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LETTER OF TRANSMITTAL

THE SECRETARY OF THE TREASURY,

Hon. HARRY F. BYRD,

Chairman, Committee on Finance,
U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: 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
during your hearings.

2. The draft of section 15 (foreign investment companies) makes
minor technical amendments in the House bill which the represent%-
tives of foreign investment companies suggested to you during the
hearings.

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
improvements in response to the suggestions of witnesses who appeared
before you.Sincerely yours,

DOUGLAS 
DILLON.
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PART 1A
Explanation of Amendments Recommended by Treasury Department

to Section 13. a H1.. 1065
(GENERAL DIsciaipTIoN

1. (ertain income o(f counrlcd foreign corporal n, taI-d to IO-mercenL
I'.S. 8harrAulders.--.The draft lhgislatiota provides that certain undis-
tributed incoino of controlled foreign comlpallies is to he included in
tlie income of U.S. shareholders in thie year the ineone is earned by
tile foreign corporation, whether or not it is distributed. In these
cases, thie shareholders are pt-rinittcd foreign tax credits to the same
extent as if actual distributions lhnd been nnaide. Only U.S. shiore-
holders having a 10-percent interest tare taxed anad counted in deter-
mininig whether the corporation is to be classified as a "controlled
foreign corporation." A foreign corporation is controlled for this
purIpse when lImore than 150 percent or tie comabinied voting power
of all 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 tile corporation. The basic pattern here is largely tihe samte
as in section 1:, of H.R. 106.50.

2. Description of income taxed to U.S. darchrolers. --Tile income
which would be taxed to U.S. shareholders is described its "subpart.
F income." This income consists of (I) income front insurance of
[U.S. risks on property or persons and (2) income of foreign base
companies. In addition, any increase in carnuigs invested in certain
U.S. property by a controlled foreign corporation, which constitutes
an attempt to repatriate earnings to the United States without the
payment of tax, would result in tax to the U.S. shareholders of the
corporat ion.

A separate provision taxes the sale of ai patent, copyright, or like
property to it controlled foreign corporation at ordinary income rates
in cases where only capital gailts or no tax would bw paid under prts-
ent law. This provisions, which imposes tax it the time of transfer
of a patent, etc., abroad, is complenaetatary to subpart F but is not
part of that subpart. It replaces the provision in section 13 of 11.R.
10650 for taxing on it current hasws the annual income from U.S.
patents, etc.

3. Income deririd from insurance o.f U.S. rieks.--.The income de-
rived from insurance of U.S. risks provision is the same aas that which
was included in section 131 of H.R. 10650, except for minor technical
changes.

4. Foreign base company incoune.-Foreign base company income
includes several elements:

(a) Foreign personal holding company income.- -This category
covers mainly dividends, interest, rents, and royalties when they
constitute "passive" income or "tax haven" type income. Passive
dividends, interest, rents,rand royalties tire those received from
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unrelated persons not in connection With tile active condurct of
it trade or h.ilasii. rux-iiaven' dividends, interest. rents, and
royalties are thosk, received fromti related j)4'f45oI1 ill romll(c|tioll
willi iml-lelll-produrlhil activities loated outside the countlrV of
incorporation of recipients.

Foreign base olpallly incolne does n1ot include divideilds an1d
interest received from leihss-developedi country corporations which
are reinvested in less-developed country corporations. D)eferral
with respect to this income derived from less-develoied coultrites
is, however, ended whelt inlvestmnLIt of iit' earnings ill Ites-
developed countries is finally terminated.

(Ib) tort.•gt bWar, compnjiy t suas inColn t.- This is incoume derived
in co(iller-11o0 with the purchase ant(I ,sle or personal propnrty
where the property is purchaiml outside tie country under tile
laws or which the controlled foreign corporatioll is created or or-
guiiiized and is Sold for use, COnsUmIIptionI, or disposition outside
such foreign country. 'its rule is substantially the sawne as that
which was contaill•d iln sertion 1t: of ll.t. 10650. with the addi-
lion of prvasioiss 14) (over situations iH which it controlled forepi:
corporation acts tst all agent and iln which a branch or siiuilir
estlia)lihllselt acits ill the same11, mllaniner ias Ii controlled foreign
corporation. These additions serve to clarify anld to c'Olmpl)lete
loverage with respect to tax haven sales income.

(c) )flrt•t bhase co,,mpany scericr incue.- Incomse derived ill
conllectioln witl the perform -,ice or runishin , of technical,
managerial, engiteerinig, ,arcitecturul, scieltitie, skilled, in-
dustrial, comnmnercial. or like services is treated as foreigna base
company income ir tile services are perfonred or furnislihed for
or on behalf of a related person in connection with business ac-
tivities outside tile country of incorporation or the controlled
foreign .orporation. Foreign base company service income is a
siglificallt tonit of tax haven incolme, antd its omission from sec'-
lion 1:3 of II.R. 10650 l)resenited a serious gap in the base company
proviS1ion1 Of that bill.

Ihe draft legislation also adds an overall exception to deal with
situations where use of * controlled foreign corporation covered by the
provisions of the bi.! lilts not resulted in substantial reduction of taxes.
This provision adds flexibility to insure a fair application of tile hase
company income provisions.

5. IncrQase in rarni es ,einktltd in certain U7.S. proprrhy.-- e pro-
vision for taxing the increase in investment in certain, V.S. property
is. with technical changes, substantially tile sanle as in sectioll 13 of
HR. 10650. Now, however. this is tile only type of investment which
constitutes nonIqualified property (within the tenits of sec. 1:. of
HR. 10650), the remainill provisions having been eliminated. Thus
non-tax-haven profits, sulh as those of a manufacturing operation,
would not be taxed under section 13 unless they were invested in
certain U.S. property.

