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net effostively eonncotod with the eonduet of a
trade or business within the United States;
{B)- Beetion 861 io amended by adding b the end
thereof the following now subseetion
et hvepnnmse o Purosies; Keo—For purposes of
subseetion {a)l-)-{A); the ameunts deseribed in this mub-
geetion are— ~
£{1)- deposite with perons enrrying on the bank-
and loan or vimier areovintions under Kedera) or Stade
law; bub only to the extont thet ameunts peid or eredited
on suoh deposits or aeeounts are deduetible under section
604 in eomputitg the taxeble inceme of wich instithe
tiens; and B
248} ametnts held by an insurnee eompuy under
oh agreerncnt 40 poy interest thereon: |
Eflostive with respeet to wmounts peid or eredited after
geetion shell eeasve to apply= .
{8)- Bection 861{n)-{1}- is mmended by siriking out
and2 ob the end of sabparagraph (B); by striking ont
the period at the end of subpargraph {C) end inserting
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1 in lien thereof < and™; and by edding at the end thereef
2 the follewing new subparagrnphi

3, . D) interess on depenits with & foreign branch
4 of n domentio corporation; i sieh braneh iy engaged
B . i the eommereinl banking bastnens”

6 {BHHA) Section BOH {relating (o) invome derived

7 by o foreign eontral bunk of iwne from obligations of
8, ', the Dnited Blates) is emended— . 1)~

9 41} by striking oub “shall not. be ineluded™ and
10 - inverting in How thereof 25 or frota interest on de-

13,0, 1 i by striking out. Ssuch obligations? and in:
‘14 0 1%%%&%%0{9}% i QPW P
L it} by adding ab the end thereof the following

16 new sentence+ “Kor purpoves of the preeeding sen-
17 | . tenee; the Bank for Internntional Settlements shall
18 he treated a8 o foreign contrel bank of issue with

19, ., respeeb bo interent on deposits with pervons esrpying
20. ' on the banking busineswr—: and ‘
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in liew thereof the following+

SEC, 50k INCOME DERIVED B¥ A FORBIGN GENTRAL

BANK OF ISSUE EROM OBLIGATIONS OF THE
UNITED STATES OR FROM BANK DEROSITH.?
(B} The tablo of seetions for subpar € of pars LI

. of sbehapter N of chaptor 1 in amended by wiriking ot

thereof the follewings ¢
Ufleer 805 Eneome dorived by o doreign contral hank' W4

iwne from obligations of the United States

or from benle depasited . [

b} Drvibanb— - t

tH Beetion 86H-{w)-(H-B) trelating to divideridy

from woureep within the United Btates) is amended W

read as follows+ ol
“{B) from o foreign eorperation umless losh

than 80 percent of the greus ineome from ell soureed
ending with the close of ito taxable; yenr preceding

. the deelaration of sneh dividends {or for sueh pdsh

[

‘"
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of such period as the eorporation has been in exist-
enee) wao effectively connocted with the eonduet of
o trade or business within the United Btetess but
enly in e amount which beare the same retio te
mich dividends o8 the grosy income of the eerpora-
tion for such period which iv effeetively conneeted
with the eondueb of o trade or business within the
United States bears to o grow ineowme from ull
soureess bub dividends fromn a foreign eorporation
ohaly for pusposes of uibpert 4 of pars LLL {releting
to foreign tax erodit); be treated as ineome frem
sourees without the United Btates to the extent {and
only to the extent) exceeding the ameunt whieh is
100,/8bths of the amennt of the deduetion allowable
under seetion 246 in respeet of sueh dividends; or
{8) Beetion 881-{a)}{2) is amended by adding after
sttbparegraph (G} the folowings -
“For purposes of subparagmph 1}y the grous ineose
of the foreign corporation for any peried before the first
tanable yeor beginning after Decomber 31; 1066; whieh
io effeetively connected with the eonduet of a trade or
business within the United States iy an amount equel
to the gress ineeme for sueh period from sourees within
the United Stetes:”
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{¢)} PoRsoNah Bervions—Seetion 861-{a){3)-{&)
i) freluting to income from pervonal ervices) is amended
te read as follows:

Lty an individual whe i u citison o
vesident of the United Btates; a domestio past-
nership; or o domestie eerporation; i sueh
lobor or servieen arve performed for an office
or place of business meinteined in e foreign
ooty oF in o posseosion of the United Btatbo
by sueh individual; partnership; or corpom-
HOB= i

+d) Durpvipions—Section 864 {rolating to delind-
tions} is amended— g
1) by sirking out “For purposes of this pork?
and inverting in liew thereof
“o} Bav; Eze—For purpeses of this porty ond
Hd) by adding ot the end thereof the following
new subseetionst
19 “ib) Taapn on Bushuws WIpHN orB UMand
20 Szazss—Tor purpeses of this par; pars IL; end chapter 8;
21 the term “rude or business within, the United Stetes’ ih-
22 eludes the performance of pervonal serviees within the United
23 Siates o any time within the tanable year; but does net in-
2% eludo—
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(A} for o nonresident alien individual; foreign
‘parbnorehip; or foreign corporntion; not engaged in
trade or business within the United Btates; or
- 4B} for un offiee or plaee of business main-
teined in o foreign eonntry or in o possession of the
United Bintes by an individial whe is o eitisen or

© popident of the United States or by o demestic

partnorchip or & domestio corporation;
by o nonvesident alion adividunl ' temporarily present in

the United States for a poried or perieds net exeeeding
o thlal of B0 days dusing the taxable year and whose
compensation for sueh serviees dees neb execed in the

o 4Y9) TRADING BN SHOURITHI OB GOMMODIFIRS—

“tA) BF06KS AND SROTRIFHIS— '
he ity Eneeph in ‘the eas of ‘@ dealer in

e piogks on seenvities; tmding in steelis or peen-
L b gides for the taxpayels own aeecunt] whether

i by the taxpayer or bs employees or thvough a
or other agent; and whether o not hny 'such
agent has diseretionary euthority to meke de-



© ® W S % Bk W D e

BB R S8SES S 55588 E B8

4

'y ,

‘11

L eivions in effecting the transaetions:  Thin elatse

shall net apply in the ense of n eorporation

. {other than & eerportion which is; or but for

veation 542-0)-(F) would be; o pemennt hold-
io. rading in stecks or seewrities for s ewn
aeeounty if ite prineipal offiee is in the United

Coor Beakess T g
B o L) In the ease of 6 person whe is''a

dealer in slocke or ceourition; trading in stodkd

"or -poounitien for his own eecount threugh'h

or other independent agent . H
LB} CoMMOBIFHIS—R . . - H
£4i)- Exoopt in the ease of & dealer in eon-

modition; trading in commedities for the tadl
payerls own aecount; whether by the texpayel

. or bis omployees or through o resident brokey;
commigiion agent; oustodinny or other ageht;
. Gionary authority to meko decisions in effeeting
. the transections: . = b
. %{ii) In the eape of.o persen whe i3 @

deoder i commoditon ruding i commeniie

25 .1y . i . ferhis own segount through o resident brokén



© O =9 & @& B WL N -

B8 X 88 R 8B &5 58 &5 &k 88 2858

12

eomminsion agenty eustodian; or other independ-

6Ré agont:

the eommedition ate of o kind eustornarty deeh

in on on ergeniged eommedity exchonge and i

the trensaction is of & kind customariy een-

summated ab sieh placer
and (B)-(ii)- shall apply only i o no time during
the taxable year; the taxpayer has an oflico or plaee
of business in the United Btaten through which or
by the direetien of which the tsnsaectiony in stoeks
oF securities; or in eommodities; as the eave may be;
wre affeeted:

o) Erprorrvily Connvnernp Incoms; Lro—

“H) GmarAL RUbB—For purposes of thiv title—

£(A) In the eave of a nonresident alien indi-
viduel or o foreign eorporation engaged in trade or
year; the rules seb forth in paragraphs {3} {8}
and {4} shell apply in determining the ineeme;
gein; or loss whieh shall be treated as effeetively eon-
neeted with the eonduet of & trade or business within
the United Btates: |

(B} Exeept oo provided in seetion 871{d} or
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seotien 883{d}); in the ease of & nonresident elien

individual or o foreign eorperation Hob engaged in

trode or business within the Unitod Biates during the

tanoble year; ne ineote; gain; or loss shall be trentod

a8 offectively eenneoted with the condues of e trade

or business within the United Statesr

2 Prniobioans; #96y INGOMH FROM SOLROHS
of the types deseribed in seetion 8T-{a)-{H); or veetion
881{a}; or whether gain or loss from seurees within
the United Btates from the sele or exchange of copited
ansety; i9 effectively connected with the eenduet of e
trade or business within the United Stetes; the fuctom

A the ihvomne; gainy of los is derived from
nosety dved in or held for use i the eonduet of sneh
trado or businew; op
“{B) the activitios of sueh trade or business

were o material factor in the realizetion of the in-

eome; gain; or loss: .
In determining whether an nevet i8 uoed in or held for
use in the eonduet of such trade or business or whethes
the aetivities of sueh trade or business were o meteriad
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~ fnetor in renlizing an item of ineeme; gain; or loss; due

regord shell be given te whether or not such asset or

" such ineome;. gain; or los was aceounted for threugh
 such brade or business: Tn applying this paragraph and

peragraph {4); interest referred to in seetien 861{n}
A} shall be eonsidered ineome from: sourees within

L3} OPHHR INCOME FROM BOURGES WIPHN

. BNED SeAass—AH income; gain; oF loss from seurees

loss. t0 which paragraph (2} applies) shall be treated

+ as effectively eonnected with the eonduet of & trede or

“4) INeOME FROM BOLROES WIPHOUP UMTHD

“4A) Exeept oo previded in subparagraph

4B} and G} no tneome; guin; of loss from sourees

withont the Bhited States shall be treated as effee-

tively eennceted with the eonduet of & trade or

B} Ineome; gain; or loso from seurees with-

out the United States shall be treated as effeetively

. eonieeted with the eonduet of o trade or businewn
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within the United Stetes by o nenresident alien
individual of o foreign eorporation if such person
hae an office or other fixed place of busi i

the United Stntes to which sueh ineome; guin; or

Joss is attributable and stk iheome; guit; or low—
“4i) eonvivtn of rents or royslties for the
use of or for the privilege of weing intangible
cluding any gait or loss realized on the sale of

of such trade or business:
“li) convinis of dividends o interest; op
gain or Joss from the sele or exchnnge of stoek

o notes; bonds; or other evidenees of indebted-

of o banking; fineneing; or siniler buviness
within the United States or i received by o

eotnt: op . e
“fiii) i derived from the sele {without

. the United States) threugh sueh office or fixed
place of businoss of porsonal property deseribed
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in seetion 133H{1); exeept that this eleuse
shell not epply i the property is sold for use;
consumption; or disposition eutside the United
States and en offiee or other fixed place of busi-
ness of the texpayer eutside the United States
partieipated meterielly in sueh sale:
In the ease of o sale deseribed in elause -(iit}; the
ineome which shall be treated en attributable to the
office or other fined place of business within the
United Btates shall not exeeed the ineome which
wotild be derived from sourees within the United
Biates i the sale were made in the United States:
4G} In the ease of o foreign eorperation tax-
able under part I of subehapter Ir; any income from
sourees witheut the United States which v attrh-
utable to o United Bintes business shall be treated
a9 effeetively eonneeted with the eondves of a trade
D) No ineome; gait; or loss from seurees
withowt the United States shell be trented a5 effes-
tively eonnected with the eonduet of o trade or
business within the United Btates if it either—
“{i) eonsists of dividends; interest; or
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royaliies puid by o foreign eorporation in which
geetioh 868-{a}); or is considered as owning
" {by. applying the ownership rles of seetion
y68-(b}; more then 60 pereent of the total
eombined voting power of all elasses of stock
entitled to vote; or |
L) 19 subpart K ineomno within the mean-

ing of seetion Bod{a)=—
+e}s and {d) shell apply with respeet to taxable years
Revente Code of 1904 {us added by subseetion ()}
with respeet to o binding contraet entered ito on or

" before Febrary 24; H066; netivities in the Dnited

Staten on oF before sich dute in negotinting o cnrrying

- outb sueh eontmet shell not he taken into necotnt:

ber 81; 1966-

J, 69-350——2
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1‘- 8EGC: 3. NONRESIDENT ALIEN INDIVIDUALS,

2
3
4
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6
7
8
9
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<8} Fax on NoNRESIDENE ALIEN INDEIDUALS—

1) Seetion 87+ {relating te tax on nonresident

alien individuals} is amended to read av follows:
“Aa} ncomn Noz Comvpornp WirH UNITED STATES
Bonivgss—30 PeropNg FAX—

L) INcoMB OFPHER PHAN GAPIPAL GAINS—TFhere

is hereby impoved for each taxable yenr & tax of 30 per-
eent of the ameunt received from sourees within the
United States by & nonresident elien individuat as—

omoluments; and other fixed or determinable an-
nuel or periodicel ging; profits; end ineome; '

“(B) gains deseribed in seetion 40%-{e)-{2);
403{e}(2); or 631 (b} or {e); and gains on
transfers deseribied in seetion 1985; and

“{C) ameunts which under seetion 841; or
under seetion 1232 -{in the easo of bonds or other
evidenees of indebtedness issiod after Beptember 28;
1965); are treated as gaine from the sale or ex-
ehasige of property which is not & eapital anset;

but enly to the extent the ameunt ve reeeived is not effee-
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tively eonneeted with the eonduet of o trade or business

within the United States:

243} CAPIPAL GAING OF AHHING PRESENE IN THB
UNIBED BEATHS 159 BAYS OR MORH—In the ease of &
for o peried or perieds eguregating 483 days er mere
mmm%mamywmm
year o tax of 30 percent of the amount by whieh his
frem the sale or exchange ab any time during sueh year
of eapital assets exeeed his losses; nlloeable to sonrees
within the United States; from the sale or exchange aé
ony time during sueh year of eapitel assets: Feor pur-
peses of this paregraph; gains and losses shall be taken
into aceount only if; and to the extent thet; they would
be recognized and teken into aceount i sueh gains and
losses were effectively conneeted with the eonduet of @
trade or business within the United Stetes; exeept that
sieh gains and losses shell be determined without regard
te seetion 1303 {relating to deduetion for eapitel gains)-

-of the eapitel loss earryover provided in seetion 1348:

Any goin or less which is teken into aeount in deter-

‘mining the tax under paragreph (1) or subseetion (b}
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shall not be teken into aeeount in determining the tax
under this paragraph: For purposes of the 483-day re-
quizement of thiy paragraph; o nonresident alien individ-
Stntes who has net esteblished o toxable year for eny
prior period shell be treated as having a tmiable year
‘whiek 19 the edlendar year:

9. Bosimwr—OrADuASep Rars oF Fax—

10 ) ImpositioN OF FAN— nonvesident allen
11, individual engoged in tmde or business within the
12, Uited Mintes dusing the taxable year shall be taxable
13 s previded in seetion 1 or 120H{b) on his taxeble
14 ineome which iy effectively eorrnected with the eonduet
15 of p trade o business within the United States:

16 “42) DRaBRMINATION OF TAXABLR HooMmi—In
1T | detemmining taxable ineome for purposes of prragraph
18 (4} arow income iekides only grom income whiek is
19 effcetively eonneeted with the conduet of o trade or
20° usiness within the United States:

21 | wfe) Pansrerpanss v Chaeard EXoHaNeB oR
22 Ppanving Proaiams—Eor purpeses of this seetion; & noh-

23 sopident alien individual whe {witheu regard to this sub-
24 Geetion) is not engaged in trade or business within the
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Biates a5 & Honimmigrant under subparagraph -t or (4}
of seetion HoHa}-(15) of the Immigriion and Nationlity
Aet; a9 amended {8 U806 HOHe) 16y (Y er (4Hs
shall be treatod a5 & nenresident alien individual engaged in

 deseribed in seetion H44{b} (1) or 2} which 18 reecived
. within the United States; be treated as effeetively eonneeted

with the condues of n trade or husiness within the Huited
H{d) Brvorion Fo Triar Rent Propuney Ivcoms

NS '

£4A) from real property held for the produe

or from any interest in sieh renl property; elud-

ing 1) ‘geins from the sale or exehange of sueh

and

and iii) geins deseribed in seetion 631t} or fo);

R Awdsmcw Ot
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LB} whieh; but for this subseetion; would not
be treatod as ineome which is effestively eonneeted
with the eonduet of o trade o business within the

United Btates;
may eloeb for such taxable year to treat ell sueh neome
a8 ineome whieh in offeetively eonneeted with the een-
duet of a trado or buciness within the United Stetes:
In moh ease; such ineome shall be tanable as provided
in subseetion {b)-{1) whether ep net mieh individual
is engaged ib trade or business within dhe United Blates
during the taxeble year: An eleetion under this prra-
graph for any taxable year shall remain in effeet for
all subsequent tuxable years; excopt theb it mey be re-
voked with the eonsent of the Seeretary or his delegate
with respeet to any taxable yeesr:

) EnBePioN APRER REVOCANON—I an elee-
tion has heon made under paragraph L1} and sch eloe-
tion has been revolied; n now eleotion may nobt be made
under. sueh parograph for any taxnble year before the
bth taxeble year which begine efter the first texalle
year for which sueh revoention io effeetive; unless the
Beeretary or his delegnte eonsenis to sueh new eleetion:

£43) FonM AND TIMB OPF BLEORION AND RBVO-
rovoention of such an election; may be mede enly in
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1 .. such manner and ab sueh time as the Seerotary or his
2 delogate may by regulations presortbe:
3 e} Cross REPRRENCES—
" 40) For tax ireaiment of certain amounis. disinl-
“buled by the United Siates to nonresident alien in-
dividuals, soe seetion 402(a}d):
2) for taxation of nonrceident olien individusls
who are expairiate United Stlales eitizens, see seelion
“3) For doubling of tax on eilizens of ceriain for-
eign ecuniries; see seetion 805
" %4y For reinstatoment of pre-1067 income tax provi-
sions in the case of residents of eortain foreign ecoun-
{ries, see seelion 806, ‘
mmm*mumum
alion individuale, see seetion 1441, '
%MNWO‘M&M«#
estimated tax by eertain nonrcoident alien individuals,
mmﬁonm&(-i)' !
—@)Forhuﬁondmmhudwm
transfers to domesile ecorporations, see sestion 1360
. E b I

£ A3 Section & {relating to tex on individueh) in
amended by redesignating subsection 4d) ae subseetion
6 WMWWWMWMMW
8’ %MWWH&MMGS&W
Q‘reeideﬁtahe}kmdmdud;ﬂie&mm*p@eedbywbseehw{&)-
10 shell apply enly as provided by seetion 874 or 8772

11 {b) Gnoss IncoMa—

12 fi-)—Sﬂbﬂeetm-(-&)‘efseemm{-leMmgte

[}
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gros ineoine of nonresident alien individusls) is amended
to rend as followss
“fo} Gunprat Rusb—In the enso of o nonvesident

ahion individunly gross i teldes onl

2} gress ineome which is derived from seurees

eonneeted with the conduet of & trade or business within

the United States; and

with the conduet of o trade or businews within the
{2) Subpuragraph (B} of section 87Hb-3} {re-

lnting to compensation of pariicipants in cortnin ex-

change or training programs) is amended by striking
ot “by o domestie corporntion’’ and inserting in lew
thereof “by & domestie corporation; o domestie parthor-
ship; or un individanl whe is o eitisen or resident of the

{3) Subsection b} of seetion 873 ‘{relating to
exelusions from grose ieome) is amended by adding st
the end thereof the following new paragraph-

“{4) BoND INFHREST OF RESIDENGS OF THE
RYGRYD ISEANDS OB THE TRUST PERRITORY OF B
PAGHIO 15ANDS—Lncome derived by a nonrosident
elien individuel from o sories B or serfes H United States
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o resident of tho Ryuleyu Jolands on the Trust Territory
of the Paeific Tolands
1) Section 873 {reluting to deduetions allowed to
nonvesidens nhien individuels) s amended to reed o8
. -followst

) GavnRAh Rusi—In the. case of 6 nonrosident
ahien individual; the deduetions shull be aHowed: only for
purposes of section S71-{h)- and {fexeept a provided by sub-
section (b)) enly if and te the extens thet they are eon-
nected with incomo which is effeokively conncetod With the
Méa%wmmﬂ&ewmm
the proper apporvionment and alocption of the deductiony
for this purpese shell be determined as provided in regula-
tions preseribed by the Secretary or bio delegater
allowed whether or nob they aro connected with ineome
Mmmmmmme{am
erlmmessmﬁmbhel-lmedsm )

%M@@mwmaw
erty nob eonnected with the trade or business if sriving

W4
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- 486{e)-{8); bub enly if the lews is of property loeated
| #within the United Btatess . .« . . bt i
. “{8} PrnsoNrn BXpMPHON—The deduetion for
personel exerptions allowed by seetion 161y exeeph thet
in the ease of & nonvesident alien individual whe is net o
mdeﬂteiam@easeeumnymlyeaeexem-p&en
 chell be allowed under seetion 64 .
" “{o) ORoBS REBUVBRENGBE— \ © .o 0 g

icoooq'e:c'-mwtpga_

bed ek
- O

&1 Rew disaliowanees of standard deduetion, see see-
tion 12N , ,

. 43) Ber vale that eerlain foveign texes axs not o be
mmmummmmonwmm

120 +2-}Seehen464—(8)—-(—reb@mgteemesreferenees
18 mrespeetefdedaemferpmalexmpmm}
14 emended torend od followsr 7

%m%ammam
5 wmwmmm
16 Bubseetion{a) of scetion 874 {relating to filing of retnrno)
1 isamendedtoread&sfeﬂews-; e .
18 o)} RueunN PRENBQUISIEE %0 A:HzOWA—NGB—-A
19 . nenresident elien individuel shell receive the bepefit of the
20 deduetions and eredit allowed to him in this subtitle enly
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by filing er eausing o be filed with the Seeretory or bis
delegate o true and aecurate return; in the manner preseribod
in mubtitlo F {ooe: 6001 and following; relating to proceduro
and edminisiration); ineluding therein all the information
which the Seeretary or his delegate mey deem necessery
for the ealoulation of such deductions and eredite: This cub-
seetion chall not bo consirued to dony the, eredits provided
by seetions 31 and 32 for tax withheld et seuree on the eredit
provided by seetion 80 for certein uses of gaveline end
{1} Bubpart & of paré 1L of subohapier N of chap-
tor 1 {soloting to nonsesidens alien individuels) io
amended by redesignating seetion 877 a8 seetion 878/
. and by incerting ofter cection 876 the following new
“SEC, 87h EXPATRIATION TO AVOID TAX, ,
usl who et any time after March 8; 1065; and within the &-
yoor period immediatoly preceding the elese of the taxable’

‘have for ene of its principal purpeses the aveidanee of taxes

under this cublitle or subtitle B; chall be {axeble for such
taxablo yeor in the manner provided in subseetion (b} if the
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(b} AbprmNATIVH FaX—A nonresident lien individ-

" ual deseribed in subsection {a) shell be laxable for the tux-

able year av provided in seetion 1 or sectien 1304-{h);
exeept that—
subseetion (e} of thin seetion)s and

“{2) the deductions shall he allowed # and to the
earryover provided by seetton HHB-h) shall not be
the deductions for this puspese shell be detormined ay
provided under regulations preseribed by the Seeretary
or hi delegter

. seetion 878-th) shell be ellowods and the deduetion {Hor
20

losses nob connected with the trade or bustness i incwrred in
165{e)-2) shell be allowed; but only if the profit; if sneh

. transaetion had resulted in o profit; would bo meluded in

o) Spremat: Rubhs oF Sovhep——TFer pumposes of
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" be treated as Heome from nourcen within the United States:

i ) SALR OF PROPERPY-—Gains on the sale or

exchunge of property {other than stock or debt oblign-

tions) Joeated in the United States:

| {3 SPeck ok PEBP OBHGATIONS—niny oh the

sdo or exchange of soek imed by & domestio comporn-

" tion or debt obligations of United States pemons or of

the United States; & State or politieal sthdivivlon thereof;

or the Distriet of Columbia: |

A Bxenpaion por Foss oF CIRHBNSHIP FOR CHR-
BAIN CAvsPS—Subseetion {n) shall not apply to & non-
resident alien individual whese Joss of Dnited States eitigen-
ship resulted from the apphieation of seetion 304-{h); 350, or
355 of the Tmmigwtion and Nationelity Aet; as amended
18 U-8:6; 1401H-th)s 1483; or 1487

“fe} BonpeN or Proor—H the Seeretary or hiy dele-
gate establishes that it i reasonable to heliove that an indi-
widualls los of United Stetes eitisenship wonkds bt for this
seetion; resnlt in n substantiel reduetion for the taxable yeor
“in the tuxes on his probeble inconte for mioh Fenr; the hurden
of proving for sueh taxable year thet sueh loss of eitizen-
ship did neb have for ene of its prineipal purposes the
avoidanee of taxes under this subtitle or subtitle B chall be
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{9} The teble of seetions for subpert A- of part 1L
of subohapter N of chapter 4 {relating to nonvesident
alien individuels) io amended by striking out the item
relating to soetion 877 and inserting in lieu thereof the
foHlowing:
: UBeer 873, Enpateintion to avoid tar:

oNempt organisations

HMMW%M&—S&%@&%
{d)- of seotion 116 {relating to eeripin nonresident aliens in-
eligible for exelusion) is amended to read as follows:

9 ) CBREAIN NONRESIDENT ALIENS INBHIGIBEN FOR
10 Exerusion—In the ease of o nonresident alien individuel
11 subseetion {a) shall apply only—

12 24} in determining the tax imposed for the tax-
13 | eble year purouant to seetion 8TH{b}H1)} end enly in
14 respeos of dividonds which ore effeetively conneoted with
15 the conduet of a trade or business within the United
16 Siates; or ,

17 249} in determining the bax imposed for the tex-
18, able year pureuant to seetion 877-{h)-2

19 {2} VWapHuorbiNe oF Tax oF NoONRESIDENT
20 Aszane—Seetion 1441 {reloting to withholding of tax on
21 nonresident aliens). is amended—

2 memwmﬁw
23 with perons earrying on the bavking business paid to

1S IO O I

® =1 o .
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Ipemens nob engaged in: business in the United States)

in sabseetion (b}~ :
43) striking out “end emounts deserbed in see-

' o 400-{a)-{2) end alf that follows in the firsh sentence

of oubscetion b and insorting in Hew thereof “and

- going deseribed in seetion 408{m){B3); 403{a){2); or
1 834 b} er {6} and gainy on transfers deseribed in see-
:'ﬁéﬂrm&—f""’

© 48} by otrilking ont paragraph {1} of subseetion
perdgraphs . |
PUsIVes—No deduetion or withholding under subsee-
tion o) shell be required in the ease of any item of
whieh .is effeetively  eonneeted with the eenduet of a

i trade oF business within the United States and on whieh
. o b i9 impesed for the taxable year parsuant to seetion

LI
’

- by amending paragraph {4} of aubuestion e
to rend as follows: - "

“{4) COMPENSATION OF CGERTAIN ALIENS—Un-
der regulotions preseribed by the Seeretary or his dele-
gate; eompensetion for personel serviees mey be ex-



10 :

11

12
13
14

15
16

17
18

19
20
21

32 T e
{6} by striking ont “amounts deseribed in seetion
40Ha)-(B); seetion 403-{a){3); seetion 63+ (b} end
- 4o}y and seetion $285; which are eonsidered to be gainy
from the sale eor exehange of copitel assets in pere-
. graph b} of subseetion (¢} and inserting in lew there-
of “gains deseribed in seetions 403H{e)}-{(3); 403-({a)}-(2);
or 831 (b} or e}y end gains on transfers deseribed in
‘seetion 1386:%; and by striking out “proceeds from sueh
sale or exchange;” in such paragroph end inperting in
hiew thereof “ameunt payebleys
{relating to return and paymeont of withheld tox)- is amended

to read as follows:

“SEC, 1464 LIABILITY FOR WITHHELD TAX,

“Rvery person required t0 deduet and withhold eny tax
under this ehapter is hereby made lable for sueh tax and is
hereby indemnified ageinst the elaims and demends of any
person for the ameunt of any payments mede in seeordance
with the provisiens of this ehapter”
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+i)} DrerararioN op HserMATED INcoMB Fax B¥Y
INBEIBUALR—Section 6015 -(relating to deelaration of esti-

mated ineome tax by individunls) is amended—

{4} by ctsiking ont thes portion of subsection {e}
thereof the followings
“Hu) RrQuineMENE 6F DreorARaPioN—Tixeept uo
otherwise previded in subseetion {i); every individual chell
muke o declnration of his estimated tax for the taxable year

'-‘ n,

12} by redesignating subsection (i) a9 suhreetion
" {8} by inserting after subseetion (b} the follow-

laration shall be required to be made under this seation by

_eable to the wages; a9 defined in seetion 3401{n); of
J. 69-350—3
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el

2 pensation for pemonnt serviees subjeet to deduesion and
3 withholding under seetion 344 which is effeetively
4 - eonnected with the eonduet of & trade or business within
o the United States; or |
6 “{3) sueh individunl is o vesident of Puerto Rieo

T during the entire txable yonr?

