that was the reason for making speeches,
and not to explain how little we know..

Mr. AIKEN. All that the chairman
has told me so far has not adequately
informed me. Maybe I am particularly
dense, but I have not learned much about
this bill yet.

Mr. LONG of Louisiana. I regret to
say to the Senator that I was not able
to inform anybody of anything because
I was stopped in my second sentence.

Mr. President, I understand this bill.
I am the chairman of the committee. I
have a staff member who is one of the
finest tax authorities in America. He
understands the bill. We have one of
the members from the staff who is a very
fine tax lawyer sitting beside the Senator.
He can explain anything to the Senator,
and I believe that I can explain anything
in the bill. -

Here is the committee report. - The
committee has been working and study-
ing diligently. Some of the items in the
bill are items that have been talked
about for 6 or 8 years, until they have
become associated in the public mind
with the Senators who are sponsoring
them. .

Consider the Saltonstall amendment.
It is in the bill. The Senator from Mas-
sachusetts has been trying, since I came
to the Senate 17 years ago, to have en-
acted an accurate statement of the con-
tingent liabilities of the United States.
That subject is totally irrelevant to the
bill. But there has not been any bill to
which it would have been a relevant
amendment, and I asked the Senator
from Massachusetts not to offer it to
five or six other bills. But eventually,
if such a provision is to be enacted, it is
necessary to propose it and have it ex-
plained.

If there is anything in the bill that a
Senator is worried about, whether he
agrees with the amendment or not, I
will try to explain it to him. That is why
we have debate on the floor of the Sen-
ate.

Senators have the committee report
before them. If they do not understand
the meaning of an item the first time,
the committee will supply a staff expert.
a qualified expert, to talk to them on the
side or in the cloakroom.

Mr. PASTORE. Mr. President, will
the Senator yield?

Mr. LONG of Louisiana. I yield.

[P. 25352}

M-. PASTORE. Will the depletion-
allowance provisions of the bill reduce
the income to the Treasury?

Mr. LONG of Louisiana. Slightly.

‘Mr. PASTORE. How slightly?

Mr. LONG of Louisiana. The bill con-
tains a proposal to allow the same per-
centage for Georgia clay, which is used
to produce aluminum, that is allowed
for bauxite. That will provide revenue

71-297 O-67-pt. 2—26

for the Government. Unless such a pro-
vision is enacted, such producers can-
not go into the business. It will help our
balance of payments and reduce the out-
flow of gold from the United States.

The bill also contains a provision to
treat oyster and clam shells, when they
are used to manufacture cement, in the
same way that limestone is treated when
it is used to manufacture cement. It is
estimated that the revenue loss on that
item would be less than $1 million.

When the Senator from Delaware
spoke about a loss of $600 million, he was
badly in error. The estimate of revenue
costs of the bill in the first year of opera-
tion is about $400 million.

The estimates of the revenue cost of
the bill for the first year of its full op-
eration would be about $400 million.
Where will it be? Three hundred and
eighty-five million dollars of that is to
help the old folks. Of the $200 million
to pay for drugs for the aged, $100 mil-
lion is to be paid by the old people them-
selves, who will put up 50 cents, and the
Government will put up 50_cents also.
That was an amendment by the Senator
from Illinois [Mr. Dovucrasl, who has
been interested in our aged folks for
many years. Thus, out of the $385 mil-
lion, $100 million is actually paid for
by the old folks. So the revenue loss is
$285 million.

Mr. PASTORE. Then this is to pro-
vide relief for the aged who need drugs?

Mr. LONG of Louisiana. Yes.

Mr. PASTORE. Would the amend-
ment offered by the Senator from Dela-
ware [Mr. WiLLiams] delete that pro-
vision? -

Mr.LONG of Louisiana. Yes.

Mr. PASTORE. That is all I wanted
to know.

Mr. LONG of Louisiana. Let me ex-
plain that revenue loss a bit more. There
is another provision that aged people
whose bills are not paid by medicare will
be able to deduct fully medical expenses
that they pay themselves. That is the
tax treatment they have now, and they
would lose it on January 1 unless we
pass this bill. It has not even happened
to the old people yet, but the Committee
on Aging has bundles of letters from the
old folks saying, “Please do not do this
to us, Senators.”

Let me say that this is the idea of the
House to do that. We took that out of
the medicare bill in 1965, and the House
made us take it in conference. I be-
lieve that it will be the most unpopular
measure enacted by Congress in 50 years.
In the bill before us, we proceed to say
that the old folks can continue to deduct
all of their medical expenses.

Mr. PASTORE. Unless this bill is
passed, that will expire?

Mr. LONG of Louisiana. After the
first of January, the old folks will no
longer be able to deduct all of these ex-
penses.
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Mr. PASTORE. I do not think that
Tthe Senator from Vermont [Mr. AIKEN]
would want to do that. He has always
been a great protagonist for young
people, for elderly people, and for the
distressed and the poverty stricken.

Mr. AIKEN. Let me say that if there
-is anyone more distressed over the pend-
ing legislation at this moment than the
Senator from Vermont, I do not know
who it could be. I am sure that this bill
is not going to benefit him.

Mr. PASTORE. Does the Senator
from Vermont feel a little more com-
fortable after listening to this explana-
tion?

Mr. ATKEN. I do not feel much more
enlightened than I was before. As for
having a committee staff member, or a
staff member of the chairman, available
at any time for more explanations, I
think he has spent much of his time
working with the chairman.

Mr. LONG of Louisiana. Mr. Presi-
dent, furthermore, when we voted on this
item that would let the old people con-
tinue to. deduct medical expenses, when
we voted on that in committee, even
though the point was made that it was
not relevant to the bill—the point the
Senator from Delaware has made al-
ready—the vote was overwhelming.
Why? Because who among us would
want to tell these poor old people that
they have got to pay taxes on the money
which they spent just trying to stay
alive, just trying to hold hide and hair
together?

Mr. SYMINGTON. Mr. President, will
the Senator from Louisiana yield?

Mr. LONG of Louisiana. I yield.

Mr. SYMINGTON. Two of the
amendments are on the amount of money
which would be lost having to do with
the old people?

Mr. LONG of Louisiana. Yes.

Mr. SYMINGTON. The able assistant
majority leader has explained that to my
satisfaction, but could I ask what re-
maining amount of money will be lost to
the Treasury, in addition to the two that
he has just explained—and explained to
my satisfaction—what additional
amount of money will be lost?

Mr. LONG of Louisiana. What I have
Just described costs about $385 million
out of the $410 million revenue loss of
the bill. Another item that would cost
money is the one we voted on just now,
the financing of presidential campaigns.
That will not show up until the presi-
dential election of 1968—in September,
October, and November of 1968. It will
cost us no money this year.

Mr. SYMINGTON. How much of that
cost is a component part of the re-
maining $30 million?

Mr. LONG of Louisiana. About half
of it—about $15 million. So, with all the
rest we are talking about now—the ideas
of Senator ' on the committee, and Sen-
ators not on the committee—all the rest
of it put together. will cost $5 million.

Mr. SYMINGTON. Only $5 million.

“What does the Senator have in mind

would be done with the one-third, or
most of the remaining $5 million?

Mr. LONG of Louisiana. It is hard to
say. In other words, probably no one
provision remaining would cost as much
as $1 million. It would be hard to say.

Mr. THURMOND. What are they?

Mr. LONG of Louisiana. With a bill
of this size I cannot break down the $5
million, but the items are listed.

Mr. SYMINGTON. Mr. President, I
ask unanimous consent that the items in
question be printed in the REcorp cov-
ering the $5 million.

There being no objection, the excerpt
was ordered to be printed in the RECORD,
as follows:

Other amendments to the Internal Reve-'

Application of investment credit to
property used in U.S. possessions
(sec. 201 of the bill and secs. 48(a)
(2), 48(a)(5), and 48(d) of the
code)

Basis of property received in the lig-
uldation of subsidiary (sec. 203 of
the bill and sec. 334(b) (2) and (3)
and sec. 453(d) of the code) ________

“Swap funds” (sec. 204 of the bill and
sec, 351 of the code) oo ________

Minimum amount treated as earned
incomé for retirement plans of self-
employed persons (sec. 205 of the
bill and sec. 401(c) (2) (B) or the
code)

Treatment of certain income of au-
thors, inventors, etc., as earned in-
come for retirement plan purposes
(sec. 206 of the bill and sec. 401(c)
(2) of the code) - ___________

Exclusion of certain rents from per-
sonal holding company income (sec.
207 of the bill and sec. 543 of the
code)

Percentage depletion rate for certain
clay bearing alumina (sec. 208 of the
bill and sec. 613 of the code) ...

Percentage depletion rate for clam and
oyster shells (sec. 209 of the bill and
sec. 613 of the code) .- _________._.

Sintering and burning of shale, clay,
and slate used as lightweight aggre-
gates (sec. 210 of the bill and sec.
613 of thecode) . _____________

Income from lapsing of straddle op-
tions (sec. 211 of the bill and sec.
1234(c) of the code) oo

Tax treatment of per-unit retain allo-
cations (sec. 212 of the bill and secs.
1382, 1383, 1385, 1388, and 6044 of
the code) oo

Excise tax rate on hearses (sec. 213 of -
the bill and sec. 4062 of the code) ..

Interest equalization tax; loans to in-
sure raw material sources (sec. 214
of the bill and sec. 4914 of the
code) ———

Interest equalization tax; insurance
company reserve funds (sec. 215 of
the bill and sec. 4914(e) of the
code)

Interest equalization tax; dollar loans
of foreign branches of U.S. banks
(sec. 216 of the bill and sec. 4931(a)
of the code)

Miscellaneous provisions________._.__.__
Treasury notes payable in foreign cur-
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rency (sec. 401 of the bill) - ______
Reports on Government contingent lia-
bilities and assets (sec. 402 of the
bill) . -

Mr. SYMINGTON. Mr. President, at
the risk of being repetitious, let me ask
again if the $385 million of the expenses
lost by the old folks out of the $410 mil-
lion, if this means that, a, Congress will
provide 50 percent of the drugs needed
by elderly people and, b, will continue
to give them the same tax rights in the
- future that they have had in the past.
Is that correct?

[P. 25353]

Mr. LONG of Louisiana. We are ac-
tually only talking about $310 million
because the aged people will pay for
half of the drug costs themselves. That
takes $100 million out. So what we are
talking about is roughly $310 million.
Out of that $310 million, all but about
$25 to $30 million is to help the old
people with drugs and medical expenses.

Mr. SYMINGTON. Ithank the Sena-
tor for what, to me, anyway, is a lucid
and intelligent and well thought out ex-
planation.

Mr. LONG of Louisiana.
Senator.

Mr. COTTON. Mr. President, will the
Senator from Louisiana yield?

Mr. LONG of Louisiana. I yield.

Mr. COTTON. I was much interested
in this explanation which the distin-
guished chairman of the committee has
given, but as I understand his last state-
ment, that portion of the loss of revenue
in this bill which is for the benefit of
elderly people in the matter of drugs,
and in the matter of continuing tax con-
sideration, is now only $300 million
roughly. Is that correct?

Mr. LONG of Louisiana. $100 million
will be collected for drug expenses from
the aged people who are covered by part
B of medicare, on the basis of 50 cents
a month. So we will pick up $100 mil-
lion in revenue to offset part of the $385
million gross loss for items for the aged.

Mr. COTTON. I have a great deal
of sympathy with the statement of the
Senator from Vermont [Mr. AIKEN]. He
comes from the same part of the coun-
try that I do, and perhaps we were both
equally dense in understanding when
the Senator from Louisiana started to
shed so much lucid light on this whole
matter in order to inform the Senate
as to just what is in the bill. He started
out by saying vehemently, as he always
does, and most forcefully, that of the
$410 million lost in this bill, $385 million
is for the old folks. So that they will
pick up $85 million, which will leave $300
million. Therefore, the total figure is
$410 million, is it not?

Mr. LONG of Louisiana. This bill will
both raise revenue and cost revenue.

I thank the

The answer would have to depend on’

whether we are talking about net or
gross figures.

Mr. COTTON. Give us the net figure. -
I think even I can understand that.

Mr. LONG of Louisiana. The net
figure is $310 million, because, if this bill
is passed, the old people who will be pay-
ing half the cost of providing drugs un-
der medicare will pay in about $100 mil-
lion.

In addition to that, we would lose
$180 to $185 million in revenue starting
on January 1, on a calendar basis, for
the expense of allowing aged people to
deduct all of their medical expenses in-
stead of being able to deduct only that
which exceeds 3 percent.

Mr. COTTON. The Senator is work-
ing much too hard. If he will simplify
his statement so that a high school
sophomore can understand it, I am sure
the Senator from New Hampshire will
understand it. The Senator from New
Hampshire would like to make sure he
understands. All the Senator from

- New ‘Hampshire is interested in is the

net loss or the net gain. The Senator
from Louisiana need not go all over the
road as he just did. How much will this
bill give to the old folks and how much
will it get back?

I would like to know, in approximate
figures, one, how much this bill will
cost—net, not gross—and how much of
that amount will be for the old folks.

I think it ought to be possible to geb
a simple answer to that question.

Mr. LONG of Louisiana. In terms of
net revenue loss to the Treasury, it is
$310 million. That is the cost of the bill.
So the net revenue loss is $310 million.
Of that net loss in revenue to the Treas~
ury the old folks, the people of over 65
in this country, will have a net gain in

‘benefits of $280 million. Their gain is

a loss of Federal revenue. Of the loss to
the Treasury of $280 million for the old
folks, one is for medical attention for
those whom medicare does not cover, and
the other is to provide drugs.

Mr. COTTON. When do they get that?

Mr. LONG of Louisiana. Now.

Mr. COTTON. They do not get that
until 1968.

Mr. LONG of Louisiana. They would
not get the drugs until 1968, but the
provision continuing the tax deduction of
all medical expenses will go into effect
January 1, 1967.

Mr. COTTON. They get the tax con-
sideration as of 1967. How much does
the tax consideration cost?

Mr. LONG of Louisiana. $180 million.

Mr. COTTON. What is the cost of the
drugs? .

Mr. LONG of Louisiana.
basis, $200 million.

Mr. COTTON. But they do not get
that until 1968?

Mr. LONG of Louisiana. Yes.

Mr., COTTON. We went through all
this when medicare was passed. We were
told that one title of it would cost $136
million. It now turns out that it is go-

On a net

1555



ing to cost more than $1 billion, and it is
an open secret that a committee will
come forward with a recommendation to
plug that loophole.

Mr. LONG of Louisiana. That was
medicaid.

Mr. COTTON. The Senator may call
it medicaid, but it was one of the titles
of the medicare bill.

Mr. LONG of Louisiana. It was in the

bill. The bill was known as the Social
Security Amendments of 1965.
. Mr. COTTON. I think I am justified
in referring to any other bill by the name
by which it is known, the medicare bill.
If the Senator from Louisiana wants to
split hairs, that is all right. There was
one title in it called medicaid. If the
Senator wants to treat us as if we were
children, go ahead.

If $100 million of this loss is to benefit
the old people in 1968, why wait a year?
If the Senator is going to propose this
as an aid to old people, why not make it
effective in 1967? Let us help the old
people. If they need help, let us start
upon it immediately. Otherwise, what is
the reason for all the hurry about ram-
ming this bill through?

Mr. WILLIAMS of Delaware. The year
1968 is a presidential election year.
Could that be a reason?

Mr. LONG of Louisiana. It is esti-
mated that it will take a little time to
set up the administrative part of it.

Mr. COTTON. That means it is only
window dressing because there will be
a presidential election in November of
that year.

Mr. LONG of Louisiana. The Sena-

tor—— R

Mr. COTTON. The Senator says He
was getting it worked up simply enough
to satisfy the intelligence of the Senator
from New Hampshire. He assumes that
the Senator understands.

Will the Senator from Louisiana ac-
cept an amendment to give the $100 mil-
lion to buy drugs for old people, for which
they are to pay on a 50-50 basis, and
make it effective January 1, 1967, instead
of 1968, or does the Senator’s solicitation
for the Treasury go that far?

Mr. LONG of Louisiana. Whatever
the Senate wants to do is all right with
me.

Mr. COTTON. But the Senater said
we had to take his explanation——

Mr. LONG of Louisiana. No.

Mr, COTTON. We were supposed to
listen to his exposition

Mr, SYMINGTON. Mr. President——

Mr. LONG of Louisiana. Mr. Presi-
dent, who has the floor?

Mr. SYMINGTON. Mr. President, will
the Senator yield?

The PRESIDING OFFICER. The Sen-
ator from Louisiana has the floor.

Mr. LONG of Louisiana. Mr. Presi-
dent, I try not to impugn the motives or
ability of any Senator, If I have,I make
a contrite apology. I simply said that
if the Senator does not understand my

explanation, I will try to find someone
who can explain it. Some of these
amendments have been proposed many
times. The Senator from Massachusetts
[Mr. SaLToNsTaLL] has been working on
one for a lifetime. A

If the Senator wants to offer his
amendment, I will take it. We may have
some administrative difficulties.

Mr. COTTON. I thank the Senator
for agreeing to do what I thought was
my privilege as a Member of the Senate.

I asked the Senator a direct question.
If my references were unduly vehement,
1, too, regret it, but it did seem to me
that the Senator seemed to be a little
complacent about the remarks of the
Senator from Vermont.

I do not think the Senator from Ver-
mont was out of order in suggesting it
is a very poor method of trying to push
through a 231-page bill at this time of
the session, when we have had no time
to consider it. Of course, we depend on
committees. No one in the Senate has
a greater respect for the Finance Com-
mittee than I. I served on it for one
session of Congress. I respect the Sen-
ator from Louisiana. I consider him
one of the most hard-working and dili-
gent Members of the Senate. Inmyown
estimation, there is no committee which
works harder than that committee.

However, we have our obligations, even
though we do not serve on the committee
and, though we must rely on it in great
measure. I still have a duty to know
what we are doing, if I wish to live up
to my oath of office. -

[P. 253541

If I made an insinuation that sounded
political, I will take full responsibility for
that, because that implication is justified.
I rarely take the floor to talk about par-
tisan politics—certainly when we  are
outnumbered 2 to 1. But in this par-
ticular case, we have all these additions.
Now we are told those additions are for
the old people. Up in New Hampshire
and Vermont we have auctions, and we
are familiar with the way they work.
The auctioneer says, “Do I have a bid?
Do I have a bid?” If he does not have
a bid, he adds something attractive to
the trash, and then he tries to get a bid.
If he does not succeed in getting a bid,
he adds something else that is attractive,

We have the same thing here. There
is trash until someone says it is for the
old folks. If there is something for the
old people, the elderly—and God knows
we want to help them—Ilet us have it take
effect, not in 1968, but January 1, 1967.
Let us go the whole way, if that is to be
the lump of sugar that will lead us down:
the pathway to pass the bill with its
accessories.

I merely asked the Senator if he would
accept such an amendment. I judge he

.~ will not.
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Mr. LONG of Louisiana. I said I
would accept it. I said if the Senator
would offer the amendment, I would
accept it. I will ask one of the staff to
prepare it.

Mr. MAGNUSON. Mr, President, will
the Senator yield?

Mr. LONG of Louisiana. I yield.

Mr. MAGNUSON. Of course, we wish
to help the old people, but it is possible
to be cruel to them, too. If we have this
take effect, when the testimony shows
that they will not be ready to administer
it by January 1967, then it is a hoax and
a cruelty upon the old people. It ought
not to take effect until they are ready
to administer it, so that it will be of help
to the old people. I do not know
whether a year is needed or not. Per-
haps 6 months will be sufficient. But I
know they could not be ready, from read-
ing the testimony, to put this provision
into effect, administratively, in the next
21 months; therefore, I think to provide
an effective date of January 1967 would
be wrong. We would hold out a lump
of sugar, and it would not be there for
them. That is worse than postponing
it, to hold it out as if it were there for
them.

Mr. LONG of Louisiana. That is the
problem. The people who would ad-
minister it said they need that much
time, because there is a lot of detail in-
volved here. May I say, this amendment
to help old people with drugs does not
come to us as an administration amend-
ment. The administration did not ask
for it. It was offered by the Senator
from Illinois; and if he had tried to play
politics by it, he would have had it take

effect right now, because he is running -

for office right now.

But he asked, from an administrative
point of view, how soon did the respon-
sible administrative agency think it
would be able to handle it. They said
they thought it would take until about
1968, because they have to make a care-
ful study of which drugs would be made
available, and all that.

Mr, COTTON. The Senator certainly
would not consider this an amendment
;h%t waquld be cruel to old people, would

e?

Mr. LONG of Louisiana. I am willing
to do whatever the Senate wants to do.

Mr. MAGNUSON. I said only if they
cannot do it. . '

Mr. COTTON. I do not think it would
be such a terrible thing for the old people
if we said it would take effect on the
first day of January 1967, and they
could not get it going until March. They
would lose 3 months on it; but to say it
would be a hoax and a fraud, I think
that is a little bit farfetched.

Mr. LONG of Louisiana. I would be
willing to take the amendment, because
the House is not going to agree to it
unless they think it can be worked out,
anyway. We could talk about it in con-

ference. So as far as I am concerned,
I would be willing to make it 6 months
from now.

Mr. AIKEN. Mr. President, will the
Senator yield for two clarifying ques-
-tions?

Mr, LONG of Louisiana. I yield.

Mr. AIKEN. As I said earlier, I have
not had time to read a 250-page bill since
10 o’clock this morning. But on the pro-
visions relating to the deduction of full
medical expenses for the old people, the
bill states, “This section shall apply to
taxable years beginning after Decem-
ber 31, 1966.” That means they could
not take deductions for medical expenses
incurred in this year of 1966; the first
opportunity would be in the year 1967,
would it not?

Mr. LONG of Louisiana. No; the
Senator is in error. The way the law
stands today, they can deduct it all. But
starting—— -

Mr. AIKEN. They can deduct all of
it?

Mr. LONG of Louisiana. ¥Yes; all of
it. But the Medicare bill—and I am
going to refer to it as Medicare also; I
will explain later why I made the dis-
tinction a few moments ago—the so-
called Medicare bill, in trying to find
ways to finance that program, said that
in 1967, starting in January, the aged
people would no longer be permitted the
favorable tax treatment they have been
allowed for deductions for medical ex-
penses. That was a House provision.
We took it out in the Senate committee,
and the Senate sustained us. Buf in
conference, we had to yield on it.

So we are now doing what we did in
1965, in the Senate committee, voting
that they are not going to have to deduct
only in excess of 3 percent. My guess
is that if Congress wants to insist that
those old people pay taxes on their medi-
cal expenses, it is going to be a very un-
popular thing, starting in January, and
I know we will change it then.

Mr. THURMOND. Mr. President, will
the Senator yield?

. Mr. LONG of Louisiana. I yield.

Mr. THURMOND. I wonder how

many old people are involved in each of

-those categories, and about how much

money is involved in each category.
Mr. LONG of Louisiana. Every old

- person would be benefited by about $6 a

year for the drugs, because we would be
paying half of the cost of providing
drugs for the aged people and they would
be paying the rest at a rate of about 50
cents a month.

Some old folks do not make enough
money to pay any taxes, and it would not
benefit those; but as to those it would
benefit, calculated on the assumption
that about the same number of people
would be eligible as for medicare, and
averaging it out, it would average out to
roughly a benefit of about $10 for every
old person.
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So, as a practical matter, if you want
to vote for that amendment, the average
old person is going to be $16 a year worse
off than if we leave it in.

Mr. THURMOND. And how many
people would be involved, in each cate-
gory?

‘Mr. LONG of Louisiana. There are
about 17 million aged people, over 65,
and practically all of them would be
benefited by one of the two provisions.
Practically all of them would be bene-
fited by one provision.

Mr. THURMOND. By one or the
other? )

Mr. LONG of Loulsiana. Yes. Poten-
tially, practically everybody would be
benefited by the drug provision.

Mr. THURMOND., That is, those over
652

Mr. LONG of Louisiana. Those over
65 would be benefited——

Mr. THURMOND. Those over 65
would all be benefited by one category
or the other?

Mr. LONG of Louisiana. I think it
would be fair to say that virtually all
of them who have any medical expenses
would be benefited by the tax provision,
which is the most expensive from the
Government’s point of view. All those
who pay taxes would be benefited if
they have medical expenses. And out
of those who are under medicare, all of
them would be benefited, potentially, by
the drug provision.

Mr. THURMOND. I wonder if the
Senator could get the actual figures. I
am not trying to be unduly inquisitive,
but if the Senator could furnish that for
the record, if we could get the figures in
each category, I would appreciate it.

Mr. LONG of Louisiana. There are
about 17,500,000 aged people, over 65, in
this country. Potentially, these two pro-
visions could benefit every one of them.

Mr., THURMOND. I might say to the
Senator that I have introduced proposals
in this Congress similar to this. My pro-
posal would allow complete deductions
without the 3 percent and 1-percent limit
to any taxpayer who pays medical ex-
penses for a dependent over age 65. I
was just wondering what the Senator’s
most recent figures were.

Mr. AIKEN. If I may ask my final
question, I am interested in the provision
for the furnishing of drugs, to old people
because I offered a drug amendment to
the medicare bill, 2 years ago, and the
committee turned me down. It seems
they have had 2 change of heart. But
as I understand, the provisions relative to
the furnishing of drugs under medicare
take effect July 1, 1968. Is that correct?

Mr. LONG of Louisiana. A member
of my staff was speaking to me at the
same time the Senator was speaking.

/

[P. 253551

Will the Senator please repeat his ques-
tion?

Mr. AIKEN. The provisions of the
bill relevant to the furnishing of drugs
takes effect on July 1, 1968.

Mr. LONG of Louisiana. The Senator
is correct.

Mr. AIKEN. Mr. President, as I said
when the Senator was engaged in con-
versation with a member of the staff, I
offered an amendment to provide drugs
for old people 2 years ago when medi-
care was before the Senate. I was
turned down rather abruptly by the
committee.

Iam glad that there has been a change
of heart. However, I do not see why
this provision could not take effect on
July 1, 1968, whether the bill is passed
this week or next February.

I thank the Senator for answering my
question.

Mr. LONG of Louisiana. Mr. Presi-
dent, as far as I am concerned, the bill
will be in conference and if the Senator
wants to offer an amendment to move the
date forward, I would be willing to ac-
cept it.

Mr. MURPHY. Mr. President, will
the Senator yield? '

Mr. LONG of Louisiana. I yield.

Mr. MURPHY. Mr. President, is
there any reason why the suggestion of
the Senator from Vermont cannot be
accepted? I respect the gracious con-
duct of the Senator from Louisiana who
said that he would accept such an
amendment. However, it would seem at
this point that there would be no reason
why that particular date should be in
the bill.

Mr. LONG of Louisiana. Mr. Presi-
dent, I regret to say that I was some-
what in error.” The chief counsel of our
committee staff has refreshed my recol-
léction on this matter.

If the Senator will look at page 230
of the bill he will see that it reads as
follows: :

The amendments made by this section
shall be come effective on whichever of the
following occurs first: (1) the first day of
the first month with respect to which the
rate of the monthly premium or participa-
tion is raised, pursuant to section 1839(b)
of the Social Security Act, after the date of
enactment of this Act, or (2) July 1, 1968.

It could become effective any time In
1968, as soon as the part B premium rate
was adjusted.

‘Mr. MURPHY. The statement about
raising the social security would have no
effect on this. .

Mr. LONG of Louisiana. It would be
effective no later than July 1, 1968, but it
could be effective earlier.

Mr. MURPHY. Mr. President, I read
from page 79 of the report as follows:

A formulary committee would be estab-
lished—
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The report then continues, at the bot-
tom of page 79:

The formulary committee would promul-
gate a schedule of allowances payable for
given quantities of covered drugs.

On page 80 of the report it reads:

That would constitute the allowance for
tetracycline, The allowance thus determined
would be payable on a generic basis for
Achromycin, a brand name for one company’s
tetracycline, or for any other brands of this

- drug.

Does that indicate that the formulary
committee will fix the wholesale price of
drugs?

Mr. LONG of Louisiana. It does not.
It says that we will use the wholesale
prices in calculating allowances.

Mr. MURPHY. I have just read what
it says. It is my understanding that it
provides that they would fix the whole-
sale price of the drugs.

Mr. LONG of Louisiana. Mr. Presi-
dent, I point out that we are willing to
pay for the cost of the drugs on a generic
name basis. We are not willing to pay
the much higher price which is occa-
sioned when one buys a drug by a brand
name.

Mr. MURPHY. The formulary com-
mittee which this provision would set up
would decide the price that the Govern-
ment would pay for the drugs.

Mr. LONG of Louisiana. We would
decide how much we would pay, but if
one wants to pay a lot more than that
allowance, he can go ahead and do it.
That would be all right.

Mr. MURPHY. Will the Senator yield
further?

Mr. LONG of Louisiana. I would like
to answer the question, if I may.

Mr. MURPHY. The Senator has an-
swered my question,

Mr. LONG of Louisiana. I would like
to explain it then, if I may.

Mr. MURPHY. The Senator may
explain it.

Mr. LONG of Louisiana. If a person
has an infectious disease and needs Tet-
racycline, -we would pay him so much
for it.

Tetracycline is a wonder drug that one
can buy in a great number of places for
5 cents a pill. It costs 1.5 cents a pill
to manufacture. }

We are willing to pay 5 cents for each
of 16 pills. Every bacteria would be
killed by the time a person took all 16
capsules. But if one wants to buy
Panalba, which is nothing but Tetra-
cycline, manufactured by Pfizer Co., it
will cost 30 cents a pill. It used to cost
50 cents a pill.

Our Government can buy the same
drug for 2 cents a pill. We provide it
for our own servicemen in our hospitals.
It is provided for Congressmen in the
Capitol. We are willing to pay 80 cents
for 16 capsules of Tetracycline.

If one goes to the drug store and buys

Panalba and pays 30 cents or 50 cents a
pill or buys the Squibb product at a cost
of 30 cents 2 pill, he can pay that much.
If one wants to buy Achromycin, he can
do so and pay 30 cents a pill.

The Government can buy the same
drug for 1.5 cents a pill and we are will-
ing to allow the wholesale price of 5 cents
a pill for it. A person can go to the.
druggist and if he wants to buy a product
by its generic name, that is all right. It
is the same product as the 30-cent prod-
uct. We will pay a nickel for that prod-
uct. However, if one wants to buy the
same drug by the trade name because

he feels better about using a Pfizer prod-
uct or a Squibb product, thinking that
is the best company on earth, he can do
so and pay more. That is his privilege.

Mr. MURPHY. Mr. President, I thank
the Senator for his explanation. Would
it be possible to get a simple yes-or-no
answer to this question? Would this in
effect indirectly help to set the wholesale
price of drugs?

Mr. LONG of Louisiana.
think so.

Mr. MURPHY. I can answer from my
experience as a business executive that
if this were done by 2 business firm, it
would be referred to as unfair business
competition.

Mr. LONG of Louisiana. All we pro-
vide is that we would simply look at the
regular wholesale prices to determine
what we think we ought to pay.

Mi. MURPHY. We would tell the
manufacturer what we would pay for it
and the Government would be in the
position of being the biggest customer.
I would say this practice would be one
by which the Government could be
charged with attempted price fixing.

Mr. LONG of Louisiana. I under-
stand the situation well. I know that
some people would like to see the Gov-
ernment pay for drugs for old people at
four or five times more than the actual
cost. It would cost our Government
hundreds of millions more than the
Douglas amendment.

Mr. MURPHY. Mr. President, will the
Senator yield?

Mr. LONG of Louisiana. I shall be
through in a moment. This would cost
the Government and the old people would
put up an equal amount. They would
put up about 50 cents a month and the
Government would match that money.

We can provide all of the drugs the
people need. We have a formulary
committee composed of the finest people
in the Government, from the Surgeon
General on down. They are the finest
professional people that we can find.
They are people who can make sure that
the drugs will not cost more than they
should. However, if we want to run the
cost of this thing up to $500 million, all
we have to do is to let the drug com-
panies have their say about it.

I do not
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We would then be required to buy the
drugs at the prices these companies set
on a trade-name basis. They would
charge anywhere from 5 to 100 times
the cost of production, even though other
quality producers sell the same product
for a fraction of that price. »

I can cite one example, and it does not
involve trade names. A person can go
into a drugstore and buy a bottle of
aspirin tablets.

I bought some the other day. A per-
son can get a product manufactured by
a firm and approved under its generic
name. He can buy the aspirin tablets
at a very nominal cost. If one wants to
buy a name brand aspirin, it is exactly
the same product. It may be advertised
that there is none better. They are
right. There is none better and there is
none worse. It is all aspirin. That is
all it is.

[P. 253561

So one can buy the same size tablets
and call them by a name brand. If he
buys a large bottle, on a bulk basis, he
will pay about a penny apiece. Why
should we, as a government, pay a penny
apiece for aspirin tablets, when there are
bottles of them in every drugstore at
seven for a penny—the same size and the
same quality. It makes no sense.

We could provide all the aspirin tablets
necessary, but we think we should pro-
vide them in the same way that we
provide them for the President of the
United  States, the Members of the
House of Representatives, the Members
of the Senate, and the generals of the
Army at Bethesda Naval Hospital and
Walter Reed Army Hospital. Buy them
for the quality we want, require that they
be the proper quality; but so far as we
are concerned, we will pay what the
article is worth. ‘

If you want to let them charge you 10
times that much, go ahead and pay the
high price. I am not criticizing those
people.

My father at one time was a patent
medicine salesman. He had two medi-
cines. One was named High Poplar-
lorum, and the other was named Low
Poplarhirum. Both bottles were the
same size. One bottle sold for 50 cents,
the other for a dollar. The people prac-
tically always bought the dollar bottle.
The difference between these two pro-
ducts was that the High Poplarlorum
was made from the bark that had been
skinned down the tree, and the Low
Poplarhirum was made from the bark
that had been skinned up the tree.

I cannot criticize them for charging a
dollar for a 50-cent bottle, when I know
that my dad did the same thing, as a boy.
But we have no business making the old
people pay.two or three times more
than they should to get these products.

Mr. COTTON. Mr. President, be-
_cause I am due downstairs at the con-

ference committee on truth in pack-
aging, the Senator from California [Mr.
MurpHY] has, subject to the approval of
the Senator from Louisiana, allowed me
to interpolate one question at this point.

Is that satisfactory?

Mr. LONG of Louisiana.
isfactory.

Mr. COTTON. I note that the effec-
tive date on the drugs is not January 1,
but July 1, 1968.

Also, having had my attention drawn
to it—and I thank the Senator—I note
the contingency dates that might come
ahead of that.

After the amendment of the Senator
from Delaware is voted on, I would like
to offer an amendment simply changing
the date of July 1, 1968—Ileaving the con-
tingency in—to January 1, 1968, 6
months. If that is done, would the Sen-
ator accept it and take it to conference?

Mr. LONG of Louisiana. Yes, I will. '

Mr. COTTON. Of course, I have been
in the Senate too long not to know ex-
actly what is meant when the chairman
of a committee says that he will take an
amendment to conference. It usually
means ‘“out the window.” But if the Sen-
ator from New Hampshire only advances
that date 6 months and leaves all the
contingencies in, would the Senator from
Louisiana feel that the amendment had
merit enough so that he really would
attempt to keep it in the'bill?

Mr. LONG of Louisiana. Yes.

Mr. President, so far as I am con-
cerned, I would like to see the old people
be able to get these drugs just as soon as
it can be arranged. I would be happy to
accept the amendment, when it is in
order. I do not believe it is in order at
this time.

Mr. COTTON. I shall not offer it now.

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment.

Mr. GORE. Mr. President, I desire the
attention of the Senate for a very brief
period.

Ever so often a tax measure comes
along which serves as a catchall for
special interest amendments. The word
is out that this is it.

Mr. President, unless the Senate
moves to strip from this bill unworthy
amendments entirely extraneous to the
measure, there will be many more. Ev-
ery time I go out the door, I see someone
else drafting another amendment. H.R.
10 is in the works to be offered. Further
depletion amendments will be offered.
And why not? Why does not everyone
offer everything he wishes, if we are to
take a bill to encourage foreign invest-
ment in the United States and then use
it as a vehicle to give a 200-percent in-
crease in the percentage depletion allow-
ance to the gatherers of clamshells?

That brings up a question, Mr. Presi-
dent. A goodly number of Senators—at
least, some who have expressed them-

That is sat-

1560



“selves—seem to be laboring under the
misapprehension that percentage deple-
tion is in some way related to the wasting,
disappearance, or depreciation of the
asset. It is not in any way so related.

In the tax laws, we have depreciation,
we have cost depletion, and we have
percentage depletiori. How could a tax-
payer be given depletion on the clam
shells on the Continental Shelf?

Who owns the clam shells? God Al-
mighty. We may as well give a 200 per-
cent increase in a depletion allowance
for the sands of the seas and the air we
breathe.

Mr. LAUSCHE. What about the fish
of the sea?

Mr. GORE. Well, I see little differ-
ence, really, between the fish of the seas
and the mollusks of the seas.

I am attempting to make two points:

First. This legislation would arbi-
trarily increase the percentage deple-
tion for mollusk shells from 5 to 15 per-
cent—15 percent of what? Not of the
cost of the shells that the taxpayer has
bought. .

Second. There ‘are cutoff points for
various minerals and materials. I re-
call that we once had an amendment in
the Senate to prevent the steel industry
from taking their percentage depletion
allowance based on the retail value of
finished nuts and bolts—instead of the
ore. Where is the cutoff point on these
shells? ) ’

What is the excuse for percentage
depletion? I really do not wish to pro-
voke a debate on this matter. One of
these days, we will have to have a debate,
when the time is ripe. Percentage deple-
tion has no relationship whatsoever to
the cost of the natural resource, the
depletion of the natural resource, or the
depreciation of the natural resource. It
is merely a formula for tax reduction.
‘What does this bill do for molusk shells?
It gives a 200-percent increase in that
formula.

Mr. LONG of Louisiana.
dent, will the Senator yield?

Mr. GORE. I yield.

Mr. LONG of Louisiana. Are any
mollusk shells being used to manufac-
ture cement?

Mr. GORE. I should think the ans-
wer would be “yes”; but that is not the
point I am making. I am not talking
about the use to which they are being
put; I am talking about an increase of
200 percent in the formula for tax re-
duction for those taxpayers concerned.

What I really rose to plead for is to
strip from the bill the special interest
items. Unless that is done, we shall be
here all night, if the majority and
minority leaders hold us here. We shall
be voting on H.R. 10 and more depletion
allowance amendents. If this is to be
a grab-all bill in the closing days of the
session, then I think we shall be in for
a lot of unwarranted amendments.

Mr. Presi-

~owner of a coal mine.

" I hope the Senator from Delaware
will modify his amendment. So far as
the use of drugs for old people is con-
cerned, that is an entirely different mat-
ter. I wish he would move to strike
from the bill the tax provisions which
are unrelated and nongermane to the
original pill as introduced.

Mr. LAUSCHE. Mr. President, will
the Senator yield?

Mr. GORE. 1 yield.

Mr. LAUSCHE. With respect to the
depletion allowance, to whom do the
shells of clams and oysters belong when
they are in the sea? Whose property
are they, and how can it be claimed that

* the person who takes oysters and clams

out of the sea has suffered a depletion of
his capital property?

Mr. GORE. Only the uninformed
would make such a claim. Percentage
depletion is not based upon that. This
is but a canard that is fostered.

Mr. LAUSCHE. Suppose I am the
I take the coal
out of the earth and deplete my capital
resources. That is completely different
from a harvester of clams and oysters,
who takes them out of the sea and has no
ownership in them. How does the Sena-
tor reconcile the two principles?

Mr. GORE. The owner of a coal mine
would, as I understand it, have a choice
between taking cost depletion or per-
centage depletion. Coal owners are the
beneficiaries of this magic formula of
percentage depletion, also.

Mr. LAUSCHE. They have a 10 per-
cent depletion.

Mr. GORE. As a matter of fact, I
know of hardly any natural resource that
does not have some formula for percent-
age depletion associated with it, except
air, sand of the seas, and the dirt that
the farmer cultivates. There is just as
much reason, and perhaps more, for
giving a farmer percentage depletion.

[P. 25357}

Mr. LAUSCHE. There is more reason
because the farmer owns the land and
the fisherman of clams and oysters does
not own them. He takes them from the
public domain. -

Mr. GORE. But this bill gives to
those people a 200 percent increase—an
increase from 5 percent to 15 percent.

Mr. President, I hope that the Senator
from Delaware [Mr. Wirriams] will
modify his amendment and let us vote
to strip the extraneous tax measures
from this bill. '

Mr. WILLIAMS of Delaware. The
Senator from Tennessee made a valid
point. There are 23 amendments in the
bill which were nongermane, only two
of which deal with the elderly of the
country, and they would not go into
effect until 1968.

Much of the argument——

Mr. LONG of Louisiana. Mr. Presi-
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dent, will the Senator yield for a ques-
tion?
. Mr. WILLIAMS of Delaware. I yield.

Mr. LONG of Louisiana. Who was the
Senator who offered the first nonger-
mane amendment and got it agreed to
in committee? I believe it was the Sen-
ator from Delaware [Mr. WILLIAMS].

Mr. WILLIAMS of Delaware. The
Saltonstall amendment which was of-
fered was not germane, but would not
in any way affect revenue this year, next
year, or the years after.

Mr. LONG of Louisiana. I am not
talking about revenue. I am talking
about who offered the ﬁrst nongermane
amendment.

Mr. WILLIAMS of Delaware. The
Senator should be thinking about rev-
enue. The Senator from Louisiana of-
fered the first nongermane amendment
on clam shells to reduce taxes.

Mr. LONG of Louisiana. No. Who of-
fered the first nongermane amendment?

Mr. WILLIAMS of Delaware. The
Saltonstall amendment calls for an
annual accounting for the assets and
liabilities of this Government. Why
blame the Senator from Massachusetts
for the sins committed upon this bill in
all of these depletion and campaign
- amendments?

Mr. LONG of Louisiana. Wholly
nongermane.

Mr. WILLIAMS of Delaware. Yes;
the 23 amendments we are speaking of
here are the amendments that lose rev-
enue in the bill. They account for not
$310 million as the Senator from Louisi-
ana claims, but a loss of $500 million to
$600 million. The committee estimate
was $410 million.

Mr. President, I ask unanimous con-
sent that an excerpt of the committee
report reflecting that figure be printed
at this point in the REcorb.

There being no objection, the excerpt
from the report was ordered to be printed
in the RECORD, as follows:

The amendments added to the bill by your
committee, other than those relating te the
Foreign Investors Tax Act, are expected to
result in an annual revenue loss (or expendi-
ture increase) of slightly over $400 million,
Two hundred million dollars of this is at-
tributable to the medicare amendment mak-
ing provision for drugs under the supplemen-
tary benefit program. The provision making
medical expenses deductible in full with re-
spect to most persons over age 65 is expected
to result in an annual revenue loss of $180
-‘million. An expenditure of approximately

$70 million every 4 years also is expected from
the Presidential Election Campaign Fund
Act. The remaining provisions added by
your committee are expected to result in a
further revenue loss of approximately $10
million a year.