.. Ttcniq;ue for tazinp U.S. shardaolderr.- The mechanical features
of the draft for taxing income to U.S. shareholders are in large Iart
the Same as in section 13 of H.R. 10650 but have been imp ... in
certain respects. Tihus, losm of a taxable year are permnitted to offset
earnings of otlier taxable years. losAeA of one controlled foreign cor-
poration in a chain of controlled foreign corporations are permitted to
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olirst gains it, the current year of other controlled foreign corlorations.
These provisions for lhms' make miore equitable tile taxing use'hm.-
i.m of aertion 13 of II.R. 10050. Further, the constructive ownership
rules have been limited somewhat by providing that, in lieu of attrib-
uting to a slhareholdler ill of the ittock owned by a corlmration in which
Ihe, owIns stock. attrilbuition will only take J)Iuce if lhe owns 10 Iwreent
of the stock. Th'lere are ilal various minor technitcal chanigt designed
to make imure clear amd workable tile inechlamirs of tile draft.

MAJOIR Cn.%n;t:s F"lto r raioTI 13 or II.R. 106156

Th'lere are l6stu1 below tie major changes whiir tile draft imakes ill
section 13 of ItI.. 1(m5o.

1. ltyittit ittlil,. (It prorlsiott for taxiiug iuicie .fruit ( '..•' Is. ,I . tic..
(o (U.S. xharhlrtler* tr, curretd bakse altui subsifuliwti tf prresiuio .for
taxisi t(h xalt of ('.S. jxlt titls. #tc.. to cuidruilbl rfuort is crpuratiuims.
'l'lis chiauge obviates tilte Itdc| under time House billto determine thIet
1mo0unt o hinonme geniratrtd by the use of ['.5. iatemts. etc. It Ilimt-
inmates abuse by insuring that pateInts will be transferred abroad in
armn'i-length tranmmctiows prodlu-ilig a full ['.". tax at the tile of
transfer or on tn annual basis.

2. HP.7,.aiuliu,,t "of /)ruri.iou. rr4ric g ilJ t ., t.. ttlrnti, r by ,,ptruIlqI. .
Ciot /5I4 I , V. 't joit fa i NUCA taru•tlqp caitu be Itut,'Pit(I en cdriait .S.
pros drl. -4)perating It ('0pPaulies will, under thme (raft. not It- fated
wit ' f tllh, dii.lt v i3 de'termiiing whether or njt earnings a.t i-livestcd
in Ihtie name trade or Imusimess tIhat gave rise to Il len. Also, other
probleivs such its determining when a Inade or busih•es would bie
c'omusidered to have Well vcolnutteld by substalllially the salle interests.
will I6. eliminated.

3. IDiriditds., intert4t, rtits. and royalfutu thrice d1 en co, nestidi wUll
adtire bu•-ints uoprnlituas with unretlatd pwrson, art rrurtendol frout
vort ragei furt tire ign &iae coupatsy iicotint. This change would retllOve
til ol)jectioi tIhat section 13 treats certain tipets of operating illcIloe

"ts pasive" income illn lnOl-tax-hlvetl situations. filui1, colupa::ieS
Cengaged ill the active business with unrelated pitronis of blanlking.
fiman.ci.g, shipping, ilnsuralm'v, and leaCsing of proprty, would no0 Is
coveredt-v the foreign base, compalnV IliOllic provisions.

4. Addtidwn qf a prrsxin to elim i1ak courage under jortqnj, bam
company priormsons -wher Ilth conlrudled forriga corporaliun is nat UAI!
to ,.ifel a substantial rrdiltion in taxts.- -This provision permits Ilexi-
bility to deal with situations where a controlled foreign corporation
lechnically covered by the provisions of the bill dotes not differ from a
tion-tax-haven operation for which deferred of tuxation is permitted.
It in sures at fair application of the foreign base company inicomne
proviSlos.

5. ('Chanys im , tI dermninatiuu ,, wAtt a firtiqga curptatiol is
ctiluiter(d lu be "coudruilh d"t sd that (a ) ,,.ly lO-perceni U7.8. sarehkidedro
(:r( c014inted in detrrminnng cotdril arid (6) there will be attribution ,tf
tiri.raship ef stock olnitdl by a cOrlpralitn to srmri.4,44rst .!f that erprai-
Gisn nlly where such 41hardwhocru own a lO-Iprcr4i ct ntrre4.--Thm
changes retilove objections that tile coverage of foreign 'orrpP.*atiomms
was too broad, reaching situations where ownership was widely
scstten'd and no U.S. group was in effective control.

14461-42-.--2
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Co. (GreIatr rcc,,pitehen ,f lxess ut'h r i-hickA (a) li/sj,,mr f ine year ciaqy
irt pralila of (uAurr yfarts dIl (6)) IIes 11f tair copdreellhl lurte in
Ctirrliiorati in Ei iha~t, "(f cedrtplhI .Iore .Ij etiuril;,ri i ay" ;it At
current ytar ,IfIrIt oj;tsm Ef tIher tithr resrimirutai.irx. Iieit p)ru''it4ioli

provide for zilt 4-fitliti 'II III)lihrtilOll Of (114' 0n.Xiilg !li.,'hliielit ill
siiuttions wilre los..,,., an. involved.

