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LETTER OF TRANSMITTAL

THE SECRETARY OF THE Tnn&su;:y,
ashington.
Hon. Harry F. Byrp,
Chairman, Committee on Finance,
U.S. Senate, Washington, D.C.

DEeARrR MR. CBAIRMAN: In accordance with your request we submit -
drafts of statutory language. These drafts amend sections of H.R.
10650 as follows:

1. The draft of an amended section 13 (controlled foreign corpo-
rations) embodies an approach to impose tax on tax-haven income.
The Treasury recommends in accordance with the President’s message
of April 20, 1961, and my statement of April 2, 1962, before your
committee that deferral of taxation of income of controlled foreign
corporations be eliminated. However, we are submitting the enclosed
draft of an amended section 13 as an aid to the committee if it prefers
the more limited tax-haven approach. The draft embodies those
technical improvements in the application and mechanics of the
House bill which I recommended in my statement before you on
May 10, 1962, which were in response to suggestions of witnesses
dunn%‘ your hearings.

2. The draft of section 15 (foreign investment companies) makes
minor technical amendments in the House bill which the representa-
L,iveq of foreign investment companies suggested to you during the

earings.

3. The drafts of section 16 (gain from certain sales or exchanges of
stock in certain foreign corporations) and section 20 (information with
respect to certain foreign entities) make the changes which I recom-
mended to you on the first day of the hearings and certain other
imProvement,s in response to the suggestions of witnesses who appeared
before you.

incerely yours,
Doucras DiLLoN.

Imx
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PART 1A

Explanation of Amendments Recommended by Treasury Department
to Section 13 of H.R. 10650

GeNenal Descuirrion

1. Certain income of controlled foreign corporations tazed to 10-percent
U'.S. sharcholders.-- The draft legislution provides that cortain undis-
tributed income of controlled foreign companies is to be included in
the income of U.S. sharcholders in the year the income is curned by
the foreign corporation, whether or not it is distributed. In these
cases, the sharcholders are permitted foreign tax credits to the same
extent as if actual distributions had been made. Only U.S. share-
holders having u 10-pereent interest are tuxed and counted in detor-
mining whether the corporation is to be clussificd as a “controlled
foreign corporation.” A forcign corporution i8 controlled for this
purpose when more than 50 percent of the combined voting power
of ull classes of stock is owned directly or indirectly (with certain
stock attribution rules) by U.S. persons on any date of the taxable
year of the corporation. The basic pattern here is largely the same
us in section 13 of H.R. 10650.

2. Description of income tazed to U.S. shareholders. ~The income
which would be taxed to U.S. sharcholders is described us “subpart
F income.” This income consists of (1) income from insurance of
U.S. risks on property or persons and (2) income of foreign base
companics. In addition, uny increase in carnings invested in certain
U.S. property by a controlled foreign corporation, which constitutes
an attempt to repatriate carnings to the United States without the
payment of tax, would result in tax to the U.S. shurcholders of the
corporation.

A separate provision taxes the sale of » patent, copyright, or like
property to a controlled forcign corporation at ordinary income rutes
n cases where only capital guins or no tax would be paid under pres-
ent law. This provision, which imposes tax at the time of transfer
of a putent, etc., abrond, is complementary to subpart F but is not
part of that subpart. It replaces the provision in section 13 of H.R.
10650 for taxing on a current basis the annual income from U.S.
putents, ete.

3. Income derived from insurance of U.S. risks.---The income de-
rived from insurance of U.S. risks provision is the same a8 that which
was included in section 13 of H.R. 10650, except for minor technical
changes.

4. Foreign base company income.—Foreign base compuny income
includes several clements:

(n) Foreign personal holding company income.- -This category
covers mainly dividends, interest, rents, and royalties when they
constitute “passive” income or “tax haven” typeincome. Puassive
dividends, interest, rents,{and royalties are those received from

1
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unreluted persons not in connection with the active conduct of
n trade or business.  Tax-haven dividends, interest, reats, nud
royulties are those received from related persons in connection
with income-producing activities located outside the country of
incorporation of recipicnts.

Foreygn base company income does not include dividends and
interest received from less-developed country corporations which
are reinvested in less-developed country corporatious.  Deferrul
with respect to this income derived from less~developed countries
is, however, ended when investmment of the carnings in less-
developed countries is finally terminated.

(b) Forcign buse company sales income .- "This is income derived
in connection with the purchase and sale of personsl property
where the property is purchased outside the country under the
laws of which the controlled foreign corporation is created or or-
snnized and is sold for use, consumption, or disposition outside
such forcign country. This rule is substantinlly the same as that
which wus contained in section 13 of H.R. 10650, with the addi-
tion of provisions to cover situations in which a controlled foreign
corporation acts us an agent and in which a brunch or similur
cstablishment ncta in the same manner s a controlled foreign
corporation. These additions serve to clarify and to complete
coverage with respect to tax haven sales income.

(c) ;'ur(iyn baxc company serrice income.- Income derived in
connection with the performance or fumishin": of technical,
managerial, engineering, architectural, scientific, skilled, in-
dustrial, commercinl, or like services is treated as foreign buse
company income il the services are performed or furnished for
or on behulfl of u related person in connection with business ac-
tivities outside the country of incorporation of the controlled
foreign corporation. Foreign base company service income is o
significant form of tax haven income, and its omission from sec-
tion 13 of H.R. 10650 presented a serious gap in the base company
provisions of that bill.

The draft legislation also adds an overall exception to deal with
situations where use of 8 controlled foreign corporation covered by the
rovisions of the bil! has not resulted in substantinl reduction of taxes.

his provision adds flexibility to insure a fair application of the base
company income provisions.

5. Increase in carnings incested in certain U.S. property.~ The pro-
vision for taxing the increase in investinent in certary U.S. property
is, with technical changes, substantially the saime as in section 13 of
H.R. 10850. Now, however, this is the only type of investinent which
constitutes nonqualified property (within t‘)le terms of sec. 13 of
H.R. 10850), the remaining provisions having been eliminated. Thus
non-tax-haven profits, such as those of a manufacturing operation,
would not he taxed under section 13 unless they were invested in
certain U.S. property.

6. Technique for taxing U.S. shareholders.- The mechanical features
of the draft for taxing income to U.S. sharcholders are in large part
the same as in section 13 of H.R. 10650 but have been improved in
certain respects. Thus, losses of a taxable year are permitted to offset
earnings of otlier taxable years. losses of one controlled foreign cor-
poration in a chain of controlled foreign corporations are permitted to
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offset guins in the current year of other controlled foreign corpurations.
These provisions for losses muke more equitable the taxing mechun-
isn of section 13 of H.R. 10650.  Further, the constructive ownership
rules have been limited somewhat by providing that, in lieu of attrib-
uting to a sharcholder sll of the stock owned by a corporation in which
he owns stock, sttribution will only take place if he owns 10 percent
of the stock.  There ure nlso various minor technical changes designed
to muke more clear und workuble the mechanics of the draft.

Masou Cussaes Fuost Seetton 13 or HLR. 10656

There are listed below the major changes which the draft makes in
section 13 of HL.R. 10650,

1. Llimination of procixion for aring tucome from .S, palents, dlc.,
to 7.8, xharcholders on current baxix and substitution of provision for
taring the xale of [7.S. patentx, ole.. to controlled foreign corporations.
This chunge obviates the need under the House bill to determine the
atmount of income generated by the use of U.S, patents, ete. It elim-
inntes ubuse by insuring that patents will be translerred abroud in
arm's-length transactions producing o full U.S, tax ot the time of
trunsler or on an annual busis,

2. Elimination of provision rexiricting the wse of carnings by vperating
companies, excepd that xuch carnings cannol be inrested in certain 1.8,
property. —Operating companies will, under the draft, not be faced
with the difficulty o}.dvlcrmining whether or not earnings are invested
in the same trade or business that gave rise to them.  Also, other
problems such as determining when a trade or business would be
considered to have been conducted by substantially the sumne interests,
will be eliminuted.

3. Dicidends, interest, rents, and royallies dericed in conuection with
aclice businexs operations with unrelated personx are remoced  from
coverdge as foreign baxe company income. This chunge would remove
the abjection that seetion 13 treats certain types of operating income
08 “pussive’” income in non-tax-haven situalions. 'l’::us. colpaiies
enguged in the active business with unrelated pemsons of banking.
financing, shipping, insurance, and leasing of property, would not be
covered by the foreign base company income provisions.

4. Addition of a procusion to eliminale cocerage under forcign bax
company provisions where the controlled foreign corporation ix nol uxal
to effect a substantial reduction in tazes.- -This provision permits flexi-
bility to deal with situations where a controlled foreign corporation
technically covered by the provisions of the bill does not differ from u
non-tux-haven operation for which deferral of tuxation is permitted.
It insures o fuir application of the foreign base company income
provisions.

5. Changes in the determination of when a foretgn corporation i«
conxidered to be “controlled” xo that (a) only 10-percent 1.8, shareholders
arc counted in determining control and (b) there will be attribulion of
ownership of stock owned by a corporation to xharcholders of that corpora-
tion only where xuch sharcholders own a 10-percent nterext.--These
changes remove objections that the coverge of foreign corpu.ations
was (00 broad, reaching situations where ownemship was widely
seattered and no U.S. group was in effective control.

84467—02----2
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6. Gredler recognilion of loxses under which (a) lossex of one year may
offxet profits of (ulure years and (b) lossex of one controlled foreign
corporation in a chain of controlled forcign corporalions may in the
currend year offsct gains of the other corporations.  ‘These provisions
provide for an equitable application of the taxing mechunisie in
situations where losses are involved.

