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LETTER OF TRANSMITTAL

'lTHE SECiETAIY OF rie 'l'EAS 'iY,

1 om . A'a . h i iu!/ u ) . ( '., J u nem 1 2. 1 9 6 4 .

chairman , ( committeee on Finance,
U.S. Senate, W'a.'hking!ton, ). C.

DEAR lI. (iAIiMA: Int a ransiiing with this letter a series
of proposed aiilendnients recoiiiended ly tlhe lreasurv Departmient,
to the proposed interest equlizatiiin tix'ill (14.11. 8060). This bill
Occupies i central position ini our total effort to achieve prompt ild
lasting improvement in oir balance if payliients by reducing lhe
flow of lng-terln portfolio capiital froni this clintr. The purposes
of the bill are achieved through thi psition of it niiJpor\- excise
tax Oil the acquisition froni foreigiimrs o1 ftireign stimiks oI (et l)ligzl-
tionis with iiiaturities (if 3 years or more.

The proposed amlielients tire fill. consistent with t lithe pinciples
of the bill its passed )'v the Hlouse. The (,hiailige. s eiboildieI ill these
amelllndients are directed it technical problems which have been
raised since Hlouse passage of fIR. 800 and ire designedd for the most
part to extend or clarify exclusions contained in the House bill, without.
it tile sanme time weakening the effectiveness of tie proposed legisla-
tioni.

The Treasury Department believes it would be helpful to have
these pro posed amendments aiidlle public at, this time by your coni-
mnittee. Publication of the almendients would enable "interested
persons to learn the Treasury's views on the various questions which
have been brought to our attention since House passage of the legis-
lation. This will permit them to focus oil the lrol)osed amiienllents
in framing ally Comiments they may wish to submniit in connection
with the bill.

Sincerely yours,
DOUG6LAs DILLON.
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SUGGESTED AMENDMENTS TO THE INTEREST EQUALIZA-
TION TAX BILL (H.R. 8000) PROPOSED BY THE TREASURY
DEPARTMENT

GENERAL EXPLANATION

The Treasury Department recommends that the interest equali-
zation tax bill (I.R. 8000) be amended in accordance with the pro-
posed changes described in this statement. The bill is designed to
relieve pressure on the balance of payments by bringing the cost of
portfolio capital raised in the U.S. market by foreign persons more
closely into alinement with the costs prevailing in markets in other
industrial countries. This purpose would be achieved by imposing a
temporary tax on acquisitions by Americans of certain foreign securi-ties from foreigners. The suggested amendments are fully consistent
with tile intent of the bill as passed by the House and o not (epart
from the basic provisions and framework of tht, bill.

In general, the changes resolve technical l)roblemns which have been
brought to the attention of the Treasury during the period since
House passage of 1-.R. 8000. Some of the suggested amendments
modify and extend certain exclusions so that the purposes of the bill
may be achieved without unnecessarily impeding use of normal sources
or techniques of financing. Other aniendments simply clarify existing
provisions and provide or more effective administration of the pro-
posed tax.

EXPORT PROVISIONS

Amendments are being proposed to expand the export provisions
of the bill, in order to give further assurance that the tax does not
hiterfere with the legitimate export financing of U.S. goods and
services. One proposed change extends the exclusion for stock and
debt obligations arising from the sale of property produced in the
United States to intangible proterty (such as patents and copyrights)
as well as tangible property. A second proposed amendment liberal-
izes the rule permitting an exporter to transfer free of the tax a debt
obligation received in the financing of U.S. exports. Another change
makes ('lear that.the exclusion provided by the bill where payment of
an export loan is guarantee([ or insured in whole or in part by the
Export-Inport Bank, remains available even if the loan gives rise to
separate obligations.

The suggested amendments propose an extension of the exclusion
contained in the bill for loans made in connection with the sale of
ores or minerals extracted outside the United States. The categories
of corporations which qualify as extractive companies would be
broadened, and ores or minerals obtained under a contract entered
into on or before July is, 1963, would be covered by the provision.
These changes recognize additional situations in which U.S. persons
have a substantial economic interest, in the extracted ore or mineral.
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INTEREST EQUALIZATION TAX ACT

INSURANCE COMPANY PROVISIONS

A series of changes are suggested in the provisions dealing with
insurance companies doing business in foreign countries so as to clarify
those provisions and to perfect their technical application. Under the
proposed amendments, insurance companies are permitted to include
short-term obligations payable in foreign currency within their initial
designation of exempt funds of assets of foreign securities, and to use
the adjusted basis of the securities, rather than actual value, as the
means of valuing the funds. The amendments require the companies
to fill up their designated funds of exempt assets annually to the limit
provided in the bill, to the extent of purchases made during the cal-
endar year of stock and debt obligations otherwise excluded from tax
under the new issue exclusion of section 4917 and the less-than-3-year
exemption. The amendments also clarify the method of determining
a company's allowable reserve for the year 1963, and permit insurance
companies for purposes of determining the size of the designated funds
to estimate the growth in their foreign business during a year. This
will avoid the necessity of paying tax throughout the year on acquisi-
tions in excess of the size of the fund at the end of the previous year,
and claiming a credit or refund at the end of the year.

ADDITIONAL EXCLUSIONS

Amendments are being proposed which exclude certain types of
acquisitions from tax. The proposed new exclusions include pro-
visions relating to acquisitions of stock and debt obligations in lieu of
payment of foreign tax; purchases of stock in order to obtain the right
to occupy a dwelling; and acquisitions of obligations received in con-
nection with the sale of a wholly owned foreign subsidiary. Acquisi-
tions of these types are due to factors other than the relative return on
capital between the United States and foreign countries. It is also
proposed that the tax not apply to the acquisition of a debt obligation
which is part of the purchase price of real property located in the
United States, if the foreign buyer pays at least 25 percent of the pur-
chase price to the Amnrican seller in .S. dollars. Such a transaction
has a favorable impact on the U.S. balance of payments and the exclu-
sion is fully consistent with the purposes of the legislation.

DIRECT INVESTMENT

The changes in this section are designed to permit broader use of
the direct investment exclusion. One change permits a U.S. corpora-
tion holding a 10-percent or more interest in a foreign corporation to
acquire from the foreign corporation debt obligations which had pre-
viously been acquired by the foreign corporation in the ordinary course
of its business as a result of the sale or rental of products manufac-
tured or assembled by it or the performance of services by it. This
form of financing is an alternative to a direct investment by the U.S.
parent corporation in its foreign subsidiary. The suggested amend-
ments also make available a credit or refund on purchases where a
10-percent or more interest is acquired over a 12-month period,
whether or not the period coincides with a particular calendar year.
In these situations, the credit or refund is made available with respect
to debt obligations as well as stock.
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INTEREST EQUALIZATION TAX ACT 3

LESS DEVELOPED COUNTRIES

The amendments propose that the less developed country provisions
be expanded to permit the tax-free acquisition of stock anddebt obli-
gations by a U.S. person who is required to reinvest in a less developed
country the payments received under a contract of sale (or indemni-
fication) with the less developed country, resulting from the actual or
threatened expropriation, nationalization, or seizure of the U.S.
person's property in that country. Under such circumstances, the
companies in which the U.S. person is required to invest presumably
would qualify as less developed country corporations, but the condi-
tions under which the investments are required to be made may make
it impossible for the U.S. person to obtain the requisite proof.

Changes are also proposed in the provision defining a "less developed
country corporation" to expand the number of companies which would
qualify under the provision. The amendments are directed primarily
at corporations doing business in less developed countries which may
hold U.S. assets, obligations of individuals resident in less developed
countries, or assets temporarily in foreign bank accounts (other than
in less developed countries).

EXCLUSION FOR NEW ISSUES WHERE REQUIRED FOR INTERNATIONAL
MONETARY STABILITY

One of the suggested amendments in this section clarifies the defini-
tion of what constitutes a new issue of debt obligations for purposes
of this exclusion to make clear that construction loans are eligible to
qualify. The other proposed change is designed to facilitate pro-
cedural operation of the exclusion by authorizing the President to
extend the period of time within which an acquisition must be made
after filing of the required notice.

SALES BY UNDERWRITERS AND DEALERS

One of the suggested amendments in the provisions of the bill
dealing with transactions by underwriters and dealers permits a
foreign underwriter participating in a public offering in the United
States with American underwriters to elect to be treated as a U.S.
person for purposes of his participation in the offering. This change
will facilitate uniform pricing of the offering and eliminate return
filing burdens for U.S. purchasers acquiring from the foreign under-
Writer.

The suggested amendments also permit a dealer to claim a credit
or refund on the sale of debt obligations to foreigners within 90 days
of purchase if the obligations are sold to another dealer who in turn
sells to a foreigner on the date of purchase or the next business day.
This change recognizes certain trading practices in the securities
industry. The amendments also authorize the establishment of pro-
cedures by the stock exchanges and the over-the-counter market to
provide a dealer with proof that the security was sold to a foreign
person. Appropriate penalties are provided in the bill if these
procedures are abused.

The proposed changes also permit a credit if a dealer acquires foreigll
stock in the ordinary course of his business and sells the stock on the

34.,-262--4---- 2
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INTEREST EQUALIZATION TAX ACT

saie business diy to a foreigner. This proposal is designed to permit
dealers to conduct certiLin types of arbitrage activities without at the
samne time weakening the effectiveness of the tax.

LIMITATIONS ON TAX

Three amendlnents are suggested in the section of the bill which
limits the tax imposed on certain acquisitions so as to expand the
situations in which the special rules limiting application of the tax
may be utilized. The first of these permits an American who acquires
a debt obligation from another American (free of the tax) and who
later exercises the right to convert, the debt obligation into stock to
oflse6 against his liability the ilmount ol tax which would have been
imposed if tihe obligation iad been acquired in a taxable transaction.
The bill now l)ermits an offset only with respect to tax which was
actually paid on acquisition of the obligation. A second change
permits an Atnerican, exercising a subscription right to acquire stock
or a debt obligation within 90 days from the (late of the distribution
of the rights, to use the exercise price as his tax base, whether or
not, lie was the original distributee of the rights. The bill presently
limits use of the exercise price to the original recil)ient of the rights
fro n the issuer. The third amendment avoids the possibility of a
double tax where a domestic corporation has been formed or availed
of for the benefit of a foreign borrower.

PREEXISTING COMMITMENTS

The suggested amendments propose a liberalization of the pro-
visions in the bill exempting certain transactions from the generally
effective date of the tax of July 19, 1963, because of the existence of a
preexisting commitment. They extend the ex(,mption to situations
where application of the tax might involve hardship to the parties
because of the advanced state of negotiations on July 18, 1963. An
exemption is also provided if the acquisition was pursuant to a con-
tract of sale to a less developed country entered into on or before
July 18, 1963, if the contract requires reinvestment of the proceeds
in that country.

ORIGINAL ISSUE DISCOUNT

The proposed amendments suggest a change in the provisions of the
Internal Revenue Code dealing with the taxation of the difference
between the issue price of bonds and the stated redemption price at
maturity of such bonds, i.e., "original issue discount." The amend-
ment is designed to l)revent the interest equalization tax from creating
adverse income tax consequences in the case of private placements of
bonds.