8 4} G From Dispositions o OnneAly Deprn-
9 ciaBbBS REALPF—The sceond sontenco of paragraph {8)
10 of seetion +250-{d) {relating to cortain tex-free tranvnetions)
11 s atnended to rend un followss “This prrageaph shell net
12 apply to—

13 LA} o disposition to an orgunisation -{other

‘ 14 than o cooperative desertbed in scotion 53 which
15 is exempb from the fax impoJod by this chapier; or
16 “{B) & transfer of property by e nonresident
17 alien individusl; o foreign estate o trust; or & for-
18 eign purthership; to & domestie eorporabion in ex-
19 ehange for stock or veeurities in sueh corporation
20 in & trenvaction to which seetion 861 applies:

21 e Contrcrion or IveoMs TAx AT SOUREE ON
22 Waens—Subsection {a). of section 3401 {relating to defini
23 tien of wages for purposes of colleetion of ineome tax s



W O S v o W DD e

] [ ] o [} fd d [ bt e ot bk b [ [
L 8 ok [« N=} (e o] -3 (=} (%] [ o [ - <

35
souree)- is amended by shriking onb pamgraphs {6) and {7}
and inserting in Jiew thereof the followings .
4G} for sroh vervices; performod by & nonresident
alien individual; e may bo designnted by regulations
prescribed by the Seeretary or his delogates or
Soction FHOHul-34) {defining foreign eviato or brust). in
the United States whieh is nob effectively connected with
the eonduet of o trade or busitews within the United Staten
{in) CONFORMING AMENDMENG—The first sentence
of section B33H{u}) {reluting to eitigeny of pomesions of the
United States) is amended to rend o9 followst “Any in-
dividunl whe i o eibigen of any possession of the United
States (hut not otherwive & citisen of the buited Stutes)
aid who is et & revident of the United States shall be wib-
jeet to taxation wnder this subtitle i the smne munner and
subjeet te the wine conditions ay i the ense of n nonresident
then the mmendments mnde by subsections th) and
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. {)- chell apply with respect to taxable yenss begin
ning after Deeember 315 1866-

{2) The amendments made by subscetion -(h) shall
apply with respeet to peyments ocenrring after Deeem-
ber 84,1966 . . . .

{3} The aimendments mude by subseetion (I} shall
- opply with respeet to rerauncration peid efter Deeember

BEG, 4 FOREIGN CORRORATIONS.
<o) Fax on Incomn Nor Coxvporsb WaeH Unianp
Szares Bosivms—eetion 881-(relating to tax on foreign

_eorporations nob. engaged in business in the United States

is sinended to read e followst
“SEC. 881, INCOME OF FOREIGN CORBORATIONS NOT CON-
NECTED WITH UNITED STATES BUSINESS,
o) Tvpostrion oF Tax—There 18 hereby imposed
for ench taxable year a tox of 30 pereent of the amount
received from sourees within the United Btates by o foreign
o oo |
itme; annvities; eomponsations; remuneretions; emolu-
 ments; and other fixed or determinable annual or per-
{2} gains deseribed in section 631 {b) or {e}; and
{8} amounts whieh under seetion 841; or under
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seetion 12382 -(in the ense of bonds or ether evidences of
&eatedasgaiaebom&hés&leoremh&ngeoipfepmy

. whieh is net & eapital abset;
but enly to the extent the amount so reeeived i nob effee-

tively eonneeted with the eenduet of a trade or buviness

“4b) Deovnrive oF TaNr—

£For doubling of tax on corporations of eertain for-
eign ecountries, see seetion 801,°

SeATES Bushwss—

1) Seetion 883 {relnting to tax on resident for-
b@memﬁem}kmded%mdwieﬂm

mmmwmmm

Nmspmnmmmssusmss.

%NM%MW&*——

—MW%%—AWW

‘eng&gedm&&deefhmmw*ﬂnnﬂw%ﬁed&em
‘WMMWMMM%Mm

see&teni—l-er@@l—(&)—enwﬂmblemmewhwhm
eﬁeemlyeeﬂaeetedm%hﬂaeeeﬂdﬂe&ei&wadeerm
mwﬂm&e&n&d%
%Dsmexepmmwmeem—h
determining taxeble inceme for purpeses of paregroph
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effeetively eonnected with the eonduet of o trade or
“4b) Gross Incomp—In the ense of o foreign eorpora-
within the United States and which in not effeetively
conneeted with the conduet of o trade or husinesy with-
.%%MM&MOPMMM%
Yrited States:
e} AHHOWANCE OF DBDUCHONS AND CREDIFS—
%mwm
%G}Mﬂﬁﬂ%ﬂ.—%ﬂmm&wm
oglyfexjpﬂrpmafsubsee&ion-(«)—aﬂd{-a&eep&aﬂ
provided by suhpargraph {B}) only i and to the
in effeetively conneeted with the eonduet of o tmde
appertionment and alloration of the deduetions for
this purpese shell be determined as provided in
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regulations preseribed by ¢he Seeretary or his
(B} CHARIEABHS GONFRIBUTIONS—The de-
vided by seetion 170 shall be alowed whether or
not eonneeted with ineome which is effeotively eon-
neeted with the eenduct of o tmde or businews
2423} DEDUCHIONS AND CREBHS AHHOWHD ONKY
the benefit of the deduetions and eredits allowed to #
i this subtitle enly by filing or cansing to be filed with
the Seeretary or his delegate a trie and acctrnte vetnm;
in the menner presexibed in subtitle 35 ineluding therein
oll the information whieh the Seeretary or his delegnte
may deem necespary for the entenlation of sueh dedue-
tions and eredits: This paregeaph shall not be construed
to deny the eredit provided by seetion 33 for tax with-
held at seuree or the eredit provided by section 39 for

eertain uses of gasoline and lubrieating otk
by seetion H06; foreign eorpomtions shell not be allowed

. the eredit against the tax for taxes of foreign eotntries
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1 . end pessessions of the United States allowed by seetion
2 864~
3 “44) CROSS RUPBRBNCH—
£For rule that eorlain foreign {nxes are nei to be
takon into account in delermining deduetlion or eredit;
seo soction 006(h) (1)
4 “Ad) Lrsorion To Triar Rt Lroprney roomn
5 A5 INeoMe Cowyperep Wirn Thuepp Seares Busk
6 NBSS—
7 LH) b eBNERAI—A foreign corporation which
g during the taxable year derives any income—
10 States; or from any interest in sueh ren) property;
11 ineluding (i) geinn from the sale or exehange of
12 renl property or an interest theretn; (i) rents or
13 1 roynlties from mines; welly; or other. natural de-
14 - posits; and (i) gaing deseribed in seetion 63+ (b}
15 or {e}; and
16 - “{B}) whieh; but for this subseetion; would not
17 - be treated as income effectively eonneeted with the
18 eonduet of o trade or business within the United
19 States;
20 mey eleet for sheh texable year to treat all sueh ineome
21 o8 ineome whieh iv effeetively eonnceted with the een-
22 duet of o trade or business within the United States: In
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. sueh ease; sueh ineomne sheall be texable es provided in
1 subseotion {ajr{H whether or nob sueh corporation is

cngaged in trade or business within the United States

groph for any taxable year shall remain in effees for all
sibseqtent taxnble years; except thet i may be revoked

.. with the eonsent of the Seeretary or his delegate with
/' ¥oupest o any toxable year:

A3 ErRomoN AFTER REVOUATION; hPe—Pare-

geaphs {3} end {3) of seetion 87{d) shall apply i
respeet of eleetions undor this wibseetion in the same

‘manner and t the rame extent an they apply in respeet
”‘efelee&mmuﬂdevseeﬁenéﬂ-l—(-d-)-r

%Rﬂwmsep%*%ﬁwww—l{wmgﬂ

15 Wlmmeﬁ&wmdmmmw
16, bé&tesbuthasmageﬁmﬂw&n&ed%&s—&em

17 required under seetion 6042 shell be made by the agent:”

19

20

22

2

.%%&eﬁm{e}-eﬁmﬁm.ﬂ{w}aﬁﬂgw

] ,;b‘,.exeqﬂwmkemwxeﬂeerpeﬁmeﬂs}wmwm-
. serting o’ ab the end of pamgraph 3); by eiriling
21 eub & e Mtheendefpmgmph{-&)-&ndm%ng
&penedmkea&lmef-mdbys!nlangmﬁpmgmph

‘*" f
it ' ¢
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B} Seetion 11 {relating to tax on eorporations} is
amended by adding at the end thereof the following

L) Forron CORPORATIONS—In the ease of o foreign
only as provided hy seetion 883

{8} The teble of seetions for subpert B of part H
of subehapter N of chapter + is amended by striking ont
the items relating to seetions 881 and 8832 and inserting
in hien thereof the following:

e e

“See: 88%: Inoome of foreign corporations eonneeted with

United States businese

fe} WarnnotbiNe oF TAx oN ForsieN CORPORA-

FIONS—Seetion 1442 {relating to withholding of tax on
foreign eorporations) is amended to read ay folows:

“SEC, 1442, VATHHOLDING OF TAX ON FOREIGN CORRO-

RATIONS,

“{a} Grnpras Resn—In the ease of foreign eorpora-
tions subjeet to taxation under this subtitle; there shall be
dedueted and withheld at the souree in the same manner and
on the spme items of neonie a8 is provided in seetion 1444
or seetion 145+ o tax equal to 30 pereent thereof: exeept
that; in the ease of interest deseribed in seetion 1461 {relat-
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ing to taxfree eovenant bonds); the deduetion and with-
helding shall be at the rate speeified therein: For purpeses

{4} to seetion STI{b){+) shall be trented a8 referring to

seetion 842 or seetion 883{a}); as the ease may be:

“thi Exemprron—dubiect to sneh terms and condi-
tiohy a9 may be provided hy regulations preseribed by the
Beeretary or his delegate; subseetion {a) shall not apply in
the ease of & foreign corporntion engaged in trade or businesy
wndite administrative burden and that the eollection of the
tx imposed by seetion 881 on sieh eorporation will not be

{4} Prvrprnps Rienrvnp Enoyw Cureary Fonrpien
CoRPORARIONS—tthuection () of section 245 {relnting to
the alowanee of & deduetion in respeet of dividends reveived
from & forcign eorperation) is amended—

) by striking out “and hay derived 0 percent
or more of its gross iheomie from sotrees within the
MWMM&WMMMM
precedes parngraph (1) and by inverting in lien thereof
“and if HO pereent or more of the grosw ineome of such
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corporation from all seurees for sueh peried is effeetively
eonnected with the eonduet of & trade or business within

' the United States;?

States” in paragraph (1) and inserting in len thereof

Lwhieh is offectively eonneeted with the eonduet of

trade or business within the United Stetes™

Btetes™ in poragreph {3} and inserting in lea thereof

% which v effectively eonnected with the eonduet of a

teade or business within the United States;: and
{45 by adding sfter porograph 2} the following

., Rew sentenee:

“For purpeses of this subsection; the grow ineome of the
year beginning efter December 8%; 1966; which is effee-
tively conneeted with the eonduet of a trade or business
within the United States is an amount equal to the gross
States:-

e} UanstAarrp Busivess Taxasth Iveombp—The

last sentenee of seetion 613{a} {relating to definition) is
amended to reed ap follows: “In the ease of en ergenise-
tien deseribed in seetion 51+ which is o foreign organise-
tion; the unrelated business taxable ineome shell be s un-
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related business taxable ineome whieh is effeetively eonneetd
with the eonduet of a trade or business within the United
) ConPorATiON SUBIRET 0 Rrrsowah HewbiNe
Company Tax—Poregraph {7) of seetion G43{e) . {re-
lating to corporations net subjeet to the pervonal holding
eompany tax) is amended to read es follows:
£47) o foreign eorporation; if ell of its steck out-
standing during the last half of the taxable year is owned
by nonresident alien individuels; whether direetly or in-
g} Aminpmunes Wasn Respror 70 ForuieN Con-
PORATIONS CARRYING ©OF DNsuRANeB Buomvuss
TRHERD SPATHS— .
{1} Seetion 842 {relating to eomputation of gross
ineome}is&mendedterp&dasfeﬂm‘
“SEC, 843 FOREIGN CORPORATIONS CARRYING ON INSUR-
ANGCE BUSINESS,
“H o foreign corporation eareying oh en insurance husi-

H; or TH: of this subehapter for the taxable year if {without

of anty trede or business within the United States) it were
o demestie corperation; sueh eorporation shall be taxeble
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under such part on it ineome ¢ffectively eonnected with it
eonduet of any trado or business within the United States:
With respeet to the remainder of its ineome; whieh is from
seurees within the United States; sueh o foreign eorpera-
tion shell be texable as provided in seetion 884>
+2) The teble of seetions for part TV of subehapter
I, of ohapter + is amended by striling ent the item re-
following
5860, 848, Koreign corporations careying on insrance busi-
neger!
{3} Section 810 {relating to foreign life insuranee
eompaities} iy amended—
) by strking eut subsections {n)} and {d}
byredes*gm%mgmbsee&ens-(-b)—aa&-(—e-)—m
sibseetions {a) and (b}
B} by striking out “In the ease of any eom-
A (1) {as redesignated by subperagraph (A}
and iwerting in len thereof “In the ense of any
{6} by striking eut ‘—‘ﬂnbseeﬁm-(-e-)—m the
laséseﬂﬁeﬂeeefsabsemen{a-)ﬂ(%}%mredes}gm&ed

MW%memw
“subseetion (b)}S
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{B) by adding at the end of subseetion (o)
WWW‘W%MM

“4A) the emount which weunld be subjeet to
tox under section 881 if the wmeunt texeble under
sueh seetion were determined witheut regard to see-
tieny 108 and 804; and

LB} the ameunt of the reduetion provided
by peregraph (1)

The tax under section 883 {(determined withous regard
to this paregreph) shell be redueed -{but not below
gero) by an amount which is the same propertion of
sueh tax as the amount referred to in subparagraph (B}
is of the amount referred to in subperegraph (A} but
such reduetion in tax shall neb excped the inorease i
tex under this part by reeson of the reduetion provided
by paregraph

) by shriking eub “for purposes of subsee-
{a0 redesignoted by sbpasmgrph L1} end fnvert
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‘ing in lew thereof “with respeet to o foreitn
i eerp'emﬁsl”, o g :

) by siriking out ‘“Joreign lifo insuranee
companyZ each place it appears in stieh subseetion

Y c o) and insesting in lien thereof “foreign eorpor-

onZ
{6 by striling eub “subseetion -thi-H2-{\-
- ench place it eppesrs in such swbsestion {(b) end
inserting in lion thereof “subseetibn {a){2)-{A}
(M} by striling ont “subseetion {bH2H{B)>
in peragraph {SHBH) of sueh subseetion thy-
and incerbing in liew thereof “hubsection {aj-{2)
. A3} by edding et the end thereof ‘the following
“{e) Cross RurprpNoR—
| HFer taxation of forelgn corporations’ edrrying on
et e it Bl Bt v
{4) Seetion 831 {relating to tax on mutual insur-
mmmmMmmﬂwmmm%
4A) by siriking onb subocetion {o)- and by
redesignating subscotions () and {g) s oub-
' sections {o) and {f); and
{B} by edding at the end of subseetion i}
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£63) For taxation of foreign corporations earrying on
en insuranee busingss within the United States, see see-
tion 8422 :

{5} Section 822 {relating to detemmination of tax-
able investment ineome) is amended by striking out
sitbseetion {e) and by redesignating subseetion (£ a9

{6} Seetion 831 {relating to tax on eertain other
instirnhee compaties) s amended—

A} by striking out subseetion (b} and by re-
{B} by amending subseetion {d) to read a8
follows:
(1) For allernative tax in ease of eapital gains, see
seetion 120Ka):
£(2) For taxation of foreign corporations earrying on

an insuranee business within the United States, see see-
tion 842.2

{7 Section 833 {relating to insurance company
taxable ineome}) is amended by striking out subseetion
{4} and by redesignating sibseetion {e} as subseetion
+{d)=

{8} The seeond sentence of seetion 841 {relating

J. 69-350—4
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to eredit for foreign taxes) is amended by striking eut

“sentenee;” and inserting in liew thereof “sentenee {and

for purposes of applying seetion 806 with respeet to &

foreign eorporation subjees to tax under this sub-

(b} Sespans ¥ Incomi—Seetion 953{b) -frelating
to exelusion of United States income) is amended to read s
followss

“th) Exerusion or Hnunp Seares Iveomp—In
the ease of a vontrolled foreign corporation; subpart ¥ in-
come does nob inelude any itom of ineome from sourees

within the United States which is effeetively eonneeted

with the eonduct by sueh corporation of a trade or business
within the Dnited States unlews sich iem is exempt from
texetion (or is subjeet to o reduced Pate of tax) pursuant
to & treaty obligation of the United Stabes:
H%NM&MW@_E&W&%
{4} of veetion 1348{d)} {relating to exelusions fron earn-

_ings and profits)} iv amended to read a9 follows:

eludible in gross income of the foreign corporetion under
this ehapter—
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“{A} for any texable year beginning before
Jm&wh%gsiaeemedeﬁvedmm
within the United States of o foreign eorporetion
engaged in trade or business within the United

States; or |
“{B) for any texable yenr beginning efter
Deeember 31; 1966; a8 ineome effeetivelv eon-
neeted with the eonduch by sueh eorporation of e
This poregroph chall net apply with respeet to any
iem which is exempb from taxation {or is stubjeet to
& redueed rete of tax) pumuant to o treaty obligation

of the United States2

4} Premararion oF Esriasep Incomn Tax B¥
Conrorariony—yeetion 6016 {relating to deelarations of
estimated income tax by eorporations) is amended by redes-
ignating subseetion {f) es subsection {g)} and by inserting
“tf) Opnzan FonpioN GCOnpoRATIONS—For pur-
poses of this seetion and seetion 66565; it the ease of o foreign
eorporation subjeet to taxation under seetion 1 or 120Ha);
or under subehapter I, of chapter 1; the tax impesed by
seetion 881 shall be treated as o tax imposed by seetion 11~
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k) TECHNIOAL AMBNDMENTY—
{1} Seetion 884 is anended to rend as follows:
“SEG, 884 CROSS REFERENCES,

£(1) For special provisions relaiing to unrelated bus-
iness income of foreign edueational; eharitable, and eer-
tain other exempt organisations, see seetion 512(a).

£(2) For speeial provisions relating to foreign eorpe-
rations earrying on an insuranee business within the
United Statess see seetion 842

“(8) For rules applicable in determining whether any
foreign ecorporation is engaged in trade or business
within the United States, see seetion 864(b)

£(4) For reinstatement of pre-1067 income tax provi-
sions in the ease of corperations of eertain foreign
countries, see seelion 806, .

(6) For allowanee of eredit against the tax in ease
of a foreign corporation having income effeetively eon-
neeted with the eonduet of a trade or businoss within
the United Siates; see seetion 006:

£(6) For withholding at souree of tax on ineome of
foreign eorporations; see seetion 14422

12} Section 953{b}ABI) is amended by strik-
g onb “S3HIMHB)L and inverting in lien thereef
43} Section 124{a} is amended by striking owt

11 respeet to taxable yenrs beginning aftor December 34, 1966-
12 The amendment made by subseetion (i) shell apply with



o @® -3 (=) (3 > w (-] -

I - T R S - R N~ R~ T S
BN = © ® =1 S R e 0 N M= O

53
regpeet to sales o exchanges ecenrring after Deeember 31
1868-
SEC, 5, SPECIAL TAX PROVISIONS,
lating to ineome exempt under treaties) v anrended to rend
as follows:
“SEC, 804, INCOME ARFECTED BY TREALY,

e} veorn Exnmpr Uaber Freary—Ineome of
eny kind; to the extent required by wnv treaty obligation of
the United States; shall not he ineluded in gross ineome and
shall be exempt from taxation under this mihtitle:
SzAres—For purposes of upplying any exeinption fromy of
reduetion of; any tax provided by any treaty to which the
Hnited States is a party with vespeet to ineome which is not
effeetively conneeted with the conduet of a trade or business
wathin the Lnited States; & nonvesident alien individunl or a
foreign eorporation shall be deemed not to have & permanent
esteblishment it the Hnited States ot any time during the
taxable yenr: This subsection shall not apply in respeet of
&em*oemmdmderaeﬁien%-f—’

wmmwwmmm
sioNs—Subpart € of part H of subehapter N of ehapter +
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1 Afrelating to miscelancons provisions applieable to nenresi-
2 dent aliens and foreign corporations) s amended by adding
3 ab the end thereof the following new seetion:

4 <8EC, 806 ARPLICATION OF PRE-1967 INCOME TAX PRO-

5
6
7
8
9

10
11
12
13
14

15
16 .

17
18
19
20
21
22
23
24
25

VISIONS,
o) IMposirion or Mors Bunbensomn Faxss By

“{1}) under the laws of any foreign eeuntry; eon-
sidering the tex system of sueh foreign eountry; eitigens
of the United States not residents of sueh foreign eoun-
t#y or domestie eorporations are being subjeeted to more
burdensome taxes; on any item of ineome reeeived by
foreign country; than taxes imposed by the provisions of

- this subtitte en stmier income derived froin sourees

within the United States by revidents ov corporations of

49} sneh foreign conntry; when requested by the
United States to do vo; has nob reted to revise or rediee
sueh taxes so thet they are no more burdenseme than

revidents oF eorporations of sueh forcign eountry; and
{3} it is in the publie interest to epply pre-1067
tax provisions in accordanee with the provisions of this
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seetion to residents or eorperations of sueh foreign

eountry; -
the President shall proelaim thet the tax on sueh siilar in-
dents or eorporations of sueh foreign eountry shall; for tax-
under this subtitle withont regard to amendments muade to
this subehapter and chapter 3 on or after the date of ennet-
menb of this seetion:

b} Arruviazion oF Monn BunbiNsoms Taxse—
eountry with respees to whieh the President has made & proe-
lamation under sibveetion {#) heve been modified so that
eountry or domestic eorporations are no lorger subjeet to
more burdenvome taxes on sueh item: of ineome derived by
eountry; he shell proeleitn thet the tex on wueh similer in-
residenty or corporationy of sueh foreign country shell; for
any taxable yeor beginning after such proclamation; be de-
%emiﬂeduﬂderthiswbﬁﬂewi;hﬂ&fegﬂfdmwbseeﬁm

et Nozrrrearion oF Cononess Ruquinep—Ne
proclemation shell be issued by the President pursuent to
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this seetion unless; ab least 30 days prior to sweh proela-
mation; he has netified the Senate and the House of Repre-
sentatives of his intention to ivste sneh proclamation:

“Hd) praMENEATION BY REctbATIoNs—The See-
retery oF his delegate shall preseribe sueh regulations e he
deetny neeessary of approprinte to implement s seetion—

e} Cptmioat AMENDMENES—The teable of seetions
for subpart G of purt I of vubehapter N of chapter ¥ is
atrended—

) by striking out the Hem relating to seotion 894
2} by adding at the end of sueh table the following:
to taxable years begimning efter December 34 1966:
PrOPEREY hAws—
- Part HH of subehapter N of ehapter 1 {relat-
ing to income from sourees without the United States}
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1 is amended by adding at the end thereof the following
2 few subpart:

3 “Subpart H—Ineome of Certain Nonresident United States
4  Citizens Subject to Foreign Community Property Laws

“See 081 leetions as (o treatinent of theome wubjeet to

5 “S8EG, 981, ELECTION AS TO TREATMENT OF INCOME SUB-
6 JECT 70 FOREIGN COMMUNITY PROPERTY
7 LAWS,

8 o) GENBRAL RotE—In the ease of any taxable year
10 1) an individual is {A) & eitizen of the United
11 States; (B} e hona fide resident of a foreign ecountry
12 or eothitries during the entire taxable yenr; and {6}
13 married at the elove of the taxable year to a sponse whe is
14 # nonresident alien during the entire taxable vear; and
15 “49). sueh individunl and his spowse eleet to have
16 subsection {h) apply to their community income under
1T foreign community property lnws;

18 then subseetion (b} shell apphy to sieh income of sueh indi-
19 viduel and sueh spowse for the taxable year and for ol sh-

20 gequent taxable yewss for which $he requirements of para-
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1 greph {1 are met; nnless the Seeretary or his delegate
2 consents to & termination of the eleetion:

(2]
J

b} TREATMENT OF CoMmuNey IncoMp—Ior any

4 taxable year to which an election mude under suhseetion {u)
G property laws of the husbund and wife maling the eleetion
T shell be treated as follows:

8
9
10
11

)
ot

19
20
21

33
2l'

Lt Barned income {within the meaning of the
first sentence of veetion BHH{b}); other than trade or
business ineome and o parther’s distributive shere of
partnership ineome; shall be treated ao the ineene of the

S} Trade or busthess ineome; and o parthers
graph (1 or {2} which iv derived from the separate
property s determined under the applieable foreign
eomnithity property lave) of one spetse shall be treated
a8 the Heome of sieh spotve:

A4 AH other such eonpnunity ineome shall he
trented as provided in the applieable foreign eommunity
property law:
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e} Ervernon ronr LridH67 Yoans—

quirements of subsection (a1 {A) and 4O} for any
taxable year beginning hefore Jumiuey 5 1067 and if
sueh individuel and the spouse reforred to in subseetion
{2} of thin subuection shall apply to their eommunity in-
open taxable yenrs beginning before Jannary 1; 1067
{whether under this ehapter; the eorresponding provi-
stons of the Internal Revenue Code of 1930; or.the eor
responding provisions of prior revenue laws): for which
the requiresnents of subseetion {a}-{1) ) end {6}
are met:

) Errper or phRopioN—Ner eny taxable
year t0 which an eleetion made under this subseetion
property laws of the hushand and wife meking the
eleetion shall be trented as provided by subsestion {h);
exeept thet the other eommunity ineeme deverihed in
paragraph {4} of sbseetion (b) shall be treated as the
immeef&hespeusewho;;rsﬂehmbleye&r;had
gros incomo under paragraphs (1) {2); end {3} of
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that of the ether spouse:

AMIPAPIONS BPE—

{e) for a taxable year mey be made nb any time while
sueh year is ottll open; and shell be made in sueh men-
ner as the Seeretary or his delegute shall by regulations
preseribe:

) ExFENsION OF PRRIOD FOR ABSESSING DE-
FICHINGHD AND MAKING RHFENDS—H any taxnble
year to which an eleetion under subseetion {a) or {e}
applies is open ob the time sueh eleetion iv mede; the
period for nssessing w doficieney aguinst; and the period
for filing elnim for eredit or refund of any overpaymnent
bys the husbend and wife for such taxable year, to the
entont such deficienoy or overpayment is attributeble to
sieh an eloetion; shall not expire before 1 year nfter
the date of vach eleetion:

“{8) ALIIN BPOUSE NERD NOT JOIN I¥ StHEHE
PION () BEHOTION 1IN GRNPAIN cAbBS—H the Seere-
tory or his delegate deternrines—

Z(A) thet an eleetion undor mibseetion (o}
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tk of the spouse referred to in subseetion {a)-{1}
46} for any taxable yenr; or
“B) thab the effeet on such linbility for tax
eannob be ascertiined and thet o deny the eleetion
te the eitizen of the United States would be inequita-
ble and catse undue hardship;
sieh spense shall not he required to join in sueh eleetion;
and puragraph (2) of this subneetion shell not apply
with respeet to sieh spoune:

L) Inginisr—Ure the extent that any overpay-
ment or delieieney for o taxable year s attnbutable to
ah eleetion mnde under this seetion; no interest shall he
allowed or paid for any period hefore the day which is +
yeur after the date of such eleetion:

poses of this seetion—

“H) Dupverions—Deduetions shall be treated it
@ Hanher consistent with the munner provided by thiy
seetion for the ineome to which they relute:

£{3) OreN Ypans—A taxeble year of a eitigon
of the United States and his spouse shall be treated as
‘open i the period for assessing o deficieney agninst



© O = O v e W N -

e
n-w&t:s

15
16
17
18
19

62
date of the eleetion under subseetion {a) or {¢}; a8 the
ease meay be:
%Mme@wmm&.—ua
hushand or wife is deceased his eleetion under this see-
tion mey be made by his excewtor; adminisimior; or

the greater income for a tasable year;  a husband or
wife dies the taxable year of the surviving speuse shell
be treated ne ending on the date of sueh death
{3) The table of subparte for sueh part HI is
amended by adding of the end thereof the followings
Subpart H: Income of certain nonresident United Stetes
xmwwwmmw
{3} Beetion 9H-{d} {reluting to eamed ineome
from seurees without the United Stetes) is emended—
{A) by siriking oub “For administretive? and
inserting in lion shereof the following: “(1) For od-
ministrative?y and
+B) by adding at the end thereef the following:

£2) For oloctions an to (zeaimont of income subjoeet
to foreign community preperiy laws, see section 0812



C @ =1 S N e W D -

[ S T T vy
B W N e

63

8EG: 6 FOREIGN TAX CGREDIT.