7. Drorixion s that tar will not be payable in situativnx in which the
presence of blocked income meane that carnings of a controlled foreiyn
corporation could not be disteibuted to U.N. shareholders.  “Fhis change
meets the objection that sharcholdems might be taxed on constructive
distributions in situations in which there could not be actunl distribu-
tions,

8. Provision for the extablishuicat of guidilines, under regulations, for
the computation of carnings and profits en accordance with the rules which
have been deceloped for :gumxlic corporations.  Among other matters,
provision will be made so that elections similar to those which are
availuble to domestic corporations will be available.  These guide-
lines will facilitute complinnee with the legislution from the standpoint
of taxpayers and will meet certain criticism that great difficulty will
be involved in determining tax linbility under subpart F.

0. LElimination of prorv:on perm.dling a pour-over of profits from

P ¥ .
deceloped areas to lexs deccloped arcas. --This change, in large part,
follows from the climinatior. ¢f certain restrictions with respeet to
the earningy of operating co. 1f antes and permits considerable simpli-
fication in the application o this part of the draft. The only rein-
vestment which qualifies to reduce foreign base compuny income
involves dividends and interest derived from less developed country
corporutions. less developed country corporations are, in general,
corporations carrying on an active trade or business within a less
developed country or countries and whose assets are located in such
countries. The terms on which such reinvestinent may take place
have been liberalized so that minority stock (10 percent) and certain
debt interests may qualily and, also, the time in which the invest-
ment may be made has been extended from 75 days after the close of
the taxable year to 1 year or such longer period as may be designated
by the Secretary or his delegate.  Also, tnvestments made at a time
when a country 18 classifieid us a less developed country shall be treated
a8 u qualified investment even if that country ceases to be a lens
developed country.

10. Clarification of terms and minor technical improvements. -l
general, the provisions of the draft meet various technical points
which were raised with respect to the meaning of terms and the
mechanical features of seetion 13.

11. Elimination of corerage of corporations in the (ommonwealth of
Pucrto Rico and the Virgin Ixlands. The draft leaves these corpora-
tions subject to the rules of existing law with, however, provision to
insure that such corporations will not be availed of for tax haven
activitics.

12. Rounding out of corerage with respeet lo tar haven activibics. —
Provision has been made to treat certain service income derived from
related parties as foreign base company and to prevent avoidance of
the foreign base company sales income provisions in certain situa-
tions which are like those which ure covered by the House bill.  These
changes are in uccordance with the purpose of the bill to effectively
climinate deferral of taxation for tax haven activities.



PART 1B

Draft of Statutory Language Incorporating Amendments Kecom-
mended by Treasury Department to Section 13 of H.R. 10650

On pagge 103, beginning with line 14, strike out all through line 18,
on page 137 (see. 13 of the bill) and in liew thereol insert the following:
SEC. 13. CONTROLLED FOREIGN CORPORATIONS.

() Ix Gexenar. =-Part [ of subchapter N of chapter 1 (reluting
to income from sources without the United States) 18 amended by
adding at the end thereof the following new subpart

“Subpart F-—Controlled Foreign Corporations

“See. 051, At;l:;;l;lll included in gross income of United States share-
olders,

“Bee. 953. Bubpart F income defined.

“See. 983, Income from insurance of United Stai- risks.

“8ec. 934, i-'urcisn base cumpany income.

“Scec. 955, Withdrawal of previously excluded subpart F incom from
qualificd investment.

“Sec. 956. Investment of carnings in United States property.

“See. 957. Coutrolled foreign corporations.

“Hec. 958. Rules for determining stock omwnhir.

“Sec. 959, E!(‘ll(l;ion émm gruss income of previously taxed carnings
and profits.

“Bee. 960. Special rules for forcign tax credit.

“Bee. 901, Ad{:mncnu to basis of stock in cuntrolled foreign corpora-
tions and of otlw;rmpvrty.

“8ce. 902. Miscellancous provisions.

“SEC. 951. AMOUNTS INCLUDED IN GROSS INCOME OF UNITED
STATES SHAREHOLDERS.
‘) AMousTs INcruvokp,—

“() Ix GENERaL~If a foreign corporation is u controlled
corporation on uny day of a taxable year beginning ufter Decem-
ber 31, 1962, every person who is a United States sharcholder
(n8 defined in subsection (b)) of such corporation and who owns
(within the meaning of section 958(:1)1 stock in such corporation
on the lust day, in such year, on which such corporation is a
controlled foreign corporation shall include in his gross income,
for his taxable vear in which or with which such taxable year of
the corporution ends - -

“(A) the sum of —

“(i) Lis pro rata share (determined under puragraph
(2)) of the corporation’s subpart F income for such
vear, and

“(i1) his pro ruta share (determined under section

955(n)(3)) of the corporation’s previously excluded
subpart F income withdrawn from investment in less
developed country corporatious for such year;and
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“(B) his pro rata share  (determined under  section
056(n)(2)) of the corporation’s increase in carnings invested
in United States property for such year (but only to the
extent not excluded from gross income under section
D) (2)).

*(2) Pro raTs suane or svseanr Foaxcodk.  The pro rate
share referred to in paragraph (1)(A)(@i) in the case of any United
States sharcholder is the amount -

“(A) which would have been distributed with respect to
the stock which such sharcholder owns (within the meaning
of section 958(a)) in such corporation if on the last day, in
its taxable year, on which the corporation is a controlled
foreign corporation it had distributed pro rata to its share-
holders an amount (i) which bears the same ratio to its
subpart F income for the taxable year, as (i) the part of
such year during which the corporation is a controlled foreign
vor!)onuion bears to the entire year, reduced by

“(B) the amount of any distnibution received by any other
United States person during such year as a dividend with
respect to such stock.

“(3) LIMITATION ON PRO RATA SHARE OF PREVIOUSLY EXCLUDED
SUBPART F INCOME WITHDRAWN FROM INVESTMENT. - For pur-
poses of paragraph (1)(A)(ii), the pro rata share of any United
States sharcholder of the previously excluded subpart F income
of 8 controlled foreign corporation withdrawn from investment
in less developed country corporations shall not exceed an amount
(A) which bears the same ratio to his pro rata share of such
income withdrawn (as determined under section 955(a)(3)) for
the taxable year, as (B) the part of such year during which the
corporation is a controlled foreign corporation bears to the entire
vear.

“(4) LIMITATION ON PRO KATA OF INVESTMENT IN UNITED
STATES PROPERTY. ~For pumposes of paragraph (D(B), the pro
rata share of any United States sharcholder in the increase of the
carmings of a controlled foreign corporation invested in United
States property shall not exceed an amount (A) which bears the
same ratio to his pro rata share of such increase (as determined
wider section 956(a)(2)) for the taxable year, as (B) the part of
such vear during which the corporation 18 a controlled forvign
corporation beam to the entire year.

“(b) Untten States SuarknoLpir Devisen. -For purposes of this
subpart, the term ‘United States sharcholder' means, with respect to
any forcign corporation, a United States person (as defined in section
7701 (a)(30)) who owns (within the meanmnyg of section 958 (8)), or is
considered as owning by applying the rules of ownership of section
058(h), 10 percent or more of the total combined voting power of all
classes of stock, or of the total value of shares of all classes of stock,
of such foreign corporation.

“(¢) Coonrnisation With EvkcrioN of A ForkieN INVESTMENT
Coupaxy To Distrinvre: Inconk. —A United States sharcholder who,
for his taxable vear, is & qualified sharcholder (within the meaning of
section 1247(c)) of a forcign investment company with respeet to
which an clection under section 1247 is in effect shall not be required
to include in gross income, for such taxable ycar, any amount under
subsection (a) with respeet to such company.
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“SEC. 952. SUBPART F INCOME DEFINED.

“(a) IN GenenaL.  For purposes of this subpart, the term *subpurt
Fincome' means, in the case of any controlled foreign corporation,
the sum of -

(N the income denved from the imsumnee of United States
riske (an determined under section 95:3), and

*(2) the foreign base compuny income (a8 determined unider
section 954).

“(b) Excrvsion or Usitep States Income. Subpart F income
does not include any item includible in gross income mu,vr this chapter
(other than this subpart) as income derived from sources within the
United States of o foreign corportion engaged in trade or business in
the United Stutes.

“() LimitaTion.  For purposes of subsection (), the subpart F
inconie of any controlled foreign corporution for any taxable vear shall
not exceed the enrmings snd profits of such corporation for such year
reduced by the umount @if uny) by which- -

“(1) the sum of the deficits in earnings und profits for prior
taxuble years beginning after December 31, 1962 excends

“(2) an amount equal to the enrnings nid profits deseribed in
section 958(c)(3) accumulated for taxable years beginning after
December 31, 1962 (determined as of the close of the taxable
vear).

For purposes of the preceding sentence, any deficit in enmings and
profits for any prior taxable year shall be taken into account under
parugzuph (1) for any taxable year only to the extent it has not heen
taken into account under such purmgraph for any preceding taxable
vear (o reduce camings and profits of such preceding yvear.

“() Sreciar, Ruik 1x Case or INpirect Owsersie.  For pur-
poses of subsection (¢), if- -

“(1) a United States sharcholder owns (within the meaning of
section 0558(a)) stock of a foreign corporation, and by reason of
such ownenship owns (within the meaning of such section) stock
of any other forcign corporation, and

*“(2) any of such foreign corporations has a deficit in carnings
and profits for the taxable year,

then the camings and profits for the taxable year of cach such foreign
corporation which is a controlled foreign corporation shall, with respect
to such United States sharcholder, be properly reduced to take into
account any deficit described in paragraph (2) in such manner as the
Secretary or his delegate shall |)I‘(‘$(t‘lii? » by regulations.
“SE(C. 953. INCOME FROM INSURANCE OF UNITED STATES RISKS.
“(a) Geseral RuLk.--For purposes of section 952(a)(1), the term
‘income derived from the insurance of United States risks’ meaus that
income which—-

“(1) is attributable to the reinsurance or the issuing of any
insuralce or aunuity contract—

“(A) in connection with property or liability arising out
of activity in, or in connection with the lives or health of
residents of, the United States, or

*“(B) in couneetion with risks not included in subparagraph
(A) as the result of any arrangement wherehy another cor-
poration receives a substuminlfy equal amount of premiums
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or other considecration in respect of any reinsurance or the
issuing of any insurance or annuity contract in connection
with property or liability arising out of activity in, or in
connection with the lives or health of residents of, the United
States, and

“(2) would (subject to the modifications provided by para-
graphs (1), (2), and (3) of subsection (b)) be taxed under sub-
chapter L of this chapter if such income were the income of a
domestic insurance corporation.