ADMINISTRATIVE PROVISIONS

The proposed amendments provide that proof of the exemption
for prior American ownership must be in the form of a certificate of
American ownership or a confirmation received from a member of a
registered exchange or the National Association of Securities Dealers,
unless reasonable cause is submitted for the inability to produce such
evidence. This technical change is needed because of other pro-

4
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visions already (.,lltained in the bill which are (teiIned to facilitate
trading in foreign securities. In the overwhelming majority ,f
purchases of foreign securities, a confirmation will be received by tile
American buyer which satisfies the requirements of the'bill, and no
return or filing is necessary. however, if no confirmation or certifi-
cate is obtained or submitted, a person claiming the exemption for
prior American ownership must file a statement explaining his in-
ability to submit the certificate, together with a summary of tile
evidence establishing the exemption.

A second proposed administrative change relates to required
recordkeeping and information filing by members of sto ck exchanges
and the National Association of Securities Dealers. The present
bill requires recordkeeping and time filing of inforniation by the seller's
broker in transactions where the exemption for prior American owner-
ship is c'laimed, since the action of the seller's broker in accepting
a certificate of American ownership results in no tax being due front
the purchaser. The suggested amen(Inents apply rec!)rdkee)illg and
filing requirements to transactions in which no exemption is available
(and tax is due), since such records and informnation are essential to
facilitate enforcement of the tax.





PROPOSED AMENDMENTS AND TECHNICAL EXPLANATION

Section 4913. LIMITATION ON TAX ON CERTAIN
ACQUISITIONS
(a) CERTAIN SURRENDERS, EXTENSIONS, RENEWALS, AND EXERCISES.

Page 7, line 7.
(3) SPECIAL LIMITATIONS. Page 8, line 19.

(A) CONVERSIONS OF DEBT OBLIGATIONS INTO STOCK.

Page 8, line 20.
This subparagraph should be amended to read as follows:

"The tax imposed upon an acquisition of stock
pursuant to the exercise of a right to convert a debt
obligation (as defined in section 4920(a)(1)) into
stock shall be limited to-

"(i) the amount of tax which would have
been imposed by section 4911 if the debt obliga-
tion [pursuant to section 4920(a)(2)(D), had
been treated as stock at the time of its acquisi-
tion by the person exercising the right (or by
a decedent from whom suc person acquired
the right by bequest or inheritance or by reason
of such decedent's death), less

"(ii) the amount of tax paid by the person
exercising the right (or by such decedent) as a
result of the acquisition of the convertible debt
obligation or, if such acquit ition was not subject
to the tax imposed by section 4911, the amount
of tax which would have been imposed as a result
of such acquisition if such acquisition had been
subject to such tax.

The proposed change is desi gned to provide consistent treatment
in the bill on the exercise of rights to convert foreign debt obligations
acquired by Americans from other Americans, and to facilitate trading
in these securities among Americans.

Section 4912 (a) of the bill provides that the exercise of the right, to
convert a foreign debt obligation which is convertible for at least 5
years after interest begins to accrue is a taxable acquisition ,f' stock
)y the person exercising the right. The revised subparagraph will
permit a U.S. holder of such convertibles to offset against the tax
liability arising on conversion any tax which would have been pay-
able if the convertible obligations had been acquired in a transaction
subject to the tax, regardless of whether such a tax was actually paid.
The proposed change removes the distinction which would allow a
credit to U.S. persons acquiring foreign convertibles directly from
the foreign issuer in a private pcenient, but would deny tie credit
to a purchaser in a public offering, who acquires from the'U.S. unler-
writer and not directly from the foreign issuer. The amendment
will make the credit available to both.

(B) EXERCISE OF CERTAIN SHAREHOLDERS' RIGHTS. Page
9, line 12.

7



INTEREST EQUALIZATION TAX ACT

'Tlhis subi ragrai)h siouIl be anendled to read as follows:
"Ihe tax illposed upon tilt acquisition of stock

O1 it debt obligation (if at foreign e)opiwttioii by a1
United Stailes peroll [who is it slinielolder (if such
corporation , where-

"(i, the stock or debt obligation is acquired
i)ursuant to the exercise of an option or sintilor
right to acquire such stock or debt obligation
whiMh was acquired [by such person) by a
./iare/iolder of such corporation in i dlstribu-
tion [b such corJoration] withl respect to
to its stock. and

"(ii) such op)tion or right [by its terms
expires or terlninates within a period not, ex-
ceeding 90 days fronm the dlate so distributed
to hini] is exercivrd within 90 days from flh,
(late of its distribution bly such corporations

shall be ]llllited to the aiimiounit of tax which would
have been iipipoised ly section 4911 if the price paid
under such option or right were tlie actual value of
the stock or debt obligation acquired.

TUi J)roposed changes are designed to extend the benefit of using

the (eX'(';ise priwe as tihe tax base to subsequent hioliers of sul)scription
rights as well as shareholders, and to permit this limitation to be used
where exercise occurs within 90 days of the distributionn, regardless
of .tiv anibigUitv in the ternis of the offering which might, make it
unclear whether the rights offering actually terilinated within 90
days of issuance.

Trhe blance-of-Jliynients outflow in tile case of tile exercise of
subscription rights is 11o greater thani the exercise price, whether tlie
rights are exercised by the original recipient or a subsequent l)urchaser.
The proposed extension of the use of exercise price as the tax base for
sul)sequent purchasers is titus consistent with the )urposes of the bill,
tub1 relfmoves it possible impediment to the n1arl.et ill such rights.

"(c) Acq uicsitions by Certain Domestic Corporations and Partumr-
s qips. l' blowing pagi' 11, line 3.

This new subsection should provide as follows:

"If stock or a debt obligation of a foreign issuter or oblig/or is
acquired by a domitic corporation or a (/onextic Iirfnershi ip
withJf1u1nds obtained ax the result of an acquisition by a unitede d
States person of stock or a debt obligation of soc/h corporation or
lKirfiiei:hip wi'lich ander section .912(b)(3) is deemed an acqui-
.ition by sc/h person y" stock or al debt obligation ,/" v .foreio n
issaer or obli!,or, the tax imposed upon the acquisition by the
domestic corp oration or the domestic partnership sha be
limited to---'(1) the amount of taix imposed by section. 4911, less

"(2) the amount of ta: paid by the l united States person
.from whom f/e fund were obtained on tle acquisition by
sch person i/ch under section . 912(b)(3) is oh emed an

8



INTEREST EQUALIZATION TAX ACT

acquisition of stock or a debt obligation qf a fore ign issuer
or obligor.

I'his proposed subsection is designed to Iprevent the imposition
of a double tax on the same transaction, where a foreign, borrower
has made use of a domestic corporation or partnership as a conduit
to acquire funds from a U. . lender.

U nder section 4912(b)(3) of the bill, the legal entities of domestic
corporations and partnerships which are formed or availed of for
the principal purpose of channeling funds to foreign borrowers are
disregarded with respect to such transactions, and the U.S. lender
is taxed as if lie were acquiring the stock or debt obligation directly
from the foreign issuer or obligor. The present bill could also be
construled to require a second tax to be imposed when the domestic
entity paSses the same funds along to the foreign corporation or
partnership in exchange for the latter's debt obligation (or stock).
Such at double tax goes beyond the necessary scope of the bill, and
the proposed amendment will eliminate the possibility of that result.

Section 4914. EXCLUSION FOR CERTAIN ACQISITIONS
(b) EXCLrDED ACQUISITIONS. Page 12, line 18.

"(4) Acqui,ithns in lieu of ptyment of.foreign tax. Following
page 14, line 4.

This is a new paragra)h of subsection (b); present I)aragraphi (4)
should be renumbered (6).

"Of . rtWk ,J debt oblilati, ns by a ['(itl States person
doinf busin.s- in a foreign country,. to the extent .ueh ac-
quisition 'is made, in, oniformity uith the laws of such
foreign. country, ax a sub.titite for the payment oif tax to
.xuch. fore iqn- country.

h'lhis new provision excludes from tax the ac(Ilnsition of foreign
securities if such securities are purchased in lieu of the payment IV1 a
United States person doing business in a foreign country of tax ,1-
posed by that country. ('ertain foreign counitries permit taxpayers
to acquire foreign securities, generally housing bonds, instead of pay-
ing certain taxes imposed 1y the country. This paragraph recognizes
that such a J)urchase should not be sublject to tihe interest equalization
tax since such an acquisition is not made in response to any interest
rate differential between the United States and the foreign country.

"(5) .,Acquisition. of stock in cooperatihe housing c,,rporatins.
Following page 14, line 4.

This is a. new paragraph (5) of subsection (b).

"Of stock of a foreign corporation which entitles the
holde;r, solely by reion of his ownership of guch stock, to
occupy.for duielling purposes a hm.v, or an apartment in a
building, owned or leased by such corporation.

This proposed exclusion is designedd to permit a U.S. person to
acquire stock in a foreign corporation for the purpose of obtainin.. the
right to occupy a house, or an apartment in a l)uilding..,, owned or
leased bv the corporation. Under the bill as presently drafted stch an
acquisition would h)e subject to the tax unless the U e.S. prson acquired
a 10 percent. or more interest in the foreign corporation. On the other
hand, the tax is not applicable to the rental of an apartment by an

9



American living abroad, or to the purchase of a house abroad. The
proposed change provides equivalent treatment to stock in cooperative
housing corporations. The acquisition of stock in a corporation for the
purpose of obtaining a dwelling would normally not be motivated by
an interest rate differential between the United States and foreign
countries.

(c) EXPORT CREDIT, ETC., TRANSACTIONS. Page 15, line 1.
(1) IN GENERAL. Page 15, line 2.

This paragraph should be amended as follows:
"The tax imposed by section 4911 shall not, apply to

the acquisition from a foreign obligor of a debt obligation
arising out of the sale of tangible personal property or
services (or both) to such obligor by any United States
person, if-

"(A) pf, yment of such debt obligation (or of any
related debt obligation, arising out of such sale) is
guaranteed or insured, in whole or in part, by an
agency or wholly-owned instrumentality of the
U nited States; or

"(B) * * *.
This proposed change makes clear that if payment of part of a loan

is guaranteed or insured by an agency or wholly owned instrumentality
of the United States, such as the Export-Import Bank, that portion of
the loan which is not guaranteed or insured is excluded from the tax.
This is true even if separate debt obligations are given for the guaran-
teed and nonguaranteed portions of the loan. This exclusion is based
on the fact that the Export-Import Bank guarantees or insures a
portion of a loan only if the entire loan is attributable to the sale of
goods produced in the United States.

(3) Certain interests in intangible personal property. Following
page 16, line 20. This is a new paragraph. Present paragraph
(3) should be renumbered (4).

This new paragraph should read as follows:
"The tax imposed by section 4911 shall not apply to the

acquisition by a United States person from foreign issuer
or obligor of its stock in payment for, or of a debt obligation
arising out of, the sale to such issuer or obligor of-

"(A) any interest in patents, inventions, models or
designs (vthether or not patented), copyrights, secret
processes ant formulas, good will, trademarks, trade
brands, franchises, or other like property (or any
combination, thereof), or

"(B) any such'interest together with services to be
performed, in connection with any such interest sol,
by such United States person (or by one or more
ineludible corporations in. an a iated group, as
defined in section 1504, of which such person is a
member),

if not less than 85 percent of the purchase price is attrib-
utable to the sale of any interest in property described in
subparagraph (A)"which. was produced, created, or derel-
oped in the United States by such United States person (or
by one or more such includible corporations), or is attrib-

INTEREST EQUALIZATION TAX ACT10
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table to the sale of any interest in such property so pro-
duced, created, or developed and to the performance of
services described in subparagraph (B).