{8} AbrowaNeR OF ChibIF $0 CERTANN NONRBSE

{1} Subpert A of pert HE of subohapier N of ehap-

ter 1 {relating to foreign tax eredit) is amended by

adding ab the end thereof the following new seetiont
“SEC 006 NONRESIDENT ALIEN INDIVIDUALS AND FOR-

EIGN GORPORATIONS.

individual or a foreign eorperation engoged in irade or
businews within the Luited States during the taxable year
shall be allowed a eredit under seetioh 901 for the emmount
of any ineome; war profits; and exeess profil taxes paid or
acerved during the taxable yeoar {or deemed; under scetion
802; paid or soered during the taxable year) to any foreign
eouniry or poscevsion of the United Btates with respeet to
ineome effectively eonnoetod with the eonduet of a trde or

b Sppeiat Ruophs—

=1} For purpeses of subseetion (o} and for puns

_ seetions 873{a} and 882{e}); in detemmining the amount

of any tax paid or acerved to any foreign ecuntry or



© @ =~ O R o W N

& R & B B B

8 R 8RB B B

64
poosession there shall not be teker into aceeunt any
amount of tax to the extent the tax so paid or aeerued i
impesed with respeet to ineeme whieh would net be
taxed by sueh foreign eountry or possession but for the
foet thet—

L(A) in the ease of a nonresident elien indi-
vidual; sueh individual is a eitizen or resident of
sueh foreign eountry or possession; oF

B} in the ease of a foreign eorporation; such
eorporation Wus ereated eor organived under the
law of sueh foreign couniry or pessession or is
domiciled for tax purpeses in sueh oountry or
possession:

“43) For puwrpores of subveetion {a); in epply-
treated a8 eonsisting only of the taxable ineome effee-
tively eonneoted with the taxpayer's eonduet of a trade
or business within the United States:

243} The eredit allowed pursuant to subsection (a}
shall not be allowed against eny tax impesed by seetion
8H-{a) {relating to inecme of nonresident alien individ-
ual net eonnected with United States business) or 884
{relating to ineome of foreign eorporations net een

£{4) ¥or purposes of seetions 903(a) and 78; o
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. port which receives dividends sholly with respeet o
. sueh dividends; be trented an & domestio corpomation

{3} The table of seitiens. for shch subpart A i

. amended by adding s the ond. theroof. sthe faliowings

|‘ n .
{3 Beotion G744ch is amended by’ iking ot

1o

—(o)-Feam&k%Gmm*—-Exeep‘ pmded"”

seeﬂonOOG;onomeeldenh

wmmamme
memﬂmd}mmmdedby&deugnmgpw
mhwuwwh%*uﬁby seriing abier
s conronations—In the tase of an nonredit

'abeamémdna&aotdesenbedmseeuon%wdmbbe

eaeeofanyfemgneoﬁpomon-&beamméemmeé
purouant to seetion 0064 and o v
5} Parogroph {5} {an redesignated).'of soction
901{b} is amended by sirking out “or -(8)-;—&315-
soriing in liow thereof “8); or {d}%

SRR IR R 12 r2
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fin < li 1 {6} The amendments made by thio sabseetion shill
19 -apply with respeet to taxable years beginning efier
3. : Dopember 84; 1066: In applying seetion 904 of the
-4 ' . Iptornal Rovenue Code of 1054 with respect to seetion
5 - 806 of sueh Code; no amennt may be earvied from or to
6" aby taxable year beginning before January 1; 106%; and
. no&uebyeanhallbe&ke&iﬁem.

8. MWWWWWW%
9 Posnro Rieo—

19, ,tHMMdWWW
11 to amount of foreign tax erodit allowod in e of alien
12 wammmmmwmm

13 bysiuk-mgout if the foreign eountry of which suech

I SIS

14 ‘Mmadm‘wem«wb)e&mwm

15 heo;aﬂowsaumdarm&ha&memefﬂml}amd
19’ 'gwmn&ngmmebwunﬂy-w
17 .. ﬁ}See&enOO}sMﬂbymdeangmb-

18, outionn 4o and 3} o sbsmions {4 ond {o) and
19 by insoing wr ubuceion b tho folloving new
::.1;m %mmﬂmmmmm
%WMWMMMMM—

23 —H-)-s{omgaeou%munpmgmeome;w

24 pnﬁﬁ;udmpmﬁtetues;doeenet.\g}!ww
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. eitigens of the United Btetes residing in eueh foreigh

eountry o eredit for eny sueh taxes paid or eeerved o
&eMMwwWMwﬂmm
may be; similar to the eredit allowod under subssbtion
e '

49} sueh foreign eountry; when requesied by the
United Btates to do s0; has net aeted {0 provide such o
mm;omofmmmnm
in sueh foreign country; and |

£43}) it is in the publie interest to allow the eredit
under subseetion {b){3) to eitisens or subjeets of such
foreign eonniry only if it allows such & similer eredit to
eitisens of the United Biates residing in sueh foreign
country; : '

the Bresident shall proeclaim that; for taxable years begin-
‘ning while the preclamation remnins in effect; the eredié
under suboeetion (h)(3) shall be allowed o eitisens o
subjeets of snel foreign eountry only if sueh foreign eountey;
in imposing meome; war profits; and excess profits faxes;
Mwmammmmmgmmw'
conniry such a similer eredit— ‘ )

N

{3) Beetion 2014 {relating 00 eredis for foreign
death taxes’ is smended by otriking out the seeond sen-

""""
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a8
duivse! tenee of subsection fa); and by adding ab. the end of
@ Jii1 ek séekion the following new subseetiens - 3
& Rpdspangg—Whoevor tho Prevident finds that—
5 {1} o foreign country; in imposing estabe; inheri-
6;. /| anee; logaoyy or suecession iaxes; doos nob allow te eiti-
T . dene of the United States resident in such foreign eoun-
811 1 tey abithe ime of denth o eredit vimiler to the eredit
9 allowed under subsoetion o)y
L D %MWMMWW&M
1L, . . Ueited Biates to do.no; hua not acted to provide sueh o
12 1 similet eredit in the vase of aitigons of the United Siates
i, vesidens in anoh foreign vountey ab the time of death; end
14 43} it is in the publie interest to allow she eredit
19:... . uider subscetion {a) in the ease of eilisens or subjects
16, .of suoh foraign conntry only if it allows sueh o slmilar
17 . ewodit in the sase.of aitinens of the United States resident
18 .. ..in el foreign cottisbry b the tirme of death; .
19 the Bresident sholl proelaim thal; in the easo of eitisens or
2 ;. awbjocks of suph forcign pouniey dying while the proclemation
21 rernaine in effect; the eredit under euhoostion {a)- shall bo ok
2. Jowed oWy, if meh foreign eountry aliowa moh o cimilar
23 ,-exerdit in the eyee. of eitinena of the United Staten recident in
24 guoh foreign eouniry aé the time of deatin’
25 {4} The emendmente mede by this subseetion
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17" fother thon paregraph {3))- shall epply with :.6pbet

2 ' torinnablo years beginning after Desomber 31, 1066-
3 54 The amendment mado by paragroph {3} chall epply
&1 with respect b0 estates of docedents dying afior the dhte
RN fd&emdﬁaM :
6. - {o} FonmieN Tax CREDI? AN CAdH 6P CHATANN
T QvaneBss OFRRATIONS KUNDING BUBSIDIABHS— |
8 s dd) Beetion B04{fi(2) {relating to-appliention”ef
9 . lmintions on foreign lex eredis in ease of certnin intor-
10 gt income) is amended— - . -, i
n. L(-A,);bymildngom-‘—‘otﬁ,&tﬁheendelsﬂ-
B pigeph 48 X
13 {B) by sriking out the peried ot the end of
M aibparagroph (D) end incoréing in liow therbbf
15 £ only and . ' 2
16 {6} by adding ab tho end.thoroof the followlkig
17 now subparegrpht oot v
18 (35} reccived by an overveas operations fund-
19 ing mbaidiary on ebligations of o reluted forelgn
20 corporation:" “
21 {2)- Bection BOH{) is amendod by sdding ot the
22 ond thereof the following now paragraph
3 “(5) DPEPHMTIONS FOR PORPOSES OF PidiA-
24 eiaPE {H-E)—Fer purpeses of paragraph {1}
25

By—
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.‘,l.i. ’ “] . . l.]-('i‘)-

is o member of an affilinted group {within the
meaning of section 1504} and is not the eommon
parent eorporation; end (i) was formed and i

.. .availed of for the prineipal purpese of raising funds

forcign persons and of using sneh funds to finanee

- the operations in foreign countries of ene or mere

- X{B) o foreign corporation i9; with respeet to
an overseas eperations funding subsidiery; o related

' forel ion if the affliated of whial

saeh subsidiary is & member owns HO pereent or
more of the voting steek of sueh foreign eorporation

- oither direetly or through ewnership of the veting

stoek of another foreign eorperation—
{8} The amendments made by paragraphs (1) and
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DEDUGCFIONS UNDER SEGTION 03%

. ey DEDYeTIONS—Subsectivn {d)- of seetion 831 (!e-
lating to deduetions)- is amended to read. as follows:

“4d) Depverions— ‘

L) GeNphah RYBB—Exeept a8 otherwise pre-
vided in this subseetion and subseetion {e}; in the egse
of porsons entited to the benefis of this section the
deduetions shell be alowed only i end to the extont
alloention of the deductions with respeet to seurees of
preseribed by the Secreiory or hio delegutes.
bo allowed whether or nob they: are vonnected with -
i

—-{A-)-fllhededuehen—feﬂessesmteeﬂﬁeeted
mhthe&&deerb\mess#meuﬁedmﬂ&ns&em
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 cntered inte for profit; allowbd’ by seetion 1656}
42} but only if the profit; i oueh trenseetion had
" resulted in o profit; woild be taxable under this
“{B}) The deduetion; for losses of property not
' eonneeted with the trade or business if exising from
%Mmly#&helessaseﬁwm

‘1 the Uiited States:
"‘"1“(‘9')'4!1‘10'31'!' fo?l"lﬂ'eemﬁbé-
" fone and gito’ allowed by seotion 1701

{3} DEDULTION PISARHOWED—

%'M&Mmmmmn

MM&H&%MWMWW
WMWMW%MWW

=

a&&erDeeembeP{;-l—-l-%G- I .

SpEro e

m&mwmmm
MMEGFMMRMQMM
MW&*Wmmeﬁmﬁm@m
not eitizens) is atnended to read as follows:
“opRasn oF Tax—Exeept ey provided in seetion
2407 & tex computed in aceordunce with the follewing teble
is heroby imposed on the transfer of the taxable estate; de-



1
2

3

 ‘tersmined as provided in seetion 2106; of every decedent non-
- resident nob a eitizen of the United States: | s

411 the taxable estate tax s+ The tax shell bet '

8
9

10

1
12
13
14
15

1€

to eredits allowed ageinst estate tax)- is amonded o rend g9
follows:

(ssmmmnmm%

shedl be evedited with the amounts determined in aecordance
 4vith seetions 3011 to 9013; inelusive -(relating to Siate death
taes; gifs tim; ond tax on prior ransfors); subjoet to the
-allowed under seetion 8011 ageinet the tax impoved by see-
| tion 3101 for Blate death tames puid shall be e amount
which boars the same ratio to the eredit eompuied a9 pro-
vided in seetion 2011{b) as the valie of the property; as
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4

death tames wore prid and which is included in the gross
estete under seotion 2103 bears to the value of the tetal grow
estato under seetion 2103: For purposes of thio subseotion;
seetion 04>

ﬁm%%ﬂ%ﬁgwﬁ@eﬂy%m%m%
sanended by adding ab the end thereof the following new

o Hep D OBHIcATIONS—For purposes of this sub-

chepter, dobs oblgaions of— Lo
£{1) o United Biates persony or
{2} the Dnited States; & Stete or any politieat
subdivision thoreof; or the Distriet of Oolumnbin;
owned by & nonvesident nob o eitizen of the United Btabes
gubseetion shall net apply 46 o debt obligation 6f & demestie
eorporation if any interest on sueh obligation; were sueh in-
terest reeeived by the deeodent ab the time of his death;
wotld be trested by reasen of ceotion 861{a)-{i}B) a8
ineome from seurees withoub the United States=
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+{d) Properey WIHHO6T THE DMEBRD STATES—Sth-
seetion (b} of seetion 2105 {reluating to bank deposits} is
ainended to read as follows:
For purposes of this subehapter; depesits with e foreign
breneh of & domestio corporation; if saeh braneh is engaged
in the eommereial banking business; shall net be deened

{e} Derrvizion oF TAXAbrr Esears—Paragreph

" {3} of peetion 2106{n) {relating to deduction of exemption
" front gross estete) iv amended to rend as follows:

“3) ExpMPrioN—

“{A) GENpRAL RUBB—AR  exemphion of
$80;000:

“(B) Restbunes OF POSHESSIONS OF THE
. GMEED $PATES—In the eave of a devedent who is
considered to be & ‘nonresident not & eitinen of the
the exemption shall be the greater of -} $36,000;
by seetion 2063 which the value of that pert of the
'deeeden&%gmesmtev;iﬁdia%me&ime«#lﬁs
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death is situated in the United Blates bears to the
value of his entire gross estate wherever situated:2
{f) SPEeiAh MeTHODS OF CoMPURNG ' TaNe—Sub-
chapter B of chapter 11 {relating to estates of nonresidents
nob eitisens) is emended by adding et the end thereof the

YSEC, 2103 EXPATRIATION TO AVOID TAX,
o) Barn oF Tam—A: tax computed in aoserdanee
with the table eontnined in seetion 2001 is hereby imposed
on the transfer of the taxable estate; determined as provided

. in geetion 3108; of every decedent nonresident not o' vitiden

of the United Stetes dying after the date of ennetment of this
ending with the date of death ouch deecdent lost United
States eitisenship; unless sueh lons did not have for one of i
or oubtitle A S T
by subseetion {a); the value of the gress estate of evéiy
decodent to whom swbseation {a) applies shell be determinéd
89 provided it neetion 2408; except thut-w - | -
{1} if sueh deeedent owned {within the meaning

of section 9584} at the time of hiv desth 10 pereont
or mere of the total eombined voting power of ol
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.. olasses of steak entitled to vote of n foreign eorperation;
and

|49 i ouch docedens owned {within the mesn-

ing of seetion 95B4a)) of in considored to have ownod

. by opplying the ewnership rules of seetion 058(b}H

a6 the time of his death; mero than 50 pereont of the

- total eombined veting power of ell elasces of stock en-

. titled to vote of sieh foreign corporation; e

. then thed proportion of the fair market value of the stoel of
- tion 868 by sueh decedont ‘b the time of hin death;

| eign eorporation nid pitunted in the United Btates; et the time
of hig deatls; bears (o the total foir market value of all as elo

purposes of the preceding sentenee; & deccdens shull be

i treated o owning stook of a foreign eerporation ab the time
- of his death if; ab the titme of a transfer; by trush or etherwise;

within the meaning of secions 3035 to 2038; inelusive; he
2o Frte) GRubIS—Tho tax imposed by subseetion o}
shall be eredited with the ameunts determined in accordanee

I H l‘ . - [ .
ESUIS{3 NFRN S pi o : PR B L
i . :
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£44) Exenprion pon 1088 oF Cirrisunsiap Pon Cri-
PAIN Cateps—Subseetion (o) shall net apply to the trans-
fer of the estate of o devedent whese loss of United Btetes
citisenship resalted from the epplieation of seetion 301-{b);
350; or 36b of the Immigration end Natienality Aet; ee
amended (8 U-8:0: 1401-(b}y 1483; or 1487}

“{e} Bunpen oF Broor—H the Beeretary or his dele-
gate establishes thet i is reasenable (o believe that an indi-
viduale loss of United Btates eitienship woulds but for this
seetion; result in o substentinl reduetion in the estate; in-
heritanoe; legaey; and suecossion taxes in respeet of the
sransfer of his estate; the burden of proving that sieh loss of
eitigenship did not have for one of ite prineipal purpeses the
avoidance of taxes under this subtitle or subtitle A shall be
on the exceutor of sueh individual's estater

' “8EC; 2108, APPLICATION OF BRE-1067 ESTATE TAX BRO-

£{4) under the lows of eny foreign eountry; eon-
sidering the tax system of sueh foreign country; & more
burdensomne tax i imposed by sueh foreign eountey on

- the transfor of estates of decedents whe were eitisens of
eountey then the tax impesed by this subehapter on the



A
v o S — S S e S S S,
g © e o} - (=] (%] [ o (-] - <

oo
-

W W 9 R W N -

79
transfer of estates of decedents who were vesidents of

243} such foreign eountry; when requested by the
United States to do so; has not acted to revise or reduee

- maeh tax 80 thut it i ne mere burdensome than the tex

imposed by this subehapter on the transfer of estates

of decedents whe were residents of such foreign eountey;
and

C S4B it is'in the publie interest to apply pre-1067
tax provisiens in necordance with this seetion to the

. transler of estates of deeedents whoe were residents of
the President shall proelaim thet the tax on the trensfer of
~the estate of every decedent who was a resident of such for-
eign eountry ab the time of his death shall; in the esse of
decedents dying ofter the date of sueh proclumation; be
determined under this subehapter without regard to amend-
ments ‘mede o seetions 2101 {relating to tax impoved);
2403 {relutivg to eredits agoinst tax); 2106 {relating to
taxablo estate); and 6018 {relnting to estete tax rettrns)
‘ot or after the date of ennetment of this section:
oAby Arevaarion oF Monrs. BorpaNsomn TAx—

23 Whenever the Rresident finds that the laws of any foreign
24! ebuntey with respbes to whieh the President hee'made a proe-

[}
- F



® ® O & v ok WD

(3] - bk — bk ot Jud
— 8 (3~ ® -3 (=2} Sy 5 E : 5':‘

& R 8 B

80
lsnation under subsection {a) have been medified se that
the tax on the transier of eslates of deeodenia who were
eitisons of the United Siatos abd Dot residents of such
forein eountey 9 he longer mere burdemsome than the
tak inpored by this subehapior on the wmasfer of ostaies
of devedenie whe were residents of suoh foreign eountry;
bhe shall preclaim thut the tex on the trenalor of the eolate
of every docedent who wes o resident of such foreign eoun-
2y o the sime of his doath shall; ib the ease of decodents
dying after the date of suoh proclamatien; be determined
under this subchapler without regand (o subecelion {a)-

“o) NompicaTioN 6P CoNahiss REQUERED—No
proclamation shall be isoned by the President pumsuant to
this pection unlesy; ab least 30 days prior to such proclema-
tion; he hao nolifiod the Bennie and the Heuse of Repre-
feitatives of his inlention to iseue sioh proclamation:

Uy BprmeNTATION BF RBGGIATIONS—TFhe See-
retary or his dologate shall preseribe sich regulations as moy
be necossary or appropriate (o implement this seetion:™

+g} Bozarn Tax Rosvars—Paoregraph {(3) of see-
tion 6018-{a) {relating (o colates of nonresidonts nob eiti-
sene} is amended by sirtling out “$3,000~ and ineerting in
liew thereof “$30,000™

i} Crunieas Auunpiumsee—The igble of seotions for
subchapier B of chapier 11 {relating t0 esluteo of nenresi-
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donts net citizens)- is amended by adding ot the end theresf
the following: |
t8eer $10%: Kapairiation to avord tawr
EBeer §108; Application of pro-1067 cvtate tex provisions:
i} Eprnorivn Dars—The emendmento made by this
seetion shell apply with respeet to estates of deeedents dying
after the dote of the ennvtnrent of this Aet:
SEG. 8. TAX ON GIFTS OF NONRESIDENTS NOT GITIZENS,
{o) Iuposision op Tax—Bubsection {o) of section
2604 {relating to genersl rule for imposition of tax). is
amended to read as follows:
“fa) FaxAbbi TRANSPRRS—
1955 and each enlendar year therenfter o tax; eompuied
a8 provided in seetion 2503; is hereby imposed on the
tranfer of property by gift during such calendar year by
any individuah; resident or nonresident:

26 TRANSPERS OF INFANGIBLE PHOPBHEY-—
Escept a0 provided in paragraph {3); pomgraph (-
shall not apply to the transler of intangible property by
o nonrevident not o eitizen of the United Blates:
apply in the eoce of o donor whe ot any time afier
March 8; 1065, and within the 10-year period ending

J. 69-350—6 |
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with the date of transfer lost United Staten eitisenship
unless—-

) ook donor's lose of United States eiti-
penship resulted from the application of seetion
30H-{b); 360; er 366 of the hmmigration and Na-
tionelity Aet; as amended {8 T-8:6: 1401-{b)
1483; or 1487 or
“{B}) such lows did not hawve for ene of it prin-
cipal purposes tho aveidance of laxes under this
subtitle or subiitle A
“4H Burben oF ProoF—I the Seerctary or his

delegote evtablivhes that i is reavonable 4 believe that
on indivicunl's loss of United States eitigenship would;
but for paragraph (8); vesult in o substantin} reduetion
15 for the ealendnr year in the taxes on the trammwfer of
16 property by gift; the burden of preving that sueh low
17 of eitizonship did not have for ene of ie prineipal pur
18 pouves the avaidunce of taxey under this subtitle or sublitle
19 A shall be on sueh individual=

20 b} FrANskEhs IV GENERAB—Subsection {b) of see-
21 tion 261 {relnting to situs rule for stock in o eorporation)
22 i asnended to read as follows:

23 “tb) InwaNGiBLE PROPEREY—Kor purpeses of thiv
24 chapier; in the ense of a nenresident net a eitigen of the

C X =3 & G e W N
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United States whe is excepted from the application of seetion
2603-{eH-3H—
“H) shares of stoek issued by o domestio eorpore-
tony and
“43) debt ebligations of—
“A}) & United Swates pervon; or
B} the bnited States; a Btate or any politieal
subdivision thereof; or the Distriet of Columbie;
which are owned by sieh nonresident shell be doomed to be
property sitiated within the United States:~
section shall apply with revpeet to the enlendur year 4967
and all calendar years thereaftor:
BEG, 18 TREATY OBLIGATIONS,

No amendiment made by this et sholl apply in any ease
where ite application World be eontrary to any treaty obliga-
tion of the United Biates: Kor purpeses of the preceding
sentenee; the extension of o benefit provided by eny amend-
ment made by this Aet shall not be deered to be eontrary
t0 a ireety obligation of the United States:

SECTION 1. TABLE OF CONTENTS, ETC.

(a) TABLE OF CONTENTS —

L] [ ] * * ¢ ] .
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(b) AMENDMENT OF 1954 CoDE—~Excepl as otherwise
expressly provided, wherever in titles I, II, and 111, of this
Act an amendment or repeal is expressed in terms of an
amendment to, or repeal of, a section or other provision, the
reference i3 to a section or other provision of the Internal
Revenue Code.

TITLE I-FOREIGN INVESTORS.
TAX ACT

.SEC. 101, SHORT TITLE.

T'his title may be cited as the “Foreign Investors Tax Act
of 1966”.
SEC. 102. SOURCE OF INCOME.
(a) INTEREST.—
(1)(4) Subparagraph (A) of section 861{a)(1)

(relating to inlerest from sources within the United

" Sltates) is amended to read as follows:

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

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

“(c) INTEREST ON DEPOSITS, ETC.—For purposes of
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1 subsection (a)(1)(A4), the amounts described in this sub-
2 section ure—

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

5 “(2) deposits or withdrawable accounts with sav-

6  -ings instilutions chartered and supervised as savings

7 and loan or similar associations under Federal or State
8 law, but only to the extent that amounts paid or credited

9 on such deposils or accounts are deductible under section
10 591 (determined without regard to section 265) in com-
11 puting the tazable income of such institutions, and '
12 “(3) amounts held by an insurance company under
13 an agreement to pay interest thereon. 3

14 Efective with respect to amounts paid or credited after

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

(1]

1

[=>}

section shall cease to apply.”
17 (2) Section 861(a) (1) is amended by striking out
18 subparagraphs (B) and (C') and inserting in lieu

[

19 thereof the following:

20 ~ “AB) interest received from a resident alien
21 individual or a domestic, corporation, when it is
22 shown to the satisfaction of the Secretary or his dele-
23 gate that less than 20 percent of the gross income

‘ . e . . P
24 from all sources of such individual or such corpora-
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tion has been derived from sources w;'thin‘ the United
States, as determined under the provisions of this
part, for the 3-year period ending with the close of
the taxable year of such individual or such corpora-
tion preceding the payment of such interest, or for
such part of such period as may be applicable,

“(C) interest received from a resident foreign
corporation (other than interest paid or credited
after December 31, 1971, from a domestic branch of
a foreign corporation, if such branch is engaged in
the co;nlll('z'cial banking business), when it is Shown
to the satisfaction of the Secretarij or his (Iet‘ya‘te that
less than 50 percent of the gross income from all
sources of such foreign corporation for the 3-year
period ending with the close of ils tm‘nble‘ year pre-
ceding the payment of such interest (or for such part
of such period as the corporation has been in exist-
ence) was effectively connected with the conduct of
a trade or business within the United States,

“(D) in the case of interest received from a
resident foreign corporation (other than interest paid
or credited after December 31, 1971, from a do-
mestic branch of « foreign corporation, if such
branch is engaged in the commercial banking busi-

ness) 50 percent or more of the gross income of
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1 which from all sources for the 3-year period ending
2 with the close of its taxable year preceding the pay-
"8 ment of such interest (or for such part of such
4 period as the corpordtion has been in existence) was
5 effectively connected with the conduct of a trade or
6 business within the United States, an amount of such
7 inirest which bears the same ratio to such interest
8 as‘ the gross income of such foreign corporation for
9 such period which was not effectively connected with
10 the conduct of a trade or business within the United
11 States bears to its gross income from all sources,
12 “(E) income derived by a foreign central bank
13 of issue from bankers' acceptances, and
14 “(F) interest on deposils with a foreign branch
15 of a domestic corporation or-a domestic partnership,
16 if such branch is engaged in the commercial bankiny
17 business.”
18 (3) Section 861 (relating to income from sources
19 within the United States) is amended by adding after
20 subscction (c) (as added by paragraph (1)(B)) the
21 following new subsection: )
22 “(d) SrEciaL, RULES FOR APPLIC.ATION OF DPARA-

23 grapus (1)(B), (1)(C), (1)(D), 4axn (2)(B) or’
24 SuassectioN (a) —

25 “(1) NEw ENTITIES.~For purposes of paragraphs
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(1)(B), (1)(C), (1)(D), and (2)(B) of subsecion
(a), if the resident alien individual, domestic corpora-
tion, or foreign corporation, as the case may be, has no
gross income from any source for the 3-year period
(or part thereof) specified, the 20 percent test or the 50
percent test, as the case may be, shall be applied with
respect to the taxable year of the payor in which payment
of the interest or dividends, as the case may be, is made.

“(2) TRANSITION RULE—~For purposes of para-
graphs (1)(C), (1)(D), and (2)(B) of subsection
(a), the gross income of the foreign corporation for
any period before the first taxable year beginning after
December 31, 1966, which is effectively connected with
the conduct of a trade or business within the United
States is an amount equal to the gross income for such
period from sources within the United States.”

(4)(4) Section 895 (relating to income derived
by a foreign central .bank of issue from obligations of

the United States) is amended to read as follows:

“SEC. 895. INCOME DERIVED BY A FOREIGN CENTRAL

BANK OF ISSUE FROM OBLIGATIONS OF
THE UNITED STATES OR FROM BANK DE-
POSITS.

“Income derived by a foreign central bank of issue from

obligations of the United States or of any agency or in-
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strumentality thereof (including beneficial interests, participa-
tions, and other tnsiruments issued under section 302(c) of
the Federal National Morigage Association Charter Act)
which are owned by such foreign central bank of issue, or
derived from interest on deposils with persons carrying on
the banking business, shall not be included in gross income
and shall be exempt from tazation under this subtitle unless
such obligations or deposits are held for, or used in con-
nection with, the conduct of commercial banking functions or
other commercial activities. For purposes of the preceding
senlence the Bank for International Seltlements shall be
treated as a foreign central bank of issue.”

(B) The table of sections for subpart C .of part IT
of subchapter N of chapter 1 i3 amended by striking out
the item relating to section 895 and inserling in liew
thereof the following:

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

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

“(B) from a foreign corporation unless less
than 50 percent of the gross income from all
sources of such foreign corporation for the 3-year

period ending with the close of its taxable year pre-
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ceding the declaration of such dividends (or for such
part of such period as the corporation has been in
existence) was effectively connected with the con-
duct of a trade or business within the United States;
but only in an amount which bears the same ratio to
such dividends as the gross income of the corpora-
tion for such period which was effectively con-
nected with the conduct of a trade or business within
the United States bears to its yross income from all
sources; but dividends (other than dividends for
which a deduction i3 allowable under section
245(b)) from a foreign corporation shall, for pur-
poses of subpart 4 of part 111 (relating to foreign
tax credit), be treated as income from sources with-
out the United States to the extent (and only to the
extent) exceeding the amount which is 100/85ths
of the amount of the deduction allowable under scc-

tion 245 in respect of such dividends, or”.

(c) PErsoNAL Skrvices—Section 861(a)(3)(C)
(ii) (relating to income f-om personal services) is amended

to read as follows:

“(ii) an individual who is a citizen or
resident of the United Stales, a domestic part-
nership, or a domestic corporation, if such

labor or services are performed for an office
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or place of business maintained in a foreign

country or in a possession of the United States

by such irzdividuai, partnership, or corpora-
tion.”