Tl.is section shall apply only in the case of a controlled foreign corpo-
rntion which receives during any taxable year premiums or other
consideration in respect of any reinsurance or the issuing of any insur-
ance or annuity contract described in paragraph (1) in excess of 5

ercent of the total of premiums and other consideration received
B it during such taxable year in respect of all reinsurance and issuing
of insurance and annuity contracts.

“(b) SpeciaL RuLes.—For purposes of subsection (a)—

(1) In the application of part I of subchapter L, life insurance
company taxable income is the gain from operations as defined
in section 809(b).

“(2) A corporation which would, if it were a domestic insurance
corporation, be taxable under part II of subchapter L shall apply
subsection (a) as if it were taxable under part II? of subchapter L.

“(3) The following provisions of subchapter L, shall not apply:

“(A) Section 809(d)(4) (operations loss deduction).

“(B) Section 809(d)(5) (certain nonparticipating con-
tracts).

“(C) Section 809(d)(6) (group life, accident, and health
insurance).

“(D) Section 809(d)(10) (small business deduction).

“(E) Section 817(b) (gain on property held on December
31, 1958, and certain substituted property acquired after
1958).

“(F) Section 832(b)(5) (certain capital losses).

“(4) The items referred to in—

“(A) section 809(c)(1) (relating to gross amount of
premiums and other consideration).

“(B) section 809(c)(2) (relating to net decrease in re-
serves).

“(C) section 802(d)(2) (relating to net increase in re-
serves), and

“(D) section 832(b)(4) (relating to premiums earned on
insurance contracts),

shall be taken into account only to the extent they are in respect
of any reinsurance or the issuing of any insurance or annuity
contract described in paragraph (1).

“(5) All items of income, expenses, losses, and deductions
(other than those taken into account under paragraph (4)) shall
be properly allocated or apportioned under regulations prescribed
by the Secretary or his delegate.

“SEC. 954. FOREIGN BASE COMPANY INCOME.

““(a) Forerex Base Compaxy INcome.—For purposes of section
952(a)(2), the term ‘foreign base company income’ means for any
taxable year the sum of—
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“(1) the foreign personal holding company income for the
taxable year (determined under subsection (c) and reduced as
provided in subsection (b)(5)),

“(2) the foreign base company sales income for the taxable
year (determined under subsection (d) and reduced as provided
in subsection (b)(5)), and

“(3) the foreign base company services income for the taxable
year (determined under subsection (e) and reduced as provided
in subsection (b)(5)).

“(b) ExcLusioNs AND SpEciAL RuULEs.—

“(1) CERTAIN DIVIDENDS AND INTEREST FROM LESS DEVELOPED
COUNTRY CORPORATIONS EXCLUDED.—For purposes of subsection
(a), foreign base company income does not include dividends and
interest received during the taxable year by a controlled foreign
corporation from qualified investments in less developed country
corporations (as defined in section 955(b)), to the extent that such
dividends and interest do not exceed the increase for the taxable
year in qualified investments in less developed country corpora-
tions of the controlled foreign corporation (as determined under
subsection (f)).

“(2) CERTAIN INSURANCE INCOME EXCLUDED.—Kor purposes
of subsection (n), foreign buse company income does not include
any income derived from the insurance of United States risks
(as defined in section 953(a)).

“(3) SPECIAL RULE WHERE FOREIGN BASE COMPANY INCOME I8
LESS THAN 20 PERCENT OR MORE THAN 80 PERCENT OF GROSS
iNcoME.—For purposes of subsection (8)—

“(A) If the foreign base company income (determined
without regard to paragraph (5)) is less than 20 percent
of gross income, no part of the gross income of the taxable
year shall be treated as foreign base company income.

“M) If the foreign base company income (determined
without regard to paragraph (5)) exceeds 80 percent of gross
income, the entire gross income of the taxable year shall,
subject to the provisions of paragraphs (1), (2), (4), and (5),
be treated as foreign base company income.

¢“(4) EXCEPTION FOR FOREIGN CORPORATIONS NOT AVAILED OF
70 REDUCE TAXES.—For purposes of subsection (a), foreign base
company income does not include any item of income received by
a controlled foreign corporation if it is established to the satis-
faction of the Secretary or his dele%ate with respect to such item
that the creation or organization of the controlled foreign corpo-
ration receiving such item under the laws of the foreign country
in which it is incorporated does not have the effect of substantial
reduction of income, war profits, excess profits or similar taxes.

“(5) DEDUCTIONS TO BE TAKEN INTO ACCOUNT.—For purposes
of subsection (a), the foreign personal holding company income,
the foreign base company sales income, the foreign base company
gervices income, and gross income to which paragraph (3)(B)
applies shall be reduced, under regulations prescribed by the
Secretary or his delegate, 8o as to take into account deductions
(including taxes) properly allocable to such income.
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‘(6) ITEMS OF INCOME TO BE INCLUDED ONLY ONCE.—If an item
of income would, but for the provisions of this paragraph, be
includible as an item of income under more than one paragraph
of subsection (a), such item shall be included under the paragraph
specified by regulations prescribed by the Secretary or his dele-
gate,

“(c) ForeigN PErsoNAL HoLping ComPANY INCOME.—

“(1) IN GENERAL.—For purposes of subsection (a) (1), the term
‘foreign personal holding company income’ means the foreign
personal holding company income (as defined in section 553),
modified and adjusted as provided in paragraph (2), (3), and (4).

“(2) RENTS INCLUDED WITHOUT REGARD TO 50 PERCENT LIMITA-
tioN.—For purposes of paragraph (1), all rents shall be included
in foreign personal holding company income without regard to
whether or not such rents constitute more than 50 percent of gross
income.

“(3) CERTAIN INCOME DERIVED IN ACTIVE CONDUCT OF TRADE
oR BUsINEsS.—For purposes of paragraph (1), foreign personal
holding company income does not include dividends, interest,
rents, and royalties which—

“(A) are derived in the active conduct of a trade or busi-
ness; and

“(B) are received from a person other than a related person
(within the meaning of subsection (d) (3)).

‘(4) CERTAIN INCOME RECEIVED FROM RELATED PERSONS.—
For purposes of paragraph (1), foreign personal holding company
income does not include—

“(A) dividends and interest received from a related person
which (i) is organized under the laws of the same foreign
country under the laws of which the controlled foreign
corporation is created or organized, and (ii) has a substantial
part of its assets used in its trade or business located in such
same foreign country; or

“(B) rents, royalties, and similar amounts received from
a related person for the use of, or the privilege of using, prop-
erty within the country under the laws of which the controlled
foreign corporation is created or organized.

“(d) ForeiGN Base CoMPANY SALES INCOME.—

“(1) IN geENERAL.—For purposes of subsection (a)(2), the term
‘foreign base company sales income’ means income (whether in
the form of profits, commissions, fees, or otherwise) derived in
connection with the purchase of personal property from a related
person and its sele to any person, the sale of personal property to
any person on behalf of a related person, the purchase of personal
property from any person and its sale to a related person, or the
purchase of personal property from any person on behalf of a
related person where—

“(A) the property which is purchased (or in the case of
property sold on behalf of a related person, the property
which 18 sold) is manufactured, produced, grown, or ex-
tracted outside the country under the laws of which the con-
trolled foreign corporation is created or organized, and

“(B) the property is sold for use, consumption, or disposi-
tion outside such foreign country, or, in the case of property
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purchased on behalf of a related person, is purchased for use,
consumption, or disposition outside such foreign country.
“(2) CeERTAIN BRANCH INCOME.—For purposes of determining
foreign base company sales income (within the terms of para-
graph (1)), in situations in which the carrying on of activities by
a controlled foreign corporation through a branch or similar
establishment outside the country of incorporation of the con-
trolled foreign corporation has substantially the same effect as if
such branch or similar establishment were a wholly owned sub-
sidiary corporation deriving such income, then, under regulations
prescribed by the Secretary or his delegate, the income attribut-
able to the carrying on of such activities of such branch or similar
establishment slmﬁ be treated as income derived by a wholly
owned subsidiary of the controlled foreign corporation and shall
constitute foreign base company sales income of the controlled
foreign corporation.
“(3) RELATED PERsoON DEFINED.—For purposes of this section,
a person is a related person with respect to a controlled foreign
corporation, if—-
“(A) such person is an individual, partnership, trust, or
estate which controls the controlled foreign corporation;
“(B) such person is a corporation which controls, or is
controlled by, the controlled foreign corporation; or
“(C) such person is a corporation which is controlied by
the same person or persons which control the controlled
foreign corporation.
For purposes of the preceding sentence, control means the owner-
ship, directly or indirectly, of stock possessing more than 50
percent of the total combined voting power of all clusses of stock
entitled to vote. For purposes of this paragraph, the rules for
dettirmining ownership of stock prescribed by section 958 shall
apply.

“(e) pF{)REmN Base CompaNy Services INcoMe.—For purposes of
subsection (a)(3), the term ‘foreign base company services income’
means income (whether in the formn of compensation, commissions,
fees, or otherwise) derived in connection with the performance of
furnishing of technical, managerinl, engineering, architectural, scien-
tific, skilled, industrial, commercial, or like services which are—

“(1) performed or furnished for or on behalf of any related
person (within the meaning of subsection (d)(3)), and

“(2) are performed or %urnished for or in connection with
business activities carried on by such related person outside the
country under the laws of which the controlled foreign corporation
is created or organized.