This new provision is designed to provide a U.S. person who is
selling intangible property, such as know-how, patents, and copy-
rights, treatment consistent with that already accorded to exporters of
tangible property. Frequently, the sale of intangible property
involves the acquisition by the selling U.S. person of a 10-percent
interest in the foreign purchaser, which would be excluded from tax as
a direct investment. However, there are situations where a 10-percent
interest may not be acquired, particularly where the seller is a small
U.S. company selling to a lar e foreign corporation. This now
provision would permit a U.S. seler of intangible property to receive
stock or debt obligations in connection with the sale of property
which he produced, created, or developed, or in connection with the
furnishing of services related to the sale of such property.

"(5) OTHER LOANS RELATED TO SALES BY UNITED STATES PER-
SONS. Page 17, line 14.

This paragraph should be amended as follows:
"The tax imposed by section 4911 shall not apply to

the acquisition from a foreign obligor by a United
States person of a debt obligation of such obligor if such
debt obligation-

"(A) was received by such United States person
as all or part of the purchase price provided in a
contract under which te foreign obligor agrees to
purchase for a period of 3 years or more ores or
minerals (or derivatives thereof)-

(i) extracted outside the United States [(i)J
by such United States person [(ii)j or by one or
more includible corporations in an affiliated
group (as defined in section 48(c)(3)(C)) of
which such United States person is a member,

(ii) extracted outside the United States by a
corporation at least 10 percent of the total com-
bined voting power of all classes of stock of
which is owned, directly or indirectly, by such
United States person, by one or more such
includible corporations, or by domestic corpora-
tions which own, directly or indirectly, at least 50
percent of the total combined voting power of all
classes of stock of such United States person, or

(iii) obtained under a contract entered mnto
on or before July 18, 1963, by such United States
person, by one or more such includible corpora-
tions, or by such domestic corporations; or

[(iii) by a corporation at least 10 percent of
the total combined votingpower of all classes of
stock of which is owned by such United States
person, if at least 50 percent of such voting
power is owned by United States persons each
of whom owns at least 10 percent of such voting
power; or]

34-262-64---3
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"(B) arises out of a loan (made by such United
States person to such foreign obligor) the proceeds
of whierl will be used by such obligor for the installa-
tion, maintenance, or improvement of facilities out-
si(le the United States which (during the period the
loan is outstanding) will be used for the storage,
handling, transportation, processing, or servicing of
ores or minerals (or derivatives thereof) a substan-
tial portion of which is extracted outside the United
States by such United States person or by a corpo-
ration referred to in clause [(ii) or (iii)] (i) or (ii)
of sulb)aragraph (A) or is obtained under a contract
described in clause (iii) of subparagraph (A).

This l)ropose(l change expands the exemption for ores an(l minerals
extracted and sold outside the United States to include the sale of
those ores and minerals in which the U.S. person has a substantial
economic interest.

This change would permit, an exclusion if the ores or minerals being
sold by the U.S. person under a long-term sales contract are extracted
outside the United States by the U.S. person acquiring the debt obli-
gation, an affiliated company, or by a corporation in which the U.S.
person, domestic corporations owning at least 50 percent of the voting
stock of the U.S. person, or an affiliated company holds a direct in-
vestment (10 percent of the total voting stock), whether or not U.S.
persons own 50 percent of the total voting stock of the foreign corpo-
ration. The proposed change also qualifies ores or minerals obtained
under a contract entered into on or before July 18, 1963, by such U.S.
person, domestic corporations, or an affiliated company, whether or
not the extraction is performed by them. The bill also permits U.S.
persons to acquire debt obligations of foreign obligors tax free if the
proceeds of the loan are to be used by the borrower to install, main-
tain, or improve facilities for the storage, handling, transportation,
processing, or servicing of ores or minerals extracted outside the
United States which qualify under the proposed standards.

(e) ACQUISITIONS BY INSURANCE COMPANIES DOING BUSINESS IN

FOREIGN COUNTRIES. Page 21, line 6.
(1) IN GENERAL. Page 21, line 8.

This paragraph should be amended as follows:
"The tax imposed by section 4911 shall not apply to

the acquisition of stock or a debt obligation by a nited
States person which is an insurance company subject to
taxation under section 802, 821, or 831, if [(A)i such
stock or debt obligation is designated (in accordance with
paragraph (3)) as part of a fund of assets established and
maintained by such insurance company (in accordance
with paragraph (2)) with respect to foreign risks insured
or reinsured by such company under contracts (including
annuity contracts) [which, by their terms, provide that
the proceeds shall be payable] the proceedst of which are
payable only in the currency of a foreign country[, and
(B) the actual value of all of the assets held in such fund
immediately after the stock or debt obligation has been
(esignated as a part thereof does not exceed 110 percent

12
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of the applicable allowable reserve determined in
accordance with paragraph (4)]. As used in this sub-
section, the term "foreign risks' tncans risks ill coil-
nection with property outside, or liability ) arisinfl out of
activity outside, or in connection withI the Fives or
health of residents of countries other than, the United
States.

The first change in the above provision is designed to inakeclear
that an insurance contract qualifies as a policy insuring a foreign
risk if the company is obligated to make payment in a foreign currency,
whether the obligation to make such payment is stated in the policy
itself or is required under the law of the applicable foreign jurisdiction.
The second change eliminates a provision the substance of which is
found elsewhere in the subsection (pars. (3)(A)(i) and (3)(E)(i)).

(3) DESIGNATION OF AS.SETS. Page 23, line 8.
(A) INITIAL DESIGNATION. ITage 23, line 9.

This subparagraph should be amended as follows:

"(i) REQUIREMENT OF INITIAL DESIGNATION.
-An insurance company desiring to establish a
fund (or funds) of assets under paragraph (2)
shall initially designate, as part or all of such
fund (or funds), stock and debt obligations
owned by it on July 18, 1963, as follows: First,
stock of foreign issuers, and debt obligations of
foreign obligors ha, ing a period remaining to
maturity (on July 18, 1963) of 3 years or more
and payable in foreign currency: second, if the
company so elects, debt obligations of foreign
obligors having a period remaining to maturity
(on July 18, 1963) of less than 3 years and pay-
able in foreign currency: and third, debt obliga-
tions of foreign obligors having a period remain-
ing to maturity (on July 18, 1963) of 8 years or
more and payable solely in United States cur-
rency. The designation under the preceding
sentence with respect to any fund shall be made,
in the order set jorth, to the extent that the adjusted
basis (within the meaning of section 1011) of the
designated stock and debt obligations was (on
July 18, 1968) not in excess of 110 percent of
the allowable reserve applicable to such fund
(determined in accordance with paragraph (4)
(B) (ii)), and shall in no case include any stock
or'debt obligation described in section 4916(a).
[of foreign issuers, or debt obligations of
foreign obligors having a period remaining to
maturity of 3 years or more, or both, which it
owned on December 10, 1963, to the extent
that such stock or debt obligations or both had
an actual value as of such date not in excess
(in the case of any such fund) of 110 l)ercent.
of the applicable allowable reserve of such coin-



INTEREST EQUALIZATION TAX ACT

pany as determined in accordance with para-
graph (4)(A). The designation or designa-
tions which an insurance company is required
to make shall be made first from stock an debt
obligations which were acquired by such com-
pany on or before July 18, 1963, and shall in
no case include any stock or debt obligations
described in paragraph (1), (2), or (3) of sec-
tion 4916(a). ]

"(ii) TIME AND MANNER OF INITIAL DESIGNA-
TION.-Any initial designation which an insur-
ance company is required to make under this
subparagraph shall be mad( on or before the
30thi day after the date of the enactment of this
chapter (or at such later time as the Secretary
or his delegate may by regulations prescribe)
by the segregation on the books of such coni-
pany of the stock or debt obligations (or both)
designated.

This revised subparagraph is designed to give insurance companies
doing business in foreign countries a different method of establishing
their funds of assets. Under the method presently provided in the
bill, insurance companies cannot designate debt o nations as part
of the fund as an initial designation unless the obligations were owned
on both July 18 and December 10, 1963. This means that an obli-
gation which was held on July 18, 1963, and which matured before
December 10, 1963, could not be designated as part of the fund.
Moreover, debt obligations with less than 3 years remaining to
maturity cannot be initially designated. This prevents obligations
of less than 3 years maturity payable in foreign currency from being
the subject of an initial designation, despite the fact that they may be
attributable to the foreign business carried on by the insurance
company. fhese short-term obligations may have originally been
purchased as long-term obligations or as short-term obligations with
the intention by the insurance company of reinvestment in long-term
obligations payable in foreign currency. If these short-term obli-
gations payable in foreign currency cannot, be designated as part of the
fund before long-term obligations payable in U.S. currency, the in-
surance companies would be unable to replace tax free those slhort-term
obligations which are attributable to their foreign operations.

The proposed subparagraph provides an alternative method of
establishing the fund of assets. The order of designation is as follows:
(1) Stock and long-terin debt, obligations payable in foreign currency;
(2) at the election of the company, short-term obligations payable
in foreign currency; and (3) long-term debt obligations pavable in
U.S. currency. Ownership on December 10, 1963, is not required,
since inclusion of this date is not necessary for effective operation of
this provision as amended.

This subparagraph also includes a change directed at the valuation
of assets in the fund. Under the present provision in the bill, an in-
surance company would be required to ascertain the fair market value
of its fund of assets, including appraisals of mortgages and private
phements, at the time of each new acquisition of stock or debt obli-
gations, to determine if the new acquisition could be designated as part
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of the fund without exceeding the fund's 1 10-percent limit. In order
to eliminate the necessity of frequent revaluations of the fund's assets
and to simplify Government audit procedures, the proposed change
permits valuation of the fund of assets in terms of the adjusted basis
of the securities held. This is also the value used for purposes of
determining gain on sale or other disposition of securities under the
applicable provisions of the Internal Revenue Code relating to income
tax treatment of insurance companies.

(B) CURRENT DESIGNATIONS TO MAINTAIN FUND. Page
24, line 17.

This subparagraph should be amended as follows:
"To the extent permitted by subparagraph

[(C)] (E), stock of a foreign issuer o a debt obliga-
tion of a foreign obligor acquired by an insurance
company after July 18, 1963, may be designated as
part of a fund of assets described in parapraeh (2), if
such designation is made before the ex'piration of 80
days after the date of such acquisition and the com-
pany continues to own the stock or debt obligation until
the time the designation is made; [an insurance com-
pany may claim an exclusion under this subsection
with respect to the acquisition of stock or a debt
obligation of a foreign issuer or obligor after Decem-
10, 1963, if such company designates such stock or
debt obligation as part of a fund of assets described in
paragraph (2) before the expiration of 30 days after
the Kate of such acquisition (and continues to own
it until the time the designation is made);] except
that any such stock or debt obligation acquired before
the initial desigLnation of assets to the fund is actu-
ally made as provided in subparagraph (A) (ii) may
be designated under this subparagraph at the time
of such initial designation without regard to such
30-day period and continued ownership require-
ments.

The changes in this subparagraph are intended to conform the
provision with the amendments proposed in subparagraph (A).

(C) Additional designatwons after close of year. Page 25,
line 9.

This is a new subparagraph (C); present sulbaragraphl ((') is
deleted.