(d) DerINITIONS.—Section 864 (relaling to defini-
tions) is amended—

(1) by striking out “For purposes of this part,”
and inserting in liew thereof
“(a) SaLE, Erc.—For purposes of this part”’; and

(2) by adding at the end thereof the following
new subsections:

“(b) TrapE or BusiNess WirtHiN THE UNITED
STATES—For purposes of this part, part 11, and chapter 3,
the term ‘trade or business within the United States' in-
cludes the performance of personal services within the Uniled
States al any time within the taxable year, but does not
include—

“(1) PERFORMANCE OF PERSONAL SERVICES FOR
FOREIGN EMPLOYER~The performance of personal
services—

“(4) for a nonrexi'(’lent alien individual,
foreign partnership, or foreign corporation, not en-
gaged in trade or business wiliiin the United States,
or

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

partnership or a domestic corporation,

by a nonresident alien individual temporarily present in

the United States for a period or periods not ewceeding

a total of 90 days during the tazable year and whose

compensation for such services does not exceed in the

aggregate $3,000.

““(2) TRADING IN SECURITIES OR COMMODITIES.—
“(A) STOCKS AND SECURITIES.— -
* “(i) IN GENERAL~Trading in stocks or
.~ 8ecurities through a resident broker, commission
agent, custodian, or other independent agent.
“(it) TRADING FOR TAXPAYER'S OWN
ACcOUNT.—Trading in stocks or securities for
the taxpayer’s own account, whether by the ta.-
-payer or his employees or through a resident
broker, commission agent, custodian, or other
agent, and whether or not any such agent has
. diseretionary authority to wmake decisions in
effecting the transactions. This clause shall not
apply in the case of a dealer in stacks or securi-
ties, or in the case of a corporation (other than

.. a corporation which 3, or but for section 542
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(c)(7) or 543(b)(1)(C). would be, a personal
holding company) the principal business aof

. which i8 trading in stocks. or seourities for its

own account, if -is principal office is in the
United States.
“(B) COMMODITIES.~

“(i) IN aBNERAL~T2ading in commodi-

. ties through a resident braker, commission agent,
. custodian, or other.independent agent.

“(1i) TRADING FOR .TAXPAYER'S OWN

ACCOUNT ~Trading. in commodities for the

. laxpayer’s own account, -whether. by the tax-

payer or his emplayees or .through a resident
broker, commission agent, custodian, or other
agent, and whether or not any such agent has
discretionary authority .to make decisions in ef-
fecting the transactions, This clause shall not
apply in the case of a dealer in commodities.
“(ii) LimitarioN.~Clauses (i) and (i)
shall apply only if the commodities are of a kind
customarily dealt in on an.organized commodity
exthange and if the t;'ansaotion is of a kind

- customarily consummated alb suck place.

“(C) LiMirarioN—Subparagraphs . (4)(i)

" and (B) (1) shell apply only if, at no time during the
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1 tazable year, the taxpayer has an office or other fixed
3 place of business in the United States through which
3 or by the direction of which the transactions in
4 stocks or securilies, or in commodilies, as the case
5 may be, are effected.

6 “(c) ErrecTivELY CONNECTED INCOME, ETC.—

7 “(1) GENERAL RULE—For purposes of this tille—
8 “(A) In the case of a nonresident alien indi-
9 vidual or a foreign corporation eagaged ir: trade or
10 business within the United States during the tazable
11 year, the rules set forth in paragraphs (2), (3),
12 and (4) shall apply in determining the income,
13 gain, or loss which shall be treated as effectively con-
14 nected with the conduct of a trade or business within
15 the United States.
16 “(B) Except as provided in section 871(d) or
17 sections 882(d) and (e), in the case of a nonresi-
18 dent alien individual or a foreign corporation not
19 -engaged in trade or business within the United States
20 . -during the tazable year, no income, gain, or loss shall
21 - be treated as effectively connected with the conduct
22 of -a trade or business within the United States.
23 - “(2) PERIODICAL, ETC., INCOME FROM SOURCES
A witHIN UNITED STATES—FACTORS.—In determining

25 whether income from sources within the United States
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of the types described in section 871(a)(1) or sectidn
881(a), or whether gain or loss from svurces withén
the United States from the sale or exchange of capital
asseis, 8 effectively connected wuh the conduct of 'a
trade or business within the United Stales, the factors
taken into account shall include whether—-

“U(A) the income, gyain, or loss 8 derived from
assels used in or held for use in the conduct of such
trade or business, or

“(B) the activitics of such trode or business
were « malerial factor in the realization of the in-
come, gain, or loss.

In determining whether an asset is wsed in or held for
use in the conduct of such trade or business or whether
the activities of such trade or business were a material

factor in realizing an ttem of income, gain, or loss, due

- regard shall be given to whether or not such asset or

such income, gain, or loss was accounted for through
such trade or business. In applying this paragraph and
paragraph (4), interest referved to in section 861{a)
(1)(A) shall be considered income from sources within
the United States. '

(3) OTHER INCOME FROM SOURCES WITHIN
UNITED STATES.—Al income, gain, or loss from sources

within the United States (other than income, gain, or
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1 loss to which paragraph (2) applies) shall be treated
] as effectively connected with the conduct of a trade or
8 business within the United States.
4 “(4) IncOME FROM SOURCES WITHOUT UNITED
6 SrarEs.—
6 “(4) Ezoept as provided in subparagraphs
7 (B) and (C), no income, gam, or loss from sources
8 without the United States shall be treated as effec-
9 tively connected wréh the conduct of a trade or
10 business within the United States.

‘ 1 “(B) Income, gain, or loss from sources with-

‘ 12 out the United States shall be treated as effectively
13 connected with the conduct of a trade or business
14 within the United States by a nonresident alien
15 individval or a foreign corporation if such person
16 has an office or other fired place of business within
17 the United States to which such income, gain, or
18 lvss is atiributable and such income, gain, or loss—
19 “(i) consisls of rents or royalties for the
2 use of or for the privilege of using intangible
21 property described in section 862(a)(4) (in-

22 cluding any gain or loss realized on the sule of
3 such property) derived ir the active conduct
e of such trade or business;

25 “(ii) consisis of dividends or interest, or




87

1 gain or loss from the sale or exchange of steck
2 or notes, bonds, or other evidences of indebled-
3 ness, and either is dertved in the active conduct
4 of a banking, financing, or similar business

within the Uniled States or is received by

Dt

6 oorporution the principal business of which is
7 trading in slocks or securities for is own ac-
8 oound; or

9 “(iis) is derived from the sale (without
10 the United Stales) through such office or fivéd
1 place of business of pereonal property described
12 tn section 1221(1), except that this clakbe
13 shall not apply if the property is sold for wé,
14 consumption, or disposition oulside the United
15 States and an office or other fived place of busi-
16 ness of the taxpayer oulside the {/nited States
17 participated materially in such sale.

18 “(C) In the case of a foreign corporation tax-
18 - able under part I of subchapier L, amy income from
20 sources without the United States which is attrib-
21 . utable 0 its, Uﬁtal-\Statfa business shall be trealed
2 . a# effectively connecled wilth the oonduct of a trade
23 . or business within the Uniled: States.

24 “YD) No income from souvoes withou! the

J. 68-350—17.

e e ]




98

1 United States shall be treated as effectively connected
9 with the conduct of a trade or business within the
3 United States if it either—

4 “(i) consists of . dividends, interest, or
5 royalties paid by a foreign corporation in which
6 the taxpayer owns (within the meaning of
7 section 958(a)), or is considered us owning
8 (by applying the ownership rules of section
9 9568(b)), more than 50 percent of the totul
10 ~ combined voting power of all classes of stock
nm entitled to vote, or

12 ‘ - M(ii) is subpart F income within the mean-
13 . ing of section 952(a).

14, v .. " “(5) RULES FOR APPLICATION OF PARAGRAPH

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

17 v (A4) in determining whether a nonresident
18 ..+ . .alienindividual or a foreign corporation has an of-
19 " fice or other fived place of business, an office or other
20 . fixzed place of business of an agent shall be disre-
21 . garded unless such agent (i) has the authority to ne-
22 . . gotiate and conclude contracts in: the name of the
23 nonresident alien individual or foreign corporation
2 .- and regularly exercises that authority or has a stock

25 of merchandise from which he reqularly fills orders
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on behalf of such individual or foreign corporatiop,
and (ii) is not a general commission agent, broker,
or other agent of inde}mndent status acting in the
ordinary course of his business,

“(B) income, gain, or loss shall not be con-
sidered as altributable to an office or other fixed
place of business within the United States unless such
office or fized place of business was a material factor
in the production of such income, gain, or loss and
such office or fixed place of business reqularly carried
on activities of the type from which such income,
gain, or loss was derived, and -~ . .
~, “(0) the income, guin, or loss which shall :be

attributable to an office or other fived place of busi-

ness within the United States shall be the income,

. gain, or loss properly allocable théreto; but, in the

case of a sale described in clause (iii) of such sub-

+’

paragraph, the income which shall be treated as al-

-~ tributable to an office or other fixed place of business

avithin the United States shall not exceed the income

which would be dertved from sources within the

United States if the sale were made in the United

" States.”

(e) EFFECTIVE DATES.—

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

(2) The amendments made by subsection (b)
shall apply with respect to amounts received after De-
cember 31, 1966.

SEC. 103. NONRESIDENT ALIEN INDIVIDUALS.
(a) Tax oN NONRESIDENT ALIEN INDIVIDUALS.—

.(1) Section 871 (relating to tar on nonresident
alien individuals) is amended to read as follows:

“SEC. 871, TAX ON NONRESIDENT ALIEN INDIVIDUALS.

ww-““fa) INcOME Notr CoNNEcTED WiTH UNITED
-814TES BUSINESS—30 PERCENT T4X.~

“(1) INCOME OTHER THAN CAPITAL GAINS.—

- There is hereby imposed for each tazable year a tax of

. 30 percent of the amount received from sources within

' the United States by a nonresident alien individual as—

“(A) interest, dividends, rents, salaries, wages,
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premiums, annuities, compensations, remunerations,
emoluments, and other fived or determinable annual
or periodical gains, profits, and income,

“(B) yains described in section 402(a)(2),
403(a)(2), or 631 (b) or (c),

“(C) in the case of bonds or other evidences of
indebtedness issued after September 28, 1965,
amounts which under section 1252 ore considered as
gaing from the sale or exchange of property whioh
i8 not a capital asset, and

“(D) gains from the sale or cxchange after
October 4, 1966, of patents, copyrights, secret proo-
esses and formulas, good will, trademarks, trade
brands, franchises, and other like property, or df!

~any interest in any such property, to the catent suoh'

gains are from payments which are contingent on
the productivity, use, or disposition of the property
or .interest sold or exchanged, or from payments
which are treated as being so contingent: under sub-

section (e),

. but only to the extent the amount so received is mot effec-
tively connected with the conduct of a trade or business
- within the United States, PN
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“(3) CAPITAL GAINS OF ALIENS PRESENT IN TIIE
UNITED STATES 188 DAYS OR MORE.~In the case of a
nonresident alien individual present in the United States
for a period or periods aggregating 183 days or more
during the taxable year, there is hereby imposed for such
year a tax of 30 percent of the amount by which his
gains, derived from sources within the United Stated,

from the sale or exchange at any time during such year

“of capital assets exceed his losses, allocable to sources

within the United States, from the sale or exchange al

- any time during such year of capital assets. For pmz-‘

poses of this. paragraph, gains and losses shall be taken

- into ‘account only if, and to the extent that, they would

be recognized and taken into accowrt if suth gains anil'

; : . vy a1 of
~losses were effectively connected with the conduct of a

trade or business within the United States, evcept that

* such gains and losses shall be determined without regarii

YT

19..

to section 1202 (velating to deduction’ for cupital gainsr)‘
and such losses shall be determined without the beneﬁ};;'

of the capital loss carryover provided in section 1218,

“Any gain or loss which is taken into account‘in deter-

" mining the taz under paragraph (1) or ‘subsection ( b):

shall not be taken into- account in dete?‘mmmg the taa,:
under this paragraph. For purposes of the 183-day re-
quirement of this paragraph, a nonresident alien individ-
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ual not engaged in trade or business within the United
States who has not established a taxable year for any
prior period shall be trealed as having a tarable yeaf
which is the calendar year. ‘
“(b) Incomr ConNEcTED WiTH UNITED STATES
BUSINESS—GRADUATED RATE oF TAX.— o
“(1) IMPOSITION OF TAX~A nonresident alien
individual engaged in trade of business within thé
United States during the tarable year shall be tazablé

as provided in section 1 or 1201(b) on his taxable Ticome.
which i3 effectively connedted with' the conduet of a trade’

or business within the United States. ol
“(2) DETERMINATION OF TAXABLE INCOME.~In'
determining taxable income for purposes bf paragrap}! [
(1), gross income includes only yross:income which s
effectively connected with the conduct of 'a trade or
business within the United States, 1 ' B
“(e¢) PARTICIPANTS IN CERTAIN EXCHANGE o'
TRAINING PROGRAMS.~F'or purposes of this section, a non-"

. TN, . . hi:
resident alien individual who (without regard'to tiis sub-

. section) 13 not engaged in trade or business within the”

United States and who i3 temporarily present in the United
States as ¢ nonimmigrant under subparagrapk (F) or (J:)"
of section 101(a)(15) of the Immigration and Nationality
Act, as amended (8 U.8.C. 1101(a)(15) {F)or (J));
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1, shall be treated as a nonresident alien individual engaged in
% trade or business within the United States, and any income
3. described in section 1441(b) (1) or (2) which is received
4 by such individual shall, to the extent derived from sources
O . within. the United States, be treated as effectively connected
6 with the conduct.of a trade or business within the United
T Staes,

8. . ..%(d) ELEctiON T0o TREAT REAL PROPERTY INCOME
9 a8 IncoME CoNNECTED WiTH UNITED STATES BUSH
10 NESSo— . S . y
1L . - “(1) IN GENERAL—A nonresident. alien. individ-
12 ual who during the tazable year derives any income—

13 .. “(4) from real property held for- the produc-
1% . tion of income and located in the United States,.
18 or from any interest in such real property, in-
16 . cluding (1) gains fram the sale or.exchange of such
17 real property or an interest therein, (i) rents or,
18 . royqlties from mings, wells, or other natural deposits,
19 . and (i) geins described in section 631 (b) or (c),
21, . .. *(B) which, but for this subsection, would not,
2 ..\ be treated as income. which is effectively. comnected
2“?'\‘\ ..+, with the conduct of a trade or business within the
2.0 United States, .

2?.\ (\.\ may elect for such tagable.year to tréat all such income



© @ A & W = W N e

T o T Y
59 8 & & ®» © R S

[y
@

19

20
21
22

23 .
o ‘.\\u_.,

105
as income which i3 effectively connccted with the con-

duct of a trade or business within the United States,

- In such case, such income shall be tazable as provided

in subsection (b)(1) whether or not such individual
18 engaged in trade or business within the United States

- during the taxable year. An election under this para-

graph for any taxable year shall remain in effect for

-all subsequent taxable years, except that it may be re-

- voked with the consent of the Secretary or his delegate

with respect to any taxable year.
~ “(2) ELECTION AFTER REVOCATION ~If an elec-

tion has been made under paragraph (1) and such elec-

- tion has been revoked, a new election may not be made,

under such paragraph for any taxable year before the;
5th taxable year which begins after the first tavable
year for which such revocation is effective, unless the

Secretary or his deleqate consents to such new election.

o« .. “Y3) ForM AND TIME OF ELECTION AND REVO-

0ATION,—An election under paragraph (1), and any

revocation of such an election, may be made only in

.-\ 8uch. manner,.and, at such time as. the Secretary or his

delegate may by reyulations presoribe.

X(e): GaiNg FRoy SALE 0r EXCHANGE OF CERTAIN

2 INTaNGIBLE, PROPERTY —For purposes of subsection (a)
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1 (1)(D), and for purposes of sections 881(a)(4), 1441(b),
9" and 1442(a)— '

5

;) v

9
10
1

12 -

13

14’
15

16

17

18
19
20
21

'
\

4
5"
6
1

/'

“(1) PAYMENTS TREATED AS CONTINGENT ON
vSE,  ETC.—~If more than 50 pércent of the gain for
‘any tazable year from the sale or exchange of any patent,

copyright, secret process or formula, good will, trade-

 mark, trade brand, franchise, or other like property, or

" of any interest in any such property, is from payments

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

position of such property or interest, all of the gain for

~ the turable year from the sale or exchange of such prop-

~erty or interest shall be treated as being from payments

“which are contingent on the productivity, use, or dispo-

- sition of such property or interest.

“(2) SoURCE RULE—~In determining whether
gains described in subsection (a)(1)(D) and section
881(a)(4) are received from sources within the Unite;l

2 States, such gains shall be treated as rentals or royalties

for Yhe use of, or privilege of using, property or an
interest in property. |

“(f) CERTAIN ANNUITIES RECEIVED UNDER QUALI-

22 FIED PLANS.—~The tax imposed by subsection (a) shall not

23 apply to any amount received as an annuity under & qualified
24 annuity plan described in section 403(a) (1), or from o qual-
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1 “ified trust described in section 491(a) which is exempt from

2 tax under section 501(a), if—

3,«, Vo
4,!

5

6

10

11
12
13

)

15

16

18

y o

i

“(1) all of the pérsonal services by reason of which

‘stch’ annuity is payable were cither (A) personal serv-

iees performed outside the United States by an individual

who, at the time of performance of such personal serv-

ices, was a nonresident alien, or (B) personal services

deseribed in section 864(b)(1) performed within the

United States by such individual, and

- “(2) al the tirie the first amount is paid as such
annuity under such annuity plan, or by such trust, 90
percent or more of the employees for whom contributions
or bmwﬁ'ts’ are provided under such annuity plan, or
under the plan or plans of which such trust is a pari,:

o

are citizens or residents of the United States.”

"~ “(g) CRO8S REFERENCES.—

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

“(2) For laxation of nonreaident alien individuals who

N1 "y areexpatriate United States citizens, see section 877.

“(3) For doubling of tax on citizens of certain foreign
countries, sce section 891. Gl
“(4) For adjustment of tax in case of nationals or red-
denta of certain forelyn countries, see section 896. L
'%(5) For withholding of tax at source of nonresident
alien individuals, see section 141,
" '%“(8) For the requirement of making a declaration of
estimated tax by certain nonrealdent alien ludlviduah,
‘see section 6015(1).” , ‘

(2) Section 1-(reluting to tax on individuals) is

amended by redesignating subscstion -(d) as subsection
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(e), and by inserting after subsection (c) the follow-
ing new subsection:

“(d) NONRESIDENT ALIENS.—In the case of a non-

resident alien indwidual, the taz imposed by subsection (a)
shall apply only as provided by section 871 or 877.”

(b) Gross INCOME.—

(1) Subsection (a) of section 872 (relating to
gross income of nonresident alien individuals) 1is
amended to read as follows:

“(a) GENERAL RULE—~In the case of a nonresident

alten individual, gross income includes only—

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

“(R) gross income which is effectively connected
with the conduct of a trade or business within the
Unikd States.” | |

. (2) Subpar@raph (B) of section 872(b)(3) (re-

lating to compensation of participants in certain ez-

change or training programs) is amended by striking

 out “by a domestic corporation” and inserting in lieu

lﬂereo/ “by a domestic corporation, a domestic partner-
ship, or an individual who i3 a citizen or vesident of the
United States”.
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(3) Subsection (b) of section 872 (relating to
exclusions from gross income) i3 amended by adding at
the end thereof the /ollowiﬁg new paragraph:

“(4) CERTAIN BOND INCOME OF RESIDENTS OF
THE RYUKYU ISLANDS OR THE TRUST TERRITORY OF
TRE PAcIFIc 18L.ANDS.~Income derived by a nonresi-
dent alien individual from a series E or series H United
States savings bond, if such individual acquived such
bond while a resident of the Ryukyu Islands or the Trust
Territory of the Pacific Islands.” . !
(¢c) DEDUCTIONS.— - R

(1) Section 873 (relating to deductions allowed fo
nonresident alien individuals) is amended to read 'as
follows: ‘ '
“SEC. 873. DEDUCTIONS.

“(a) QENERAL RULE~In the case of a nonresident
alien individual, the deductions shall be allowed only for
purposes of section 871(b) and (except as provided by sub-
section (b)) only if and to the éxtent that they are con-

negted with income which i effectively connected with the

conduct of a trade or business within the United States; and
the proper apportionment and allocation of the. deductions

.~ for. this purpose shall be detm'mmod as promded in regula-

tions prescribed by the Secretary or hzs delegate



ST e W N

© ® a2 o

10
11
12
13
14
15

16 .

17

18

19

21

110

“(b) ExceprioNn8.—The following deductions shall .be

allowed whether or not they are connected with income

which i3 effectively connected with the conduct of a trade

or business within the United States:

“(1) LoSsES.—The deduction, for losses of prop-
erty not connected with the trade or business if arising
from certain casualties or theft, allowed by secti.
165(¢)(3), but only if the loss is of property located
within the United States.

“(2) CHARITABLE CONTRIBUTIONS.—The deduc-

tion for charitable contributions and gifts allowed by

‘gection 170., R o o

“(3) PERSONAL EXEMPTION~—The deduction for
personal exemptions allowed by section- 151, except that

in the case of a nonresident alien individual who is'not a

... vesident of «a conliguous -.ountry only one evemption

-

shall be. allowed under section 151." ..\ <y . s

“(c) CrROSS REFERENCE~ . . .

A

“For disallowance of thqrd deduct{on, sge section
126)(1)” - o

a (2) Section 164(3) (relating to cross 'r'eféi‘mceé

in ‘respect of deductions for personal sxemptions) is

amended to read ds "‘follows: co R

'’ . w(3) For exemptions of nonresident aliens)'sée section
873(b)(3).”

. . vy . .
[ ‘\"', \"\ Ly e "\". /g\.“
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(d) ALLowANCE oF DEDUCTIONS AND ('REDITS—
Subsection (a) of section 874 (relating to filing of returns)
is amended to read as follows: o
“(a) RETURN PREREQUISITE TO ALLOWANCE~A
nonresident alien individual shall receire the benefit of the

deductions and credits allowed to him in this subtitle only

by filing or causing to be filed with ihe Secretary or his

“delegate a true and accurate return, in the manner prescribed

in subtitle F' (sec. 6001 end following, relating to procedure
and administration), including therein all.the information
which the Secretary or his delegate may deem necessary
for the calculation of such deductions and credits, This sub-
section shall not be construed to deny the credits provided
by sections 31 and 32 for tax withheld at source or the credit
provided by, seclion 39 fonr certain uses of. gasoline and
lubricating oil.” S
(e) BENEFICIARIES OF I'8TATES AND TRUSTS.—
(1) Section 875 . (relating to - partnerships) 1is
- amended to read as follows:
“SEC. 875. PARTNERSHIPS; BENEFICIARIES OF ESTATES
AND TRUSTS. ‘ Vo o
“For purposes of this subtitle— ) Vo
v “(1) a nonvesident alien individual or foreign cor-

NEIREEE .

]
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poration shall be considered as being engaged in a trade
or business within the United States'if the partnership
of which such individual or. corporation 'is‘a' member is
so engaged, and
“(2) a nonresident alien individual or foreign cor-
poration which i3 a beﬂeﬁéiary' of an estate or trust which
18 engaged in any trade or business within the United
States shall be treated as being engaged in such trade or
business within the United States.” |
" -(2) The table of sections for subpart A of part 11
of subchapter N of chapter 1 i amended by striking out
the item relating to section 875 and inserting in lie
thereof the following:
“Seo. 875. Partnerships; bensficiaries of estates and trusts.”
(f) ExPATRIATION To Avoip Taxs= ' . .
(1) Subpart A of part 11 of subchapter N of chap-
ter -1 . (relating to nonresident -alien individuals) 1s
amended by redesignating section 877 as section 878,
and by inserting after section 870 the.following new
section.:
“SEC. 877. EXPATRIATION TO AVOID TAX.
“(a) IN GENERAL~Every nonresident alien individual
who at any time after March 8, 1965, and within the 104-
year period immediately preceding the close of the taxable

year lost United States citizenship, unless such loss did not
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have for one of its principal purposes the. avoidance of taxes
. under this subtitle or subtitle B, shall be taxable for swch
. tavable year in the manner prmﬁ'ded in subsection. (b) if the
tax imposed pursuant to such subsection exceeds the tax
which, without regard to this section, is imposed pursuant to

section 871.

“(b) ALTERNATIVE Tax.—A nonresident alien individ-

ual described in subsection (a) shall be taxable for the tax-
‘able year as provided in. section 1 or section 1201(b),
except that—

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

- () the deductions shall be allowed if and to the
extent that they are connected with.the gross income

included under this section, except that the capital loss

. carryover provided by section .1212(b) shall not . be

allowed; and the proper allocation and apportionment of
the deductions for this purpose shall .be determined as
provided under regulations preseribed by the Secretary

or his delegate. - O T

22 Fm P%?POSQS,"f paragraph (2), the deductions -allowed: by

23. section. 873(b) shall be allowed; «pd, the deduction (for
24 losses not connected with the {rade or busingss if incurred in
) J'69-\35Q——8 Wy S B
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* transactions entered inlo for profit) allowed by section
+ 165(c)(2) shall be allowed, but only if the profit; if such

‘transaction had resulted in a profit, would be included in

gross income under this section.

“(c) SpeciaL RULES OF SOURCE—~For purposes of
subsection (b), the following items of gross “income shall
be treated as income from sources within the United States:

“(1) SALE oF PROPERTY.—Gains on the sale or
 exchange of property (other than stock or debt obliga-

tions) located in the United Sltates.

“(2) STOCK OR DEBT OBLIGATIONS.—G ains on the
sale or exchange of stock issued by a domestic corpora-
tion or debt obligations of United ‘States persons or of
the United States, a State or political subdivision thereof,

*  or the District of Columbia. o e

“(d) ExceptION FOR L0SS OF CITIZENSHIP FOR CEk-

“rAIN CaUSES.—Subsection (a) shall not apply'to a non-

resident alien individual whosé loss of United States citizen-
ship resulted from the application of section 301 (b), 350, or
355 of the Immigration and Nationality Act, as amended
(8 U.S.C. 1401(b), 1482, or 1487 ).

"' “(e) BURDEN'OF PRoOF —If the Secretary or his dele-

gate‘estdblishes'lhdt it i3 reasonable to believe that an indi-

24 "vidual's loss of United States citizenship would, but fbr this

section, result in a substantial reduction fo;'"théi‘t'fmiz'ble year
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in the taxes on his probable income for such year, the burden
of proving for such taxable year that such loss of citizen-
ship did not have for one of its principal purposes -the
avoidance of taves under this subtitle or subtitle B shall be
on such individual.”

(2) The table of sections for subpart A of part 11
of subchapter N of chapter 1 relating. to nonresident
alien individuals) is amended by striking out the item
relating to section 877 and inserting in liew thereof the
following :

“Sec. 877. Expatriation to avoid taz. A
“Sec. 878. Foreign educational, dwnmble, and certain other
exempt or ganzz:mons oo

(y) PartisL ExcLusiox or DIVIDENDS —-Subsectwn
(d) of section 116 (relating to certain. nonresident aliens
ineligible for. exclusion) s amended to read as follows:

“(d) CERTAIN NONRESIDENT ALIENS INELIGIBLE
P v ' [ vy, : - . [

FOR EXCLUSION.——I n the case of a nonrosideln( alien indi-

vmdual wbsectwn (a) shall apply only Y=

“(1) in determining the t(u zmposed for the taz-

. -able year pu(.jsuanl to, sechop\ 871\ (b)( 1) and only.in

respect of dividends which are effectively connected with
. the cqnduct of a trade or business within ghe,. United
States, or S L A

“(2) n dete1mmmJ the taw zmpoeed fm the tazx-

ble year pursuant to section 877(b).”
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1. (h) WirHHOLDING OF TAX ON NONRESIDENT
- 2 ALIENS—Section 1441 (relating to withholding of tax.on
8 - nonresident aliens) is amended—

4 - (1) by striking ow ¢, or of any partnership not

5 engaged in trade or business within the United States and
VW6 composed in whole or in part of nonresident aliens,” in
e T subsection (a) and inserting in lieu thereof “or of any
w8 . foreign parinership”; v
A9 (2) by striking out “(except interest on deposits
10 with persons carrying on the banking business paid to

u persons mot engaged in business in the United States)”
12 in subsection (b);
R SR ) by striking out “and amounts described in sec-

“14% '-t'ion‘4"02( a)(2)” and all that follows in the first ‘sentence

15 of subsectwn ( b) and mserlmg in liew ther eof g(:z:i!m

i CAR descmbed in section” 402(a)(2), 403( a)(2/, or 631
gy

( b) or ( e),' amounts subjeet to tax under 'se‘c‘twh 871

18 ( a) (1)(C ) , and gains sub]ect to taw under séction 871
W ‘(a) WD) |
"2 (4) bw adding at the end of .subsecuoﬁ"'(b) the fol-

(U
3 Voo vy, e , Y [}
2 lowmg new sentence: '

i
L

22 “I n the case of a nonresident alien mdw:dual whi is @ mem-
ber of a domestw partnershep, the items of ‘noome referred

A o in subsectwn ( a) shall be treated as referrmg to iféins

it
BN
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1 . specified in. this subsection included in his.distributive share

2. of the income of such partnership.”;

* 8 o (5) by Mriking out\pbragmph (1) of subsection

4 .« (c) and inserting in ' liew thereof: the following new
8 - wparagraph: - S T 0
6 “(1) INcOME CONNECTED wiTH UNITED STATHS
T BUSINESS~No' deduction or withholding under subsed

8 tion (a) shall be requived in.the case of any ilem of
9.t/ \income (other than compensation for personal services))
1080 \\,u)hidi':‘-is“-eﬂ‘ecﬁivel‘t:;‘nconh(ected ‘with the conduct of W~
11. .. trads or business' withinthe' United: States -and which!
123 - -is included in the gross income: of the recipient under'
13\ section 873(b}(2) for the tavablé yoar.” ;'\ V- &l
14 (6) by amending paragraph (4}:of subsection (c)’
16 . to read as followsy - v . v i
16 .. v '4(4)'COMPENSATION OF CERTAIN ALIENS—Un-
17 der regulations prescribed by the Secrelury. or his dele-
18 ' “wgate, compensation for personal services may be ez
19\ empted from deduction and withhokling under subsection
W\ o fa) 2y S |
A {7) by striking out “amounts deséribed.' tn -seotion’
23 - 402(a)(8), section 403(0)(2;, section 631 .(b) and
23" . 'fe), and dection 1235, which are considered to-be gains
24 from the sale or exchamge of -capital assets,” in para-

. ,"‘, ”‘n K o V‘. . o B 1Y "‘
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-graph (5) of subsection.{c) and inserting in'liew thereof

“gains deseribed in.section 402(a){(2), 403(a)(2), or

631 (b) or (c), and_gains. subject to'tax under section

871(a)(1)(D},", and by striking out “proceeds from
such sale or exchange,” in such paragraph .and inserting
in liew thereof “amount payable,”;: K
-+ (8) by adding at the end of subsection (c) the fol-

lowing new paragraph:

oo (7)) CERTAIN . .ANNUITIES \RECEIVED - UNDER

QUALIFIED PLANS~No deduction or.withholding underi

 subsection (a) shall be required in the case of any amount

received as an annuity if such amount is, under section:

871(f), exempt from the taw imposed by section 871!

