaiLar CREDIT REQUIRED FOR CERTAIN
ALIEN RESIDENTS.—Whenever the President finds that—

“(1) a foreign country, in imposing estate, inherit-
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ance, legacy, or succession taxes, does not allow to citi-
zens of the United States resident in such foreign coun-
try at the time of death a credit similar to the credit
allowed under subsection (a),
“(2) such forcign country, when requested by the
United States to do so has not acted to provide such a
similar credit in the case of citizens of the United States
“resident in such foreign country at the time of death, and
“(3) 1t is in the public interest to allow the credit
under subsection (a) in the case of citizens or subjects
of such foreign country only if it allows such a similar
credit in the case of citizens of the United States resident
in such foreign country at the time of death,
the President shall proclaim that, in the case of citizens or
subjects of such foreign country dying while the proclamation
remans in effect, the credit under subsection (a) shall be al-
lowed only if such foreign country allows such a similar
credit in the case of citizens of the United States resident in
such foreign country at the time of death.”
(4) The amendments made by this subsection
(other than paragraph (3)) shall apply with respect
to tazable years beginning after December 31, 1966.
The amendment made by paragréph (3) shall apply
with respect to estates of decedents dying after the date

of the enactment of this Act.
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(¢) ForeigN Tax CREDIT IN RESPECT OF INTEREST
REecE1vED FRoM FOREIGN SUBSIDIARIES.—

(1) Section 904(f)(2) (relating to application of
limitations on foreign tax credit in case of certain interest
income) is amended—

(4) by striking out subparagraph (C) and
inserting in lieu thereof the following:

“(C) received from a @rpofation in which the
taxpayer (or one or more includible corporations in
an affiliated group, as defined in section 1504, of
which the taxpayer is a member) owns, directly or
indirectly, at least 10 percent of the voting stock,”.

(B) by adding at the end thereof the following
new sentence:

“For purposes of subparagraph (C); stock owned, di-
rectly or indirectly, by or for a foreign corporation
shall be considered as being proportionately owned by
its shareholders.”

(2) The amendments made by paragraph (1) shall
apply to interest received after December 31, 1965.

in tazable years ending after such date.
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SEC. 107. AMENDMENT TO PRESERVE EXISTING LAW ON

DEDUCTIONS UNDER SECTION 931.

(a) DEpUCTIONS.—Subsection (d) of section 931 (re-

lating to deduetions) is amended to read as follows:

“(d) DEDUCTIONS.—

“(1) GENERAL RULE—Ezcept as otherwise pro-
vided in this subsection and subsection (e), in the case
of persons entitled to the benefits of this section the
deductions shall be allowed only if and to the extent
that they are connected with income from sources within
the United States; and the proper apportionment and
allocation of the deductions with respect to sources of
income within and without the United States shall be
determined as provided in part I, under regulations
prescribed by the Secretary or his delegate.

“(2) Exceptions.—The following deductions shall
be allowed whether or not they are connected. with in-
come from sources within the United States:

“(A) The deduction, for losses not connected
with the trade or business if incurred in transactions

entered into for profit, allowed by section 165(c)
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(2), but only if the profit, if such transaction had
resulted in a profit, would be taxable under this
subtitle. -

“(B) 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 within
the United States.

“(C) The deduction for charitable contribu-
tions and gifts allowed by section 170.

“(3) DEDUCTION DISALLOWED.—

“For disallowcnce of standard deduclion, see section
142(b)(2).”

(b) ErrecTIVE DATE—The amendment made by this
section shall apply with respect to taxable years beginning
after December 31, 1966. ‘

SEC. 108. ESTATES OF NONRESIDENTS NOT CITIZENS.

(a) RATE oF Tax.—Subsection (a) of section 2101
(relating to tax wmposed in case of estates of monresidents
not citizens) is amended to read as follows:

“la) Rarg or Tax.—KExzcept as provided in scction
2107, a tax computed in accordance with the following table

s hereby imposed on the transfer of the tazable estate, de-
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termined as provided in section 2106, of every decedent non-

resident not a citizen of the United States:

“If the taxable estate is: The tax shall be:
Not over $100000_____________ 5% of the taxable estate.
Over $100y 000 but not over
$500000_ . _______________ $5,000, plus 10% of excess over
Over $500000 but not owver $100,00
$1,000 000 ___________________ $45000, plus 15% of excess over
Over 3],000,()00 but mot over  $500,000.
82,000,000 . <‘];2@0 000 plus 20% of excess over
1
Over $2,000,000 - ____ 8320, 0()0, plus 25% of ewcess over
’ $2,000,000.”°

(b) CrEDITS AGAINST TAX.—Section 2102 (relating
to credits allowed against estale tax) is amended to read as
follows:

“SEC. 2102. CREDITS AGAINST TAX.