"If the adjusted basis of the asset, held in. a fund oJ
assets described in paragraph (2) at the close o" a cal-
endar year after 1968 is less than. 110 percent of the
allowable reserve applicable to such fund at the close q
such year, the insurance company may, to the extent
permitted by subparagraph (E), designate additional
stock or debt obligations (or both) 'which were acquired
(luring such calendar year as a part of such fund, so
long as the company still owns such stock or debt obli-
gations at the time of designation. Any designation
under this subparagraph shall be made on or before
January 31 following the close (f the calendar yea'.

15
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Any tax paid by such company under section 4911
Of the acquisition of the additional stock or debt obliga-
tions so deignated shall constitute an, overpayment of
tax: and, under regulations prescribed by the Secretary
or hi.q delegate, credit or refund (without interest) shall
be allowed or made with respect to such overpayment.

This few sullrgra)i embodies the procedure now contained
in Jaratgr'lJi (4)(1i) o~f this subsection. rflhis procedure permits
ill illsurll(e ('oilIpalyV to designalite stock and debt obligations as
part Of a fund 4)f assets if the securities were acquired during the
calendar year (and are held at tile elnd of the year) and if the adjusted
basis of tihe assets if the fund at the end of the year is less than 110
percent Of the allowale reserve applicale to the fund. The securities
iay ,be (kesigiahlted up1) to the 110-percent limit. A credit or refund

is available as to any tax which was paid on stocks or debt obligations
which 11 e so designated.

(D) Supplemental required designations.
This is a new subparagraph (D) following new subparagraph (C)

added following line 8 on page 25.
If during any calendar year an insurance company

acquires stock or debt obligations which are excluded
from the tax im osed by section. 4911 under an,
Executive order described in section 4917, and if
at the close of the calendar year (and after the designa-
tion of additional assets under subparagraph (0))
the adjusted basis of all assets in a *fund described
in. paragraph (2) is less than 110 percent of the
allowable reserve apiplicable to such fund, such
company shall, to the extent permitted by subpara-
graph (E), designate as part of suchfund stock and debt
obligations acquired by it during the calendar year
and owned by it at the close of the calendar year,
as follows: First, stock, and debt obligations haring
a period remaining to maturity (on the date of
acquisition) of 3 years or more and payable in foreign,
currency, which were excluded from the tax imposed
by section 4911 under such Executive order; second,
if the company so e.' , debt obligations of foreign
obligors having a peruw remaining to maturity (on
the date of acquisition) of less than 3 years and
payable in foreign currency; and third, debt obligations
haring a period remaining to maturity (on. the
date of acquisition) of 3 years or more and payable
solely in United States currency, which were excluded
from, the tax imposed by section 4911 under such
Executive order. 7he designations under this sub-
pa agraph shall be made on or be fore Jannary 31

Following the close of the calendar year.
This new subparagraph establishes an ordering process for designat-

ing securities at the close of a calendar year if the fund of assets is
not, up to its 10-pereent limit. The purpose of this provision is to
prevent creation of a gap in the fund of assets which could defeat the
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purposes underlying the imposition of a limit on the proposed exclusion
for new issues provided in section 4917, if it were found necessary to
impose such a limit. This gap could develop while the new issue
exclusion was unlimited, if the insurance companies were not required
to designate as part of the fund those securities which were exluded
from tax under this new issue exclusion. If the President at a later
time found it necessary to impose a limitation on this exclusion, in-
surance companies would then have room in their funds of assets
to continue to buy new issues at a substantial rate. The proposed
change prevents this result by requiring the designation at the end
of the calendar year (if the fund is not full) of stock and long-term
debt obligations (payable in foreign currency) which were originally
excluded from tax during the calendar year under the new issue
exemption; short-term debt obligations (payable in foreign currency),
at the election of the company; and long-term debt obligations
(payable in U.S. currency) which were originally excluded from tax
during the calendar year under the new issue exemption.

(E) Limitation,. Following new subparagraphs (C) and
(D) added following line 8 on page 25.

This is a new subparagraph (E).
"(i) IN OENERAL.-No designation, of stock

or a debt obligation as a part of a fund of assets
described in paragraph (2) shal be made under
subparagraph (B), (C), or (D), to the extent that,
immediately thereafter, the adjusted basis of all
the assets held in such fund would exceed 110 per-
cent of the applicable allowable reserve (deter-
mined in accordance with paragraph (4) (B) (i)).

"(ii) TREATMENr OF EXCESS DESIONATONS.-
To the extent that the adjusted basis of any stock
or debt obligation designated as a part of a fund
under subparagraph (B) during any calendar
year, when added to the ad usted basis of all other
assets held in such fund at the close of such
calendar year, exceeds 110 percent of the allowable
reserve applicable to such fund for such calendar
year, the designation of such stock or debt obliga-
tion shall, for purposes of this sabsection, be
treated as ineffective, and the provisions of this

chapter shall apply with respect to the acquisition
of such stock or debt obligation as if such designa-
tion had not been made.

"(iii) SHORr-TER. ORLIOATO.VS.-N desig-
nation may be made under subparagraph (B) or
(C) of any debt obligation. which. has a period
remaining to maturity (on the ,late acquired) of
less than 3 years.

Clause (i) of this subparagraph states the general principle that
no designation of stock or debt obligations may be made if the designa-
tion causes the adjusted basis of the assets in the fund to exceed 110
percent of the allowable reserve applicable to the fund. A comparable
provision now appears in the bill as (3) (C).

Clause (ii) of this subparagraph permits an insurance company to
estimate the increase in its allowable reserve during a particular
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calendar year. As the bill is presently drafted, an insurance company
whose fund of assets is completely filled must pay the tax on acquisi-
tions even though its foreign business may increase during the calendar
year so as to permit designation of the securities at the end of the
year. Under present procedure, the company is required to pay the
tax, and at the end of the year, apply for a credit or refund based upon
the actual increase in its reserve. The proposed change permits a
company to designate securities as part of a fund of assets based upon
its estimate of the allowable reserve applicable to the fund at the end
of the year. If the adjusted basis of the stock or debt obligations
designated as part of the fund during the year, together with all other
assets held in the fund at the end of the year, is less than 110 percent
of the allowable reserve applicable to the fund, no tax is due. If,
however, the adjusted basis of these assets exceeds 110 percent,
designations in excess of that figure are treated as ineffective, and the
company must pay the tax plus 'any interest which may be due on the
acquisitions which were the subject of ineffective designations.

Clause (iii) of this subparagraph is designed to prohibit mainte-
nance designations of short-term obligations during the calendar
year. The acquisition of these obligations is not subject to the tax,
and such maintenance designations could be utilized by insurance
companies as a method of avoiding the impact of a limitation which
might be placed on the exclusion provided in section 4917 for issues
orginating in a country where application of the tax to that country
imperils or threatens to imperil the stability of the international
monetary system (new issue exclusion). In anticipation of the estab-
lishment of such a limit, insurance companies could fill their funds
with short-term obligations and, after a limit were imposed, replace
them with new long-term obligations tax free. This would have the
effect of frustrating the purposes of the limit. Under proposed sub-
paragraph (D), at the close of the calendar year, short-term obligations
may be designated after new long-term obligations payable in foreign
currency which were excluded from tax under section 4917.

(4) DETERMINATION OF RESERVES. Page 25, line 16.
This paragraph should be amended as follows:

"(A) GENERAL RULE.-For purposes of this sub-
section, the term 'allowable reserve' means-

"(i) in the case of a life insurance company
(as defined in section 801(a)), the items taken
into account under section 810(c) arising out of
contracts of insurance and reinsurance (includ-
ing annuity contracts) which relate to foreign
risks and the proceeds of which are payable in
a single foreign currency (other than the cur-
rencv of a less developed country); and

"(ii) in the case of an insurance company
other than a life insurance company (as so
defined), the amount of its unearned premiums
(under section 832(b)(4)) and unpaid losses
(under section 832(b) (5)) which relate to foreign
risks insured or reinsured under contracts pro-
viding for payment in foreign currencies (other
than currencies of less developed countries)
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and which are taken into account in computing
taxable income under section 832[(b) (4) ana
(5)] (for such purpose treating underwriting
income of an insurance company subject to tax-
ation under section 821 as taxable income'under
section 832).

[The determination of an allowable reserve of an
insurance company for any calendar year shall be
made as of the close of the previous calendar year.]

"(B) TIME OF DETERMINATION.-
"(i) lN GENERAL.-For purposes of ", ara-

graph (3) (other than subparagraph (A) of such
paragraph), the determination of an allowable
reserve jor any calendar year shall be made as of
the close of such year.

"(ii) INITIAL DESIGNATION.-For purposes
of paragraph (3) (A) the determination of an al-
louable reserve shall be made as of July 18, 1963.
Ij the insurance company so elects, the determina-
tion under this clause may be made by computing
the mean of the allowable reserve at the beginning
and at the close of the calendar year 1963.

Present subparagraph (B) is deleted.
The changes proposed in subparagraphs (A) and (B) (i) of this

paragraph make clear that the determination of an allowable reserve
for a fund of assets for any calendar year shall be made at the end of
that year. Under the present bill, the reserve as of the close of the
previous calendar year is used, although the company may elect to
use the figure as of the close of the curent year. This change recog-
nizes that the reserve figure which should govern is the figure at the
end of the current calendar year, which would reflect any increase in
business during the vear.

The amendment suggested in (B)(ii) of this paragraph establishes
a new method for determining allowable reserve for the year 1963.
Under this proposal, the determination of allowable reserve shall
be made as of July 18, 1963 (the date on which securities which are
initially designated must be owned). In the alternative, a company
may compute the mean of its reserve at the beginning and the close
of 1963. This figure, which can be readily ascertained, approximates
the actual reserve figure on July 18, 1963. (The substance of present
par. (4)(B) is now embodied in par. (3)(C).)

(g) SALE OR LIQUIDATION OF WHOLLY OWNED FOREIGN SUBSIDIARY.

Page 28, line 23.
This is a new subsection (g). A revised subsection (g) appears

below as subsection (i).
"(1) IN GENERAL.-The tax imposed by section. 4911

shall not apply to the acquisition by a United States person
of a debt obligation of a foreign obl4gor ij the debt obligation
is acquired-

"(A) in connection with the sale by such United
States person (or by one or more includible corpora-
tions in an aliated group, as defined in. section
48(c) (3) (C), of which such United States person is a
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member) of all of the outstanding stock, except for
qualifying shares, of a foreign corporation; or

"(B) in connection with the liquidation by such.
United States person (or by one or more such includible
corporations) of a foreign corporation all of the out-
standing stock of which, except for qualifying shares,
is owned by siih United States person (or by one or
more su1ch includible corporations), but only if such
debt obligation had been received by such.foreign cor-
poration as part or all of the purchase price in a sale
of substantially all of its assets.

"(2) LIMITATIoN .- Paraqraph (1) shall not apply to
the acquisition of a lebt oblgation if any of the stock sold
or surrendered *in connection with its acquisition was
originally acquired with the intent to sell or surrender.

This new provision is designed to exclude from application of the
tax bona fide sales of wholly owned subsidiaries, where the transaction
is motivated bv factors other than the interest rate differential between
American and foreign security markets. Debt obligations acquired by
t U.S. person in connection with such a sale would be excluded from
tax, regardless of whether the transaction involves a sale of stock or a
sale of assets. The particular form of the sale is usually determined
by the purchaser of the business involved, but the effect on the U.S.
person will be the same in either situation. In the case of a sale of
stock, the U.S. parent will acquire the debt obligations directly from
the issuer. In the case of a sale of assets, the U.S. person will acquire
the debt obligation upon the liquidation of its subsidiary, in exchange
for the latter's stock. The proposal requires that the sale or surrender
of stock involve all of the outstanding stock of a foreign corporation
(except qualifying shares) and excludes the acquisition from tax unless
the stock of t ie foreign corporation was originally acquired with the
intent to sell or surrender.