Mr. WILLIAMS of Delaware. Mr.
President, the estimate in the committee
report shows $410 million as the lowest
estimate. The estimate given to our com-

mittee by the Treasury was between $500
million and $600 million.

Mr. LONG of Louisiana. Mr. Presi-
dent, would the Senator yield at that
point?

- Mr. WILLIAMS of Delaware. I yield.

Mr. LONG of Louisiana. That is not
the net figure.

Mr. WILLTAMS of Delaware. What is
the difference?

There are several sections in titles II,
III, and IV, none of which are related to
the elderly. In spite of all of the argu-~
ment that has been made here, parading
the elderly around and boasting of what
is going to be done for them in 1968, there
are only two sections dealing with that
subject.

All of the other 21 sections represent
special tax treatment for some group.

Mr. President, in order to get a clear
vote on this matter I am going to comply
with the request of the Senator from Ten-
nessee [Mr. Gorel and confine this
amendment to eliminating all of titles
II, III, and IV except those two sections,
sections 202 and 403, which deal with the
elderly.

Mr. President, I ask unanimous con-
sent to so modify the amendment. ~

Mr. LONG of Louisiana. Mr. Presi-
dent, I object.

The PRESIDING OFFICER (Mr. Rus-
seLL of South ‘Carolina in the chair).
Objection is heard.

Mr. LONG of Louisiana. Mr. Presi-
dent, the Senator asked for the yeas
and nays on the amendment. He should
remember that he has to vote on it.

Mr. WILLIAMS of Delaware.
Senator is correct.

Mr. President, I send to the desk a
substitute amendment and ask that it be
stated.

The PRESIDING OFFICER. The
clerk will report.

The legislative clerk read as follows:

Mr. WiLriams of Delaware proposes in lieu
of his amendment: Beginning on page 184,
strike out sections 201, 203, 204, 205, 206,
207, 208, 209, 210, 211, 212, 213, 214, 215, and
216.

Beginning on page 214 strike out title III.

Beginning on page 222 strike out sections
401 and 402.

Mr. GORE. Mr.
Senator yield?

Mr. WILLIAMS of Delaware. I yield.

Mr. GORE. Does the substitute
amendment do what the Senator sought
to do by unanimous consent?

Mr., WILLIAMS .of Delaware. Ex-~
actly. -I checked with the Parliamen-
tarian. It isin order.

Mr. GORE. If this substitute is
agreed to——

Mr. WILLIAMS of Delaware. It
would knock out all of titles IT, III, and
IV except sections 202 and 403.

Mr. President, I ask for the yeas and
nays on this amendment.

Mr. President, I ask that the amend-
ments be considered en bloc.

The yeas and nays were ordered.

The

President, will the
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Mr. WILLIAMS of Delaware. Mr.
President, I ask that the amendments be
considered en _bloc. Is that request
agreed to?

The PRESIDING OFFICER. Yes.

Mr. WILLIAMS of Delaware. Mr.
President, the adoption of this amend-
ment would strike out all of titles II, ITI,
and IV, except those on which there has
been so much argument here with re-
spect to what they are going to do for
the elderly in 1968.

Mr. President, so that there will be no
mxsunderstandmg I shall outline just
what is in these other sections. I start
with section 201, which is the applica-
tion of investment credit to property
used in possessions of the United States.

Section 202 would be left in the bill.
That is the deduction of medical ex-
penses of individuals age 65 or over.

Section 204 deals with transfers of
stock and securities to corporations con-
trolled by transferors. This is the sec-
tion we voted on earlier which the
Treasury Department identified as the
most glaring loophole ever proposed by
any congressional committee in the his-
tory of the Congress. Under this pro-
posal a man could completely bypass the
capital gains structure as far as diversi-
fication of his stock holdings. "It would
strike that section out.

Mr. LAUSCHE. Mr. President, may’

we have order?

The PRESIDING OFFICER. The
Senate will be in order.

Mr. WILLIAMS of Delaware. Next is
section 205; it deals with the minimum
amount treated as earned income for re-
tirement plans of certain self-employed
individuals. This is with reference to
H.R. 10.

Section 206 would be stricken. That
is treatment of certain income of
authors, inventors, and so forth, as
earned income for retirement plan pur-
poses. This would be stricken.

These sections do not deal with elderly
who have been paraded here this after-
noon and for whom so many crocodile
tears have been shed.

Section 207 is the exclusion of cer-
tain rents from personal holding com-
pany income.

Section 208 is percentage depletion
rate for certain clay-bearing alumina.

Section 209 would be stricken—that
deals with the percentage depletion rate
for clam and oyster shells.

Section 210 deals with the sintering
and burning' of shale, clay, and slate
used as lightweight aggregates.

Section 211 deals with tax treatment
on stock transactions and options, and
so forth.

Section 212, deals with tax treatment
of per-unit retain allocations.

Section 213, excise tax rate on am-
bulances and hearses.

[P. 25358}

Section 214, applicability of exclusion
from interest equalization tax of certain
“loans to assure raw materials sources.

Section 215, exclusion from interest
equalization tax for certain acquisitions
by insurance companies.

Section 216, exclusion from interest
equalization tax of certain acquisitions
by foreign branches of domestic banks.

Title III would be stricken, This is
section 301, which deals with financing
presidential election campaigns out of
the Federal Treasury. These would be
stricken along with all the other pro-
posals in these three titles except those
two sections of the bill over which so
many crocodile tears have been shed this
afternoon.

The’ committee amendment dealing
with the so-called drug amendment
should be delayed until next year, when
it can be prepared and presented to the
committee in a workable form. We
would have ample time to consider and
act on it long before the 1968 so-called
effective date. But, no, they want to put
it in this year, ahead of the election of
1966, promising the voters something
glsgt they will get in the election year of

8.

Such action is like the President’s
speech in Baltimore today. Just ahead
of the 1966 elections he is promising a
10-percent increase on all social security
checks to become effective on January 1,
1968, ahead of the presidential elections.
Significantly, the tax to pay for these
increases goes into effect in January 1969,
after the election.

It is time this admmnsmatlon stopped
playing politics with the elderly. If it
plans to do something for them go ahead
and do it; and if not let us stop talking
-about it.

We have got a clean-cut vote here
which will not affect either of two sec-
tions dealing with the elderly, about
whom so many crocodile tears have been
shed here this afternoon.

Mr. LONG of Louisiana and Mr.

- LAUSCHE addressed the Chair.

Mr. WILLIAMS of Delaware. I will
yield first to the Senator from Louisiana
and then to the Senator from Ohio.

Mr. LONG of Louisiana. Does the
Senator propose to delete his own amend-
ment?

Mr. WILLIAMS of Delaware. The
Saltonstall amendment? Yes.

Mr. LONG of Louisiana. I am pleased
to hear that.

Mr. WILLIAMS of Delaware. Let us
take them all out. The amendment of

. the Senator from Massachusetts -[Mr.

SarToNsTALL] is being reported in the
House anyway. It has passed five times
in the Senate unanimously. There is no
objection to it, but I am deleting it, and
I am now asking the Senator from Loui-
siana to join the parade and support us
in deleting his nongemane amendments.
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Mr. LAUSCHE. Mr. President, if the
amendment offered by the Senator from
Delaware is accepted, will it leave the
bill in the following form: one, that part
of the bill which was recommended by
the President and the administration
dealing with equitable tax treatment for
foreign investors in the United States,
and two, the relief that is sought to be
given to the aged, and beyond that, all of

the provisions of the bill will be
eliminated?

Mr. WILLIAMS of Delaware. That is
correct..

Mr. LAUSCHE. The Senator makes
this proposal because he believes that
the provision which he asked to be
stricken should not be in the bill and
because he knows that before we get
through tonight we will have a half
dozen more proposals to reduce taxes
and give special benefits to special
groups; is that not correct?

Mr. WILLIAMS of Delaware. That is
correct. I want to make this clear, I
think that these titles should be deleted
in their entirety.

Let the administration get its eyes off
the election. There has been so much
said here about opposing the amend-
ment I had pending because they wanted
to help the elderly. All right, we now
have a clean-cut vote here to strike out
the other 22 proposals which as the Sen-
ator from Tennessee has pointed out,
are just special tax deductions for special
groups.

Mr. President, I yield the floor.

. Mr. McCARTHY. Mr. President, T
think the point has been madethat near-
1y everything that the Senator from Dela-
ware is proposing to strike out, with the
exception of the amendment on which we
voted, plus the limited depletion allow-
ance, everything else in the legistation he
proposes to strike out was approved by
the Treasury, recommended by the
Treasury, not objected to by the Treas-
ury or by any other department of Gov-
ernment which was involved. So we do
not have just in these 18 or 19 proposals
propositions representing some kind of
outside special interest, but we have pro-
posals which were, as I said, with the
exception of those four, not objected to
or recommended to the House, or sup-
ported by the Treasury. We are not try-
ing to put through the Senate here today
18 or 19 special interest bills that the ad-
ministration is not interested in at all.
The Treasury people examined these pro-
posals with the exception of the one
amendment which we voted on plus the
three amendments relating to depletion
allowance. We had Treasury support of
this and administration support of this,
too.

Mr. AIKEN. The Senator from Min-
nesota just referred to “outside special
interests.” Let me ask, outside what?

Mr. McCARTHY. I do not know

whose special interests they are. They
are all Americans, so far as I am con-
cerned. ' :

Mr. AIKEN. The Senator is assured
that they are not inside special interests?

Mr. McCARTHY. I did not raise the
point.

Mr. WILLIAMS of Delaware.
cial groups” was mentioned.

Mr. AIKEN. Yes. I know that. I
just point out by what line of reasoning
can we justify depletion allowances on
clam shells and oyster shells any more
than we can on clams and oysters, or of .
fish. Where are we going to stop in the
depletion of fish from the sea? Where
are we going to stop? That is the point
I am raising.

Mr. LONG of Louisiana. Mr. Presi-
dent, clam shells are every bit as subject
to depletion as. limestone. When these
two products are used for a similar pur-
pose, they are treated the same. Lime-
stone gets the depletion allowance of 15
percent if it is ground into a powder or
made into cement. If it is crushed and
thrown onto the highway as gravel, it
gets only a 5-percent depletion allow-
ance. That was the judgment of Con-
gress. The limestone people explained
the problem, and Congress acted. Sub-
sequently, oyster shells began to be used
to make cement.

Perhaps some of us may think that
oyster shells belong to God, but they be-
long to the U.S. Government when they
are found on the Continental Shelf and
to the States within 3 miles from their .
coastlines, except for Texas, Florida, and
California which are favored with bound-
aries extending 10 miles out to sea.

‘When a lease is obtained from the U.S.
Government on a bid basis, and the
lessor may pay $1 million for it, he goes
out and digs up the oyster shells and
brings them in, and that product is com-
petitive with limestone. It should get the
same depletion allowance that limestone
gets. :

We can use calcium carbonate, if we
grind it out, to make chicken feed, but
it is still calcium carbonate. This
amendment will help the chicken farm-
ers in Delaware because they will be able
to produce chicken feed a little bit
cheaper with oyster shells, if they get the
depletion allowance.

Mr. McCARTHY. That is a special
group.

Mr. LONG of Louisiana. Yes, that is
a special group, the chicken farmers in
Delaware. The products—oyster shells
and limestone—are competitive because
they are chemically the same.

All this amendment provides is that
the oyster shell people will get the same
tax treatment that the limestone people
do. Why has not that been the case be-
fore? Because when we passed the law
on depletion allowances, no one was us-
ing oyster shells for the same purpose
as limestone.

“Spe-
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How about Georgia clay? It takes 2
tons of Georgia clay to manufacture
aluminum that can be made with 1 ton
of bauxite. If the Georgia clay is used
to make aluminum, it is in competition
with bauxite. If this bill is approved,
they will get similar tax treatment.

Some people cannot understand deple-
tion. If Senators cannot understand
depletion, I wish they would make a
study of it, because if they do not under-
stand what depletion is, they cannot un-
derstand the depletion allowance.

Mr. LAUSCHE. Mr. President, will
the Senator yield for a question?

Mr. LONG of Louisiana. I yield.

Mr. LAUSCHE. To whom do the oys-
ters and clams with the shells belong
when they are out in the ocean?

Mr. LONG of Louisiana. One million
dollars is paid——

Mr. LAUSCHE. No. I asked to whom
they belong.

Mr. LONG of Louisiana. They belong
to the U.S. Government if they are be-
yond the 3-mile limit, except in Texas,

[P. 25359}

Florida, and California, where they must
be beyond 10 miles. If they are inside
the 10-mile or 3-mile limits, they belong
to the States.

Mr. McCARTHY. Mr. President, I
have the floor. I will clarify the question
for the Senator from Ohio.

The Senator wants to know who owns
them when they are still alive; does he
not?

Mr. LAUSCHE. I want to know to
whom they belong, on the shelf, in the
ocean, and to whom they belong when
they are on the shelf but within the
boundary of the State.

Mr. McCARTHY. On the shelf, but
within the shell?

Mr. LAUSCHE. Let us not be childish.

Mr. McCARTHY. The Senator does
not understand the problem.

Mr. LAUSCHE. Ido. Could the Sena-
tor answer the question objectively?

Mr. McCARTHY. What is the ques-
tion?

Mr. LAUSCHE. The question is if they

belong to the United States.
Mr. McCARTHY. The shell or the
oyster?

Mr. LAUSCHE. Both of them.

Mr. McCARTHY. It is a different
problem. The Senator answered that.

Mr. LAUSCHE. The Senator from
Louisiana stated that the shells nor the
oysters belong to the fishermen. How
can it be dargued that there shall be a
right to have a depletion allonwance on
the use of a mineral or sea mollusk that
does not belong to a person?

Mr. LONG of Louisiana.
that we are talking about——

Mr. LAUSCHE. They do not belong
to a person. How can he claim a tax
credit for exhausting the life of the sea?

Mr. LONG of Louisiana. The shells

The shells

we are talking about are the ones that
have no oysters in them. They have been
out there for thousands of years. The
oysters have gone. The fishermen dig
down there. They are exhaustible.

Mr. LAUSCHE. This is an example of
exhausting property of the United States.

Mr. LONG of Louisiana. Let me ex-
plain. :

Mr. LAUSCHE. The Senator will have
a long time to do it.

Mr. LONG of Louisiana.
Senator will stay that long.

To get a.lease, a person must bid for
it. It is very competitive. A person may
bid $1 million for a lease. Some of them
are for more than $1 million. After
securing a lease, he has a right to take
oyster shells out of the certain area cov-
ered by the lease. That is known as an
economic interest. What he invests in
is something that is known as a wasting
asset. When that asset is gone, the per-
son is out of business. It is somewhat
like the example I gave earlier today. I
know it does not impress the Senator,
because he does not recognize depletion,
but every accountant does.

Mr. LAUSCHE. Would the Senator
say that the lobster fisherman in Maine
should also have the right of a depletion
allowance? Would the Senator from
Louisiana say he should? The lobsters
do not belong to him.

Mr. LONG of Louisiana. I have not
studied the problem. I just do not know.
That is the best answer I can give—
Ido not know.

I gave the example earlier of a man
with whom I went to the bank in order
to help him get a loan to start a flying
school. On a cash basis, according to the
figures, he made a profit every day. At
the end of the year, he was broke and
going out of business. Why? Because
he had set aside no fund for depreciation.
The airplane was wearing out. He had
a lease from the airport. The lease was
running out. He had no money to renew
the lease. By the end of the year, he hag
had many costs, depreciation, overhead.
When it came time to renew the lease,
he was broke. He had an old, worn out
airplane. He was worse off than when
he started out, because he had used the
airplane.

If a man has a great deal of oil, that
oil is valuable in place. It might be
worth $1.50 a barrel in place. It might
be worth $3 a barrel when brought to the
surface. When a person starts bringing
the oil to the surface, and then runs out
of it, he is out of business. I know many
people who are getting out of the
business.

I hope the Senator’s amendment to
the amendment will not be agreed to.
I would like to have the Senate vote
affirmatively on the provision having to
do with the old folks. The Senator will
have an opportunity to do so by agreeing
with the committee. We would like to do

I hope the
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something for those old people. I would
like to have the Senate vote on the ques-
tion affirmatively. We will have a chance
to do that if the amendment is not
modified.

Mr. GORE. Mr. President, I support
the substitute amendment. The one
side effect of this discussion with which
I am perfectly delighted is the provoca-
tion of some debate and understanding
of what percentage depletion is.

The junior Senator from Louisiana
said that mollusk shells and clam shells
are depletable. I suppose so, in the same
way as are the fishes of the sea. But
what does the word “depletable” mean,
and what does it imply? I should not
think that the junior Senator from
Louisiana would continue to leave such
an implication, but one who has not
studied the whole technical field might
race to the conclusion that percentage
depletion is based upon the depletability
of a resource and is in some way related
toit. Itis not.

What does this amendment provide?
Here is what it provides. Here is how
it works out. The taxpayer who is sell~
ing clam and oyster and mollusk shells
for, say, the manufacture of cement,
would get a deduction from his taxable
income of 15 percent of the cost of the
product, in this case just before it goes
into the kiln. Mind you, Mr. President,
this cost is far different from the cost of
gathering shells. The taxpayer gets this
formula for reducing his taxable income.
Under present law, he already is entitled
to a percentage depletion, to which, in
my opinion, he is not equitably entitled,
of 5 percent of the cost of the calcium
carbonate before it goes into the kiln.
The bill would increase the depletion
allowance by 200 percent. Why? All we
have heard is that it is a depletable item
and that it is used for the manufacture
of cement.

Mr. LONG of Louisiana.
dent, will tht Senator yield?

Mr. GORE. In just a moment, I will.

Mr. LONG of Louisiana. The Sen-
ator has just made a statement——

Mr. GORE. The Senator from Louisi-
ana is a little impetuous. If he will
wait, I will yield to him.

Of course, the big percentage deple-
tion is for oil and gas—27'% percent.

Yes, I am delighted that this item has
provoked some debate about percentage
depletion. Some of these days, when the
circumstances are ripe, the Senate will
go to the mat on this issue. We can
never have true tax reform unless we be-
gin with the oil percentage depletion al-
lowance, which is the granddaddy of
tax favoritism.

But here, on a bill to encourage for-
eign investors to invest in the United
States, is an amendment to give a 200
percent increase in the tax-reduction
formula for the gatherers of mollusk
shells. It is a big business. We are not
thinking of or dealing with one man who

Mr. Presi-

goes out with a shovel and a bucket to
gather up a few shells. We are dealing
here with a large business. We are giv-
ing taxpayers a tax break to which they
are not entitled, in my opinion. So I rise
to support the amendment.

I undertook in the committee, and I
am undertaking now, to support the ad-
ministration in this bill, which I think
is a worthy bill. Our balance-of-pay-
ments problem is a severe and acute one.
This measure is designed to help bring
capital to the United States. Our out-
flow is severe. Our imbalance is danger-
ous. This bill is worthy in its purpose.
I think it would have a good effect.

But why do we have to load it? And
unless we dislodge this load from its
back, I think before the night is over it
will be much more heavily loaded. Ihope
the Senate will take this step, which to
me is a realistic one.

I now yield to the Senator from Louisi-
ana.

Mr. LONG of Louisiana. Mr. Presi-
dent, I have been meditating over the
matter, and if it be the will of the Sen-
ate, in the interest of expediting the con-
sideration of the bill, I ask that the Sen-
ator from Delaware be granted unani-
mous consent to modify his original
amendment as suggested.

The PRESIDING OFFICER. Does the
Senator from Delaware renew his re-
quest to modify the amendment?

Mr. WILLIAMS of Delaware. Yes. I
think it would be easier. It would save
two votes. We could do with one vote
what would otherwise require two. My
amendment, as modified, would strike
out titles II, IIT and IV, with the excep-
tion of sections 202 and 403.

The PRESIDING OFFICER. Is there
objection? The Chair hears none, and
it is so ordered. The amendment will be
so modified.

Mr. LONG of Louisiana. The yeas
have been ordered, Mr. President.

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment of the Senator from Delaware, as

[P. 253601

modified. On this question, the yeas and
nays have been ordered, and the clerk
will call the roll.

The legislative clerk called the roll.

Mr. LONG of Louisiana. I announce
that the Senator from Idaho [Mr.
CHURCH], the Senator from Massachu-
setts [Mr. KeEnNEDY], and the Senator
from Maryland [Mr. TypINGs], are ab-
sent on official business.

I also announce that the Senator from
New Mexico [Mr. ANDErRsON], the Sen-
ator from Tennessee [Mr. Bassl, the
Senator from Illinois [Mr. DoucLas],
the Senator from Mississippi [Mr. EasT-
1AND], the Senator from Arizona [Mr.
HAYDEN], the Senator from New York
[Mr. KENNEDY], the Senator from Mon-
tana [Mr. METcALF], the Senator from .
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Utah [Mr. Moss], the Senator from Ore-
gon [Mrs. NEUBERGER], the Senator from
Rhode Island [Mr. PeLL], the Senator
from West Virginia [Mr. RanoorpH], the
Senator from Virginia [Mr. ROBERTSON],
the Senator from Florida [Mr. SMATH-
Ers], and the Senator from New Jersey
[Mr. WiLLIaAMS], are necessarily absent.

I further announce that, if present
and voting, the Senator from Utah [Mr.
Moss], the Senator from West Virginia
[Mr. RanpoLpH], the Senator from Vir-
ginia [Mr. RoBErTSON], and the Senator
from New Jersey [Mr. WiLLiamsl, would
each vote “nay.”

Mr. KUCHEL. I announce that the
Senator from Colorado [Mr. Arrorr], the
Senator from New Jersey [Mr. Casel, the
Senators from Kentucky [Mr. COOPER
and Mr. MorToN], the Senator from Ne-
braska [Mr. CurTis], the Senator from
Jowa [Mr. HICKENLOOPER], the Senator
from New York [Mr. JaviTts], the Senator
from Idaho [Mr. Jorpan], the Senator
from Kansas [Mr. PEARSON], the Senator
from Vermont [Mr. Proury] and the
Senator from Texas [Mr. Towerl are
necessarily absent.

On this vote, the Senator from Colo-
rado [Mr. ArroTTt] is paired with the
Senator from Kentucky [Mr. MoORTON].
If present and voting, the Senator from
Colorado would vote “yea” and the Sen-
ator from Kentucky would vote “nay.”

On this vote, the Senator from Ne-
braska [Mr. CurTis] is paired with the
Senator from Kansas [Mr. PEarson]. If
present and voting, the Senator from
Nebraska would vote “yea’” and the Sen-
ator from Kansas would vote “nay.”

On this vote, the Senator from Idaho
[Mr. JorpaN] is paired with the Sena-
tor from Texas [Mr. Tower]. If present
and voting, the Senator from Idaho
would vote ‘“yea” and the Senator from
Texas would vote “nay.”

The result was announced—yeas 30,
nays 42, as follows:

[No. 298 Leg.]

YEAS—30
Aiken Fong Murphy
Bartlett Gore Muskie
Bennett Harris Nelson
Bogegs Hart Pastore
Burdick Hruska Proxmire
Byrd, Va. Kuchel Simpson
Clark Lausche Symington
Cotton McIntyre _Thurmond
Dominick Monroney Williams, Del.
Fannin Mundt Young, Ohio

NAYS—42
Bayh Hill Mondale
Bible Holland Montoya
Brewster Inouye: Morse
Byrd, W. Va. Jackson Ribicoff
Cannon Jordan, N.C. Russell, S.C.
Carlson Long, Mo. Russell, Ga.
Dirksen Long, La. Saltonstall
Dodd Magnuson Scott
Ellender Mansfield Smith
Ervin McCarthy Sparkman
Fulbright McClellan Stennis
Griffin McGee Talmadge
Gruening McGovern Yarborough
Hartke Miller Young, N. Dak.

NOT VOTING—28

Allott Hickenlooper Pell
Anderson Javits Prouty

Bass Jordan, Idaho Randolph
Case Kennedy, Mass. Robertson
Church Kennedy, N.Y. Smathers
Cooper Metcalf Tower

Curtis Morton Tydings
Douglas Moss Williams, N.J.
Eastland Neuberger

Hayden Pearson

So the amendment of Mr. WiLLiaMS of
Delaware was rejected.

Mr. MANSFIELD. Mr. President, I
ask unanimous consent to have printed
in the Recorp at this point a statement
on the bill prepared by the Senator from
Florida [Mr. SMATHERS].

There being no objection, the state-
ment was ordered to be printed in the
RECORD, as follows:

STATEMENT BY SENATOR SMATHERS

The bill we are now considering contains
a provision which was inserted during delib-
eration on the bill by the Senate Finance
Committee, at my request. This provision
would continue full deductibility to medical
and drug expenses of persons who are age 65
and over. -

In enacting the Social Security Amend-
ments of 1965, which is chiefly remembered
for its medicare provisions, Congress inci-
dentally enacted an amendment to the In-
ternal Revenue Code which would limit full
deductibility of such medical expenses for
older citizens starting January 1, 1967.

The 1965 amendment requires that in com-
puting Federal income tax deductions for
medical and drug expenses of the elderly, the
deduction must be limited to that portion of
such expenses which, in the case of medical
expenses, exceeds three percent of adjusted
gross income, and which in the case of drugs,
exceeds one percent of adjusted gross income.
This amendment was enacted over the oppo-
sition of the Finance Committee, the full
Senate, and its conferees.

Time has shown the fallacy of the argu-
ments upon which that amendment was
based. At the time, it was argued that with
the enactment of medicare, there would no
longer be any need to allow full deductibility
of medical and drug expenses of the elderly.

This argument falls short of the mark,
however. Different people often have differ-
ent types of medical expenses, and many of
these people find that medicare provides
minimal or no help with their particular
health costs.

For example, 4 out of 5 older people suffer
from one or more chronic illnesses. Chronic
illness often requires very expensive medi~
cation on a continuing basis. These drugs
are not covered by medicare. These .people
frequently incur expenses related to their
illress but which are not true medical ex-
penses. The older woman who, because of
her arthritis, has to pay a cleaning woman
to do her housework is a good illustration of
this. While we cannot pay for her cleaning
woman, the least we can do is to permit her
to deduct all of her out-of-pocket direct
medical and drug expenses. :

However, it is clear that the elderly can
still incur large medical expenses which are
not covered by medicare. Among expenses
not so covered are drugs, dental bills, nurs-
ing home care which is not preceded by.at
least three days in a hospital, or which is
beyond medicare entitlement, private duty
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nursing, and hospitalization beyond medi-
care entitlement for one “spell of sickness.”
In fact, there are many of our older com-
patriots who can expect to receive no hospital
benefit whatever from medicare because the
only hospital or hospitals in their areas have
not qualified under medicare, for one reason
or another. In view of these considerations,
it is clear that many senior citizens need full
deductibility of medical and drug expenses
as much as they ever did.

It was also argued that restrictmg the
deductibility of medical expenses for Ameri-
cans in this age group would raise revenue
needed to finance medicare. However, it is
inequitable to raise taxes upon this age
group to finance medicare when taxes are
not being raised on any other age group for
this purpose.

Therefore my amendment in the bill which
is before us would restore full deductibility
to medical and drug expenses of those who
are 65 and over, and would repeal the re-
quirement that the deduction be limited to
the portion of such expenses over certain
percentages of adjusted gross income. I hope
the House conferees this time will see the
desirability of permitting full deductibility
of these expenses, and that the Senate po-
sition on this issue will prevail.

Mr. HARTKE. Mr. President, I call
up my amendment No. 955 and ask that
it be stated.

The PRESIDING OFFICER.
amendment will be stated.

" The legislative clerk proceeded to read
the amendment.

Mr. HARTKE. Mr. Pre51dent I ask
unanimous consent that further reading
of the amendment be dispensed with.

The PRESIDING OFFICER. With-

- out, objection, it is so ordered, and the
amendment will be printed in the REec-
ORD.

The amendment, ordered to be printed
in the RECORD, is as follows:

At the end of the bill insert the following
new section:

“SEC.—PERCENTAGE DEPLETION RATE FOR CLAY
AND SHALE USED IN MAKING SEWER
Pi1pPE,

“(a) RATE—Section 613(b) (relating to
percentage depletion rates) is amended—

“(1) by striking out ‘and clay used or sold
for use for purposes dependent on its re-
fractory properties’ in paragraph (3)(B)
and inserting in lieu thereof ‘clay used or
seld for use for purposes dependent on its
refractory properties, and clay and shale used
or sold for use in the manufacture of sewer
pipe’;

“(2) by inserting after ‘shale,’ in para-
graph (5)(A) ‘except shale described in
paragraph (3) (B),’; and

' “(3) by striking out ‘sewer pipe,’ in para-
graph (5) (B).

“(b) TREATMENT PROCESSES.—Section 613
(c) (4) (relating to treatment processes con-
sidered as mining) is amended by inserting
after ‘applies’ in subparagraph (G) ‘and of
clay and shale used or sold for use in the
manufacture of sewer pipe’.

“(c) ErFecTIVE DATE—The amendments
made by subsections (a) and (b) shall ap-
ply to taxable years ending after theé date of
the enactment of this Act.”

The

[P. 253611

Mr. HARTKE. Mr. President, the
amendment deals with the depletion-
allowance schedule that was discussed in
the committee. At that time the Sena-
tor from Kansas [Mr. CArLsoN] offered
a different amendment which involved
clay.

I was informed at the time that the
amendment of the Senator from Kansas
covered the situation intended to be
covered in my amendment when in fact
it did not.

My amendment would simply provide
that the 15-percent depletion allowance
allowed for other products, but especial-
ly cement and other clay products, shall
be allowed for clay used in sewer pipes.
At the present time it is not only at a
competitive disadvantage, but it is also
treated in a different fashion than other
clay products.

I understand that the Senator from
Georgia [Mr. TaLMADGE] proposes to of-
fer an amendment to my amendment.

Mr. TALMADGE. Mr. President, the
amendment of the Senator from Indi-
ana refers to sewer pipe made from clay
but not brick. Brick comes from the
same category of material. .

I ask the distinguished Senator from
Indiana if he will modify his amend-
ment as follows:

On page 2, line 2, after “sewer pipe” in-
sert “and brick”.

On page 2, line 6, insert “building or pav-
ing brick and”,” before ‘“sewer pipe”. On
];;aigei{ 2, line 12 after “‘sewer pipe” insert “and

rick”.

Mr. HARTKE. Mr. President, I so
modify my amendment.

The PRESIDING OFFICER. The
amendment is accordingly modified.

Mr. HARTKE. Mr. President, I yield
to the Senator from Kansas.

Mr. CARLSON. Mr. President, I as-
sociate myself with the distinguished
Senator from Indiana on this amend-
ment as amended by the Senator from
Georgia [Mr. TALMADGE].

We agreed to an amendment in com-
mittee that I thought covered these items.
However, it was discovered later that it
did not.

I hope that the amendment wxll be
accepted by the chairman of the com-
mittee.

Mr. HARTKE. The chairman of the
committee has indicated that he has no
objection to accepting the amendment.

The amendment was not acted on
when it was considered in committee in
conjunction with the amendment of the
Senator from Kansas [Mr. CARLSON].

Mr. JORDAN of North.Carolina. Mr.
President, I ask unanimous consent that
my name be added as a cosponsor of the
amendment of the Senator from Indiana
as amended by the Senator from
Georgia.
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The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. ERVIN. Mr. President, I make the
same unanimous-consent request

The PRESIDING OFFICER Without
objection, it is so ordered.

Mr. STENNIS. Mr. President, I com-
mend the Senator from Indiana heartily
for his thoughtfulness, research, and
forethought in observing that this point
was involved and in getting it in the
form of an amendment.

I shall certainly heartily support the
amendment.

Mr. HARTKE. Mr. President, I thank
the Senator.

Mr. RUSSELL of South Carolina. Mr.
President, I wish to commend the Sen-
ator from Indiana for offering this
amendment. I am heartily in favor of
it, and if there is no objection, I ask that
Ibe made a cosponsor.

Mr. HARTKE. I shall be glad to have
the name of the Senator from South
Carolina added as a cosponsor.

Mr. LONG of Missouri. Mr. President,
I also desire to commend the Senator
from Indiana on this amendment, and I
should like permission to be listed as a
€cosponsor.

Mr. HARTKE. I shall be delighted to
add the Senator as a cosponsor.

Mr. COTTON. Mr. President, I wish
to make the same request.

Mr. HARTKE. I shall be glad to add
the Senator from New Hampshire as a
COSpONSsor.

Mr. SPARKMAN. Mr. President, if
the Senator from Indiana will be so kind,
I should like him to place my name on
the amendment as a cosponsor.

Mr. HARTKE. I shall be glad to add
the Senator’s name.

Mr. DOMINICK. Mr. President, may
we have order? :

The PRESIDING OFFICER. The
Senate will be in order.

Mr. DOMINICK. AsIremember, some
years ago we had a problem with the
Internal Revenue Service in connection
with the taxation of clay for these pur-
poses, and after a meeting with the In-
ternal Revenue Service, the regulations
were revised in order to take care of the
problem. Am I correct?

Mr. HARTKE. It was anticipated
that that would take care of the problem,
but it did not take care of this point.
The matter could not be clarified with
the Internal Revenue Service without
legislation.

Mr. DOMINICK. Therefore, is this
amendment that the Senator has offered
designed to take care of the problem that
was raised by a change in the Internal
Revenue system policy a couple of years
ago? :

Mr. HARTKE. The Senator is cor-
rect.

Mr. DOMINICK. I am happy to join
the Senator from Indiana. I am glad
to have this background.

71-297 O-67-pt. 2—27

Mr. STENNIS. Mr. President, I ask
permission to be added as a cosponsor
of the amendment.

Mr. HARTKE. I shall be glad to do
50.
Mr. LONG of Louisiana. Mr. Presi-
dent, the Senator had an amendment in
the committee, and we had agreed to the
amendment by the Senator from Kansas
[Mr. CarLsoN] which had something to
do with clay. I believe that the Senator
was informed in the committee that we
thought perhaps the Carlson amendment
took care of the problem. Unfortu-
nately, the Senator discovered that it did
not take care of the problem and that
the Carlson amendment related to an en-
tirely different problem. Had it not
been for that situation, I should imagine
that we would have agreed to the amend-
ment in the committee.

Therefore, Mr. President, in view of all
the cosponsors who are associated with
the amendment, I have no objection to
it. We will go to conference and see
what we can work out.

Mr. LAUSCHE. Mr. President, I un-
derstand that this legislation expands.
into four new programs the depletion al-
lowance principle that has become im-
properly, in my opinion, embedded in
our law.

Mr. GORE. Mr. President, will the
Senator yield?

Mr. LAUSCHE. I yield.

Mr. GORE. I hope the Senator will

state it correctly. It is percentage
depletion.

Mr. LAUSCHE. Yes, Dpercentage
depletion. .

Until now, there have been three

grants made in the expansion of the per-
centage depletion. This is a fourth.

We are today witnessing the repetition
of what happened 2 years ago, when the
tax bill was before us, and the Senator
from New York started out by asking the
removal of the excise tax on women’s
handbags. Then he came up with the
fur tax. Then he came up with the
jewelry tax. Then Senator HARTKE came
up with the removal of the band instru-
ment tax. Then another Senator came
up with the removal of the excise tax on
ball point pens. One after the. other,
there was this deluge of amendments
offered. ‘That is what is happening now.

I wonder whether this is the last
amendment that will be offered, or
whether others are in preparation. We
are witnessing what could be called mob
action. One grant has been made to one
group. When that one grant was made,
the second group stepped up with the
label, and the third and the fourth and
the fifth. It has now come to 13 or 14.
I am interested to know what other de-
mands will be made before we get
through tonight. .

I ask for the yeas and nays on this
measure.

The yeas and nays were ordered.
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The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment, as modified, of the Senator from
Indiana.

Mr. LONG of Louisiana. Mr. Presi-
dent, while I have no interest in the
amendment, I do think that there is a
logical case for the amendment. The
amendment that the Senator has offered
involves clay used to manufacture sewer
pipe. If the pipe is manufactured with
cement, the limestone that goes into the
cement is subject to a 15-percent deple-
tion allowance. The argument of the
clay people is that they should have the
same allowance their competitor receives.
That is the basis of the amendment.

If the Senate agrees to the amendment,
that does not mean that it will survive
the conference. The amendment has
some merit, in my opinion, and I will be
willing to take it to conference.

Mr. GORE. Mr. President, I am con-
strained to point out that this measure-
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ment of competition—competitive rela-
tivity—is not in keeping with the history
of the development of percentage deple-
tion. It started out as an estimate of
discovery cost, not competitive relation-
ship. Then it developed into a formula
for tax deduction which is called per-
centage depletion.

If what the junior Senator from
Louisiana says is a correct justification,
then we would have no choice but to give
to coal 27.5-percent depletion because it
competes with gas as a fuel element.
This is not a correct yardstick. In fact,
the correct yardstick of depreciation or
depletion is the relative use of and deple-
tion, wear and tear, of the cost of a re-
source.

Percentage depletion has no relation-
ship to this, nor does it have a relation-
ship, to start with, to the competitive
nature of the products.

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment, as modified, offered by the Senator
from Indiana and cosponsored. On this
question, the yeas and nays have been
ordered, and the clerk will call the roll.

The assistant legislative clerk called
the roll.

Mr. LONG of Louisiana. I announce
that the Senator from Idaho [Mr.
CuURCH], the Senator from Arkensas
[Mr. FULBRIGHT], the Senator from Mas-
sachusetts [Mr. KENNEDY], and the Sen-
ator from Maryland [Mr. TyniNGs] are
absent on official business.

I also announce that the Senator from
New Mexico [Mr. ANDERSON], the Sen-
ator from Tennessee [Mr. Bassl, the
Senator from Illinois [Mr. DoucLas], the
Senator from Mississippi [Mr. EAST-
1anp], the Senator from Arizona [Mr.
HavpeEN], the Senator from New York
[Mr. KENNEDY], the Senator from Mon-
tana [Mr. METcaLr], the Senator from
Utah [Mr. Moss], the Senator from

Oregon [Mrs. NEUBERGER], the Senator
from Rhode Island [Mr. PELL], the Sen-
ator from West Virginia [Mr. RaNDOLPH],
the Senator from Virginia [Mr. ROBERT-
soN], the Senator from Florida [Mr.
SMATHERS], and the Senator from New
Jersey [Mr. WiLLiaMs] are necessarily
absent.

I further announce that, if present
and voting, the Senator from Utah [Mr.
Moss] and the Senator from West Vir-
ginia [Mr. RanporLru] would each vote
“yea.

Mr. KUCHEL. I announce that the
Senator from Colorado [Mr. ALLoTT], the
Senator from New Jersey [Mr. Casel, the
Senators from Kentucky [Mr. COOPER
and Mr. MorTON], the Senator from Ne-
braska [Mr. Curtis], the Senator from
Towa [Mr. HICKENLOOPER], the Senator
from New York [Mr. Javits]l, the Sena-
tor from Idaho [Mr. Jorpan], the Sena-
tor from Kansas [Mr. Pearson], the
Senator from Vermont [Mr. ProuTy],
and the Senator from Texas [Mr.
TOWER] are necessarily absent. ~

If present and voting, the Senator from
Colorado [Mr. ALroTT], the Senator from
Nebraska [Mr. Curtis], the Senator from
Idaho [Mr. Jorpan], the Senator from
Kentucky [Mr. MorTon], the Senator
from Kansas [Mr. Pearson], and the
Senator from Texas [Mr. Tower] would
each vote “yea.”

The result was announced—yeas 52,
nays 19, as follows:

{No. 299 Leg.]

YEAS—52
Bartlett Harris Monroney
Bayh Hartke Montoya
Bennett Hill Mundt
Bible Holland Murphy
Brewster Hruska Ribicoff
Burdick Inouye Russell, S.C.
Byrd, Va. Jackson Russell, Ga.
Byrd, W. Va. Jordan, N.C. Saltonstall
Cannon Kuchel Simpson
Carlson Long, Mo. Sparkman
Cotton Long, La. Stennis
Dirksen Magnuson Symington
Dodd McCarthy Talmadge
Dominick McClellan Thurmond
Ellender McGee Yarborough
Ervin McGovern Young, N. Dak.
Fannin McIntyre
Gruening Miller

NAYS—19
Aiken Lausche Proxmire
Boggs Mansfield Scott
Clark Mondale Smith
Fong Morse Williams, Del.
Gore Muskie Young, Ohio
Griffin Nelson
Hart Pastore

NOT VOTING—29

Allott Hayden Pearson
Anderson Hickenlooper Pell
Bass Javits Prouty
Case Jordan, TJdaho Randolph
Church Kennedy, Mass. Robertson
Cooper Kennedy, N.Y. Smathers
Curtis Metcalf Tower
Douglas Morton Tydings
Eastland Moss Williams, N.J.
Fulbright Neuberger

So Mr. HARTKE’S amendment, as modi-
fied, was agreed to.
Mr. COTTON. Mr. President, I send
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to the desk an amendment and ask that
it be stated.

The PRESIDING OFFICER. The
amendment will be stated for the in-
formation of the Senate.

The assistant legislative clerk read the
amendment as follows:

On page 231, line 3, strike out “July 1,
1968” and insert “January 1, 1968”.

Mr. COTTON. Mr. President, if I may
have the attention of the Senate, I can
explain the amendment in 2 minutes. It
is my hope that the Senator from Loui-
siana, the chairman of the committee,
will accept it. )

On this amendment, the effective date
of the provision in the bill for the fur-
nishing of drugs to the elderly is based
on whichever occurs first, the first day
of the first month with respect to the
rate of the monthly premium for par-
ticipation raised pursuant to section
1829(b) of the Social Security Act after
the date of enactment of the act, or, two,
July 1, 1968. .

In other words, if certain matters are
complied with and the machinery is set
up, and so forth, it would take effect the
first month after that; but, otherwise, as
the bill now reads, it would go to July
1, 1968.

I stated in colloquy concerning the

elderly that if they were going to receive
this benefit, we should make it possible
that they receive it sooner than July 1,
1968. Thus, my amendment simply
moves the date forward 6 months, to
take effect January 1, 1968, instead of
July 1, 1968, which I understand is likely
to be the approximate date to be trig-
gered off by the machinery that would be
in action.

I want to make sure of it, and I hope
that the Senator from Louisiana will ac-
cept the amendment.

Mr. LONG of Louisiana. Mr. Presi-
dent, I said that I would accept the
amendment, and I am glad fto accept it.
It is a worthy amendment and we will be
glad to consider it.

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment of the Senator from New Hamp-
shire.

The amendment was agreed to.

Mr. HARTKE. Mr. President, I send
to the desk an amendment and ask that
it be stated.

The assistant legislative clerk pro-
ceeded to read the amendment.

Mr. HARTKE. Mr. President, I ask
unanimous consent that further reading
of the amendment be dispensed with.