“(f) INcrEASE IN QUALIFIED INVESTMENTS IN LEss DEVELOPED
CounTrYy CorproraTiONs.—For purposes of subsection (b)(1), the
increase for any taxable year in qualified investments in less developed
country corporations of any controlled foreign corporation is the
amount by which—

(1) the qualified investments in less developed country cor-
porations (as defined in section 955(b)) of the controlled foreign
corporation at the close of the taxable year, exceeds

84467—062——3
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“(2) the qualified investments in less developed country cor-
porations (as so defined) of the controlled foreign corporation at
the close of the preceding taxable year.

“SEC. 955. WITHDRAWAL OF PREVIOUSLY EXCLUDED SUBPART F
INCOME FROM QUALIFIED INVESTMENT.
“(a) GENERAL RuULES.---

“(1) AMoUNT WITHDRAWN.—For purposes of this subpart, the
amount of previously excluded subpart F income of any controlled
corporation withdrawn from investment in less developed country
corporations for any taxable vear is an amount equal to the
decrease in the amount of qualified investments in less developed
country corporations of the controlled foreign corporation for
such year, but only to the extent that the amount of such decrease
does not exceed an amount equal to—

“(A) the sum of the amounts excluded under section
954(b)(1) from the foreign base company income of such
corporation for all prior taxable years, reduced by

“(B) the sum of the amounts of previously excluded
subpart F income withdrawn from investment in less devel-
oped country corporations of such corporation determined
under this subsection for all prior taxable years.

“(2) DECREASE IN QUALIFIED INVESTMENTS.—For purposes of
paragraph (1), the amount of the decrease in qualified investments
in less developed country corporations of any controlled foreign
corporation for any taxable year is the amount by which- -

“(A) the amount of qualified investments in less developed
country corporations of the controlled foreign corporation at
the close of the preceding taxable year, exceeds

“(B) the amount of qualified investments in less de-
veloped country corporations of the controlled foreign cor-
poration at the close of the taxable year,

to the extent the amount of such decrease does not exceed the
sum of the earnings and profits for the taxable year and the
earnings and profits accumulated for prior taxag'le years be-
ginning after December 31, 1962. For oses of this para-
graph, if qualified investments in less dg::foped country cor-
porations are disposed of by the controlled foreign corpora-
tion during the taxable year, the amount of the decrease in
qualified investments in less developed country corporations of
such controlled foreign corporation for such year shall be reduced
by an amount equal to the amount (if any) by which the losses
on such dispositions during such year exceed the gains on such
dispositions during such year.

(3) PRO RATA SHARE OF AMOUNT WITHDRAWN.—In the case of
any United States shareholder, the pro rata share of the amount
of previously excluded subpart F income of any controlled foreign
corporation withdrawn from investment in less developed country
corporations for any taxable year is his pro rata share of the
amount determined under paragraph (1).

“(b) QuarLiFiEp INVESTMENTS IN LEess DEevELoPED COUNTRY
CORPORATIONS.—

“(1) IN GENERAL.—For purposes of this subpart, the term
‘qualified investments in less developed country corporations’
means property acquired after December 31, 1962, which is—
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“(A) stock of a less developed country corporation held
by the controlled foreign corporation, but only if the con-
trolled foreign corporation owns 10 percent or more of the
total combined voting power of all classes of stock, or of the
total value of shares ol all classes of stock, of such less de-
veloped country corporation; or

“&) an obligation of a less developed country corporation

held by the controlled foreign corporation, which, at the time

of its acquisition by the controlled foreign corporation, has

a maturity of 5 years or more, but only if the controlled

foreign corporation owns 10 percent or more of the total

combined voting power of all classes of stock, or of the total
value of shares of all classes of stock, of such less developed
country corporation.

“(2) COUNTRY CEASES TO BE LESS DEVELOPED COUNTRY.—
For purposes of this subpart, property which would be a qualified
investment in less developed country corporations, but for the
fact that a foreign country has, after the acquisition of such

roperty by the controlled foreign corporation, ceased to be a
ess developed country, shall be treated as a qualified investment
in less developed country corporations.

“(3) INVESTMENTS AFTER CLOSE OF YEAR.—For purposes of
this subpart, a controlled foreign corporation may, under regula-
tions prescribed by the Secretary or his delegate, elect to treat
property described in paragraph (1) or (2) which was acquired
after the close of a taxable year and on or before the close of the
following taxable year, or on or before such day after the close
of the following taxable year as such regulations may prescribe,
as having been acquired on the last day of such year.

““(4) AMOUNT ATTRIBUTABLE TO PROPERTY.—The amount
taken into account under this subpart with respect to any

roperty described in paragraph (1) or (2) shall be its adjusted
nsis, reduced by any liability to which such property is subject.
“(¢) Less DEVELOPED CoUNTRY C'ORPORATIONS.—

“(1) In GENERAL.—For purposes of this subpart, the term
‘less developed country corporation’ means a foreign corpora-
tion which during the taxable year is engaged in the active con-
duct of one or more trades or businesses and—

“(A) 80 percent or more of the gross income of which
for the taxable yvear is derived from sources within less de-
veloped countries,

“83) 80 percent or more in value of the asseis of which on
each day if the taxable year consists of —

‘(i) property used in such trades or businesses and
located in less developed countries,

“(ii) money, and deposits with persons carrying on
the banking business, located in less developed coun-
tries,

“(iii) stock, and obligations which, at the time of their
acquisition, have a maturity of 5 years of more, of any
other less developed country corporation,

“(iv) obligations of the government of a less developed
country,
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“(v) an investment which is vequived beeause of re-
strictions imposed by a less developed country, and

“(vi) property deseribed in section 956(0)(2): and

Y s ereated or organized under the laws of one of the

tess developed countries in which property deseribed in sub-
paragraph (Bt is loeated.

For purposes of subparagraph (), the determination as to

whether income is derived from sources within less developed

countries shall he made under vegulations preseribed by the

Secretary or his delegate.

“(2) LEess pevELorEd covstry neriven.  For purpoeses of
this subpaet, the term less developed conntey” means (in respeet
of any foreign corporation) any foreign country (other than an
area within the Sino-Saviet bloe) or any possession of the United
States, with respeet to which on the first day of the taxable year,
there is in effect an Exccutive order by the President of the United
States designating such country or possession as an economically
less developed country for purposes of thissubpart.  For purposes
of the preceding sentence, an overseas territory, department,

rovinee, or possession may he treated as a separate country.
No designation shall be made under this paragraph with respect

to—

Australin Liechtenstein

Austrin Luxembourg

Belgium Monaco

("anada Netherlands

Denmark New Zealand

France Norway

Germany (Federal Re- Union of South Afries
public) San Marino

Hong Kong Sweden

Italy Switzerland

Japan United Kingdom

“8EC. 9568. INVESTMENT OF EARNINGS IN UNITED STATES PROPERTY.
“(a) GENERAL RuLks. --For purposes of this subpart. -

“(1) AMOUNT OF INVESTMENT.—The amount of earnings of a
controlled foreign corporation invested in United States property
at the close of any taxable year is the aggregate amount of such
property held, directly or indirectly, by the controlled foreign
corporation at the close of the taxable year, to the extent such
amount would have constituted a dividend (determined after the
application of section 955(a)) if it had been distributed.

“(2) PRO RATA SHARE OF INCREASE FOR YEAR.—In the case of
any United States shurcholder, the pro rata share of the increase
for any taxable year in the earnings of a controlled foreign corpora-
tion invested in United States property is the amount deterinined
by subtracting—

“(A) his pro rata share of the amount determined under
paragraph (1) for the close of the preceding taxable year,
reduced by amounts paid during the taxable year to which
section 959(c)(1) applies, from

“(B) his pro rata share of the amount determined under
paragraph (1) for the close of the taxable year.
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“(3) AMOUNT ATTRIBUTABLE TO  proprerty. --The amount
taken into account under paragraph (1) or (2) with respect (o
any property shall be its mljnstml ‘nuis. reduced by any hability
to wﬂich the property is subject.

“(b) UNiTep StaTEs Proventy Derisen. -

“(1) Ix GENERAL. - For purposes of subscction (8), the term
‘United States property’ means any property acquired after
December 31, 1962, which is -

“(A) tangible property loeated in the United States;

“(B) slml'i( of a domestie corporation; or

“(C*) an obligution of a United States person,

“(2) Excerrions. -~For purposes of subsection (), the term
‘United States property’ does not include -

“(A) money, or deposits with persons earrving on the
banking business, loeated in the United States:

“(B) property located in the United States wlaeh is pur-
chased in the United States for export to, or use in, foreign
countries;

“(C) any obligation of a United States person arising in
connection with the sale of property if the amount of such
obligation ontstanding a1 no time daring the taxable vear
exceeds the amount which would be ordinary and necessary
to carry on the trade or husiness of hoth the other party 10
the sale trnnsaction and the United States person had the
sale been made between unrelated persons:

“(1) any wireraft, railvoad rolling stock, vessel, motor ve-
hicle, or container used in the transportation of persons or
property in foreign commeree and used predominantly ount-
side the United States: or

“(K) the amount of assets of an msuranee vmn‘mm'
equivalent to the unearned preminms on outstanding busi-
ness with respeet to contracts which are not deseribed in
section 953 (1).

“(¢) PueEpGes axp Granastees.  For purposes of subsection (a),
a controlled foreign corporation shall, under regulntions preseribad by
the Secretary or his delegate, be considered as holding an obligation
of a United States person il it is a pledyeor or gnarantor of such obliga-
tion.

“SEC. 857. CONTROLLED FOREIGN CORPORATIONS.

“(@) GExeralL Rewk~— For purposes of this subpart, the term
‘controlled foreign corporation’ means any foreign corporation of
which more than 50 pereent of the total combined voting power of
all classes of stock entitled to vote is owned (within the meaning of
section 958(a)), or is considered as owned by applving the rules of
ownership of section 938(h), by United States sharcholders on any
day during the taxable year of such foreign corporation.