(h) ('ERTAIN DEBT OBLIGATIONS SECURED BY UNITED STATES
MORTGAGES, ETC. Following page 31, line 25.

This is a new subsection (h) of section 4914.
"(1) IN GENERAL.-The tax imposed by section 4911

shall not apply to the acquisition from a foreign obligor by
a United states person of a debt obligation of such foreign
obliqgor which is secured by real property located in the
Unittd States, to the extent-

"(A) the debt obligation ii a part of the purchase
price of such real property (or of such real property
and related personal property), or

"() the debt obligation arises out, of a loan made
by such United States person to the foreign obligor the
proceeds of which are concurrently ued as part of the
purchase price of such, real property (or of such real
.property and related personal property).

"(2) LIMITATIoN.-Paragraph (1) shall apply to the
acquisition of a, debt obligation only if-

"(A) the owner of the property sold is a Un ited
States person, and
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"(B) at least 25 percent of the purchase price of
the property sold i.,, at the time of such. sale, paid in
United Staies currency to such United States person by
the foreign obligor fron funds not obta ited fromUi ited
State. persons for the purpose of purchasing such
property.

"(3) RELArED PERSONAL PROPERY.-FIor purposes
of paragraph (1), the term 'related persmal property'
ieans tangible personal property which is sold in coni-

nection with the sale qf real property for ue in the opera-
tion of such real property.

This provision is designed to prevent application of the tax in
the case of at loan secured by, real propertyy located in the United
States to finance the purchase of such real property by a foreigner
involving a large cash downpaynnent (at least 25 percent of the sales
price) to the U.S. seller. A transaction of this type has a favorable
effect on our balance of payments, and would not have occurred if
the financing were not available. Since the obligation is secured by
U.S. real estate, there is no risk that the property involved will not
remain in the United States, as would be the case with respect to
personal property.

(i) Loss OF ENTITLEMENT TO EXCLUSION IY' CASE OF CERTAIN SUB-

SEQUENT TRANSFERS. Following new subsection (L) added following
line 25 on page 31.

This is a revised subsection (g).

"(1) IN GENERAL.-
"(A) Where an exclusion provided by paragraph

(1)(B), (2), (3), [or1 (4), or (5) of subsection (c), or
the exclusion provided by subsection (d), has ap-
plied with respect. to the acquisition of a debt obli-
gation by any person, but such debt obligation is
subsequently transferred by such person (before the
termination date specified in section 4911(d)) to a
United States person otherwise than-

"(i) to any agency or wholly-owned instru-
mentality of the United States;

"(ii) to a commercial bank acquiring the ob-
ligation in the ordinary course of its comnuiercial
banking business; [o']

"(iii) ia the case of an exclusion provided by
paragraph (1)(B), (2), or (3) of subsection (c),
to any transferee where the extension of credit
by such person awl the acquisition of the debt
obligation related thereto were reasoinably neces-
sary to accomplish the sale of property or services
out of which the debt obligation arose, anl the
terms of the debt obligation are not unreasonable
in light of credit practices in the business in which
such person is engaged; or

''r(iii)] (ir" in at traisactimi (hescribe( ill
.iIbse('tilm ( 1) (1) r (2), or a transactions (other
thami a transfer )y ift) descrihe(d ill subsection
(11) (3) 9
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then liability fo tie tax i1p,sed by sect ion 4911
(ill a111 a1mot deteriniied under SubpIiragraphli (1))
oIf this paragraph) shall be incurred by the transferor
Iwithi respect to such debt obligation) at the tine
of such silbsequent transfer.

"'(B) Where the exclusion provided by parm-
graphs (2) and (3) of subsection (e) has applied

it res-pect to tihe neqUisitioi of stoek by any
person, but such stock is subsequently transferred
Wy such person (before the termination date speci-

fied in section 4911 (d)) to a United States personm
otherwise than ini a transaction described in sill-
section (a)(1) or (2), or a transaction (other than a
transfer by (rift) desribed in subsection 61)(3).
then liability for the tax imposed by section 4911
(in an amount determined under subparagraph (D)
of this paragraph) shall be incurred by the transferor
(with respect to such stock) at the time of such
subsequent transfer.

The proposed change in subparagraph (A) liberalizes the provisions
applicable to the transferability of debt obligations received by an
exporter so as not to interfere with the legitimate export financing
of U.S. companies. The bill now provides that export paper may be
transferred only to an agency or wholly-owned instrumentality of the
United States, a commercid bank in the ordinary course of its com-
niercid banking business, or by operation of law. This proposal per-
mits transfer to other U.S. persons, provided the original extension of
credit by the exporter was reasonably necessary to accomplish the
export, and the terms of the debt obligation are not unreasonable in
light of credit practices in the exporter's business.

The proposed change in subparagraph (B) applies the restrictions
applicable to the transfer of stock received in connection with the
export financing of tangible personal property to intangible personad
property, in accordance with new section 4914(c)(3).
Section 4915. EXCLUSION FOR DIRECT INVESTMENTS

(a) IN GENERAL. Page 32, line 2.
(1) EXCLUDED ACQUISITIONS. Page 32, line 3.

'This paragraph should be amended to read as follows:
"Except as provided in subsections (c) and (d) of this

section, the tax imposed by section 4911 shall not apply
to the acquisition by a United States person (A) of stock
or a debt obligation of a foreign corporation or of a debt
obligation from a fort ign corporation. which rect ied such
ohlin/ation in. the ordinary course of its trade or business
as a result of the sale or rental of products manufactured or
ass mbled by it or of the performane of services by it, if
iniimediatelv after the acquisition such person (or one or
more includible corporations in an affiliated group. as (le-
fined in section 1504, of which such person is a ienber)
owns (directly or indirectly) 10 percent or more of the to-
tal conibined voting power of all classes of stock of such
foreign corporation, or (B) of stock or a debt obligation
of a foreign partnership if immediately after the acqui-
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sition such person owns (directly or indirectly) 10
percent or more of the profits interest in such foreign
partnership. * * *

This proposed change extends the direct investment exeusion to the
acquisition by a U.S. corporation of installment receivables acquired
by its subsidiary in connection with the sale or rental of products
manufactured or assembled by the subsidiary or the performance of
services by the subsidiary.Under the bili as presently drafted a U.S. corporation can lend funds
to a foreign subsidiary and acquire a debt obligation in return tax
free. In certain instances, the U.S. corporation may be restricted
by trust indentures or other agreements in its ability to lend to a
subsidiary. If this is the case, the U.S. corporation may be permitted
tinder the trust indenture to finance its subsidiaries by acquiring the
installment receivables received by the subsidiaries in the ordinary
course of conducting their business. The proposed amendment rec-
ognizes this practice as an alternative to a direct investment and
excludes acquisition of the receivables from the tax.

(2) OVERPAYMENT WITH RESPECT TO CERTAIN TAXABLE ACQUISI-
TIONS. Paga 32, line 23.

This paragraph should be amended to read as follows:
"The tax paid under section 4911 on the acquisition

by a United states person of stock or a debt obli nation of
a foreign corporation or foreign partnership, or a debt
obligation from a foreign corporation which received such
obligation in the ordinary course o its trade or business
as a result of the sale or rental of products manufactured
or assembled by it or of the performance of services by it,
[by a United States person]*shall (unless this subsec-
section is inapplicable by reason of subsection (c) or (d))
constitute an overpayment of tax if such person - [con-
tinuously holds such stock from the time of its acquisi-
tion to the last day of the calendar year in which the
acquisition was made and as of such last day meets the
ownership requirement of paragraph (1).]

"(A) meets the ownership requirement oj para-
graph (1) with respect to such corporation or partner-
ship at any time within 12 months after the date o1
such acquisition, and

"(B) hold the stock or debt obligation continuously
from the date of such acqusition to the last day of the
calendar year in which such ownership requirement
is first met.

Under regulations prescribed by the Secretary or his
delegate, credit or refund (without interest) shall be
allowed or made with respect to such overpayment.

This provision and proposed change are designed to avoid hardship
in a case where a U.S. person is unable to satisfy in a single acquisition
the 10 percent or more voting stock requirement of the direct invest-
ment provisions, but where he acquires the requisite 10-percent interest
over a 12-month period. It also extends the credit or refund pro-
visions to the acquisition of debt obligations under these circumstances.

The bill now provides an exclusion for acquisitions if a U.S. person
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acquires stock in a foreign corporation or partnership in a series of
transactions, if at the end of the calendar year involved the person
holds a 10-percent or greater stock interest. The proposed change
makes clear that the exclusion is available if the 10-percent interest is
acquired in any 12-month period, whether or not the 12-month period
coincides with a particular calendar year, and allows the credit or
refund in the case of debt obligations acquired in such situations.
Section 4916. EXCLUSION FOR INVESTMENTS IN LESS

DEVELOPED COUTRIES
(a) GENERAL RULE. Page 37, line 14.
Subsection (a) should be amended as follows:

"The tax imposed by section 4911 shall not apply to the
acquisition by a United States person of-

"(1) a debt obligation issued or guaranteed by the
government of a less developed country or a political
subdivision thereof, or by an agency or instrumentality
of such a government;

"(2) stock or a debt obligation of a less developed
country corporation; [or]

"(3) a debt obligation issued by an individual or part-
nership resident in a less developed country in return
for property which is used, consumed, or disposed of
wholly within one or more less developed countries[.]; or

"(4) stock or a debt obligation of a foreign issuer or
foreign obligor, to the extent that such "acfusition is re-
quired as a reinvestment within a less developed country
by the terms of a contract of sale to, or of a contract of
indemnification, with respect to the nationalization, expro-
priation, or seizure by, the government of such less developed
country or a political subdivision thereof, or an agency or
instrumentality of such government, of property owned
within such less developed country or such political subdivi-
sion by such United States person, or by a controlledforeign,
corporation (as defined in section 957) more than 50 per-
cent of the total combined voting power of all classes of stock
entitled to rote of which is owned (within the meaning of
section 958) by such United States person, but only if such
contract was entered into because the government of such
less developed country or political subdirision, or such
agency or instrumentality-

"(A) has nationalized or has expropriated or seized,
or has threatened to nationalize or to expropriate or
seize, a substantial portion. of the property owned
within such less developed country or such political
subdivision by such United Sates person or such
controlled foreign corporation; or

"(B) ha1.? taken action which has the effect of
vationalizing or of expropriating or seizing, or of
threatening to nationalize or to expropriate or sekze, a
substantial portion of the property so owned.

New paragraph (4) is designed to exclude from the proposed tax
the acquisition of securities of a company operating in a less developed
country with the proceeds from the payment by the government of

a
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that country or its instrumentality for tile stock or assets of a business
previously operated in that country by the U.S. person. T'h]e U.S.
person must prove the payment for his property is an indemnification
for the seizure of property or compelled under threat o)f expropriation.
Tle U.S. person seeking an exclusion under this provision must also)
show that the reinvestment of the sales proceeds within tle less
develop ed country was required by the contract terms.