The PRESIDING OFFICER. Without
cbjection, it is so ordered; and- the
amendment will be printed in the REcorD
at this point.

The amendment submitted by Mr.
HARTKE is as follows:

On page 189, after line 25 insert:

“SEC. 206. REMOVAL OF SPECIAL LIMITATIONS
WitH RESPECT TO DEDUCTIBILITY
OF CONTRIBUTIONS TO PENSION
PLaNS BY SELF-EMPLOYED IN-
DIVIDUALS

“(a) REMOVAL OF SPECIAL LIMITATIONS.—
Paragraph (10) of section 404(a) (relating
to special limitation on amount allowed as
deduction for self-employed individuals for
contributions to certain pension, etc., plans)
is repealed.

“(b) (1) Each of the following provisions
of section 401 is amended by striking out
‘(determined without regard to section 404
(a) (10) )’ each place it appears:

‘“(A) Subsection (a) (10) (A) (ii).

‘“(B) Subparagraphs (A) and (B) of sub-
section (d) (5).

“(C) Subparagraph (A) of subsection (d)

6

*“(D) Subparagraphs (A) and (B) (i) of
subsection (e)(1). . .

‘“(E) Subparagraphs (B) and (C) and the
last sentence of subsection (e)(3).

“(2) Subparagraph (A) of section 404
(e) (2) is amended by striking out ‘deter-
mined without regard to subsection (a)
(10))".

“(3) Paragraph (1) and subparagraph
(B) of paragraph (2) of section 404(e) are
each amended by striking out ‘(determined
without regard to paragraph (10) there-
of)’.

“(c) DEFINITION OF EARNED INCOME.—Sec-
tion 401(c)(2) (relating to, definition of
earned income for certain pension and profit-
sharing plans) is amended by striking out
subparagraphs (A) and (B) and inserting
in lieu thereof the following:

‘“‘(A) IN GENERAL.—The term ‘“‘earned in-
come” means the net earnings from self-
employment (as defined in section 1402(a)),
but such net earnings shall be determined—

‘“ ‘(1) only with respect to a trade or busi-
ness in which personal services of the tax-
payer are a material income-producing fac-
tor, .

‘‘(il) without regard to paragraphs (4)
and (5) .of section 1402(c).

‘“‘(iii) in the case of any individual who
is treated as an employee under sections
3121(d) (3) (A), (C), or (D), without re-
gard to paragraph (2) of section 1402(c), and

“‘(iv) without regard to items which are
not included in gross income for purposes
of this chapter, and the deductions properly
allocable to or chargeable against such items.
For purposes of this subparagraph, section
1402, as in effect for a taxable year ending
on December 31, 1962, shall be treated as
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having been In effect for all taxable years
ending before such date.’

“(d) EFFECTIVE DATE—~The amendments
made by subsections (a) and (b) shall apply
with respect to taxable years beginning after
December 31, 1967.”

Mr. HARTKE. Mr. President, this
amendment is offered on behalf of my-
self, the Senator from Florida [Mr.
SmarHERS], the Senator from Kentucky
[Mr. MorToN] and the Senator from
Kansas [Mr. CarnsonNl. The Senator
from Florida [Mr. SMATHERs] is unable
to be present today.

This is a proposed amendment to
further liberalize the Self-Employed In-
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dividuals’ Tax Retirement Act of 1962.
The proposed amendment which em-
bodies the provisions of H.R. 10 as re-
cently passed by the House of Represent-
atives by a unanimous vote, is designed
to improve the Self-Employed Individ-
uals’ Tax Retirement Act of 1962 by
amending certain restrictive features of
the act which have prevented the full
utiliaztion of it by the self-employed.

Briefly, the proposed amendment cor-
rects two inequities in existing law. It
would permit a self-employed to deduct
the entire amount he contributes—but
not in excess of $2,500, of course—for
his own retirement benefits—the same
as he may do for contributions on behalf
of his other employees.

The 50 percent limitation in the pres-
ent law is neither fair nor logical. Orig-
inally, this limtation was designed to
place the self-employed plans on a par
with those plans in which the employee,
as well as the employer, contributes to
the cost of the benefits.

The fact is that, according to the re-
ports of the Secretary of Labor, over 70
percent of the plans registered under the
Welfare and Pension Plans Disclosure
Act do not require contributions from
the employee but are financed entirely
by the employer.

Moreover, it is @ rare case where the
employee pays for one-half of his bene-
fits. Thus, it is difficult to justify the
limitation on the ground that only half
of the contribution represents a contrib-
ution by the self-employed. as an em-
ployee rather than as an employer.

Second, it would remove the 30-per-
cent limtiation on “earned income” to be
considered for plan purposes. Since the
allowable contribution for the self-em-
ployed is based upon his earned income,
the existing limitation means that the
individual’s net earnings must be at
least $83,333.33 if he is to make the
maximum contribution of $2,500—30
percent of $83,333.33 is $25,000; 10 per-
cent of $25,000 is $2,500.

The arithmetic alone demonstrates
that it is highly unrealistic to attribute
only 30 percent of the net profits of the
‘business to personal services and that the
act is of little help to small businessmen
and farmers.

The new definition of “earned income”
will continue to require that substantial
personal services be devoted to the busi-
ness if deductions are to be taken with
respect to contributions for the self-em-
ployed individual’s benefit. Deductions
will not, therefore, be allowed for con-
tributions based on income derived solely
from capital.

It should be noted that the proposed
amendment makes no change in the
basic structure of the act. The more
stringent requirements with respect to
coverage of employees and the benefits
which must be provided them will re-
main in effect to prevent discrimination
in favor of the self-employed.

‘about 9 million individuals.

Let me explain in a little more detail
why the proposed amendment is desira-
ble to make the Self-employed Indi-
viduals’ Retirement Act an effective one
for the self-employed.

‘When the act was passed by the Con-
gress in 1962, it represented the culmi-
nation of many years’ effort to provide
some means by which the self-employed
could adopt pension plans for their re-
tirement and deduct a part of the cost
thereof in computing their Federal in-
come tax liability. Although the self-
employed were prevented from doing
this, the tax laws for many years had
permitted the corporate employer to es-
tablish pension plans and deduct the
cost thereof, including the cost of pen-
sions for employees who were also owners
of business.

The 1962 act did not by any means
equate the tax benefits of the self-em-
ployed and the corporate employers.
‘While 2 step in the right direction, it im-
posed numerous limitations on the self-
employed. Experience with the act
since 1962 clearly demonstrates that the
objectives of the act have not been ful-
filled. In March of 1965, the distin-
guished Senator from West Virginia [Mr.
RanNDoLPH], chairman of the Subcom-
mittee on Employment and Retirement
Incomes of the Special Committee on
Aging of the Senate, held hearings on
the general problem of extending pri-
vate pension <coverage. Several wit-
nesses testified to the fact that adop-
tion of retirement plans by the self-em-
ployed had been small indeed.

When Congress considered legislation
in 1962, it was estimated that some 6
million self-employed who pay income
taxes would be permitted to establish
retirement plans under the act. It is
also estimated that these people employ
So there
are approximately 15 million people who
could be covered under pension plans for
the self-employed. However, the In-
ternal Revenue Service reports that as of
March 31, 1966, only some 22,000 plans
had been adopted, covering less than
40,000 people. In the same period quali-
fied retirement plans were adopted by
corporations which covered over 1,250,-
000 employers. It is obvious, therefore,
that to date coverage of the self-employ-
ed and their employees has been
negligible.

Additional evidence of the poor ac-
ceptance of the act by the self-employed
is found in the fact that in 1962 the
Treasury estimated the cost of the act
would amount to around $115 million for
the first year, while the actual cost for
1964 was only some $9 million. The
Treasury Department estimates that only
about one-half of 1 percent of the self-

employed took advantage of the deduc-
tion for 1964.
The reason for the failure of the act
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to accomplish its purpose is quite ap-
parent when one examines the many
limitations imposed on the self-employ-
ed. In addition to imposing require-
ments as to coverage of, and benefits for,
employees not found in the require-
ments applicable to corporate plans, the
act limits the amount which a self-em-
ployed may set aside for his own retire-
ment to 10 percent of his earned income
or $2,500 whichever is the smaller. On
top of this basic limitation are two
restrictions which have proved to be par-
ticularly burdensome:

First. The act limits the amount which
the self-employed may deduct for tax
purposes to 50 percent of the amount
contributed to the plan for his retire-
ment benefits. Thus, the maximum de-
duction under the act is one-half of
$2,500 or $1,250.

Second. The act also restricts the
amount of earned income which will be
recognized ' for contribution purposes
where capital, as well as personal serv-
ices, is a material factor in the produc-
tion of income. In such-a case, earned
income cannot exceed 30 percent of the
net profits from the business except that
the amount of the individual’s earned
income cannot be reduced below $2,500
by operation of this rule if the individ-
ual renders personal services on a sub-
stantially full-time basis.

Just recently, the Washington Post
contained an editorial, under date of
October 10, 1966, which I would like to
read at this time. It is entitled “Parity
in Pensions” and states as follows:

Under the Federal income tax laws self-
employed persons are permited to make pen-
sion fund contributions on their own behalf
up to a limit of $2,500. But since only half
of that amount may be taken as a deduction,

the tax treatment of the self-employed is not -

as favorable as that accorded corporate em-
ployes in the same income bracket.

The House of Representatives by a unani-
mous vote passed an amendment that would
permit the self-employed to deduct 100 per-
cent of their pension fund contributions.
But the Senate Finance Committee rejected
the measure. Even though the Treasury
would suffer a modest loss of revenue, the
Senate ought to go along with the House in
putting the self-employed taxpayer on a
parity with others.

There is just one other change made
in the proposed amendment, and that is
that it would make its provisions effec-
.tive as of January 1, 1968.

Equality for 18 mllhon self-employed
and their employees is long overdue.

The revisions embodied in the pro-
posed amendment are just and fair, and
I urge the Senate to adopt them by an
overwhelming majority, as did the House
of Representatives.

I should 1ike to read a partial list of

associations endorsmg H.R. 10 in the
89th Congress:

Contracting Plasterers’ &* Lathers Inter-
national *ssociation.

The American College of Radiology.
Society of American Florists.
American Dental Association.
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Association of Consulting Management
Engineers, Inc.

The Authors League of America, Inc.

American Association of Life Underwriters.

American Farm Bureau Federation.

American Podiatry Association.

American Society of Landscape Architects.

American Association of Medical Clinics.

American Optometric Association.

National Wholesale Furniture Salesmen’s
Association.

American Bar Association.

American Hotel & Motel Associations.

National Association of Women Lawyers.

American Medical Association.

National Livestock Tax Committee.

American Veterinary Medical Association.

Society of Magazine Writers.

National Society of Professional Engineers.

American Society of Industrial Designers—

Industrial Designers Institute.

National Council of Dance Teachers Or-
ganization.

National Society of Public Accountants,

American Chicropractic Association.

National Milk Producers Federation.

National Association of Retail Grocers of
the United States.

Bureau of Salesmen’s National Associa-
tion.

National Small Business Asociation.

National Food Brokers Association.

American Institute of Certified Public
Accountants.

That is only a partial list of associa-
tions endorsing the measure.

I do not see any reason why the
amendment should not be adopted. I
think most of us are aware that it repre-
sents an equitable measure and should
be adopted by a solid majority.

Mr. CARLSON. Mr, President, will
the Senator yield?

Mr. HARTKE. I yield to the Senator
from Kansas. .

Mr. CARLSON. Mr. President, I wish
to associate myself with the remarks of
the Senator from Indiana. I also wish
to state that the Senator from Kentucky
[Mr. MorToN] has authorized me to
state that he heartﬂy endorses the
amendment.

Mr. President, an inequity existed as to
the tax treatment accorded self-em-
ployed persons who desired to establish
private, retirement plans. Employer
contributions to retirement plans have
been tax deductible for some time and
nontaxable to the employees until re-
tirement benefits are actually received.
The law discriminated against self-em-
ployed persons by requiring them to pay
taxes on income they set aside for retire-
ment. Farmers, ranchers, and other
small businessmen make up a large por-
tion of this group.

Congress recognized that discrimina-
tion did exist and enacted the Self-Em-
ployed Individuals Tax Retirement Act
of 1962 'This measure has tended to re-

"duce the discrimination, but it has fallen
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demonstrably short of achieving its ob-
Jjective.

Under the Self-Employed Individuals
Tax Retirement Act of 1962, most farm-
ers are classified as ‘“owner-employees.”
Owner-employees are authorized to con-
tribute up to 10 percent of their earned
income, but not more than $2,500 per
"year, to a retirement plan and to claim a
Federal tax deferral for 50 percent of
such contributions.

However, in the case of farmers, the
benefits of this act are drastically limlted
by a restrictive definition of “earned in-
come.” If the earnings of an ‘“owner
employee” are a joint product of personal
services and invested capital,- as is the
case with most farmers, not more than
the larger of $2,500 or 30 percent of the

taxpayer’s earnings from self-employ- "

ment may be treated as “earned income.”

Limiting the deferral to 50 percent of
the contributions has retained a serious
inequity with respect to self-employed
retirement programs. Consequently,
very few retirement programs have been
established. The restriction that earned
income must be arbitrarily computed at
30 percent of net earnings has made the
program meaningless to farmers and
other self-employed who must invest
capital as well as labor in their enter-
prises. .

If enacted, this proposal would remove
both the 50 percent and 30 percent limi-
tations. For example, self-employed in-
dividuals, professional and farmer, with
a $10,000 net income could contribute
$1,000 annually toward an authorized
retirement program and deduct the full
amount. This program would apply
only to income where the self-employed
individual’s labor was a material income-
producing factor.

There is a misconception that a provi-
sion included as an amendment to ‘the
Foreign Investors Act corrects the seri-
ous inequity and discrimination in our
tax laws. This is not true. That provi-
sion simply states that the self-employed
will not be discriminated against until
‘his net income exceeds $6,600 per year.
It is clear that an individual, for all
practical purposes, must earn more than
that in any given year before he is
able to set aside funds for retirement
purposes. It is also true that the provi-
sion does nothing to remove the require-
ment that only 50 percent of his contri-
bution can be treated as a tax deduction.

The provisions of H.R. 10, as passed
by the House, correct the problem rather
than confuse the situation. I believe
that is the job we want to accomplish
today. :

Mr. WILLIAMS of Delaware. Mr.
President, I ask for the yeas and nays
on the amendment.

The yeas and nays were ordered.

Mr. LONG of Louisiana. Mr. Presi-
dent, I hope the amendment is not
agreed to.

People have been lobbying

for 15 years that, because corporations
have retirement plans and because an
employee puts his money into it and has
no vested interest in it until he retires
and pays no tax on it until he starts
drawing the money, doctors, lawyers, and
others who do not have this plans should
be protected and should have a deduc-
tion of $2,500 to set up their own retire-
ment funds,

If these employees are so protected,
there is a loophole that should be closed.
This measure moves in the opposite di-
rection from closing that loophole. The
pending amendment would discriminate
by using that loophole as a precedent
against every workingman who paid a
social security tax. He cannot deduct
the social security tax that he puts into
the fund, although his employer can de-

-duet his contribution as a necessary

expense.

This amendment would discriminate
against all Federal employees. Senators
are under the Federal retirement sys-
tem, and they know that the 7 percent
that they contribute to their retirement
fund, which is matched by 7 percent
Government money, is money on which
they have paid a tax. Here it is pro-
posed that a doctor, making $75,000 a
year, should receive a better tax treat-
ment than Members of Congress receive,
or should be given preferential treat-
ment over our own Federal employees
who pay into the retirement fund money
on which they have paid a tax.

The amendment would provide a de-
duction of $2,500, on which a person
would not have to pay a nickel of tax
for what he puts up. It would be used
mainly by doctors and lawyers and others
who are making more than $25,000 a
year. It would be a complete deduction,
above what they are allowed for their
own expenses, for providing for their
own retirement.

It would make better sense to allow
a man to deduct the expenses of an in-
surance policy to provide for the living
expenses for his wife and children in
the event he should die at an early age.
It would make better sense to deduct
the expenses for an insurance policy to
provide for food for that wife and
children.

There are all kinds of expenses for
which an argument for deduction would
be more compelling. It would make
more sense to deduct the expense of
paying rent——

Mr. GORE. Mr. President, will the
Senator yield?

Mr. LONG of Louisiana. I yield.

Mr. GORE. How would the Senator
compare the fairness in an act of the
Senate to permit doctors, lawyers, and
dentists, who, according to the Treas-
ury, would receive 75 percent of these
benefits, to deduct the cost of the pre-
mium of a retirement insurance policy,
with giving to people who have a tragedy
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in their families a deduction for hospital
costs?

Yet this amendment provides a deduc-
tion for an investment for one’s own re-
tirement, but does not provide for a
deduction for all the other expenses that
are, as the Senator has said, more worthy
and more emergent.

Mr. LONG of Louisiana. Mr. Presi-
dent, as among personal expenses, it
would seem to me to make better sense
to let a man deduct the cost of burying
his wife than to deduct the <cost of
putting aside a large retirement fund
for himself. As among personal ex-
penses, this is one of the most unneces-
sary a person could have. It is entirely
up to him whether he wants to do it.
The adoption of this amendment would
leave every workingman under social
security paying taxes on every nickel he
puts up for his retirement. He cannot
deduct it. Yet the Senator would pro-
vide deductions for the lawyer and the
doctor. We would pick out a few
specially privileged people, a few wealthy
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individuals, and prefer them over the
whole rank and file of Americans.

This amendment would attempt to
enlarge an already existing loophole in
the tax law. We ought to close the loop-
hole rather than enlarge it. If I could
get enough votes, I would close it now.
I do not think I could get the votes; that
is the only reason I am not trying to do
it. We would save $500 million a year
if we could close that loophole.

Mr. RUSSELL of Georgia. Mr,
President, will the Senator yield?

Mr. LONG of Louisiana. I yield.

Mr. RUSSELL of Georgia. Did the
Senator’s committee conduct any hear-
ings on this question?

Mr. LONG of Louisiana. Mr. Presi-
dent, we dic not conduct hearings on
it this year, but we have voted on this
matter many times. We have con-
ducted hearings on it in years gone by,
and never agreed to it.

We have agreed that we would treat
these people the same as if they were
both employer and employee, and let
them deduct 50 percent of it, so that
they could put aside $2,500 for their
own retirement, and could deduct $1,-
250 of it.

It was contended that farmers and
small businessmen did not get much
benefit from the self-employment re-
tirement plan, so the bill was amended
to help them.

But as far as the 100 percent deduc-
tion part of H.R. 10, we would not buy
that. Mr. President, in all fairness, I
think the amendment should be' re-
jected.

I yield to the Senator from Michigan.

Mr. HARTKE. Mr. President, I ask
the Senator, is it not true that the se-
cretaries who work for those doctors

and lawyers would be covered, and are
not covered now, under the same pen-
sion plan?

Mr. LONG of Louisiana. They are
not asking for it. They would like to
have a pay raise. They need the money
to pay their current expenses such as
rent and food.

Mr. HARTKE. The argument which
the Senator makes is really against pen-
sion plans in toto.

I think it is wrong to fail to provide
coverage for a person who sacrifices
himself in electing to go ahead as an
individual, and try to make his own way
as an individual entrepreneur, and not
sacrifice his soul to a soulless corpora-
tion—because the lawyer in the- cor-
poration can be covered, and his count-
erpart in the outside world who makes
his own way cannot; the doctor in the
corporation will be covered, but the
doctor on the outside is not; the secre-
tary in the corporation is covered, but
the secretary on the outside is not.

When we speak of equility, that is the
type equality we are talking about. I
think there is no question but that there
is discrimination in all of this. If the
Senator wishes to eliminate pension
plans, and suggest that as a substitute,
I will be glad to see what the vote will
be on that question.

Mr. LONG of Louisiana. Mr. Presi-
dent, I yield to the majority leader.

Mr. MANSFIELD. This amendment
would double the tax benefits now avail-
able for the retirement savings of doc-
tors, lawyers, and other self-employed
individuals. Under present law, a self-
employed individual may contribute 10
percent of his earnings—up to $2,500—
to his pension plan and take a tax de-
duction for one-half of this contribution.
The proposal—which was the main pur-
pose of HR. 10 passed by the House in
June—would make the full contnbution
tax deductible.

This amendment would result in an
estimated revenue loss for the first year
it is effective of up to $30 million. For
the second year, the estimated revenue
loss would be increased to -about $50
million.

This amendment would divert sub-
stantial Federal tax revenue to provide
tax reductions for a very narrow group
of highly paid professional people, at a
time when the possibilities of a general
tax increase are very much in the publie
mind. Revenue-losing measures such as
this could well push the President and
Congress closer to such a general tax
increase.

In more detail—

The experience to date clearly indi-
cates that self-employed pension plans
represent a tax reduction arrangement
for the better-off professional man, with
doctors heading the list. Over 75 per-
cent of the revenue loss involved in the
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amendment would go to doctors, lawyers,
and dentists. Indeed, one-half of the
total revenue loss would go to individuals
in these professions with incomes over
$25,000.

The amendment would represent an
automatic tax reduction for those self-
employed already making pension con-
tributions since, without any change in
their contributions, their tax deductions
will double. Two-thirds of the revenue
loss—about $20 million—for the first
year would be directed to this automatic
tax reduction—of which $15 million
would go to better-oft‘ professional
people.

For the future, it is likely that the in-
creased tax benefits will only serve to
attract more of the same class of high
income self-employed into pension plans.
These plans by their very nature can
have only limited value to the plumber,
the small shopkeeper, or the farmer—
the savings of these people are needed
for their businesses, to meet the social
security tax on their self-employment in-
come, and for their family obligations—
and therefore are not generally available
to be set aside in private retirement plans,
and none at all for the ordinary laborer,
the fellow we used to call the “working
stiff.” It is apparent that self-employed
pension plans are attractive only to a
class with liquid assets and already pos-
sessing sufficient security so that some
assets can be set aside permanently until
retirement. The only class meeting these
conditions is the better-off professional
group. This has been borne out by the
Canadian experience over more than 6
years under a similar pension arrange-
ment for the self-employed. The bene-
fits of this arrangement have been highly
concentrated in the upper income groups.

I would suggest, with no disrespect to
the distinguished Senator from Indiana,
that if he wishes to pursue H.R. 10 as
such, it ought to be considered separately,
and not as a part of the measure pend-
ing before us.

Mr. LONG of Louisiana. Mr. Presi-
dent, the Senator from California had
wanted me to yield for a question. I
yield to the Senator from California.

Mr. MURPHY. Mr. President, I
should like to say a word here in behalf
of a group of seif-employed people in a
craft of which I was a member for about
30 years, the highly paid actors in Holly-
wood, most of whom survive for a career
the average length of which is 7% years.
‘This is proved by statistics. Many of
them have 2, 3, or 4 years of high earn-
ings, and many, including the present
junior Senator from California, have
.paid as high as 86 percent of their gross
earnings in income taxes.

I was impressed by the statements
made earlier by the distinguished Sen-
ator from Louisiana in behalf of older
people. I should like to point out that
we, the actors in Hollywood of my era,

are now joining those ranks. I shall be
ready very shortly—on June 4 next year.

I should like to point out that we had,
at our own expense some 20 years ago,
to establish a home for our own indigent
people. I would like the REcorp to show
that we had in that home the actors and
actresses who had signed contracts for
the greatest number of dollars over the
shortest period of time.

There are great athletes from time to
time who have had tax troubles. Joe
Louis, one of the great champions and
one of the outstanding men of his race,
has had tax troubles.

I could give a list of my colleagues in
the motion picture profession who might
have been saved embarrassment and
might have been able to take care of
themselves after the years of their pro-
ductive capacity had passed by had there
been such a bill.

I ask if the Senator from Louistana
has given any thought or concern to
these people with high incomes over a
short period of time who disappear to
unknown places.

I know where they go because I made
it my business to find out.

I ask if those people are entltled to
consideration.

Mr. LLONG of Louisiana. With regard
to self-employed actors, for whom the
Senator speaks, they are very fine people.

One of the finest things that I can say
about them is that I did not see any of
that group coming in to ask for any spe-
cial advantage.

In the 1964 act we cut the top tax rate
from 91 percent to 70 percent. If a per-
son was actually paying 86 percent of his
income in taxes, we probably doubled
his take home pay as a result of the 1964
tax cut.

There was also an averaging provision
in that bill. One could average his in-
come over a several-year period.

Mr. MURPHY. I understand thatap-
plies to writers but not to actors. I may
be incorrect.

Mr. LONG of Louisiana. It applies to
everybody. By averaging his earnings,
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a person can save a great deal of taxes
that he would otherwise have to pay.
This would be of help if he had to quit
acting for some reason. A number of
provisions are contained in the law in
Jorder to help such a person.

I am looking at the data that was pro-
vided to us by the Treasury. This was
made available to the Ways and Means
Committee.

Let us see who is taking advantage of
what we have already done for-the self-
employed. With all the deductions and
the money going into this program right
now, 60 percent of this is from the re-
turns of doctors, physicians, surgeons,
optometrists, and other medical spe-
cialists, and 60 percent of the actual de-
ductions benefit doctors.
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I must say that lawyers do not use this
provision as much as- I thought they
would. Perhaps they will later. Ten
percent of the deduction taken is for
lawyers. If we consider the two groups
together, doctors and lawyers, that con-
- stitutes 70 percent.

When we do this for doctors and
lawyers, can we in good conscience turn
down a working man if he comes in and
says, “You did it for them. Why not
give us the same deduction on the money
we put up in social security that you
gave to the doctors and lawyers? We
need it a lot more than they do.”

How can we turn them down?

Mr. GORE. Mr. President,. will the
Senator yield? .

Mr. LONG of Louisiana. I yield.

Mr. GORE. How can we turn down
the Government employee who wants a
deduction from his taxable income for
his contribution to the retirement sys-
© tem?

Mr. LONG of Louisiana.
how we can do it.

If we do all of this, the cost would be
absolutely fantastic. No one could
imagine the cost of the program if we
were to pursue this principle.

It is hard to explain to the folks back
home why we did so much for the rich
and so little for the poor.

Why should we discriminate against
working people in favor of the rich?

It is difficult to explain.

I know that there will be great grati-
tude among those who are wealthy.
However, I should think that more folks
would resent it.

Mr. McCARTHY. Mr. President, wxll
the Senator yield?

Mr. LONG of Louisiana. I yield.

Mr. McCARTHY. Mr. President, the
records show that only 38,000 people
take advantage of this provision. That
means that only one two-hundredths of
1 percent of the people are benefiting
from this provision in the law.

We are taking an inequity and en-
larging upon it. When we enlarge upon
an inequity, it does not make it more
equitable. It increases the .inequity
against those who do not benefit from
such a provision.

There is no reason to say that we
should not go ahead and extend this
provision to everybody and provide that
everybody can put 10 or 20 percent of
their income into such a fund.

Mr. LONG of Louisiana. According
to the calculations of the Senator, the
number involved is only one two-
hundredths of 1 percent.

Mr. McCARTHY. Thirty-eight thou-
sand taxpayers are taking advantage of
this gimmick. If we extend this to other
people, it might increase that number.
We might be benefiting one-fourth of 1
percent of the wealthy taxpayers.
estimated, as a high cost estimate, that

I do not see
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It is -

this involves $60 million of special in-
terest to benefit less than 1 percent of the
people.

Mr. HARTKE. Mr. President, will the
Senator yield?

Mr. LONG of Louisiana. Iyield.

Mr. HARTKE. Mr. President, what
was the estimate of the Treasury De-
partment in 1962 as to the cost of tne
1962 law? It was $115 million, and the
actual cost was $9 million. The answer
is very simple: It did not do the job it
was meant to do. It did not cover the
poor employees. It did not cover the
secretary working for a self-employed
man, with one or two people in the office.
The secretaries working downtown are
not treated alike. If one works in an
office in which there are pension plans,
that is well and good, as long as he works.
for a big cémpany.

Why should we discriminate against
the little man and against the poor
farmer who makes his own way through
life and has the courage to stand up and
not surrender to the big corporations?
‘Why should all not be treated the same?

Mr. LONG of Louisiana. The reason
it did not cost as much as the Treasury
Department estimated was that only the
rich took advantage of the provision.
The same kind of people would take ad-
vantage of this provision. It is the rich
people who will take advantage of it and
get twice as much advantage as they are
receiving at the present time.

Mr. BAYH. Mr. President, I should
like to address a question to either the
Senator from Louisiana or my colleague,
the Senator from Indiana.

I do not want to make a speech be-
cause I do not know enough about the
subject to make a speech. -

I must say that I am not certain as
to what the facts are. I would like to
have one of the Senators try to set me
straight on this matter.

Mr. LONG of Louisiana. I yield for a
question.

Mr. BAYH. Mr. President, the state-
ment was made a while ago, I thought,
by the Senator from Louisiana that if a
laboring man were working in a job
covered under social security he would
be making his social security contribu-
tion and the employer would likewise be
making such a contribution. The em-
ployer would deduct his 50 percent of the
contribution and the workingman would
have to do the same and then pay taxes
on his social security contribution.

Mr. LONG of Louisiana. The part
that the employee contributes is not de-
ductible.

Mr. BAYH. The contribution that a
workingman makes to the social security
deduction is taxable.

Mr. LONG of Louisiana. The Senator
is correct. If the workingman puts up
approximately 5 percent of his wages for
social security, that is money on which
he has paid taxes. The taxes have been
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withheéld from his income on the money
that he must put up to pay for social
security. .

‘When the doctors and lawyers came in
asking for a 50 percent deduction pro-
vision, I was willing to vote for the bill.
We passed the bill at their request in
order to let them deduct half of what
they put up on the theory that, with re-
spect to the employees, the boss would
put up half and his half would be de-
ductible.

The part that the employee puts up is
not deductible. That is personal, on
which he has paid a tax.

It was my theory—and it was my
amendment to this proposal-—to say
that we would let them deduct half of
it, so we would treat them the same as
a workingman on social security, or
‘parallel to our Government employee
program, or just about the same as we
treat a fellow working for the railroad.
The railroad puts up half, and that is
deductible for the railroad; and the
workingman puts up half, and he pays
taxes on it.

So we passed a law, with Senator
SMATHERS managing it on the floor. He
has sponsored this proposal for many
years, and he agreed to this amendment.
So we would treat the self-employed the
same as we treat an employee. On the
theory that if he is the boss, we will let
him deduct the half that would be at-
tributable to the employer if he were
working for someone, and he would pay
taxes on the half that would be attribut-
able to him as an employee. So we will
give him the same break as though he
were working for an employer and each
were putting up half. Well, they are
not satisfied.

Mr. BAYH. May I ask a question, for

clarification?

" The fact is that the employee has al-
ready paid taxes on the amount that is
deducted from his wage, which goes into
social security?

Mr. LONG of Louisiana. The Sena-
tor is correct. So do the Government
employees.

Mr. BAYH. May I ask my colleague,
the Senator from Indiana, whether he
agrees or disagrees?

Mr. HARTKE. The - °~ -n question

about what happens “ituation.
We are not talking ab. . security.
We are talking about pensions. Every-

one knows that in a pension it is
simple—employees do not pay taxes on
pensions. No employee pays taxes on a
pension, but it is given to him in lieu
of wages. When they sit down at the
bargaining table and get those benefits,
the benefits are in lieu of wages.

There are very few contributory plans
any more. The contributory pension
plan is being retired out of existence.
Under the noncontributory pension
plans, the employer pays the entire
amount of the pension into the fund,

and the employee does not pay one penny

of the tax on it. :
I do not see any reason why a poor

secretary, who works for a lawyer,
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should be treated in a manner different
from that in which a secretary who
works for Sunshine Corp., is treated.

Mr. GORE. Mr. President, there are
three very good and specific reasons for
rejecting this amendment.

First, H.R. 10 is a major piece of legis-
lation, and ought to be considered sep-
arately and on its own merits. There
are times when the Senate must proceed
by amendment in tax matters, but this
is not one of them. This bill has been
passed by the House as a separate bill. It
sfirould be so treated here.

Sexcond, this amendment provides sub-
stantial tax reduction when we are faced
witia the necessity for increasing, not
reducing taxes. The war in Vietnam
will apparently continue to require more
and larger expendicures, and Secretary
McNamara will undoubtedly have a fur-
ther report on this when he returns from
Saigon.

Third, the amendment favors unduly
a small and select group of taxpayers.
In this connection, I would like to read
from a recent address by Assistant Secre-
tary of the Treasury Surrey.

Perhaps—as respects H.R. 10 plans—
the money should come from the taxpay-
er himself. Much as our doctor friends
and we lawyers dislike to admit it, in
actual practice the self-employed pen-
sion plan beomes a tax reduction ar-
rangement for the better off professional
man, with doctors heading the list. Over
75 percent of the present H.R. 10 de-
ductions are taken by doctors, lawyers,
and dentists, and they would thus obtain
75 percent of the tax revenue involved
in the pending revision. Indeed, about
one-half of the revenue lost would go to
individuals in these professions with in-
comes over $25,000. These plans are not
for the plumber, the small shopkeeper,
or the farmer—the savings of these peo-
ple are needed for their businesses, to
meet the social security tax on the self-
employed, and for their family obliga-
tions—and therefore are not available
for H.R. 10 plans.

A glance at Canadian experience with
these plans—where there is full deduc-
tion up to $2,500 without a 50-percent
limitation and no employee coverage re-
quirement—since their adoption in 1957
is instructive. The latest figures show
that 6 years later—1962—the rate of

" participation exceeded an almost negli-

gible figure—31 percent—only in the
professional group—where we find over
40 percent of the doctors and dentists
and 24 percent of the lawyers partici-
pating. As respects incomes, the rate of
participation is quite low—never above 6
percent—under $10,000 income—but is
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about 30 percent in the $20,000 to
$100,000 class. It is apparent that H.R.
10 plans are attractive only to a class
with liquid assets and already possessing
sufficient security so that some assets can
be set aside permanently until after age
65—and the only class meeting these con-
ditions is the better off professional
group.

This is not to say that the matter ends
here, but it is rather to point out that it
appears the H.R. 10 approach to prob-
lems of retirement has a distinctly lim-
ited usefulness to the great majority of
self-employed persons, and that the very
small group of professional persons which
does benefit is not in such need that the
present advantages must be expanded
at once. Any change should at least
await a resolution of issues in the
~ broader area of pension plans.

In addition to these specific points,
H.R. 10 is wrong in principle and runs
counter to our basic philosophy of taxa-
tion.

Mr. President, one of the hallmarks
of modern economic democracy is the
graduated income tax. This is the one
mechanism which, more than any other,
places the burden of financing the coun-
try’s defense and carrying out necessary
services which the modern industrial
State must render its citizens squarely on
the shoulders of those most able to bear
that burden. Without some such mech-
anism as this, it seems to me that eco-
nomic democracy will not long endure.
And, without economic democracy, polit-
ical democracy as we know it is doomed.

Our tax laws are riddled already with
provisions which constitute open attacks
against our system of graduated income
taxes. Many of the provisions relating
to pension, profit sharing, stock option,
stock purchase and deferred compensa-
tion plans constitute just such an attack.
This amendment, the substance of H.R.
10, is now to be added to the arsenal of
weapons of those who would batter down
these walls which seek to guard economic
and political democracy.

This is not to say that pension and
profit-sharing plans have no place in our
economy. They definitely do. But that
place needs a close reexamination. On
the basis of the need for extensive tax
reform, today is surely not the time to
act to widen the gap. We badly need to
take a hard look at the whole area of
pension and profit sharing and see what
changes are in order. It is my feeling
that many changes are in order and, in
fact, badly needed.

In a complex economic order it seems
impossible to avoid having complex tax
laws. The definition of properly taxable
income in any and all circumstances is
not an easy matter. Therefore, we have
exceptions, and exceptions to the excep-
tions when we come to define just how
much and what kind of income is sub-
ject to tax at certain specified rates.

Perhaps this is something which we must
accept. But we do not need to make
matters worse every time some change is
proposed.

I know of no Member of the Congress
who is not in favor of encouraging,
through proper means, the setting up of
pension plans by employers for the bene-
fit of employees. These plans now cover
a great many employees—wage earners,
ordinary salaried employees, and higher
salaried executives—and this is, in my
opinion, all to the good, provided proper
restrictions are observed. In many in-
stances, it is only through a pension and
profit-sharing plan that a worker can
gain a rightful share of the earnings of
his employer, and have security and de-
cent living standards for his old age.
But there must be restrictions.

Today we are faced, not with the ex-
amination of a restriction which might
correct some abuses, but with the broad-
ening of a relatively new device which is
to be brought in under the tent. This is
pretty near the whole camel, because we
now are, if this amendment is adopted,
to allow the self-employed taxpayer, who
already owns all of the profits of what-
ever business or profession he happens to
operate, to remove more of this profit
from current taxation, not for the pur-
pose of seeing to it that his employees
share adequately- irr the profits of the
business, but for the sole purpose of re-
ducing his current taxes.

It has been claimed that existing laws
relating to pension and profit-sharing
plans are inequitable in that the self-
employed are discriminated against. It
is proposed now to remove an alleged in-
equity by allowing the self-employed to
operate more nearly like the owner-
managers of corporations now operate
in setting up pension plans for them-
selves. An alleged inequity is thus
sought to be cured by the widening of
another loophole rather than by closing
off existing areas of favoritism. Itnever
seems to occur to some that provisions -
of law can be “equalized” by taking away
some benefits to which the recipients
have no legitimate claim.

It is quite understandable that some
self-employed citizens and many others
look with envy at the tax advantages of
their friends and neighbors who happen
to be officers or employees of certain
corporations. A quick glance at some of
the tax advantages provided by law for
corporate pension and profit-sharing
plans will explain why this is true.

The law permits corporations fully to -
deduct from taxable income their contri-
butions to qualified pension plans.
Some corporations have pension plans
only for their salaried employees.
Others have plans for all employees but
many of these have separate and less
generous plans for hourly employees.

Moreover, the corporate contribution
to the pension plan of which an employee
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is, or may become, a beneficiary, is not
currently taxable as income to the em-
ployee-beneficiary. Such benefits only
become taxable income to the employee
when an actual distribution is made to
him,

So long as these benefits are within
reasonable limits, they serve a useful
social purpose and it is proper for the
Government to encourage employers to
assist in providing reasonable security for
their employees during retirement, and
for their participating more equitably in
the profits of the business.

The proponents of H.R. 10 legislation
claim & discrimination against the self-
employed exists because the self-em-
ployed are unable to receive a tax benefit
for accumulating and setting aside their
own retirement funds for their own par-
ticular and peculiar benefit. It is con-
veniently overlooked that existing laws
relating to pension and profit-sharing
plans permit a tax deduction by the em-
ployer for setting aside funds for the
benefit of his employees, a different mat-
ter altogether.

Provisions of existing law certainly do
allow abuses in the field of pension and
profit-sharing. The correct solution to
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the alleged inequity, however, lies neither
in the creation of yet additional inequi-
ties nor in the wholesale condemnation
of a proper pension plan philosophy with
appropriate implementing laws and reg-
ulations.

Many questions are involved.. The
basic question is whether government,
particularly the Federal Government
should encourage employers to assist in
the provision of economic security and
decent living standards for their em-
ployees for the years in which these em-
ployees are no longer productive. - This
question has been answered affirmatively
by the Congress. There are opportuni-
ties for abuse, however, and corrective
legislation is needed. On the other hand,
should the Federal Government reward a
taxpayer for setting aside some of his
own funds for his own use at some later
date? So far as I am concerned, the
answer to this question is an unqualified
no.

Sc far as I am concerned, this negative
answer should apply also to the owner-
managers of closely held corporations.
But I have made little progress over the
years on this approach.

As an adjunct to social security, and
in recognition of the fact that the cor-
porate employee did not always receive
in current compensation his fair share
of the earnings of his corporate em-
ployer, the Federal Government quite
properly began to encourage corpora-
tions to establish pension funds for the
benefit of their employees. Unfortu-
nately, the laws and regulations were
not sufficiently detailed to prevent many

abuses by corporation owners and man-
agers, while at the same time they did
not require sufficient coverage for the
lower salaried or hourly workers em-
ployed by corporations.

Although private pension plans of one
kind or another have been in existence
in this country since 1875, they did not
reach significant proportions until after
the enactment of the 1942 tax code.
Since that time private pension and
profit-sharing plans have grown rapidly
both in numbers of individuals partici-
pating in such plans and in the assets
represented by the accumulated reserves
of such plans.

One of the real inequities or shgrt-
comings now existing in the persion field
is a lack of coverage for several raillion
employees of corporate and other types -
of enterprises, plus a lack of definite and
early vesting of rights in the assets of
the various plans in which covered em-
ployees are participating. This is the
real inequity in the pension field, and
only by expanding and broadening cov-
erage for the ordinary employees can
such employees participate fully and
equitably in the profits of the corpora-
tions and other enterprises for which
they labor and produce. Only in this
way can the ordinary employee be guar-
anteed decent living standards in his
nonproductive years, unless Government
programs are to be extended broadened,
and amplified.

The proposition that the Federal Gov-
ernment should give reasonable tax
deductions to business enterprises for
setting aside funds for reasonable bene-
fits for the bona fide employees of those
enterprises is well established and quite
properly so. This principle should con-
tinue to be followed, and a greatly im-
proved social security system is needed
as well.

Rewarding the individual by reducing
his own taxes merely because he sets
aside funds out of his own current in-
come for his own benefit during later
years, however, is an altogether different
matter. Under no philosophy of taxa-
tion except a taxation based on consump-
tion rather than income could such a
proposition be acceptable. The sales tax
is based on this philosophy. To date, the
Federal Government has not seen fit to
adopt such a tax except to a limited de-
gree in certain excises. We hope to elimi-
nate these excises.

The ordinary employee of the corpo-
ration or other type of enterprise needs
additional pension plan protection. This
amendment does very little toward that
end.

The individual ‘taxpayers who com-
prise the effective management of the
large corporations need to be considered.
Strict limits should be placed on the tax
deductions which corporations can re-
ceive for benefits to these employee-man-
agers.
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The self-employed, if they have suffi-
cient income to be able to take full ad-
vantage of these provisions, are able,
without benefit of the provisions of this
bill, to provide for their cwn disability
and retirement. The lawyer and doctor,
for example, enjoy higia compensation
and a part of their current income, after
taxes, can be set aside for future needs.
Furthermore, they build up a practice
which will bring thiem an income in later
years. There is no enforced retirement
for doctors and lawyers. The farmer,
retailer, or cther small businessman can
build up an anvestment in his farm or
business which will provide for himself
and his family in his later, less produc-
tive years. This is the traditional way of
building up an investment in this country
and is still possible, despite the compe-
tition from large enterprises, so long as
we have an expanding and growing
economy.

Of course, there are several million
self-employed individuals who are unable
to set aside substantial sums of money
out of current earnings. These people
must spend all of their current earnings
to maintain themselves and their fam-
ilies. These are the self-employed who
are most in need of assistance in provid-
ing for their nonproductive years but
this amendment is of no assistance what-
soever to this large group. A tax deduc-
tion for setting aside $2,500 per year out
of current income is worse than mean-
ingless to the head of a family earning
$3,500 per year. It is meaningful, of
course, to the lawyer or doctor earning
upwards of $25,000 per year. It is help-
ful to those who need little help.