“(a) IN GENERAL—The tax imposed by section 2101
shall be credited with the amounts determined in accordance
with sections 2011 to 2013, inclusive {relating to State death
taxes, gift tax, and lax on prior iransfers), subject to the
special limitation provided in subsection (D).

“(b) Specrar, LinraTioN—The mazimum  credit
allowed under section 2011 against the tax imposed by sec-
tion 2101 for State death taxes paid shall be an amount
which bears the same ratio to the credit computed as pro-
vided in section 2011(b) as the value of the properly, as

determined for purposes of this chapter, upon which State

71-297 O-67-pt. 2—13 ° 1345



v W N -

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

174
death tazes were paid and which s included in the gross
estate under scction 2103 bears to the value of the total gross
estate under section 2103. For purposes of this subsection,
the term ‘State death taxes’ means the taxes described in
section 2011(a).”

(¢) ProrErTY WITHIN THE UNITED STATES.—Sec-
tion 2104 {relating to property within the United States) 1is
amended by adding at the end thereof the following new
subsection :

“(c) DEBT OBLIGATIONS.—For purposes of this sub-
chapter, debt obligations of—

“(1) a United States person, or

“(2) the United States, a State or any political

subdivision thereof, or the District of Columbia.

owned and held by a nonresident not a citizen of the United
States shall be deemed property within the United States.
With respect to estates of decedents dying after December 31,
1971, deposits with a domestic branch of a foreign corpora-
tion, if such branch is engaged in the commercial banking
business, shall, for purposes of this subchapter, be deemed
property within the United States. This subsection shall not
apply to a debi obligation to which section 2105 (b} applies or
to a debt obligation of a domestic corporation if any interest on
such obligation, were such interest received by the decedent
at the time of his death, would be treated by reason of sec-
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tion 861(a)(1)(B) as income from sources without the
United States.”

(d) ProPERTY WITHOUT THE UNITED STATES.—Sub-
section (b) of section 2105 (relating to bank deposits) is
amended to read as follows:

“(b) CERTAIN BANK DEPOSITS, ETC.—For purposes
of this subchapter—

“(1) amounts described in section 861(c) if any
interest thereon, were such interest received by the dece-
dent at the time of his death, would be treated by reason of
section 861(a)(1)(4) as income from sources without
the United States, and

“(2) deposits with a foreign branch of a domestic
corporation or domestic partnership, if such branch is
engaged in the commercial banking business,

shall not be deemed property within the United States.”

(e) DEFINITION OF TAXABLE IISTATE~Paragraph
(3) section 2106(a) (relating to deduction of exemption
from gross estate) is amended to read as follows:

“(3) EXEMPTION.——

“(A) GENERAL RULE—An exemption of
$30,000.
“(B) RESIDENTS OF POSSESSIONS OF THE

UNITED STATES—In the case of a decedent who is
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considered to be a ‘nonvesident not a citizen of the
United States’ under the provisions of section 2209,
the exemption shall be the greater of (i) $30,000,
or (i) that proportion of the evemption authorized
by seclion 2052 which the value of that part of the
decedent’'s gross cstate which at - the time of his
death is situated in the United States bears to the
value of his entire gross estate wherever situated.”’
- (f) SprEciar, MEruons or Coururing Tax.—Sub-
chapter B of chapter 11 (velating to estates of nonresidents
not citizens) is amended by adding at the end thereof the fol-
lowing new sections:
“SEC. 2107. EXPATRIATION TO AVOID TAKX.

“(a) Bare or Tax—A tax computed in accordance
with the table contained in section 2001 is hereby imposed
on the transfer of the tarable estate, determined as provided
in section 2106, of every decedent nonresident not a citizen
of the United States dying after the date of enactment of this
section, if after March 8, 1965, and within the 10-year pe-
riod ending with the date of death such decedent lost United
States citizenship, unless such loss did nol have for one of its
principal purposes the avoidance of taves under this subtitle
or subtitle 4.