“(b) SeeciaL Reik vor Insvraxce. - For purposes only of taking
into account income deseribed in seetion 953(n) (relating to income
derived from insurance of United States risks), the term ‘controlled
foreign corporation’ includes not only a foreign corporation as defined
by subsection (a) but also one of which more than 25 percent of the
total combined voting power of all classes of stock is owned (within
the meaning of section 958(a)), or is considered as owned by applying
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the rules of ownership of seetion 938(bh), by United States sharcholders
on any day during the taxable year of such corporution, if the gross
amount of premiums or othrer consideration in respect of the reinsur-
ance or the issuing of insurunee or annuity contmets deseribed in
seetion 953) (1) exceeds 75 percent of the gross amount of all pre-
miwms or other consideration in respect of ulfrisks.

“(e) Corrorations Oraanizep 1N UNITED StaTes Posskssions, - -
For purposes of this subpart, the term ‘controlled foreign corporation’
does not include any corporation created or organized in the Common-
wealth of Pucrto Rico or a possession of the United States or under
the law of the Commonwealth of Pucrto Rico or a possession of the
United States if—

“(1) 80 pereent or more of the gross income of such corpora-
tion (computed without regard to section 931) for the 3-vear
eriod immediately preceding the close of the taxable year (or
or such part of such period immediately preceding the close of
such taxable year as may be np?limblo) was derived from sources
within the Commonwenlth of Puerto Rico or a possession of the
United States: and
“(2) 50 percent or more of the gross income of such corpora-
tion (computed without regard to section 931) for such period.
or for su«&n part thereof, was derivesd from the active conduet
within the Commonwealth of Puerto Rico or a possession of the
United States of uny trades or businesses constituting the manu-
fucture or processing of gowds, wares, merchandise, or other
tangible personal property; the processing of agricultural or
horticultural products or commadities (including but not limited
to livestock, poultry or fur-bearing animals): the catching or
taking of any kind of fish or the mining or extraction of natural
resources, or any manufucturing or processing of any products or
commaodities obtained from such activities; or the ownership or
operation of hotels.”
For purposes of paragraphs (1) and (2), the determination as to
wlwl'wr income was derived from sources within the Commonwealth
of Puerto Rico or a possession of the United States and was derived
from the active conduet of a deseribed trude or business within the
Commonwealth of Puerto Rico or a possession of the United States
shall be made under regulations preseribed by the Seeretary or his
delegate.
“NSEC. 958. RULES FOR DETERMINING STOCK OWNERSHIP.
“) Dieeer axo INpwgeer Owsersmip.
“(1) GeExeral renk. For purposes of this subpart (other
than sections 955011 () and (B)), stock owned means—
“\) stock owned directly, and
“(B) stock owned with the application of paragraph (2).
“(2) STOCK OWNERSHIP THROUGH FOREIGN ENTITIES. - -For pur-
poses of subparagraph (B) of puragrmph (1), stock owned, directly
or indirectly, by or for a forcign corporution, foreign partnership,
or foreign trust or foreign estate (within the meaning of section
7701 (0)(31)) shall be considered as being owned proportionatelv
by its shareholders, partners, or beneficiaries.  Stock considered
to be owned by a person by reason of the application of the pre-
ceding sentenee shall, for purposes of applying such sentence, be
treated as actually owned by such person.
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“(3) SPECIAL RULE FOR MUTUAL INSURANCE coMpaNtks.,  For
purposes of upplying parngmph (D) in the ease of n foreign mutual
msurance company, the tepm *stock” shall inelude any certifiente
enidtling the holder 16 voting power in i cerporation.

“(b) ConsTrUerive Owskrsuir.  For purposes of sections 951(h,)
954(d)(3), and 957, section 318 (reluting to constructive ownership
of stock) shall apply to the extent that the effect is to treat any United
States penson as a United States sharcholder within the meaning of
section 951(b), to treat a person as a related person within the meaning
of section 954 (d)(3), or to treat a foreign corporation as a controlled
foreign corporation under section 957, except -

“(1) In applying paragraph (1)(\) of section 318@), stock
owned by a nonresident alien individual (other than a foreign
trust or foreign estate) shall not be considered as owned by a
citizen or by u resident alien individual.

“(2) In applying the first sentence of subpuragraphs () and
(B), and in applying clause (1) of subparagraph ((*), of section
318 (u)(2)--

“(A)if a purlm-mhip. estate, trust, or corporation owns,
directly or mdirectly, more than 50 percent of the total
combined voting power of ull clusses of stock entitled to vote
of a corporation, it shall he considered ns owning all the
stock entitled to vote, and

“(B) if a partnership, estate, trust, or corporation owns,
direetly or indireetly, more thun 50 pereent of the total value
of shures of all clusses of stock of a corporution, it shall be
considered us owning the total value of all of the ontstanding
stock of such corporation. The upplication of this subpura-
graph shall not have the effect of wereasing voting power of
s partner, beneficiary, or sharcholder, for purposes of sub-
paragraph (\).

“(3) Stock owned by a partnership, estate, trust, or corpora-
tion, by reason of the appheation of the second sentence of sub-
parugrmphs (A) and (B), and the application of cluuse (i) of
subpurugraph ('), of section 318(n)(2), shall not be considered
us owned by such partnership, estate, trust, or corporation, for
the purposes of applying the first sentence of subparagraphs ()
and (B), and in applying clause (i) of subparagraph (C°), of section
318(n)(2).

“4) In applying clause (1) of subparagraph (C) of section
318(n)(2), the phrase ‘10 percent’ shall be substituted for the
phrase ‘50 percent’ used in subparagraph ().

*SEC. 959. EXCLUSION FROM GROSS INCOME OF PREVIOUSLY TAXED
EARNINGS AND PROFITS.

“(a) ExcLustox Fros Gross Incoms o UNITED STATES PERSONS.

For purposes of this chapter, the earnings and profits for u taxable

ear of a foreign corporation attributable to amounts which are, or
Kave been, included in the gross income of u United States sharcholder
under section 951 (a) shall not, when—

“(1) such amounts are distributed to, or

“(2) such amounts would, but for this subsection, be included
under section 951(a)(1)(B) in the gross income of,

such sharcholder (or any other United States person who acquires
from any person any portion of the interest of such United States



I8 DRAFT OF STATUTORY LANGUAGE

shareholder in such foreign corporation, but only to the extent of
such portion, and subject to such proof of the identity of such interest
us the Seeretary or his delegate may by regulations preseribe) direetly,
or indireetly through a chain of ownership deseribed under section
938(n), be ugain included in the gross income of such United States
sharcholder (or of such other United States person).

“(b) ExcrLusion Frosm Guoss Income oF Certaiy Foreioy Sus-
sinlariks.- For purposes of section 951(n), the earnings and profits
for a taxuble year of o controlled foreign corporation attributable to
amounts which ure, or have been, ineluded in the gross income of o
United States sharcholder under seetion 951(a), shall not, when dis-
tributed through a chain of ownership deseribed under section 958(a),
be also included in the gross income of another controlled foreign
corporation in such chain for purposes of the application of section
29il(n) to such other controlled foreign corporation with respect to
siuch United States shareholder (or to any other United States share-
holder who aequires from any person any portion of the interest of
such United States sharcholder in the controlled foreign corporation,
but only to the extent of such portion, and subject to such proof of
identity of such interest us the Secretary or his delegate may prescribe
by regulations).

“(er ALocation of Distuiit dtons,  For purposes of subsections
an and (b, seetion 316w) shall be applied by applying parageaph (2)
thereof, and then pavagraph o1y thereof

o) lirst to earnings and profits attributable 10 amounts
included in gross income under seetion 951 (HB) or which
would have been included except for subseetion (n)(2)),

“2) then 0 carnings and profits attributable to amounts
included in gross ineome under section 951 (H(A) (but reduced
by amounts not included under section 9531 (1(B) beeause of
the exelusion i subsection a2, and

“(3) then to other carnings und profits.

“ty Distrapt tions Kxeneoen Frost Gross Income Not To Be
Treatep s Divioesns,  Except as provided in section 960(0)(3),
any distribution excluded from <ross income under subsection (n) shall
be treated, for purposes of this chapter, as a disteibution which is not
u dividend. :

“SEC. 960. SPECIAL RULES FOR FOREIGN TAX CREDIT.

“rn Taxes Pup sy Foriiex CogroraTtios.,

o Gexerag kenk, For purposes of subpart A of this part,
if there iz included. under seetion 951(), in the gross income of
a domestie corporntion any amount attributable to carnings and
profits

(A of u foreign corporation at least 10 pereent of the
voting stock of which is direetly owned by such domestic
corporation, or

“(B) of u foreign corporation at least 50 percent of the
voting stock of which is directly owned by a foreign corpora-
tion at least 10 percent of the voting stock of which is in turn
directly owned by such domestic corporation,

then, under regulutions preseribed by the Secretary or his dele-
gute, such domestic corporation shall be deemed to have paid the
same proportion of the total income, war profits, and excess profits
taxes paid (or deemed paid, if, paragraph (4) applies) by such
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foreign corporation to a foreign country or possession of the
United States for the taxable year which the amount of earnings
and profits of such foreign corporation so included in gross in-
come of the domestic corporation bears to the entire amount of
the total carnings and profits of such foreign corporation for such
taxable vear.

“(2) TAXES PREVIOUSLY DEEMED PAID RY DOMESTIC CORPORA-
tioN.~- If u domestic corporation receives a distribution from a
foreign vorporation, any portion of which is excluded from gross
income under section 959, the income, war profits, and excess
profits taxes paid or decimed paid by such foreign corporation to
any foreign country or to any possession of the United States in
connection with the carnings and profits of such foreign corpora-
tion from which such distribution 18 made shall not be taken into
account for purposes of section 902, to the extent such tuxes were
deemed puitr by such domestic corporation under puragruph (1)
for nny prior taxable year.