H.R. 10 has a long history, but I do
not propose to detail it here. In 1960
spokesmen for the Treasury Department
cbjected to the enactment of ~the bill
in the form in which it had passed the
House of Representatives. The Treasury
made a counterproposal. In effect, this
counterproposal states, “We will go
along with the creation of a loophole
in the tax laws which will reduce our
revenues at a time when we cannot af-
ford such a reduction, and which will
benefit certain of the well-to-do self-em-
ployed, if, in exchange, the Congress
will give us some tools with which we
can fight abuses which are rampant in
the corporate owner-employee field.”

This counterproposal of the Treasury,
insofar as it relates to correcting abuses
in present law, was, in some respects,
admirable. Certainly there are abuses
in the pension and profit-sharing fields,
particularly when one individual is the
owner of all or most of the stock of a
corporation of which he is also the
manager and the only highly conipen-
sated employee.

The net effect of this amendment is
further to erode the tax base, thereby
necessitating higher and higher tax rates
if the necessary total revenues are

to be raised. The increased burden must
be borne by the salaried taxpayer for
whom there is no way of escape, or by
the small enterprise, whether a corpora-
tion or not, of insufficient affluence to
enable its owners and managers to take
advantage of the many opportunities for
tax avoidance now afforded by the tax
laws. .

Many abuses allowed, and even en-
couraged, by existing law have been
brought to the attention of the Finance
Committee. Among these abuses are:

First. Existing law provides for capi-
tal gains treatment under certain cir-
cumstances for lump sum distributions
of the proceeds from pension and profit-
sharing plans. Instances have been
brought to the attention of the Finance
Committee in which lump sum payments
in excess of $800,000 have been made to
corporate executives and accorded the 25
percent capital gains tax rate. This type
of income bears no relationship what-
soever to capital gains but is, instead,
accumulated and deferred ordinary in-
come. There is no equity involved in ac-
cording such income the favorable capi-
tal gains treatment. -

Second. One -individual who is the
owner-employee of several corporations
can participate in pension and profit-
sharing plans in each of his corporations,
thereby converting much of the income
of these corporations, which should be
taxed at corporate rates, into tax-exempt
or tax-deferred income for himself or his
family.

Third. Large estates are being bullt up
out of untaxed income and passed on to
members of the beneficiary’s family, es-
caping any tax whatsoever, either cur-
rent income tax, deferred income tax, or
estate tax. Pension rights should be sub-
ject to estate and gift taxes.

Fourth. Existing law places no prac-
tical limits on the amounts which a cor-
poration can deduct for contributions to
pension and profit-sharing plans for the
benefit of the high salaried executive of
the large corporation. Many corpora-
tions have pension plans which provide
for pensions amounting to 50 percent or
more of the employee’s salary during h.lS
peak earning years.

[P. 25369]

, H.R. 10 is a thoroughly unjustifiable
piece of legislation. This amendment
would reduce revenues at a time when
such a reduction can hardly be viewed
with equanimity, and it would do noth-
ing whatsoever to correct flagrant tax
avoidance abuses.

For the present, it seems to me that the
Senate ought to delay action on this
amendment. Let us at least consider it
separately and on its own merits.

I hope the Senate will reject this
amendment. As I said in the beginning,

it represents an attack on the graduated
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income tax—on the principle of ability to
pay.

But, whatever the fate of this amend-
ment as it now stands, the Congress must
soon take a big fork into the Augean
stables and clean up pension tax laws.
The longer we wait the more difficult will
be the task and the more adjustments
will there be for more and more tax-
payers.

Mr. DIRKSEN. Mr. President, I ask
unanimous consent to have printed in
the RecORD at this point a statement pre-
pared by the Senator from Nebraska
[Mr. CurTIS].

There being no objection, the state-
ment was ordered to be- printed in the
RECORD, as follows:

STATEMENT BY SENATOR CURTIS

I have always favored legislation which
would provide incentives to the self-employed
who wish to build private retirement income
for themselves and their employees. This
group is composed of our farmers and cattle-
men, our individual craftsmen and our pro-
fessional people. The self-employed in this
country number around 6 million and it is
estimated that they employ about 9 million
people. Certainly they are entitled to the
same benefits in providing for their own
retirement as has been extended to both
corporation executives and employees for
many years.

The Self-Employed Individuals Tax Retire-
ment Act which passed in 1962 provided only
a partial answer. The original intent was
that a self-employed individual could set
aside a limited portion of his income for
retirement and have the entire amount tax
deductible and have the earnings on the re-
tirement savings tax deductible. There was
opposition to this from the Treasury and
elsewhere and the result was that Congress
had to pass a compromise. It limited the
amount that could be set aside to ten per-
cent of an individual’'s income of $2,500 per
year, whichever is the lesser. But, instead
of allowing the full amount to be tax de-
ductible, only fifty percent was allowed. No
provision was made for income earned from
capital invested by the self-employed person
in his business. Only income from his per-
sonal services was permitted. These limita-
tions made the law impractical and unsatis-
factory and as a result at the present time
less than one-half of 1 percent of all the self-
employed workers are covered.

This year the House passed a bill, HR.
10, which would ease the tax rules for self-
employed pension plans. This bill would
allow a one hundred percent tax deduction
up to $2,500 and in addition would lift the
30 percent ceiling on earned income allowed
to those who must use capital in their busi-
ness. To enact these provisions into law
would go a long way toward assisting the
self-employed in saving their own money for
retirement. This is right and just and en-
courages thrift. It would give the self-em-
ployed equal opportunity with both execu-
tives and the employees of corporate em-
ployers. It would encourage people to pro-
vide for some of their additional wants and
needs through their own savings from money
they have earned.

I stated many months ago that I would
fully support this bill and that I hoped it
would be reported from the Senate Finance
Committee and passed by the Senate. I

would likewise favor an amendment embody-
ing these provisions, I think such a step
is important for our future aged.

The PRESIDING OFFICER (Mr.
Byrp of Virginia in the chair). The
question is on agreeing to the amend-

ment of the Senator from Indiana.

The yeas and nays have been ordered
and the clerk will call the roll.

The legislative clerk called the roll.

Mr., SIMPSON (after having voted in
the negative). On this vote, I have a pair
with the senior Senator from Kentucky
[Mr. Cooprer]l. If he were present and
voting, he would vote “yea”; if I were at
liberty to vote, I would vote ‘“nay.” I
withdraw my vote.

Mr. WILLIAMS of Delaware (when
his name was called). On this vote, I
have a pair with the junior Senator from
Kentucky [Mr. MortoNl. If he were
present and voting, he would vote “yea”;
if I were at liberty to vote, I would vote
“nay.” I withhold my vote.

Mr. BENNETT (after having voted in
the negative). On this vote, I have a
pair with the junior Senator from Ne-
braska [Mr. CurTis]l. If he were present
and voting, he would vote “yea”; if I
were at liberty to vote, I would vote
“nay.” I withdraw my vote.

Mr. LONG of Louisiana. I announce
that the Senator from Idaho [Mr.
CHuURcH], the Senator from Massachu-
setts [Mr. KenNNEDY], and the Senator
from Maryland [Mr. TyDpINGS], are ab-
sent on official business.

I also announce that the Senator from
New Mexico [Mr. ANDERSON], the Sen-
ator from Tennessee [Mr. Bassl], the
Senator from Illinois [Mr. DoucLas], the
Senator from Mississippi [Mr. EASTLAND],
the Senator from Arizona [Mr. HAYDEN],
the Senator from New York [Mr. KEN-
NEDY], the Senator from Montana [Mr.
MEeTcaLF], the Senator from Utah [Mr,
Moss], the Senator from Oregon [Mrs.
NEUBERGER], the Senator from Rhode
Island [Mr. PeiL], the Senator from
West Virginia [Mr. RanpoLPH], the Sen-
ator from Florida [Mr. SMATHERS], and
the Senator from New Jersey [Mr. WiL-

LIAMS], are necessarily absent.

I further announce that, if present and
voting, the Senator from West Virginia
[Mr. RanporLPH], and the Senator from
Florida [Mr. SMATHERS], would each vote
“yea.”

Mr. KUCHEL. I announce that the
Senator from Colorado [Mr. ALLOTT],
the Senator from New Jersey [Mr. CAsEl,
the Senators from Kentucky [Mr. COOPER
and Mr. MorToN], the Senator from
Nebraska [Mr. Curtisl, the Senator
from Iowa [Mr. HICKENLOOPER], the Sen-
ator from New York [Mr. Javits], the
Senator from Idaho [Mr. JorpaN], the
Senator from Kansas [Mr. PEARSON],
the Senator from Vermont [Mr, ProuTY],
and the Senator from Texas [Mr.
ToOwER] are necessarily absent.
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If present and voting, the Senator
from Colorado [Mr. ArrorT], and the
Senator from Texas [Mr. Tower] would
each vote “yea.”

The respective pairs of the Senator
from Nebraska [Mr. CurTisl, the Sena-
tor from Kentucky [Mr. Cooprerl, and
that of the Senator from Kentucky [Mr.
MorTOoN] have been previously an-
nounced.

On this vote, the Senator from Kansas
[Mr. PEarsoN] is paired with the Senator
from Idaho [Mr. JorpaN]. If present and
voting, the Senator from Kansas would
vote “yea” and the Senator from Idaho
would vote “nay.”

The result was announced—yeas 39,
nays 31, as follows:

[No. 300 Leg.]
YEAS—39
Bayh Griffin Mondale
Bible Gruening Mundt
Brewster Harris Murphy
Byrd, Va. Hartke Nelson
Byrd, W. Va. Holland Proxmire
Cannon Hruska Ribicoff
Carlson Inouye Saltonstall
Cotton Jordan, N.C. Scott
Dominick Magnuson Smith
Ervin McClellan Sparkman
Fannin McGovern Talmadge
Fong McIntyre Thurmond
Fulbright Miller Young, N. Dak,
NAYS—31
Aiken Jackson Muskie
Bartlett Kuchel Pastore
Boggs Lausche Robertson
Burdick Long, Mo. Russell, S.C.
Clark Long, La. Russell, Ga.
Dirksen Mansfield Stennis
Dodd McCarthy Symington
Ellender McGee Yarborough
Gore Monroney Young, Ohio
Hart - Montoya .
Hill Morse
NOT VOTING—30

Allott Hayden Pearson
Anderson Hickenlooper Pell
Bass Javits Prouty
Bennett Jordan, Idaho Randolph
Case Kennedy, Mass. Simpson
Church Kennedy, N.Y, Smathers
Cooper Metcalf Tower
Curtis Morton Tydings
Douglas Moss Williams, N.J.
Eastland Neuberger Williams, Del.

So Mr. HARTKE's amendment was
agreed to. .

Mr. HARTKE. Mr. President, I move

to reconsider the vote by which the -

amendment was agreed to.
"Mr. ERVIN. Mr. President, I move to
lay that motion on the table.
The motion to lay on the table was
agreed to.

[P. 25371}

EQUITABLE TAX TREATMENT FOR
FOREIGN INVESTMENT IN THE
UNITED STATES
The Senate resumed the consideration

of the bill (H.R. 13103) to amend the

Internal Revenue Code of 1954 to pro-

vide equitable tax treatment for foreign

investment.in the United States.

TUNANIMOUS-CONSENT REQUEST

Mr. MANSFIELD. Mr. President,
there have 'been some conversations
going on in the Chamber between vari-
ous interested parties for the past hour.
I am about to propound a unanimous-
consent request, as follows:

Mr. President, I ask unanimous con-
sent—first, I know that there are only
two more amendments coming up and
there may be others—but I ask unani-
mous consent that at the conclusion of a
10-minute morning hour tomorrow that
the amendments then be considered on a
10-minute basis, one-half of the time to
be under the control of the distinguished
Senator from Louisiana [Mr. Longl, the
manager of the bill, and the other half
to be under the control of the proposer
of the amendment; and when-these two
amendments and any others are disposed
of, that-we have a vote on final passage.

Mr. LAUSCHE. Mr. President, re-
serving the right to object, will there be
an opportunity for Senators to speak on
the merits of the bill as it pertains to
final passage, on the basis of the pro-
posal made by the Senator from Mon-
tana?

Mr. MANSFIELD. How much time
would the Senator desire?

Mr. LAUSCHE. I would want 3 min-
utes.

Mr. MANSFIELD. Mr. President, I
ask unanimous consent that there be
one-half hour on the bill.

Mr. LONG of Louisiana. Mr. Presi-
dent, the Senator, of course, includes the
usual requirement that all amendments
be germane?

Mr. MANSFIELD. The Senator is
correct.

The PRESIDING OFFICER. The re-
quest is for one-half hour on the bill, to
be equally divided.

Mr. MANSFIELD. That is correct.

The PRESIDING OFFICER. Is there
objection? The Chair hears none, and
it is so ordered.

The unanimous-consent agreement,
subsequently reduced to writing, is as
follows:

UNANIMOUS-CONSENT /.GREEMENT

Ordered, That, effective on October 13,
1966, at the conclusion of routine morning
business, not to exceed 10 minutes, during
the further consideration of the bill (H.R.
13103), an act to amend the Internal Revenue
Code of 1954 to provide equitable tax treat-
ment for foreign investment in the United
States, debate on any amendment, motion,
or appeal, except a motion to lay on the
table, shall be limited to 10 minutes, to be
equally divided and controlled by the mover ~
of any such amendment or motion and Sen-
ator Lone of Louisiana: Provided, That in
the event that he is in favor -of any such

.amendment or motion, the time in opposi-

tion thereto shall be controlled by the
minority leader or some Senator designated
by him: Provided further, That no amend-
ment that is not germane to the provisions
of the sald bill shall be received.

Ordered further, That on the question of
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* the final passage of the said bill debate shall
be limited to one-half hour, to be equally di-
vided and controlled, respectively, by the
majority and minority leaders: Provided,
That the said leaders, or either of them, may,
from the time under their control on the pas-
sage of the said bill, allot additional time to
any Senator during the consideration of any
amendment, motion, or appeal.

Mr. LONG of Louisiana. Mr. Presi-
dent, I hope that we might be able to
dispose of a few amendments that may
be called up, by voice vote.

AMENDMENT NO. 959

Mr. YARBOROUGH. Mr. President,
I send an amendment to the desk and
ask that it be stated.

The PRESIDING OFFICER. The
amendment will be stated for the infor-
mation of the Senate.

The legislative clerk read the amend-
ment as follows:

On page 88, beginning with “Effective” in
line 24, strike out all through “apply.” in
line 2, page 89.

On page 89, line 18, beginning with
‘“(other” strike out all through ‘“business)”
in line 21.

On page 90, line 7, beginning with
“(other” strike out all through ‘“business)
in line 10.

On page 174, beginning with “With” in
line 17, strike out all through “United
States.” in line 21,

Mr. YARBOROUGH. Mr. President,
I wish to pay tribute to the distinguished
chairman of the Finance Committee
[Mr. LonGgl and to the members of the
committee for the fine work which they
have done on a very technical and very
complex piece of legislation. I support
the original intent of the bill as a whole,
but there are two provisions which I
think the record indicates are ill advised,
and my amendment would strike these
sections from the bill.

Mr. LONG of Louisiana. Will the
Senator from Texas yield at that point?

Mr. YARBOROUGH. I yield.

Mr. LONG of Louisiana. Mr. Presi-
denf, I understand the amendment
which the Senator from Texas is offer-
ing. I know that there is opposition to
the provision in the bill. The judgment
of the committee was that the tax on
foreigners who invest here both as to the
estate tax and to the income tax would
go into effect in 1972,

We could, of course, extend that date
beyond 1972 or perhaps take it off the
books by 1972. Otherwise we could, if we
decided we wanted to tax this ‘money,
vote to tax it next year.

I understand the Senator’s arguments.
He contends that many people are taking
their money out of the United States,
particularly out of Texas banks, insofar

_.as Mexican investors are concerned, be-
cause they are being told that their
money will be taxed. It would not be
taxed until 1972, anyway, but if it is
causing a substantial outflow of money

then, perhaps, we should not impose a

.

[P. 25372}

This is a matter we will vote on tomor-
row, in any event, as I understand it, be-
cause then the yeas and nays will be
requested. That being the case, there
will be a rollcall vote. Therefore, if the
Senator from Texas will make his posi-
tion clear at this time, Senators will be
able to read it in the RECORD tomorrow
morning.

Mr. YARBOROUGH. I know that is
the agreement, that a yea-and-nay vote
will be demanded.

Mr. LONG of Louisiana. We will ob-
tain the yeas and nays on it tomorrow, if
the Senator will leave his amendment at
the desk.

Mr. YARBOROUGH. I understood the
majority leader to say that there were
two or three amendments which might
be passed on by voice vote tonight, that
there would be no rollcall votes, so that
I thought we might dispose of this
amendment on a voice vote.

Mr. LONG of Louisiana. We cannot
vote on it tonight, Senator, because some
Senators may want to ask for a rollcall
vote on it.

Mr. YARBOROUGH. In that event, I
will make my position clear in a few
minutes.

Mr. LONG of Louisiana. I thank the
Senator.

Mr. YARBOROUGH. Mr. President,
under present law, interest on deposits
with U.S. banks paid to foreigners not
doing business within the United States
is not subject to U.S. income tax and
the deposit is not subject to estate tax.
This bill would impose a U.S. income tax
on interest paid by U.S. banks to non-
resident aliens. It would also subject
the deposit to the estate tax. Both pro-
visions would become effective in 1972.

These provisions were added by the
House Committee on Ways and Means.
They were not included in the original
administration proposal. Nor were they
a part of the report of the Fowler task
force which was the basis for the bill.

They were opposed by the American
Bankers Association, and by bankers all
across the country.

In an effort to arrive at an estlmate
of the effect of the income tax provision,
I wrote Mr. Stanley S. Surrey, Assistant
Secretary of the Treasury, on August 2,
1966, asking for the amount of the de-
posits which would be affected, the
amount of deposits that would be with-
drawn if the provision were enacted, and
the additional revenue that would be gen-
erated by enactment.

Mr. Surrey replied that the total
amount of time deposits covered is ap-
proximately $2,250 million.

In reply to my second question Mr.
Surrey replied:

We do not feel that we are in a position
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to give you any such estimate because of the
uncertainty as to the reaction which for-
eigners may have to such tax and the fact
that a large number of bank deposits are
held as working balances by corporations
which do not bear interest and hence would
not be affected by the bill.

In response to the third question Mr.
Surrey replied that, making numerous
assumptions, a rough estimate of the
total revenue which would be derived
from taxing the interest would be $22,-
500,000. However, inasmuch as one of
the assumptions he made was that for-
eigners’ time deposits held in 1972—the
date when the provision would go into
effect—would be equal to those held by
them today, and he had already stated
that the effect on foreigners’ holdings of
time deposits was unknown, this esti-
mate would appear to be of little
reliability.

Let us, then, examine what we know.
We know that the amount of deposits
affected totals $2,250 million. But we
do-not know how much additional reve-
nue would be generated, nor how many
dollars worth of deposits would be with-
drawn. It would seem, then, that we
are legislating in the dark.

‘We can speculate on human nature,
however. It is obvious that if a country
suddenly imposes an income tax on the
interest received by someone who is

neither a citizen nor a resident of that.

country, he is going to look for another
place to put his money. So we can
most surely assume that there will be
large-scale withdrawals of funds. At a
time when we are still in a period of diffi-
culty over our balance of payments, it is
unwise to look for new troubles in this
regard. This money from foreign coun-
tries on deposit in American banks is
used in America; this capital helps re-
lieve our money shortage. Its with-
drawal would worsen our tight money
problems. In my opinion it is fiscally
unsound to drive this money out of the
country. Many other countries would
welcome these deposits within their
boundaries. . :

One of the principal arguments given
in jusiification of the change is that we
would then be adopting the policy fol-
lowed by other countries.

But when questioned on this point,
Secretary Fowler said, at page 39 of the
Senate hearings, that no such taxes are
imposed in France, Germany, and the
Netherlands. In the United Kingdom,
although the law appears to impose a
tax, in practice the United Kingdom ap-
parently exempts interest on bank de-
posits, a tribute to the British talent to
muddle through, no doubt. Secretary
Fowler says that taxes are imposed in
Italy, Switzerland—although at only a
5-percent rate—Canada and Japan. So
there appears to be a 50-50 split in the
policies of the other major countries
with sizable foreign bank deposits. Thus
the argument that we should act this

1
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way in order to follow the practice of
other countries does not appear sound,
since the other major countries are
about equally divided.

All the financial experts who testified
on this part of the bill were opposed to it.
I am unable to find any support for it in
the hearings.

Mr. John H. Perkins, senior vice presi-
dent of the Continental Illinois National
Bank & Trust Co., representing the
American Bankers Association, testified
as follows:

We believe that enactment of the two
provisions in the act referred to above will
do irreparable injury to the economic posi-
tion of the United States. If these provisions
are enacted, undoubtedly there will be a
widespread withdrawai of foreign dollar bal-
ances from this country. This will add to
the problems brought on by our balance-of-
payments position and will result in sub-
stantial additional outflow of gold from the
United States. . Any assumption that delay
in the effective date in the imposition of in-
come taxes until after 1971, postpones im-
mediate concern is erroneous. I think I
would like to emphasize that, that the very
passing of that act will trigger a reappraisal
of banking relationships by the nonresident
aliens affected. This reappraisal will lead to
near-term action in many cases. As a mat-
ter of fact, commercial banks already are re-
ceilving inquiries from their foreign depositors
concerning the pending legislation. Also, the
estate tax on foreign held deposits would be
effective at once, that is, with respect to tax-
able years beginning after December 31, 1966.
Consequently, if the legislation is enacted
there could possibly be a massive outflow of
funds before the end of the year which could
seriously affect our international financial
position for this year. On the basis of trans-
actions during the first half of this year, our
Payments position, without taking into con-
sideration any movement of funds that may
result under this legislation, will be much
more unfavorable than originally anticipated
at the beginning of the year. I might add
too any outflows triggering from the passage
of this act would take effect immediately,
whereas the benefits from the other parts of
the act would take some time to affect our
position.

The action proposed in the peading legis-
lation is inconsistent with previous action by
the Congress in dealing with foreign bank
deposits in this country. The importance of
retaining such funds in this country from
the standpoint of our balance of payments
and U.S. gold position was considered an im-
portant factor by the Banking and Currency
Committee in its report on H.R. 5306, 89th
Congress, 1st session (Rept. No. 836), a bill to
continue the authority of domestic banks to
pay interest on time deposits of foreign gov-
ernments at rates differing from those appli-
cable to domestic depositors. The commit-
tee, in recommending passage of H.R. 5306,
stated that “the object of the bill is to extend
existing provisions of law designed to encour-
age foreign governments and monetary au-
thorities to maintain dollar accounts in this
country rather than convert these dollar ac-
counts directly into gold or to transfer the
funds to other financial centers, whereupon
they could be acquired by official institutions
ofl ;thet countries and be converted into
gold.”

Bringing our international payments into
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balance is difficult, particularly in light of
the present magnitude of U.S. Government
commitments in support of world peace and
development. As an emergency expedient,
American busirz n and bankers have
been enlisted in a voluntary program of re-
straints on U.S. capital outflow to eliminate
the deficits. This effort should not be under-
mined by introducing penalties on foreign
deposits with American banks. The original
proposal of tax legislation in this area at this
time was to create a more attractive climate
for foreign investments in the United States.
Even the threat of the contemplated action
is harmful, affecting foreigners’ decisions to
open or maintain accounts with American
banks.

In addition to the effect which the with-
drawal of foreign balances could exert on our
balance-of-payments position, there is also
the effect on our general economic position.
Balances in U.S. banks maintained by non-
resident aliens represent assets that have
been voluntarily brought into this country
for one reason or another, but usually from
the standpoint of safety. The U.S. dollar
is, and has been for many years, the strong-
est currency in the world, and this has lead
foreigners to transfer part of their wealth
to the United States for safekeeping. This
has been encouraged because such assets in
the form of bank deposits have not been

[P. 25373}

subject to our estate taxes; the income on
such deposits has not been subject to our
income taxes, and lhere are no impediments
to the withdrawal of the deposits from the
United States. .

We do not have precise figures available
which show the aggregate amount of the
funds currently on deposit, but it is conserv-
atively estimated that they amount to sev-
eral billions of dollars, which I think our fig-
ures are consistent with those which have
been given in the last few days here.

We believe that on balance, the United
States has a great deal more to lose than can
ever be gained from what little taxes that
might be collected under the pending legis-
lation from these sources because, as pointed
‘out above, owners of these funds are free to
move them elsewhere. Legislation of this
character is apt to have an unwholesome im-
mediate effect on investor psychology and
we can look to a prompt outflow of funds
seeking investment outlets in other coun-
tries. It is recognized that the act provides
that the amendments made by it are not to
apply where application would be contrary
to any treaty obligation of the United States

and that there is a 5-year period before the,

income tax would be effective on bank de-
posits. However, this is offset by the imme-
diate imposition of the estate tax. And I
would like to add it is offset by the immedi-
ate psychological effect on these foreigners
who already are concerned about this and
who will not wait, in our opinion, until 1971
at all to make their moves.

Accordingly, we strongly recommend that
the committee amend the act and retain the
present provisions of the Internal Revenue
Code which exempts from the U.S. estate and
income taxes deposits .held by nonresident
allens in U.S. banks and the interest paid
thereon."

Senator ANDERSON. Thank you, Mr. Per-
kins. Is there any possibility that the banks
might feel differently if the estate tax pro-
vision was postponed until 1972?

Mr. PeErgINS. I don't believe so, Senator.
Our feeling, and we have talked to a number
of bankers about this in a number of areas,
our feeling is quite strong that the banking
relationship is built up over a long period of
years. When a new tax comes in, whether it
is the estate tax or the deposit tax, the peo-
ple owing the funds and their lawyers and
their financial advisers and all start looking
at this, start worrying about it and they
don’t think of waiting until that day in
1971. They start trying to analyze whether
or not they ought to change their banking
relationships because of this tax, and if they
conclude to do that, they will go ahead and
start making these moves now.

So, I don’t think the idea of an effective
date really has as much bearing as might
seem from the date it is. In other words,
we feel that this would trigger a certain
amount of action immediately and not post-
pone action until 1971 when we could get
another look. Obviously, there would be
those who would wait until 1971 to make a
move, I grant you that, but we think there
would be some effects immediately and then
over the next few years, month by month.

Mr. Alfred W. Barth, executive vice
president, the Chase Manhattan Bank,
said:

We are dealing with large amounts. The
proposed change in tax treatment would, in
our estimate, directly affect $2 to $21% billion
of deposits. Once these deposits are shifted
to a foreign bank abroad, that bank will, in
turn, almost surely lend them to foreigners.
The foreign borrowers are all too likely to
convert the dollars into local currency. The
dollars thus will end up in the hands of
foreign central banks which can turn them
in to the U.S. Treasury for gold.

I know from personal conversations with
customers abroad that our foreign banking
competitors are already seizing upon the pro-
visions of H.R. 13103 as a lever for encour=-
aging the transfer of deposits to them.

I cannot forecast precisely the time and
volume ,of deposit withdrawals, but I do feel
certain that significant withdrawals = will
occur. I would like heartily to endorse the
proposal that the provisions relating to bank
deposits of nonresident foreigners not doing
business in this country be deleted from the
bill.’

Mr. Charles H. Bartlett, Jr., represent-
ing the Arizona Bankers Association,
stated: o

The amount of deposits attracted by Ari-
zona banks from foreign corporations is quite
limited. For the most part, our foreign de-
posits come from individuals who ‘are at-
tracted by this country’s record of political
stability and very excellent reputation for
preserving the value of money in comparison
with that of most other parts of the world.
Higher after-tax ylelds can be obtained in
many other countries. .

But there is a limit to the price foreigners
will pay to keep money in our country. This
year, we have noticed a loss of deposits to
other countries because of their higher inter-
est rates. If to this we add a 30-percent tax
rate, there can be no question but that the
flow of money to other countries would be
accelerated. Many countries with favorable
political climates now have strong financial
institutions which actively solicit U.S. dollar
deposits. It is interesting to note that for-
eign depositors who transfer money out of

. the United States for the most part do not
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repatriate it to their own countries, but
rather place it where they can best attain
their deposit objectives.

The imposition of income taxes will most
definitely cause the loss of important de-
posits by the banks in Arizona. Contrary to
the House report, the effect will be noticed
immediately and not in 1971. Anyone who
has himself wrestled with the intricacies of
our own tax laws can appreciate the problems
in trying to explain them to people living
perhaps hundreds or even thousands of miles
away. I know of no more frustrating ex-
perience than trying to explain a point of law
or taxation on the telephone in a foreign
language to a person not familiar with our
legal concepts. I recently tried unsuccess-
fully to translate into verbal Spanish the
new Federal Reseve regulations on multiple
maturity time deposits, and, I am sure, that
would be rather simple compared to what
H.R. 13103 would require. We can be sure
that the new tax measures would be given
wide publicity and the mere fact of taxa-
bility, once brought to the attention of our
foreign customers, would cause an immediate
outflow of funds. Some bankers report it has
already started. Our banker friends abroad
are strong competitors, nad know how to
make good use of any advantages they have.

There really can’t be much doubt about
what an income tax would do to foreign-
owned deposits; but an estate tax would be
absolutely deadly. I don’t think any con-
scientious banker could fail to acquaint his
foreign customers with the imposition of an
estate tax. The bank I work for would most
definitely do so. ’

In this context, it should be remembered
tht some countries do not have any estate
or inheritance taxes whatsoever. Certainly,
people in those countries cannot be expected
to invite loss of even a small part of their
captial by leaving their funds in the United
States. We have certain attractions, as I
mentioned, but our margin of advantages is
not as wide as it was 20 years ago. It does
not permit us to impose a charge for safe-
keeping.

This bill will effectively destroy a very
major share of the deposits which enable
the banks in my State to support interna-
tional departments. None of us have for-
eign branches or subsidiaries and, while our
foreign business is growing, we do not have
the volume of transactions which would
normally be required to serve as the bases
for foreign operations of one type or another.
The enactment of HR. 13103 in its present
form would force important deposits to move
to foreign banks and foreign branches of
other American banks. The growth of our
foreign banking activities would be dealt a
blow from which it would take us many years
to recover. We would be at a competitive
disadvantage both at home and abroad.

The Arizona Bankers Association urges the
elimination from H.R. 13103 of those pro-
visions which would subject foreign-owned
deposits to income and estate taxes.

Although I have received no official
notification of the position of the Treas-
ury Department on my amendment, I
would assume, from Secretary Fowler's
remarks at the hearing, that it has his
tacit support.

Secretary Fowler stated:

The representatives of the banking com-
munity are much closed and much more
familiar with the actual impact of this 1972

provision, and the current impact of the
state tax provision, than we are. Therefore,
we are going to listen very carefully to their
testimony. I am. sure that it will be helpful
to all of us in considering just what the
effect is of this change in the law. I do not
have a concrete response to your question,
except to urge that the committee give care-
ful consideration to the testimony to be
given by those who are more intimately fa-
miliar and directly -concerned with this
matter. -

And, Mr. President, the unanimous
testimony of the financial community
was that the provisions should be de-
leted.

As a Senator from Texas, I have a con-
cern for the welfare of all the people in
the communities of my State. This bill
would hurt not only bankers, it would
hurt everyone in the community, because
the banks would have less money to loan
and the economic activity of the com-
munity would thus be diminished. One
bank in my State indicates that one-
fourth of its deposits of $40 million
would be affected. This would be a se-
vere blow to the economies of many
Texas cities and to many cities all over
the country. At a time when interest
rates are high because of a shortage of
loanable funds, this is no time to dimin-
ish loan funds still further.

I respectfully suggest that the evi-
dence indicates that we are running a
risk of enacting a law which will raise
only a little extra revenue while scaring
away large amounts of funds. The pur-
pose of the Fowler Task Force Report
was to recommend ways of increasing
foreign investment in the United States.
This seems a peculiar way to do it.

For these reasons I urge the deletion
of this section from the bill. I hope that
the chairman will accept my amend-
ment.

[ October 13, 19661
[P. 25423)

EQUITABLE TAX TREATMENT FOR
FOREIGN INVESTMENT IN THE
UNITED STATES

The ACTING PRESIDENT pro tem-
pore. Pursuant to the previous unani-
mous-consent agreement, the Chair lays
before the Senate the unfinished busi-
ness, which will be stated by title.

The LEGISLATIVE CLERK. A bill (H.R.
13103) to amend the Internal Revenue
Code of 1954 to provide equitable tax
treatment for foreign investment in the
United States.

The ACTING PRESIDENT pro tem-
pore. The bill is open to further amend-
ment.

Mr. JAVITS. Mr. President, I ask
unanimous consent to say a word about
the pending bill, as I shall be in a poverty
bill conference and unable to speak later
with regard to this measure on the floor
of the Senate.
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The ACTING PRESIDENT pro tem-
pore. Without objection, it is so ordered.

Mr. JAVITS. Mr. President, I am very
gratified that the provision for medicines
in the voluntary part of the medicare
program is at long last included in the
law. When the medicare measure was
before us originally I moved for such an
amendment and I did my utmost to get
it adopted, but it was defeated. Some-
times it takes a while around here for
justice to catch up with the law, and in
this case it has.

I congratulate the Senate from Loui-
slana [Mr. LoNG] for including this pro-
vision. He told me at the time that if
experience warranted it he would include
it, and he did so in this bill. I extend
to the Senator my appreciation.

Mr. LONG of Louisiana. Mr. Presi-
dent, will the Senator yield?

Mr. JAVITS. I yield.

Mr. LONG of Louisiana. Mr. Presi-

dent, it was the Senator from Illinois
[Mr. DoucGras] who offered the amend-
ment. I voted for it, as did the majority
of the committee. I think that this
measure will meet the problem. While it
.is not recommended by the administra-
tion they are not fighting us on this
measure.

The Senator from New York [Mr.
JaviTs] was one of the early proponents
of the suggestion. I commend him for
his effort. Many of us have been in favor
of it for a long time. The only considera-
yéon has been the revenue consequence of
it.

Mr. JAVITS. The Senator had said
that at that time, and I commend the
Senator from Illinois [Mr. Doucras] for
his part in the matter. .

Mr. FONG. Mr. President, I ask
unanimous consent that I may call up my
amendment in precedence over the
amendment of the distinguished Sena-
tor from Texas [Mr. YarBOROUGH], and
ask that it be considered at this time.

The ACTING PRESIDENT pro tem-
pore. Without objection, the amend-
ment of the Senator from Texas [Mr.
YarRBOROUGH] will be temporarily laid
aside.

Mr. FONG. Mr. President, I call up
my amendment and ask that it be stated.

The ACTING PRESIDENT pro tem-
pore. The amendment will be stated.

[P. 25424}

The legislative clerk proceeded to read
the amendment.

Mr. FONG. Mr. President, I ask
unanimous consent that the reading of
the amendment be dispensed with.

The ACTING PRESIDENT pro tem-
pore. Without objection, it is so ordered;
and the amendment will be printed in
the Recorp at this point.

The amendment submxtted by Mr.
FonG is as follows:

At the end of the bill to insert a new sec-~
tion, as follows:

“Sec. 404. That (a) the first sentence of
section 203(a) of the Social Security Act is
amended (1) by striking out the period at
the end of paragraph (3) thereof and insert-
ing in lieu of such period a semicolon fol-
lowed by the word ‘or’, and (2) by adding
after paragraph (3) thereof the following
new paragraph:

“‘(4) when one of such individuals is a
widow of such insured individual who is en-
titled, under section 202(e), to widow’s in-
surance benefits for any month on the basis
of the wages and self-employment income of
such insured individual, the benefit to which
she is entitled, on the basis of such wages and
self-employment income, shall not be re-
duced for any month under this subsection
on account of monthly benefits to which any
other individual is entitled, on the basis of
the wages and self-employment income of
such insured individual, if (A) such insured
individual died prior to 1966 and if (B) such
other individual (1) is entitled to such bene-
fits, under section 202(d),.as a child of such
insured individual, (ii) is not the child of
such widow, and (iii) would not have becen
considered to be the son or daughter of such
insured individual under section 216(h) as
in effect prior to the enactment of the Social
Security Amendments of 1965.’

“(b) The amendments made by subsection
(a) shall be effective with respect to monthly
benefits payable under title IX of the Soclal
Security Act for months after the month in
which this Act is enacted.”

The ACTING PRESIDENT pro tem-
pore. The Senator has 5 minutes. How
much time is he yielding himself

Mr. MANSFIELD. Mr. President, will
the Senator from Hawail yield without
using any of his time, so that I may
suggest the absence of a quorum for
1 minute, with the time to be taken out
of the bill?

Mr. FONG. 1T yield.

Mr. MANSFIELD. Mr. President, I
suggest the absence of a quorum for
1 minute.

The ACTING PRESI_DENT pro tem-
pore. The clerk will call the roll.

The Chief Clerk proceeded tc call the
roll.

Mr. MANSFIELD. Mr. President, I
ask unanimous consent that the order
for the quorum call be rescinded.

The ACTING PRESIDENT pro tem-
pore. Without objection, it is so
ordered.

The ACTING PRESIDENT pro tem-
pore. How much time is the Senator
from Hawaii allowing himself?

Mr. FONG. Mr. President, I yield
myself 2 minutes.

Mr. President, this is a very simple
amendment, offered to correct a very
serious inequity inflicted by Congress last
year upon certain widows entitled to
social security benefits.

In enacting the Social Security
Araendments of 1965—Public Law
89-97—Congress included a provision
entitling certaln illegitimate children to
social security benefits based upon the
father’s earnings record.
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Section 339 of Public Law 89-97 added
a new provision to section 216(h) of the
Social Security Act to allow social secu-
rity benefits to be paid to certain illegi-
timate children who were acknowledged
by the father or by court order or court
decree as his offspring.

Mr. President, I ask unanimous con-
sent to have the entire new provision
added by Public Law 89-97 printed in the
REecorp at this place in my remarks.

There being no objection, the excerpt
was ordered to be printed in the Recorbp,
as follows:

QUALIFICATION OF CHILDREN NOT QUALIFIED
UNDER STATE LAW

[Public Law 89-97; 71 Stat. 519; 72 Stat.
1030; 42 U.S.C. 416]

SEc. 339. (a) Section 216(h) of the Social
Security Act is amended by adding at the
end thereof the following new paragraph:

“(3) An applicant who is the son or
daughter of a fully or currently insured in-
dividual, but who is not (and is not deemed
to be) the child of such insured individual
under paragraph (2), shall nevertheless be
deemed to be the child of such insured in-
dividual if:

“(A) in the case of an insured individual
entitled to old-age insurance benefits (who
was not, in the month preceding such en-
titlement, entitled to disability insurance
benefits) —

[79 Stat. 410]

*“(i) such insured individual—

“(I) has acknowledged in writing that
the applicant is his son or daughter,

“(II) has been decreed by a court to be
father of the applicant, or

‘“(III) has been ordered by a court to con-
tribute to the support of thé applicant be-
cause the applicant is his son or daughter,
and such acknowledgment, court decree, or

- court order was made not less than one
year before such insured individual became
entitled to old-age insurance benefits or at-
tained age 65, which ever is earlier; or

“(ii) such insured individual is shown by
evidence satisfactory to the Secretary to be
the father of the applicant and was living
with or contributing to the support of the
applicant at the time such insured individual
became entitled to benefits or attained age
65, whichever first occurred; .

“(B) in the case of an insured individual
entitled to disability insurance benefits, or
who was entitled to such benefits in the
month preceding the first month for which
he was entitled to old-age Iinsurance
benefits—

“(i) such insured individual—

“(I) has acknowledged in writing that the
applicant is his son or daughter,

‘“(II) has been decreed by a court to be
the father of the applicant, or

“(I1I) has been ordered by a court to con-
tribute to the support of the applicant be-
cause the applicant is his son or daughter,
and such acknowledgment, court decree, or
court order was made before such insured
individual’s most recent period of disability
began; or

“(iil) such insured individual is shown by
evidence satisfactory to the Secretary to be
the father of the applicant and was living
with or contributing to the support of that
applicant at the time such period of disability
began;

“(C) in the case of a deceased individual—

“(i) such insured individual—

“(I) had acknowledged in writing that the
applicant is his son or daughter,

“(II). had been decreed by a court to be
the father of the applicant, or

“(1II) had been ordered by a court to con-
tribute to the support of the applicant be-
cause the applicant was his son or daughter,
and such acknowledgment, court decree, or
court order was made before the death of
such insured individual, or

“(i1) such insured individual is shown by
evidence satisfactory to the Secretary to have
been the father of the applicant, and such
insured individual was living with or con-
tributing to the support of the applicant at
the time such insured individual died.”

Mr. FONG. Mr, President, in provid-
ing social security benefits for these
illegitimate children, however, Congress
failed to make any allowance for the im-
pact of their claims upon the benefits of
the legal widow or other legal claimants
of the worker. For example, the maxi-
mum payable to the surviving family
members, which is based on the deceased
worker’s earnings record, was not raised
nor waived to accommodate the claims
of any illegitimate children.

Thus, social security benefits for il-
legitimate children can—and in one in-
stance that I know of-——have reduced the
social security benefits for legitimate
claimants. -

In a case brought to my attention this
year, the Social Security Administration
reduced from $109.50 to $54.80 the social
security monthly benefit of a legal
widow of a deceased worker, because il-
legitimate children of her late husband
were ruled entitled to social security
benefits under Public Law 89-97.

This widow’s social security benefit is
her only income. Although on review,
one of the illegitimate children was
ruled not entitled to benefits and her
benefit was adjusted to $65 a month, this
is a pitiful amount. She has written me
many letters, and she cannot understand
how Congress would be so cruel and un-
just to the legal widow.

I believe that it Congress had realized
the effect of the illegitimate children
provisions, some provision would have
been made to protect the legal depend-
ents from such drastic diminution of
their social security benefits.

Therefore, I am proposing to amend
the Social Security Act—section 203
(a)—to exempt from reduction of
monthly benefits those widows whose
husband’s died prior to 1966 if the other
claimants, first, are entitled to child’s
benefits under section 202(d), are not
children of the widow, and would not
have been considered prior to Public Law
89-97 to be the children of the deceased
worker.

As the amendment is drawn, there-
fore, the exemption from reduction of
benefits is extended only to those widows
whose husband’s died in 1965 or earlier
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in those cases where claims of an
illegitimate child or children based on
.the same man’s earnings record would,
because of the family maximum, force a
reduction in her benefit.

I am advised by the Social Security
Administration’s actuarial staff that the
cost of my .amendment would be
“negligible.”” In their terms, this was
defined as costing less than one one-
hundredth of 1 percent of payroll. The
Social Security Administration was un-
able to give me an estimate of the num-
ber of people that might be involved in
the amendment, but their estimate is

{P. 25425]
based on their judgment that very few
persons would be affected.