7. l'rereion At mp ir tat axiill not be ixyable in sduati,x in rt/hch i le
pr xt tire .f btockeI' itillifw mll(E.. tMat rflrlfiEtjm il( ( ctrntrille d ('irt iýni
ctrimtroattiiti ctlul i.eti br ,lexribrdh e i I .. %. shareldtithlerx. This, change
111'4-4.1 tilhe obj!-c.tion that sh1n1hlirehllers might In' taxed Oil 'Owisnicttive
list riblst ims lit sit tllitils ill whicil tOwen- oulI Iiml 6. i)t'llal dist rilh-

Is. 1rtn'IIII leer thl eqeibli4e10. intt ef, qui;I lintse, un1drr rtequlhtaws. (Itr
tic ctnepuat.,fci ,fit Iti( t tit X dl lei jerifts ti amccordance tritl tAr rules wi'lih
hare burnt deruiptil (ar elnat, sir crr tiariiems. Amionig other mnat ttes.
I)nivisioit will be litie so that e'hc0tions simiilar to hosi, whiilc an'
available to eOlie's(tir icorpnitioals will be available. I'llcse "tide-
lilies will facilitate roi-gplialivce' with llitie legrshiliol fritili t'e st1n1poi
of taX)aiyers atil will m.leet certain criticism thai great dilliculty will
beI involved in det enlliniF tax liability under subpart F.

9. lEl.nination of prore.on lprnetti~ng a pour-over of profits (rom
ihrdoped armas to ltss derdoped arras. --This change, in large part,

follows from flie eliiaior cf certain restrictions with respect to
the earnings of operating co; q alies anti pernuts considerable situpli-
firation in the application o this part orthe d raft. The only rein-
vestment, which qualifi, to reduce foreign base COlipany income
involves dividends alid interest derived froms less developed cOUlutry
corporations. less developed country corporations are, in general,
corporations carrying o01 an active trade or business within a less
developed country or countries and whose assets are located in such
countries. The terns on which such reiuivestinent may take pli.e
have been liberalized so that minority stock (10 j)ercelit) Mitad certain
debt interests ian qualify and, also, the time in which tile invest-
nent may be iatie has been extended from 75 days after the lose of

file taxable year to I year or such longer period its may bw desigmitmed
by the ",v'cretar~y or his delegate. Also, investments umiude at a uime
when a country is classified as a less developed country shall be treated
as a qualified investment even if that cowitry ceases to be a less
developed country.

10. ('larification of ternes and minor technical improvemnets. Iln
general. the l)rovisiolis of (ithe draft meet various technical points
which were raised with respect to the neaniing of terms a id (te
niechanical features of section 13.

I1. limination of coverage of corporations in the ('Coinnonwealth of
I'utdo iiro and the Vi"rin i'dands. The draft leaves these corpora-
tions subject to (ile rules of existing law with, however, provision to
insure that such corlorations will not be availed of for tax haven
activities.

12. Rounding out of roerage with respect to ta v Aren actiritis. -
Provision has beeni made to treat certain service incotie derived from
related p)arties ais foreign base company aiid to prevent avoidance of
tie foreign base comlpaniy smiles income provisions in certain situa-
tions which are like those which are covered by the Hlouse bill. These
chutiges are in accordaice with (lie purpose of the bill to effectively
eliminate deferral of taxation for tax haven activities.

4
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DIraft of Statutory Language Incorporating Amendments Recom-
mended by Treasury Department to Section 13 of I.11. 10650

On page 1(4m. l'gilnlinig with Iist' 14..,tlrike oult ail through lin .e 1.
oil)•pge 1317 s.' 1:1 (if t' heil) and iliil Iiva thert'o il*."ert the fo lowing:
SEC. 13. (CONTROLLED FOREIGN CORPORATIONS.

(it) IN (;x:st:...--1'art III of ssldhsapt.,r N of chaptetr I (relatilng
to ilncome frotm sources witlhtilt t11P l.itiltd StilS) I 11tt,1111l'.141 1i)
aidlting till he il th'eretof lite following lit'w siil)arl:

"Subpart F-Controlied Foreign Corporations

"&'v. 951. Alaoaalitas incltuded ins gri ilcolnle of Unlite.d $tatr Share-holders.
"&v. 952. Pkhlwrt V iacoaw defined.
"&-c-. 9M5. Income (0111 Ioti istraCe O1f United Swta - risks.
"•c. 954. Ioreil tIax. collipany tifC ilw."SeC. M55. Withdrawal of pravio(usy excluded Subpart F ilcolia"' from

qualified investment.
"See. 956. Investiawlt of earnings in United Stlat" property.
"%er. 957. Conitrolled foreign corporations.
"tie-. 958. Rules for determining stock owntrlhip.
".4". 959. ExcluitOll (rfro gross incolUe of prviously taxed earnings

and profits.
"•c. 9W0. 8, cial riles for foreign Iti crelit."S•c. 901. .djtustllettl to lasis of stock in controlled foreign corlora-

tions aind of other property.
"Se&. 962. imsc-ltauwous pruvisions.

"SEC. 151. AMOUNTS INCLUDEI)D IN GROSS INCOME OF UNITED
STATES SHAREIHOLDIERS.

"$tit AutMOI'.%'Ts |.scixi'DmmP--

"(1) Ix (;t•s;E.I,..---If it fore.i~ cor)oration is a controlled
corp)oraitioln on aity day of a taa I,,e year lwgitiZig after Decem-
her 31, 1902, every person who is a Uinited States siareholder
(as Idefised ill sbs;ectiolt (b)) of such corporationt anid who ownsB
withinl the .ieailing of ection 958(i)) stock ini stsit corporation
oil tle list day, ill stssh year, oln which slch corporation is it
(,ontrolleti foresega .orporatioi shaill include in his gross income.
for his taxaible vxr in which or witlh which such taxableo year of
the .orporul ion enids -

(A) the wisss of -
U(i) Iis pro ratit slilre (deteritiised usider paragraph

(2)) of tisle corplrtioss's subpart F iusomsie for such
yeur, and

"(ii) hIis pro nital sitre (udetermained under section
955(a)(30))of tie corpmratiozs's previously excluded

asublpart F incoome with drawing from inv'-4tinsent ill less
develoljid country corporal ioll for such yeir; alid L

5
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(11) his pro ruti slhre determinedi under . sectio'i
9IMM(M(2)) of th[le orlporation's ilcretts, illi earnings jianstved
ill I'llite•l States property for stich i er (1)ul1 oily to liht'
extent nlot excluded froum gruo invomle III1ler seci rtion
959(n)(2•)).