“(3) TAXES PAID HY FPOREIGN CORPORATION AND NOT PRE-
VIOUSLY DEEMED PAID BY DOMESTIC CORPORATION.--Any portion
of a distribution from a foreign corporution received by a domestic
corporation which is excluded from gross income under section
959(a) shall be treated by the domestic corporution as a dividend,
solely for purposes of taking into account under section 902 any
income, war profits, or excess profits taxes paid to any foreign
country or to uny possession of the United States, on or with
respect (o the accumulated profits of such foreign corporation
from which such distribution is made, which were not decmed
paid by the domestic corporation under purugraph (1) for any
prior taxable year.

“(4) TAXES PAID BY A FOREIGN SUBSIDIARY. -If subparagraph
(A) of parugraph (1) applies with m?x-ct to an amount included
in gross income under section 951 (a) for o taxable year, then such
amount shall be cousidered a dividend for purpose of the appliea-
tion of section 802(b).

“(5) INCLUBION IN GROSS INCOME.--

*Feor inclusion in gross income of ameunt equal to taxes deemed paid
under paragraph (1), see section 78.

“(b) Seecia. Rures ror Forkiex Tax Creoit 1N Year oF
Receier oF Previovsey Taxen Earninas axp Prorirs.—

“(1) INCREASE IN sEcTION 804 LIMITATION.—In the case of
any taxpayer who- -

“(A) cither (i) chose to have the benefits of subpart A of
this part for a taxable year in which he was required under
section 951(a) to include in his gross income an amount in
respect of a controlled foreign corporation, or (ii) did not pay
or accrue for such taxable year any income, war profits, or
excess profits taxes to any foreign country or to any possession
of the United States, and

“(B) chooses to have the benefits of subpart A of this part
for the taxable vear in which he receives a distribution or
amount which is excluded from gross income under section
059(a) and which is attributable to carnings and profits of
the controlled foreign corporation which was included in his



20 DRAFT OF STATUTORY LANGUAGE

graws income for the taxable year referred to in subparagraph
(A), and

“((*) for the taxable year in which such distribution or
amount is received, pays, or is deemed to have paid, or
acerues inconte, war profits, or excess profits taxes to a for-
cign country or to any possession of the United States with
respect to such distribution or umount,

the applicable limitation under section 8904 for the taxable yvear
in which such distribution or amount is received shall be in-
creased as provided in paragraph (2), but such increase shall not
exceed the amount of such taxes paid, or deemed paid, or accrued
with respect to such distribution or amount.

“(2) AmovrNT oF INCREASE.- -The amount of increase of the
applicable limitation under section 904 (n) for the taxable vear in
which the distribution or amount referred to in paragraph (1)(B)
is received shall be an amount equal to--

“(A) the amount by which the applicable limitation under
section 94 (n) for the taxable year referred to in paragraph
(1(A) was increased by reason of the inclusion in gross -
come under section 951) of the amount in respect of the
controlled foreign corporation, reduced by

“(B) the amount of any income, war profits, and excess
profits taxes paid. or deemed paid. or accrued to any forcign
country or possession of the United States which were allow-
able as a credit under section 901 for the taxable year re-
ferred to in paragraph (1)(A) and which would not have heen
allowable but for the inclusion in gross income of the amount
deseribed in subpuragruph (A).

“(3) ("ABES IN WHICH TAXES NOT TO BE ALLOWED A8 DEDUC-
TIoN. - -In the ease of any taxpayer who- -

“(A) chose to have the benefits of subpart A of this part
for a taxable vear in which he was required under section
951 (n) to include in his gross income an amount in respect
of a controlled foreign corporation, und

“(B) does not chocse to have the benefits of subpart A of
this part for the taxable year in which he receives a distribu-
tion or amount which is excluded from gross income under
section 959(n) and which is utlrilmlubfe to carnings and
profits of the controlled foreign corporation which was in-
cluded in his gross income for the taxable year referred to in
subparagraph (A),

no deduction shall be allowed under section 164 for the taxable
year in which such distribution or amount is received for any
wmcome, war profits, or excess profits taxes paid or acerued to any
foreign country or to any possession of the United States on or
with respeet to such distribution or amount.

“(4) INSUPFICIENT TAXABLE INcOME. -If an increase in the
limitation under this subsection excexds the tax imposed by this
chapter for such year, the amount of such excess shall be deemed
an overpayment of tax for such year.

“SEC. 961. ADJUSTMENTS TO BASIS OF STOCK IN CONTROLLED
FOREIGN CORPORATION AND OF OTHER PROPERTY.

“(a) INcrease 1IN Basis.—Under regulations prescribed by the
Secretary or his delegate, the basis of a United States sharcholder's
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stock in u controlled foreign corporation, and the basis of property of
a United States sharcholder by reason of which he is cousi(lcml under
seetion 958(n)(2) as owning stock of a controlled foreign corporation,
shall be increased by the amount required to be included in his gross
income under seetion 951 (n) with respeet to such stock or with respect
to such property, us the cuse may be, but only to the extent to which
such amount was included in the gross income of such United States
sharcholder.

“(b) Repverion 1N Basias.

“(1) Ix ceNERAL.—Under regulations preseribed by the Seere-
tary or his delegate, the adjusted basis of stock or other property
with respeet to which a United States sharcholder or a United
States person receives an amount which is excluded from gross
income under section 959() shall be reduced by the amount so
excluded.

“(2) AMoUNT IN EXcEss oF nasis.  To the extent that an
amount excluded from gross income under seetion 959(n) exceeds
the adjusted basis of the stock or other property with respect
to which it is received, the amount shall be treated as gin from
the sale or exchange of property.

“SEC. 982. MISCALLENOUS PROVISIONS.

“(n) Eanxinas axp Provirs.- For purposes of this subpart, the
earnings and profits of any foreign corporation, and the deficit in
enrnings und profits of any foreign corporation, for any taxable vear
shall be determined secording to rules substantially similar to those
applicable to domestie corporations, under regulations preseribed by
Illu- Seeretary or his delegate.

“(b) Brocken Fonrkiex Income. Under regulntions preseribied
by the Seeretary or his delegate, no purt of the earnings and profits
of a controlled foreign corporation for any taxuble vear shall be
included in earnings and profits for purposes of sections 952, 955, and
056. if it is established to the satisfuction of the Seceretury or his dele-
gate that such part could not have been distributed by the controlled
foreign corporation to United States sharcholders who own (within
the meaning of section 958(n)) stock of such controlled foreign cor-
poration hecause of curreney or other restrictions or limitations im-
posed under the laws of any foreign country.

“(¢ Rrecorps AND AccorNT8 oF UNITED STATES SHAREHOLDERS. —
The Secretary or his delegate may by regulations require ench person
whao is, or has been, a United States shareholder of a controlled foreign
corporation to maintain such records and accounts as may be pre-
seribed by sueh regulutions as necessary to carry out the provisions
of this subpart.”

(h) TrEcCHNICAL AND CLERICAL AMENDMENTS---.

(1) Section 531(b) (relating to foreign personal holding com-
mny income included in gross income of United States share-
lmldors) is amended by mhling at the end thereof the following
new sentence: ““The amount included in the gross income of any
United States sharcholder for any taxable year under the preced-
ing sentence shall be reduced by such shareholder’s proportionate
shure of the undistributed personal holding company income
which is included in his gross income under section 951 (a)(1)(A) (i)
(relating to amounts included in gross income of United States
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shareholders) for such taxable year as his pro rata share of the
subpart F income of the company.”

(2) Section 901 (relating to foreign tax credit) is amended by
striking out “section 902" and inserting in lieu thereof “‘sections
902 and 960",

(3) Section 902(e) is amended to read as follows:

‘“(e) Cross REPERENCES.—
(1) For application of subsections (a) and (b) with respect to

taxes deemed paid in a prior taxable year by & United States share-
holder with respect to a controlled foreign corporation, see section

“.(2) For reduction of credit with respect to dividends paid out of
accumulated profits for years for which certain information is not
furnished, see section 6038.”

(4) Section 904(f) is amended to read as follows:
“(f) Cross REFERENCES.—
“(1) For increase of applicable limitation under subsection
(a) for taxes paid with respect to amounts received which were
included in the gross income of the tnryer for a prior taxable
year as 8 United States shareholder with respect to a controlled
foreign corporation, see section 960(b).

*“(2) For special rule relating to the application of the credit
%ovlded by section 901 in the case of affiliated groups which include
estern Hemisphere trade corporations for years in which the
limitation provided by subsection (a)(2) applies, see section 1503(d).”
(5) The table of subparts for part III of subchapter N of
chapter 1 is amended by adding at the end thereof the following:

“Subpart F. Controlled Foreign Corporations.”

(6) Section 1016(a) (relating to adjustments to basis) is
amended—

(A) by striking out the period at the end of paragraph (18)
and inserting in fieu thereof a semicolon; an

(B) by adding after paragraph (18) the following new
paragraph:

“(19) to tﬁo extent provided in section 961 in the case of stock
in controlled foreign corporations (or foreign corporations which
were controlled foreign corporations) and of groperty by reason
of which a person is copsidered as owning such stock.”

(c) EFrecrive DaTE.—The amendments made by this section shall
apply with respect to taxable years of foreign corporations beginning
after December 31, 1962, and to taxable years of United States share-
holders within which or with which such taxable years of such foreign
corporations end.

age 164, after line 18, insert the following new section:
SEC. . SALES AND EXCHANGES OF PATENTS, ETC., TO CERTAIN
FOREIGN CORPORATIONS.