As my amendment has very limited
application—it is not applicable to all
widows in the future, only to those whose
husbands died before 1966—and as the
cost is “negligible” according to the ad-
vice of the social security actuaries, I
urge the Senate to approve my amend-
ment.

This should be done in all fairness to
widows who were receiving social secur-
ity benefits as the legal surviving widow
of a deceased worker, only to discover
that Congress by enacting the illegiti-
mate children provision suddenly and
without warning deprived them of their
full entitlement.

Mr. LONG of Louisiana. Mr. Presi-
dent, I understand the amendment and
I am under the impression that the Sen-
ator is seeking to do justice to one of his
constitutents in Hawaii. So far as I am
concerned, I am willing to take the
amendment to conference, to study it
and have it acted upon there.

Mr. President, I yield back the remain-
der of my time.

Mr. FONG. Mr. President, I yield back
the remainder of my time.

The ACTING PRESIDENT pro tem-
pore. The question is on agreeing to the
amendment of the Senator from Hawaii.

The amendment was agreed to.

Mr. YARBOROUGH. Mr. President,
a parliamentary inquiry.

The ACTING PRESIDENT pro tem-
pore. The Senator from Texas will state
it.

Mr. YARBOROUGH. I understand
that 5 minutes have been allotted to each
side on my amendment No. 959.

“The ACTING PRESIDENT pro tem-
pore. The Senator is correct.

Mr. YARBOROUGH. Mr. President,
I yield myself 1 minute.

The ACTING PRESIDENT pro tem-
pore. The Senator from Texas is recog-
nized for 1 minute.

Mr. YARBOROUGH. Mr. President,
I discussed this amendment yesterday
and would refer Senators now in the
Chamber to the Recorp of October 12,
beginning on page 25371 and the succeed-
ing six columns on pages 25372 and 25373,

where this matter was fully explained
with quotations from the record made
before the Committee on Finance.

Let me point out that there is a pro-
vision in the bill to tax the interest
which aliens who live .abroad receive
from their deposits, in American banks.
There is also a provision to impose an
estate tax on these bank deposits. This
provision was put in the bill by the Ways
and Means Committee. It was not an

_administration recommendation.

There are between $2%; to $214 billion
on deposit in American banks at the pres-
ent time owned by aliens living abroad.
They do not live here. They are not
citizens.

To levy this tax on their interest, and
to levy this tax on their estates if they
die, will only drive this money out of the
United States into foreign countries at a
time when our gold reserves have gone
from $22 billion 10 years ago to $13.2
billion now, If all that money goes out
of this country at one time, it will be
disastrous to our balance of payments.

Mr. TALMADGE. Mr. President, will
the Senator from Texas yield?

Mr. YARBOROUGH. I am happy to
yield to the Senator from Georgia.

The ACTING PRESIDENT pro tem-
pore. The time of the Senator from
Texas has expired.

Mr. YARBOROUGH. Mr. President,
I yield 2 minutes to the Senator from
Georgia.

The ACTING PRESIDENT pro tem-
pore. The Senator from Georgia is rec-
ognized for 2 minutes.

Mr. TALMADGE. Mr. President, I
support the amendment offered by the
distinguished senior Senator from Texas.

I interrogated Secretary of the Treas-
ury Fowler on this very question when
he appeared before the Finance Commit-
tee. His testimony appears on page 49
of the hearings and concludes on page 51
thereof, and I ask unanimous consent to
have it printed in the REecorp at this
point. )

There being no objection, the excerpt
was ordered to be printed in the Recorp,
as follows:

Senator TALMADGE. Mr. Secretary, do you
know how much money foreigners have on
deposit in banks, savings and loan associa-
tions, and insurance companies in the United
States?

Secretary FOWLER. We have the figure on
time deposits, Senator Talmadge, and that is
two and a half billion dollars.

Senator TALMADGE. Do you have figures
for bther type deposits? One of my corre-
spondents said the sum total of the three
was $13 billion.

Secretary FowLER. I think that includes all
short-term banking labilities to private for-
eigners, of which bank time deposits are
only a part.

Within that larger total the private time
deposits are two and a half billion dollars.

Senator TALMADGE. Let us look further into
this problem and see how it might affect
our balance of payments.
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Assume that a citizen of South America
has had deposits, for example in the Chase
National Bank In certificates of deposit in
the amount of $1 million. The interest rate
now on this type deposit I think, is 51,
percent.

Secretary FOWLER. Yes, sir.

Senator TALMADGE. The interest on the $1
million over a period of 1 year would be
$55,000, would it not?

Secretary FowLer. That is right.

Senator TaLmapce. Now, if this bill passes
in its present form it would be subject in

1971 to a 30-percent flat tax rate, would it
not?

Secretary FowLER. In 1972, it would be
subject to a 30-percent U.S. tax rate. That
is correct, sir.

Senator TALMADGE. That would be $16,500
he would pay on his certificate of deposit.

Assuming a citizen did not want to pay
that tax, what would prevent him from
withdrawing his money in the New York
bank and transferring it to the same bank in
Paris, France?

Secretary FowLEr. Nothing whatsoever.

Senator TALMADGE. In other words, that
would mean if he were wise enough and had
foresight enough and wanted to avoid this
tax-he would simply withdraw the $1 million
he has on deposit in New York and transfer
it to the Paris bank, thereby avoiding the
tax and getting the same return, would he
not?

Secretary FowLErR. That is correct, and
I think I should add to that that most banks
in Europe do accept dollar deposits from
foreigners and pay about the same rate as is
paid in the Euro dollar market, as it is called.
The interest rate over the past year there
has been ranging about a half percent higher
than in the United States.

Senator TALMADGE. In other words, he
would earn $5,000 more and escape the tax.

Secretary Fowwrer. That is right, and to
carry out the mathematics of your question-
ing, according to our computation the net
return on deposits in these countries, if it
is equal to the gross interest rate currently
payable would be about 615 percent on 3-
month Euro dollar deposits compared to a
gross yield in the United States of about 51,
percent and a net yield to a foreigner after
application of the withholding tax, of about
3.85 percent.

Senator TALMADGE. Doesn’t it seem to you
logical that this particular foreigner would
choose this course of action and increase
his income by escaping the tax?

Secretary FowLER. From my own simple
knowledge of the situation I think it does
present a case. .

Senator WiLriamMs. Would the Senator yield
at that point?

Senator TALMADGE. Yes.

Senator WiLLIAMS. Assuming that the in-
dividual did that and deposited it in France,
would he be subject to a tax in France, and
would he have the same privileges of with-
drawal and convertibility as he would have
in this country or would he lose some of those
advantages?

Secretary FowLER. Insofar as the tax goes,
Senator Williams, my earlier comments indi-
cated that in France, Germany, and the Neth-
erlands, he would not be subject to a tax
in the source country. Insofar as converti-
bility goes, that is & much more complicated
question. I do not want to hazard a com-
ment on that, although my impression is that
there is fairly free movement insofar as
bank deposits are concerned.

Senator TALMADGE. Assuming, Mr. Secre-
tary, that he made that transfer from the
New York bank to the Paris branch of the
same bank, would not that 81 million certifi-
cate of deposit be a factor in the further
drain of our gold supply?

Secretary FOWLER, That is one of the con-
sequences. There is a possibility of a gold
impact from shifted dollar deposits.

Senator TALMADGE. Mr. Secretary, I listened
to your testimony very carefully, and I think
the main thrust of this bill would accom-
plish desirable ends, to increase investment
in this country, and curtail our dollar drain.
However, it seems to me that this particular
provision of the bill which we have been dis-
cussing is calculated to do just exactly the
opposite. Bank deposits are highly mobile in
character. People are going to look for the
highest possible short-range return, and if
they can get a better return elsewhere and
escape the tax, it is unquestionable that most
foreigners would immediately transfer their
deposits elsewhere to avoid the tax and get
the higher return.

This probability is fraught with very
grave danger, and so far as our dollar deficit
is concerned, I would hope the Treasury
would look into that aspect of it very care-
fully and be prepared to recommend to this
committee, one way or another, what we
ought to do about it.

Secretary FowwrLer. Well, I think Senator,
it is a question of weighing the balance-of-
payments consideration with the tax equity
consideration—two very valid considerations,
The House Ways and Means Committee gave
a preeminence to considerations of tax
equity as between domestic citizens and the
other—-—

Senator TALMADGE. I would agree with
that aspect of it completely. Certainly I
would hate to see the United States of
America grant preferential treatment to for-
eigners that is not given its own citizens.
But the fact remains we have jurisdiction
over American citizens and we do not over
foreigners.

' Secretary FowLer. That is the observation
I was going to make. The foreigner has an

[P. 254261

option—he can leave his money here or he
can take it someplace else.

Senator TALMADGE. An American does not.

Secretary FowiLer. The American has a
much lesser option, shall we say and, there-
fore, looking at it from a balance-of-pay-
ments standpoint, I think one views this
provision with a considerable amount of
concern. '

Senator TALMADGE. Then you would have
the further inequity that results from some
American banks having foreign branches and
some not.

Secretary FowLEr. That is another aspect
of the problem.

Senator TALMADGE. So the American bank

" with foreign branches might not lose any

deposits. It would merely shift from the
American branch to the foreign branch.
The foreigner would get increased income on
his deposit, and escape the tax at the same
time. But if the American bank had no
foreign branches it would lose the deposit,
which would also further complicate the dol-
lar deficit crisis. -
Secretary FowLer. I think that is true.
And.I would imagine that one of the con-
siderations that led the House to defer the
effective date of this provision until 1972 was
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's0 that banks without forelgn branches
that were interested in this business could
arrange to open foreign branches.

Senator TAaLMADGE. Thank you, Mr. Secre-
tary.

Mr. TALMADGE. As the Senator has
stated, if this provision in the bill be-
comes law, in my judgment, it will do
the very opposite of what the adminis-
tration recommended—that is, to en-
courage more investment in the United
States of America. )

Dollars and liquid capital are highly
fluid and highly mobile. To illustrate
what would occur, a certificate of de-
posit in the Chase National Bank in the
sum of $1 million would yield $55,000 in
interest, but the provision in the bill
would require a 30-percent withholding.

What would a foreign citizen do?

He would most likely withdraw his
money and put it in the Chase-Manhat-
tan Bank in Paris, France, and pay no
tax on it and earn 7 percent.

In other words, what he would do
would be to withdraw his money. I do
not think we want that at a time when
we are losing dollars and losing gold.

I recommend that the amendment of
the Senator from Texas be agreed to.

Mr. MORRISON. Mr. President, will
the Senator from Texas yield?

Mr. YARBOROUGH. Mr. President,
I yield 1 minute to the Senator from Vir-
ginia. .

The ACTING PRESIDENT pro tem-
pore. The Senator from Virginia is rec-
ggnized for 1 minute.

Mr. ROBERTSON. Mr. President, I
invite the attention of the Senate to
the fact that although I do not know the
fundamental reason why the Ways and
Means Committee put this provision in
the bill, they must have felt uncertain
about their position in that they pro-
vided the tax would not become effective
for 6 years.

Now, no one can lift the veil of the
future and see what the situation is go-
ing to be in this or any other country
6 years from now. Neither can we bear
six successive sessions of Congress if we
should go ahead and do this—and I do
not recognize it now. There will be
plenty of time within the next 6 years
to do it. )

I hope that the amendment of the Sen-
ator from Texas will be adopted.

Mr. WILLIAMS of Delaware. Mr.
President, will the Senator from Louisi-
ana yield?

Mr. LONG of Louisiana. Mr. Presi-
dent, I yield time I had on this amend-
ment to the Senator from Delaware, who
is opposed to it.

The ACTING PRESIDENT pro tem-

pore. The Senator from Delaware is
recognized.
Mr. WILLIAMS of Delaware. Mr.

President, under present law, foreign-
ers—including foreign corporations—are
generally entirely exempt from U.S. tax

on the interest income they derive from
their bank deposits in the United States.
I think the Senate might be interested in
knowing where these funds come from.
The Secretary of the Treasury when
testifying stated that with respect to the
$2.5 billion of foreign-owned time de-
posits in U.S. banks, about one-half or
$1.3 billion is held by Latin Americans,
and of this $1.3 billion, about half of
that, or $.7 billion is held by citizens of
Argentina, Venezuela, and Mexico. By
way of contrast, the citizens of Venezuela
hayve more money in U.S. time deposits
than the citizens of all the countries of
Europe. In other words, the members of
the wealthy classes of South America

‘can place their money in the safe con-

fines of U.S. banks, enjoy the safety
which this country provides and pay no
taxes to this Government which provides
them the sanctuary for their millions.
This occurs even though their native
lands are less-developed countries and
need these funds at home.

Let me also point out that this amend-
ment is not effective until 1972, and
therefore, these wealthy foreigners will,
in any event, enjoy this exemption until
that time. The banks are not satisfied
with a 5-year prospective effective date.
They have already raised the cry of fear
that these wealthy foreigners have begun
to withdraw their funds notwithstanding
the fact that they will not be subject
to U.S. tax until 1972. I think the facts
disprove their fears. The Committee on
Finance has been informed that the time
deposits held by foreigners have con-
tinued to increase in the recent months
notwithstanding the fact that this pro-
vision was enacted by the House of Rep-
resentatives 6 months ago. In the
month of July alone, the deposits of
these foreigners increased more than $70
million.

It seems very inconsistent to me for
this country to always be pressuring our
good neighbors to the south to enact
fair and equitable tax systems which will
require their wealthy citizens to pay
their fair share of the costs of their
governments while at the same time the
United States is providing the primary
tax haven for the fortunes of these same
wealthy South Americans. I might add,
that in addition to constituting a tax
haven, a U.S. bank is a very good hiding
place for these foreign fortunes.

In view of all of these facts, I see no
equitable reason why, once we get our
balance of payments in control, that we
should continue to allow the United
States to serve as a tax haven for the
wealthy of the world.

I therefore urge that this amendment
be rejected, the same as it was rejected
by the Finance Committee.

Mr. President, I ask for the yeas and
nays on the amendment.

The yeas and nays were ordered.

Mr, WILLIAMS of Delaware. The
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adoption of this amendment would nul-
lify the tax provisions of this bill.

For all practical purposes it defeats
the purpose of title I.

Mr. LAUSCHE. Mr. President, will
the Senator yield for a question?

Mr. WILLIAMS of Delaware. I yield. -

Mr. LAUSCHE. If this amendment is
adopted, the basic proposal that came
before us is out and all that will be left
will be the pork barrel amendments. Is
that correct?

Mr. WILLIAMS of Delaware. Not en-
tirely, but one of the main features of
title I as it came from the House would
be nullified. The purpose of this bill
originally was to prevent the United
States from becoming a tax haven for
citizens of foreign countries who were
hiding their money.

Mr. LONG of Louisiana. Mr, Presi-
dent, I yield myself 2 minutes.

The Senator’s amendment would con-
tinue existing law with respect to non-
resident aliens who deposit their money
here. I think the Senator from Georgia
[Mr. TarmaDpGE] stated it best before the
committee. He said he would like to see
the Sheik of Kuwait take his money out
of British banks and put it in American
banks, because it would help us with our
balance of payments. He said he would
like to see the Sheik of Kuwait pay the
same taxes that the Senator from Geor-
gia pays, but, unfortunately, he had no
control over that. However, he would
like to see the Sheik of Kuwait deposit his
money in this country because it would
help us with our gold balance.

The House felt that we ought to tax
them the same as American citizens are
taxed. The provision would not go into
effect until 1972. So if we want to tax
the bank deposits of the Sheik of Kuwait,
for example, we can enact legislation to
tax him in 1967, in 1968, or in 1969. If
we decide we want to tax him, we can
do it, but it may be that then he would
take his money back to Britain. So the
Senator’s amendment would in effect de-
lete what the House recommended.
However, the Treasury does not oppose
the amendment. They say the amend-
ment would make it a better balance-of-
payments bill. They would also from a
tax equity point of view like to be able
to tax the money of the Sheik of Kuwait,
but they do not have jurisdiction over
him. They will take either what the Sen-
ator from Delaware or the Senator from
Texas suggests.

Frankly, if we can go to conference
with the amendment, I would like to see
us work something out in conference. I
would like to see us be able to say to non-
resident aliens with deposits in U.S.
banks, “We will give you a choice. You
can pay the tax you would pay your own
government or you can pay us the tax
you would ‘have to pay if you were a citi-
zen of this country. Take your choice.”

The ACTING PRESIDENT pro tem-
poi::é The time of the Senator has ex-
p .

[P. 25427}

Mr. LONG of Louisiana. I yield myself
1 additional minute.

If we agree to the amendment, we can
work it out in conference. If we do
take the amendment, it will give us lev-
erage.

Mr. WILLIAMS of Delaware. Mr.
President, will the Senator yield me 1
minute?

Mr. LONG of Louisiana. I yield.

Mr. WILLIAMS of Delaware. The
Senator from Louisiana has suggested
that we could take this amendment to
conference. If it is to be taken to con-
ference with the intention of dropping it
in conference let us do it here. If the
amendment is approved we have de-
feated the original purpose of title I.

The question here is, Do we want to
place our country in a position of being
used as a tax haven for hot money from
all parts of the world?

Mr. LONG of Louisiana. Mr. Presi-
dent, I have discussed this matter with
our staff. Our technicians believe that,
if we take the amendment, the whole
bank-deposit taxation issue will be in
conference and we can work out any
compromise we are able to. If the Sen-
ate does not think the issue should be
brought to conference, the Senate can
vote down the amendment.

Mr. YARBOROUGH. Mr. President, a
parliamentary inquiry.

The ACTING PRESIDENT pro tem-
pore. The Senator will state it.

Mr. YARBOROUGH. Do Ihave 1 min-
ute remaining?

The ACTING PRESIDENT pro tem-
pore. The Senator does.

Mr. YARBOROUGH. I ask unani-
mous consent that a table from page 63
of U.S. News & World Report for October
17, 1966, entitled “Why There’'s Worry
About U.S. Gold Supply,” be printed in
the Recorbp at this point.

There being no objection, the table was
ordered to be printed in the RECORD, as
follows:

‘WxY THERE'S WORRY ABOUT U.S. GoLp SUPPLY

Over the past decade, U.S. reserves of gold
have dropped by almost $9 billion, to lowest
point in more than a quarter century.

[In billions]

Gold in other countries:
10 years ag0- oo e $14.9
Now .- - - 27.6
Up e 12,7

Gold supply in United States:
10 years ago. - $22.0
NOW o 13.2
Down 8.8

But foreign claims against U.S. gold keep
rising. An even heavier drain on reserves
could come if all these claims were presented.
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[In billions]
Dollars held by other nations for which
gold could be demanded:
10 years ago. $14.4
Now 29.0
Up - -- 14.6

If all forelgn claims were pressed, there
would not be enough U.S. gold to go around.
As supply dwindles, Americans more and
more are wondering what’s causing this
drain, what can be done to protect remaining
reserves.

Note.—Foreign gold holdings and claims
against U.S. gold exclude those of the Inter-
national Monetary Fund.

Source: Federal Reserve Board.

Mr. YARBOROUGH. Mr, President,
in conclusion, let me say that there are
almost $2% billion, $1.3 billion from
Latin America, most of that from Mex-
ico, Argentine, and Venezuela, on deposit
in American banks. If we tax these de-
posits, they can place that money in
France, Germany, the Netherlands, or
elsewhere, where they will not have to
pay any tax on those deposits. There is
a tax of 5 percent in some countries. In
England there is a technical tax of 4%
percent, but they do not enforce it. If
we want to drive those deposits out of
U.S. banks into banks in Paris or Bonn
or Rotterdam or Amsterdam, we can
doit.

The point is that, regardless of where
this money comes from, if we impose this
tax on it, the money will flee this country
and go to Paris, Bonn, London, or the
Netherlands. The way to redress the
problem which the distinguished Senator
from Delaware speaks of is by multi-
lateral international treaty. If we act
unilaterally we are cutting off our nose
to spite our face.

And in answer to the Senator’s argn-
ment that we would be gutting the orig-
inal purpose of the bill if we remove this
provision, I repeat what I said earlier—
that this provision wasn’t even in the
administration bill.

The ACTING PRESIDENT pro tem-
pore. All time on the amendment has
expired. The yeas and nays have been
ordered.

Mr., WILLIAMS of Delaware. Mr.
President, I yield 2 minutes on the bill
to the Senator from Kansas [Mr. CARL-
SON].

Mr. CARLSON. Mr. President, I voted
against this amendment in committee,
and I shall vote against it today. The
chairman of the committee has suggested
that we may take it to conference. I
voted against the amendment because
many of the wealthy in Latin America
send their money up to this country for
deposit when they should be investing
that money in their own country, instead
of asking the United States for aid.

I hope the Senate will vote it down.

Mr. MANSFIELD. Mr. President, wiil
the Senator from Delaware yield me 2
minutes?

Mr. WILLIAMS of Delaware. I yield
2 minutes on the bill to the distinguished
majority leader.

Mr. MANSFIELD. Mr. President, I
yield that 2 minutes to the distinguished
Senator from Louisiana [Mr. ELLENDER],
who has a group of colleagues and friends
to bring into the Chamber.

The ACTING PRESIDENT pro tem-
pore. The Senator from Louisiana [Mr.
ELLENDER] is recognized.

[P. 25429}

EQUITABLE TAX TREATMENT FOR
FOREIGN INVESTMENT IN THE
UNITED STATES

The Senate resumed the consideration
of the bill (H.R. 13103) to amend the
Internal Revenue Code of 1954 to provide
equitable tax treatment for foreign in-
vestment in the United States.

Mr. MANSFIELD. Mr. President, I
suggest that we have the vote on the
amendment, and during the course of
the vote, Senators who so wish may have
the opportunity to visit with their fel-
low parliamentarians from Sweden.

The ACTING PRESIDENT pro tem-
pore. All time on the amendment hav-
ing expired, the question is on agreeing
to the amendment of the Senator from
Texas. On this question, the yeas and
nays have been ordered, and the clerk
will call the roll.

The legislative clerk called the roll.

Mr. DIRKSEN (after having voted in
the negative). On this vote I have a pair
with the Senator from Montana [Mr.
MeTcarrl. If he were present and vot-
ing, he would vote “yea.” If I were at
liberty to vote, I would vote “nay.” I
withdraw my vote.

Mr. BEONG of Louisiana (after having
voted in the affirmative). On this vote
I have a pair with the Senator from
Nebraska [Mr. CurTis]. If he werepres-
ent and voting, he would vote “nay.” If
I were at liberty to vote, I would vote
“yea.” I withdraw my vote.

Mr. LONG of Louisiana. I announce
that the Senator from New Mexico [Mr.
ANDERsSON], the Senator from Indiana
[Mr. BayH] the Senator from Idaho [Mr.
CHURCH], the Senator from Illinois [Mr.
DoucLas], the Senator from Mississippi
[Mr. EasTranp], the Senator from Ten-
nessee [Mr. Gorel, the Senator from
Michigan [Mr. Hartl, the Senator from
Arizona [Mr. HaypeNn], the Senator from
New York [Mr. KENNEDY], the Senator
from New Hampshire [Mr. McINTYRE],
the Senator from Montana [Mr. MET-
carr], and the Senator from Utah [Mr.
Moss] are necessarily absent.

I further announce that, if present
and voting, the Senator from Indiana
[Mr. BavH] and the Senator from Missis-
sippi [Mr. Eastianp]l would each vote
uyea.n
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On this vote, the Senator from Michi-
gan [Mr. Hart] is paired with the Sena-
tor from Utah [Mr. Moss].

If present and voting, the Senator from
Michigan would vote “nay” and the Sen-
ator from Utah would vote “yea.”

Mr. KUCHEL. I announce that the
Senators from Colorado [Mr. ALLoTT and
Mr. Dominick], the Senator from New
Jersey [Mr. Casel, the Senator from
Kentucky [Mr. Coorerl, the Senator
from Nebraska [Mr. CurTis], the Senator
from Iowa [Mr. HICKENLOOPER], the Sen-
ator from Idaho [Mr. Jorpan], the Sena~
tor from Kansas [Mr. PEARsON], the Sen-
ator from Vermont [Mr. Prouryl, the
Senator from Pennsylvania [Mr. ScoTr],
and the Senator from Texas [Mr. Tow=~
ER] are necessarily absent. ‘

The Senator from California [Mr.
MurpHY] is detained on official business.

If present and voting, the Senators
from Colorado [Mr. ArrorTr and Mr.

Dominick], the Senator from California-

[Mr. MurpHY], the Senator from Kansas
[Mr. Pearson], and the Senator from
Texas [Mr. Towerl would each vote
“nay.” :

The pair of the Senator from Nebraska
[Mr. Curtis] has been previously an-
nounced.

In this vote, the Senator from Penn-
sylvania [Mr. ScorT] is paired with the
Senator from Idaho [Mr. Jorpan]. If
present and voting, the Senator from
Pennsylvania would vote “yea” and the
Senator from Idaho would vote “nay.”

The result was announced—yeas 47,
nays 27, as follows:

[No. 301 Leg.]

YEAS—47
Bartlett Holland Proxmire
Bass Inouye Randolph
Bible Jackson Ribicoff
Brewster Javits Robertson
Byrd, Va. Jordan, N.C.  Russell, S.C.
Byrd, W. Va. Kuchel Russell, Ga.
Cannon Long, Mo. Smathers
Clark Magnuson Sparkman
Dodd McClellan Stennis
Ellender McGee Symington
Ervin McGovern Talmadge
Fulbright Monroney Thurmond
Gruening Montoya Williams, N.J,
Harris Nelson Yarborough
Hartke Neuberger Young, Ohio
Hill Pell
NAYS—27
Aiken Hruska Mundt
Bennett Kennedy, Mass. Muskie
Boggs Lausche Pastore
Burdick Mansfield Saltonstall
Carlson McCarthy Simpson
Cotton ‘Miller Smith
Fannin Mondale Tydings
Fong Morse ‘Williams, Del.
Griffin Morton Young, N. Dak.,
NOT VOTING—26
Allott Douglas Metcalfl
Anderson Eastland McIntyre
Bayh Gore Moss
Case Hart Murphy
Church Hayden Pearson
Cooper Hickenlooper Prouty
- Curtis Jordan, Idaho Scott
Dirksen Kennedy, N.Y. Tower
Dominick Long, La.

So Mr. YARBOROUGH’s amendment was
agreed to. :

Mr. YARBOROUGH. I move to re-
consider the vote by which the amend-
ment was agreed to.

Mr. TALMADGE. I move to lay that
motion on the table.

The motion to lay on the table was
agreed to.

The ACTING PRESIDENT pro, tem-
pore. The bill is open to further amend-
ment. If there be no further amend-
ment to be proposed, the question is on
agreeing to the committee amendment
in the nature of a substitute, as amended.

The amendment was agreed to.

The ACTING PRESIDENT pro tem-
pore. The question is on the engross-
ment of the committee amendment, as
amended, and the third reading of the
bill.

The committee amendment, as amend-
ed, was ordered to be engrossed and the
bill to be read a third time.

The bill was read the third time.

Mr. DIRKSEN. I ask forthe yeas and
nays on final passage.

The yeas and nays were ordered.

[P. 25430}

“EQUITABLE TAX TREATMENT FOR
FOREIGN INVESTMENT IN THE
UNITED STATES

The Senate resumed the consideration
of the bill (H.R. 13103) to amend the
Internal Revenue Code of 1954 to provide
equitable tax treatment for foreign in-
vestment in the United States.

Mr. WILLIAMS of Delaware. - Mr.
President, I yield 2 minutes to the Sena-
tor from Vermont.

Mr. AIKEN. Mr. President, I shall not
require 2 minutes.

Mr. COTTON. Mr. President, may we
have order? We cannot hear.

The ACTING PRESIDENT pro tem-
pore. The Senator will not proceed until
we have order. Senators will take their
seats. .

The Senator from Vermont may pro-
ceed. : ’

Mr. AIKEN. Mr. President, I simply
want to say that while the pending legis-
lation has two or three reasonable and
acceptable provisions in it, the bill as a
whole is such a perfect example of irre-
sponsible legislating that I shall vote
against it.

Mr. WILLIAMS of Delaware. Mr.
President, I yield 5 minutes to the Sen~
ator from Ohio.

The ACTING PRESIDENT pro tem-
pore. The Senator from Ohio [Mr.
LauscHE] is recognized for 5 minutes.

Mr. LAUSCHE.. Mr. President, may
we have order in the Chamber? There
is no sense trying to speak if others are
going to talk louder than the Senator
who has the floor.

The ACTING PRESIDENT pro tem=-
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pore. The Presiding Officer will try to
get order in the Senate. .

The Senate will be in order.

Mr. LAUSCHE. Mr. President, I can-
not vote for the bill with the provisions
now contained in it. If the bill had been
stripped of the many pork-barrel pay-
ments and reduced to its initial purpose
of providing equitable tax treatment to
foreign investors in the United States,
and if the amendment relieving the aged
in a part of their buying of drugs and
medicines had remained in the bill, it
would have had my vote.

Instead of narrowing the scope of -

mineral mining operations, investment
tax credits under the principle that the
“taxpayer has depleted his mineral pos-
sessions, the bill, on the contrary, has
expanded the indefensible tax law giv-
ing such -privilege to the oil, gas, coal,
and other mineral producers.

Mr. LONG of Louisiana. Mr. Presi-
dent, will the Senator yield?

Mr. LAUSCHE. Mr. President, when
I came to the Senate 10 years ago and
listened to the very first argument
against the largeness of the tax credit
given to the miners of minerals such as
gas and oil, I had hoped that some day
there would be a narrowing of this
largeness.

Today, however, I find, instead of the
scope being narrowed, it is broadened.

Four sections in the bill liberalize the
bounties that are given to the rich, and
I use the term “rich” because yesterday
it was argued that this bill is intended
to help the poor. .

Mr. President, I favor giving aid to
the aged. I favor the adoption of a law
that would provide equity to foreign in-
vestors. The bill as originally written
was sound. Then, the pork-barrel oper-
ation began. What is the content of
the bill today? Everyone who had some
pet project to serve came running in
with an amendment. Every amendment
that has been offered has been adopted.

Mr. LONG of Louisiana. Mr. Presi-
dent, will the Senator yield?

Mr. LAUSCHE. I shall yield in a
moment.

Mr. LONG of Louisiana. Would the
Senator like to insist on that statement?

Mr. LAUSCHE. How many have been
beaten? No; I shall finish my state-
ment.

Mr. LONG of Louisiana., My recollec~
tion is that a number of amendments
offered were defeated.

Mr. LAUSCHE. No; the Senator ac-
cepted practically everything that was
offered.

It is a pork-barrel proposition, and
that is all it is. I am not going to join
in that type of operation so long as I
am a representative of the State of Ohio.

Depletion of capital investment for
oyster shells and clam shells. Who ever
heard of so nonsensical a proposition.

1

-

[3)

What ownership do the oyster and clam
shell people have of the oysters and
clams in the sea off Louisiana? That
was a special provision to serve the Lou-
isiana dealers in oyster shells.

The bill, as it now stands, has all of
the evils of a pork-barrel tax bill. The
weaknesses and the evils in our tax law,
instead of being eliminated, have been
aggravated. The taxpayer has been
forgotten. :

The ACTING PRESIDENT pro tem-
pore. The time of the Senator has ex-
pired.

Mr. LAUSCHE. Mr. President, I ask
unanimous consent that I may proceed
for 1 additional minute.

The ACTING PRESIDENT pro tem-
pore. Without objection, it is so or-
dered. ’

Mr. LAUSCHE. Mr. President, the
taxpayer is being taken for a ride, and a
rough ride. The privileged already en-
joy a great tax benefit and are being
further served by this bill.

The bill will not have my vote and if
I had more time I would denounce it in
more vigorous terms than I have.

Mr. PASTORE. Mr. President, will
the Senator yield to me for 2 minutes?

Mr. WILLIAMS of Delaware. Mr.
President, I yield 2 minutes to the Sena-
tor from Rhode Island.

Mr. PASTORE. Mr. President, possi-
bly it is not with the same vehemence,
but I agree with the logic of the Senator
from Ohio [Mr. LAUSCHE].

What I cannot accept in this bill is
the incongruity it represents. We are
going to meet here possibly on Saturday
to remove from the American business
community the opportunity of the 7-
percent tax credit. We are made to
understand that this is necessary in or-
der to avoid inflation.

Mr. President, I would accept-this bill -
if we had adhered to the recommenda-
tion of the administration, but we have
gone beyond that. We have gone far be-
yond that. We are talking out of both
sides of our mouths. In one instance
we are trying to enrich the Treasury and
at the same time depleting the Treasury
with these concessions which are being
made. That is an incongruity.

Mr. President, I cannot accept that
incongruity at this moment and I shall

“vote against the bill.

Mr. WILLIAMS of Delaware. Mr.
President, how much time have I re-
maining?

The ACTING PRESIDENT pro tem-
pore. The Senator from Delaware [Mr.
Wiriams] has 5 minutes remaining.

Mr. WILLIAMS of Delaware.
President, I yield myself 2 minutes.

The Senator from Rhode Island has
stated the case very well. Based on the
estimates of the committee staff, the
adoption of the bill in its present form
will lose revenues of around $450 million,
and based upon the Treasury Depart-

Mr.
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ment estimate there will be a loss of be-
tween $500 and $600 million.

The Senate action yesterday and to-
day has raised the committee estimate.
The first committee estimate was $410
.million, but title I would pick up $26 mil-
lion in tax revenue. The recent amend-
ment just adopted, eliminated that rev-

[P. 25431

enue. Yesterday’s adoption of H.R. 10
raised the revenue loss another $50 mil-
lion.

All revenue producing features of the
bill have been eliminated and all other
amendments liberalizing the tax laws
were accepted.

The result is a loss now of well. over
the $500 million figure.

Tomorrow, we shall be confronted with
a bill which will raise the taxes of Ameri-
can business. As the Senator from
Rhode Island has pointed out, the next
bill is being offered on the basis it would
combat inflation.

I happen to be one who felt that we
had to do something in that direction,
and I supported the proposal to repeal
the T-percent investment tax credit. I
felt that we had to take some affirmative
action to combat the inflationary spiral
which is in our midst, but we are not
combatting it today by passing a meas-
ure here which in effect will be a tax re-
duction of around $500 million—a $500
million tax reduction which goes not to
the American people as a whole but to
a few special groups who are fortunate
enough to be mentioned in the bill.

I will have no part of this grab bag,
and I am going to vote against it. I say
that as one strongly in favor of the ad-
ministration’s proposal - which was em-
braced in title I. I should like to have
supported it as it was in its original form
when reported by the Senate Finance
Committee.

Mr. SIMPSON. Will the Senator from
Delaware yield?

Mr. WILLIAMS of Delaware.
to the Senator from Wyoming.

Mr. SIMPSON. I should like to make
the observation that I want to be asso-
ciated with the distinguished Senator
from Delaware, as well as the Senator
from Rhode Island [Mr. PasTorRe] with
respect to what they have just said.

They are the most logical statements
I have heard since this monstrosity
started its way through the Senate.

I trust that the REcORrD never gets into
the hands of our boys in Vietnam.

Mr. LONG of Louisiana. Mr. Presi-
dent, it has been suggested that we should
adopt no amendment, but should merely
rubberstamp the administration bill as
amended by the House. As a practical
matter, what we are talking about is
absurd. The Treasury Department has
very competent and dedicated individ-
uals, such as Secretary Henry Fowler,
Under Secretary Joseph Barr, Assistant

1 yield

Secretary Stanley Surrey, and Joseph
Bowman. But that does not mean that
Congress should accept their recommen-
dations without modification. To be
sure, the original Treasury bill was
amended in large part by the House. The
Senate has a right to amend the bill if
we want to do so, too.

I think the Senate made a terrible mis-
take last night when it voted to accept
the full text of H.R. 10 which was offered
by the Senator from Indiana [Mr.
HarTKE]. But, one thing that I cannot
do is to defeat a measure when it has a
majority of Senators voting for it, and a
majority of Representatives voting for it
in the House of Representatives.

Perhaps the President can defeat it by
vetoing it, but I cannot defeat what a
majority of Senators want and a ma-
jority of Members of the House want. I
just cannot do that. I am sorry, Sena-
tors, but I did what I could. I could not
defeat the H.R. 10 amendment. The
Senate did it, and that is what the Sen-
ate wanted to do. I am willing to bow
to the will of the majority of Senators,
even though I think that in this case the
majority is wrong.

Let us see what else we have here. Be-
yond what the administration recom-
mended, we did $285 million worth of
kindness to the aged in this country. We
provided them with drugs. We contin-
ued favorable tax treatment when they
are sick at home and have to pay their
own medical expenses.

Mr. President, that is v\hele 80 per-
cent of the cost of this bill is. That,
plus H.R. 10 is 90 percent of the cost of
the bill.

We also said we would stop having
just the wealthy few finance presidential
campaigns and have every American tax-
payer, designate $1 of his taxes to finance
presidential campaigns, with an equal
amount going to the Republicans and to
the Democrats. The administration did
not say to do it, and they did not say not
to do it. That takes care of that. That
takes care of 98 percent of what is in
the bill.

What is the other 2 percent?

Mr. PASTORE. Mr, President, will the
Senator from Louisiana yield?

Mr. LONG of Louisiana. I yield.

Mr. PASTORE. Does not the Senator
feel that there has been so much no-
bility expressed to help the aged—for
whom I stand and bow to no one, and tip
my hat to no one, when it comes to vot-
ing for legislation to help the elderly—
but there is a Trojan horse in this bill.

If we could bring in a pure and clean
bill to the floor of the Senate, I think
that the Senate would vote for it unani-
mously, but we cannot use that as a Tro-
Jjan horse to cover up on these other con-
cessions to the vested interests through-
out the land which are represented in this
bill. That is what is obnoxious about it.
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Mr. LONG of Louisiana. If the Com-
mittee were to report an unamended bill
to the Senate, still any Senator could of-
fer an amendment, for example, to pro-
vide for a depletion allowance to give
Georgia clay tax treatment similar to
that available for a competitive product
which is produced in foreign countries.
That will help our balance of payments
and bring revenue into the U.S. Treasury.
It will provide employment and help to
fight poverty. Thus, it is a vital amend-
ment. It will not cost us a penny. It
will make us money.

Concerning clam shells, all we said
was that clam shells compete with lime-
stone because they are composed fun-
damentally of the same chemical com-
pounds. If clam shells compete with
limestone then they will get the same
tax treatment limestone gets, under the
same circumstances.

Mr. PASTORE. I understand that
limestone gets a 15 percent depletion
allowance and the clam shells 5 percent;
so, rather than take 5 percent we make
it 15 percent. Why do we not take the
15 percent and bring it down to § per-
cent?

Mr. LONG of Louisiana. If the Sen-
ator wants .to offer an amendment on
that, he can do so, of course. But, once
again, the Senator did not state the law
completely. I will tell the Senator what
it is.

Mr. PASTORE. Thatis what the Sen-
ator sald yesterday. I was in the Cham-
ber when he said it.

Mr. LONG of Louisiana. Here is what
the law is, in case any Senator does not
understand the Senator’s statement.

The ACTING PRESIDENT pro tem-
pore. The Chair wishes to advise the
Senator from Louisiana that he has 4
minutes remaining.

Mr. LONG of Louisiana. I thank the
Chair.

In case Senators do not understand,
the law says that if we take limestone
and use it as gravel, it will get a 5-per-
cent depletion allowance. The same thing
is true of oyster shells. If we take lime-
stone and make cement out of it, it will
get a 15-percent depletion allowance.

Mr. PASTORE. That is right.

Mr. LONG of Louisiana. If we do the
same thing with oyster shells, we do not
get 15 percent. All the amendment pro-
vides is that we will treat them both
alike.

This could reduce the cost of chicken
feed because the shells can be ground
up and made into chicken feed. It will
help the chicken farmers of Delaware
and elsewhere, because we will be able
to produce chicken feed a little cheaper
if we can grind up the oyster shells. It
is a competitive industry.

Accordingly, Mr. President, when we
really get down to it, we have considered
all the thoughts of Senators, their
amendments have been voted on, and

they have had opportunities to strike
everything in the bill.

I applaud this bill. It is a much better
bill than was sent to us because it will
do so much for the aged sick.

If Senators want to vote against 18
million old people, they can go ahead and
do it. I am not going to do it.

Mr. GRIFFIN. Mr. President, I agree
with much that has been said by the
distinguished Senator from Ohio [Mr.
LauscHE]. So many amendments have
been tacked onto the original adminis-
tration bill that the legislation comes
close to being a pork barrel tax bill, as
charged.

I am voting “aye” with strong reserva-
tions because there are included in this
legislation a number of meritorious pro-
visions which should be enacted in this
session.

It Is my expectation, and I believe it is
a reasonable expectation, that the Sen-
ate-House conference committee will
see fit to delete some of the objection-
able pork barrel riders that have been
tacked on.

In the event my expectation is not ful-
filled, I wish to make it clear that I re-
serve the right to vote against this leg-
islation when the report of the confer-
ence committee is presented for adoption.

Mr. MORTON. Mr. President, I ask
unanimous consent that a statement by

[P. 25432}

my colleague, Senator COOPER, be printed
in the Recorp at this point.

The PRESIDING OFFICER. Without
objection, it is so ordered.

There being no objection, the state-
ment was ordered to be printed in the
REcoRD, as follows:

STATEMENT BY SENATOR COOPER

I support H.R. 13103, the bill known as the
Foreign Investors Tax Act, which includes
a number of important amendments to the
Internal Revenue Code.

I wish to call attention to the amendment
which I supported yesterday offered by the
Senator from Florida [Mr. SMATHERS], the
Senator from Kentucky [Mr. MorTON] and
the Senator from Kansas [Mr. CARLSON], and
I am happy to note that this amendment was
adopted by the Senate.

That amendment incorporates the provi-
slons of H.R. 10, as passed by the House on
June 6th of this year and would provide sub-
stantial improvements to the Self-Employed
Individuals’ Tax Retirement Act of 1962.

I voted for that bill in 1962, but as a result
of the restrictions and limitations placed in
the bill upon the recommendation of the
Treasury Department, the law has proved
impractical and unsatisfactory.

A report by the Treasury Department with
respect to the self-employed retirement de-
ductions in the taxable year 1964 shows that
only about one-half of one percent of the
self-employed individuals took advantage of
this deduction in that year.

The amendment corrects two inequities in
existing law. First, it would permit a self-
employed person to deduct the entire amount
he contributes but not in excess of $2,500 for
his own retirement benefit in the same
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manner that he may do for contributions
on behalf of his own employees.

Second, the amendment removes the 30
percent limitation on ‘“earned income” to
be considered for retirement plan purposes.
The present act restricts the amount of
earned income which will be recognized for
contribution purposes where capital as well
as personal services is a material factor in
the production of income. It is highly un-
realistic to attribute only 30 percent of the
net profits of a business to personal serv-
ices and the present act is of a little help to
small businessmen and farmers.