(a))’; and SO

(9) by redesignating subsection. (d)- as .(e), and

by inserting - after. subsection ‘(c) - the following new

) 1
v,

© “(d) ExeMmpTION- OR GERTAIN. FOREIGN PARTNER-
SHIPS.~Subject to such terms ‘and conditions as may be
provided by regulations prescribed by the Secretary or his
t delegate,  subsection (a) shall not apply:in the case of a
foreign partnership engaged in trade or. business within the
" United Stales if the Secrelary or his delegate’ determines
- that the requirements of subsection (a) impose an undue

administrative burden and that the collection of the tax
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imposed by section 871(a). on the members of such partnery

[y

ship who are nonresident alien individuals will not,be jeop-
- ardized by the exemption.” ..

(i).L1apiriry ForR WITHHELD Tax.—Section 1461
(relating to return and payme‘nt'of withheld tax) is amended
to read as follows: ... - S N
“SEC. 1461, LIABILITY FOR WITHHELD TAX. N

“Every person required to deduct and withhold. any tax

© ® I & ;N e W

. under this chapter is hereby made liable. for sych tax and is

—t
(=]

hereby indemnified against the claims qnd demands of any

B

person for the amount of any payments made in accordance

[y
&

. with the provisions of this chapter.”. . . o

[y
w

(i) DecLARATION OF EsSTIMATED INCOME .TAX BY!

S ANBIVIBUALS.—~Section 6015. (velating ta declaration of esti-

bt
e

mated income tax by individuals) is amended— - . &

i
(31}

. (1) by striking out that portion of subsection (a);

ot
(=]

17. v .which precedes paragraph (1) and inserting. in  liew
18 - thereof the following: R
19.. .. “(a) BEQUIREMENT OF . DECLARATION.—Except a8
20 otherwise provided.-in subsection, (i), every individual shall:
21 .inake. @ declaration of his estimated tax for. the taxable year:
23 . (2) by vedesignating subsection (). as, subsection’

2. (jlsand L L ai
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(3} by inserting dfter subsection (k) the follow-

L

)
\'.‘ L . :.\t B P

S g ‘new subsedtions’
“(i) NONRESIDENT ALIEN INDIVIDUALS.~No dec-
luration shall be required to be made under this section by &
‘nonresident alien individual unless—
“(1) withholding under chapter 24 is made appli-
cable to the twages, 'as defined: in section 3401(a), of
i gueh: individwal, - e

© ® A & G o W N

v () sueh indwidual has income (other than com-

[ =g
(=

pensation 'for personal services subject to deduction and

e
Lng

v withholding wnder  section 1441) ~which 18 effectively
12 connected with the condubt of a trade or business within

133 7 ‘Yhe United Sfates, or * - o
a3y such individual is @ 'resident of Puerto Rico
15 during the entive tazable year.” = Al

16:) wifk)' CorLeerion oF INcoME Tax AT ‘SOURCE oN
11\ W ops.~Subsection (a)'of section 3401 (relating to defini-
18 tion of wages for purposes of. collection of income taz at
1 Source) is-amended by Striking out paragraphs (6) and (7)
20 aiid inserting in lieu thereof the following: «, -t
28 Moo efg ) for such services, performed by @ nonresident
22 alien individual, as may be designated by regulations
231 -\progoribed by the Seoretary or his delegate; or”.

24 (1) DEFINITIONS OF FOREIGN E8TA?E OR TRUST .~

25 (1) Section 7701(a)(31) (defining foreign estate
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'Y op'trust) is amended by striking out “‘from sources with-
out the United States” and inserting in liew thereof
"% from sburces without the United States which is not
1 ¢ffectively cornected with the conduct of a trade or busi-
ness within the United States,”. - = =~
(2) Section 1493 (defining foreign trust for pur-

- S T e W D e

poses of chapter 5) is repealed.

8. .\ .fm) CoNPORMING AMENDMENT.—The first sentence
9 of ‘soetion 933(a) (relating to citizens of possessions of the
10 [nited States) is amended to read as follows: “Any it
11 dividual who is @ cilicen of any’ possession of the United
121 States: (but not otherwise a citizen of the United States)!
13 and who is not @ resident of the Unitelh States shall be sub
4.\ jeot: te. tazation under this sublitle in the same manner and
15 - subject to the same conditions as in the case of a nonvesident
16.; glien individual” - * B
17 (n) EFFECTIVE DATES.— e
18\ »- (1) The amendmenis wmade by this section (other
194 . thaw the amendments made by subsections (h), (i), and
20, ‘.o (k)) ‘shall apply with respect o tazdble years beginning
21 gfter December31, 1966, -t "
221\ 0\ f2) The amendments made by sbssction (h) shalt
- I apply with respect lo payments made in taxable years
24\ of recipients beginning after December 31, 1966.
2. v (8) The amendments made by subsection (i) shall
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apply with respect to payments ocourring -after. Decem-
ber 31, 1966. . " . L
(4) The amendments. made by. subsection (k) shall

. apply with respect lo- remuneration paid. after, Decem-

ber 31, 1966. N T L
SEC. 104. FOREIGN CORPORATIONS. ... ey

(a) Tax on INcoME .Nor. . CONNECTED Wire
UNiTED STATES. BUSINESS.—Section. 881 (relating to tax

on foreign corporalions not engaged in business in the. United

" States is amended to read as follows: ..~ (.- b )
.. “SEC..881. TAX ON INCOME OF . FOREIGN CORPORATIONS

~ "' NOT . CONNECTED WITH  UNITED STATES
BUSINESSb ‘x"\.‘, B Yy -‘:.‘r,, I\ AT \ ‘-\'." v '~.\, “y

-“(a) IMPoSITION . OF TAx.—There 8. hereby: impiosed

. for each taxable year a tax of 30 .percent ‘of the amount

received from sources within the United States by a foreign
corporation as— TR L SN S

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

~ miums, annuities, compensations, -remuneations, emoli-

" ments,.. and other fized ‘or. determinable. .annual or

periodical gains, profits, and income, ...\ -1\ -\ ..\ F

o e () gains described in section 631.(b) or (c),

“(3) ‘in the case of -bonds or other evidences of
indebtedness issued after Septe:nber. 28,1965, amounts

" which under gection. 1332, are, considered: gs gains from
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‘the sale or exchange of -proverty which is not.a capital
asset, and
“(4) gains froin the sélc or exchange after Octobey
4, 1966, of patents, copyrights, secret processes and
formulas, good will, trademarks, trade brands, fran:
- chises, and other like property, or of any interest in
any such property, lo the extent such gains are from
<i-payments which are contingent on the productivity, use
\ . .op, disposition of the property or interest sold or ed:
changed, or from payments which are treated .as being
.80 contingent under section 871(e),
but only to the extent the amount so received 8 not effec-
tively connected with the conduct of a trade or business
within the United States.

“(b) DousLING oF Tax.—

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

(b) Tax on INC;()ME 'CON&ECTED ‘Wirn UNITE})!
SrATES BUSINESS.—

(1) Section 882 (relating to tax on resident fm'—i
eign corporations) is amended Yo read as follows: "
“SEC. 882. TAX ON INCOME OF FOREICN‘éORPORATION;S‘

CONNECTED WITH UNITED STATES BUS.
INESS. | |
“(a) NokuaL TAX AND SURTAX.— v

' %(1) IMPOSITION OF TAX.~A foreign corporation
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1. engaged n trade or business within the United States
2 during the tazable year shall be taxable as.'provided in
3 - section 11 or 1201(a) on its taxable income which is
4 - effectively connected with the conduct of a trade or busi-
6 ness within the United States. -

6 © Y(2): DETERMINATION OF TAXABLE INCOME.—In
K+ determining taxable income for purposes of paragraph
8 . - (1), gross #ncome includes only. gross inoome which s
8 - effectively connected with the: conduch of & trade or bust-
10 . - ness within the United States. -+ -~ =~ - - bl
1 “(b) Gross INcOME~In the case of a foreign corpord-

12 " tion, gross income tncludes only—
13 © . “(1) gross income which s derived ‘from ‘sources
14 within the United States and which-is not effectively
15 connected with the conduct of a trade or business with-
16'  in the United States, and "~

P LA |

1w “(R) gross income which is. effectively . gonnected

(Y

18 with the conduct of a trade or business within the United
19.,_‘_Stat68.‘ L

ot [ A

0 “c) ALLOWANCE an_ﬂp\p;p\u\cglogvs‘ AND QREDITS.—

21 . . “(1) ALLOCATION OF DEDUGTIONS.— ..

b At
22 “(A) (ENERAL RULE~~In the case of a for-
23 eign corporation, the deductions shall be allowed
24 only for purposes of subsection (a) and (ezcept as

% provided by subparagraph (B)) only.if and to the
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1. extent that they -are connecled with income which
.2 13 effectively connected with the conduct of a trade
Biny - or business within the United States; and the proper

4 . .dpportionment and dllocation of . the deductions for

5 | .this .purpose shall be determined as provided  in

6 . regulations ‘prescribed by the Secretary or his

U delegate. o

8. - “(B) CHARITABLE CONTRIBUTIONS.—The de-

9. - duction for charitable contributions and gifts pro-
10 vided by section 170 shall be allowed whether or
AL . not connected with income. which is effectively con-
12 nected \with the ' conduct of a {rade, or busim
13, ¢ . . within the United States.

4 .+ “(2) DEDUCTIONS AND CREDITS ALLOWED ONLY
15

.\ IF RETURN FILED.—A foreign corporation shall receive
16. .. the benefit of .the- deductions and credits allowed to it
17 . |\ in this subtitle only by filing or. causing {o be filed with
18 | the Secretary or his delegate a true and accurate return,
19 in the manner prescribed in subtitle I, including therein
20, wall the information. which the Secretary or his delegale
21\ wmay deem ngcessary for the c’alctdati(m of such dedwe-
22\ Vons: und, credits. . The ,prec;ediny sentence shall mot
23 apply for purposes of the tax imposed by section 541
24 i relating to. personal holding .company taz), and shall
% not. be construed..to- deny the credit provided by section



< S e W NN

©o

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
29

126
32 for tax withheld at source or the credit provided by
section 39 for certain uses of gasoline and lubricating oil.
. “(3) FOREIGN TAX CREDIT.—Kuxcept as provided
by section 906, foreigr. corporations shall not be allowed
the credit against the tax for taxes of foreign countries
and possessions of the United States allowed by section
901.
“(d) ELecTION To TREAT REAL PROPERTY INCOME
48 Incone ConNecTeED WitH UNITED STATES Busi-
NESS.—
“(1) IN GENERAL—A foreign corporation which
- during the taxable year derives any income—
“(A) from real property located in the United
States, or from any interest in such real property,
including (i) gains from the sale or erchange of
real property or an inlerest ‘therein,’ (i) rents'or
royalties from mines, \wells, or other natural de-
" posits, and (i) gains described in section 631 (b)
or (c), and : -
“(B) which, but for this subsection, would ‘not
be treated as income effectively connected with the
conduct of a trade or business within the United
States,
may elect for such taxable year to treat all such income

" as ‘income which is effectively” connected with the con-
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‘1 duct of a trade or business within the United States. In
2 such case, such income shall be taxable as provided in
3 subsection (a)(1) whethér or not such’ corporation i3
4 ' ‘engaged in trade or business within the Uniled States

-5 during the tazable year. An election under this para-

6 graph for any taxable year shall remain in effect for all
7 subsequent taxable years, except that it may be revoked
8 with the consent of the Secretary or his delegate with
9 respect to any taxable year.

10 “(2) ELECTION AFTER REVOCATION, ETC.—Par-
11 agraphs (2) and (3) of section 871(d) shall apply in
12 respect of elections under this subsection in the same
13 manner and to the same extent as they apply in respect
14 of elections under section 871(d).

15 “(e) INTEREST ON UNITED STATES OBLIGATIONS

16 . RecE1vED BY BANKS ORGANIZED IN P0SSESSIONS.—In the
17. case'of a corporation created or organized in, or under the
18 law of, a possession of the United States which is carrying
19.. on the banking business in a possession of the United States,
20 inferest on obligations of the United States shall—

2l #(1) for purposes’ of this subpart, be treated as
22 income which is effectively connected with the conduct of
23 a trade or business within the United States, and

24 “(2) shall be tazable as provided in subsection

25 (a)(1) whether or not such corporation is engaged in
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- trade or business within the United States during the

1
"2, . tazable year.
3

(f) ReTurNg oF Tax BY AGBNT~If.any foreiyn

. 4 -corporation has no office or place -of business in the United

5 Slates but has an agent in the Uniied States, the return
- 6. required under section 6012 shall be made by the agent.”
7 (2)(A4) Subsection (e) of section 11 (relating to

V8 . .exceptwns from tax on corporations) i3 amended by in-

9 serting “‘or” at the end of paragraph (2), by striking
10 - out “ or” at the end of paragraph:(3) and inserting
11 a period in lieu therveof, and by striking out paragraph
12 (4).

13 (B) Section 11 (relating to tax on corporations) is
14 amended by .adding at the end thereof the following
15 new subsection:. SR

186. . “(f) Forg1gNn CorporATIONS ~In the case of a foreign
17. corporation,. the .taz imposed by subsection (a) shall appl y
18 only s provided by section 882.

19, . (3) The table of sections for subpart B of part'1]

20 of subchapter N of chapter 1-13 amended by striking out

21'. - the items relating to sections 881 and 882 and inserting

‘22 .in lew thereof the following: = . . ¢

“Sec. 881. Tax on dncome of foreign cavporations not con-
nected with United States business,
“Sec. 888. T'az on income of foreign corporations connected
" ‘with United States Mamesa »

o)
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‘(¢) WirHHOLDING OF TAX ON ForEIGN CORPORA-
TIONS~Section 1442 (relating to withholding of tax on

foreign corporations) s a1nmded to read as follows: -
“SEC, 1442. WITHHOLDING OF TAX ON FORBIGN CORPO-
RATIONS. S
“(a) GENERAL RULE~In the case of foreign eorpora-
tions subject to taxation under this subtitle, ‘thére' shall be
deducted and withheld at the source in the same manner ‘and
on the same items of income as is provided in’ sectiom 1 441
or section 1451 a tax equal to 30 percent thereof; except
that, in the case of interest described in section 1451 (relat-
ing to tax-free covenant bonds), the deduction and with-

holding shall be at the rate specified therein. - For purposés’

-of the preceding sentence, the references in section 1441 ( bl)'

to sections 871(a)(1) (C) and (D) shall be treated as re-
ferring to sections 881(a) (3) and (4), the reference in
as referring to section 842 or section 882(a), as the case
may be, and the reference in section*1441(c)(5) to section’
871(a)(1)(D) shall be treated - as referring to section”
881(a)(4). . S I

“(b) ExEMPTION.—Subject to such terms'and condi-
tions as may be provided by requlations piesiribed by the
Secretary or his delegate, subsection (d). shall #ot apply in"

J. 69-350—9
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~the cuse of a foreign corporation engaged in trade or business

within the United States if the Secrctary or his delegate de-
termines that the requirements of subsection (a) impose an
undue administrative burden and that the collection of the

tax imposed by section 881 on such corporation will not be

_jeopardized by the exemption.”

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

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

~the United States,”’;

(2) by striking out “from sources within the United
States” in paragraph (1) and inserting in liew thereof
“which 13 effectively connected with the conduct of a
trade or business within the United States’;

(8) by striking out “‘from sources within the United

. States” in paragraph (2) and inserting in lieu thereof

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

income for such period from sources within the United

- States.”

(e) DivIDENDS RECEIVED Froy CERTAIN WHOLLY-
*OWNED FOREIGN SUBSIDIARIES ~
(1) Section 245 (relating to dividends received
from certain foreign corporations) is amended by re-
designating subscction (b) as (c), and by inserting after
subsection (a) tie following new subsection:
“(b) DivipENDS REcEIVED BY DomEsTIc CORPOR.A-
‘710N8 FrOM CERTAIN WHOLLY OWNED FoREIGN SUB-
SIDIARIES.—If, for any taxable year of a foreign corpora-
tion— T
“(1) all of the outstandil;g voting stock of such for-
eign corporation is owned (directly or indirectly) by a

domestic corporation, and
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1 . (2) all of the gross income of such:foreign corpord-
2 .twn from-all sources is effectively. connected with the
3. . conduet of a trade or business within the United States,
4 there shall be allowed as a deduction (in liew of the deductidn
. provided by.subsection (a)) an amount. equal to 100 percent
6:..0f the dividends received by such domestic corporation from
7. such foreign corporation which are paid out of the earnings
8. and profits of such taxable year.” —_— &
9 . (2) Subsection (c) of such section 245 (as redesis-

10 .\ nated by paragraph (1)) is amended by striking out

11 “subsection (a)” and inserting in lieu thereof *subsections
12 (a)and (b)’. = O
13 (f) DiSTRIBUTIONS OF CERTAIN FOREIGN CORRORA=

¥4 1088 ~Section - 801(b)(1)(C) (relating ‘to certain cor-
15, porate. distributees of foreign corporations) is amended—

16, .. .v (1) bu striking ous ‘“gross income. from. sources
17 within the United States” in clause (i) and inserting in
18 ... liew thereof gross income which 13 effectively. connected

19 .. . with the conduct of a trade.or business within the United
20 ... . States”; L L e
21 (2) by striking out “gross income from sources with-
22 .+ out the United States” in clause (i) and inserting in
23 . liew thereof “gross income which is.not. effectively con-
24 nected with the conduct of @' trade. or- business within
25 the United States”; and
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v (8) vy adding at the end thereof the. following néw

sentences: “For purposes of clause (i), the gross income

~ of a foreign corporation for any period:before its first

taxable year beginning after December 31, 1966, which

i8 " effectively connected with the conduct of a trade vor

" business within the United States is an amount eqial

ta the gross income for such period from sources within

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

gross income of a foreign corporation for any period
before its first tazable year beginning after December
31, 1966, which is not effectively connected with the

- conduct of a trade or business within'the United States

is an amount equal to the gross income for such period

» from sources withowt the United States.”

+ (g) UNRELATED BusiNgss TaxaBLg INcOME.~The

16 1ast sentence of section 512(a) (relating to definition) ‘is

17

18
19
20

21

aménded to vead as follows: “In the cast of an organiza:
tion described in section. 511 which i3 a foreign organiza:
"tion, the unrelated business' taxable income shall be i
“unrelated business taxable income which is effectively coki
nected with the conduct of a trade or business within the

2 United States.”

i
g
.- e

23"\ (k) CorPoraTIONS SUBJECT-F0 PERsoN4L Horb-
% ng-Company Tax=~ - . | i 1
25

(1) Paragraph (7) of section 542(c) (relating
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to corporations not subject to personal holding company
taz) is amended to read as follows:
“(7) a foreign corporation (other than a corpora-
tion which has income to which scection 543(a)(7) ap-
plies for the taxable year), if all of its stock outstanding

during the last half of the taxable year is owned by

- nonresident alien individuals, whether directly or indi-

rectly through foreign estates, foreign trusts, foreign
partnerships, or other foreign corporations;”.
(2) Section 543(b)(1) (relating to definition of
ordinary gross income) is amended— '
(A) by striking out “and” at the end of sub-
paragraph (4),
"(B) by striking out the period at the end of
. subparagraph (B) and inserting in liew thereof *,
‘and”’, and y
- (C) by inserting after subparagraph (B) the
following new subparagraph.: '
“(C) in the case of a foreign corporation all of
the outstanding stock of which during the last half
. of the tazable year is owned by nonresident alien in-
dividuals (whether divectly or indirectly through
foreign estates, foreign trusts, foreign parinerships,

or other foreign corporations), all items of income

. ‘ ¢
‘ v .
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which would, but for this subparagraph, constitute
personal holding company income under any para-
graph of subsection (a) other than: paragraph (7)
thereof.” |
(3) Section 545 (velating to definition of undis-
tributed personal holding company income) is amended—
(A) by striking out subsection (a) and insert-
ing in liew thereof the following:

“(a) DEFINITION.~For purposes of this part, the terin
‘undistributed personal holding company income’ means the
tazable income of a personal holding company adjusted in
the manner provided in subsections (b), (c), and (d), minus
the dividends paid deduction as defined in section 561. In
the case of a personal holding company which is a foreign
corporation, not more than 10 percent in value of the out-

standing stock of which is owned (within the meaning of

+ section 9568(a)) during the last half of the tuxable year by

United States persons, the term ‘undistributed personal hold:
ing company income’ means the amount determined by multi-

plying the undistributed personal holding compdny income

- (determined without regard to this sentenice) by the percent-

age in value of its outstanding stock which is the greatest per-

centage in value of its outstanding stock so owned by United

States persons on any one -day during such period.’; and.

.
R 1
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v o - o (B) by adding at the end thereof the following
new subsection: = -
. “(d) CERTAIN FOREIGN CORPORATIONS—In the case
of a foreign co}'poration all of the outstanding stock of which
during the last half of the tazable year is owned by nonresi-
dent alien individuals (whether directly or indirectly through
foreign estates, foreign trusts, foreign parinerships, or other

foreign corporations), the taxable income for purposes of

L L T R T CR

subsection (a) shall be the income which constitutes personal
10 holding company. income under section 543(a)(7), reduced
11 by the deductions atiributable to such income, and adjusted,
12 “with ‘respect to suchincome, in the manner provided in sub-
13 section (b).”

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

17 “SEC. 6682. FAILURE OF FOREIGN CORPORATION TO FILE
18 % . . .. RETURN OF PERSONAL HOLDING COMPANY

3

R TAX.

20 . “Amy foreign corporation which—

... s ) 8 a personal holding company for any taz-
22\ able year, and ‘

2.7 1 4(3)  fails to file or to cause to be filed: with the

% - " Secretary or his delegte a true and acourate return of

25 the tax imposed by section 541,
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shall, in addition to other penalties provided by law, be liable
'to.a penalty equal to the tax imposed on such corporation by

. section 541 for such taxable year. The preceding sentence

shall not apply if the foreign corporation is denied the dedug-
tion provided by section 547 by reason of the application of
subsection (g) of such section. No penalty shall be imposed
under 3ection 6653 for any offenses to which this section is
applicable.”

(B) The table of sections for such subchapter B is
amended by adding at the end thereof.the following new
tem:

“Sec. 6682. Failure of foreign corporation to file return of
~ ~ personal holding company taz.”

(i) AMENDMENTS With REsPEcT TO FOREIGN
CoORPORATIONS CARRYING ON INSURANCE BUSINESS IN
UnrTEp STATES.—

(1) Section 842 (velating to computation of gross
income) is amended to read as follows:

“SEC. 842. FOREIGN CORPORATIONS CARRYING ON IN-

- SURANCE BUSINESS.

. “If a foreign corporation carrying on an insurance busi-
ness within .the United States would qualify under part 1,
11, or I11 of this subchapter for the taxable year if ( without

regard to imcome nal effectively connected with the conduct

of any trade. or business within the United Sfutes) it were

- MY \
3 Ut
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a domestic corporation, such corporation shall be taxable
under such part on its income effectively connected with its
conduct of any trade or business within the United States.
With vespect to th, rmainder of its income, which is from
sources within ‘ae United States, such a foreign corpora-

tion shall be tarable as provided in section 881.”
(2) The table of sections for part IV of subchapter
L of chapter 1 is amended by striking out the item re-
lating to section 842 and inserting in liew thereof the

' follo?ving:

“Sec. 842. Foreign corporations carrying on insurance busi-
9
ness.

(8) Section 819 (relating to foreign life insurance
companies) i8 amended—

(4). by striking vut subsections (a) and (d)
and by vedesignating subsections (b) and (c) as
subsections (a) and (b),

(B) by striking out “In the case of any com-
pany described in subsection (a),” in subsection
(a)(1) (as redesignated by subparagraph (4))
and inserting in liew thereof “In the case of any
foreign. corporation tazable under this part,”,

(C) by striking out “subsection’ (c)” in the
last sentence of subsection (a)(2) (as redesignated
by subpargraph /A)) and inserting in liew thereof

“subsection (b)”,
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(D) by adding at the end of subsection (a)
(as redesignated by subparagraph (4)) the fol-
lowing new parayraph:

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

“case of any foreign corporation taxable under this part,

‘there shall be determined—

v “(A) the amount which would be subject to
tax under section 881 if the amount tavable under
such section were determined without regard to scc-
tions 103 and 894, and

“(B) the amount of the veduction provided
- by paragraph (1).
The tax under section 881 (determined without regard

to this paragraph) shall be reduced (but not below

v+ zero) by an amount which 1s the same proportion of

such tax as the amount referred to in subparagraph (B)

s “of the amount referred to in smbpamg;aph (A); but

such reduction in tax shull not exceed the icrease in

' tax under this part by reason Of the veduction 1))'ovidé(l

by ﬁdrdgraph (1).”, ’

(E) by 8t1‘zlmq out “for purposes of subsec-
tion (a)” each place it appears in subsection (b)
(as redesignated by subparagraph (A)) and insert-
ing in liew thereof “with respect to a foreign

corporation”,
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(F') by striking out- “foreign life insurance
company” each place it appears in such subsection
(b) and inserting in liew thereof “foreign corpora-
tion”,

(G) by striking out “subsection (b)(2)(4)”
each place it appears in such subsection ' (b) and
inserting tn lieu thereof “subsection (a)(2)(A)”,

(H) by striking out “subsection (b)(2)(B)”
in paragraph (2)(B)(i) of such. subsection (b)
and inserting in lieu thereof ‘“‘subsection (a)(2)
(B)”, and : R

(I) by adding at-the end. thereof the following
new subsection : ' N

“(¢) CrOSS REFERENCE.—

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

(4) Section 821 (relating to tax on mutual insur-
ance companies to which part 11 applies) is amended—
(A). by striking out subsection (e) and by
redesignating subsections (f) and (g) as sub-

sections (e) and (f), and
(B) by adding at the end of subsection (f)
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(as redesignated by subparagraph (A)) the fdl-
- lowing:

“(3) For taxation ol" foreign corporations carrying on
an insurance business within the United States, see sec-

tion 843"
(5) Section. 822 (7;elating to determination of tag-
able investment income) is amended by striking out
subsection (e) and by redesignating subsection (f) as

subsection (e).