"(2) PRO LPTA 1611AII oF 8tLIjAIlrr r IrcoM.. Tilt' linrt rata
share referred to in paragraph (l)(A)(i) in thie case of ally united
States slareh lsolder is tle ainOtiun-i..

"(A) which would have been tistributed within rcspct. to
thie stock which stich shareholder owiis (within the meaning
of section 9S5(a)) ill Sullch corporation if ol tihe last day, ill
its taxable year. oil which tilth corporation is a colitrolhle
foreign corporation it had (hlstrib)utedl mro rata to its share-
holders an amount (i) which bears tilt saeie ratio to its
suhiJ)art F income for tlie taxable year, as (ii) ihe (part of
sul(ch year during which lithe corporate ion •s a ront rolled foreign
v)pforation bIears to the entire vear. reduAtced Iw'•11 ll. lll~lll Illl " bllionllh no,'eive, lI~v atiy other

m(I) tile amoutm of any list huainrcie i iv0 e
United Stales person during stich year as ai dividelid with
remwtct to stuch stock.

"(3) ,IiITATIO. oN I'RO N tT14 .AIIASUR OF I'IIIVIOI'1I1.T EXhl.UIIE
I?4tlll'AltT V INV'oME WITIIIit, Wx FROM INVESTME.NT.- For pur-
Is's cof I•aragraph (I)(A)(ii), thc pro rata share of aiyv united
States .'ilareholder of tIhle previously excluded subpart P incomlie
of a controlled foreigno corporations withdrawn from invethi'ent
in le" developed count ry coorporat ions shall not exreeted all amiount
(A) which bears the ameu ratio to his pro rata share of surhi
income withdrawn (as delterniiied under section 955(a)(3)) for
the taxable year. a. (11) tile )art of such year (luring which lit(-
corporation is a aoiitrolled foreign corporation hears to tile entire
year.

"(M) LIMITATION O. PRO IRATA OF I.NVE44TxNT IN INIT.I)
STATES I'KI'P:uTV. -For imuroli:e uf paragraph (1)(11), tile prm
man Ahare of any Unitled States shareholder in the incrtease of leth(
esn.i11ings of a tco'ntrolled foreign orlation invested ill Unitled
Sites property shallnot ,xceed all allmoulnt (A) which hears tilt-

smlne ratio to lit. prn rate share of oui', increase. (as dtiternaivinte
under section 956 (a)(2)) for the taxable year, as (11) tile part of
such year during which tile corporation lits n iontrnlled forn-igi
.orjpration bexarsI to the entire year.h )I NITI,;D ,TATI4 S1IAI(IIilOI)IKR l) ,N1V 'D. -For lilr-mse's oft his

subpart, the tenir 'Unitetd Stalt.s shareholder' means, with resl)'et to
ally foreign corooration, a Unitdl Staltes Inerson (as defined ill stlion
77411(a)(30)) who ownis (within tilhe nIanlng of section 958 (a)), or is,
conisideredl as owning by applying the nleps of ownership) of section
958(b), 10 percent or Mtuore of tfei total combined voting Iower of all
classes of stock, or of tile total value of shares of all c'laeý s .f sMtok,
of siuch foreign corporation.

"(C) C'OODINATION WVTII ELECTION OF A FOREIGioN INV.rTMI;.T
('oxrA.v To Ilhwrriuntrr; IxcouIt. -A United States shareholder who,
for his taxable year, is a qualified shareholder (within the meaning of
section 1247(e)) of a foreign investment comnpay with respect to
which an election under section 1247 is in efftedt shall not hie required
to inclule in gross inicone, for suich taxable year, aiiy amouIt tinder
slubsection (a) with respect to sulch company.

6
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"8&('. 16L. SUBPART F INCOME DEFINED.
"(a) I1 (;IK1mAL. For purixm-oh of this subparl, the termn'subpart

F ;fnlconl, ineaws, inte ilt- ae of auly -ontrullml foreign vorlmriltioli,
tile suin of

"(. ) thie inlole' derivedi from lie inltlrltn'e of united .4littes
r64kls fIas deherlinned under section 9-Ml), aid

4(2) tile foreigui bise company incline (its deltiierhd iiiiler
section 954).

"(1)) Ext•usiox ov U NITED STATA I NCOME.. Subti t rl F" hinoile
doIe llot iidnlde lulv ith) includible hil gross i'le 1hir tlisii (clhI)pter
(othctr tmiU this. subpart) its income derivtel fromin sun-es within ithe
I'iittml States of a foreign corlmnrtion engaged il tnale or business i
tilte |'l14h4d Stuatl.

"(0) LIMITATION. For I)mrPOe4s1 of ilsll't'tion (a). tit- ilmbJ)art F
ilncomle of any coiLrolihd foreign corlmmrion for any taxable year shaull
not exteetd t•fi eitningp an3(d l)rolits of sucli corporations for s'lth year
red•iued i)y tile unIiont, (i aliny) Iby whihho -

"(I) tille sul of tile thldicits ill eumrfitgR, utnd prolits for prior
taxable years beginning after Dmeeiber :31, 112 excevtlst

"(2) anl atiounIt equal ito ilhe elunlillgs 31l11 profits described il
sectionll 159(c)(3) accunt'Ulated for taxable eanrs beginning after
I)eelmnbr 31, I lW2 (deleninhed 1us of tlhe 'lose of the taxuble
ytvkr).

For Iurl)mxses of thie prev'eding 1elltelise, ally deficit ill eirnilngS and
Irolits for amy prior taxable year A11dl be tikemi into tccount under
pInrgraph (1) for any tuxubh: year only to thie exteil it his lnot beeti
taken ilnto account Under sufia paragntph for ainy preceding htbxlbe
ye'air to reduce eariimigs and prt)hts of suih pret'•'diahg vyar.