(1) TREATMENT OF GAIN A8 ORDINARY INcoME.—Part IV of sub-
chapter P of chapter 1 (relating to ?ecial rules for determining capital
%nins and losses) is amended by adding after section 1248 (as added

y section 16 of this Act) the following new section:
“SEC. 1249. GAIN FROM CERTAIN SALES OR EXCHANGES OF PATENTS,
ETC., TO FOREIGN CORPORATIONS.

“(a) GENERAL RULE.—Gain from the sale or exchange after

December 31, 1962, of a patent, an invention, model, or design
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(whether or not patented), a cOﬁyright, a secret formula or process,
or any other similar property right to any foreign corporation by any
United States person (as defined in section 7701(a)(30)) which
controls such foreign corporation shall, if such gain would (but for
the provisions of this subsection) be gain from the sale or exchange of
a capital asset or of property described in section 1231, be considered
as gain from the sale or exchange of property which is neither a capital
asset nor property described in section 1231.

“(b) CoxTrROL.—For purposes of subsection (a), control means,
with respect to any foreign corporation, the ownership, directly or
indirectly, of stock possessing more than 50 percent of the total
combined voting power of all classes of stock entitled to vote. For
purposes of this subsection, the rules for determining ownership of
stock prescribed by section 958 shall apply.

“(¢) OTHER TraNsFERs oF PaTENT Riguts, Erc., To ForEIGN
CORPORATIONS.—

“For allocation, etc., of income by the Secretary or his delegate

in case of corporations owned or controlled directly or indirectly
by the same interests, see section 482(a).”

(b) Crericar AMENDMENT.—The table of sections for such part IV
is amended by adding at the end thereof the following:
“Sec. 1249. Gain from certain sales or exchanges of patents, etc., to
foreign corporations.”

(c) Errscrive Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1962.






PART 2

Explanation and Draft of Amendments Recommended by Treasury
Department to Section 15 of H.R. 10650

SectioN 15. ForEIGN INVESTMENT COMPANIES
NOTE REGARDING THE REDRAFT OF SECTION 15

Amendment No. 1 provides that this section applies only to foreign
investment companies for taxable years after December 31, 1962.

Amendment No. 2 limits the definition of a foreign investment com-
gany in a manner similar to the Investment Companies Act of 1940,

y adopting all of the appropriate exceptions provided therein.

Amendments Nos. 3 and 4 limit the earnings and profits taxable on
the sale by & successor in interest to a deceased shareholder to those
accumulated after December 31, 1962.

Amendment No. 4 extends the time for mailing the written notice
b?' the foreign investment company to its shareholders of their portion
of long-term capital gain from 30 to 45 days.

. Amendments Nos. 6, 7, 8, 9, and 11 make clerical changes.

Amendment No. 10 makes several changes.

New subsections (d) and (e) of section 1247 are technical changes
clarifying the rules respecting shareholder taxation.

New subsections (f) and (g) provide that a foreign investment com-
pany may elect to pass through the credit for taxes paid to foreign
countries and possessions of United States to its shareholders.

New subsection (i) makes a clerical change.

Amendment No. 1—On page 149, line 25, insert “which, for any
taxable year beginning after December 31, 1962, is”’ after the word
““corporation”’.

Amendment No. 2—On page 150, line 8, insert *, as limited by
paragraphs (2) through (10) (except paragraph (6)(C)) and paragraphs
(12) through (15) of section 3(c) thereof” after the word ‘“‘Act”.

Amendment No. 3—On page 151, beginning on line 24 and con-
tinuing to page 152, line 1, strike the word ‘“‘accumulated’’.

Amendment No. 4—On page 152, line 1, insert “‘accumulated after
December 31, 1962" after the word “company”’.

Amendment No. 5—On page 153, line 17, insert ‘45" in lieu of “‘30"".

Amendment No. 6—On page 153, line 20, strike the word ‘‘gains”
and insert in lieu thereof the word “gain”.

Amendment No. 7—On page 153, line 21, strike ‘losses;” and
insert in lieu thereof ‘loss of the taxable year,”.

Amendment No. 8—On page 154, line 9, strike the words ‘‘capital
gains over losses” and insert in lieu thereof “net long-term capital
gain over net short-term capital loss”’.

Amendment No. 9—On page 155, line 3, strike “‘capital gains over
losses” and insert in lieu thereof ‘“‘net long-term capital gain over net
short-term capital loss”.

25
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Amendment No. 10—Commencing on page 156, line 18, redesignate
subsection (d) as subsection (e), redesignate present subsection %e) as
subsection (i), insert the following new subsection (d), change the now
sul()istz(lzlt)ion (e), and insert the following new subsections (f), (g),
an :

“(d) TREATMENT OF DisTRIBUTED AND UNDISTRIBUTED CAPITAL
GAINS BY SHAREHOLDERS.—

“(1) Every shareholder of a foreign investment company for
any taxable year of such company with respect to which an elec-
tion pursuant to subsection (a) is in effect shall include, in com-
puting his long-term capital gains for his taxable year in which
received or accrued, his pro rata share of the distributed portion
of the excess of the net long-term capital gain over the net short-
term capital loss for such taxable year of the company.

‘(2) To the extent that a shareholder of a foreign investment
company at the close of any taxable year of such company with
respect to which an election pursuant to subsection (a) is in
effect includes in his return, for his taxable year in which the last
day of the company’s taxable year falls, his pro rata share of
the undistributed portion of the excess of the net long-term
capital gain over the net short-term capital loss for such taxable
year of the company, such share shall be included in his gross
income as a long-term capital gain.

“(e) ApsusTMENTS.—Under regulations prescribed by the Secretary
or his delegate, proper adjustment shall be made—

“(1) in the earnings and profits of the electing foreign in-
vestment company and a shareholder’s ratable share thereof, and

“(2) in the adjusted basis of stock of such company held by
such shareholder (whether or not qualified)

to reflect such shareholder’s inclusion in gross income of undistributed
capital gains.”

“(f) ELecTioN BY ForeioN INVESTMENT CoMpPANY WiTH RESPECT
10 FomreieN Tax Crebir.—A foreign investment company with
respect to which an election pursuant to subsection (a) 18 in effect
and more than 50 percent of the value (as defined in section 851(c)(4))
of whose total assets at the close of the taxable year consists of stock
or securities in foreign corporations may, for such taxable year, elect
the application of this subsection with respect to income, war profits,
and excess profits taxes described in section 901(b)(1) which are paid
by the foreign investment company durinfI such taxable year to
foreign countries and possessions of the United States. If such
election is made—

“(1) the foreign investment company—

‘(A) shall compute its taxable income, for purposes of
subsection (a) (1) (A), without any deductions for taxes paid
to foreign countries or possessions of the United States,

“(B) shall treat the amount of such taxes, for purposes of
applying subpart A of part III of subchapter N and subsec-
tion (g) (1), as having been paid to the country in which the

foreign investment company is incorporated, and

“l%l; shall treat the amount of such taxes, for lgm;ymee of

subsection (a) (1) (A), as distributed to its shareholders;

“(2) each qualified shareholder of such foreign investment
company—
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“(A) shall include in gross income and treat as paid by
him his proportionate share of taxes, and

“(B) shall treat as gross income from sources within the
country in which the foreign investment company is incorpo-
rated, for purposes of applying subpart A of part III of sub-
chapter N, the sum of his proportionate share of such taxes
and the portion of any dividend paid by such foreign invest-
ment company which represents income from sources with-
out the United States.

“(g) Notice To SHAREHOLDERS.—The amounts to be treated by a
qualified shareholder, for purposes of subsection (f)(2), as his propor-
tionate share of—

“(1) taxes paid to the country in which the foreign investment
compuany is incorporated, and
5 “(2) gross income derived from sources without the United
tates,
shall not exceed the amounts so designated by the foreign investment
company in a written notice mailed to its shareholders not later than -
45 days after the close of its taxable year.

“(h) MANNER OoF MAKING ELECTION AND NOTIFYING SHARE-
HoLDERS.—The election provided in subsection (f) and the notice to
shareholders required by subsection (g) shall be made in such manner
as the Secretary or his delegate may prescribe by regulations.”

Amendment No. 11—On page 158, line 14, strike *paragraphs (1)
and (2)” and insert in lieu thereof *paragraph (1)”.






PART 3

Expldnation and Draft of Amendments Recommended by Treasury
Department to Section 18 of H.R. 10650

Sec. 16. GAIN FromM CERTAIN SALES oR EXCHANGES OF SToCK IN
CERTAIN ForelGN CORPORATIONS

EXPLANATION OF CHANGES

1. Restriction of coverage to fulure earnings only.—The application
of section 16 is h{nited to earnings and profits of controlled forei
corporations accumulated after December 31, 1962. Under H.R.
10650, section 16 applies to earnings accumulated after 1913.

2. Pwrdinatior:utif treatment of liquidations, redemptions, sales and
exchanges.—The rules applicable to (a) liquidations and redemptions,
and (b) sales and exchanges are coordinated. Thus, corporate
shareholders selling stock in a transaction would be allowed a foreign
tax credit with respect to the portion of gain made taxable us a dividend.
Under H.R. 10650, the credit is only available in the case of liquida-
tions or redemptions. Likewise, the amount of earnings to be taxed
as a dividend 18 limited to the shareholder’s pro rata portion of the
coxi[{)oration’s earnings duril(xlg the time the stock was held. Under
H.R. 10650, this limitation does not apply in the case of liquidations
and redemptions.

3. Limitations on taz of individual shareholders.—Provision is made
so that the amount of tax on individual shareholders on gain made
taxable as a dividend is listed to the lesser of (a) an amount equal to
U.S. tax that would have been payable by a domestic corporation and
the individual shareholder had the individual been a shareholder of a
domestic corporation, or (b) a tax equal to an amount that would
have been payable by the individual had the foreign corporation
distributed its earnings and profits in the years in which earned. Under
H.R. 10650, no such limitations were provided and an individual
shareholder would be taxable on the gain covered by section 16 at the
progressive income tax rates.