(6) Section 831 (relating to tax on certain other

insurance companies) 18 amended—

(4) by striking out subsection (b) and by re:
designating subsection (c) as subsection (b), and
(B) by amending subsection (d) to read as
. follows: ' LY
"‘(c) CrOSS REFERENCES.~ | X
“(1) For alternative tax in case of capital gains, see

section 1201(a).
“(2) For taxation of foreign corporations carrying on

an insarance business within the United States, see sec-
tion 842 ‘ ‘ -

(7) Sectwn 832 (relatmg to insurance company
taacable mcome) 18 amended by stmkmg out subsection,
(d) and by redeszgnatmg subsectmn (e) as subsection

@. R



© 0 A S N b W N e

10
11
12
13
14
15
16
17
18
19

20

22
23
24

142
- (8) The second sentence of -section 841 (relating
to credit for foreign taves) is amended by striking out

“sentence,” and inserting in liew thereof “sentence (and

for purposes of applying section 906 with respect to a

foreign cbi‘poration subject to ‘tax under this sub-

chapter),”. |

(1) SuBparr F INCOME.—Section 952 (b) (relating
to exclusion of United States income) 1is amended to read
as follows:

“(b) EXCLUSION OF UNITED STATES INCOME.~In
the case of a controlled foreign corporation, subpart F' in-
comé does not include any item of income from sources
within the United Stales which is effectively connected
with the conduct by such corporation of a trade or business
within the United States unless such item is evempt from
tazation (or is subjéct to a reduced rate b/ tax) pursuant
toa treaty obligation of the United States”

(k) Gain FroM CERTAIN SALES OR EXCHANGES
oF 870cK IN CERTAIN ForereN CorproRa TIONS.—Pard—
graph ( 4) of section 1248(d) (‘relating.to' (’;’l‘Cl'llI«S'l'OPS /ro'm
earnings an(i profits) s amended to r;’ad .as foll;)wé:

- “(4) UNITED STATES chom:.-Aﬁg) ‘ilem in-
cludible in gross income of the foreign corporation under

this chapter—
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“CA) for any taxable year beginning before
January 1, 1967, as income derived from sources
within the United States of a foreign corporation
engaged in trade “or business within the United
States, or

“(B) for any taxable year beginning after
December 31, 1966, as income effectively con-
nected with the conduct by such corporation of a
trade or business within the Uﬂited States.

This paragraph shall not apply with respect to any

item which is evempt from taxation (or is subjecl to

a reduced rate of tax) pursuant to a treaty obligation

of the United States.”

(1) DECLARATION OF ILSTIMATED INCOME TaX BY
CORPORATIONS.—Section 6016 (relating to declarations of
estimated income tax by corporations) is amended by vedcs-
igﬁating subsection (f) as subsection (g) and by inserting
after subsection (e) the following new subscction:

“(f) CERTAIN FOREIGN CORPORATIONS.—For pur-
poses '0,‘ this section and section 6653, in the case of a foreiyn
cor;%oraiion subject to tavation under section 11 or 1201( a),
or under subchapter L of cha]);or 1, the tax imposed by

section 881 shall be treated as a tax imposed by section 11.”
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' (m) TEcHNICAT, AMENDMENTS.—
(1) Section 884 i3 amended to read as follows:
“SEC. 884. CROSS REFERENCES.‘ ‘

“(1) For gpecial provisions relating to unrelated bubi-
ness income of foreign educational, charitable, and cer-
tain other exempt orgunizations, see gection 512(a).

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

“(3) For rules applicable in determining whether any
foreign corporation is engaged in trade or business within
the United States, see section 864(b).

“(4) For adjustment of tax in case of corporations of
certain foreign countries, see section 896,

" “(§) For allowance of credif against the tax in case of
a foreign corporation having income effectively con-
nected with the conduct of a trade or business within the
United States, see section 906.

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

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

(3) Section 1249( a) 18 amended bg) st/rikihg' oul

“Eacept as provided in subsection ( c), gaiﬁ” and in-

sertiﬁg in liew thereof “Gain’.

(n) EFFECTIVE DATES—~T e amendments made by
this section (other than subsection (k)) shall ‘azgl)'ply with
respect to taxable years beginning after December 31, 1966.
The‘amendm‘ent made by subsection (k) shall apply with
respect to sales or exchanges occurring after December 31,

1966.



© @@ a9 o v o W D e

I - T - T S S T G o O S e S SN VP Gy G
B -~ O O W = O e W NN - O

146
SEC. 105. SPECIAL TAX PROVISIONS. - 1

(a) INCOME AFFECTED BY TREATY.~Section 894 (Pe-
lating to income excmpt und;’r treaties) is amended to reud
as follows: .
“SEC. 894. INCOME AFFECTED BY TREATY. B

“(a) IncoMe Exeuprr UNDBR TREATY.—Income ‘bf
any kind, to the extent required by any treaty obligation of
the United States, shall not be included in gross income and
shall be exempt from taxation under this subtitle.

“(b) PERMANENT FSTABLISHMENT IN UNITED
STATES~For purposes of applying any exemption from, or
reduction of, any tax provided by any trealy to which the
United States is a party with respect to income which is not
effectively connected with the conduct of a trade or businéss
within the United States, a nonresident alien individual or &
foreign corporation shall be decmed not to have a permanént
establishment in the United States at any time during the
tazable year. This subsection shall not.apply in respect of
the tax computed under section 877(b).”

(b) AvsusTuENT OF Tax BECAUSE OF BURDENSOME
OR DISCRIMINATORY FOREIGN "TA XES.—Subpart C of part
II of subchapter N of chapter 1 (relating to miscellaneous

J. 69-350——10
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provisions applicable to nonresident aliens and foreign co vo-
rations) 18 amended by adding at the end thereof the follow-
ing new section: '
“SEC. 896. ADJUSTMENT OF TAX ON NATIONALS, RESI
DENTS, AND CORPORATIONS OF CERTAIN
FOREIGN COUNTRIES.
“(a) IMpPOSITION OF MORE BURDENSOME TAXES BY
ForeigN CouNTRY —Whenever the President finds that—
“(1) under the laws of any foreign country, con-
sidering the tax system of such foreign country, citizens
of the United States not residents of such foreign coun-
try or domestic corporations are being subjected to more
burdensome taxes, on any ilem of income received by
such citizens or corporations from sources within such
foreign country, than taes imposed by the provisions of
this subtitle on similar income derived from sources
within the United States by residents or corporations of
such foreign country,
“(2) such foreign country, when requested by the
United States to do so, has not acted to revise or reduce
such taves so that they are no more burdensome than
taxes imposed by the provisions of this subtitle on similar
income derived from sources within the United States by
residents or corporations of such foreign country, and

“(3) it is in the public interest to apply pre-1967
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tax provisions in accordance with the provisions of this
subsection to residents or corporations of such foreign
country, |
the President shall proclaim that the tax on such similar in-
come dertved from sources within the United States by resi-
dents or corporations of such foreign country shall, for taz-
able years beginring after such proclamation, be determined
under this subtitle without regard to amendments made to
this subchapter and chapter 3 on or after the date of enact-
ment of this section.
“(b) ImpoSITION OF DISCRIMINATORY TAXES BY
Foreion CouNTrRY.—Whenever the President finds that—
“(1) under the laws of any foreign country, citizens
of the United States or domestic corporations (or any
class of such citizens or corporations) are, with respect to
any item of income, being subjected to a higher effective
rate of tax than are nationals, residents, or corporations
of such foreign country (or a similar class of such na-
tionals, residents, or corporations) under similar cir-
cumstances;
“(2) such foreign country, when requested by the
United States to do so, has not acted to eliminate such
higher effective rate of tax; and -
“(3) 1t i3 in the public interest to adjust, in accord-

ance with the: provisions of this subsection, the effective
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rate of tax imposed by this subtitle on similar income of
nationals, residents, or corporations of such foreign
country (or such similar class of such nationals, resi-
dents, or corporations),
the President shall proclaim that the tax on similar income

of nationals, residents, or corporations of such foreign country

" (or such similar class of such nationals, residents, or corpo-

rations) shall, for tazable years beginning after such. proc-
lamation, be adjusted so as to cause the effective rate of tax
imposed by this sublitle on such similar income to be sub-
stantially equal lo the effective rate of tax imposed by such
foreign country on such iem of income of citizens of the
United States or domestic corporations (or such class of
citizens or corporations). In implementing a proclamation
made under this subsection, the effective rate of tax imposed by
this subtitle on an item of income may be adjusted by the dis-
allowance, in whole or in part, of any deduction, credit, or
exemption which would .otherwise be allowed with respect to
that item of income or by increasing the rate of tax. otherwise
applicable to that item of income.

“(c) ALLEVIATION oF MORE BURDENSOME OR Dis-

CRIMINATORY TAXES.—W henever the President finds that—

“(1) the laws of any foreign country with respect
to which the President has made a proclamation under

subsection (a) have been modified so that citizens of the
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United States not residents of such foreign country or

domestic corporations are ho longer subject to more bur-

densome tazes on the item of income derived by such

citizens or corporations from sources within such foreign

country, or

“(2) the laws of any foreign country with respect

to which the President has made a proclamation under

subsection (b) have been modified so that citizens of the

United States or domestic corporations (or any class of

such citizens or corporations) are no longer subject to

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

“(d) Noriricarioy or CONGRESS REQUIRED.—No
proclamation shall be issued by the President pursuant to
this section unless, at least 30 days prior to such procla

mation, he has notified the Senate and the House of Repre-

- sentatives of his intention to issue such proclamnation.

‘4

“(e) IMPLEMENTATION BY REGQUL.ATIONS.—The Sec-
retary or his delegate shall prescribe such regulations as he

deems necessary or appropriate to implement this section,”
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(¢c) CLERICAL AMENDMENTS—~The table of sections
for subpart C of part 11 of subchapter N of chapter 1 is
amended—
(1) by striking out the item relating to section 894

and inserting in liew thereof

“See. 894, Income affected by "(’wy'”’.,
(2) by adding at the end of such table the following:

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

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

(e) ELECTIONS BY NONRESIDENT UNITED STATES
Crrizens Wno ARe Supirer 1o Foreiay CoMMUNITY
PropPeRTY LAWS~—

(1) Part 111 of subchapter N of chapter 1 (relat-
ing to income from sources without the United States)

i amended by adding at the end thereof the following

new subpart:

“Subpart H—Income of Certain Nonresident United States

Citizens Subject to Foreign Community Property Laws

“Sec. 981, Elcctions as to treatment of income subject to
foreign community property laws.
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“SEC. 981. ELECTION AS TO TREATMENT OF INCOME SUB-
JECT TO FOREIGN COMMUNITY PROPERTY
LAWS.
- .“(a) GENERAL RULE.—In the case of any taxable year
beginning after December 31 , 1966, if—

“(1) an individual is (4) a citizen of the United
States, (B) a bona fide resident of a foreign country
or countries during the entire taxable year, and (C)
married at the close of the tavable year to a spouse who is
a nonvesident alien during the entire taxable year, and
“(2) such individual and his spouse elect to have
subsection (b) apply to their community income under

foreign community property laws,
then subscction (b) shall apply to such income of such indi-
vidual and such spouse for the taxable year and for all sub-
sequent taxable years for which the requirements of para-
graph (1) are met, unless the Secretary or his delegate

consents to a termination of the election.
“(b) TREATMENT 08 COMMUNITY INCOME~For any
tavatle year to which an election made under subsection (a)

applics, the community income under foreign community

‘“v
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1 property laws of the husband and wife making the election
2 shall bé treated as follows:

3
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“(1) Earned income (within the meaning of the
first sentence of section 911(b)), other than trade or
business income and a pariner’s distributive share of

parinership income, shall be treated as the income of the

- spouse who rendered the personal services.

“(2) Trade or business income, and a partner’s
distributive share of partnership income, shall be treated
as provided in section 1402(a)(3).

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

“(4) All other such community income shall be

~ treated as provided in the applicable foreign community

property law.

““(¢) ELECTION FOR PRE-1967 YEARS.—

“(1) ELEcTION~If an individual meets the re-

- quirements of subsection (a)(1) (4) and (C) for any

tazable year beginning before January 1, 1967, and if
such individual and the spouse referred to in subsection
(a)(1)(C) elect under this subsection, then paragravh

(2) of this subsection shall apply to their community in-
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come under foreign community property laws for all

- open taxable years beginning before January 1, 1967

(whether under this chapter, the corresponding provi-
sions of the Internal Revenue Code of 1939, ov the cor-
responding provisions of prior revenue laws), for whieh
the requirements of - subsection (a)(1) (A4) and (0)
are met. ‘ v

“(3) ErrEcT OF ELECTION.~For  any tavable
vear to which an election made under this subsectioh
applies, the community income under foreign community

property laws of the husband and wife making thé

election shall be treated as provided by subsection (b})

except that the otiser communily income described i
paragraph (4) of subscction (b) shall be treated as the
income of the spouse who, for such taxable year, had
gross income under paragraphs (1), (2), and (3) of

subsection (b), plus separate gross income, greater than

© that of the other spouse.

“¢fd) Ting ror MakiNne ELEcrioNs; PEriop or

LIMITATIONS; ETC.~

“(1) TiuE~An election under subsection (a) or
(c) for a taxable year may be made at any time while
such year is still open, and: shall be made in_such man-
ner as the Secretary or his delegate shall by regulations
prescribe,



&

14
15
16
17
18

N
—

& ¥ 8 B

154

“(.2) 'EXTENSION OF PERIOD FOR ASSESSING DE-
FICIENCIES AND MAKING REFUNDS~If any tavable
year to which an election under subsection (a) or (c)
applies i3 open at the time such election is made, the
period for assessing a deficiexcy ayainst, and the period
for filing claim for credit or refund of any overpayment
by, the husband and wife for such tarable year, to the
extent such deficiency or overpayment is attributalle to
such an election, shall not erpire before 1 year after
the date of such clection.

“(3) ALIEN 8POUSE NEED NOT JOIN IN SUBSEC-
TION () KLECTION IN CERTAIN CASES.—If the Secre-
tary or his delegate determines—

“(4) that an election under subsection (c¢)
would not affect the liability for Federal income
tax of the spouse referred to in subsection (a)(1)
(C) for any taxable year, or

“(B) that the effect on such liability for tar
cannot be ascertained and that to deny the election
to the citizen of the Unued States would be inequita-
ble and cause undue hordship,

such spouse shall not be required to join in such election,
and paragraph (2) of this subsection shall not apply
with respect to such spouse.

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

5 “(e) DEFINITIONS AND SpPEClAL RULES—For pur-
6 poses of this section—

7 *“(1) DEbvcrions.—Deductions shall be treated in
8 a manner consistent with the manner provided by this
9 section for the income to which they relate.

10 “(2) OPEN YEARS.—A tarable year of a citizen
n of the United States and his spouse shall be treated as
12 ‘open’ if the period for assessing a deficiency against
13 snch citizen for such jear has not expired before the
H date of the election under subsection (a) or (c), as the
15 case may be.

16 “(3) ELECTIONS IN CASE OF DECEDENTS.—If a
17 husband or wife is deceased his election under this sec-
18 tion may be made by his evecutor, administralor, or
19 other person charged with his property.

20 “(4) DEATH OF SPOUSE DURING TAXABLE

21 YEAR~—In applying subsection (a)(1)((C'), and in de-

99 .« B .
=< termining under subsection (c)(2) which spouse has

3 the greater income for a taxable year, if a husband or
2 wife dies the tarable year of the surviving spouse shall

25 be treated as ending on the date of such death.”
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(2) The table of subparts for such part III ix
amended by adding at the end thereof the following:

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

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

ministrative”; and
(B) by adding at the end thereof the following:

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

(f) PRESUMPTIVE DATE oF PAYMENT FOR Tax
WirareLD UNDER CHAPTER 3.—

“(1) Any tax actually deducted and withheld at
sidered paid in the case of prepaid income tar) is
amended to read as follows:

“(b) PREPAID INCOME TAX.—For purposes of section
6511 or 6512—

“(1) Any taxr actually deducted and withheld al
the source during any calendar year under chapter 24
shall, in respect of the recipient of the income, be deemed
to have been paid by him on the 15th day of the fourth
month following the close of his tarable year with respect
fo which such taz is allowable as a credit under section

31.
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“(2) Any amount paid as estimated income tax for
any tazable year shall be deemed to have been paid on
the last day prescribed for filing the return under sec-
tion 6012 for such tazable year (determined withqut
regard lo any exrlension of time for filing such relury).

“(3) Any tax withheld at the source under chaper
3 shall, in respect of the recipient of the income, be
deemed to have been paid by such recipient on the last
day prescribed for filing the return under section 6012
for the taxable year (determined without regard to any
extension of time for filing) with respect to which such
tax i8 allowable as a credit under section 1462. For
this purpose, any exemption granted under section 6012
from the requirement of filing a return shall be disre-
garded.”

(2) Section 6513(c) (relating to return and pay-
ment of Social Security tares and income tax withhold-
ing) 1s amended by striking out “chapter 21 or 24" and
inserting in lieu thereof “chapter 3, 21, or 24”.

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

() by striking out ":chapler 21 or 24" in para-
graphs (1) and (2) and inserting in lieu thereof

“chapter 3, 31, or 24”; and
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(B) by inserting after “taxes” in the heading
of paragraph (2) “and tax inposed by chapter 3".
SEC. 106. FOREIGN TAX CREDIT.

(a) ALLowance oF CREDIT TO CERTAIN NONRESI-
DENT ALIENS AND FOREIGN CORPORATIONS.—

(1) Subpart A of part I1I of subchapter N of
chapter 1 (relating to foreign tax credit) is amended
by adding at the end thereof the following new section:

“SEC. 906. NONRESIDENT ALIEN INDIVIDUALS AND FCR.
EIGN CORPORATIONS.

“la) ALLowance oF CREDIT.—A nonresident alien
individual or a foreign corporation engaged in trade or
business within the United States during the taxable year
shall be allowed a credit under section 901 for the amount
of any income, war profits, and excess profils taxres pawd or
accrued during the tarable year (or deemed, under section
902, paid or accrued during the taxable year) to any foreign
country or possession of the United States with respect to
income effectively connected with the conduct of a trade or
business within the United States.

“(b) SpEciAL RULES.—

“(1) For purposes of subsection (a), in applying
section 904 the texpayer's taxable income shall be treated

as consisting only of the tarable income effectively con-
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necled with the tazpayer’s conduct of a trade or business
within the U nited States.

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

“(3) For purposes of sections 902(a) and 78, a
foreign corporation choosing the benefits of this subpart
which receives dividends shall, with respedt to such divi-
dends, be treated as a domestic corporation.”

(2) The table of sections for such subpart A 1is
amended by adding at the end thereof the following:

“Sec. K6, Nonresident alien individuala and foreign cor-
porations.”

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

“(c¢) ForeioN Tax CrRemit Nor ALLOWED.—A non-

resident”’ and inserting in lieu thereof the following:

“(¢) ForeiGN Tax CREDIT—Except as provided in

19 section 906, a nonresident”.

20
21

(4) Subsection (b) of section 901 (relating to
amount allowed) is amended by redesignating para-
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* graph (4) as paragraph (5), end by inserting after

paragraph (3) the following new paragraph:

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

(5) Paragraph (5) (as vedesignated) of section
901(b) is amended by striking out “or (3),” and in-
serling tn liew thereof “(3), or (4),”.

(6) The amendments made by this subsection shall
apply with respect to tarable years beginning after
December 31, 1966. In applying section 904 of the
Internal Revenwe Code of 1954 with respect to section
906 of such Code, no amount may be carried from or to
any tarable year beginning before January 1, 1967, and
no such year shall be taken into account.

(b) ALIEN RESIDENTS OF THE UNITED STATES OR

PuErTO RICO.—

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

(2) Section 901 is amended by redesignaling sub-
sections (c) and (d) as subsections (d) and (e}, and
by inserting after subsection (b) the following new
subsection:

“(c) StxiLar CREMT REQUIRED FOR CERTAIN ALIEN

RESIDENTS.—W henever the President finds that—

“(1) a foreign country, in imposing income, war
profits, and excess profils taxes, does not allow to
citizens of the United States residing in such foreign
country a credit for any such tazes paid or accrued to
the United States or any foreign country, as the case
may be, similar to the credit allowed under subsection
(b)(3), |

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

“(3) it is in the public,interest to allow the credit
under subsection (b)(3) te citizens or subjects of such

J.69-350—11
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foreign country only if it allows such a similar credit to

 citizens of the United States residing in such foreign

w [ R

country,

the President shall proclaim that, for taxable years begin-

1S T

ning while the proclamation remains in effect, the credit
6 under subsection (b)(3) shall be allowed to citizens or
7 subjects of such foreign country only if such forcign country,
8 in imposing income, war profits, and crcess profils taxes,
9 allows to citizens of the United States residing in such foreign

10 country such a similar credit.”

1 (3) Section 2014 (relating to credit for foreign
12 death taxes) is amended by striking out the second sen-
13 tence of subsection (a), and by adding at the end of
14 such section the following new subsection:

15 “(h) StmiLar CREDIT REQUIRED FOR CERTAIN

16 ALIEN RESIDENTS.—Whenever the President finds that—

17 “(1) a foreign country, in impoxing\e.slate, inherit-
18 ance, legacy, or suecession tares, does not allow to citi-
19 zens of the United States resident in such foreign coun-
20 try at the time of death a credit similar to the credil
21 allowed under subsection (a),

2 “(2) such foreign country, when requested by the
23 United States to do so has not acted to proin'de such a
24 similar credit in the case of citizens of the United Stales
25 resident in such foreign country at the time of death, and
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1 “(3) it is in the public interest to allow the credit
2 under subsection (a) in the case of citizens or subjects
3 of such foreign country only if it allows such a similar
4 credit in the case of citizens of the United States resident
5 in such foreign country at the time of death,

6 the President shall proclaim that, in the case of citizens or
7 subjects of such foreign country dying while the proclamation
8 remains in effect, the credit under subsection (a) shall be al-
9 lowed only if such foreign country allows such a similar
10 credit in the case of citizens of the United States resident in
11 such foreign country at the time of death.”

12 (4) The amendments made by this subsection
13 (other than paragraph (3)) shall apply with respect
14 to tarable years beginning after December 31, 1966.
15 The amendment made by paragraph (3) shall apply
16 with respect to estates of decedents dying after the date
17 of the enactment of this Act.

18 (¢) ForEIGN Tax CREDIT IN RESPECT OF INTEREST

19 Reckivenp Frou FOREIGN SUBSIDIARIES.—

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

23 (4) by siriking out subparagraph (C) and

inserting in lieu thereof the following:

8 B

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

new sentence:
“For purposes of subparagraph (C), stock owned, di-
rectly or indirectly, by or for a foreign corporation
shall be considered as being proportionately owned by

its shareholders.”
(2) The amendments made by paragraph (1) shall
apply to interest reccived after December 31, 1965,

in tazable years ending after such date.

SEC. 107. AMENDMENT TO PRESERVE EXISTING LAW ON

DEDUCTIONS UNDER SECTION 931.
(a) DEDUCTIONS.—Subsection (d) of section 931 (re-

lating to deductions) is amended to read as follows:

“(d) DEDUCTIONS.—

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

“r2) EXCEPTIOJYB.--The following deductions shall

be allowed whether or not they are connected with in-

come from sources within the United States:

“(A) The deduction, for losses not connecled
with the trade or business if incurred in transactions
entered milo for profit, allowed by section 165(c)
(2), but only if the profit, if such transaction had
resulted in a profit, would be tarable unde; this
subtitle.

“(B) The deduction, for losses of property not
connected with the trade or business if arising from
certain casualiies or theft, allowed by section 165
(c){3), but only if the loss is of property within
the United States.

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

“(8) DEDUCTION DISALLOWED.—

“Feor disaclowance of standard deduction, see section
162(b)(2)."

(b) EFFECTIVE DATE.—-:‘The amendment made by this

22 section shall apply with respect to taxable years beginning
L after December 31, 1966.
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SEC. 108. ESTATES OF NONRESIDENTS NOT CITIZENS.

(a) RATE or TAx.—Subsection (a) of section 2101
(relating to tax imposed in case of estates of nonresidents
not cilizens) i3 amended to read as follows:

“fa) RATE oF Tax—E.uxcept as provided in sechion
2107, a tax computed in accordance with the following table
is hereby imposed on the transfer of the tarvable estate, de-
termined as provided in section 2106, of every decedent non-

resident not a citizen of the United States:

“If the taxable estate is: The tax shall be:
Not over $100000___ . ______ 5% of the taxable estate.
Over $100000 but mnot over .
600000 _ oo $6,00, plus 10% of excess over
Over 8600000 but not over  $100000.
$1000M0_ . 845000, plus 16% of excess over
Over $1000000 but not over  $500.000.
$2000000. - et $120000, plus £0% of excess over
$1.000000.
Over $2P00000_ . __ $320000, plus 26% of ewcess over
$200,000.”

(b) CREDITS AGAINST TAX.—Section 2102 (relating
to credits allowed against estate tax) 18 amended to read as
follows: A o
“SEC. 2102. CREDITS AGAINST TAX.

“(a) IN GENERAL—The tax imposed by section 2101
shall be credited with the amounts determined in accordance
with sections 2011 to 2013, inclusive (velating to State death
tares, yift tax, and tar on prior transfers), subject to the
3})@(‘5«1 limitation provided in subsection (b).

“(b) Speciar, Limirarion—The mazximum crédit

allowed under section 2011 (.tgain;sl the tax impbsed by sec-
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tion 2101 for State death taxes paid shall b an amount
which bears the same ratio to the credit computed as pro-
vided in section 2011(b) as the vaiue of the property, as
determined for purposes of this chapter, vpon which State
death taves were paid and which is included in the gross
estate under section 2103 bears to the value of the total gross
estate under section 2103. For purposes of this subsection,
the term ‘State death taxcs means the tazes described in
scction 2011(a).”

(¢) Prorerry WiTHIN riE UNITED STATES.—Sec-
tion 2104 (relating to property within the United States) s
amended by adding at the end thereof the follmcing new
subsection :

“(¢) DEBT OBLIGATIONS.—For purposes of this sub-
chapter, debt obligations of—

“(1) a United States person, or

“(2) the United States, a State or any political

subdivision thereof, or the District of Columbia,

owned by a nonresident not a citizen of the United Stales
shall be deemed property within the United States. With
respect to estates of decedents dying after December 31, 1971,
deposits with « domestic brancl.of a foreign corporation, if
such branch s engaged in the commercial banking business

shell, for purposes of this subchapter, be decmed property
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within the United States. This subsection shell not apply
to a debt obligation to which section 2105(b) applies or to
a debt obligation of a domestic corporation if any interest on
such obligation, were such interest received by the deccdent
at the time of his death, would be treated by reason of zec-
tion 861(a)(1)(B) as income from sources without the
United States.”

(d) ProrerTY WiTHOUT THE UNITED STATES.—Sub-
section (b) of section 2105 (relating to bank deposits) is
amended to read as follows:

“(b) CERTAIN BANK DEPosiTs, ETC.—For purposes
of this subchapter—

“(1) amounts described in section 861(c) if any
intercst thereon, were such interest received by the dece-
dent at the time of his death, would be treated by reason of
section 861(a)(1)(A) as income from sources without
the United States, and

“(2) deposits with a foreign branch of a domestic
corporation or domestic partnership, if such branch is
engaged in the commercial banking business,

shall not be deemed property within the United States.”

(e¢) DEFINITION OF TAXABLE E8T.1TE~Paragraph
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1 (38) section 2106(a) (relating to deduction of exemption

2 from gross eslate) is amended to read as follows:

3 “(3) EXEMPTION—

4 “fA) (JENERAL RULE~—An eremption of
5 $30,000.

6 “UB) RESIDENTS OF POSSESSIONS OF THE
f UNITED STATES.—In the case of a decedent who is
8 considered to be a ‘nonresident not a citizen of the
9 United States’ under the provisions of section 2209,
10 the exemption shall be the greater of (i) $30,000,
1 or (ii) that proportion of the exemption authorized
12 by section 2052 which the value of that part of the
13 decedent's gross estate which at the time of his
14 death 1s situated in the United States bears to the
15 value of his entire gross estate wherever situated.”
16 (f) Specrar. Meraons or CoMpuTING Tax.—Sub-

17 chapter B of chapter 11 (relating to estates of nonresidents
18 not citizens) 18 amended by adding at the end thereof the fol-
19 lowing new sections:

20 “SEC. 2107. EXPATRIATION TO AVOID TAX.

21 “fa) RATE oF Tax.—A4 tar computed in accordance

92 with the table contained in section 2001 is hereby imposed
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on the transfcr of the tarable estute, determined as provided
in scction 2106, of every decedent nonresident not a citizen
of the United States dying after the date of enactment of this
section, if after March 8, 1965, and within the 10-year pe-
riod ending with the date of death such decedent lost [nited
States citizenship, unless such loss did not have for one of its
principal purposes the avoidance of taxes under this sublitle
or sublutle A.

“(b) (1R0S8 ESTATE~For purposes of the tax imposed
by subsection (a), the value of the gross estale of every
decedent to whom subsection (a) applies shall be determined
as provided in section 2103, except that—

“(1) if such decedent owned (within the meaning
of section 958(a)) at the time of his death 10 percent
or more of the total combined voting power of all classes
of stock entitled to vote of a foreign corporation, and

“(2) if such decedent owned (iwithin the meaning
of section 958(a)), or is considered to have owned
(by applying the ownership rules of section Y58(b)).
at the time of his death, more than 50 percent of the
fotal combined voting power of all ciasses of stock cn-
titled to vote of such foreign corporation,

then that proportion of the fair market value of the stock of
such foreign corporation owned (within the meaning of sec-

tion 958(a)) by s .ch decedent at the time of his death,
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which the fair muarket value of any assets owned by such for-
eign corporation and situated in the United States, at the time
of his death, bears to the total fair market value of all assets
owned by such foreign corporation at the time of his death,
shall be included in the gross estate of such decedent. For
purposes of the preceding sentence, @ decedent shall be
treated as owning stock of a foreign corporation at the time
of his death if, at the time of a transfer, by triest or otherwise,
within the meaning of sections 2035 to 2038, inclusive, he
owned such stock.