"(d) SMl'iIAl. I11: Ix (-'HA.: OF I.ND)IRVXT OWx":I'Iuip. For Imr-
Jlom'i of sibst4'ctioll (r), if- -

"(I) a UIlited Statts shareholder owns withinn thie miealning of
set 'tioia 9Wk(a)) stock of a foreign vr)oratiohl, amid by reasoi of
such ownershi) owns (within the nitwiong of suc.h set:tio) stot-'k
of anv other foreign corporation, and

"(2) ally of sue] a foregi i corporations has a dtlt'icit iln erliligrs
aind profi.s for the taxable year,

Ithell tilt' eanlingl aid profits for the taxable year of eaclh such foreign
rilor)rat ion which is a cont rolled foreign Corj)tratlolulhall, with respe.ct

to such IUnited States shareholder, bet' properly reduced to take 1into
acts'oit aII deficit described ill pal rra)h (2) ill such manner as ill'-
*Ser.retary or his delegate shall preImrilw by regulations.
"SEC. 153. INCOME FROM INSIRANR(•I OF' IINITEI) STAllS RISKS.

"(a) (I.NEIL•hI 'I)JL•.---For purpose's of sectlion 9152(a)(1). the term
'hillnolle derived from tihe insunrale of United States risks"' Ileans thatillrOllie whic'h-

"(I) is attributable to the reinsuralcie or the issuing of any
ilsurirlce or annuity eontract-

"(A) in connilection with proplerty or liability arising out
of activity in, or il ol tcnecthion with the lives'or health of
resitlents of, the |tiited States, or

"(B) inl connet'tion with risks not included inl slm)arugara)h
(A) us tile result of any arralag mr iat whereby another t'or-
porntioml receives a stllbstamtiully e qelum amnounit of premniuws

7
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or other consideration 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.

TLis section shall apply only in the case of a controlled foreign corpo-
r,,tion 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
percent of the total of premiums and other consideration received
by 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 III of subchapter I.

"(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 809(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) FOREIGN BASE COMPANY INCoME.-For purposes of section

952(a)(2), the term 'foreign base company income' means for any
taxable year the sum of-

8
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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 RULES.-
" (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.-For purposes
of subsection (a), foreign base 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 IS
LESS THAN 20 PERCENT OR MORE THAN 80 PERCENT OF GROSS
INCOME.-For purposes of subsection (a)-

"(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.

"(B) 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
TO 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 delegate 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
services income, and gross income to which paragraph (3)(B)
applies shall be reduced, under regulations prescribed by the
Secretary or his delegate, so as to take into account deductions
(including taxes) properly allocable to such income.

9
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"(6) ITEMS OF INCOME TO BE INCLUDED ONLY ONCE.-If an iteni
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 dle-
gate.

"(C) FOREIGN PERSONAL HOLDING 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) RETrs 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 GENERAL.-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 sale 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 is 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, consuniption, 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) CElTTAIN 1IM.\NCII INCOME.-For purposes of determining
fore rn base company sales income (within the terms of para-
graph (1)), in sit nations 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 siniilar establishment were a wholly owned sub-
sidiary corporation deriving such income, tien, 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
establislunent shaH 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 PERSON 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 controlled 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 classes of stock
entitled to vote. For purposes of this paragraph, the rules for
determining ownership of stock prescribed by section 958 shall
apply.

(e) FOREIGN BASE COMPANY SERVICES INcoME.-For purposes of
subsection (a) (3), the term 'foreign base company services income'
means income (whether in the form of compensation, commissions,
fees, or otherwise) derived in connection with the performance of
furnishing of technical, managerial, 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 furnished 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
COUNTRY CORPORATIOks.-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-

"o(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

8"467--62-----8
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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 RULES.---
"(1) AMOUNT WITHDRAWN.-For purposes of this subpart., thie

amount of previously excluded subpart. F income of any controlled
corporation withdrawn from investment in less developed country
corporations for any taxable year 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 exclu(Ied
subpart F income withdrawn from investment, in less devel-
oped country corporations of such corporation determined
under this subsection for all prior taxabe 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 taxable years be-
ginning after December 31, 1962. For purposes of this para-
graph, if qualified investments in less developed 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 shali 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) QUALIFIED INVESTMENTS IN LEss DEVELOPED 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 of all classes of stock, of such less de-
veloped country corporation; or

"(B) 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 inore, 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
property by the controlled foreign corporation, ceased to be a
less 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) AMOUN-r ATTRIBUTABLE TO PROPERTY.-The amount
taken into account under this subpart with respect, to any
property described in paragraph (1) or (2) shall be its adjusted
basis, reduced by any liabihtv to which such property is subject.

"(c) LESS DEVELOPED COUNTRY CORPORATIONS.-
"(1) IN GENEIIAL.-For purposes of this subpart, the term

'less developed country co oration' means a foreign corpora-
tion which during the taxable 'ear 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 year is derived from sources within less de-
veloped countries,

"(B) 80 percent or more in value of the assets 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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"(0) anl inve.,1lnl4-lll whi,.h- i.s ri-eure,, Iqlievase, of grv-

.1 ri,. ioin. ilnimis.ed hy at h..." d(1',elopd ,oUlnl )ry, and
"(vi) prolj)Irly ,esclril),d in .'Ilion 9510t0)(2): and

"i(') i. 4.r1,1 I , l orgmniizeul inier lhi, Iluws or oltl' orf lhil
hs.s dhI'v'lhp,,d ,o'u ,il 'it's in whiiilh lW -il1i,,.y h'.,'serihed in Siull-
pm'itragraph (llii• i.s loalelid.