The new definition of ‘“earned income”
will continue to require that substantial
personal services be devoted to the business
if deductions are to be taken with respect to
contributions for the self-employed benefit.

I believe this amendment will go a long
way to remove the inequity that has existed
as to the tax treatment accorded self-em-
ployed persons who desired to establish pri-
vate retirement plans, and should benefit
small businessmen, farmers, and professional
people. It is my view that they are entitled
to the same benefits in providing for their
own retirement as has been extended to both
corporation executives and employees for
many years.

I was happy to be recorded for this amend-
ment and I appreciate the courtesy of Sen-
ator SrvmpsoN  who “was opposed to this
amendment and withheld his vote on the
floor to pair his position with me.

I want to note also the very important
provisions included for our citizens who are
65 and over in this bill. Payment for drugs
prescribed for illness is authorized in con-
nection with the supplemental medical in-
surance plan enacted by the Congress last
year.

I supported and voted for the programs of
hospital care in the Senate, and I know the
importance of this benefit to our older citi-
zens who are participating under this law.
The benefit would become available July 1,
1968, under this provision of this Senate bill,

The provision which now lmits medical
deductions for all tax payers 65 and over to
the excess of 3% of the adjusted gross In-
come is changed by this Senate bill to a
limitation of only 1%. I am glad to support
this change, as I know the heavy costs of
medical care which face our citizens today.
This reduction of the limit would be avail-
able beginning this year.

The Senate Finance Committee has worked
hard on this bill, and I am hopeful that the
House will agree to the improvements made
in this bill by the Senate. I am glad to sup-
port the bill.

Mr. SMATHERS. Mr. President, I
would like to take this opportunity to
congratulate and commend the very able
and distinguished chairman of the
Senate Finance Committee, Senator
RusseLL B. LoNgG, not only in the han-
dling of the foreign investors tax bill
before us, but of other bills as well.

He is a fair man; he is a just man.
He is one who gives every individual his
right to voice his views both pro and con.

There are amendments in the pending
measure which are not necessarily to my
liking. There are others thatare. Iwas
the one in the Finance Committee who

proposed the total tax exemption for

medical expenses for our senior citizens.
Some opposed this amendment but most
certainly I did not criticize them as being
against our senior citizens for having
done so.

The further liberalization of the Self-
Employed Retirement Act amendment
was one which was to my liking. I have
supported this concept over the years.
The chairman and others on the com-
mittee were opposed to it but the Senate
saw fit to adopt what I feel now will pro-
vide equitable treatment for some 18 mil-
lion self-employed and their employees.

Every Senator has a right to propose
and oppose an amendment and certainly
should not be criticized for doing so.
This is the way our democractic process
must work.

Senator Long is a fair and able chair-
man of the Senate Finance Committee.
All of us in the Senate can be justly
proud of the manner in which he is con-
ducting himself in the handling of highly
technical and complex tax legislation.

In my opinion, he should be com-
mended rather than criticized.

Mr. LONG of Louisiana. Mr. Presi-
;ient, I yield back the remainder of my

ime.

Mr. WILLIAMS of Delaware. Mr.
President, I yield back the remainder of
my time.

The ACTING PRESIDENT pro tem-
pore. All time has been yielded back.

The bill having been read the third
time, the question is, Shall it pass?

‘On this question the yeas and nays
have been ordered; and the clerk will
call the roll.

The assistant legislative clerk pro-
ceeded to.call the roll.

Mr. HOLLAND. Mr.
parliamentary inquiry.

The PRESIDING OFFICER (Mr HAR-
RIS in the chair). The Senator will
state it.

Mr. HOLLAND, What is it we are
voting on?

The PRESIDING OFFICER. Final
passage.

Mr. HOLLAND. I thank the Chair.

The assistant legislative clerk resumed
the call of the roll.

Mr. LONG of Louisiana. I announce
that the Senator from New Mexico [Mr.
ANDERSON], the Senator from Indiana
[Mr. Bavr], the Senator from Nevada
[Mr. Canvon], the Senator from Idaho
[MTr. CHURCH], the Senator from Illinois
[Mr. DoucLas], the Senator from Missis-
sippi [Mr. Eastranpl, the Senator from
Tennessee [Mr. Gorel, the Senator from
Michigan [Mr. Harrl, the Senator from
Arizona [Mr. HaypeN], the Senator from
New Hampshire [Mr MCcINTYRE], the
Senator from Montana [Mr. METCALF] :
and the Senator from Utah [Mr. Moss]
are necessarily absent.

I further announce that, if present and
voting, the Senator from Indiana [Mr.
Bayrl, the Senator from Idaho [Mr.

President, a
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CuurcHI, and the Senator from Missis-
sippl [Mr. EasTtranp]l would each vote
“yea.”

On this vote, the Senator from Ten-
nessee [Mr. Gorel is paired with the
Senator from Utah [Mr. Moss].

If present and voting, the Senator
from Tennessee would vote “nay” and
the Senator from Utah would vote “yea.”

On this vote, the Senator from Nevada
{Mr. CannoN] is paired with the Senator
from Michigan [Mr. Harr].

If present and voting, the Senator
from Nevada would vote “yea” and the
Senator from Michigan would vote
nnay_n

Mr. KUCHEL. I announce that the
Senators from Colorado [Mr. ALroTT and
Mr. Dominick], the Senator from New
Jersey [Mr. Casel, the Senator from
Kentucky [Mr. Cooprerl, the Senator
from Nebraska [Mr. CurTis], the Sena-
tors from Towa [Mr. HiCKENLOOPER and
Mr. MiLLEr], the Senator from Idaho
[Mr. JorpaN], the Senator from Kansas
[Mr. PearsoN], the Senator from Ver-
mont [Mr. ProuTy], the Senator from
Pennsylvania [Mr. ScorT], and the Sen-
ator from Texas [Mr. TOWER] are neces-
sarily absent.

If present and voting, the Senator
from Colorado [Mr. DomInIcK], the Sen-
-ator from Kentucky [Mr. CoorEr], the
Senator from Kansas [Mr. Pgarson],
and the Senator from Texas [Mr.
Tower] would each vote “yea.”

On this vote, the Senator from Iowa
[Mr. M1LLER] is paired with the Senator
from Pennsylvania [Mr. Scorrl]. If
present and voting, the Senator from
Towa would vote “yea” and the Senator
from Pennsylvania would vote “nay.”

On this vote, the Senator from Ne-
braska [Mr. Curtis] is paired with the-
Senator from Idaho [Mr. Jorpanl. If
present and voting, the Senator from
Nebraska would vote “yea’” and the Sen-
ator from Idaho would vote “nay.”

The result was announced—yeas 58,
nays 18, as follows:

{No. 302 Leg.]

YEAS—58

Bass . Holland - Monrone;
Bennett ! Inouye . Montoya.y
Bible i Jackson Morton
Brev%:tet - ﬁundt
Burdick [P.25433]  parphy

yrd, Va. . Neuberger
Byrd, W. Va. Proxm}’xge
Carlson Javits Randolph
Clark Jordan, N.C.  Ribicoff
Cotton Kennedy, Mass.Robertson
Dodd Kennedy, N.Y. pygsell, 8.C.
Ellender Kuchel Smathers
Ervin Long, Mo. Sparkman
Fong Long, La. | Stennis
Fulbright . Magnuson Talmadge
Grifin ~*  McCarthy Thurmond
Gruening | McClellan Tydings
Harrls McGee | Williams, N.J.
Hartke ' MoGovern Yarborough -
Hill Mondale Young, N. Dak.

NAYS—18 X

Aiken Mansfield Saltonstall
Bartlett Morse Simpson
Dirksen Muskie Smith
Fannin Pastore Symington
Hruska Pell Williams, Del.
Lausche Russell, Ga. Young, Ohio

NOT VOTING—24
Allott Dominick McIntyre
Anderson Douglas Metcalf
Bayh Eastland Miller
Cannon Gore Moss
Case Hart Pearson
Church Hayden Prouty
Cooper Hickenlooper Scott
Curtis Jordan, Idaho Tower

So the bill (H.R. 13103) was passed.

The title was amended, so as to read:
“An Act to provide equitable tax treat-
ment for foreign investment in the
United States, to establish a presidential
election campaign fund to assist in fi-
nancing the costs of presidential election
campaigns, and for other purposes.”

Mr. LONG of Louisiana. Mr. Presi-
dent, I move to reconsider the vote by
which the bill was passed.

Mr. TALMADGE. Mr. President, I
move to lay that motion on the table.

The motion to lay on the table was
agreed to.

Mr. LONG of Louisiana. Mr. Presi-
dent, I move that the Senate insist on
its amendments to H.R. 13103 and re-
quest a conference with the House of
Representatives thereon, and that the
Chalr appoint the conferees on the part
of the Senate.

The motion was agreed to; and the
Acting President pro tempore appointed
Senators LoNG of Louisiana, SMATHERS,
ANDERSON, MCCARTHY, CARLSON, and BEN-
NETT conferees on the part of the Senate.

Mr. LONG of Louisiana. Mr. Presi-
dent, I ask unanimous consent that in
the enrolling of H.R. 13103, the clerk be
authorized to make necessary technical,
clerical, and clarifying amendments.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

Mr. MANSFIELD. Mr. President, I
ask unanimous consent that H.R. 13103,
the foreign investors tax bill, be printed
as amended and passed by the Senate.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

Mr. MANSFIELD. Mr. President, the
junior Senator from Louisiana [Mr.
LonG] has demonstrated once more his
unsurpassed grasp of our Nation’s com-
plex fiscal programs. His handling of
this broad measure which includes the
adjustment of taxes on foreign investors
was characterized by the careful dili-
gence and broad expertise the distin-
guished chairman of the Committee on
Finance brings to all legislative proposals
he supports. . :

Joined by the able senior Senator from
Minnesota [Mr. McCarTHY], who him-
self leads this body with outstanding
competence, Senator LoNg’s capable ad-
vocacy was largely responsible for its
success. Though not all Senators could
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agree with all of the provisions of this
proposal—and that is often the case—
its decisive acceptance speaks abundantly
for the ability and persuasive talents of
Senator LONG.

Commendation also goes to those
many Senators who supported the pro-
posal with strong and clear arguments
and also to those who offered their own
convincing views. We therefore thank
the distinguished senior Senator from
Delaware [Mr. WiLrLiamsl, the ranking
minority member of the committee, the
senior Senator from Indiana [Mr.
HARTKE], the senior Senator from New

71-297 O-67-pt. 2—29
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~ Hampshire [Mr. CorToN], and the senior

Senator from Missouri [Mr. SYMINGTON].
Similarly commended are the senior Sen-
ator from XKansas [Mr. CArRLSON], the
senior Senator from Texas [Mr. YARr-
BOROUGH], the senior Senator from Ver-
mont [Mr. AIken], and the senior Sena-
tor from Tennessee [Mr, GORE].

Finally, I wish to extend my apprecia-
tion again to this entire body for join-
ing to dispose of another proposal in the
orderly and efficient manner which will
help so much in enabling us to reach an
adjournment sine die.






SECTION 26

BILL AS PASSED BY THE SENATE WITH
AMENDMENTS OF THE SENATE
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e H, R. 13103

IN THE SENATE OF THE UNITED STATES

Ocroser 13,1966
Ordered to be printed with the amendments of the Senate

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 Congress assembled,
SECTION 1. SHORT TTLE; ETG:

{&) Store Tirpre—This Aet may be eited as the “For-
eign Investors Tax Aet of 1966

[ B N

1605



—éd}Exeepﬁe&ieflesseeEei%ﬁenshpiereeﬁme&ﬂses—
—(-e)-Bu-Peleﬁe%pPeef—”- ;

-&'}g l . e£ . ;0' é&*by. ;-'.; ;.
) Gein from dispositions of certain depreeiable realty:
%Geﬂee&eﬂe%meemeba*&éseureeeﬁw&ges— ‘

@mmmmm%m&mm
“Spe: 881 Ineome of foreign eorperstions neb eonneeted with
£y Doubling of tax?
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Sse: 4 Foreign eorporations—Continued
b} Tax on ineome eonneeted with United Stetes business:
“Spe. 889: Inecome of foreign eorporations eonnceted with United
States business:
“Lay Normel tax and surtex
“{b} Gress ineome: -
—(&)—Al—}emeee%dedﬂet-}eﬂs&ndereéﬁs- :
%M%Mmﬂﬂ@%mmmmm
neeted with United States business:
“Le} Returns of tax by agent:
“Lfy. Foreign eorperstions:!
{e} Withholding of tex on foreign eorporations:
fd}%d&%mmmf&e}gﬁm
{e) Unrelated business taxable ineome:
-éfé-@efper&t-}eassableeéeepefsefmlhe}dmgeemp&ny%
{g) Amendments with respeet to foreign corporetions earrying on in-
{h) Subparet I ineome:
i) Gain from eertain sales or exchanges of stock in eertein foreign

eorporations:
) Effeective dates:
Sge: §: Speeinl tax provisions:
{o) Ineome affected by treaty:
b}y Appliention of pre-1067 income tax provisions: ;
“See: 896: Applieation of pre-1067 ineome tax provisiens:
oy Impvsmeae%meyebmdehemeéaﬁesby-fereigﬂeeun

Lfby Al-lea%t—teﬂe&mei—elaufdeﬂsemetﬁes—
“{e) Notifiention of Congress requireds
“Ld) Implementation by repulations
{e) Clerieal amendments:
o) Adlowanee of eredib to eertain nonvesident aliens and foreign eor-

porstions:
{b) Alien residents of the United States or Puerto Riee: ‘
SE&?—Ameﬂdmeﬂ%éepyeseweeﬁsemala%enéedﬂeﬁeﬂsmderseeaeﬂ
931
{8y Deduetions:
b}y FEffeetive dater
Sze: 8 Istates of nonvesidents nob eitizens:
£ Rate of tax:
{b) Credits against tax
{e}%epe%&%&h&ﬂ%he%m{ed&m
&) Property without the United States:
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4

Sue: 8. Estates of nonresidents nob eitizens—Continued
{£) Speeinl methods of eomputing tax:
“Swe: 2107 Expatriation to aveid tax
“la)y Rate of tax
“{b}) Gress estate:
“fe}y Oredits: '
L) Exeeption for loss of eitizenship for eertain epuses:
“e) Burden of proof:
“Spe: 3108: Application of pre-1067 estate tax provisions:
“fa) Imposition of moere burdenseme tax by foreign eountry-
£y AHeviation of mere burdensome tax
L{d) Implementation by regulations
{2} Istate tax returns:
) Clerieal amendment:
) Effeetive date:
Sre: 8 Tax on gifts of nonresidents nob eitizens:
) Frensfers in general:
{e) Effeetive date:
Sue: 10: Freaty obligations:

1 {e) AMENpMBENE oF 1054 CobE—Ixeept as other
2 wvise expressly provided; whenever in this Aet an amend-
3 ment or repeal is expressed in terms of an amendment to;
4 or repeal of; u section or other provision; the reference isto &
5 seetion or other provision of the Internal Revenue Code of
6 1954
7 SEC. 2. SOURCE OF INCOME:
8 +{&) I¥EEREST—
9 A Subparagraph (A of seetion 861{a)-{1}
10 {relating to interest from sourees within the United
1 States)- is amended to read as follows:
12 “{A}) interest on amounts deseribed i sub-
13 seetion {e} reeeived by & nonresident alien indi
14 viduel or o foreign eorperation; i sueh interest is
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5

Bob effeetively eonneeted with the eonduet of o

trade or business within the United States s

B} Seetion 861 is amended by adding et the end

seebion are—

{2} depesits or withdrawable necounts with sav
and loan or similar assecintions under Federal or State
lew; but only to the extent thet emounts paid or eredited
on such deposits or aeconnts are deductible under seetion
591 in eomputing the taxable ineome of sueh institu
tiens; and

“{3} amounts held by an insuranee eompany under
an agreement o pay interest thereons

Effcetive with respeet to amounts paid or eredited after
Deeember 31; 197, subseetion {a}{1{A) and this sub-
seetion shell eease to apply—

2} Seetion 861{a}+1) is amended by striking out
“and” ot the end of subparacraph (B)s by striking out
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10
11
12
13
14
15
16
17
18
19
20

6

in liew thereof & and’; and by adding at the end thereof
“{D) interest on deposits with & foreign braneh
of & domestie eorporation; if sueh braneh is engaged
{3HA) Seetion 995 {relating to ineome derived
by o foreign eentral bank of issue from obligatiens of

the United States)- is amended—
) by steiking out “shall not be ineluded” and
A inseft—iﬁginlie&%hefee%i‘—,effremin‘cefesseﬁde—
pesits with persens earrying on the banking busi-

ness; shell not be ineluded™;
{i) by striking oubt “such oblizations” and in-
serting in lien thereof “such obligations or deposits’;
{4&}-by:&édkuga%%he}aaithefeeﬁthefeHeﬁéﬂg
new sentence: “For purpoeses of the preceding sen-
tenee; the Bank for International Settlements shall
be treated as & foreign eentral bank of issue with
respeet +o interest on deposits with Persens earrying

on the banking business:: and
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10
11
12
13
14
15
16
17
18

7
in liew thereof tho following:

“SEC, 895 INCOME DERIVED BY¥Y A EOREIGN CENTRAL

UNITED STATES OR FROM BANK DEPOSITS”?

{BY The tablo of seesions for subpars © of pars 1L

of subehapter ¥ of chapter 1 is amended by striking out

the item zelating to seetion 895 end inserting in lew

thereef the following:
8o, 805 Incomo derived by @ foreign contral bank of

issne from obligations ef the United States
or from bank depesits?

by DrapExps—

1) Seetion 863-H{e){2)-{B)- {relating to dividends
from sourees within the United Stetes) is amended to
read as follows:

_thm%p&eentéthegrésskiﬁeeme&emaﬂseufees

of sueh foreign eorporation for the 3-yeer peried

ending with the elose of its taxable year preceding
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8
of saeh period as the eorporation has been in exist-
enee) was effeetively eonneeted with the eonduet of
8 trade or business within the United States; but
only in an amount whieh bears the same ratio to
such dividends as the gross ineome of the eerpera-
with the eonduet of & trade o business within the
United States bears to is gross ineome from all

. seurees; but dividends from o foreign eorperation

shell; for purposes of subpart A of part HI (relating
to forcien tox orodit); be treated as ineome from
setrees wwithous the United States to the extent {and
only to the extent) exeeeding the amount which is
100,/85ths of the amount of the deduction allowable
ander seetion 245 in respeeb of such dividends; o
{2} Seetion 861{e)}{2} is amended by adding after

“Por purposes of subparagraph {B); the gross ineome
of the foreign eorporation for any period before the first
taxable year beginning after Deeember 31; 1966; which
is effeetively eonneeted with the eenduet of a trade or
business within the United States is an amount equal
to the gross ineome for sueh period from sourees within
the United States™
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9
1 +{e} Perso¥at SerVeES—Seetion 86H-{a}-{3HC}
2 {ii)} {relating to ineome from personal serviees) is amended
3 to read as follows:
4 “fi) an individual whe is e eifizen er

5 resident of the United States; & domestie part-
6 nership; or & domestie eerperation; H such
7 laber of serviees are performed for an office
8 or place of business meintained in a foreien
9 country or in & possession of the United States
10 by sueh individunl, partnership; er eorpora-
11 Hon:2 |

12 {4} Drerevrrros—Seetion 864 {relating to defini-
13 fions) is emended—

14 %wgﬁﬁﬂgm%puffemefthisp&fﬁi

15 and inserting in lew thereof

16 “Aa) Sarm;, Eze—For purpeses of this pert’ end
17 H2) by edding et the end thereof the following
18 new sabseetions:

19 “{b)} Trape or Busivmss Wermmy zas 1GFED
20 Seazms—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 serviees within the United
23 States at any time within the taxable year; but dees not in-
24 clude—
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“(AY for o nonvesident alien individuel; foreign
partnesship; or foreign eorperation; net engaged in
trade or business within the United States; or

“(B} for an offiec or place of business main-
tained in o foreign eountry or in & pessession of the
United States by an individunl wwho is o eitisen or
resident of the United States or by o domestie
partnership or o domestie eorperation;

by & nonresident alien individual temperarily present in
the United States for a period or perieds nob exeeceding
o total of 90 days during the taxable year and whose

LAY STocKS AND SECURITIRS—

“f) Exeept in the ease of a desler in
s%eeksefseeuﬂhes;&&dmgm%eekserseea-

by the taxpayer or his employees or through o

resident broker; eommnission agent; eustodian;

‘or other agent; and whether or not any sueh

agent has diseretionary authority te meke de-
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10
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13
14
15
16
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21

22

23
24
25

 States:

11
eistons in effecting the transaetions: This elatise

shell net apply in the ease of & eorporation

{other than & eerporation whieh is; or but fer
segﬁené@-(-e)—(—?)—_weuldbe;&ﬁefseﬂalheld—
ing ) the principat busi of whicl

- is trading in steeks or seeurities for its ewn

pecount; if its principal offiee is in the United

“fit} In the ease of & persen whe is a
dealer in stoeks or seeurities; trading in steeks
or seeurities for his own aceount through &
fes*deﬂtbfekep;eemsswﬂageat—,easéeémn-
B} CoroprEIEs—

‘—‘-(-i-)-Exeep%'mt—hee&seef&de&lefineem-
payer’s own aeceount; whether by the taxpayer
or his employees or through & resident broker;
eemmissienégen&e&s&ed%&a;ere%herage&t—,
emd swhether or not any such agent has disere-
tionary authority to meke deeisions in effrcting
the transactions:

i@i-)-ll-ﬁbhee&seef&pefseﬁwheiSQ
for his ewn aecount through » resident brekes;
1615
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ent agent:

the eommodities are of o kind eustomazrily dealt

in en an organized eommeodity exchange and

the transeetion is of & kind eustomerily eon-

sumnmated at sweh plaee:
and {B)-{ii) shall apply only if; ob o time during
the texable yenr; the taxpayer has an office or place
of business in the United States throngh which er
erseeuﬁ&es;ermeemmedmes;as%hee&semaybe;
are affeeted:

1) GENERAL RELE—For purpeses of this title—

A} In the ease of & nonresident alien indi

vidual or & foreign eorperation engaged in trade or

gain; or loss swhich shell be treated as effeetively eon-

neeted with the eonduet of & trade or business within
1616
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seetion 882{d); in the ease of & nonresident elien

individual or & foreign eorporation not engeged ip

&&deerb&smessm&hm%he@m%eé%t&tesduﬂﬂgthe

taxable year; no income; gain; or loss shell be treated

as effectively eonneeted with the eonduet of & trade

or business within the United States:
svhether ineome from sources within the United States
of the types deseribed in seetion 87i{a){1) or seetion
881{e}; or whether gain or loss from sourees within
the United States from the sale or exchenge of eapital
assets; is effeetively eonneeted with the eonduet of @
taken into seeount shell inelude whether—

LA} the ineome; gain; or loss is derived from
assets used in or held for use in the eonduet of sueh
trade or business; or

“(B}) the activities of sueh trade or business
wvere & motoriel faetor in the realization of the in-
eome; gain; or loss: ,

In determining whether an asset is used in or held for
aﬁeiﬁﬁheeend&etefsueh&&deefbusiﬁesséfwhether
the eetivities of sueh trade or business were & material

71-297 O-67-pt. 2—30 1617



W N

ST

<

(o

10
11

12
13

14
15
16
17

18

19
20
21

[\
[

[ ]
o

14

faetor in realizing an item of income; gain; or loss; due

regard shell be given to whether or not sueh asset or
such ineome; gain; or loss was aceounted for through
saeh trade or business: Tn applying this paragraph and

(A} shell be considered ineome from sourees within
the United States:

“{3} OxHER INCOME FPROM SOURCES WIFHIN
TNIEED SPATES—AN ineome; gain; or loss from seurees
within the United States {other then ineome; gain; or
less%ea%iehpﬁfagf&ph%%},apﬁﬁes)—sh&ﬂbem&teé
as effeetively eonneeted with the eonduet of & trade or
business within the United States:

“{4) IncoME FROM SOTREES WITHOUF T¥TED
SEATES—

“{A) Bxeopt os provided in subparagraph
B} and {C); no income; gain; or loss from sourees
wit—hea%the@nitedsfea%essh&llbe%reafed&seﬁee—
tively econneeted with the eonduet of & trade or
business within the United States:

B} Ineome; gain; or loss from sourees with-
out the United States shall be treated as effectively
 connceted with the conduet of o trade or business

1618
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15

mt—hm%he@im%edS%&tes by ‘& nonresident alien
individual of & foreign eorporation i sueh persen
has an offiee or other fixed place of business within
theU—gifeedS%&tes%eﬁ%iehs&ehiﬂeeme;gaiﬂ;er
loss is atiributable and such neome; gain; or Joss—
“4i) eonmsists of rents or royalties for the
use of or for the privilege of using intangible
property deseribed in seetion 862{a)}{4) {in-
eluding any gain or loss realized on the sale of
saeh property) derived in the setive eondueb

of sach trade or business; |
“{ii) eonsists of dividends or interest; er
gnin or loss from the sele or exehange of stoek
or notes; bonds; or other evidences of indebted-
ness; and either is derived in the setive eonduet
of & banking; finaneing; or similar business
within the United States or is received by &
eorporation the prineipal business of whieh is
trading in stoek or seeurities for its own se-

eounb; oF ~

L) is derived from the sale {switheut
the United States) through sueh office or fixed
~ place of business of personal property deseribed

1619
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in seetion 1221{1); exeept that this elause
shell not apply if the property is seld for use;
eonsumption; or dispesition eutside the United
States and an office or other fixed place of busi-
partieipated materially in sueh sale:
In the ease of a sale deseribed in elause (iii); the
ineome which shall be treated as attributable to the
office or other fixed place of business within the

United States shall not exceed the ineome whieh

would be derived from sourees within the United
O} In the ease of & foreign eorporation tax-
mmmlémgwmmmﬂa
seurees without the United States whieh is attrib-
utable o its United States business shall be treated
as effeetively eonneeted with the eonduet é£ittf&ée
or business within the United States: '

“AD) Ne ineome; gain; or loss frem seurees

witheut the United States shall be treated as effee-

tively eonneeted with the eonduet of a trade or

business within the United States i it either—
i) eensists of dividends; interest; or

1620
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royaliies paid by & foreign corporation in which
the taxpayer owns {within the meaning of
seetion 958{a)); or is eonsidered as ewning
{by applying the ownership rules of seetion
958{b}); mere than 5O pereent of the total
eombined voting power of all classes of steek
entitled to vote; or '

£ i) is sabpart T ineome within the mean-
ing of seetion 952{a}"

{4} The amendments meade by subseetions Lo}
{e); and {d)- shall apply with respeet to taxable years
beginning after Deecember 31; 10665 exeept that in
Revenune Code of 1954 {as added by subseetion {dh-
with respeet to & binding eontraet entered 'mté on or
before Februney 24; 1066; netivities in the United
States on or belore such date in negotiating or earrving
ot such conteaet shall net be teken into reeeunt:

{2) The amendinents made by sabseetion (b} sheall
apply with respeet to mmounts reeeived after Deeem-

1621
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.. SEG: 3: NONRESIPENT ALIEN INDIVIDUALS,

{8} FAxX ox NoNuBSIDENT ALIEN INPIIDGALS—
{5 Seetion 871 {relating to tax on nonresident
alien individuals) is amended to read as follows:
—(&}IueewNe%G@WememMaSws
Bestvess—30 Perenve Fae—
'ishefebyhmpesedfere&eh#&&able‘yearﬁ%mef%pef-
eeﬂtefﬁhe&metm{sreee#ediremse&reesﬁthiﬂﬂ;e'
United States by & nonresident alien individual as—
“{A) interest; dividends; rents; salaries; wages:
emoluments; and other fixed or determinable an-
ﬂaalerpeﬂeebealgmas;pmﬁts;aadmeeme;
B} gnins deseribed in seetion 402{a)}{2);
403{a)}{2); or 631 b} er {e); and gains on
{6} amounts which under seetion 341; or
under seetion 1232 (in the ease of bonds or other
1965} are treated as gains from the sale or ox-
ehange of property whieh is not a eapital asset;
bu%eﬂly%etheexteﬂ%%he&meamsefeeewedisﬁeteﬁee

1622
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19
sively eonneeted with the eonduct of o trade o business
within the United States:
L‘-(—Q—)—GAPH&EGA—IN—SGF:&HENSPR—ESMINT}HE

TNIFED STATES 183 DAYS O MORE—In the ease of &

" nenresident alien individual present in the United States

for o peried or periods aggregating 183 doys or mere
during the texable year; there is hereby imposed for suck
year & tax of 30 pereent of the amount by whieh his
gaing; derived from sources within the United States;
from the sale o exchange at any time during sueh year
of eapital assets exeeed his losses; alleeable to sourees
within the United Stntes; from the sale or exehange ob

- any tine during sueh year of eapital assets: For pur-

poses of this paragraph; gains and losses shall be taken
into aceount enly i; and k)the‘exéenﬁtha%;they:w%&ﬂd
be recosnized and taken into neeount if such gains and

Josses were effectively connected with the eonduet of a

trade or busiress within the United States; exeept that

smelr gning and losses shall be determined without regard
o section 1202 {relating to deduetion for eapital gains)

and sueh losses shall be determined without the benefits
of the eapital loss enrryover provided in seetion 1219,
mining the tax nnder paragraph (1) or subseetion b}

1623
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! shell net he taken into aceount in determining the tax
2 wnder this paragraph:- Fer purpeses of the 183-day re-
3 quirernent of thiv paragraph; a nonresident alien individ-
4 uel not engaged in trade or business within the United
3 States whe has net established & taxable year for any
G prior period chall be treated as having s taxable year
7 shieh is the endendar year:

10 L) biposirioN oF 2A%—A nonresident alien

11 individual engaged in trade or business within the
12 Eited States during the taxable year shall be taxable
13 as provided in seetion 1 or 1201-{b)} en his taxable
14 ineome swhieh is eflectively connected with the conduet
15 of & trade or business within the Hnited States:

16 £{9) DRapRIMINATION OF PAXABLEE INCOME—In
17 determining taxable ineonte for purpeses of paraeraph
18 1) eress eome inclides ondy gross inecome whieh is
19 effeetively connected with the conduet of & trade or

20 Dusiness within the United States:

21 “le)y Panprerpanss B CrrRPapy EXCHANGE ok
22 mpagpvine ProarAds—Ior prrposes of this seetion; & non-
23 pesident alien individaal whe {withent regard to this suh-

¢ . . . .
24 seetion) is net engaged in trade or business within the

1624
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United States and whe is temporarily present in the Lnited
States as & nonimmigrant under subparagraph (1) or ()
of seetion 101{a)}{15}) of the Immicration and Nationality
Aet; a5 amended {8 I-5:6: HOHaHIB) ) er {H)s
shell be treated as & nonresident alien individunl enguged in
trade or business within the United States; and any inecome
deseribed in seetion 1441-{b} {1} or {2} whieh is received
by sueh individaal shall; to the extent derived from sourees
with the eonduet of & trade or business within the United
a8 Ixeodr Coxyeerrb Wamrn Exsrep Szares Busk
NESS—
wel whe during the taxable year derives any ineome—
tion of income and loented in the United States;
or from any interest in sach renl property; inelud-
ing {1} gains from the sale or exchange of sueh
real property or an interest therein; (i) remts or
royalties from mines; wells; or other natural deposits;
end (i} gains deseribed in seetion 631(b) or {e)s
and

1625
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be trested as ineome whieh is effeetively eonneeted
with the eonduet of o trade or business within the
may eleet for suel taxable year to treat all sueh ineome
a8 ineome whieh 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
in subseetion (b}{1} whether or net sueh individual
is engaged in trade or business within the United States
during the taxable year: An eleetion under this pura-
graph for any taxable year shall remain in effeet for
all subsequent taxable years; exeept that it may be re-
voked wvith the eonsent of the Seeretary or his delegate
with respeet to any taxable year:

tion has been revoked; & new eleeton may not be made

 under such parngraph for any taxable year before the

bth taxeble year whieh begins after the first tazalle

year for which sueh reveeation is effeetive; unless the

Seereﬁa&yerhisdelega&éeeﬂseﬁ%stesaehﬂeweleeéem

“{3) FormM AND TIME OF BLEFY4ON AND RIEVO-

GATION—AR election under paragraph {1 and any

revoention of sueh an eleetion; may be meade only in
1626
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sueh menner and at sueh time as the Seeretary or his

delegate may by regulations preseribe:

“{e} Cross REFERENCES—
£ Feor tax treatment of certain amounts distri-
buted by the United States {o nonresident alien in-
“E2) fer taxation of nenresident alien individuals
whe are expatrinte United States eitizens, see seetion
87%
“3) For doubling of tax on ecitizens of eertain for-
eign ecuntries; see seetion 891,
£(4) For reinstatement of pre-1967 ineome tax provi-
siens in the ease of residentis of eertain foreign coun-
“(5)_For withholding of tax at source on nonresident
alien individuals; see seetion 1441
£¢6) For the requirement of making a deelaration ¢f
transfers to domestic eorperations; see seetion 1250
3)=

{2} Seetion 1 {reluting to tax on individuals) is
amended by redesignating subscetion {d) as subseetion
{fe}; and by inserting after subseetion {e) the follow
ing new subseetion:

“Ad) NoNRESIDENT ALIENs—In the ease of & non-
shell apply only as provided by seetion 871 or 8772
b} Gross Ixeorm—
1) Subseetion {a) of scetien 872 {relating to

1627
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1 aross ineome of nonresident alien individuals) is amended

2 to read as folews:

3 “fa) Gevprat Rupi—In the ease of & nonresident

5 “{1) gress ineome which is derived from seurees

6 within the United States and which is not effectively
7 conneeted with the eonduet of & trade or business within
8 the United States; and

9 49} gross ineome whiel is effeetively eonnected
10 with the eonduet of & trade or business within the
11 United States™ A

12 {2} Subparegraph B} of section ST2bH3) 4re-
13 laﬁﬁg to eompensation of partieipanis in eertain ex
14 change er training programs) is amended by striking
15 oub “by o domestie eorporation” and inserting in lew
16 thereof “by & domestie corporation; & domestie partner-
17 ship; or an individual whe is & eitizen or resident of the
18 United States™ '

19 43} Subseetion (b} of seetion 872 {relating to
20 exelusions from gross ineome) is amended by adding at
21 the end thereof the following new paragraph:

22 “{4) BoxNp INFEREST OF RESIDENTS OF THE
23 RYUKYTC ISEANDS OR THE TRUST FERRITORY OF THE
24 PACIFIC ISEANDS—Tneome derived by a nenresident
25 alien individunl from & series B or series H United States

1628
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savings bond; if sueh individual aequired suelt bond while

a resident of the Ryukyu Islands or the Frust Territors

of the Paeifie Islands”

+{e} DepuerIoNs—

1) Seetion 873 {relnting to deduections allowed to
nonresident alien individunls) is amended to read as
follows:

“SEG: 873: PEDUCTIONS.

“la) Gu¥ersb Ropp—In the ease of a nonresident
alien individual; the deduetions shall be allowed enly for
purpoeses of seetion 871-{h) and {exeept as provided by sub-
seetion b)) enly i and to the extent that thes are een-
neeted with income which is effeetively eonmeeted with the
eonduet of a trade or business within the Inited Statess and
the proper apportionment and allocation of the deduetions
for this purpose shall be determnined as provided in regula-
tions preseribed by the Seeretary or his delegate:

“ (b} Bxepprioxs—The following deduetions shall be
alowed shether or not they are connected with ineome
swhieh is cffeetively eonneeted with the eonduet of a trede
or business within the Hiited States:

“{1) Losses—The deduetion; for losses of prop-
exty not eonneected with the trade or business if arising

from eertain easualties or theft; allowed by seetion

1629
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165-(te}H3)5 but enly if the loss is of property loeated
%mferehaﬂsable eontributions and gits allowed by
seetion 170-
personal exemptions allowed by seetion 151; exeept that
in the ease of & nonresident alien individual whe is net &
resident of & eontiguous eountry only one exemption
“{e} Cross REFERENCES—

—(—l—}Ferd«lsa-llowaaeeofstandafdded-uehen;seesee-
tion M2(b)}1)-
£(2) For rule that eertain foreign taxes are not to be

mmwem%mdmmmgdeduetmnefmd}t-
see seetion 806(h)(1).2

- H2) Seetion 1543} {relating to eross referenees
in respeet of deduetions for persenal exemptions) is
amended to read as follows:

£(3) For exemptions of nonresident aliens; see section
873(h)(3):2

-(d-)-Aﬁe%&NeEeFDEBGeﬂeﬁsmG%Bﬂs—

16 Subseetion{a)- of seetion 874 {relating to filing of returns)
17 is amended to read as follows:

18

19 nenresident alien individual shell reeeive the benefit of the
20 deduetions and eredits allowed to him in this subtide enly

1630
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by filing or eausing to be filed with the Seeretary or his
delegate & true and aceurate return; in the manner preseribed
whieh the Seeretary or his delegate may deem neeessary
seetion shell net be eonstrued to deny the eredits provided
by seetions 31 and 32 for tax withheld at souree or the eredit
provided by seetion 39 for ecrinin uses of gasoline and
{e} Exparriarion Fo Avep Fax—

{1} Subpart =& of past IL of subehapter N of chap-
ter + {relating to nonresident alien individuals) is
amended by redesignating seetion 877 as seetion 878;
end by inserting afier seetion 876 the folloving new

“SEGC. 877 EXPATRIATION TO AVOID TAX,

ual who at any time after Mareh &; 1965; and within the b-
year period immediately preceding the elose of the taxable
year lost United States eitizenship; unless suel loss did not
have for one of its prineipal purpeses the avoidanee of taxes
ﬂndefﬂmsabﬁﬂeefsa%ﬂﬂe&ehﬁﬂbemlﬂemm
tax imposed pursuent to sueh subseetion exeeeds the tex

1631
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schieh; without regard to this seetion; is impesed pursuant to
able year as provided in seetion 1 or seetion 1201{h)5
L{3) the gross ineeme shall inelude only the gross
ineome deseribed in seetion S¥2{a} -fas medified by
subseetion {e} of this seetion); and
{2} the deduetions shall be alowed i and to the
extent that they are econneeted with the gross ineome
ineladed under this seetion; exeept that the eapital loss
earryover provided by seeton 1242{b} shall not be
allowed; and the proper alloeation and appertionnient of
the deduetions for this purpese shall be determined as
provided under regulations preseribed by the Seeretary
or his delegate:
For purpeses of paragraph {2)5 the deduetions allowed by
seetion 873} shall be alowed; and the deduetion {for
losses not connected with the trade or business i inenrred in
transaetions entered inte fer profit) aﬂewe& by seetion
165{e}2) shall be allowwed; but only i the profit; H such
transaetion had resulted in a profi; would be ineluded in
gross ineeme ander this seetion:
1632
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sabseetion {h); the following items of eross ineeme shell
be treated as ineome frem sourees within the United States:

“{1) SAEE OF PROPEREY—Gains on the sale or
exchange of property {other than steek or debt obliga-
tions} located in the Hnited States:

{2} STOEK OR PEBT OBHIGATIONS—Gains on the
sele or exchange of stoek isswed by o domestie eorpora-
tion or debt obligations of United States persens er of
the United States; & State or politieal subdivision thereof;
or the Distriet of Columbia-

“Ad) Exerprion ror Loss or CIFHZENSHIP FOR CER-
pady CABSES—Subseetion {a) shall net apply to & nen-
resident alien individual whese loss of United States eitizen-
ship resulted from the applieation of seetion 301-{b); 350; ex
355 of the Inunigration and Natienality Aet; as amended
+8 H-S-C: 14061{b); 1482; or 1487}

“le)} Berben oF Proor—H the Seeretnry or his dele-
gate establishes that it is reasonable to believe that an indi-
viduals loss of United States eitizenship would; but for this

seetion; resilt i & substantind reduetion for the tanble year

| in the taxes on his probabte income for sueh year; the burden

of proving for such taxable yenr that sueh Joss of eitizen-
ship did not have for ene of ils prineipal purposes the
avoidanee of taxes under this subtitle or subtie B shall be

71-297 O-67-pt. 2—31 1633
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{2} The table of seetions for subpart A of pars I
of subchapter N of chapter 1 {releting to nonresident
elien individuels) is amended by striking out the item
relating to seetion 877 and inserting in Heu thereof the

) Parerat Exertsion oF Drapexps—Subsecetion

+d) of seetion 116 {relating to eertain nonresident aliens in-
eligible for exelusion}- is amended to read as follows:

“{d} CEREAEx NoNRESIDENT ALIENS INBELIGIBEE FOR

Exerostox—In the ease of a nonresident alien individual;
subseetion -(a) shall apply enly—

able year pursuant to seetion 87H{b}{1} and enly in
respees of dividends whieh are effectively conneeted with
the eonduet of a trade or business within the United
States; o

“{2) in determining the tax imposed for the tax-
able year pursuant to seetion 877-{b}-2
{g} Warnnorpive oF Tax ox NoNRESIDENT

Apmens—Seetion 1441 {relating to withholding of tax en
nenresident aliens) is amended—

with persens earrying on the banking business paid te

1634
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31
persons not engaged in business in the United States)>
in subseetion (b}
tion 409-{a}-{2) and all that follews in the frst sentonee
of subseetion {b) and inserting in lien thereof “and
gains deseribed in seetion 402{a)}{2); 403{a){2); er
631 b} or fe); and gains on transfers deseribed in see-
{3} by striking ous paragraph {1} of subseetion
{o)} and inserting in liew thereof the following new

- L) DrecoMB CONNECTED WITH TMNIFED STATES

BUsINESS—No deduetion or withholding under subsee-
tion {a) shall be required in the ease of any Hem of
ineome {other than eompensation for persenal serviees}
svhieh is effeetively eonneeted with the eonduet of a
trade or business within the United States and on which
8 tax is imposed for the taxable year pursuant to seetion

9,
CHEE]

{4) by amending paragraph {4)- of subseetion {e}

 to read as follows:

“{4)} CoMPENSATION OF CERTAIN ALIBNS—Un-
der regulations preseribed by the Seeretary or his dele-
gate; eompensation for persenal serviees may be ex-

1635
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32
empted from deduetion and swithhelding under subsection
e and
{5} by striking out “amounts deseribed in seetion
402-{a}H2); seetion 403-{a}{2)s seetion 63+ b} and
{e}s and seetion 1235; which are eonsidered to be gaing
from the sale or exehange of eapital assets;” in pars
graph (b} of subseetion (e} and inserting in lieu there-
of “enins deseribed in seetions 402-{a}{2); 403{a){2}5
or 631 {b} or {e}; and gains on transfers deseribed in
seetion 123577 and by striking out “proeeceds from suech
sale or exehange;” in sueh paragraph and inserting in

Len thereof “amount payable;= ‘

) by ror WarspEsd Tas—Seetion 1461
{relating to return and payment of swithheld tax) is amended
to read as follows:
£SEGC: 1461 EIABHLITY FOR WITHHELD TAX:

“Every person required to deduet and withhold any tax
under this ehapter is hereby made liable for such tax and is
hereby indenmified ageinst the elaims and demands of any
person for the amount of any payments made in necordanee
with the provisions of this ehapter™
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{1 Deetararion oF LsrprArep Income TAX BY
Ixprapuans—Seetion 6015 {relating to deelaration of esti-
mated ineome tax by individuals}) is emended—

{1} by steiking eut that portion of subseetion {a)
whieh precedes paragraph (1) end inserting in lem
“Aoy ReqomeMEN: oF DrerARaTioN—Ezeept as

make o deelaration of his estimated tax for the taxable year
TR

{2} by redesignating subseetion {i as sabseetion
£} and

43} by inserting after subseetion (b} the folow-
“fi) NoxnesipEnt ALIEN INDPIpoALs—Ne dee-

laration shall be required to be made under this seetion by 8

3} withhelding under ehapter 24 is made apph-
eable to the wages; as defined in seetion 340%{a); of
sueh individual
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42} sueh individand has mcome {other than com-
pensation for persenal serviees subjeet to deduetion and
vithhelding under seetion 1441} which is effectivels
eonneeted with the eonduet of & trade or business swithin
- the Hnited Btates; or
43} sueh individual is a resident of Puerto Rico
during the entire taxable year2
eRBEE REALeY—The sceond sentenee of paraoraph {3)
of seetion 1250{d} {reluting to certain tax{ree transactions)
is amended to read as follows: “Fhis paragraph shell not
apply to—

“AA} o dispesition to an ersanization {other
than & eooperative deseribed in seetion 521) which
is exempt from the tax impesed by this chapter; ox

“{B) a transfer of property by & nonvesident
alien individual; a foreign estate or trust; of & for-
eign pertnership; to a domestie eorporation in ex-
change for steek or seemrities in such corporation
in & transaetion to which seetion 351 apphies™

k) Conrrerion or Ixecomr JFax ax Setrer o
Waers—Suabseetion {a) of seetion 3401 {relating to defini-
tton of wages for purpeses of eollection of ineome tax at
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35
souree) is amended by striling oub paragraphs {6) and {7}
and inserting in Len thereof the following:

{6} for sueh serviees; performed by & nenresident
alien individual; as mey be designated by regulations
preseribed by the Seeretary or his delegate; or’-

) Derpapion op ForeieN YsFATeE or TRUsT—

7 Seetton THOHaH31): {defining foreign estate or trust) is

10
11
12
13
14
15

States” and inserting in hen thereof < from sourees witheut
the Tnited States which is not effeetively eonneeted with
the eonduet of o trade or business within the United States;’
{m) Coxporving AMENDMENE—The first sentenee
of seetion 932(a) {relating to eitizens of possessions of the
United States) is amended to read as follows: “Any in-
diviqusd who is & eitizen of any possession of the United
States {hut not ethersise o eitizen of the United States)
anrd ¥ho is not a resident of the Hnited States shell be sub-
jeet to texation wider this subtitle in the same manner and
subject to the same eonditions as in the ease of & nonresident
alien individund:2
{1} The amendments made by this seetion {other
then the amendments made by subseetions (h) and
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tle})- shell apply wwith respeet to taxable years begin-

ning after Deeember 314 1966: '

{2} The amendments made by subseetion {1} shall

apple with respeet to payments ocenrring after Deeem-

{3} Fhe amendments made by subsection (k) shall

apply with respeet to remuneration paid after Deeember
SEEC: 4 FOREIGN CORPORATIONS:

{a) Fax ox Ixcormr Nox Coxxpersn Wirn Uxirep
Seares Bespwsy-—Seetion $81{relating to tax on foreign
eorporations not engaged in business in the United States
is amended to read as follows:

“SEC: 881 INCOME OF IFOREIGN CORPORATIONS NOT GON-
NECTED WITH UNITED STATES BUSINESS:

o} Drrosiriox oF Tax—There is hereby impesed
for each taxable year o tax of 30 pereent of the amount
reeeived from seurees within the United States by & foreign
eorporation as—

<1} interest; dividends; rents; salaries; wages; pre-
minms; epnuities; eompensations; remunerations; emolt-
nrents; and other fixed or determinable annual or per-
edienl gains; profits; and ineome;
“{2} eains deseribed in seetion 631 {b) or {6} and
“{3) emounts which under seetion 341; er under
1640 K
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seetion 1232 {in the ease of bonds or ether evidenees of
indebtedness issued after September 28; 1965); are
treated as gains from the sele or exehange of property
svhieh is net & eapital asset;

but only to the extent the amount so reeeived is net effee-
tively eonneeted with the eonduet of & trade or business
within the United States:

“{b) Povsrrve oF Fax—

“For doubling of tax on eorporations of eertain for
eign eountries; see seetion 8912

by Fax ox Irecon Coxxzerep Werr rep

Szarps Boshmss—

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

“SEC. 882. INCOME OF FOREIGN CORPORATIONS CON-

NECTED WITH UNITED STATES BUSINESS:
Loy Normat TAX AND SERFAX—

“{1) DapostrioN oF FAX—HA foreign eerporation
engaged in trade or business within the United States
during the taxeble year shall be taxeble as provided in
seetion 11 or 1201{a} on its taxable ineome whieh is
effectively eonnceted with the conduet of o trade or busi-
ness within the United States:

determining texable ineome for purpeses of paragraph
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{1} gross ineome ineludes only gross neome whieh is
effectively eonneeted with the eenduet of & trade o
“{b) Gross Ivcomu—In the ease of o foreign eorpora-

41} sross income which is derived from sourees
within the United States and whick is net effeetively
eonneeted with the eonduet of a trade or business with-
in the Dnited States; and

“(2) gress ineome which is effeetively eonneeted
with the eonduet of o trade or business within the
“e) ALEOWANCE OF DEDUCTIONS AND CREPIFS—

“AA) GENERAL RUEE—In the ease of & for-
eign eorporation; the deduetions shall be allowed
only for purpeses of subseetion {a) and {exeept as
provided by subparagraph {B)}) enly if and to the
extent thet they are eonneeted wwith ineeme whieh

i effeetively eonneeted with the eenduet of a trade

or business within the Hnited States; and the proper

apportionment and alloeation of the deduetions for
this purpese shell be determined rs previded in
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vegulations presertbed by the Seerelary or his
delegate-

LBy CHARITABES €ONFRIBUTIONS—The de-
duetion for eharitable eontributions and gifts pre-
vided by section 170 shall be allosved svhether or
not eonneeted with ineome whieh is effeetively eon-
neeted with the eonduet of & trade or business
swithin the United States:

“{2) DeprerioNs AND CREDITS ALLOWED ONLY
the benefit of the deduetions and eredits allowed to i
in this sabtitle enly by filing or eausing to be filed with
the Seeretary or his delegate n true and seeurate return;
in the manner presexibed in subtitle 5 ineluding therein
all the nformation swhich the Seeretars: or his delegate
may deem neeessary for the ealewlation of sweh dedue-
tions and eredits:  This paragraph shall net 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 gasoline and labrieating oil:
b seetion 905; foreien corporations shall not be allowed
the exedit aoninst the tax for tes of foreien countries

1643



pmd

© 00 =1 O,

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

40
and possessions of the United States allowed by seetion
96+
“{4) Cross REFERENCE—
“For rule that ecertain foreign fares are net to be
taken into aceount in determining deduetion or eredit;
see seetion 906(b)(1)-
“{d) Breerion To Trear Rear Prorerey INcoMs
NESS—
) I eB¥ERAR—A foreign eorporation which
during the taxable year derives any inecome—
A} from real property loeated in the United
Stetes; or from any interest in such real property;
inelading (i) gains from the sale or exchange of
real property or an interest therein; (i) vents er
royalties from mines; wells; or other natural de-
ot {e}; and
“{B) whieh; but for this subseetion; would net
be treated as ineome effectively eonneeted with the
eonduet of & trade or business within the United
States;
mey eleet for sueh taxable year to treat all sueh ineome
83 ineome which is effectively conneceted with the eon-
duet of o trade or business within the United States: In
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suelr ease; sueh ineome shall be taxable as provided
subseetion -{fa){1) swhether or net such 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 shall reranin in effeet for all
sabsesuent taxable years; except that i may be revoked
with the consent of the Seeretary or his delegate with
respeet to any taxable year

{2} BrEeFIoN AFTER RBVOCATION; ETe—Para-
graphs {2} and {3} of seetion 871{d} shell apply in
respeet of eleetions under this subseetion in the same
menner and to the same extent as they apply in respeet
of eleetions under seetion 87H{d}=
e} Rezenys or Pax ¥ Aer¥e—H any foreign

eorporation has ne effice or place of business in the United
Stetes but has an agent in the United States; the return
required under seetion 6012 shell be made by the agent:”

{2-{A) Subseetion {e} of seetion 11 {relating to
exeeptions frem tax on eorperations) is amended by in-
serting “or” at the end of paragraph 2); by striking
& period in Heu thereof; and by striking out paragraph
{4~
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{B) Seetion 11 {relating to tax on corporations) i8
gmended by adding at the end theveof the following
new subseetion:

“{f) ForpraN CORPORATIONS—In the ease of & foreign
eorporation; the tax impesed by subseetion {a) shall apply
only as provided by seetion 8822

43} The table of scetions for subpart B of part I
of subchapter N of ehapter 1 is amended by striking out
the items relating to seetions 881 and 882 and inserting

“See. 891 Ineomo of foveipn eorporntions not eonnected
wvith United Stetes business:

4See: 882 Ineome of forsign corporations vennceted with
United States business.?

+{e} Wirpnorprve oF Tax ox IorEieN CORPOR:
FroNs—Section 1442 {relating to wwithhelding of tax om
forcien eerporations) is amended to read &s fellows:

“SEC. 1442 WITHHOLDING O TAX ON FOREIGN GCORPO-
RATIONS.

“{a) GeNERAE RurE—In the ease of foreign eorpora-
tions subjeet to taxation under this subtitle; there shell be
dedueted and withheld at the souree in the same menner and
on the same items of ineome as is provided in seetion 1441
or seetion 1451 & tax equal to 30 pereent thereof; exeept
that; in the ease of interest deseribed in seetion 1451 {relat-
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ing to texfree eovenant bonds)s the deduetion and Iwith-
holding shall be at the rate speeified therein= Jlor purpeses
{1} to seetion 87{b}-{1) shall be treated as referring to
seetion 842 or section 882-{a}; as the ease may be:

“Lb) Expyprros—-subjeet to sueh terms and eondi-
tions &3 may be provided by regulations preserthed by the
Seeretary or his delegate; sabseetion {a) shell net apply in
the ease of a foreign eorporation engaged in frade or bustness
within the United States H the Seeretary or his delepnte de-
termines that the requirements of subseetion {23 fmpeses an
undue administrative burden and that the collection of the
tax impoesed by seetien 883 on sueh eerperation will net be
jeopardized by the exemption?

+d)} Drvmpexps Rueprvnp Froar Crresa sy Forppas
COoRPORAIFONS—Dubseetion {a) of section 245 Lrvhtinge to
the allowanec of & deduction in resypeet of dividends reeeived
frem & forcign eerperatien) is emended—

1) by striking ent “and has derived 50 perecnt
er more of its gress inecome frem seurees within the
Eaited States;” in thet portion of subseetion {a) whiek
precedes paragrnph 1) and by inserting i liew thereo!

‘ . .
“end if 5O pereent or meore of the gross ineciue of such
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eorporation from all seurces for sueh period is effeetively
eonneeted with the eonduet of a trade or business within
the Enited States;
{2} by strikirg out “from seurees within the United
States” in paragtaph {1} and inserting in leu thereof
Swhieh is eflectively eonnected with the conduet of o
trade or busipess awvithin the United States’: .
3} by streiking out “from seurees within the United
States” in paragraph {2} and inserting in lew thereof
% which is effeetively conneeted with the eonduet of 8
trade or business within the United States;”; and
{4) by adding after paragraph (2} the following
neww sentenee:
“Tor purposes of this sabsection; the gress income of the
foreign eorperation for amy peried before the firsh taxable
vear beginning after Deeember 345 1966; svhich is effee-
tively eonneeted with the eonduet of a trade or business
within the United States is an amonnt equal to the gross
ineome for sueh period from sourees within the United
States
+{e} Uxreeasrp Busesess Taxasrs Ixcoys—The
last sentenee of seetion 512{a) {relating to definition) is
emended to read as follews: “In the ease of an organiza-
tion deseribed in seetion 511 whieh is & foreign erganize-
tion; the unrelated business taxable income shall be its un-
1648
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with the eonduet of & trade or business within the United
States”
lating to eorperations net subjeet to the persenal holding
eompany tax) is amended to read as follows:
A7) o foreign eorperation; i all of its steek out-
stending during the last half of the taxable year is owned
dircetly through foreign estates; forcign brusts; forcign
{1} Seetion 842 {relating to computation of gress
ineomer} is amended to rend as follows:
“SEGC: 842 FOREIGN CORPORATIONS CARRYING ON INSUR-
ANCE BUSINESS:
“Xf o foreign eorporation earrying on an insurapee busi
I o HT of this subehapter for the taxable year # {without
regard to ineome not effectively eonnceted with the eonduet
of any trade or business within the United States) it were
& demestie corperation; sueh eorporation shall be taxable

71-297 O-67-pt. 2—32 1649
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under sueh paxt on its income effeetively conneeted with its
eonduct of any trade or business within the United States:
With respeet to the remainder of its ineome; wwhieh is from
sourees within the United States; sueh o foreign eorpora-
tion shall be taxable as provided in seetion 8842

- L of ehapter 1 is amended by striking out the item re-

lating to seetion 842 and inserting in lien thereof the

ness

- {3} Seetion 819 {relating to foreign life insuranee
eompanies) is amended—

{A) by striking out subseetions {a) and {d)
and Ly redesignating subseetions {-1»)— and {e) as
sibseetions {a) and -(b)5 |

B) by striking eut “In the ense of any eom-
pany deseribed in subsection {a)52 in subsection
)41 4o redesignated by subpamgrph ()}
and inserting in Hew thereof “In the ease of any
foreign eorporation taxable under this park

{6} by striking ont “subseetion {e}2 in the
last sentence of subseetion {a)-{2) {as redesignated

1650
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B} by wddine at the end of subseetion {8)
+fuy redesienated by subpareeraph Ay the fol
lowwing ness paragraphs-
ease of any foreien ecrporation taxable under this part;
there shall he determined— |
A} the amount which would be subjeet to
tax under seetion 881 i the amount taxable under
sueh seetion wwere determined svithout regard to see
B} the amount of the reduetion provided
The tax wnder section 881 {determined without regard
to this paragraph) shell be redueed (but net below
zero) by an smmount svhieh is the same propertion of

such tax as the amount referred to in subparagraph (B}

5 of the mmownt referred to in sabparagraph s but

sueh reduction in tax shall nob exceed the inerease in

tax under this part by reason of the reduetion provided
{us redesignated by subparagraph -{A}} and insert
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ing in heu thereof “svith respeet to & foreign

I by striking eut “foreign life insuranee
eompany~ ench place i appears in sueh subsoction
+{b} and inserting in lew thereof “foreign eorpera-
Hon’

{6y by striking ous “subsection (b-2)¥)>
each place it appears in sueh subseetion (b} end
inserting in liew thereof “subseetion {a){2)(A)
in peragraph {IHHHB)(i} of such subseetion (b}
B} and

) by adding at the end thereof the following

e} Cross RerereNer—

“For taxation of foreign eorperations earrying em
seetion 8422
{4) Seetion 821 {relating to tax on mutual insur-

anee eompantes to which part I applies) is amended—

{4} by suiking out sabscetion {c} and by
redesignating subseetions - and {2} as sub-

{B} by adding abt the end of subseetion {f)
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fos vedesignited by subparagraph {A)) the fok
£63) For taxation of foreign eorpeorations earrying on
tion 8422
{5} Section 822 {relating to determination of tax-
ahle investmient ineeme} iy amnended by siriking out
subsection {e} and by redesigneting swbseetion (£ as
stibseetion {e)=
{6} Seetion 831 {relating to tax on eertain other
insuranee companies) is amended—
A} by striking out subseetion (b} and by re-
designating subseetion e} as subseetion {b); and
+{B) by amending subseetion {d} to read as
followes:
“(1) For alternative tax in ease of eapital gains; see
seetion 3201(a):
“(2) For taxation of foreign ecrporations earrying on
tien 8422
) Beetion 832 {relating to imsurance eompany
taxeble ineome) is amended by striking out subseetion
+{d) and by redesignating subseetion {e} as subsection
)=
{8} Fhe second sentence of seetion 841 {relating

1653
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to eredit for foreign taxes} is amended by striking ont

“sentenee;” and inserting in Hea thereof “sentenee {and

for purpeses of applying seetion 906 with respees to &

+thy SeBPARe E IxcorE—=Seetion 9562{b) {relating
to exelusion of United States ineome) is amnended to read as
the ease of & controlled foreicn corperation; subpert F in-
with the eondaet by sueh eorporation of & trade or business
sithin the United States unless sueh item is exempt from
taxation {or is subjeet to a reduced rate of tex) pursuant
to & treaty obligation of the United States?

4 Gaax Froy CERTAIN SahBs 0B BXcHANGES oF

{4} of seetion 1248{d} {relating to exelusions from earn-

ings and profits) is amended to read as follows:
eludible in gross inconte of the foreign eorporation nnder
this ehant .
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LA} for any taxable year beginning before
- January 35 196% as ineome derived from sewrces
wwithin the United States of » foreign eorpersation
engaged in trade or business within the United
States; eor
LB} for any taxable year beginnine after
December 314 1966; as income effeetively eon-
neeted with the eonduet by sueh eorporation of a
trade or business within the Fnited States:

This paragraph shall net apply with respect to any

item whieh is exempt from taxation {or is subject to

& reduced rate of tax) pursuant to a treaty oblivation

of the Hnited Sta%es—’i

4} Dreraramrox or Bsrpmveep Iveods: Tax px
Conponarions—FSeation 6016 {relnting to dechntions of
estimated ineome tax by eorporations). is amended by redes-
ignating subseetion (f)- as sabsection {g) and by mwerting
after subseetion {e} the followine new subsecton:

U Cpresry Forrex Corboraizoxs—Ilor pue-
péses of this section and seetion 66555 in the ease of n foreton
eeféeﬁékﬁ}sa%ﬁ%%te%a&&ﬁea-&ade#seeﬁeﬂ-}}fﬂ:+29}{ﬂ%7
or under subchnpter To of chapter & the fox Huposed by
seetion 881 shall be treated as a tax nposed by seeton H=—
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1) Section 884 iy amended to read as follows:
“SEC. 884 CROSS REFERENCES.

£01) For speeial provisions relating to unrelated bus-
iness income of foreign edueational; eharitable; and eer-

“¢2) For special previsions relating to foreign eorpe-

“(3) For rules applicable in determining whether any
foreign corporation is engaged in trade er business
within the United States; see seetion 864(b):

“(4) For reinstatement of pre-1867 ineome tax previ-
sions in the ease of eorpcrations of eertain foreign

“(5) For allowanee of eredit against the tax in ease
of a foreizn corporation having ineome effectively eon-
nected with the eonduet of a trade or business within
the United States; see seetion 906:

£(6) For withholding at seurce of tax on income of
foreign eorporations; see seetion 14422

{2} Seetion 953-{h}{3)HF) is amended by strik

“832{e}-b)=

{3} Seetion 1249<{a) is amended by striking out

“Txeept ns provided in subsection {e)s gain® and -

sexting in Heu thereof “Gain'-

4 Errperrves Darps—The amendments made by
this seetion {other then sebsection {i}) shall apply with
respeet to taxable years beginning after Deeember 34; 1966
The smendnent made by subsection (i} shall apply with
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respeet to sales or exehanges vecwrring after Deeember 315
1966-
SEG: 5: SPECIAL TAX PROVISIONS.

o) IncorE AFFECTED BY TRBATY-—Seetion 804 {re-
lating to ineomne exempt under treaties) is amended to read
as folows:

“Ha) Invcomp Ixpyre Exper TrEAEY-—Ineome of
any kind; to the extent requived by any treaty oblication of
the Enited States; shall not be ineluded in gross income and
shall be exempt from taxation under this subtitle:
Seapps—For purposes of apphiing niy exemption froms or
reduetion of; any tax provided by any treaty to which the
Hanited States is a partv with respeet to ineome whiech is not
effeetively eonneceted with the conduet of & trade or business
within the United States; & nenresident alien indixidual or &
foreign eorporation shall be deemed net te have & permanent
establishment i the Hnited States at any time during the
taxable year: This subseetion shall not apply in respeet of
the tax computed under section 87T}

) APPHICAFION OF llm—}i}(# Ixeoxmr Tax Provi-
stoNs—Subpart € of part 1T of subelmpter N of chapter 1
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{relating to miseellaneous provisions applieable to nenresi-
dent eliens and foreign eorporations}) is amended by adding
“SEC. 896. APPLICATION OF PRE1967 INGOME TAX PRO-
VISIONS:

“{a) buposiriox oF More Berpr¥sous TAXES BY
443} under the laws of any foreign country; eon-
sidering the tax system of such foreion eountry; eitizens
of the Inited States not residents of sueh foreign coun-
ey or domestie eorporations are being subjeeted to more
burdensome taxes; on any iem of income reeeived by
forcign conntry; than taxes impesed by the provisions of
this subtitle on similar income derived from sourees
within the Lnited States by residents or corporations of

sueh foreign eonnirsy;
Enited States to do so; has not acted to revise or reduee
seh taxes so that they are ne mere hurdensome then
taxes imposed by the provisions of this subtitle on similar
income derived from sourees within the United States by
~ “A3} it is in the publie interest to apply pre196¥
tax provisions in aecordanee with the previsions of this
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seetion to residents er eerporations of sueh forcigm

eountry; :
ﬂ}ePreﬁdea%shapree}mm%hM{;heta*eﬁs&ehmmﬂmm—
eome derived from seurees within the United States by resi-
dents or eorporations of such foreign eountry shall; for tax-
able years beginning after suel proclamation; be determined
under this subtitle without regard to smendments made to
this subehapter and ehapter 3 on or after the date of ennet-

by AmpEvRagon or Mork Burpensoms Taxes—
Whenever the President finds that the laws of eny foreion
eountry with respeet to swhieh the President has made & proe-
lamation under subseetion {a) have been modified so that

~eitizens of the United States neb residents of sueh foreien

eountry or demestie eorporations are no longer subjeet to
more burdenseme taxes on such item of ineome derived by
eome derived from senrees within the United States by
any taxable year beginning after sueh proelamation; be de-
&)~
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this seetion unless; ab least 30 days prier to sueh proele-
mation, he has notified the Senate and the House of Repre-
centatives of his intention to isste such proclamation: |
“{d) IMPERMENTATION BY REGUIATIONS—The See-
retery or his delegate shall preseribe sueh regulations as he
deems neeessary or appropriate to implement this seetions
for subpars € of part II of subehapier N of chapber 1 is

stnended—
1) by striking out the item relating to seetion 894

{2} by: adding ab the end of such table the following:

USieo: $06: Appliention of pre-1967 ineome tax provisions2

&) Ereperrvs Pare—Fhe amendments made by this

seetion {other than subsection (e}) shall apply with respeet

Crrzene Wio ARz Stssrer 7o foruiey COMMUNITY
Properey Laows—

{1} Part HT of subehapter N of chapter 1 {relat-

g to meome from seurees swithont the Hnited States)
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is emended by adding at the end thereof the following

“Subpart H—Ineome of Certain Nonresident United States

Citizens Subjeet to Foreign Community Property Laws
“See 981 Eleetions s to treatment of ineome subjeet to
“SEGC, 981 ELECTION AS O TREATMENT OF INCOME SUB-
JECT TO EOREIGN COMMUNITY PROPERTY
EAWS,

o) GENERAE RutE—In the ease of any taxable vear
L1 en individual is {A) & eitizen of the Dnited
States; {B} & bona fide resident of a foreign eountry
or conntries during the entire taxable year; and {9
married at the elose of the taxable xear to & spouse whe is
n nonresident alien during the entire taxable vear; and
42} sueh wmdividunl and his spouse eleet to haxe
subsection (b} apply to their ecrnmunity meome nnder

£efe1g=n eommunity property lases;
then suabseetion (b} shall apply to sueh income of sueh indi-
widual and sach spouse for the tnxable 'ye&? and for all sub-
sequent taxable years for which the requirements of para-
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2  eonsents to & termination of the eleetion:

3

4 taxable year to which an eleetion made under subseetion {a}
5 eapples; the community inecome under foreign eommunity
6 property lasvs of the hushand and wife meking the eleetion
7 shedl be treated as followws:

8
9

10 .

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

) Barned meome {within the meaning of the
first sentence of seetion b} ); other than trade or
business income and n partnerls distributive share of
partnership ineente; shall be treated us the ineome of the
spotse whe rendered the personal serviees:

“{2} Trade or busmess ineome; and & partnerls
distethatize share of purtnership income; shall be treated
as previded in section —1495—3—(‘\-)—&')-)-

“{3) Community ineome not deseribed in para-
graph - er {2} which is derived from the separate
property {as deternined under the applieable foreign
eommutnity property lnw} of one spouse shall be treated
as the ineome of sueh spotse:

H4) Al other such eonnmnnity ineome shall be
treated as provided in the applieable foreign eommunity
property law-
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) Ermerron—IH en individual meets the re-
quirernents of subseetion {a){1} {A) and {6} for any
taxable year beginning before January 1; 1967; and if
saeh individual and the spouse referred to in subseetion
oHHE) elect tnder this subscetion; then pasngraph
{2)- of this subseetion shall apply: to their community in-
come tnder foreign eommunity property laws for afl
open Hﬁagﬂe years beghming before January 1; 1967
{whether under this ehapter; the eorrespending provi-
stons of the Internal Revenune Code of 1939; or the eor
responding provisiens of prier revenue laws): for which
the requirements of subseetion {a){1)} {A) and {C)
are met:
wear to which nn election made under this suhseetion
apphies; the eommmnity income under foreien communiby
property laws of the hushand and wife making the
eleetion shall be treated as provided by subseetion {(b);
exeept that the other community income deseribed in
paregraph {4} of subseetion (b} shall be treated as the
ineome of the speuse who; for such taxable year; had

gross ineome under paregraphs (1) {2); and {3} of
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subseetion {b); plus separate gross ineome; greater then
that of the ether spouse:
“d)y T ror MaiaNe Enperiods; PEriop oF

4 IDROFPATIONS: BF6—

-3 D (]

o'}

16

17

18
19
20
21

23

24

“(1) PraE—An eleetion under subseetion {a) or
{e) for & taxable year mey be made ab any time while
saeh year is still open; and shall be mede in sueh man-
ner as the Seeretary or his delegate shall by regulations

42} BXPENSION OF PERIOD FOR ASSESSING BE-

year to which an election under subseetion {#) or {e)
applies is epen & the Hme sueh eleetion is made; the
for filing elaim for eredit or refund of any everpayment
bﬁ%%ﬁd%&wﬁehm&h%ﬁ%%mm
extent sach defieieney or overpayraent is attributable to
saeh an election; shall net expire hefore 1 year alter
the date of sueh eleetions
%MSPGHSENEEBM&G}N}NSE-BSEG—
PION (@) BLEETION IN CERPAIN casBs—If the Seere-
tary or his delegate determines—
“LA) thet an eleetion under subseetion e}
svould not affeet the Hability for Federal ineome
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tax of the spouse referred to i subseetion {nj-{3)-
+{69- for any taxable year; or
LBY that the effeet on sueh liability for tax

eannot be aseertained and thet to deny the eleetion

to the eitizen of the Em’eed States wourld be nequita-

ble and eause undue hardship;
siel sponse shall not be required to join in sneh eleetion;
and paragraph {2) of this subseetion shell not apply
with respeet to sueh spotses

{4} Ixeenruse—TFo the extent that any overpay-
ment or deficieney for o taxable vear is attributable to
an election made under this seetion; no interest shall be
allowed or paid for any period before the day whieh is +
year after the date of sach eleetions

poses of this seetion—

“(1} Depverions—Deduetions shall be treated in
a manner eonsistent with the manner provided by this
seetion for the ineome to which they relate:

€49} Oppy yuanrs—A taxable year of o eitizen
of the United States and his spouse shall be treated as
‘opert if the period for assessing a defieieney against
sueh eitizen for such year has net expired before the

71-297 O-67-pt. 2—33 1665
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dete of the eleetion under subseetion {a) or {e}s as the
ease may be:
ﬁ-(—%-)—ELEéH@NSHGﬁSEGFBEGEBEN—TS.——H&
hushand or wife is deeeased his eleetion under this see-
tion may be made by his exeeutor; administrater; o
sEAR—In applying subseetion 4a)(H-{C); and in de-
termining under subseetion -{e}{2) svhieh speuse has
the greater ineome for & taxable year; H & husband or
wife dies the taxable year of the surviving spouse shall
be trented as ending on the date of sweh death”
{9} The table of subparts for sueh pars III i
smended by adding at the end thereof the followine:
Subpart I Income of cortnin nomresident United States
eitizens subjeet to foreign eommunity prop-
erty lows2
from sources without the United States) is amended—
{B) by adding at the end thereof the following:

“(2) For elections as to treatment of income subjeet
to foreizn ecommunity preperty laws; see seetion 9812
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SEC. 6. FOREIGN TAX CREDIT.
4o} AFBowanes or CREDIT £0 CEREAIN NONRESE

1) Subpart A of part HI of subehapter N of ehap-
ter 1 {relating to foreign tax eredit) is mmended by
“Ho} ALLOWANGE OF CREDIF—A nonvesident salien

individual or a foreign eorporation engaged in trade or
business wwithin the United States during the taxable year
shall be allowed a eredit under scetion 901 for the amount

- of any ineome; war profits; and exeess profits taxes paid or

acerned during the taxeble year {or deemed; under seetion

902; paid or acerted during the taxable year) to any foreign

eountry or pessession of the United States wwith respeet to
ineome effeetively eonneeted with the eonduet of a trade or

- “b) Seeeran Reprs—
of any iax paid or acerned to any foreign couniry or

1667



R

L

7

21
22
23

24

64
emount of tax to the extent the tax so paid er aeerted is
imposed with respeet to imeemne whieh would net he
taxed by sueh foreign eountry or pessession but for the
foet that—

“{A) in the esse of & nonresident alien ndi-
vidual; such individual is & eitizen or resident of
sueh foreign country or possession; er

“{BY in the ease of & foreign corporation; such
eei—pea—&ﬂeﬁ wes erented or organized under the
domieiled for tax purpeses in sueh ecountry er
possession:

ing seetion 904 the taxpayer’s taxable ineome shall he
treated as eonsisting only of the taxable ineome effee-
tively conneeted with the taxpayer’s eonduet of a trade
or business within the United States:

(3} The eredit allowed pursuant to subseetion o)
shall not be allosved neninst any tax imposed by seetion
utd ot conneetod with United States business) or 881
{relating to imeome of foreign eerperations not een-
neeted with Hnited States business)-

“{4) For purposes of seetions 902{a) and 78; &
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foreign eorporation choosing the benefits of this sub-
part which receives dividends shell, with respecs bo
such dividends; be treated as & domestie eorporation
{2} The table of seetions for sueh sabpart A is
amended by adding at the end thereof the following:

pel‘l&%‘l(’li-an”

{3} Secetion 874{fe) is mmended by striking out

resident™ and inserting in Hew thereof the folowing:

seetion 906; & nonresident

{4} Subseetion (b} of seetion 901 {relating to
pmount allowed) is amended by redesignating para-
graph {4} as peregraph {5); and by inserting after
BIGN €oRPORATIONS:— 1 the ease of any nonresident
ease of any foreign eorperation; the amount determined
f&ﬁmﬂﬂ%%ﬂs&%%3199€§ﬂﬂdz:

{5) Paragroph {5} {es redesignated). of section
901{b} is amended by striking eut “or {352 and in-
serting in Heu thereof “{3); or {45~
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{6} The sznendments made by this subseetion shall
apply with respect to taxable years beginning after
Internel Revenue Code of 1954 with respeet to seetion
906 of sueh Code; no amount mey be earried from or to
any taxablo year beginning before Janusry 1; 1967 snd
no saeh yesar shall be taken into seeount:
b} ArzEx RESIDENTS OF THE UMEED STATES OR

Pyrrro Rico—

£} Pamgroph (3} of section DOL{b frelating
to amount of foreign tax eredit allowed in ease of alien
resident of the Hnited States or Puerto Rico} is emended
alien resident is & eitizen or subjeet; in imposing sweh
taxes; allows o similar eredit to eitizens of the United

- States residing in sueh eountry’s

- {2} Seetion 901 is antended by redesionating sub-
seetions (e} and {d} as subseetions {d} and {e); and

1) & foreicn eountry; i hmpoesing income; war
profits; and exeess profits taxes; does net allow to
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1 eitizens of the United States residing in sueh foreign
eountry @ eredib for any sueh taxes paid or aeerued to
the United States or any foreign eountry; as the ease

[ )

)

4 mey be; simlar to the eredit allowed under sibseetion
5 -3

7 United States to do se; has not aeted to provide sueh &
8 similar eredit to eitizens of the United States residing
9 in sueh foreign eountry; and

10 “{3} it is in the publie interest to allow the eredit

1 under subseetion {b)}{3) to eitizens or subjeets of sueh
12 foreion countey only i it allows such & similer eredit to
13 eitizens of the United States residing in sueh foreign
14 country;

15 the President shall proelaim that; for texeble years begin-
16 ning while the proclamation remains in effeet; the eredit
17 under sabseetion (b33} shall be allowed to eitizens or
19 in impesing ineome; war profits; and exeess profits taxes;
21 eountry sueh & shmilar eredit”

22 43} Seetion 20344 {relating to eredit for foreign
23 death taxes) is amended by striking ont the seeond sen-
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tenee of subseetion {o}; and by adding at the end of

ResipeNrs—Whenever the President Snds that—

&nee;}eg&e{yn,ersueeessieﬁt-aaees;déesﬁe&aﬂew%eeiﬁ—
try ab the time of death & eredit similar to the eredit
allowwed under subseetion {o)5

“{2} sueh foreign eountry; when requested by the
United States to do so; has not acted t6 provide such &
similor eredit in the ease of eitizens of the United States
resident in sueh foreign eountry at the time of death; and

{3} it is in the publie interest to allow the eredit

under subseetion {a) in the ease of eltizns or subjeets

of sueh foreign country only i it allows sueh a similar
eredit in the ease of eitizens of the United States resident

the President shell proelaim thet; in the ease of eitizens or
subjeets of sueh foreipn eountry dying while the proclamation
remains in effeet; the eredit under subseetion {o) shell be al-
lowed only H sueh foreign eountry allows sweh a similar
sueh foreign eountry ab the time of death:”
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{other than paragraph {3)) shall apply with respect
to taxzable years beginning after Deeember 31; 1966:
The amendment made by paragraph {3} shell epply
with respeet to estates of deeedents dying after the date
of the ennetment of this Aet:
{e)} Foreiex Tax CrEPIF AN CASE oF CEREAIN

{1} Seetion 904-{5){2) {relating to applieation of
Limitations on foreign tax eredit in ease of eeriain inter-
est ineome} is amended—

(A} by striking oub “or ab the end of sub-

paregreph {C)5

{B) by striking out the peried ab the end of
subparagraph (D) end inserbing in lew thereof

% er’; and

{C} by adding ab the end thereof the following
B} reeetved by an overseas operations fund-
ing subsidiary on oblizatiens of & related foreign

{9} Seetion 9044} is amended by adding at the
end thereof the following new paragraph-

“{5} DerpusioNs FOR PURPOSES OF PARA-
eraPE {H-H{¥)—Jer purpeses of peragreph (3}
By —
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©SLA) the term ‘overseas operntions funding
subsidiary’ means & domestie eorperation which (i)
is & member of an affiliated group {within the

meaning of seetion 1504) end is net the eommon

parent ecorperation; and (i) was formed and is

-availed of for the prineipal purpese of raising funds

outside the United States threungh publie offerings to
foreign persons and of using suneh funds to finanee

the operations in foreign eountries of one or mere

related foreion corporntions; and
LB} o foreign eorporatien is; with respeet to
an oversens operations funding subsidiaey; o related

foreign corperation i the affiliated group of which

stteh subsidiary is & member owns 5O percent or

"~ moere of the veting stoek of sneh foreign eorporation

cither direetly or throush ewnership of the voting
stoek of another foreign eorporation
{3} The amendments made by paragraphs {1} and

{2} shall apply to interest received after December 31
1965; in taxable years ending after such date:
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1 SEC. 7 AMENDMENT TO PRESERVE EXISTING LAW ON

2
3.

DEDUCTIONS UNDER SECTION 931

4 lating to deduetions) is amended to read as follews:

5
6
7
8
9

10

11
12

13

14
15
16
17

of persons entitled to the benefits of this seetion the
deduetions shall be allowed only i and to the extent
that they are connected with income from sonrees within

the United States; and the proper appertionment and

alloeation of the deduetions with respeet to sourees of
determined as provided in part I; under regulations

. preseribed by the Seeretery or his delegate:

be alowed schether or not they are conneeted with in-
eeﬁmsﬁ%ﬁﬂfﬁxﬂ%es*v#hh%%hé3@%&&%&%&&&&&
) The deduetion; for losses not eonneeted
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entered into for profit; allowed by seetion 165{e}
42); but enly if the profit; i sueh transaetion hed
resulted in & profit; would be tazable under this
subtitle:

(B} The deduetion; for losses of property net
eonneeted with the trade or buasiness i arising from
eertain easualties or theft; allowed by seetien 165
{e}H3}; but enly i the loss is of property within
the United States:

“{C) The deduetion for charitable eentribu-
tions and gifts allowed by seetion 170:

“{3) DepuerioN PISAFLOWED—

“Ror disallowanee of standard deduction; see seetien

b} Brrpemsve Dai—The nmendment mede by this
seetion shell apply with respeet to taxable years beghﬁﬁﬂg
after Deeember 8% 1966:

SEC: 8. BSTATES OF NONRESIDENTS NOT CITIZENS:

o) Raxe oF Fax—-Subseetion %ﬂ%—é# seetion 2101
H{relating to tax hﬂfﬁﬁg& in ease of estates of nenresidents
not eitizens) is amended to read as follows:

“Aa)RBarr oF Fax—Exeept as provided in seetion
2107 & tax computed in aecordanee with the following table
i8 he*9b¥‘hﬂfﬁﬁeé on the transier of the taxable estate; de-
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1 k&ﬂﬁﬂedaﬁfme¥%%aihi&aﬁkﬂ§2406;e%eva@tdea%hﬁ%ﬂen~
2 resident not & eitizen of the United States:

Not over $100000__ _____________ 8% of the taxable ectate:
Owep but net ever
000 .. £5:000; phis 109% of excess ever
Over 8500000 but neb  ever
000;000____________________ $45:000; phis 15% of execess over
06
Oxer $15000;000 bub - net over
$060;800___. o __ $320:000, plus 20% of exeess ever
Over $2,000,000________________ $320.000, plus 25% of exeess over

{h) CREBIES AcArNs® TAX—-Seetion 21@2 {relating
to eredits allowed against estate tax} is amended to read as

“Ua) Tx GENERAB—The tax imposed by seetion 2101
shall be eredited with the amounts deterrnined in necordanee
with seetions 2011 to 2013; inelusive {relating to State denth
10 texes; gift tax; and tax on prior transfers); subjeet to the
11 special limitation provided in subseetion {b):
12 “{b) SeEerAt Tnararron—The maximum  eredit
13 allowed under seetion 2011 against the tax impesed by see-
14 tier 2101 for State death taxes paid shell be an amount
15 wvhieh bears the same ratio to the eredit eomputed as pro-
16¢  wvided in seetion 2011{b} as the value of the property; as

(= I ]

© 0w 3

1677



[y
[==]

11
12
13
14
15
16
17
18
19
20

21

22

© 00 =N O O B W DN -

T4
determined for purpeses of this ehapter; upen whieh State
death taxes were paid and whieh is ineluded in the gross
estate under seetion 2103 bears to the value of the total gross
estate under seetion 2103. For purpeses of this subseetion;
the term ‘State death taxes’ means the taxes deseribed in
{e} Properey Wiprinx THE [N2ED STATES—See-
tion 2104 {relating to property within the United States} is
amended by adding ab the end thereof the following new
subseetions ' '
“le} Depp Opricamons—Ilor purpeses of this sub-
“{1) o United States persen; or
“(2) the United States; o State or any politienl
subdivision thereof; or the Distriet of Colunbia;
owned by & nonresident not & eitizen of the United States
subseetion shall not apply to & debt obligation of & domestie
eorporation i any interest on sueh obligation; were sueh in-
would be treated by reasen of seetion 861-{a}-{1H{B} as
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- {4} ProrerTY WHPHOBT PHE HMIEED SPAFES—Sub-
seetion (b} of seetion 2105 {relating to bank depesits} is

- amended to read as follows:

“{h) Deposirs % CERPA:N Torpra¥ Bravemsrs—
For purposes of this sabehapter; depesits with & foreign
braneh of & domestie corporation; if sueh braneh s engnged
in the eenmmmereinl hanking business; shall not be deemed

+{e} Derpuzion oF Taxabre Eseare.—Paregraph
43} of seetion 2106{a} {relating to deduetion of exemption

from gross estate} is amended to read as follows:
“{A) GENpRAL RUEE—An exemption of

UMEED SEATES—In the ease of & decedent who is
eonsidered to he a ‘ronresident net a citizen of the
United States’ under the provisiens of seetion 2209;
- the exemption shall be the greater of (i) $36,000;
or (it} that proportion of the exemption autherized
- by seetion 2052 which the value of that part of the
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death is situsted in the United States bears to the
{#) SeEeiar MerHOPS oF CoMporiNe TAx—Sub-
chapter B of chapter 11 {relating to estates of nonresidents
not eitizens) iy atnended by adding at the end thereof the
“Aa) Rage oF Tax—HA tax eomputed in neceordanee
swith the table eontained in seetion 2001 is hereby impesed
on the transfer of the taxable estate; determined as provided
in seetion 2106; of every deeedent nonresident not & eitizen
of the United States dying after the date of enactment of this
seetion; i after Mareh 8; 1965; and within the 10-year period
ending with the date of death such deeedent lost United
States eitizenship; anless steh loss did not have for one of s
prineipal purposes the avoidanee of taxes nunder this subtitle
or subtitle A
£(h) Gross Bsrarr—Ior purposes of the tax impesed
by subseetion {a)s the walue of the gross estate of every
deeedent to whom suhseation {a) apphes shall be determined
as provided in seetion 2103; exeept that—
1) # such decedent owned {within the meaning
of seetion 958{a}) at the time of his death 10 pereent
or more of the total combined voting power of ol
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elasses of stoek entitled to vete of & foreign eorporation;
and.
{2} i such deeedent owned fwithin the mean-
ing of seetion 958-{a)}; or is eonsidered to have owned
{by applying the ewnership rales of seetion 958{b}}5
ab the time of his death; more than 50 pereent of the
total eombined voting power of all elasses of steek en-
titled to vote of suek foreign eorporation;
then thet preportien of the fair market value of the stoek of
sueh foreign eorporation ewned {within the meaning of see-
téen%S—(&)—)—bys&ehdeeedeﬁtﬁt%he&meefh%sde&%
whiech the fair market value of any assets owned by sueh for
cign eorporation and situated in the United States; at the time
of his death; bears to the total fair market valae of all assets
owned by sueh foreign eorporation at the time of his death;
shell be ineluded in the gross estate of such deeedent: For
purposes of the preceding sentence; & decedent shall be
treated as owning stoek of a foreign eorporation at the time
of his death if; at the time of & transfer; by trust or otherwise;
within the meaning of seetions 2035 to 2038; inelusive; he
owaed sueh stoek:

ey Crepres—The tax mnposed by subseetion (o)
shell be eredited with the amounts determined in accordance

71-297 O-67-pt. 2—34 1681
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FAEN CAtsEs—Subseetion {a) shall not appls: to the trans-
fer of the estate of a decedent whose loss of United States
eitizenship resulted from the applieation of seetion 301{b);
350; or 355 of the Immigration and Nationality Aet; as

amended {8 TLS:6. 1401-(b}; 1482, or 1487).