“(c) CREDITS.—The tar imposed by subsection (a) shall
be credited rwith the amuunts determined in accordance with
section 2102.

“(d) Excertiox rFoRr Loss oF CITIZENSHIP FOR ('ER-
TAIN C.AUSES.—Subsection (a) shall not apply to the trans-
fer of the estate of a decedent whose loss of United States
citizenship resulted from the application of section 301(b),
350, or 355 of the Immigration and Nationality Act, ax
amended (8 U.S.C. 1401 (b), 1482, or 1487 ).

“(e) BURDEN oF Proor —If the Secretary or hus dele-
gate cstablishes that it is reasonable to believe that an indi-
vidual's loss of U nited States cifizenship would, but for this
section, result in a subsiantial reduction in the cstate, n-
heritance, legucy, and succession tares in respecl of the

transfer of his estate, the burden of proving that such loss of
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citizenship did not have for one of is principal purposes the
avoidance of taxes under this subtitle or subtitle A shall be
on the executor of such individual’s estate.
“SEC. 2108. APPLICATION OF PRE-1967 ESTATE TAX PRO-
VISIONS.
“(a) IMPOSITION OF MORE BURDENSOME TAX By
FoREIGN CoUNTRY.—Whenever the President finds that—
“(1) under the lews of any foreign country, con-
sidering the tax system of such foreign country, a more
burdensome tax is imposed by such foreign country on
the transfer of estates of decedents who were citizens of
the United States and not residents of such foreign
country than the tax imposed by this subchapter on the
transfer of estates of decedents who were residents of
such foreim country,
“(2) such foregn country, when requested by the
United States to do so, has not acted to revise or reduce
such tar so that it 8 no more burdensome than the tax
imposed by this subchapler on the transfer of estates
of decedents who were remdents of such foreign country,
and
“(3) it is in the public interest to apply pre-1967
tax provisions tn aocordance with this section to the
transfer of estates of decedents who were resdents of
such foreign country,
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the President shall proclaim that the taz on the transfer of
the estate of every decedent who was a resident of such for-
eign country at the time of his death shall, in the case of
decedents dying after the date of such proclamation, be
determined under this subchapter without reyard to amend-
ments made to seclions 2101 (relating to tar imposed),
2102 (relating to credits against tax), 2106 (relating to
taxable estate), and 6018 (relating to estate tax returns)
on or after the date of enactment of this section.

“(b) ALLEviATION OF MORE BURDENSOME TAX.~
Whenever the Presudent finds that the laws of any foreign
country with respect to which the President has made a proc-
lamation under subsection (a) have been modified so that
the tax on the transfer of estates of decedents who were
citizens of the Unued States and not residents of such
foreign country is no longer more burdensome tham the
tax imposed by this subchapler on the transfer of estates
of decedents who were rexidents of such foreign country,
he shall proclaim that the tar on the transfer of the
estate of every decedent who was a resident of such
foreign country at the time of his death shall, in the case
of decedents dying after the date of such proclamation, be
determined under this subchapter without regard to sub-

section (a).
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“(c) NoTtIFicAaTION OF CONGRESS REQUIRED.—No
proclamation shall be issued by the President pursuant to
this section unless, at least 30 days prior to such proclama-
tion, he has notified the Senate and the IHouse of Repre-
sentatives of his intention to issue such proclamation,

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

(9) EstATE Tax RETURNS.—DParagraph (2) of sec-
tion 6018(a) (relating to estates of nonresidents not citi-
zens) 18 amended by striking out “$2,000” and inserting in
lieu thercof “$30,000".

(h) CLericAL AMENDMENT.—The table of sections for
subchapter B of chapter 11 (relating to estates of nonresi-
dents not citizens) is amended by adding at the end thereof

the following:

“Sec. 2107. EKwpatriation to avoid tax.
“Sec. 2108. Application of pre-1967 estate tax provisions.”

(1) Errective DATE—~The amendments made by this
gection shall apply with vespect to estates of decedents dying
after the date of the enactment of this Act.

SEC. 109. TAX ON GIFTS OF NONRESIDENTS NOT CITI-
ZENS.

(a) 1MpPosITION OF TAX.—Subsection (a) of section
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2501 (relating to general rule for imposition of tar) is
amended to read as follows:
“(a) TaXABLE TRANSFERS.—

“(1) GENERAL RULE—~For the calendar yecar

1

2

3

4

5 1955 and each calendar year thereafter a tax, computed
6 as provided in scction 2502, 13 hereby imposed on the
7 transfer of property by gift during such calendar year by
8 any individual, resident or nonresident.

9 ‘(2) TRANSFERS OF INTANGIBLE PROPERTY.—
10 Except as provided in paragraph (3), paragraph (1)

11 shall not apply io the transfer of intangible property by

12 a nonresident not a citizen of the United States.
13 “(3) ExceprioNs.—Paragraph (2) shall not

14 apply in the case of a donor who at any time after
15 March 8, 1965, and within the 10-year period ending
16 with the date of transfer lost United Slates citizenship

17 unless—

18 “(A4) such donor's loss of United States citi-
19 zenship resulted from the application of section
20 301(b), 350, or 355 of the Immigration and Na-
21 tionality Act, as amended (8 U.S.C. 1401(b),
22 1482, or 1487), or

23 “(B) such lvss did not have for one of its prin-
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cipal purposes the avoidance of taves under this

subtitle or «ubtitle A.

“(4) BURDEN oF PROOF~If the Secretary or his
delegate establishes that it is reasonable to believe that
an individual’s loss of United States citizenship would,
but for paragraph (3), result in a substantial reduction
for the calendar year in the taxes on the transfer of
property by gift, the burden of proving that such loss
of citizenship did not have for one of is principal pur-
poses the avoidance of tares under this subtitle or subtitle
A shall be on such individual.”

(b) TRANSFERS IN GENERAL—Subsection (b) of sec-
tion 2511 (relating to situs rule for stock in @ corporation)
18 amended lo read as follows:

“(b) INTANGIBLE PROPERTY ~—For purposes of this
chapter, in the case of a nonresident not a citizen of the
United States who is excepted from the application of section
2501(a)(2)—

“(1) shares of stock issued by a domestic corpora-
tion, and

“(2) debt obligations of—

“(A) a Uniled Stales person, or
“(B) the United Stales, a Btate or any political
subdivision thereof, or the District of Columbia,



@ & 3 & O o W N e

& & B S

14
15
16

L

18
19

21
22

177
which are owned by such nonresident shall be deemed to be
property situated within the United States.”

(¢) Errscrive DATE~The amendments made by this
section shall apply with respect to the calender year 1967
and all calendar years thercafter.

SEC. 110. TREATY OBLIGATIONS.

No amendment made by this title shall apply in any case
where ils application would be contrary to any treaty obliga-
tion of the United States. For purposes of the preceding
sentence, the extension of a benefit provided by any amend-
ment made by this title shall not be deemed to be contrary
to a treaty obligation of the United Stales.

TITLE II-OTHER AMENDMENTS
TO INTERNAL REVENUE CODE

SEC. 201. APPLICATION OF INVESTMENT CREDIT TO
PROPERTY USED IN POSSESSIONS OF THE
" UNITED STATES. |
(a) ProPERTY USED BY DOMESTIC CORPORATIONS,
Erc—Section 48(a)(2)(B) (relating to property used out-
side the United Stales) is amended—
(1) by striking out “and”’ al the end of clause (v);
(2} by striking out the period at the end of clause
(vi) and inserting in lieu thereof “; and”; and
J. 69-350—12
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(3) by adding at the end thereof the following new
clause:

“(vii) any property which is owned by a
domestic corporation (other than a corporation
entitled to the benefits of section 931 or 934(b))
or by a United States citizen (other than a citi-
zen entitled to the benefits of section 931, 933,
or 934(b)) and which is used predomnantly
in a possession of the United States by such a
corporation or citizen, by a corporation created
or organized in, or under the law of, a pusses-
sion of the United States, or by a Uniled Stales
citizen who is a bona fide resident of a posses-
sion of the United States.”

(b) ExrkcTivE DATE—The amendments made by sub-
section (a) shall apply to taxable years ending after Decem-
ber 31, 1965, but only with respect to property placed in
service after such date. In applying section 46(b) of the
Internal Revenue Code of 1954 (relating to carryback and
carryover of unused credits), the amount of any investment
credi carryback to any tarable year ending on or before
December 31, 1965, shall be determined without regard to the

amendments made by this section.
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SEC. 202. DEDUCTION OF MEDICAL EXPENSES OF INDI-
VIDUALS AGE 65 OR OVER.

(a) REPEAL OF AMENDNENTS MADE BY SoCIAL SE-
CURITY AMENDMENTS 0F 1965.—Subsections (a) and (b)
of section 106 of the Social Security Amendments of 1965
are repealed.

(b) Cost or MEDICAL INSURANCE~Section 213(a)
(relating to allowance of deduction for medical, dental, elc.,
expenses) is amended—

(1) by striking out “and” at the end of paragraph

(1)(4);

(2) by inserting after “such expenses”in puragraph

(1)(B) “(reduced by any amount deductible under sub-

paragraph (C))";

(3) by striking out the period at the end of para-

graph (1)(B) and inserting in lieu thereof *, and’;

(4) by adding at the end of paragraph (1) the fol-
lowing new subparagraph:

“(C) an amount (not in ercess of $150) equal

to one-half of the expenses paid during the tarable

year for insurance which constitutes medical care

‘v

for the tarpayer, his spouse, and depeudents (other
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1, . thar any dependent desorsbed in subparagraph
2 (4))7; | |
3 (5) by striking out “and’ at the end of paragraph
4 (2)(B);
5 (6) by inserting after “‘such expenses’ in para-
6 graph (1)(C) “(reduced by any amount deductible
7 under subparagraph (D))" ;
8 (7) by striking out the period at the end of para-
9 graph (2)(C) and inserting in lieu thereof “, and’;
10 and ‘
11 (8) by adding at the end of paragraph (2) the

12 following new subparagraph:

13 ~ “(D) an amount {not in excess of $150) equal
14 to one-half of the expenses paid during the tazable
15 year for insurance which constitutes medical care
16 for such dependents (other than any dependent de-
17 ~ scribed in paragraph (1)(4)).”

18 (¢c) EFFEcTIVE DATE—~The repeal and amendments
19 made by this section shall apply to taxable years beginning
20 after Decomber 31, 1966.
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1 SEC. 203. BASIS OF PROPERTY RECEIVED ON LIQUIDA-
2 TION OF SUBSIDIARY.
(a) DEFINITION OF PURCHASE.—Section 334(b)(3)
4 (relating to definition of purchase) is amended by adding al
5 the end thereof the following new sentence:
6 “Notwithstanding subparagraph (C) of this para-
y graph, for purposes of paragraph (2)(B), the term
8 ‘purchase’ also means an acquisition of stock from a cor-
9 poration when ownership of such stock would be altributed
10. under ‘section 318(a) to the person acquiring such
11 stock, if the stock of such corporation by reason of which
12 such ownership would be attributed was acquired by
13 purchase (within the meaning of the preceding sen-
u tence).” |
15 (b) Perion oF AcQuisiTion.—Section 334(h)(2)
16 (B) (relating to exception) is amended by striking out “dur-
17 ing a period of not more than 12 months,” and inserting in
18 ieu thereof “during a 12-month period beginning with the

o

19 earlier of—
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1 “(i) the date of the first acquisition by pur-
2 chase of such stock, or
3 “(11) if any of such stock wax acquired in
4 an acquwsition which is a purchase within the
5 meaning of the second sentence of paragraph
6 (3), the date on wi.~h the distributee is first
7 considered under section 318(a) as owning
8 stock ouned by the corporation from which such
9 acquisition was made,”.
10 {c) DISTRIBUTION 07 INSTALLMENT OBLIGATIONS —
11 Section 453(d)(4)(A)} (relating to distribution of install-
12 ment obligations in certain liguidations) is amended to read

13 as follows:

14 “(A) LIQUIDATIONS TO WHICH SECTION 333
15 APPLIES. —If—

16 “(1) an installment obligation is distributed
17 in a liquidation to which section 332 (relating
18 to complete liyuidations of subsidiaries) applies,
19 and

20 “(ii) the basis of such obligation in the
| hands of the distributee is determined under
22 section 334(b)(1),

23 then no gain or loss with respect to the distribution
24 of such obligation shall be recognized by the dis

25 tributing corporation.”
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(d) ErFicTIVE DATES.—The amendment made by sub-
section (a) shall apply only with respect to acquisitions of
stock after December 31, 1965. The amendments made by
subsections (b) and (c) shall apply only with respect to dis-
tributions made after the date of the enactment of this Act.
SEC. 204. TRANSFERS OF STOCK AND SECURITIES TO

CORPORATIONS CONTROLLED BY TRANS-
FERORS.

(a) TRANSFERS TO INVESTMENT COMPANIES.—The
first sentence of section 351(a) (relating to transfers ‘o cor-
porations controlled by transferor) 18 umended by striking out
“to a corporation” and inserting tn lieu thereof “to a corpora-
tion (including an investment company)”.

(b) E¥rkctive Date.—~The amendment made by sub-
section (a) shall appdy with respect to transfers of property
whether made before, on, or after the date of the enactment
of this Act.

SEC. 205. MINIMUM AMOUNT TREATED AS EARNED IN.
COME FOR RETIREMENT PLANS OF CERTAIN
SELF-EMPLOYED INDIVIDUALS.

(a) INCREASE 10 $6,600.—Section 401(c)(2)(B) (re-
lating to earned income when both personal services and capi-
tal are material income-producing factors) is amended by
striking out “82,500" each place it appears therein and in-

serling in lieu thereof “$6,600".
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(b) E¥rective DaTe.~The amendment made by sub-
section (a) shall apply to taxable years beginning after De-
cember 31, 1965,
SEC. 206. TREATMENT OF CERTAIN INCOME OF AU.
THORS, INVENTORS, ETC., AS EARNED IN.
COME FOR RETIREMENT PLAN PURPOSES.
(a) INcoME FroxX D18PosiTioN oF ProPERTY CRE-
ATED BY TAXPAYER—Section 401(c)(2) (relating to defi-
nition of eurned income) is amended by adding at the end
thereof the follncing new subparagraph:
“(C') INCONE FROM DISPOSITION OF CER-
T.IN PROPERTY ~For ;urposes of this scction, the
term ‘earned income’ includes gains (other than any
gain which is treated under any provision of this
chapter as gair from the sale or exchange of a
capital asset) and net earnings derwed from the
sale or other disposition of, the transfer of any in-
terest in, or the licensing of the use of property
(other than good will) by an individual whose per-
soual efforts created such property.”
(b) ErrgctivE D' TE—The amendment made by sub-
section (a) shall apply to larable years ending after the date

of the enactment of this Act.
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SEC. 207. EXCLUSION OF CERTAIN RENTS FROM PER-
SONAL HOLDING COMPANY INCOME.

(a) REnT8s FRON LEASES oF CERTAIN TANGIBLE
PERSONAL PROPERTY.—Section 543(b)(3) (relating to
adjusted income from rents) is amended by siriking out “but
does not include amounis constituting personal holding com-
puny inoome wnder subsection (a)(6), nor copyright royal-
tiex (ax defined in anbsection (a)(4) nor produced film rents
(as defined in subsection (a)(5)(B)).” and inserting in
lieu thereof the following: ““but such term dv - not include—

“(4) amounts constituting per-onal holding
company incume under subsection (a)(b),

“(B) copyright royalties (as defined in sub-
section (a)(4)),

“(C') produced film renis (as defined in sub-
section (a)(5)(B)), or

“(D ) compensation, however designated, for the
use of, or the right to use, any tangible personal
property manufaolured or produced by ihe tarpayer,
if during the tarable year the tarpayer is engaged
in in substantial manufacturing or production of

tangible personal property of the same type.”
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(b)TEcHENICAL AMENDMENTS.—

(1) Section 543(a)(2) (relating to adjusted in-

come from rents included in personal holding company
income) is amended by striking out the last sentence
thereof.

(2) Section 543(b)(2) (relating to definstion of

adjusted ordinary gross income) is amended—

(<l) by striking out “‘(as defined in the second
sentence of paragraph (3) of this subsection)™ in
subparagraph (A) and inserting in liew thereof
“(ae defined in paragraph (3))"; and

(B) by addirg at the end thereof the following
new subparagraph:

“(D) CERTAIN EXCLUDED RENTS.—F rom the
gross tncome consisling of compensation described
in subparagraph (D) of paragraph (3) subtract
the amount allowable as deductions for the ilems
described in clauses (i), (i), (i), and (iv) of
subparagraph (A) to the extent allocable, under
regulations prescribed by the Secretary or his dele-
gate, lo such gruss income. The amount subtracted
under this subparagraph shall not eiceed such gross

income.”’

(c) EFFECTIVE DATE—The amendments made by

2 subsections (a) and (b) shall apply to tarable years begin-
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ning afier the date of the enactment of this Act. Such
amounis shall also apply, at the election of the tarpayer
(made at such time and tn such manner as the Secretary or
his delegate may prescribe); to tarable ycars beginning on
or before such date and ending after December 31, 1965,

SiEC. 208. PERCENTAGE DEPLETION RATE FOR CERTAIN
CLAY BEARING ALUMINA.
(a) 23 PERCENT R.aTE—Section 613(b) (relating to

percentuge depletion rates) is amended—

(1) by inserting “clay, laterite, and nephelite sye-
nile” after “anorthosite” in paraygraph (2)(B); and

(2) by siriking out “if paragraph (5)(B) does not
apply” in paragraph (3)(B) and inserting in liew
thereof “sf neither paragraph (2)(B) nor (5)(B) cp-
plies”.

(b) TREATMENT PRoCLSSES.—Section 613(c)(4)
(relating to treatment processes comsidered as mining) is
amended—

(1) by striking out “and”’ at the end of subpara-
graph (G),

(2) by redesignating subparagraph (H) as (1),
and by inserting after sub[mr."agraph ((7) the following
new subparagraph:

“(H) in the case of clay, laterite, and nephelite
syenie from deposits in the United States (to the
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sxtent that alumina and aluminum compounds are
extracted therefrom )—all processes applied to derive
alumina or aluminum compounds therefrom; and’.

(c) ErrecTivE DaTk.~The amendments made by sub-
seclions (a) and (b) shall apply to tarable years beginning
after the dute of the enactment of this Act.

SEC. 209. PERCENTAGE DEPLETION RATE FOR CLAM
AND OYSTER SHELLS.

(a) 15 PERCENT RaTE-—Section G13(b) (relating
to percentage depletion rates) is amended—

(1) by striking out “mollusk shells (including clam
shells and oyster shells),” in paragraph (3)(A), and

(2) by inserting “‘mollusk shells ( ihduding clam
shells and oyster shells),” after “marble,” in paragraph

(6).

(b) Errecrivi DaTe.—The amendments made by sul-
section (a) shall apply lo taxable years beginning after the
date of the enactment of this Act.

SEC. 210. SINTERING AND BURNING OF SMALE, CLAY,
AND SLATE USED AS LIGHYWEIGHT AGGRE-
GATES. ‘

(a) TREATMENT PROCBSSES.—Section 613(c)( 4)
(relating to treatment processes considered as mining) is
amended by siriking owt “and the furnacing of quicksilver
ores” in subparagraph (E) and inserting st lieu thereof
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“the furnacing of quicksilver ores, and the sintering or burn-
ing of shale, clay, and slate used or sold for use as lightweight
aggregales’”.

(b) EFFecTivE DATE~The amendment made by sub-
section (a) shall apply to tazable years beginning after the
date of the enactment of this Adt.

SEC. 211. STRADDLES.

(a) TREATMENT A8 SHORT-TERM CAPITAL (FAIN.—

. Section 1334 (relating to options) is amended by redesig-

nating subsection (c) as subsection (d) and by inserting after
subsection (b). the following new subsection:
“(¢c) SPECIAL RULEFOR GRANTORS OF STRADDLES.—
“(1) GAIN ON LAPSE—~In the case of gain on lapse
- of an option granted by the taxpayer as part of a strad-
dle, the gain shall be deemed to be gain from the sale or
exchange of a capital asset held for not more than 6
months on the day that the option expired,
., “(2) ExceprioN.—This subsection shall not apply
. to any person who holds securities for sale to customers
.18 the ordinary course of his trade or business.
“(3) DEFINITIONS.—For purpeses of this subsco-
tion— "
“(A) The term ‘straddle means a simultane-

ously granted combination of an option to buy, and
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an option to sell, the same quantity of a security at

the same price during the same period of time.

“(B) The term ‘security’ has the meaning as-
signed to such term by section 1236(¢c).”

(b) E¥FECTIVE DATE~—The amendments made by sub-
section (a) shall apply to straddle transactions entered into
after January 25, 1965, in taxable years ending after such
date.

SEC. 212. TAX TREATMENT OF PER-UNIT RETAIN ALLO-
CATIONS.

(a) Tax TREATMENT OF COOPERATIVES.—

(1) Section 1382(a) (relating to gross income of
cooperatives) i8 amended by striking out the period at
the end thereof and inserting “or by reason of any amount
paid to a patron as a per-unit retain allocation (as de-
fined in section 1388(f)).”

(2) Section 1382(b) is amended—

(A) by striking out “(b) PaTrONAGE Div-

IDENDS~" and inserting in liew thereof “(b) Pa-

TRONAGE DIvIDENDS AND PER-UNIT RETAIN

ALLOCATIONS.—",

(B) by striking out “or’ at the end of para-
graph (1), |
(C) by striking out the period at the end of
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paragraph (2) and inserting a semicolon in lieu
thereof,
(D) by striking out the sentence following para-
graph (2) and inserting in liew thereof the following:
“(3) as per-unit retain allocations, to the extent paid
in qualified per-unit retain certificates (as defined in sec-
tion 1388(h}) with respect to marketing occurring dur-
ing such tuzable year; or
-~ *“(4) in money or other properly (except per-unil
relain certificates) in redemption of a nonqualified per-
unil retain oertificate which was paid as a per-unit retain
allocation during the payment period for the tarable year
during which the marketing vocurred.”
“For purposes of this title, any amount not taken into ac-
count under the preceding sentence shall, in the case of an
amount described in paragraph (1) or (2), be treated in
the same manner as an wem of gross income and a8 a deduc-
tion therefrom, and in the case of an amount described in
paragraph (3} or (4), be treated as a deduction in arriving
at gross income,” ’
(8) Section 1382(¢) 1:8 amended to rcad as fol-
lows: |
“(e) Propucrs MARKETEHD UNDER PoOLING AR-

RANGEMENTS—For purposes of subsection (b), in the case
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1 of a pooling arrangement for the marketing of products—

2

© & g9 & v e

“(1) the patronage shall (to the extent provided
in regulations prescribed by the Secretary or his dele-
gate) be trealed as patronage occurring during the tar-
able year i which the pool closes, and

“(2) the marketing of products shall be treated as
occurring during any of the tarable years in which the
pool is open.”

(4) Section 1382(f) 8 amended by striking out
“subsection (b)” and inserting in lieu thereof “‘para-
graphs (1) and (2) of subsection (b)".

(5) The heading for section 1383 is amended by
striking out the period at the end thereof and inserting
“OR NONQUALIFIED PERUNIT RETAIN CERTIFI.
CATES.”

(6) Section 1383(a) is amendod—

(A) by striking ou! “section 1382(b)(2)" and
inserting in liew thereof ‘“‘section 1382(b)(2) or
(4).”,

(B) by striking out “‘nonqualified -wrilten no-
tices of allocation” each place & appears and in-
serting in lieu thereof “nonqualified wrilten notices
of allocation or monqualified per-umi velain certifi-
oates”, and
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(C) by striking out “qualified written notices
of allocation” and inserting in lieu thereof “qual-
ified written notices of allocation or qualificd per-unit
retain certificutes (as the case may be)”'.

(7) Section 1383(b)(2) is amended—

(4) by striking out “nonqualificd written no-
tice of allocation” and inserting in licu thereof *“non-
qualified written notice of allocation or nonqualificd
per-unit relain certificate”, |

(B) by striking out “qualificd w'ritten notice of
allocation” and inserting in licu thereof “qualified
written notice of allocation or qualified per-unit re-
tain certificate (as the case may be)”,

(C) by striking out “such written notice of
allocation” aid inserting in licu thereof “such writ-
ten notice of allocation or per-unil relain certificate”,
and

(D) by striking out *section 1382(b)(2)" and
inserting in licw thercof “section 1382(?)) (2) or
(4).” -

(8) The table of sections for part I of subchapter

\

T of chapter 1 is amended by striking oul—

‘ . O.’ 1
“Sec. 1383. Computation of lur wlere rotperarive redeema
nongualified written aotices of allocation.”

J. 68-350——13

Y |
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and inserting in lieu thereof—

“Sec. 1383, Computation of taz where cooperative redeems
nongualified written notices of ullocation or
nongualificd per-unit retain certificates.”

(b) Tax TREATMENT BY PATRONS.—

(1) Section 1385(a) is amended by striking out
“and” at the end of paragraph (1), by striking out the
period at the end of paragraph (2) and inserting in lieu
thereof *, and”, and by adding at the end thereof the fol-
lowing new paragraph:

“(3) the amount of any per-unit relain allocation
which is puid in qualified per-unit relain certificates and
which is received by him during the tazable year from an
organization described in section 1381(a).”

(2) The heading for section 1385(c) is amended by
striking out “ALLOCATION” and inserting in lieu thereof
“4ALLOCATION AND CERTAIN NONQUALIFIED PER-
UNiT RETAIN CERTIFICATES”.

(3) Section 1385(c) (1) is amended to read .:s fol-
lows:

“(1) AppLICATION OF SUBSECTION.—This subsec-
tion shall apply to—

“(4) any nonqualified written notice of alloca-
tion which—

“(i) was paid as a paironuge dividend, or

“(i1) was paid by an organization described
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in seolion 1381(a)(1) on a patronage batis

with respect to carnings derived from business

or sources described in section 1382(c)(2)(A),

and

“(B) any nonqualified per-unit retain certif-
icale which wes paid as a per-unit retain alloca-
tion.”

(4) Section 1385(c)(2) is amended—

(4) by siriking out “nonqualified written notice
of allocation” and inserting in lieu thereof “non-
qualified written nolice of allocation er ronqualified
per-unit relain cerlificate”’, and

(B) by striking out “such written notice of al-
location each place it appears and inserting in liew
thereof “such writlen notice of allocation vr per-unit
retain certificate’”’.

(5) The table of parts for subchapter T of chapter

1 13 amended by striking out—
“Part I1. T'ax treatment by patrons of patronage dividends.”

and wnserting in lieu thereof—

“Part 11. Tax treatment by patrons of patronage dividends
and per-unit retain atlocations.”

(c) DEFINITIONS.~ '
(1)(4) Bection 1388(e) (1) is amended by strik-
ing oul' “allocation)” and inserting in lieu thereof “allo-

cation or a per-unit retain certificate)”.
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(B) Section 1388(e)(2) is amended by striking
out “allocation” and inserting m liew thereof “alloca-
tion or qualified per-unit retain certificate’”.
(2) Section 1388 is amended by adding at the end
thercof the following new subsections:

“(f) PER-UNIT RETAIN ALLOCATION~For purposes
of this subchapter, the term ‘per-unit retain allocation’ means
any allocation, by an ovganization to which part I of this sub-
chapter applies, other than by payment in money or other
property (except per-unit retain certificates) to a patron with
respect to products marketed for him, the amount of which
W fived without reference to the net earnings of the organiza-
tion pursuant to an agreement between the organization and
the patron.

“(9) PER-UNiT RETAIN CERTIFICATE~For purposes
of this subchapter, the term ‘per-unit retain certificate’ means
any wrilten notice which discloses to the receipient the stated
dollar amount of a per-unit retain allocation to him by the
organization,

“(h) Quaririen PER-UNIT RETAIN CERTIFICATE.—

“(1) DEFINED.~For purposes of this subchapter,
the term ‘qualified per-unit retain certificate’ means any
per-unil relain certificate which the distributee has agreed,
in the manner provided in paragraph (2), to take into
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account at its stated dollar amount as provided in section
1385(a).