For ptirimse,,. of stllipa gnliril,.,r id (A\), le l~il'lill lit-i

wliItlier inl'Olili is 41h-rivet frColi .oill-res within hin.s developed
,olintri,, shall h6, iutile tinder ri-,tiliii . lt s rie.wrih,,d by (lIt'
Sweretliiy or2' his tlthhg..iie.

'(2) 1,l, iv.-slist.iI, oIrlNllIV i)irIf.l. For linriii.ts orti s li • silb p ai r l, lilht, l eriliii 'l e ssi. d e v eh lo p ed ,' llilli r y" iiiieali., ( i nl rtspi(. I.

of n" foreign orliuiriiiliill) w foreign eruntrtv tollitr Ihin ltn
ili'lT' withint•the NI lvi'hl lhl.i0 or lillV y h).Issessio. o•h li(if I nil 'd
States, Wit l .i res1wr II) whi.lilli t I l ie tils " i(lly of Ihie lxilht yeIar,
there is in oefeti an Execi,.iiv' orqlhir hb I hle lresident ohef I t tldiil,,d
States designating slillch counir1Y i*w lposs.uiolll i1. anl) e'onotilltilliv
less dle'veloped voinir" for ui'l l),),.s or t his sti.•• aiit. For pitris'se
or Ihl, prectling s.lll f i,.',, InI OVt'1r 'ils, I erll'rili or , dhlpartniinl,
pirovinmet, or poss.,S.ion limi' hbe I l alaed its at sepaili.' i'Oitllry.
No designiaiution shall hr' luiaide unbe.r' I is lipirgligrpilph wilhli, t .peIt
to-

Aulst rallhia I ,iit'hI itli'list li
ltist rifll I.IXe I rlitewll

Aiast rita hlmx('uinbotrg
Belgiumni Monaco
( 'ana ih Net herlands
I)enniiark New Zelhilald
Frauit'e -Norwiiy
(Geruaniv (Federahl Re- Union or Sith Afrie,!

public) Silli Mariito
Hong Kong swvlden
Itl1 % Swiitzerhllid
,hiillli United Kingdoln

"SEC. 956. INVESTMENT OF EARNINGS IN UNITED STATES PROPERTY.
"(a) GENMRAL RuLir .-- For purposes of this suibpart. -

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

"(2) PRo rATA SuARE: OF INCREASE FOR Yf.AR.-In the case of
any United States shareholder, the pro rata share of the increase
for any taxable year in the earnings of a controlledd foreign corpora-
tion invested in United States property is the amount determined
by subtracting-

"(A) his pro ratat share of the amnount 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 dose of the taxable year.
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"(3) AMOI; NT A IrrImIlITAILI." TO l'lI'IIlI-TY. 1-Th l11Ou1t
taken into account, under puragrarl (1) or (2) will respect to
any property shall he its ad1ijusted hs.ii. reiltciel Iby ally liability
to whlieJi the property is subject.

"(M) tTNITED STATE PIROI'PEITY I)Fhlsll. -
"(1) IN (;ENERAL. - For purposes of sulmsectjo (ia), the terllm

'United States property' lileis any proly accluirt'l ter
Deoiember :11, 1962, which is -f

"(A) tangible 1)roiwrty located ill the united states;
"((B) stock of it doimestiq' corJ)Ol'ation; or
"((C ) n obligation olf it [I ,ite4d *I"|it' Pe'SOn.

"(2) Ext-mI;IoNs. ---For |)ilrl))ses of sublhe'tioii (it). the thrill
'United Statesl property' does not incllde -66(A) moIn4lte, or ielposiils will pvrý,as 'arr%-ir till c li.

banking husinin..ss, lv'atel ill i' I i.,.l'dl St.tail':
"(II) propr't'v horati'li ill i,,. hiied Silates which is pur-

chla•sd n ille t 'iit- d t I l :tc( t' d fil.I"ditstI .Illor 111' ill, fo'eignll
countries;

((') any oligaitiol of a1 Ilituid PIt. I'prso arising in
('cli(lto1lln Withi thit- '21h1' of proiN1rt , if the ammitilt of sur'h
obligiatioll o ttllinldilng all nIu)'lilllits i i' till ' tlt- laxalhe' y,'ar
PxcTe'dls til.' IIIlo11i t iit iW'hi wtolil lIe ii'tiillai'V % it. il lt'e'ev.'s.irlr
to carry oii thit tridl,' or bliisiine,,5 (if oi)li the' other pmry to
the .;le' t ratli ('tliolnl lilititl.' I taIt el tilt- :a ,-INI'Ip',o Ia.I ta h'
sile iwen mad~e' bme'Wee'1 mnrelac ¶tio pIrsol)iv

"(I)) a atit'tir'raft, raihlvoni rolling si-,.k. ve's'.ci. iotor ve-
hicle. or ro'ittiier u.dl an ill' t I ratusporl atsiot 41 of pel -..A or
p)ronp'rty ill fol'r'ignl e'Olllulle'i'"' :t iv I nild • )'Ii liNvuuatllntl (lilt-
sidlete I nl liteld Stalles: or

''(H) tlhe II11111 illt of oIKI.•'t, ol uil uisllrilllce 401, julinv
M'quiiahIlt to the un'arni,,l l)r4'luiiluimims 01) tulslaniliiig l)usi-
1"is Witlhi 'eS'lt to c'llll'cts 2 l w!ich arIel' not fl115.'rilm'd ill

t'4-A'tionl 9 53iai(! ).
"(0 ) iPLEDGES AND G.% I'AI.ANTI. 'E, iI' I)ei'trl11s Of slIbset it'll tat),

it 'ontrolled foreign 'orlwnlttioit shallmi unh'r r,'•glittimll- jpr'-cribo'dl by
the 'zieretatr' or his (lelegatll.. Im. 4 4111e I 'id',I as1 Iu1hliii1 a.sll )blipttion
of a IUnited iSlv's peirsmo l i it is I phleI'oir oWr .•i•i •lter of suc'h )Idigia-
tion.
"SE('. 957. CONTROLLED) FOREIGN ('ORPORATIONS.