In thle circumstances contemplated by tile proposed amendment,
the companies in which the U.S. person must reinvest presumably
would qualify as less developed country corporations under the re-
quirements of section 4916(c)(1), particularly in light of tile interests
of tile less developed country. However, tile officers of these com-
panies itre aware of the pressures on the U.S. person seeking reinvest-
ment in these circumstances, and tiey are under no compulsim to
reveal information regarding their assets and income which is re-
quired to establish less developed country corporation status. Such
information is not otherwise available. moreover, the contract
generally requires reinvestment within a specified period of time,
which increases the pressure on the U.S. person.

(c) LEsS DEVELOPED COUNTRY CORPORATION I)EFINED. Page 40,
line 3.

(1) IN GENERAL. Page 40, line 5.
Paragrnpli (1) should be amended to read as follows and a itnew

paragra)li (2) should be added. Presont paragraph (2) iht)Uhil be
renumbered (3).

"For purposes of this section, the term 'less developed
country corporation' means a foreign c(i'l)oI'ation which
frO the aplieable periods set forth iln paragraph [(2)]
(3)--

"(A) meets the r-quirements of section 955(c) (1)
or (2); or

"(B) [has ,,gross income SO percent. or more of
which is derived] deri,'es 80 percent or more of 'its
gross income, if any!, from sources wit hin less (lwel-
oped countries, or from depots in the United States
with persons carrqinf.q on the banking business, or both.
and has assets 80 percent or more in value (f which
consists of--

"(i) )roperty described in clauses (ii), (iii),
(iv), and (v) (;f section 955(c)(1)(B),

"(ii) property described in section 956(b)(1)
(regardless of when acquired ),

"(iii) de'bt obligations described il paragraph
(3) of stbectMion (a) of thi.v section, a,il

( i) obligations of the lU ited States;
except that if) applying this l)aragra)h the determination
of wi ether a foreign country is a less developed cotittrv
shall l)e made in accordance with subsection (b) (f this
section.

"(2) SPECIAL RmU .- For purposes of subparagraphs
(A) and (B) of paragraph (1)-

"(A) income derired from property described in.
section 956(b) (1) (regardless of when acquired) shall
not be taken. into account, and
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"(B) obligations of any other less devdoped country
corporation shall be taken into account under section
955(c) (1) (B) (iii) without regard to the period remain-
ing to maturity at the time of their acquisition.

For purposes of subparagraph (B) of paragraph (1) de-
)osits outside the United States (other than deposits in a

less developed country) with persons carrying on the
banking business, and income from such deposits, shall not
be taken into account.

Tie proposed changes in this subsection are designed to prevent
disqualification of less developed country corporations from the ex-
clusion from tax intended under this section because of investments
in U.S. property or income derived from U.S. sources, o' because of
the fact that some of the corporation's assets consist of debt obliga-
tions of less developed country corporations which have a short-term
maturity, or debt obligations of individuals or partnerships resident
in less developed countries.

The criteria established in the present bill for determining less
developed country corporation status were derived primarily from
income tax concepts established in the Revenue Act of 1962. These
criteria have been expanded in the manner described to accommodate
them to the purposes of the interest equalization tax.
Section 4917. EXCLUSION FOR ORIGINAL OR NEW ISSUES

WHERE REQUIRED FOR INTERNATIONAL MONE-
TARY STABILITY

(b) APPLICABILITY OF EXECUTIVE ORDER. Page 35, line 13.
This subsection should be amended to read as follows:

"An Executive order described in subsection (a) may be
applicable to all such original or new issues or to any aggre-
gate amount or classification thereof which shall be stated in
such order and shall apply to acquisitions occurring during
such period of time as shall be stated therein. If the order is
applicable to a limited aggregate amount of such issues it shall
apply (under regulations proscribed by the Secretary or his
delegate) to those acquisitions as to which notice of acquisi-
tion was first filed, provided that in the case of any such
notice the acquisition described in the notice is made before
or within 90 days after the date of filing or such longer period
after such date a, may be specified in such order.

This change is necessary so that in the event the President deems it
advisable to impose a limitation on the exclusion for original or new
issues originating in a particular country the procedural requirements
for administering such a limitation would be sufficiently flexble. If a
limitation is imposed, it may be deemed appropriate to permit a
longer period of time between the date of filing notice and the (late of
acquisition as to certain types of acquisitions where a 90-day limit is
not feasible.

(C) ORIGINAL OR NEW ISSUE. Page 45, line 25.
This subsection should be amended to read as follows:

"For purposes of this section-
"(1) stock shall be treated as part of an original or new

issue only when it is acquired from the issuer by the
United States person claiming the exclusion; and
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"(2) a debt obligation shall be treated as part of an
original or new issue only if acquired not later than [60]
90 days after the date on which interest begins to accrue
on such obligation, except that a debt obligation secured by
a lien on improvements on real property which are under
construction or are to be constructed at the time such obliga-
tion is issued (or if such obligation is one of a series, at the
time the first obligation in such series is issued) shall be
treated as part of an original or new issue if--

"(A) such obligation is acquired not later than 90
days after the date on which interest begins to accrue
on the total amount of such obligation (or if such obliga-
tion is one of a series, on the last issued of the obliga-
tions in such series); and

"(B) the United States person claiming the ex-
clusion became committed to the acquisition of such
obligation not later than 90 days after the date on
which interest began to accrue on any part of such
obligation (or, if such obligation is one of a series, on
the first obligation issued rn such series).

The proposed change as to the definition of a new issue where a
construction loan is involved is necessary so that such loans are
eligible to qualify under this exclusion. Typically, the U.S. person
may not acquire the debt obligation involved until construction has
been completed and several months have elapsed since interest began
to accrue on the obligation. Accordingly, the proposed change
would commence the 90-day period after interest began to accrue on
the total obligation (or if a series of obligations is involved, the last-
issued obligation in the series), provided the U.S. person was com-
mitted to acquire the obligation within 90 days after interest began
to accrue on any part of the obligation (or if a series of obligations
is involved, the first issued).
Section 4918. EXEMPTION FOR PRIOR AMERICAN OWNER-

SHIP
(a) GENERAL RULE. Page 46, line 9.
This subsection should be amended as follows:

"The tax imposed by section 4911 shall not, apply to an
acquisition of stock or a debt obligation of a foreign issuer
or obligor if it is established in the manner provided in this
section[by clear and convincing evidence] that the person
from whom such stock or debt obligation was acquired was
a United States person throughout the period of is owner-
ship or continuously since July 18, 196:3 and was a United
States person eligible to execute a certificate of American
ownership with respect to such acquisition.

This change, together with the amendment proposed in subsection
(f) below, is intended to make clear that, in cases where a confirmation
received from a member of a national securities exchange or the
National Association of Securities Dealers does not, serve as proof of
prior American ownership, a purchaser claiming an exemption based
on prior American ownership must produce a certificate of American
ownership to substantiate his claim, unless the failure to produce a
certificate is due to reasonable cause. In the overwhelming majority
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of acquisitions through American broker-dealers, a confirmation will
serve as proof of prior American ownership. In those cases where a
confirmation is not received, a certificate of American ownership
must be obtained in order to establish the exemption. It is proposed
that this certificate requirement be made mandatory in order to fore-
stall possible evasion of the tax by Americans who purchase from other
Americans who are being treated as foreigners for a particular purpose
under the bill. For example, a U.S. person purchasing from a dealer
who claims a credit or refund under section 4919 should not be per-
mitted to assert the exemption for prior American ownership since the
dealer can not execute the requisite certificate in connection with
the transaction.

(c) TRADING ON CERTAIN NATIONAL SECURITIES EXCHANGES. Page
46, line 23.

This subsection should be amended to read as follows:
"For purpose of subsection (a), a written confirmation,

received from a member or member organization of a national
securities exchange registered with the Securities and Ex-
change Commission [stating that an acquisition was made in
the regular market on such exchange (and not subject to a
special contract)] in connection with an, acquisition on such
exchange, which does not state that such acquisition us made
subject to a special contract shall be conclusive proof for
purposes of this exemption of prior American ownership * * *

The proposed change conforms the language of the bill to the rides
adopted by national securities exchanges in connection with the
trading of foreign securities subject to the tax. Under exchange
rules, a 1)urchaser in the regular market on the exchange is assured
that he is acquiring from another American and, accordingly, is not
liable for the tax or required to file a return. The purchaser's con-
firmation, which does not contain a statement that his acquisition is
subject to the tax, is considered conclusive proof of prior American
ownership.

(f) OTHER PROOF OF EXEMPTION. Following page 50, line 5.
This is a new subsection.

"Po,' purposes of subsection (a), if a person establishes, with
r-(.pect to an acquisition, that there'is reasonable cause for his
inability to establish prior American ownership under "subsec-
tion (b), (c) or (d), he may establish prior American ownership
for purposes of this exemption by other evidence that the person,
from whom such, acquisition was made was a United States person
eligible to execute a certificate of American ownership with
respect to such acquisition.

This suggested amendment is proposed for the reasons set forth
above under subsection (a).
Section 4919. SALES BY UNDERWRITERS AND DEALERS

TO FOREIGN PERSONS
(a) CREDIT OR REFUND. Page 50, line 8.

(1) PRIVATE PLACEMENTS and (2) PUBLIC OFFERINGS. Page
50, line 12, and page 50, line 19.
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These two paragraphs should be deleted and a new consolidated
paragraph should be substituted to read as follows:

"(1) PRIVATE PLACEMENTS AND PUBLIC OFFERINGS.-
Are acquired by an underwriter in connection with a private
placement or a public offering by a foreign issuer or obligor
(or a person or persons, directly or indirectly, controlling,
controlled by, or under common control with such issuer or
obligor) and are sold as part of such private placement or
public offering by the underwater (including sales by other
underwriters who are United States persons participating in
the placement or distribution of the stock or debt obligations
acquired by the underwriter) to persons other than United
States persons;

This proposed revision will equalize the treatment of foreign under-
writings, whether in the fori of a public offering or private place-
ment, and prevent the loss of the credit or refund for resales to for-
eigners because of distribution practices prevailing in a particular
foreign country.

The bill presently requires that the underwriter in a private place-
inent sell directly to foreigners to qualify for the credit or refund while
in the case of public offerings, the sales'to foreigners may be made by
selling group members. In some foreign countries, tie concept of
"private placement" includes offerings where selling groups are util-
ized. The proposed change will eliminate the distinction between the
treatment of private placements and public offerings and will allow
the credit or refund in all underwriting situations where the foreign
stock or debt obligations are placed with foreign investors, and U.S.
persons are only part of the distribution and placement process.

(2) Certain debt obligations. Page 51, line 4.
This paragraph which was formerly (3) should be amended to read

as follows:
"Consist of debt obligations-

"(A) acquired by a dealer in the ordinary course
of his business and sold by [the dealer to persons
other than United States persons within 90 days
after (or, in the case of short sales, within 90 days
before) their acquisition] him, within 90 days after
their purchase, to--

"(i) persons other than Lnited States persons,
or

"(ii) another dealer who resells them on the
same or the next business (lay to persons other
than, United States persons; or

"(B) acquired by a dealer in the ordinary course
of his business to corer short sales made by him, with-
in 190 days before their purchase, to- -

"(i) persons other than United States persons,
or

"(ii) another dealer who resold them on tht
same or the next business (lay to persons other
than UInited States persons.

ML_
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This proposed change will insure that the credit or refund available
to dealers in case of the sale of foreign bonds to foreigners within 90
days after acquisition is not lost because of the form of the transaction.