4. Allowance of capital gain treatment for gains realized within the
12 months preceding liguidation.—Amended section 16 would exempt
from the application of this section earnings and profits of a foreign
co?oration attributable to the sale of assets within a 12-month period
ending on the date of the li(ﬁlidation of the foreign corporation. No
such relief is granted under H.R. 10650.

5. Elimination of coverage of corporations in the Commonwealth of
Puerto Rico and the Virgin Islands.—Amended section 16 would not be
applicable to corporations incorporated under the laws of the Com-
monwealth of Puerto Rico and possessions of the United States, such
as the Virgin Islands.

6. Exzemption of gain with respect to the stock of less developed country
corporations that has been held for a continuous period of 10 years.—This
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change would make section 16 inapplicable to the gain with respect to

certain long-term investments in less developed countries.

SEC. 16. GAIN FROM CERTAIN SALES OR EXCHANGES OF STOCK IN
CERTAIN FOREIGN CORPORATIONS.

(n) TrREaTMENT OF GaIN From THE REDEMPTION, (CANCELLATION,
OR SALFE OP STocK IN ('ERTAIN FoREIGN (CorPORATIONS.— Part IV of
subchapter P of chapter 1 (relating to special rules for determining
capital gains and losses) is amended by adding after section 1247
(s ndded by section 15 of this Act) the following new section:

“SEC. 1248. GAIN FROM CERTAIN SALES OR EXCHANGES OF STOCK
IN CERTAIN FOREIGN CORPORATIONS.

“(a) IN GENERAL.—If—

“(1) a United States person sells or exchanges stock in a foreign
corporation, or if a United States person receives a distribution
from a foreign corporation which, under section 302 or 331, is
treated as an exchange of stock, and

“(2) such person can be considered, by applying the rules of
constructive ownership of section 955 (b), as being the owner of
10 percent or more of the total combined voting power of all
classes of stock entitled to vote of such foreign corporation at
any time during the 5-year period ending on the date of sale or
exchange when such foreign corporation was a controlled foreign
corporation (as defined in section 954),

then the gain recognized on the sale or exchange of such stock shall,
to the extent the earnings and profits of the foreign corporution at-
tributable (under regulations prescribed by the Secretary or his
delegate) to the stock sold or exchanged were accumulated in taxable
years of the foreign corporation beginning after December 31, 1962
and during the period the stock sold or exchanged was held by such
person, be taxed in the manner prescribed in subsection (b).

“(b) TREATMENT oF GaIN.—The amount described in subsection
(a) shall be included in gross income as a dividend. However, tax
attributable to the inclusion of such amount in gross income of an
individual or estate or trust shall not be greater than a tax determined
under subsection (c).

“(¢) LiMmiTaTiON or Tax APpPLICABLE TO INDIVIDUALS, ETC.—If
the amount described in subsection (a) is included in gross income of
an individual, or of an estate or trust, the tax attributable to such
amount shall not be greater than—

“(1) if the stock sold or exchanged is a capital asset (within
the meaning of section 1221) and has been held for more than 6
months, a tax equal to—

“(A) 52 percent of the sum of—

“(i) the amount described in subsection (a), plus

“(i1) an amount equal to the same proportion of any
income, war profits, or excess profits taxes paid by the
foreign corporation t«:i anyﬁforefig& c?untry on or with
respect to earnings and profits of the foreign corporation
for the period the stock sold or exchanged was held by
the United States person in taxable years begmm::s
after December 31, 1962, which the amount determin
under subsection (a) bears to total eaminﬁ and profits
of the foreign corporation for the peri e stock sold
or exchanged was held by the United States person in
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taxable vears of the foreign corporation beginning after
December 31, 1962, reduced by

“(B) the amounts described in (ii) of subparagraph (A),
increased by

“(C) an amount equal to a tax that would result by includ-
ing in fm income 48 percent of the amounts described in
(i) and (ii) of subperagraph (A) as gain from the sale or
exchange of a capital asset held for more than 8 months; or

*(2) the aggregate of the taxes which would have been attribut-
able to the smount described in subsection (8) had it been included
in the gross income of the individual as a dividend in the yeur or
years in which earned by the foreign corporation, adjusted for
loases and distributions in a manner prescribed by the Secretary
or his delegate.

“(d) SeecialL RuLes.—

“(1) ELIMINATION PROM EARNINGS AND PROFITS OF AMOUNTS
INCLUDED IN GROSS INCOME UNDER S8ECTION 951.—In determining
the amount of earnings and profits under subsection (a), there
shall be excluded from the earnings and profits attributable to
the stock sold or exchanged as determined under subsection (a)
any amount previously included in the gross income of such person
under section 951, with respect to the stock sold or exchanged,
but only to the extent such amount did not result in an exclusion
from groes income under section 956.

“(2) ELIMINATION FROM EARNINGS AND PROFITS OF GAIN
REALIZED FROM THE SALB OR EXCHANGE OF PROPERTY IN PUR-
BUANCE OF A PLAN OF COMPLETE LIQUIDATION.—If a foreign
corporation adopts a plan of complete liquidation in a taxable
year of a foreign corporation beginning after December 31,
1962, and, within the 12-month period beginning on the date
of the adoption of such plan, all of the assets of the corporation
are distributed in complete liquidation, less assets retained to
meet claims, then the amount described in subsection (a) shall
not include earnings and profits attributable (under regulations
prescribed by the Secretary or his delegate) to any net gain from
the sale or exchange of property (as defined in section 337(b))
by the foreign corporation within such 12-month period.

“(3) GeNERAL EXEMPTIONS.—This section shall not apply
to—

“(A) distributions to which section 303 (relating to
distlljbutions in redemption of stock to pay death taxes)
applies,

pR(B) gain realized on exchanges to which section 356
(relating to receipt of additional consideration in certain
reorganizations) applies, or

‘!?C) any amount to the extent that such amount is,
under any other provision of this title, treated as—

“(1) a dividend,

“(i1) gain from the sale of an asset which is not a
capital asset, or

‘(iii) gain from the sale of an asset held for more
than 6 months.

“(D) gain described in subsection (a) of any United States
person with respect to the stock of a foreign corporation which
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hus quulified as a less developed country corporation (us
defined in section 955(c)) for a continuous period of at least
ten years ending with the date on which such gain is recog-
nized. This s)lﬁ)pumgmph shall apply only to a United
States person (if an individual, incﬁldmg his successors b
bequest or intestate succession) who hus owned such stoc
during the whole of such continuous period, and, if such
United States person ie 2 corporation, only il at no time
during the whole of such continuous period hus any individ-
ual owning 10 percent or more of the value of the outstanding
stock of such United States person truusferred any of his
stock in such United States person other than by bequest or
intestate succession.  In determining the ownership of stock
of a United States person, section 318?1)(1)((‘-)0) sKall apply
but without regard to the 50 percent limitation.

“(e) Taxpaver To EsrasrisH EArNiNGS AxD Prorirs.—Unless the
taxpayer estublishes the amount of the earnings and profits of the
foreign corporation to be tuken into account under subsection (n),
all gain from the sale or exchunge shall be considered u dividend under
subsection (n), and unless the taxpuyer establishes the amount of
fomign taxes to be taken into nccount under subsection (¢)(1)(A),
the limitation of such subparagraph shall not apply.

(b) CreEnrica, AMENDMENT.—The table of sections for such part
IV is amended by adding at the end thereof the following:

“Sec. 1248. Guin from certain sules or exchanges of stock in certain
foreign corporations.”

(¢) Errective Date.—The amendments made by this section shall
apply with respect to sules or exchanges occurring after December
31, 1962.
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Explanation and Draft of Amendments Recommended by Treasury
Department to Section 20 of H.R. 10850

SectioN 20. INrForMATION WiTH RESPECT TO
CeEnrTaIN FoRreiGN ENTITIES

Amendment No. 1—[This amendinent would restrict the application
of the constructive ownership rules under section 6038 for purposes of
determining whether 50-percent U.S. control exists. It would provide
thut (1) stock owned by corporations will not be attributed to the
corporation’s shareholders unless such shareholders are at least 10-
percent owners, and (2) corporations will not be considered as owning
stock owned by the shareholders of such corporations.}

In line 9 on page 235, strike the material after the semicolon and
strike lines 10 and 11 and insert the following language:

except—

(A) in applying clause (i) of subparagraph (C) of
section 318&)(2), the phrase “10 percent’’ shall be sub-
stituted for the phrase ““50 percent” used in subpara-
graph (C), and

(B) clause (ii) of subparagraph (C) of section 318(a)(2)

shall not apply.

Amendment No. 2—|[This amendment would liberalize the reportin
requirements under section 6046 with respect to U.S. officers an
directors. It would provide that such persons need not file any
return unless the foreign corporation has a 5-percent U.S. shareholder
and, further, when a return is required, U.S. officers and directors
ﬂe?g on]ly disclose the names and addresses of 5-percent U.S. share-

olders.

Page 236, line 9—Substitute the following for paragraph (1) of
subsection (a) of section 6046:

(1) each United States citizen or resident who is
at any time on or after January 1, 1963, an officer or
director of a foreign corporation, 5 percent or more in
value of the stock of which is owned at such time by
& United States person,

At the end of line 8 on page 237, strike the period and insert a
comma and the following clause:
except that in the case of persons described only in subsection

(a)(1), the information required shall be limited to the
names and addresses of persons described in subsection (a)(2).

Amendment No. 3—[This amendment would provide a limitation
on the information required under section 6046 to the effect that such
information must be required under regulations in effect prior to the
date a person becomes hable to file a return.]
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On page 237, line 22, red izmate subsection (e) as subsection (f)
and insert the following new‘:xﬂection (e):

(¢) LisitaTioN.—No information shall be required to be
furnished under this section with respect to any foreign
corporation unless such information was required to be fur-
nished under regulations in effect prior to the date on which
the United States citisen, resident, or person becomes liable
to file s return required under subsection (a).

O