"(a) GENERAL RI'Ll.-- For pulrp)oS(es of this s ipuh'lrt, the ternn
controlledd foreign corporatiOl' meatis iny fioli'igll .orportiltion of
which I1IoIn than 50 percent of the, total collmhbied votilig power of
all classes of stock entitled to vole is ownedl (within the' Inleallilg of
section 958(a)), or is (6ol1sidehred as owned by au)plying the rules of
ownership of section 958(h), by Uiiitled State's shareholders on ally
(day during the taxable year of such foreign corporlition.

"(b) SPECIAL RULE FOR INSUR41.ANCE. - For purlpses only of taking
into account ineomne d(m'ril)4d in section 953(a) relatingg to income
derived from insurance of Uiitel Stat'es risks), the termi controllede d
foreign corponition' includes 1o10 only a foreign corporation as defined
by subsection (a) hut also one of whichl 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

15
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the riles of owiicrshi) of section 958(b), by United -tales shareholders
on any day during Mlie taxable year of such corporation, if the gross
amounit of premiiumiiis or other consideration ini re.spect of the reinsur-
itie or the is-suing of inisiriuce or annuity contracts described in
section 9536(a)0t ( ,xre'tls 75 percent of Ilie gross amount of all pre,-
iniunis or otler v)itsidt'Fratiil in respect of all risks.

"(C) (CORPORIATIONs Ono.1,NIZED IN UNITED STATE. IOMEsESioNS.
For purposes of this subpart, the term 'controlled foreign corporation'
does not, include ally corporation created or organized in the (Comunion-
wealth of Puerto Itico or a Iposs.'ssion of the l'niled States or under
the law of the (oininonweahth of Puerto Rico or a possession of the
United States if--

"(1) 80 percent or itiore of the gross inconie of such corpora-
tion (compluted without regardl to section 931) for the 3-year
period inmiediately irec4'dling the close of tile taxable year (or
for such part of such )I'ritl uniiiediatelv preced(inf the Closw of
such taxab1)le year as iay Ibe applicable) Wits deriveM froui sources
within tile ( OiiilinW('*lth of Piterto liNo or a pmssessioli of tile
United states: mid

"(2) 50) perl'ent or niore of the gross ineole of such cormpora-
lion (comilpi d wit hout regard to sest ion 931) for such period,
or for such part thereof. was derivi.-l from the active conduct
within the ('ounnonweabhh of 1'uerto Rico or a possession of the
United States of any trades or businesses constituting the ueanu-
faeture or proceISsilng of gmoss,. wares, nierchandise, or otlhe
tangible pel).nal property: tie p)roce.ssing of agricudlural or
horticultural products or s'oiiiniolities (including but 1not limited
to livestock, poultry or fur-bearing animals;, (lie catching or
taking of any kind of fish or the mining or extraction of natural
resources, or any manufacturing or processing of any products or
'oiiiniMities obtuinie from such activities; or the ownership or

operation of hotels."
For nirposes of paragraphs M aind 12), the detenninutwion as to
whet liier ilisoiiie' WitS ulerive'd friii 'iour,'es within thle (C'otninonweallh
of Puerlo lHissi or :i jI•si,.,sil of lie ['Oilled Stlll's and1(1 was derived
from tihe active .omiduct oif it d.s..ibl.d Inide owr busitiess within the(-
('olilliolwalht I of l'lle'rrt Ifiro or it posscssion of the Uniited Statlls
shall be insiilde iiide'r rvi'lattohlllS presrilwd by the Secretary or his
delegate.
"1.4C. 958. RULES FOR DETERMINlNG STOCK OWNERSHIP.

"(a)-.IlETttr .AND' l~}I-NI:MT ()WNE:RsIIPI.-
" (I) (tIui:xI. Ii',. Fhor puIrposes of this subpart (other

thiiiin sectiils 11550() 1(11 (A) atnd (1)), stock ow-nited oeaLis-
"(A) sto'k OWlied dsirectlv, and
"(1) stock ownIe(l with the upplhuation of paragraph (2).

"(2) STOCK OWNEIUS1lLP TIIIII'(;Il FI"(IIlIO N ENTITIES. ---For pur-
poses of subparagrsiph (11) of piragnirhl (1), stock owned, directly
or indirectly, by or for a foreign c'orlmnrition, foreign partnership,
or foreign trust or foreign estate' (within tile meaniiig of section
7701 (ai)(31 )) slhill he considered as living owned proportionatelv
hi its shareholders, partners, or heiweiciaries. Stock considered
to be owned by a j)w'rsoii by riasoni or tlie application of the pie-
ceding sentence shall, for lpurpost's of applying such sentence, he
treated as actually owned by siu'h person.
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"(3) -SPECItAL, RUILE' FORt MU'TUL'. INSVI'CANCL :OMI'AXI..s. For
plrj .,Se$ of upplying ptInlrglilli I ) in t he *aIst, of i foreign jutunal
uilsuinu'e olni)pllnV. tit. tern 'stotwk' A1,ll ii.cltidt. anty en.rtifiat

eai;:!;.:g II(t holder It. votingp power in . "rporation."(b) (.o.xsTut'('rIvI. ()W.•.RII.tlI. 1'or I)urlXs,5t, of sections 951(b,)
9154 (d)(3), and 9.57, s)ectiouI :3180In (relating to constructive ownerlhip
of stock) shall apply to the extent that the effect is to treat alny United
States pemon as a United States shlire-holler withiin thle IItteaning of
section 951 (b), to inrat a person Its it related pe'asii withinl the nliCallilng
of action 9.54(d)(3), or to treat a foreign •orlporaliomi as a crotrollid
foreign corporation under sections 957. except

"(I) [it aipplying paragraupl, (1A(.) of svectioni 31ot), stock
owned by a nonresident. alien intdividuIal (other than a foreign
trust or foreign t.state,) s•l.,l not bie .onsidtred its owut-i by it
citizen or by at resident itlien individual.