This provision now requires that in order to qualify for the credit
or refund the dealer must sell to a foreign person within 90 days after
acquisition. However, a substantial percentage of the transactions
of this type involve a sale by the U.S. dealer to another U.S. dealer
who in turn sells to a foreigner. The second U.S. dealer normally
does not buy unless he has a foreign customer prepared to purchase
from him. The proposed change recognizes this practice and permits
the credit or fundn, provided the second dealer sells to a foreigner
on the same day a.i he purchases from the first dealer or the next
business day.

(3) Certain stock. Page 51, line 4.
This is a new paragraph (3).

"Consist o stock acquired by a dealer in the ordinary
course of his business and sold by him, on the same
business day on which they were purchased, to persons other
than United States persons.

Under regulations prescribed by the Secretary or his delegate,
credit or refund (without interest) shall be allowed or made
with respect to such overpayment. For purposes of para-
graphs (2) and (3) of this subsection and for purposes of para-
graph (3) of subsection (b), the day of purchase or sale of any
stock or debt obligation is the day on which an order to purchase
or to sell, as the case may be, is executed.

This new paragraph is designed to permit dealers in securities to be
able to conduct certain types of arbitrage transactions in stocks
without at the same time weakening the effectiveness of the tax.
The last sentence of the provision makes clear that the purchase or
sale date is the (lay on which the buy or sell order is executed, for
purposes of this provision and the bond provision of (2) above.

The present bill does not contain a provision allowing a credit or
refund where dealers acquire foreign stocks and sell to foreigners.
This has had the effect of limiting certain types of arbitrage activities
on exchanges. To alleviate this problem, the proposed change allows
a credit or refund where a dealer sells foreign stock to a foreign person
on the same day the stock is purchased. This proposal does not
cAntain a 90-day provision as in the case of bonds because of the
possibility that a broad dealer exclusion in stocks could become a
tax-free vehicle for speculation in foreign securities.

(b) EVIDENCE TO SUPPORT CREDIT OR REFUND. Page 51, line 13.
The contents of present subsection (b) are incorporated in para-

graphs (1) and (2) of new subsection (b). Paragraph (3) is entirely
new.

"(1) IN OENERAL.--Credit or refund shall be allowed to
an underwriter or dealer under subsection (a) with respect
to any stock or debt obligation sold by him only if the
underwriter or dealer--

"(A) files with the return required by section 6011
(d) on which credit is claifred, or with the claim for
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refund, such information as the Secretary or his dele-
gate may prescribe by regulations, and

"(B) establishes that such stock or debt obligation
was 8old to a person other than a United States person.

In any case where two or more underwriters form a group
for the purpose of purchasing and distributing (through
resale) stock or debt obligations of a single foreign issuer
or obligor any one of such underwriters may, to the extent
provided by regulations prescribed by the Secretary or his
delegate, satisfy the requirements of this paragraph on
behalf of all such underwriters.

"(2) CERTAIN SALES BY UNDERWRITERS.-For pur-
poses of paragraph (1)(B), in the case. of a claim for
credit or refund under subsection (a)(1) with respect to
stock or a debt obligation acquired by an underwriter
and not sold by him directly to a person other than a &nited
States person, a certificate of sale to a foreign person
(setting forth such information, and filed in such manner,
as the Secretary or his delegate may prescribe by regula-
tions), executed by the underwriter who made such gale,
shall be conclusive proof that such stock or debt obligation
was sold to a person other than a united States person,
unless the underwriter relying upon the certificate has
actual knowledge that the certificate isfalse in any material
respect.

"(8) SALES BY DEALERS.-
"(A) SALES ON NATIONAL SECURITIES EX-

CHANGEs.-For purposes of paragraph (1) (B), in the
case of a claim for credit or refund under subsection
(a)(2), the sale by a dealer of a debt obligation on a
national securities exchange registered with the Se-
curities and Exchange Commisswn subject to a special
contract (and not in the regular market) shall be
conclusive proof that such debt obligation was sold
to a person other than a bnited States person, if such
exchange has in effect at the time of the sale rules
providing that- _ a t

"(i) a member or member organization of such
exchange selling a debt obligation as a dealer, or
effecting the sale as broker of a debt obligation on
behalf of a dealer, on such exchange subject to a
special contract (and not in the regular market)
shall furnish to the member or member organiza-
tion purchasing such debt obligation as a dealer,
or effecting the purchase as broker of such debt
obligation on behalf of a dealer, a written con-
firmation or comparison stating that such sale
is being made as a dealer, or on behalf of a dealer:
and

"(ii) if the purchaser of such debt obligation
is a dealer (whether or not a member or member
organization of such exchange), the terms of the
contract applicable to such sale shall require the
purchasing dealer to undertake to resell such debt
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obligation on the day of purchase or the next busi-
ness day to a person other than a United States
person.

A dealer who acquires a debt obligation in a transac-
tion in which a written confirmation or comparison
described in clau8e (i) isfurnished hall not be entitled
to a credit or refund under subsection (a)(2) with
respect to his acquisition of such debt obligation unless
he establishes that such debt obligation was sold by him
on the day on which it was purchased or the next
business (lay to a person other than a United States
person.

"(B) OVER-TuE-COUNTER SALES.-For purposes
pf paragraph (1) (B), in the case of a claim for credit or

refund under subsection (a)(2) with respect to a debt
obligation sold in a transaction not on a national
securities exchange, a written confirmation furnished
by a member or member organization of a national
securities association registered with the Securities
and Exchange Commission stating that such member
or member organization-

"(i) effected the pi4rchase as broker of a debt
obligaton. on behalf (if a person other than a
United States person, or

"(ii) purchased a debt obligation which he
resold on the day of purchase or the next business
day to a person other than a United States person,

shall be conclu.ive proof that such debt obligation was
sold to a person other than a United States person
(unless the dealer relying upon the confirmation has
actual knowledge that the confirmation is false in any
material respect), if such association has in effect at
the time of the purchase rules providing that a member
or member organization who elfects a'purchase of, or
purchases, a debt obligation from a dealer who notifies
such member or member organization that such debt
obligation is being sold by such dealer and that such
dear intends to claim a credit or refund under sub-
section (a) (2), shall furnish to such dealer a written
confirmation stating 'that the purchase of such debt
obligation was (or was not) effected by suchl member or
nembtr organ jzation on behalf of a person other than

a iTnited States person, or that such debt obligation was
(or was not) sold by such member or member organiza-
tion on. the (lay of purchase or the next business (lay to
a person other tMan a United States person.

Paragraphs (1) and (2) of this subsection make clear that if two
or more underwriters form a itgroup for the purpose of distributing
securities of a foreign issuer or obligor, any one member of the group
may claim the credit or refund provided in this section for sales to
foreign persons on behalf of the other members of the group. If
the underwriter fiing the claim on behlf of the group has not. himself
sold directly to foreigners, he may rely on certificates of sale to foreign
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persons executed by the other underwriters, unless the filing under-
writer has actual knowledge the certificates are false in any material
respect. The essence of these two paragraphs now appear in sub-
section (b) in the present bill.

Paragraph (3) of this subsection is designed to provide a nealls
under which a dealer claiming a credit or refund under section 4919
(a)(2) for the sale of foreign bonds to foreigners within 90 days
after their l)urchase can establish the bonds were actually sold 'to
foreigners.

The )r+ o)ostl movision establishes separa te procedures to rI'ove sale
to i foreigner with respect to the over-the-counter and exchange
markets because of the different characteristics of these markets.
In the case of national securities exchanges, a dealer can establish sale
to a foreigner if he sells in the special "F' market for foreign securities
muaintained by the exchange, provided the exchange has adoj te(l tile
required rules. These rules must, provide that a dealer acquiring
bonds on the exchange in the special 'F" market from another dealer
who is claiming a credit or refund under section 4919(a)(2) nuist
receive a special confirmation or comparison to this effect, and must
undertake to resell tie bonds to a foreigner on the date o)f purcllase or
the next business day. In the over-the-cotnter market, were trans-
actions are on ar negotate(l basis , a dealer can establish sale ti a
foreigner by a confirmation received from a member of the Natiomal
Association of Securities Dealers stating that the bonds were ac tuired
by the member on behalf of a foreigner, or were sold by the niem I )er to
a foreigner on the date of ptirchase or the next business day, povide(l
the selling dealer has no actual knowledge the codirmation is false in
any material respect and the association has adopted the requisite
rules.

Section 4920. DEFINITIONS; SPECIAL RULES
(b) Special Iide for Foreiqn Underwriters. Following page 60,

line 2.
The following is a new subsection (b). Present subsection (b)

should become (c).

" (b) SPECIAL RULE FOR FOREIGN UrNDFRWRITERS.--A
partnership or corporation which is not a United States person
and which participates, as an underwriter in an underwriting
roup that includes one or more United States persons, in a pub-

lc offering of stock or debt obligations of af)rei~qn issuer or obli-
gor shall, if such partnership or corporation so elects and subject
to such terms and conditions as the Secretarl or his delegate may
prescribe by regulations, be treated as a United States person for
purposes of this chapter with respect to its participation n in such
public offering.

This new subsection is designed to afford uniform treatment to
American purchasers of foreign securities in underwritings in which
a foreign underwriter is participating together with U.S. under-
writers.

Under the present provisions of the bill, the managing underwriter
would be required to allocate to each U.S. purchaser the pro rata
share of his purchase attributable to the foreign underwriter's par-
ticipation. No certificate of American ownership could be given to
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the ,-ustomer with respect to this portion of his purchase, and interestequalization tax would be due. As a result, the underwriters wouldhave to make the taxable portion available to Americans at a dis.counted price, in order to absorb the cost of the tax for the purchaser.The proposed amendment will permit the foreign underwriter toassume the tax burden directly, by electing to be treated as a U.S.person with respect to his participation, and thereby allow uniformpricin of the issue to U.S. purchasers. The proposal also will elimi-nate the necessity for individual U.S. purchasers to file returns and
will simplify administration of the tax.
Section 2(c). Effective Date.

(2) Preexisting commitments. Page 60, line 13.
This paragraph should be amended as follows:

Such amendments shall not apply to an acquisition-
(A) made pursuant to an obligation to acquire

which on July 18, 1963-
(i) was unconditional, or
(ii) was subject only to conditions con-

tained in a formal contract under which partial
performance had occurred;

(B) as to which on or before July 18, 1963, the
acquiring United States person (or, in a case where
2 or more United States persons are making acquisi-
tions as part of a single transaction, a majority in
interest of such persons) had taken every action to
signify approval of the acquisition under the pro-
cedures ordinarily employed by such person (or
persons) in similar transactions and had sent or
deposited for delivery to the foreign [issuer orobligor] person from whom the acq uin wa8 made
written evidence of such approval in the form of a
commitment letter, memorandum of terms, draft
purchase contract, or other [signed] document set-
ting forth or referring to a document sent by the
foreign person from whom the acquisition was made
which set forth the principal terms of such acq uisi-
tion, subject only to the execution of formal docu-
inents evidencing the acquisition and to customary
closing conditions;

(C) if, on or before July 18, 1963, the acquiring
United States per8on-

(i) hadentered into a contract for the sale
to the government of a less developed country or a
political subdivision thereof, or an agency or
instrumentality of such government, of property
owned within such less developed country or
political subdivision by such person or by a con-
trolled foreign corporation (as defined in section
957) more than. 50 percent of the total combined
voting power of all classes of stock entitled to
vote of which is owned (within the meaning of
section. 958) by such person, or of stock or debt
obligations of such a controlled foreign corpora-
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tion which was actively engaged in the conduct of
a trade or business withn such less developed
country; or had entered into a contract of indem-
nificaton with respect to the nationalization,
expropriation, or seizure of such property or of
such stock or debt obligations by Me government
of a less developed country or political sub-
division thereof, or an agency or instrumentality
of such government, or

(ii) had sent or deposited for delivery to the
government of a less developed country or political
subdivision ihereof, or agency or instrumentality
of such government, a commitment letter, memo-
randum of terms, or other document setting forth
the principal terms of a contract described in
clause (i),

to the extent such acquisition is req, "red by the terms
of the contract as a reinvestment within such less
developed country of amounts equal to part or all of
the consideration received under the contract; or

[ C] (D) which would be excluded from tax
under section 4915 of the Internal Revenue Code of
1954 but for the provisions of subsection (e)
thereof, if (i) on or before July 18, 1963, the acquir-
ing United States person applied for and received
from a foreign government (or an agency or in-
strumentality thereof) authorization to mtke such
acquisition and approval of the amount thereof,
and (ii) such authorization was required in order
for such acquisition to be made.