“Afe} BurpExN oF Proor—H the Seeretary or his dele-
gate establishes that it is reasenable to believe that an indi-
vidual’s loss of United States eitizenship svould; but for this
seeﬁea;%sﬁém&sabs&&na&lfed&e%wﬂmﬂaeesm«te;m—
heritance; legaey; and sueeession texes in respeet of the
transfer of his estate; the burden of proving that sueh loss of

eitizenship did net have for one of its prineipal purpeses the

avoidanee of taxes wnder this subtitle or sabtitle A shall be

‘on the exeeuntor of sueh individunl’s estate:

“SEC. 2108: APPLICATION OF PRE-1967 ESTATE TAX PRO-

Eorpian CovneRy—Whenever the President finds that—

sidering the tax system of sueh foreign eountry; & more
burdensome tax is impoesed by sueh foreign eountry on
the transfer of estates of deeedents whe were eitizens of
the United States and not residents of sueh foreign

eountry than the tax imposed by this subehapter on the
1682
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m%fef’es&&ees.efdeeedeﬁeswhe were residents of
29} sueh foreign eountry; when requested by the
United States to do se; has net aeted to revise or reduee
s&eh&a*se%iﬁ’ismmefebafdéﬂsemeth&ﬂt—hem
impesed by this subehapter on the transfer of estates
of deeedents whe were residents of such foreign eountry;
48} it is in the publie interest to apply pre1967
tex provisions in neeordance with this seetion to the
transfer of estates of deeedents who were residents of
the President shall proclaim that the tax en the transfer of
the estate of every deeedent whe was & resident of such for-
cien eountry at the Hime of his death shell; in the ease of
deeedents dying after the date of such proclamation; be
ée%em&ed&ndefbhiswbehap%ef%&he&tmgafd%eameﬂd-
ments mede o seetons 2101 {relating to tax mpesed«)—
2102 {relating to eredits against tex)s 2106 {relating to
taxable estate); and 6018 {relating to estate tax returns)
on or after the date of ennetment of this section:
“-(-b-)—-A.—E—I:HIAT—IG%GF Morr Bunpexsoms Tax—
Whenever the President finds that the laws of any forcign
country with respeeb to wwhieh the President has made o proe-
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lamation under subseetion {a) have been modified so that
the tax on the transfer of estates of deeedents whe were
eitizens of the United States and not residents of sueh
tex imposed by this subehapter on the transfer of estates
ke shedl proelaim thet the tax on the transfer of the estate
of every deeedent swho was & resident of sueh foreign eoun
try ab the time of his death shell; in the esse of deeedents
dyine after the date of such proclamation; be determined
ander this subehapter without regard to subseetion {a)~

e} NomrFreaTion oF CONGRESS REQUIRED—No

proclamation shall be isswed by the President pursuent to
t—hissee%ieauﬂesé;&tle&s%%@dayspﬁertes&ehpfeel&m&—
retary or his delegate shall preseribe sueh regulations as mey
be necessary or appropriate o implement this seetion.
tien 6018-{a) {relating to estates of nonresidents meb eiti-
Heu thereof $30,000-
subehapter B of ehapter 11 {relating to estates of nonresi-
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dents not eitizens) is amended by adding at the end thereol

the following:

“See. 9107 Bxpatrintion to aveid twx

{i} Errpermvs Daze—The amendments made by this
seetion shell apply with respeet to estates of decedents dying
after the date of the enaetment of this Aet
SEG:&WONGI—F—TSG#NONRESIDENQSMGFH—ZEN&

{o) Taposiazzon or Fax—Subseetion {#) of seetion
2501 {relating to general rule for impesition of tax) is
amended to read as follows:

“1) Ge¥ERaE REEE—Ter the ealendar year

1955 and each ealendar year thereafter a tax; eomputed

as provided in scetion 2502; is hereby imposed on the

transfer of property by gift during sueh ealendar year by
any individual; resident or nonresident:
£{9) TRANSFERS OF INTANGIBEE PROPERTY—

Exeept as provided in paragraph {3)5 paragraph {1+

shall net apply to the transfer of intangible preperty by

& nonresident not & eitizen of the United States:

£(8) Exerrzrons—Paragraph {2) shall not
appls in the ease of & donor swho at any time after

Mareh 8 1965; and within the T0-vear period endinz
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1 - with the date of transfer lost United States eitizenship
2 unless— |
3 “LA). such dener’s loss of United States et
4 sonship resulted from the applieation of seetion
5 301{h}; 850; or 355 of the Immigration and Na-
6 Honality Aet; a5 smended {8 U.S.C. 1401{b);
7 1482; or 1487} or
8 B} such loss did net have for one of its prin-
9 eipal purpeses the avoidanee of taxes under this
10 sabtitle or subtitle A< ,
1 “H4) Berpen oF PROOF—H the Seeretary or bis
12 éeleg&tees@abﬁshest—h&ti&ismseﬁ&bletebe%eﬂms
13 an individual’s loss of United States eitizenship would;
14 but for paragraph (3); result in o substantial reduction
15 for the ealendar year in the taxes on the transfer of
property: by gifty the burden of proving that such Joss
1T of eitizenship did nob have for one of its principal pur-
18 peses the aveidanee of taxes under this subtitle or subtitle
19 A shell be on sueh individuak?
20 b} TRANSPERS 1% GENERaE—Subseetion (b} of see-
21 tien 2511 {relating to situs rule for steek in & eorporation)
22 is amended to read as follows:

23 %}IMMWRMW%&M
24 ehapter; in the ease of & nonresident not a eitizen of the

1686
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United States who is exeepted from the applieation of seetion
256+-{e-H2)—
{1} shaves of stoek issued by a demestie eerpora-
“{2) debt ebligations ef—
- LA} o United States persen; or
(B} the Uaited States; & State or any politieal
subdivision thereof; or the Distriet of Columbia;
shieh are owned by sueh nonresident shall be deemed to be
property situated within the United States”
'-(?e-)-‘EFFEc—THLEDz&a&E.—’Ehe-ameﬂémeﬁ%sm&deby%hés
seetion shell apply with respeet to the eslendar year 1967
No amendment made by this Aeb shall apply in any ease
where its application would be eontrary to any treaty oblica-

tion of the United States:  For purpeses of the preeceding

sentenee; the extension of & benefit provided by any amend-
ment made by this Aet shall not be deemed to be eontrary
to & treaty oblication of the United States: "
SECTION 1. TABLE OF bONTENTS,’ ETC.

(a) TABLE OF CONTENTS.— =~
See. 1. Table of contents, ete:

(a) Table of contents.
(b) Amendment of 195} Code.
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TITLE I—FOREIGN INVESTORS TAX ACT

102. Source of income.

(a) Interest.

(0) Dividends.

(¢) Personal services.

(d) Definitions.

(e) Effective dates.

103. Nonresident alien individuals.

(a) Tax on nonresident alien individuals.

() Gross income.

(¢) Deductions.

(d) Allowance of deductions and credits.

(e) Beneficiaries of estates and trusts.

(f) Ezpatriation to avoid tax.

(g) Partial exclusion of dividends.

(h)y Withholding of tax on nonresident aliens.

(?) Liability for withheld taz.

(7) Declaration of estimated income tax by individuals.

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

() Definitions of foreign estate or trust.

(m) Conforming amendment.

(n) Effective dates.

104. Foreign corporations.

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

() Tax on income connected with United Stutes dusiness.

(¢) Withholding of tax on foreign corporations.

(&) Dividends received from certain foreign corporations.

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

(f) Distributions of certuin foreign corporations.

(9) Unrelated business taxable income.

(k) Corporations subject to personal holding company tax.

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

(j) Subpart FF income.

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

' corporations. ’

(1) Declaration of estimated income taw by corporations.

(m) Technical amendments.

(n) Effective dates.

105. Special tax provisions.

(a) Income affected by treaty.

(0) Adjustment of tax 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—Continved

Sec. 106. Foreign tax credit.
(a) Allowance of credit to certain nonvesident aliens and foreign cor-
porations.
(d) Alien vesidents of the United States or Puerto Rico.
(e) Foreign tax 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.
(a) Rate of tax. '
(b) Credits against tax.
(¢) Property within the United States.
(d) Property without the United States.
(e) Definition of tazable estate.
(f) Special methods of computing tax.
(g) Estate tax returns.
(k) Clerical amendment.
(2) Effective date.
Sec. 109. Tax on gifts of nonresidents not citizens.
(a) Imposition of tax.
(b) Transfers in general.
(¢) Effective date.
Sec. 110. Treaty obligations.

TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE
CODE

Sec. 201. Application of Investment Credit to Property Used in Posses-
sions of the United States.
(a) Property used by domestic corporations, etc.
(b) Effective date.
Sec. 202. Deduction of medical expenses of individuals age 65 or over.
(a) Repeal of amendments made by social security amendments of
1965.
(b) Cost of medical insurance.
(¢) Effective date.
Sec. 203. Basis of property received on liguidation of subsidiary.
(@) Definition of purchase.
(b) Period of acquisition.
(¢) Distridbution of installment obligations.
(&) Effective dates.
Sec. 204. Transfers of stock and securitics to corporations controlled by
transferors.
(a) Transfers to investment companies.
(0) Efective date.
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TITLE I[—OTHER AMENDMENTS TO INTERNAL REVENUE

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

CODE—Continued

205. Minimwm amount treated as earned income for retirement plans
of certain self-employed individuals.

(@) Increase to $6,600.

(8) Effective date.

206. Removal of special limitations with respect to deductibility of
contributions to pension plans by self-employed individuals.

(a) Removal of special limitations.

(¢) Definition of earned income.

(d) Effective date.

207. Treatment of certain income of authors, inventors, etc., as
earned income for retirement plan purposes.

(@) Income from disposition of property created by taxpayer.

(8) Effective date.

208. Ewxclusion of certain rents from personal holding company in-
come.

(a) Rents from leases of certain tangible personal property.

(8) Technical amendments.

(¢) Effective date.

209. Percentage depletion rate for certain clay bearing alumina.

(a) 23 percent rate.

(b) Treatment processes.

(¢) Effective date. -

210. Percentage depletion vate for clam and oyster shells.

(@) 15 percent rate.

-(b) Efective date.
Sec.

211. Sintering and burning of shale, clay, and slate used as light-
welight aggregates. .

(@) Treatment processes.

(0) Effective date.

212. Straddles.

(a) Treatment as short-term capital gain.

(0) Effective date.

213. Tax treatment of per-unit retain allocations.

(@) Tax treatment of cooperatives.

(0) Tax treatment by patrons.

(¢) Definitions.

(d) Information reporting.

(e) Effective dates.

(f) Transition rule.

214. Excise tax rate on ambulances and hearses.

(@) Classification as automobiles.

(B) Effective date: ‘

215. Applicability of exclusion from interest equalization tax of cer-
tain loans to assure raw materials sources.

(a) Ewxception to exclusion.

(0) Technical amendments.

(¢) Effective date.
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TITLE II—OTHER AMENDMENTS TO INTERNAL REVENUE
CODE—Continued

Sec. 216. Exclusion from interest equalization taw for certasn acquisitions
by insurance companies.
(a) New companies and companies operating in former less developed
countries.
(0) Effective date. ,
Sec. 217. Ewxclusion 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—PRE'SIDEIVTIAL ELI"OTION CAMPAIGN FUND
ACT -

Sec. 301. Short title.
Sec. 303. Authority for designation of $1 of income tax payments to presi-
dential election campaign fund.
Sec. 303. Presidential election campaign fund.
(a) E'stablishment.
(0) Transfers to the fund.
(¢) Payments from fund.
(@) Transfers to general fund.
Sec. 304. Establishment of advisory board.
Sec. 305. Appropriations authorized.

TITLE IV—MISCELLANEOUS PROVISIONS

. Sec. 401. Treasury notes payable in foreign cuﬁency.

Sec. 402. Reports to clarify to national debt and tawx structure.
Sec. 403. Coverage of expenses of certain dmgs under supplementary
medical insurance benefits.
Sec. j04. Percentage depletion rate for clay and shale used in making
sewer pipe.
(a) Rate.
(b) Treatment processes.
(¢) Effective date.
Sec. 405. Preservation from reduction of certain widows’ benefits under
title I1 of the Social Security Act.

(b) AMENDMENT oF 1954 CoDE.—Except as otherwise
expressly provided, wherever in titles I, 11, and I11, 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 is to a section or other provision of the Internal

Revenue Code of 1954.
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TITLE I—FOREIGN INVESTORS
TAX ACT

1

2

3 SEC. 101. SHORT TITLE.
4 This title may be cited as the “Foreign Investors Tax Act
5 of 1966”.

6 SEC. 102. SOURCE OF INCOME.

7 (a) INTEREST—

8 (1)(A4) Subparagraph (A) of section 861(a)(1)
9 (relating to interest from sources within the United
10 States) is amended to read as follows:

11 “(4) interest on amounts described in sub-
12 ' section (c) received by a monresident alien indi-
13 vidual or a foreign corporation, if such interest is
14 not effectively connected with the conduct of a trade
15 or business within the United States,”.

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

18 “(c¢) INTEREST oN DEPosITS, ETC.—For purposes of

19 subsection (a)(1)(A4), the amounts described in this sub-
20 section are—

21 “(1) deposits with persons carrying on the bank-

22 ing business,

23 ~ “(2) deposits or withdrawable accounts with sav-
24 ings nstitutions chartered and supervised as savings
28 and loan or similar associations under Federal or State
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law, but only to the extent that amounts paid or credited
on sucﬁ 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.”

(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
indiwidual or a domestic corporation, when it is
shown to the satis}‘action of the Secretary or his dele-
gate that less than 20 percent of the gross income
from all sources of such individual 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 indiidual or such corpora-
tion preceding the payment of such interest, or for
such part of such period as may be applicable,

“(C) interest received from a foreign corpo-
ration, when it is shown to the satisfaction of the
Secretary or his d;alegate that less than 50 percent
bf the gross income from all sources of such foreign
corporation for the 3-year period ending with the
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close of its taxable year preceding the payment 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,

“(D) in the case of interest receved from a
foreign corporation, 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 payment of such inierest (or for
such part of such period as the corporation has
been in exvistence) 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

“(F) interest on deposits with a foreign branch

of a.domestic corporation or a domestic partnership,

1694
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if such branch is éngaged in the commercial banking

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 mew subsection:

“(d) SpEc1AL RULES FOR APPLICATION OF PAR4-

erarHES (1)(B), (1)(C), (1)(D), anp (2)(B) oF

SvuBSECTION (a).—

“(1) New ENTITIES.—F or 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 bé, shall be applied with
respect to the tazable 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 81, 1966, which is effectively connected with

the conduct of a trade or business within the United

States 1s an amount equal lo the gross income for such

period from sources within the United States.”

(4)(A4) Section 895 (relating to income dertved
by a foreign ceniral 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 issuced under section 302(c) of
the Iederal National ortgage dssociation Charter det
(12 U.S.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 exempt from taxation under this subtille
unless such obligations or deposits are held for, or used in con-
nection with, the conduct of commercial banking functions or
other commercial aclivities. IFor purposes of the preceding
sentence the Dank for International Settlements shall be

treated as a foreign central bank of issue.”

1696



>~ W

93
(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 liew
thereof the following:

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

(b) DivipENDS.—Section 861(a)(2)(B) (relating to
dividends from sources within the United States) is amended

to read as follows:

10
11
12
13
14
15
16
17

18

“(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 taxable year pre-
ceding the declaration of such dividends (or for such
part of such period as the corporation has been in
existence) was effectively conncected with the con-
duct of a trade or busincss 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 ils gross income from all
sources; but diwidends (other than dividends for
which a deduction is allowable under  section

245(D)) [rom a foreign corporation shall, for pur-

71-297 O-67-pt. 2—35 1697
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poses of subpart A of part III (relating to foreign
tax credit), be treated as income from sources with-
out the United States to the extent (and only to the
extent) excecding the amount which is 100/85ths
of the amount of the deduction allowable under sec-
tion 245 in respect of such diwidends, or’”.

(¢) PERSONAL SERVICES.—Section 861(a)(3)(C)
(i) (relating to income from personal services) is amended
to read as follows:

“(u) an indwidual 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 i’ a foreign
country or in a possession of the United States
by such individual, partnership, or corpora-
tion.”

(d) DErINITIONS.—Secction 864 (relating to defini-
tions) is amended—

(1) by striking out “For purposes of this part,”
and nserting in liew thereof

“(a) S4LE, 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 WITHIN THE UNITED
SraTES.—For purposes of this part, part II, 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 tawable year, but does mot
include—

“(1) PERFORMANCE OF PERSONAL SERVICES FOR
FOREIGN  EMPLOYER.—The performance of personal
services—

“fA) for a mnonresident alien individual,
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 indiwidual 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

1699
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a total of 90 days during the tazable year and whose
compensation for such services does not erceed in the

aggregate $3,000.

16
17
18

20
21
22
23

24

“(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.
“(ii) TRADING FOR TAXPAYER'S OWN

A¢coUuNT.—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 cffecting the transactions. This clause
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 personai holding company) the principal busi-
ness of which s trading in stocks or securities
for ats own account, if its principal office is in

the United Stales.
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“(B) CoMMODITIES.—

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

“(ii) TRADING FOR TAXPAYER'S OWN
4ccouNT.—Trading in commodities for the
taxpayer’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
decisions “in cffecting the transactions. This
clause shall not apply in the case of a dealer in
commodities.

“(i1) Loirarion—Clauses (i) and (i)
shall apply only if the commodities are of a kind

customarily dealt in on an organized commodity

~ exchange and if the transaction is of a kind

customarily consummated at such place.

“(C) LiuirarioN.—Subparagraphs (4)(i)

and (B) (i) shall apply only if, at no time during the
taxable 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 transactions in

stocks or securities, or in commodities, as the case

may be, are effected. .
“(c) ErrecrivELY CONNECTED INCOME, ETC.—

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

“(A4) In the case of a nonresident alien indi-
vidual or a foreign corporation engaged in trade or
business within the United States during the taxable
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
sections 882(d) and (e), in the case of a nonresi-
dent alien indwidual or a foreign corporation not
engaged in trade or business within the United States
during the tazable 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 mot 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

1703



100
as effectively connected with the conduct of a tradle or
business within the United States.
“(4) INCOME FROM SOURCES WITHOUT UNITED

STATES.—
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“(4) Euxcept as provided in subparagraphs
(B) and (C), no income, gain, or loss from sources
without the United States shall be treated as cffec-
tively connccted with the cenduct of a trade o
business 1within the United Stai:s. "

“(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 nonresident elien
wndwidual or a foreign corporation if such person
has an office or other fived place of business within
the United States to which such income, gain, or
loss s attributable and such inceme, gain, or loss—

“(1) consists of rents or royalties for the
use of or for the privilege of using intangib::
property described in section 862(a)(4) (in-
cluding any gain or loss realized on the sale cf
such property) derwed in the active conducl
of such trade or business;

“(it) consists of dividends or interest, vr
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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 deried in the active conduct
of a banking, financing, or similar business
within the United States or 1is recewed by a
corporation the principal business of which is
trading in stocks or securities for its own ac-
count; or

“(tii) is derwed from the sale (without
the United States) through such office or other
fixed place of business of personal property de-
scribed in section 1221(1), except that this
clause shall nol apply if the property is sold for
use, comsumplion, or disposition outside the
United States and an office or other fixed place of
business of the tazpayer 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 is attrib-
utable to its United States business shall be treated
as cffectively connected with the conduct of a trade

or bus aess within the United Stales.

“(D) No 1income 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—

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

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

“(5) RULES FOR APPLICATION OF PARAGRAPH

(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 fixed place of business, an office or other
fized place of business of an agent shall be disre-
garded unless such agent (i) has the authority to ne-
gotiate and conclude coniracts in the name of the
nonresident alien individual or foreign corporation
and regularly exercises that authority or has a stock

of merchandise fram which he vegularly fills orders
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on behalf of such individual or foregn corporation,
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 aitributable to an office or other fized
place of business within the United States unless such
office or fized place of business is a material factor
in the production of such income, gain, or loss and
such office or fixed place of business regularly 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,
yain, ‘or loss properly allocable thereto, but, in the

case of a sale described in clause (i) of such sub-

 paragraph, the income which shall be treated as at-

tributable to an office or other fized 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) EFrECTIVE 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 individuals) is amended o read as follows:
“SEC. 871. TAX ON NONRESIDENT ALIEN INDIVIDUALS.
“la) Incoue Nor Conxgcren 1ViTH UNITED
STATES BUSINESS—30 PERCENT TAN.—

“(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 dlien individual as—

“UA) interest, dividends, rents, salaries, waes,

premiums, annuities, compensations, remuncrations.
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emoluments, and other fized or determinable annual

- or periodical gains, profits, and income,

“(B) gains. descrilied in section 402(a)(2),

405 (a)(2), or 621 (b) or (c); and gains on

transfers described in section 1235 made on or
hefore October 4, 1966,
“(C) i 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 cachange after
Oclober 4, 1966, of patents, copyrights, secret proc-
esses and formulas, good will, trademarks, trade
brands, franchises, and other like property, or of
any inlerest in any such property, to the extent such
gains afc 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 {o the extent the amount so received is not effec-
tively connected 1vith 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 present in the United States
for a period or periods aggregating 183 days or more
during the taxable year, there is hereby imposed for such
year a tax of 30 percent of the amount by which his
gains, derived 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 who has not established a tazable year for any
prior period shall be treated as hdving a tazable year
which 1is the calendar year.

“(b) IncomE ConnNecTED WiTH UNITED STATES

BUSINESS—GRADUATED RATE oF TAx.—

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

“(2) DETERMINATION OF TAXABLE INCOME.—In
determining tazable 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—For purposes of this section, a non-
resident alien individual who (without regard to this sub-
section) 1is mot engaged in trade or business within the
United States and who 1is temporarily present in the United
States as a nonimmigrant under subparagraph (IF') or (J)
of section 101(a)(15) of the Immigration and Nationality
Act, as amended (8 U.S.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 ts received

by such

individual shall, to the extent deriwed from sources

within the United States, be treated as effectively connected

with the conduct of a trade or business within the United

States.

“(d) ErLection To TREAT REAL PROPERTY INCOME

48 IncomE ConnNecTED Wire UNITED STATES BUSI-

NESS.—

ual

“(1) IN GENERAL.—A monresident alien individ-
who during the taxzable year derives any income—

“(4) from real property held for the produc-
tion of income and located in the United States,
or from any interest in such real property, in-
cluding (i) 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

United States,

may elect for such taxable year to treat all such income
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as income which is cffectively connccted with the con-
duct of a trede or business within the United States.
In such case, such income shall be taxable as provided

in subsection (b)(1) whether or mot such individual

s engaged i trade or business within the United States

during the laxable 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 ihe Secretary or lis delegate
with respect to any taxable year.

“(2) ELECTION AFTER REVOCATION.—If an elec-
tion has been made wnder pavagraph (1) and such elec-
tion has been revoked, a new election may not be made
under such paragraph for any laxable year before the
5th taxable jear 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) Fory 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 requlations preseribe.

“(e) Gains Froyu Sarr or ExcliANGE oF CERTAIN

24 InrTanGiBLE PrOPERTY—For purposes of subsection (a)

71-297 O-67-pt. 2--36 1713
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1 (1)(D), and for purposes of sections 881(a)(4), 1441(b),
2 and 1442(a)—

3 “(1) PAYMENTS TREATED AS CONTINGENT ON
4 USE, ETC.—If more than 50 percent of the gain for
5 any tazable year from the sale or exchange of any patent,
6 copyright,. secret process or formula, good will, trade-
T mark, trade brand, franchise, or other like property, or
8 ' of any inlerest in any such property, is from payments
9 which are contingent on the productiwity, use, or dis-
10 position of such property or interest, all of the gain for
11 the taxable year from the sale or exchange of such prop- -
12 erty or interest shall be treated as being from payments
13 which are contingent on the: productivity, use, or dispo-
14 sition of such property or interest. |

15 “(2) SourceE RULE~In determining whether
16 gains described in subsection (a)(1)(D) and section
17 881(a)(4) are received from sources within the United
18 States, such gaz_'nsk shall be treated as rentals or royalties
v for the use of, or privilege of using, property or an
20 interest in property.

21 “(f) CERTAIN ANNUITIES RECE}VED UNDER QuALI-

22 FIED PLANS.—F or purposes of this section, gross income does
23 not include any amount received as an-annuity under a quali-

24 fied annuity plan described in section 403(a)(1), or from
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1 a qualified trust described in section 401(a) which is exempt
2 from tax under section 501(a), if—

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

10 : .“( 2) at the time the first amount is paid as such
1 annuity under such annuity plan, or by such trust, 90
12 percent or more of the employees for whom contributions
13 or benefits are provided under such annuity plan, or
i4 under the plan or plans of which such trust is a part,
15 are citizens or residents of the United States.”
16 “(g) CRbss 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 certain nonresident alien individuals,
see section 6015(i).”

17 (2) Section 1 (relating to tax on individuals) s
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1 amended by redesignating subsection (d) as subsection
2 (e), and by irserting after subsection (c) the follow-
3 wng new subsection :

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

7 (b) GRrROSS INCOME.—

8 (1) Subscction (a) of scction 872 (relating to
9 gross income of nonresident alien individuals) 1s
10 amended to read as follows:

1 “(a) GENERAL RULE—In the case of a nonresident
12 alien indiwvidual, gross income includes only—

13 “(1) gross income which is derived from sources
14 within the United States and which is not efectively
15 connected with the conduct of a irade or busincss 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
25 out “by a domestic corporation” and inserting in lieu
24 thereof “by a domestic corporation, a domestic pavtner-
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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 f&llowing new paragraph:

“(4) CERTAIN BOND INCOME OF RESIDENTS OF
THE RYUKYU ISLANDS OR THE TRUST TERRITORY OF
THE Paciric I1SLANDS.—Income derived by a monresi-
dent alien individual from a series Il 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.”

~ (c¢) DepucrIoNs.—

(1) Section 873 (relating to deductions allowed to
nonresident alien individuals) 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 cxtent that they are con-
nected with income which s 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 Secretarg or his delegate.

“(b) Exceprrions.—The following deductions shall be
allowed whether or not they are connected 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 contributions 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 eremption

shall be allowed under section'151.
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“(c) Cross REFERENCES.—

. “(1) For disallowance of standard deductton, 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
sectwn 906(b)(1).” .

(2) Section 154(3) ( relatmg to cross references
in ‘respecty of deductions for personal exemptions ) s

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  mecessary

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 81 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 ESTATES AND TRUSTS.—

(1) Section 875 (relating to partnerships) is
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 individual or corporation is a member 1is
so engaged, and

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

(2) The table of sections for subpart A of part 11
of ’s’ubchapter 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) ExparriaTioN To Avoip Tax.—

(1) Subpart-A of part II of subchapter N of chap-
ter 1 (relating to nonresident alien individuals) 1is
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 period immediately 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 taves
under this subtitle or subtitle B, shall be tavable for such
taxzable year in the manner provided in subsection (b) if the
tax imposed pursuant to such subsection exceeds the tav
which, without regard to this section, is imposed pursuant to
section 871.

“(b) ALrERNATIVE TaX.—A nonresident alien individ-
ual described in subsection (a) shall be laxable for the ta-
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 (¢) of this section), and

“(2) the deductions sholl be allowed if and to the

1721



W O - O ¢ B~ W N

R S T X T - S o G S iV Sy T Gy
B B R 8 85 &5 85 5 5 B &8 B BB

118
extent that they are connected 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 apportionment 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 u{ith the trade or business if incurred in
transactions 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.—G ains 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 thereof,
or the District of Columbia.
“(d) ExcepPTION FOR L0SS OF CITIZENSHIP FOR CER-

74IN CAUSES.—Subsection (a) shall not apply to a non-

resident alien individual whose loss of United States citizen-

ship resulted from the application of section 801(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 for the tawable year
in the tazes on his probable income for such year, the burden
of proving for such tazable year that such loss of citizen-
ship did not have for ome of its principal purposes the
avoidﬁnce 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 striking out
the item relating to section 877 and inserting; in liew

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

“Sec. 878. Foreign educational, charitable, and certain other
exempt organizations.”
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(g) PARTIAL EXCLUSION OF DIvIDENDS.—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 Excruston.—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 dwidends which are effectively connected with
the conduct of a trade or business within the United
States, or

“(2) in determining the tax imposed for the tax-
able year pursuant to section 877(b).”

(h) WirtaHOLDING OF Tax ON NONRESIDENT

ALIENS.—Section 1441 (relating to withholding of tax on

nonresident aliens) is amended—

(1) by striking out “, or of any partnership 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 liew thereof “or of any
foreign partnership” ;

T (2) by striking out “(except interesi 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 follows 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 tax 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, 1966.7; =

(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 wserting in liew thereof the following new
paragraph:

“(1) INCOME ¢ONNECTED 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 18 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 inscrting in liew 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
1235 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 s, 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) ExeuprioN oF CERTAIN FOREIGN PARTNER-
saIPS.—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 monresident alien individuals will not be jeop-
ardized by the exemption.”

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

“SEC". 1451. LIABILITY FOR WITHHELD TAX.

“Every person required to deduct and withhold any tazx
under this chapter is hereby made liable for such tax and 1s
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-

IS ST U TC R - R 1

mated income tax by individuals) is amended—

(=]

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

thereof the following:

S

“(a) REQUIREMENT OF DECLARATION.—Except as

1

(=

otherwise provided in subsection (1), every indwidual shall

11 make a declaration of his estimated tax for the taxable year

12 4f—7;

13 (2) by redesignating subsection (i) as subsection
14 (j); and

15 (8) by inserting after subsection (k) the follow-
16 ing new subsection:

17 “(i) NONRESIDENT ALIEN INDIVIDUALS.~—No dec-
18

laration shall be required to be made under this section by a
19 nonresident alien individual unless—

20 “(1) withholding under chapter 24 is made appli-
21 cable to the wages, as defined in section 8401(a), of

such indiidual,

23 “(2) such individual has income (other than com-
24 pensation for personal services subject to deduction and
2 withholding under section 1441) which is effectively

1728
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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) CorLreEcrioN oF INcOME Tax AT SOURCE ON

W 46ES.—Subsection (a) of section 3401 (relating to defini-
tion of wages for purposes of collection of income tax at
source) is amended by siriking 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) DEFINITIONS OF FOREIGN ESTATE OR TRUST.—

(1) Section 7701(a)(31) (defining foreign estate
or trust) is amended by striking out “‘from sources with-

out the United States” and inserting in liew thereof

X, 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 chapler 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-

71-297 O-67-pt. 2—37 1729
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diwvidual who is a citizen of any possession of the United
States (but not otherwise a citizen of the United States)
and who is not a resident of the United States shall be sub-
ject to tazation 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‘( k), (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 years
of recipients beginning after December 31, 1966.

(3) 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 re)n’uneration paid after Decem-

ber 31, 1966.

21 SEC. 104. FOREIGN CORPORATIONS.

22

(a) Tax on IncoME Nor CoNNECTED WiITH

2 Unirep StATES Business.—Section 881 (relating to taz

24

on foretyn 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) InmposiTION 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, anhuities, compensations, 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 aﬁer 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, copyr-ights, 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 T4x.—

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

(b) Tax on INcomE ConNEcTED Wire UNITED
ST4TES BUSINESS.—

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

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

“(1) ImposiTION OF TAX.—A foreign corporation
engaged in trade or business within the United States
during the taxable year shall be tazable 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 INCOME.~—In
determining tazable income for purposesbof paragraj)h

(1), gross income includes only gross income which is
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effectively connected with the conduct of a trade or busi-
ness within the United States.
“(b) Gross INcOME—In the case of a foreign corpora-
tion, gross income includes only—

“(1) gross income which is deried from sources
within the United States and which is not effectively
connected with the conduct of a trade or business with-

~in the United States, and

“(2) gross income which 1is effectively connected
with the conduct of a trade or business within the United
States. : =
“(c) ALLOWANCE oF DEDUCTIONS AND CREDITS.—

“(1) ALLOCATION OF DEDUCTIONS.—

“(A) GENERAL RULE—In the case of a for-
eign corporation, the deductions shall be allowed
only for purposes of subsection (a) and (except as
provided by subparagraph (B)) only if and to the
extent that they are connected with income which
is effectively connected with the conduct of a trade
or business within the United States; and the proper
apportionment and allocation of the deductions for
this purpose shall be determined as provided in
regulations prescribed by the Secretary or his

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 which 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
wn 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

(velating to personal holding company tazx), 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) FOREIGN 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 States allowed by section
901.
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“(4) CrROSS REFERENCE.—

“For rule that certain foreign taxes are not to be taken
into account in determining deduction or credit, see sec-
tion 966(b)(1). :

“(d) ErectioN To Trear ReaL PROPERTY INCOME
48 Incour Coxnecrep Wirn 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 [rom the sale or exchange of
real property or an interest therein, (ii) 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 taxable year to treat all such income

as income which is effectively connected 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 (a)(1) whether or not such corporation is

engaged in trade or business within the United States
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during the tazable 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 tazable year.

“(2) ELECTION AFTER REVOCATION, ETC.—Par-
agraphs (2) and (3) of section 871(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 poésession 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 Stdtes, and

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

tazable year.
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“(f) RETURNS oF T4Xx BY AGENT—If any foreign
corporation has no office or place of buﬁness in the United
States but has an agent in the United States, the return.
required under section 6012 shall be made by the agent.”

(2)(A) Subsection (e) of section 11 (relating to
exceptions from tax on corporations) is amended by in-
serting “or” at the end of paragraph (2), by striking
out “, or” at the end of paragraph (3) and inserting
a period in liew thereof, and by striking out paragraph
(4).

(B) Section 11 ( felating lo tax on corporations) is
amended by adding at the end thereof the following
new subsection:

“(f) ForeicN CorRPORATIONS.—In the case of a foreign
corporation, the lax imposed by subsection (a) shall apply
only as provided by section 882.”

(3) The table of sections for subpart B of part 11
of subchapter N of chapter 1 is amended by striking out
the items relating to sections 881 and 882 and inserting
in liew thereof the following :

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

“Sec. 882. Tax on income of foreign corporations connected,
with United States business.”
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(¢c) WrirnmorLping oF Tax oN ForEiGN CORPORA-
TI0NS.—Section 1442 (relating to withholding of tax on
foreign corporations) s amended to read as folliows:
“SEC. 1442. WITHHOLDING OF TAX ON FOREIGN CQRPO-

RATIONS.

“(a) GENERAL RULE—In the case of foreign corpora-
tions subject to taxzation 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 50 percent thereof; except
that, in the case of inlerest 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 (D)

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 seclion 842 or section 882(a), as the case
may be, and the rcference in scclion 1441 (c)(5) to section
871(a)(1)(D) shall be treated as referring to section
881(a)(4).

“(b) Exemprion.—Subject to such terms and condi-
tions as may be provided by regulations prescribed by the
Seceretary or his delegate, subscctisn (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 Secrctary or ﬁis delegate de-
termines that the requirements of subsection (a) impose an
undue administrative burden and that the collection of the
tax ithosed 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 lieu 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 liew thereof
“which s 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 liew thereof
“, which is effectively connected with the conduct'of a
trade or business within the United States,”; and

1739



© ® A O W B W D

10
11
12
13
14
15
16
1

-3

18
19
20
21
22
23
24
25

136
. (4) by adding 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 tazable
year beginning after December 31, 1966, which is effec-
tiely 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¢) DiviDENDS RECEIVED FrROM CERTAIN WHOLLY-
OWwNED FOREIGN SI}BSIDIARIES.—-

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

“(b) CERTAIN DIvIDENDS RECEIVED FROM WHOLLY
OwNED FOREIGN SUBSIDIARIES.—

“(1) IN GENERAL—In the case of dividends de-
scribed in paragraph (2) received from a foreign cor-
poration by a domestic corporation which, for its tazable
year in which such dividends are received, owns (di-
recily 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) ErL1¢iBLE DIVIDENDS.—Paragraph (1) shall
apply only to dividends which are paid out of the earn-
ings and profits of a foreign corporation for a taxable
year during which—

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

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

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

“(A4) the taxzable year of the domestic corpora-
tion in which such dividends are received, or

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

(2) Subsection (a) of sucﬁ section 245 is amended
by adding at the end thereof (after the sentence added
by subsection (d)(4)) the following new sentence: “For
purposes of paragraph (2), there shall not be taken into
account any taxable year within such uninterrupted pe-

riod if, with respect to dividends paid out of the earnings
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and profits of such year, the deduction provided by
subsection (b) would be allowable.”

(3) Subsection (c) of such section 245 (as redesig-
nated by paragraph (1)) is amended by stribing out
“subsection (a)” and inserting in lieu thereof “subsections
(a) and (b)”.

(f) Di1sTRIBUTIONS OF CERTAIN FOREIGN (ORPORA-

r1oNS.—Section 301(b)(1)(C) (relating to certain cor-

porate distributees of foreign corporations) is amended—

(1) by striking out “gross income from sources
within the United States” in clause (i) and inserting in
liew 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 (i) 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

(8) by adding at the end thereof the following new
sentences: “For purposes of clause (1), the gross income
of a foreign corporation for any period before its first
tazable year beginning after December 31, 1966, which
is effectively connected with the conduct of a trade or
business within the United Slates i3 an amount equal
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to the gross income for such period from sources within

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

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

31, 1966, which s not effectively connected with the

conduct of a trade or business within the United States

is an an.wunt equal to the gross income for such period
from sources without the United States.”

(g) UNRELATED BUSINESS Tax4BLE 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.”

() Corprorarions SuBJecT 1O PERSONAL HoLD-
ING Conpany Tax.—

(1) Paragraph (7) of section 542(c) (relating
to corpordtions 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 scction 543(a)(7) ap-

plies for the taxable year), if all of its stock outstanding
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during the last half of the taxable 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 thereof “,
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 year 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 company 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—

1744



© W -1 o L B W N =

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

2%

141
(A) by striking out subsection (a) and insert-
ing in liew thereof the following:

“(a) DEFINITION.—For purposes of this part, the term
‘undistributed personal holding company incoﬁze’ means the
tazable income of a personal holding company adjusted in
the manner provided in subsections (b), (c), 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 outst&nding stock which is the greatest per-
centage in value of its outstanding stock éo 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 I;alf of the tazable year is owned by nonresi-

dent alien individuals (whether directly or indirectly through

71-207 O-67-pt. 2—38 1745
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foreign estates, foreign trusts, foreign partnerships, or other
foreign corporations), the taxable 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,
wi'th respect to such income, in the manner provided in sub-
section (b).”

(4)(A4) 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 AV

“(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, iﬁ addition to other penalties provided by law, pay a
penalty equal to 10 percent of the tazes 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
tem:

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

(i) AmeNpuENTS WirHE RESPECT TO FOREIGN
CORPORATIONS CARRYING ON INSURANCE BUSINESS IN
UNITED STATES.—

(1) Section 842 (relating to computation of gross
income) 1is 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 III of this subchapter for the tazable year if (without

regard to income not effectively connected with the conduct
of any trade or business within the United States) it were
o 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 its income, which is from
sources within the United States, such a foreign corpora-
tion shall be taxable as providgd wn section 881.”

(2) The table of sections for part IV of subchapter

1747
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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—

(A4) 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 (A4))
and inserting in liew thereof “In the case of any
foreign corporation tazable under this part,”,

(C) by striking out ‘“‘subsection (c)” in the
last sentence of subsection (a)(2) (as redesignated
by subpargraph (4)) 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—

1748
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“(A) the amount which would be subject to
‘tax under section 881 if the amount taxable under
such section were determined without régard to sec-

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 not 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 referrved to in subparagraph (A4): but
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-
tion (a)” cach place it appears in subsection (b)
(as redesignated by subparagraph (A)) and insert-
ing in liew thercof “with respect to a foreign
corporation”,

(I') by striking out “foreign life insurance
company”’ cach place it appears in such subsection
(b) and inserting in liew thereof “foreign corpora-

tion”,

1749
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(G) by striking out “subsection (b)(2)(A)”
each place it appears in such subsection (b) and
tnserting n liew thereof “su.bsc;clion (a)(2)(A)”,

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

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

“(c) Cr0SS 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 11 applies) is amended—
(4) 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, sece sec-
tion 842.”

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

able investment income) is amended by striking out
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subsection (e) 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 .subscclfion (c) as subsection (b), and
(B) by amending subsection (d) to read as

follows:

" “(c) CroSS 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 Stales, 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 sccond senlence of section 841 (relating
fo eredit Jor forcign taves) is amended by striking out
“sentence,”’ and inserting in liew thercof “‘sentence (and
Jor purposes of applying section 906 with respect to a
forcign.corporation  subject lo tax under this sub-
chapter),”.

i) Sveprarr I Incoun.—Section 952(b) (relatin
J 9
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to exclusion of United States income) is amended to read
as follows:
“(b) Excrusioxn 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 item is exempt from
tavation (or is subject to a reduced rate of tax).pursuant
to a treaty obligation of the United States.”

(k) Gain Froxu Crrrain S4LES or EXCHANGES
oF ST0CK IN CERTAIN FOREIGN C'ORPOR.\TIONS.—Para-
graph (4) of section 1248(d) { rclaﬁny to exclusions from
earnings and profits) is amended to rcad as follows:

“(4) UNITED STATES INCOME—Any ilem in-.
cludible in gross income of the foreign corporation under
this chapler—

“(A) for any taxable year beginning before

January 1, 1967, as income derived from sourees

within the United States of a foreign corporation

engaged in trade or business within the TTnited

States, or

“(B) [or any tavable year beginning after

December 31, 1966, as income cffectively con-