“(2) MANNER OF OBTAINING AGREEMENT—A
distributee shall agree to take a per-unit retain certificate
into account as provided in paragraph (1) only by—

“(A) making such agreemont in writing, or
“(B) obtaining or retaining membership in the
organization after—
“(i) such organization has adopted (after
the date of the enactment of this subsection) o
bylaw providing that membership in the organi-
zalion constitutes such agreement, and
“(ii) he has received a written notification
and copy of such bylaw.
“(3) PERIOD FOR WHICH AGREEMENT 18 EFFECTIVE ~
“(4) GENERAL RULE~FExcept as provided in

subparagraph (B)—

“(i) an agreement described in paragraph
(2)(A) shall be an agreement with respect {o
all products delivered by the distributee to the
organization durina Ithe taxable year of the orga-
nization during which such agreement is made
and all subsequent taxable years of the organizu-

tion; and
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“(1) an agreement described in paragraph

(2)(B) shall be an agreement with tespect to

+all products delivered by the distributec to the

organization after he received the notification
and copy described in paragraph. (2)(B)(ii).
“(B) REVOCATION, BTCi~ "

“(i) Any agreement described in para-
graph (2)(A) may be revoked (in writing)
by the distributee at any time. Any such revo-
cation shall be effective with respect to products

delivered by the distributee on-or after the first

* day of the first tavable year of the organization

beginning after the revocation 1is filed with the
organitation; ereept that in the case of a pool-

ing arrangement described in section 1382(¢)

- a revocation made by a distributee shall not be

effective as to any products which were delivered

to the organization by the distributee before such

by jr

“(1i) Any agreement described in para-

© graph (2)(B) -shall not be. effective with re-.

spect to any products delivered after the dis-

- tributee ceases to.be'a member of the organiza~

tion or after the bylaws of \ the organization:
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cease lo contain the provision described in para-

graph (2)(B)(3).

“(i) NonQuaLiFiED PER-UNiT RETAIN CERTIFI-
cATE~For purposes of this subchapter, the term ‘nonquals-
fied per-unit retain certificate’ means a per-unit retain cer-
tificate which is not described in subsection (h).”

(o) INFORMATION REPORTING.—
(1) AMOUNTS SUBJECT TO REPORTING.—Seclion

" 6044(b)(1) is amended by striking out “and” at the

end of subparagraph (B), by striking out the period at
the end of subparagraph (C) and inserting in lieu
thereof *, and”, and by adding after subparagraph (C)
the following new subparagraphs:

“(D) the amount of any per-unit retain al-
location (as defined in section 1388(f)) which
i8 paid in qualified per-unit retain certificates (as
defined in section 1388(h)), and

“(E) any amount described in section 1382
(b)(4) (relating to redemption of nonqualified per-
unit retain certificates).”

(2) DETERMINATION OF AOUNT PAID.—

(4) Section 6044(d) (1) is amended by strik-

ing out “allocation)” and inserting in lieu thereof
S

N
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“allocation or a qualified per-unit relain certifi-
cate)”.

' (B) Section 6044(d)(2) is amended by strik-
ing out “allocation” and inserting in liew thereof
“allocation or a qualified per-unit retain certificale”.

(d) ErrECTIVE DATES~
(1) The amendments made by subseclions (a) and

(b) shall apply to per-unit retain allocations made dur-

ing taxable years of an organization described in sec-

tion 1381(a) (relating to organizations to which part I

of subchapter T of chapter 1 applies) beginning after

"April 80, 1966, with respect to products delivered dur-

ing such years.
(2) The amendments made by subsection (c) shall
afiply with respect to calendar years after 1966,
(¢) TrRANSITION RULE.~
(1) Exzcept as provided in paragraph (2), a writ-
ten agreement between a patron and a cooperative as-
sociation— ' St
(4) which elearly provides that the patron
agrees to treat the stated dollar amounts of all per-
unit retain cerlificates issued to him by the as:ocia-
tion as representing cash distvibwtions which he has,
of his own choice, reinvested in the cooperative

association,
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1 (B) which is revocable by the patron at any

2 time after the close of the tarable year in which i

3 was made,

4 (') which was entered into after October 14,

) 1965, and before the date of the enactment of this

6 Act, and

7 (D) which is in effect on the date of the enact-
ment of this cdet, and with respect to which a written

9 notice of revocation has not been furnished to the

10 cooperative association,

11 shall be ¢ffective (for the period prescribed in the agrees
12 ment) for purposes of section 1388(h) of the Internal

13 Revenue Code of 1954 as if enlered into, pursuant to
14 such section, after the date of the enactment of this Aet.
15 (2) dn agreement deseribed in paragraphs (1)(4)
16 and (C) which was included in a by-law of the coopera-
17 tive association and which is in effect on the date of the
18 © enactment of this Act shall be effective for purposes of sec-

19 tion 1388(h) of such Code only for taxable years of the

20 association beginning before May 1, 1967,

21 SEC. 213. EXCISE TAX RATE ON AMBULANCES AND
22 HEARSES.
8 (a) CLassiricaTioN 48 AUTOMOBILES.—Section 4062

24 (relating to definitions applicable to the tax on motor vehicles)
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is amended by adding at the end thereof the following new
subsection:

“(b) AMBULANCES, HEARSES, ETC.—For purposes of
section 4061(a), a sale of an ambulance, hearse, or combina-
tion ambulance-hearse shall be considered to be a sale of an
automobile chassis and an automobile body enumerated in
subparagraph (B) of section 4061(a)(2).”

(b) ErrecTivE DATE~The amendment made by sub-
section (a) shall apply with respect to articles sold after the
date of the enactment of this Aect.

SEC. 214. APPLICABILITY OF EXCLUSION FROM INTEREST
EQUALIZATION -TAX OF CERTAIN LOANS TO
ASSURE RAW MATERIALS SOURCES.

(a) Exceprion 10 EXxcLUSION.—Section 4914(d)
(relating to loans lo assure raw malerials sources) ié amended
by adding at the end thereof the following new paragraph:

“(3) ExceprioN—~The exclusion from tax pro-
vided by paragraph (1) shall not apply in any case where
the acquisition of the debt obligation of the foreign corpo-
ration is made with an intent to sell, or offer to sell, any
part of such debt obligation to United States persons.”

(b) Tecnunicar, AMENDMENTS.~Section 4914(j)(1)
(relating to loss of entitlement to exclusion in case of certain

subsequent transfers) is amended—
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‘ (A) by striking ouf in subparagraph (4) “, or
the exclusion provided by subsection (d),”, and
(B) by striking out “subsection (d) or (f)” in

subparagraph (D) and inserting in liew thereof

1

2

3

4

5 “subsection (f)".

6 (c) Ervecrive Dare.~The amendments made by sub-
7 sections (a) and (b) shall apply with respect to acquisitions
8 of delt obligations made after the date of the enactment of
9 this Act.

10 SEC. 215. EXCLUSION FROM INTEREST EQUALIZATION

1 TAX FOR CERTAIN ACQUISITIONS BY INSUR.
12 " ANCE COMPANIES.
13" (a) NEw CoMPANIES AND COMPANIES OPERATING

14 IN Foruen LESS DEvELorED COUNTRIES.—Section 4914
15 (e} (relating to acquisitions by insurance companies doing
16 business in foreign counlries) is amended—

17 (1) by striking out “at the time of the initial desig-
18 nation” in the lust sentence of paragraph (2);

19 «  (2) by striking out “An” in the first sentence of

20.  paragraph (3)(A)(i) and inserting in lieu thereof “Ez-

21 cept as provided in clause (1), an”;
22 v - (3) by slriking out “under this subparagraph” in
23 . . paragraph (3)(A)(ii) and ingerting in lieuw thereof

24 . - “under clause (i)";
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(4) by adding after clause (ii) of paragraph (3)
(4 ) the following new clauses:
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“(iit) INITIAL DESIGNATION AFTER
OCTOBER 8, 1964—~An insurance company
which was not in existence on Oclober &,
1964, or was otherwise neligible to establish a
fund (or funds) of assets described in para-
graph (2) by making an initial designation un-
der clause (1) on or before such date, may estab-
lish (and thereafter currently maintain) such
fund (or funds) of assets at any time after the
enactment of this clause by designaling stock of
a foreign issuer or a debt obligation of a foreign
obligor as a part of such fund in acoordance
with the provisions of clause (iv) (if applicable)
and subparagraph (B)(i).

“fiv) FUNDS INVOLVING CURRENCIES OF
FORMER LESS DEVELOPED COUNTRIES.—An
insurance company desiring to cslablish a fund
under clause (iii) with respect to snsurance
conlracts payable in the currency of a country
designated as a less developed country on Octo-
ber 2, 1964, which thereafter has such designa-

" tion terminated by an Ezecutive order issued

under section 4916(b), shall designate as assets
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of such fund, to the extent permitted by swb-
paragraph (E), the stock of foreign issuers or
debt obligations of foreign obligors as follows:
First, stook and debt obligations having a period
remaining to maturity of at least 1 year (other
than stock or a debt obligation described in sec-
tion 4916(a)) acquired before July 19, 1968,
and owned by the company on the date which
the President, in accordance with section 4916
(b), communicates to Congress his intention to
terminate the status of such counlry as a less de-
veloped country; second, stock and debt obliga-
tions having a period remaining to maturity of
at least 1 year described in section 4916(a)
(and owned by the company on the date of such
termination) which, at the time of acquisition,
qualified for the exclusion provded in such sec-
tion because of the status of such country as a
less developed country; and third, such stock or
debt obligations as the company may elect to des-
ignale wnder subparagraph (B)(i). The pe-
riod remaining lo ma;urity referred to in the
preceding sentence shall be determined as of the
date of the President's communication to

Congress.”’;



23

206

(5) by striking out “TO MAINTAIN FUND” in the
heading of paragraph (3)(B);

(6) by striking out “as provided in subparagraph
(A)(i)” in paragraph (3)(B)(i) and inserting in lieu
thereof “‘under subparagraphs (4) (i) and (ii)";

(7) by inserting before the period at the end of the
first sentence of paragraph (3)(C) the following: “;
except that, with respect to a fund estublished under sub-
paragraph (A)(iii), stock or debt obligations acquired
before the establishment of such fund may not be desig-
nated as part of such fund under this subparagraph”;

(8) by striking out “subparagraph (B),” in para-
graph (8)(E)(i) and inserting in lieu thercof “sul-
paragraph (4)(iv), (B),”;

(9) by striking out “subparagraph (4)” in para-
graph (4)(B)(i) and inserting in liew thereof “sub-
paragraph (4)(1)";

(10) by striking out “paragraph (3)(d4)” in para-
graph (4)(B)(ii) and inserting in liew thereof “para-
graph (3)(4)(i)"; and

(11) by adding at the end of paragraph (4) ths
following new subparagraph:

“(C) SPECIAL RULE.~~For purposes of sube
paragraph (4), if a country designaled as a less
developed country on Seplember.8, 1964, theveafter
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has such designation terminated by an Ezecutive
order issued under section 4916(b), all insurance
contracts payable in the currency of such country
which were entered -into before such designation wuas
terminated shall be treated as insurance contracls
payable in the currency of a country other than a less
developed country.”

(b) EFrkcTivE DATE~The amendments made by sub-
section (a) shall take effect on the day after the lute of the
enactment of this Act.

SEC. 216. EXCLUSION FROM INTEREST EQUALIZATION
TAX OF CERTAIN ACQUISITIONS BY FOREIGN
BRANCHES OF DOMESTIC BANKS.

(a) AvrHORITY FOR MODIFICATION OF EXECUTIVE
ORDERS.—Section 4931(a) (relating to commercial bank
loans) is amended by adding at the end thereof the following
new sentence: “Clause (A) of the preceding sentence shall
not prevent a modification of such Ezecutive order (or any
modification thereof) to exclude from the application of sub-
section (b) acquisitions by commercial banks, through
branches located outside the U rzilefi States, of debt obligations
of foreign obligors payable in currlemcy of the United States.”

(b) EFFecTivE DATE~The amendment made by sub-
section (a) shall apply with respect to acquisitions of debt
obligations made after the date of the enactment of this Act.
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TITLE III—-PRESIDENTIAL ELEC-
TION CAMPAIGN FUND ACT

SEC. 301. SHORT TITLE.
This title may be cded as the *Presidential Election Cam-
paign Fund Act of 1966".
SEC. 302. AUTHORITY FOR DESIGNATION OF $1 OF IN.
COME TAX PAYMENTS TO PRESIDENTIAL
ELECTION CAMPAIGN FUND.

(a) Subchapter A of chapter 61 of the Iaternal IRer-
enue Code of 1954 (relating to returns and records) w
amended by adding at the end thereof the following new
part:

“PART VIII—DESIGNATION OF INCOME TAX PAY.

MENTS TO PRESIDENTIAL ELECTION CAMPAIGN

FUND

“Seo. G0 Derignation by individuals,
“SEC. 6096. DESIGNATION BY INDIVIDUALS.

“la) IN (:’ENEI(.{I,.—ly'rcry individual (other -than a
nonresident alien) whose income tuz liability for any tarable
year is $1 or more may designate that $1 shall be paid into
the Presidential Election Campaign Fund established by see:
tion 303 of the Presidential Election Campaign Fund Act
of 1966.

“(b) INncong Tax LiaBiLiry —Kor purposes of sub-

section (a), the income tax liability of an individual for any
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taxable ycar is the amount of the tar imposed by chapter 1
on such individual for such taxable year (as shown on his
return), reduced by the sum of the credits (as shown in hix
return) allowable under scchions 82(2), 33, 35, 87, and 38.
“(c) MaxneEr anD TinE OF DESIGNATION.—A desiy-
nation under subsection (a) may be made with respect to any
tarable year, in such manner as the Secrctary or his delegate
may prescribe by regulations—
“(1) at the time of filing the return of the tar im-
posed by chapter 1 for such tarable year, or
“(2) at any other time (after the time of filing the
refurn of the tac imposed by chapter 1 for such tarable
year) specified in regulationa prescribed by the Secre-
tary or his delegate.”
(b) The table of paris for subchapter 4 of chapter 61
of such Code i8 amended by adding at the end thereof the fol-
lowing new item:

“Part I'111. Denignation of income tax paymentt to Presi-
dential Election Campaign Fund.”

(¢) The amendments made by this section shall apply
with respect to payments of tar for taxable years beginning
after December 31, 1966.

SEC. 303. PRESIDENTIAL ELECTION CAMPAIGN FUND.

(a) ESTABLISHMENT,—There is hereby established on

J. 69-350—14
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the books of the Treasury of the United States a special fund
to be known as the “Presidential Election Campaign Fund”
(hereafter in this section referred to as the “Fund’). The
Fund shall consist of amounts transferred to it as provided in
this section.

(b) TRANSFERS TO THE F'UND.~The Secretary of the
Treasury shall, from time to time, transfer to the Fund an
amount equal to the sum of the amounts designated by indi-
viduals under section 6096 of the Internal Revenue Code of
1954 for payment into the Fund.

(¢) PAYuMENTS FrROM Fi'ND—

(1) IN GENERAL~The Secretary of the Treasury
shall, with respect to each presidential campaign, pay
out of the Fund, as authorized by appropriation Acts,
into the treasury of euch political party which has com-
plied with the provisions of paragraph (3) an amount
(subject to the limitation in paragraph (3)(B)) de-
termined under paragraph (2).

(2) DETERMINATION OF AMOUNTS.—

(4) Each political party whose candidate for

President at the preceding presidential election re-

ceived 10,000,000 or more popular voles as the

candidate of such political party shall be entitled
to payments under paragraph (1) with respect to

a presidential campaign equal to—
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(i) 81 multiplied by the total number of
popular votes cast in the preceding presidential
election for candidates of political parties whose
candidates received 10,000,000 or more popu-
lar votes as the candidates of such political par-
ties, divided by

(it) the number of political parties whose
candidates in the preceding presidential election
received 10,000,000 or more popular votes as
the candidates of such political parties.

(B) Each political party whose candidate for
President at the preceding presidential election re-
ceived more than 1,500,000, but less than 10,-
000,000, popular votes as the candidate of such
political party shall be entitled to payments under
paragraph (1) with respeet to a presidential cam-
paign equal to $1 multiplied by the number of popu-
lar votes in excess of 1,500,000 received by such
candidate as the candiﬂate of such political party in
the preceding presidential election.

(C) Payments under paragraph (1) shall be
made with respect to cach' presidential campaign at
such times as the Secretary of the Treasury may
prescribe by regulations, except that no payment with

respect to any presidential campaign shall be made
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before September 1 of the year of the presidential
election with respect to which such campaign is con-
ducted. 1f at the time so prescribed for any such
payments, the moneys in the Fund are insufficient
for the Seeretary to pay into the treasury of each
political party which s entitled to a payment under
paragraph (1) the amount to which such party is
entitled, the payment to all such parties at such time
shall be reduced pro rata, and the amounts not paid
at such time shall be paid when there ave suflicient
moneys in the Fund.
(3) LIMITATIONS.—

(A) No payment shall be made under para-
graph (1) into the treasury of a political party with
respect to any presidential campaign 11nle;s.9 the treas-
urer of such party has certified to the Comptroller
(ieneral the total amount spent oy incurred (prior (o
the date of the certification) by such party in carry-
ing on such presidential campaign, and has furnished
such other information as may be requested by the
Comptroller (ieneral.

(B) No payment shall be made under para-
graph (1) into the treasury of a political party with
respect to any presidential campaign in an amount

which, when added to previous payments made to
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such party, exceeds the amount spent or incurred by

such party in carrying on such presidential cam-

paign.

(4) The Comptroller General shall certify to the
Secretary of the Treasury the amounts payable to any
political party under paragraph (1). The Comptroller
General's determination as to the popular vote received
by any candidate of any political party shall be final
and not subject to review. The Comptroller (ieneral
18 authorized to prescribe such rules and regulations
as he determines necessary to carry out his duties and
functions under this subsection.

(5) DEFINITIONS.—For purposes of this sub-
section—

(A) The term “political party” means any
political party which presents a candidate for election
to the office of President of the United States.

(B) The term “presidential campaign” means
the political campaign held every fourth year for the
clection of presidential and vice presidential electors.

(C) The term “presidential election” means the
election of presidential ‘electors.

(d) TRANSFERS TO (ENERAL FUND.~If, after any

24 presidential campaign and after all political parties which

J. 69-350—15



S o =3

214

‘are entitled to payments under subsection (c) with respect

to such presidential campaign have been paid the amounts
to which they are entitled under subsection (c), there are
moneys remaining in the Fund, the Secretary of the Treas-
ury shall transfer the moneys so remaining to the general
fund of the Treasury.

SEC. 304. ESTABLISHMENT OF ADVISORY BOARD.

(a) There is hereby established an advisory board to be
known as the Presidential Election Campaign Fund Advisory
Board (hereafter in this section referred to as the “Board” ).
It shall be the duty and function of the Board to counsel and
assist the Comptroller General in the performance of the
duties imposed on him under scction 303 of this Act.

(b) The Board shall be composed of two members rep-
resenting each political party whose candidate for President
at the last presidential election received 10,000,000 or more
popular votes as the candidate of such political party, which
members shall be appointed by the Comptroller General from
recommendations submitted by each such political party, and
of three additional members selected by the members so ap-
pointed by the Comptroller (eneral. The term of the first
members of the Board shall expire on the 60th day after the
date of the first presidential election following the date of
the enactment of this Act and the term of subsequent members
of the Board shall begin on the 61st day after the date of a

presidential election and expire on the 60th day following
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the date of the subsequent presidential election. The Board
shall select a Chairman from amony its members.

(c) Members of the Board shall receive compensation at
the rate of $75 a day for ench day they are engaged in per-
forming duties and functions as such members, including
travel time, and, while away from their homes or regular
places of business, shall be allowed travel expenses, including
per diem in lieu of subsistence, as authorized by law for per-
sons in the Government service employed intermittently.

(d) Service by an indwidual as a member of the Board
shall not, for purposes of any other law of the United States,
be considered as service as an officer or employee of the United
States.

SEC. 305. APPROPRIATIONS AUTHORIZED.

There are authorized to be appropriated, out of the Presi-
dential Elections Campaign Fund, such sums as may be neces-
sary to enable the Secretary of the Treasury to make payments

under section 303 of this Act.

TITLE IV—MISCELLANEOUS
PROVISIONS

SEC. 401. TREASURY BONDS OR CERTIFICATES PAY ABLE
IN FOREIGN CURRENCY.

Section 16 of the Second Liberty Bond Act, as amended

(31 US.C. 766), is amended by striking out “bonds™ wher-

ever it appears therein and inserting in liew thereof “bonds,

notes,”.
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SEC. 402. REPORTS TO CLARIFY TO NATIONAL DEBT
AND TAX STRUCTURE.

The Secretary of the Treasury shall, on or before
March 31 of each year (beyinning with 1967 ), submit to the
Senate and the Iouse of Representatives a report setting
forth, as of the close of December 31 of the preceding year,
the aygregate and individual amounts of the contingent liabili-
ties and the unfunded liabilities of the G'overnment, and of
each department, agency, and instrumentality thereof, in-
cluding, without limitation, trust fund liabilities, Govern-
ment-sponsored corporations’ liabilities, indirect liabulities not
included as a part of the public debt, and liabilities of insur
ance and annuity programs, including their actuarial status
on both a balance sheet and projected source und application
of funds basis. The report shall also set forth the collateral
pledged, or the assets available (or to be realized), as secu-
rity for such liabilities (Government securities to be sepa-
rately noted), and an analysis of their significance in terms
of past experience and probable risk, and shall also sct forth
all other assets available to liquidate liabilities of the Govern-
ment. The report shall set forth the required data in a
concise form, with such explanatory material as the Secre-
tary may determine to be necessary or desirable, and shall
tnclude total amounts of each category according to the de-

partment, agency, or instrumentality involved.
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SEC. 403. COVERAGE OF EXPENSES OF CERTAIN DRUGS
UNDER SUPPLEMENTARY MEDICAL INSUR.

ANCE BENEFITS.

(a) Section 1832(a) of the Social Security Act is
amended (1) by striking out “and” at the end of paragraph
(1), (2) by striking out the period at the end of paragraph
(2) and inserting in liew thereof “; and”, and (83) by addiny
at the end thercof the following new paragraph:

“(3) entitlement to be paid for allowable expenses

(as defined in section 1845(a)(2)), or, if lower, actual

expenses, incurred by him for the purchase of qualified

drugs (as defined in subsection (a)(1) of such

- section).”

(b) Section 1833(a) of such Act is amended (1) by
inserting “‘or qualified drugs” after “incurs cxpenses for
services”, (2) by striking oul the period at the end of para-
graph (2) and inserting in liew thereof “; and”, and (3)
by adding at the end thereof the following new paragraph:

“(8) in the case of expenses covered under section

1832(a) (3)—100 per centum of such expenses.”

() Section 1833(b) of mwﬁ,'Acl 18 amended by ml(h'n_;/'
at the end thereof the following new sentence: “For pur
poses of delermining amounts to be counted toward meeting
the $50 deductible imposed by the preceding sentence, there

shall not be included any expenses incurred for any drug or
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biological which is in excess of the allowable expenses (as
defined in section 1845(a)(2)) of such druy or biological.”

(d) Part B of title XVIII of such Act is amended by
adding at the end thereof the following new sections:

“ALLOWABLE EXPENSES FOR QUALIFIED DRUGS

“Skc. 1845. (a) For purposes of this part—

“(1) The term ‘qualified drug means a drug or
biological which is included among the items approved
by the Formulary Committce (established pursuant to
section 1846 (u) ).

“(2) The term ‘allowable expense’, when used in
connection with any quantity of a qualified drug, means
the amount established with regard to such quantity of
such druy by the Formulary Committee and approved
by the Secretary.

“b) Amounts to which an individual is entitled by
reason of the provisions of section 1832(a)(3) shall be paid
directly to such individual or, if such individual has assigned
his vight to receive any such amount to another person, the
amount so assigned shall be paid to such other person. No
individual shall be paid any amount by reason of the pro-
visions of section 1832(a)(3) prior to the presentation by
him (or by ancther on his behalf) of documentary or other
proof satisfactory to the Secretary establishing his entitle-

ment therelo.
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“lc) The benefits provided by reason of section 1832
(a)(3) may be paid by the Secretary or the Secretary
may utilize the service of cafriers for the administration of
such benefits under contracfs entered into between the Secre-
tary and such carriers for such purpose. To the extent deter-
mined by the Secretary to be appropriate, the provisions
relating to contracts entered into pursuant to section 1842
shall be applicable to contracts entered into pursuant to this
subsection.

“FORMULARY COMMITTEE

“Skc. 1846, (a) There is hereby established a FFormu-
lary Commiltee lo consist of the Surgeon (eneral of the
Public Health Service, the Commissioner of the Food and
Drug Administration, and the Director of the National In-
stitutes of Health.

“(b)(1) 1t shall be the duty of the Formulary Com-~
miltee, with the advice and assistance of the Formulary Ad-
visory Group (established pursuant to section 1847) to—

“(A) determine which drugs and biologicals shall
constitute qualified drugs for purposes of the benefits
provided under section 1832(a); and

“(B) determine, with the approval of the Secre-
tary, the allowable expense, for purposes of such bene-
fits, of the various quantities of any drug determined by

the Committee to constitute a qualified drug; and
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“(C) publish and disseminate at least once each
calendar year among indiwiduals insured under this
part, physicians, pharmacists, and other interested per-
sons, in accordance with dircctives of the Secretary, an
alphabetic list naming each drug or biolvgical (by its
generic name and by each other name by which it is
known) which is a qualified drug together with the al-
lowable expense of various quantities thereof, and if
any such drug or biological is known by a trade name,
the generic name shall also appear with such trade name,
“(2)(A) Until the Formulary Committee determines
to the contrary, any drug or biological which is included
in the United States Public Health Service Formulary
shall be regarded as a qualified drug for purposes of the
benefils provided under scction 1832(a)(3). Drugs or
biologicals not included in such Formulary shall be re-
garded as qualified drugs for such purposes wpon determina-
tion of the Formulary' Committee that such drugs or bio-
logicals should be so regarded.  Any drug or biological
included on the list of qualified drugs shall, if listed by
generic name, also be listed by ils trade name or names,

if any.
“(B) Drugs and biologicals shall be determined to
be ‘qualiﬁed drugs only if they can legally be obtained by
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the user pursuant to « prescription of a physician; except
that the Formulary Committec may include certain druys
and biologicals not requiring such a preseription if it de-
termines such drugs or biologicals to be of a lifesaving nature,

“(C) In the interest of orderly, economical, and cqui-
table administration of the benefits provided under section
1832(a)(3), the Formulary (‘ommittee may, by regula-
tion, provide that a drug or biological otherwise regarded
as being « qualified drug shall not be so reyarded when
prescribed below certain minimum quantities.

“(3) In determining the allowable expense for any
quantity of any qualified drug, the Formulary Committee
shall give due consideration to recognized pricing guides for
drugs, and of other pertinent factors, with a view to deler-
mining with respect to cach qualified drug a schedule of
prices for various quantities thereof which reflects the cost
thereof to the ultimate dispensor of the drug plus a reason-
able fee for the prepuration, handling, and distribution
thereof to the consumer thereof. In any case in which a
drug or biological is available by generic name and one or
more frade names any one of which is different from such
generic name the cost of such drug or biological, for pur
poses of the preceding sentence, shall be deemed to be the

lowest cost of such drug, however named.”

e ———
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“ADVISORY GROUP TO FORMULARY COMMITTEE

“SEc. 1847, (a) For the purpose of assisting the Formu-
lary Committee to carry out its duties and functions, the
Seeretary shall appoint an Advisory G roup to the Formulary
Committee (heveinafter in this section referred to as the
‘“ddvisory Group’). The Advisory Group shall consist of
seven members to be appointed by the Secretury. From
time to time, the Secretary shall designate one of the mem-
bers of the ddvisory Group to serve as Chairman thereof,
The members shc;ll be so selected that cach represents one or
more of the following national organizations: an m'_quniz(.:-
tion of physicians, an organization of manufacturers of drugs,
an organization of pharmacists, an organization of persons
concerned with public health, an orgunization. of hospital
pharmacists, an organization of colleges of medicine, an orga-
nization of colleges of pharmacy, and an organization of con-
sumers,  liach member shall hold office for a term of three
years, except that any member appointed to fill a vacancy
occurring prior lo the expivation of the term for which lis
predecessor was appointed shall be appointed for the remain-
der of such term, and except that the terms of office of six
of the members first taking office shall expirve, as designated

by the Secretary at the time of appointment, two at the end
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of the first year, two at the end of the second year, and two
at the end of the third year, after the date of appointment.
A member shall not be eli!/iblé to serve continuously for more
than two terms.

“(b) Members of the Advisory Group, while attending
meelings or conferences thereof or otherwise serving on
business of the Advisory Group, shall be entitled to receive
compensation al rates to be fived by the Secretary, but not
ereceding 875 per duay, including traveltime, and while so
serving wway from their homes or regular places of business
they may be allowed travel expenses, invl)uliny per diem in
liew of subsistence, as authorized by section 3109 of title 5,
United States Code, for persons in the Government service
employed intermittently.

“(c) The Advisory Group is authorized to engage such
technical assistance as may be rvequired to carry oul s
functions, and the Secretary shall, in addition, make available
to the Advisory Group such secretarial, clevical, and other
assistance and such pertinent data obtained and prepared
by the Department of Health, Education, and Welfare as the
Advisory Group may requive to carry oul ils functions.”

“

(¢) The amendments made by this section shall become
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effective on whichever of the following first occurs: (1) the
first day of the first month with vespect to which the rate of
the monthly premium for parti(;ipulimz is raised, pursuant
lo section 1839(b) of the Socinl Security Act, after the date
of enactment of this Act, or (2) July 1, 1968.

Amend the title so as to read: “An Act to provide equi-
table tax treatment for foreign investment in the United
States, to establish a Presidential Election Campaign Fund
to assist in financing the costs of presidential election cam-

paigns, and for other purposes.”
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