“(b) Gross Iisrare-—For purposes of the taz imposed
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by subsection (a), the value of the gross estate of every
decedent to whom subsection (a) applies shall be determined
as provided in section 2103, except that—

“(1) if such decedent owned (within the meaning
of section 958(a)) at the time of his death 10 percent
or more of the total combined voting power of all classes
of stock entitled to vote of a foreign corporation, and

“(2) if such decedent owned (within the meaning
of section 958(a)), or is considered to have owned
(by applying the ownership rules of section 958(b)),
at the time of his death, more than 50 percent of the
total combined voting power of all classes of stock en-
titled to vote of such foreign corporation,

ihen that proportion of the fair market value of the stock of
such foreign corporation owned (within the meaning of sec-
tion 958(a)) by such decedent at the time of his death,
which the fair market value of any assets owned by such for-
eign corporation and situated in the United States, at the time
of his death, bears to the total fair market value of all assets
owned by such foreign corporation at the time of his death,
shall be included in the gross estate of such decedent. For
purposes of the preceding sentence, a decedent shall be

treated as owning stock of a foreign corporation at the time
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of his death if, at the time of a transfer, by trust or otherwise,
within the meaning of sections 2035 to 2038, inclusive, he
owned such stock.

“(¢) CrEDITS.—The tax imposed by subsection (a) shall
be credited with the amounts determined in accordance with
section 2102.

“(d) ExceprioN FOR L0ss oF C1TizENSHIP FOR CER-
TAIN CavsEs.—Subsection (a) shall not apply to the trans- .
fer of the estate of a decedent whose loss of United States
citizenship resulted from the application of section 301(b),
350, or 355 of the Immigration and Nationality Act, as
amended (8 U.S.C. 1401 (b), 1482, or 1487 ).

“(e) BURDEN OF PROOF.—If the Secretary or his dele-
gate establishes that it is reasonable to believe that an indi-
vidual’s loss of United States citizenship would, but for this
section, result in a substantial reduction in the estate, in-
heritance, legacy, and succession taves in respect of the
transfer of his estate, the burden of proving that such loss of
citizenship did mot have for one of its principal purposes the
avoidance of tazxes under this subtitle or‘ subtitle A shall be
on the executor of such individual’s estate.

“SEC. 2108. APPLICATION OF PRE-1967 ESTATE TAX PRO-
VISIONS.

“(a) IMposiTioON OF MORE BURDENSOME TAX BY

Forgiey CounTRY —Whenever the President finds that—

1350



© o a9 o U &

10
11

12

14
15
- 16
17
18
19
20
21
22
23
24

25

179

“(1) under the laws of any foreign country, con-
sidering the tax system of such foreign couniry, a more
burdensome tax is imposed by such foreign country on
the transfer of estates of decedents who were citizens of
the United States and mot residents of such foreign
country than the tax imposed by this subchapter on the
transfer of estates of decedents who were residents of
such foreign country,

“(2) such foreign country, when requested by the
United States to do so, has not acted to revise or reduce
such tax so that it is no more burdensome than the tax
imposed by this subchapter on the transfer of estates
of decedents who were residents of such foreign country,
and

“(3) it is in the public interest to apply pre-1967
tax provisions in accordance with this section to the
transfer of estates of decedents who were residents of

such foreign country,

‘the President shall proclaim that the tax on the transfer of

the estate of every decedent who was a resident of such for-

eign country at the time of his death shall, in the case of

decedents dying after the date of such proclamation, be

determined under this subchapter without regard to amend-

ments made to sections 2101 (relating to tax imposed),

2102 (relating to credits against tax), 2106 (relating to
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tazable estate), and 6018 (relating to estate tax returns)
on or after the date of enactment of this section.

“(b) ALLEVIATION OF MORE BURDENSOME TAX.—
Whenever the President finds that the laws of any foreign
country with respect to which the President has made a proc-
lamation under subscction (a) have been modified so that
the tax on the transfer of estates of decedents who were
citizens of the United States and not residents of such
foreign country is no longer more burdensome than the
tax imposed by this subchapter on the transfer. of estates
of decedents who were residents of such foreign country,
he shall proclaim that the tax on the transfer of the
estate of cvery decedent who was a resident of such
foreign country at the time of his death shall, in the case
of decedents dying after the date of such proclamation, be
;Jlet‘ernhlined under this subchapter without regard to sub-
section (a).

“(c) Norirication or CONGRESS REQUIRED.—No
proclamation shall be issued by the President pursuant to
this scction unless, at least 30 days prior to such proclama-

tion, he has notified the Senate and the House of Repre-

~ sentatives of his intention to issue such proclamation.

“(d) IMPLEMENTATION BY REGULATIONS.—The Sec-
retary or his delegate shall prescribe such regulations as may
be necessary or appropriate to implement this section.”
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