The purpose of this provision and the suggested changes are to
exclude from tax acquisitions resulting from transactions which were
completed or in advanced stages of negotiation on July Is, 1963.
Application of tax to these acquisitions might create substantial
hardship.

The proposed changes in subparagraph (B) make clear that a
draft purchase agreement, which normally would not be signed by the
lender, constitutes sufficient evidence of approval by the lender ;f the
acquisition, provided that the draft purchase agreement was furnished
to the borrower on or before July 18, 1963, and the lender had ap-
proved the acquisition in accordance with its customary procedures on
or before that date. The changes also clarify that the acquisition
need not be made directly from the foreign issuer or obligor, but can
be made from another foreign person, so long as the other require-
ments of the provision are satisfied.

Proposed subparagraph (C) excludes from application of the tax
tile acquisition of stock or debt obligations pursuant to a contract or
commitment entered into prior to July 18, 1963, under which a U.S.
person sells property located in a less developed country (or stock of a
company engaged 'in business in such a country) to, or receives
indemnification from, such a less developed country (or its agency,
instrumentality, or subdivision). This new provision is comparable
to new section 4916(a)(4). Under both provisions, the companies in
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which the U.S. person must reinvest would presunmably qualify as less
developed country corporations under the requirements of section
4916(c)(1). However, these companies are aware of the pressures on
the U.S. person to reinvest the proceeds of sale, and they are not
compelled to reveal the information regarding their assets and in-
come which is necessary to establish compliance with the less dc-
Velol)ed country corporation provisions. This information is not
otherwise available.

(7) DOMESTICATION. Page 63, line 22.
This paragraph should be amended to read as follows:

Such aniendnients shall not apply to the acquisition
by a domestic corporation of the assets of a foreign cor-
poration pursuant to a reorganization described in
subplaragraph ((), (D) or (F) of section 368(a)(1) of the
Internal Revenue Code of 1954 if the acquisition occurs
on or before the 180th day after the date of the enact-
ment of this Act and the foreign corporation was a
management company registered under the Investment
Company Act of 1940 from July 18, 1963, until the time
(of the acquisition.

'Ihis proposed amendment makes clear that a foreign investment
company which domesticates within 180 days after enactment of this
bill may' (10 so in a reorganization under su) paragoaph (C) of section
368(a)(1) Of the Internal Revenue Code as well as subparagraph (D)
or (F) of that section.
SectioIn :3 RE''URNS

(21) IAKING' OF RETURNS. Page 64, line 12.
(1) IN (ENERtAL. Page 64, line 19.

This paragraph should be amended to read as follows:
"Every person shall make a return for each calendar

quarter during which he incurs liability for the tax im-
)osed by section 4911, or would so incur liability but

for the provisions of section 4918. Tle return shall, in
addition to such other information as the Secretary or
his delegate may by regulations require, include a list
of all acquisitions made by such person (luring the
calendar quarter which are exempt under the provisions
of section 4918, and shall, with respect to each such
acquisition, be accompanied either (A) by a certificate of
American ownership which complies with the provisions of
• section .;918(e), or (B) in the case of an acquisition for
which other proof of exemption is pennitted under section
.11)1(f). by a statement setting forth, a summary of the
evidence establishin.q .uch exeniption and the reasons for the
person's inability to establish prior American awmirskip
under sub.ection (b), (c), (or (d) of section 4918 [be
accompanied by clear and convincing evidence showing
that the acquisitions are so exempt]. No return or
accompanying evidence shall be required under this
paragraph in connection with any acquisition with
respect to which a written confirmation, furnished in
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accordance with the requirements described in section
4918 (c) or (d), is treated as conclusive proof of prior
American ownership; nor shall any such acquisition be
required to be listed in any return made undes this
paragraph.

This proposed amendment, like the suggested changes inl section
4918 (a) an( (1)), is intended to facilitate the administration id en-
forcement of the interest equalization tax by requiring the filing of a
certificate (if American ownership with the quarterly tax return in
Order to prove the exemption for prior American ownership. unless
the taxpayer can establish that his inability to tile such ia certificate
is (lite to reasonable cause. No return or sul)nissioli of proof is re-
quired if the aIcqiiisitioni was madLe through ii ille)ter of a national
securities exchange or the National Assciation of Secuities )ealers
whoiu furnishes a confirmatim to the purchaser which does i141t state
that the purchase was subject t:i the tax. If a U.S. persmot is claininr
the prior American owviershij exemption but does not have tlie re(ui-
site certificate or confirmation. this proposedd amendment re(Iuires him
to attach a sta:teilient. to his quarterlyy return setting forth a suntninrv
oif tile evidence estallishing tie exemption aln] the reallsIns for his
inability to) establish the exeluptiolm by means of a certificate or ' c(ii-
firniatiOn.

(:3) REPORTING lEQUIiiEMENTh FOil MEMBERS OF EXCHAN(ES
AND ASSOCIATIONS. Page 65. line 20.

This paragraph should be amended to read as follows:

"/'ery nieinier[s] or [of] member organ ization[s]
of a national securities exchaiige[s] or of a [and]
national securities association[s] registered with the
Securities and Ex(mhange ('omviissimi shall keep such
records and file such information as the Secretary or his
delegate 1i111y I)y regulations prescribe ill connectiom
with acqiisitiotis am sales efrectei by such lelnl)(r[sJ
Or member organizations] as a broker[s, and ae-
quisitions made for [their own accounts,3 the account
of sach member M member organization, of stock or debt
o)liga tions-'"(A) as to whicli a certificate of American

ownership or blanket certificate of American
ownership is executed and filed i'ith sach member
or member organ ization as prescribed under [as
described in] section 4918(e); aad

"(B) as to which. a written confirmation i.,? far-
nished to a (United States person stating that the
acqui.,ition--

"(i) in the case o!f a transaction on a national
securities exchange. was made subject to a special
contract, or

"(ii) in the case of a transaction not on a
national securities exchange, was from a person
who had vot filed a certificate of American
ownership with respect to sych sioek or debt
obligation or a blanket certificate of American
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ownership with respect to the account from which
such stock or debt obligation was sold.

The suggested additions to the recordkeeping requirements for
brokers are essential to provide necessary enforcement procedures for
collection of the proposed tax.

Under the bill, a broker who sells on behalf of a customer in tile
regular market and who does not advise the purchasing broker that
he is acting on behalf of a foreigner, permits the purchasing broker to
supply a confirmation to the purchaser which is conclusive proof of
an exemption from the tax. Such selling brokers are required to
retain appropriate records in connection with these transactions.
In addition, brokers acting on behalf of the purchaser and seller in
taxable transactions should also be required to maintain necessary,
records. Without such information and records, administration of
the tax would be seriously handicapped.
Section 5. Original Issue Discount

This is a new section which should begin on page 67, line 17. Present
section 5 (Penalties) should be renumbered section 6 Section 5 should
provide as follows:

"Section 1232(b) (2) (relating to definition of issue price) is
amended by inserting before the period at the end of the second
sentence thereof the following: 'increased by the amount, if any,
of tax paid under section 4911 (and not credited, refunded, or
reimbursed) on the acquisition of such bond or evidence of
indebtedness by the first buyer.'

This new section is designed to remove the possibility that the
purchaser of a debt obligation in a private placement might suffer
adverse income tax consequences because of the interest equalization
tax.

The purposes of the proposed tax have no relation to the treatment
under section 1232 of the Internal Revenue Code of the part of the
gain on a sale or exchange of debt obligations consisting of "original
issue discount," and allocable to the period the taxpayer held the
securities, as ordinary income. In the case of a private placement
of debt obligations of a foreign issuer, where the amount of tax pay-
able by a United States purchaser is reflected in a deduction from the
purchase price, the amount of the discount might produce original
issue discount and subject the purchaser and subsequent purchasers
to possible additional ordinary income taxes. The proposed new
section would avoid that unintended result.
Section 6. Penalties

Section 6681. FALSE EQUALIZATION TAX CERTIFICATES. Page 68,
line 13.

(d) False Confirmations or Comparisons Furnished by Dealers.
Page 70, line 11.

This is a new subsection (d); present subsection (d) becomes (e).
"(I) MEMBERS OF NATIONAL SECURITIES EX-

CHANGES.-A member or member organization of a
national securities exchange described in, scion
4919(b)(3)(A) who, in a transaction, subject to the rules
of such exchange as described in such section., wilfully
furnishes a written confirmation or comparison which

A
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contains a misstatement of material fact or which Jails to
state a material fact hall be liable to a penalty equal to
125 percent of the amount of the tax imposed by section 4911
on the acqtiisition of the debt obligation by the, dealer
for whose benefit such confirmation or comparison is
furnished.

"(2) DEALERS.-Any person who sells as a dealer a
debt obligation in a transaction subject to the rules of a
national securities exchange as described in section
4919(b) (3) (A), in which such sale is elected on his behalf
by a member or member organization oJ such exchange, anl
who wilfully fails to disclose to such member or member
organization that such sale is being made by him as a
dealer, shall be liable to a penalty equal to 125 percent of
the amount of the tax imposed on his acquisition of the
debt obligation with respect to which such confirmation or
comparison is.furnished.

"(3) MEMBERS OF NATIONAL SECURITIES ASSOCIA-
TIONS.-A member or member organization of a national
securities association described in section 4919(b)(3)(B)
who wilfully furnishes a written confirmation described in
such section (in a transaction subject to the rules of such
association as described in such section) which contains a
misstatement of material fact or which fails to state a ma-
terial fact shall be liable to a penalty equal to 125 percent
of the amount of the tax imposed by section 4911 on the ac-
quisition of the debt obligation by the dealer for whose
benefit such confirmation is furnished."

This new subsection provides penalties for members of national
securities exchanges and the National Association of Securities Dealers
who willfully violate the procedures set forth in section 4919(b)(3).
That section permits a dealer claiming a credit or refund under sec-
tion 4919(a)(2) (for the sale of foreign bonds to foreigners within 90
days after their purchase) to establish the bonds were actually sold to
foreigners. The procedures in the over-the-counter market and on
the exchanges require that the confirmations or comparisons furnished
to the dealer on which the claim for credit or refund are based be
truthful. This new subsection imposes a 125-percent penalty on a
member or dealer who wilfully furnishes a false confirmation or
comparison or who wilfully fails to disclose that he is acting as a
dealer in a transaction described in section 4919(b)(3), since the false
document or statement permitted a credit or refund to be obtained
improperly.
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