"(2) fit applvitig the first seinttence of suhparagrapls (A) and
(B), aind in applying clause' (ii of sudpartagraph (C). of section
318 (a)(2)--..

"(A) if a iartutersiil), estate, trust. or corporations owlis,
directly or Indirectlv, miore thani 51) p)ercenit of the total
cOlUiined votitig power of ill classes of stock entitled to vote
of a corporation, it shall be considered is owning all the
stock entitled to vote. uttid

"(B) if at partnership, estate. trust, or corl-orttti[oll owls,
directly or indirectly. mtuore than 50 percent of the total value
of shares of all cla•sse of stock of a corporation, it shall be
considered its ownlilg the total valte of all of the outstAliding
stock of such corj)onation. 'rite application of this subpara-
graph shall not have the effect of increasing voting power of
a partner, beneficiary, or shareholder, for l)ltr)0oss of sub-
p)aragraph (A).

"(3) Stock owetil by t partnership, estate, trust. or corl)ol'a-
lion, by reason of the application of the second sentence of sub-
paragratphs (A) and (11), andtl the application of clautse (ii) of
subparagraph ((), of sectioll 318(a)(,2). Sh11ll niot be considered
as owned by such partnership, estate, trust, ot corporations. for
the pulrl)pose of applyinh g the first se. eitne of stiuparagraphis (A)
atld (B), Itidl ill Ilpplyiuug c.lau1.se (i) of Niubhpalragraiph (('), of section
:118"(ia) (2).

''(4) 1ii applying clause (i) of subparagraph (C ) of sect ion
318(a)(2), the )hlAste '10 percent' shall be substituted for the
phrase '50 percent' used in subparagraph (C).

"SEC. 959. EXCLUSION FROM GROiS INCOME OF PREVIOUSLY TAXEI)
EARNINGS AND PROFITS.

"(a) ExcLusIoN Fitoxi Guwss INCotME OF, 17NIT1.;I) TSTIA:S PElRSoNs.
For purposes of tllsf chapter, the earnings anid l)rofits for it taxulidh
year of a foreign orjornitiou attributable to amounts which are, or
have been, included in the gross inicomne of a United States shareholder
under section 951(a) shall not, when-

"(1) such anmouts 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 shareholder (or any other United States person who aicqIuires
from any person any portion of the interest of such United States

17
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shanrhlolder ill sinli fos'igii corporation. hut onily to tile extent of
suc1h portion, willd hje.t to)suh ilii poof of til' ideliityv of such interest
as titt' Ser•, tury or Ils delegaitl, liitv bv) reguhlatiOulS pri.4.rilb) dirc.tli,
or indirtly through it lhithl of Movnltrshlpilp d5,rribed under t'tetiOnl
!misoo. Ix' 11911i11 iliclimdit in i t, grnoi income of suei uniituli states
shareholder (or of Such) other Uliited ,t alt's ptre4mll).

"(b) E|xci.u iox FO G SSNCuOME i O F C'.Ifrr.:IN FOImEIuN Sun-
sIIDIAIilms.- For IuirPse's of .rsetlioli n|,(l, tilh, earnings and profits
for a taxable year t fit .onlll'vul foreign corporation attributable to
alliOllilo s whiiich ain, or have lx'eii. included ill the gloss i1(Olli Of ai
Ulitelel Sttales shlre hohliell'r unde4 sel ioll 95160(1i. shall not1 , w hen ilis-
trilnted Ithrough it chain of ,valc.'shilt descrilmbd under selion 95 8(u),
Ibe aIso ilut',liad ill (le gli'ss illlne I of another controlled foreign
corporation ill such chain for jiurposes of thil ap)licatioin of sectioll
951(a) to su'h otiier controlled foreign corporation with reslect, to
such united St•tes shareholder (or to tin.y other Ulnited States shaire-
holder wvhio 114quuires fn"lll lilt%- person alV portion of the interest of
such Un'hid,t al"t'ts shar'holhhr ill tlie conltrolled foreign corporation,
but only to the ('xt(',ht of smuchi portion. and subject to such proof of
identity of such initertst us tihie S nretau'ry or his delegate nlay prescrilme
by ngulat i )llS.

(vi' Amhii'.v\i e. I )is'rai, i'ia iti.. For puirposes of sti).e,'tioils
t;it allh t(h). ,w'e'litmll 3tI0ai1).-.1ahll Ia, a byiih Iw alipplyllig paragraph (2)
Ithreof, ani I ivi 'paragrapihi 41 1 Iith'tof

I )lir'- ii t)' e:lii•i.uh 4 afilai prolils atltrihulithih it) Itlla l lillts
ihlrlild'll lin g ,.t ll(Iuuu(' inuer .l'section %)51 (a)(100di) (or which
wtuihl have i',.anii iliclutivl t'x.el't for subsuct.ion ut)(2)).

"2) thli t'ii':" i)iid prot att It trilutitble to aoilolts
hiclild'e ill ...-tu.s uilvl't' ,ider secioin 9.51ist il(I )(A) (hut reduced
hv1 allllOIl.% 1itt iticlud.iil mlder !ec1 tioli 11516) (I)(BI) lbc'iause of
If ' Ne hIi 'loil iii S ll JI'I'i i4u m ) ('21 1. :.l1(1

"(3) t* it o0 li olli.r v'i:rlliul| u iuth Irofils.461d) l)ISTi'Ilt 'rliN. I-AXIAl-D'IA) FMC~M GROitSS INCOlMl.: NOT 'roi !l.;

TlMVl.l I)IVli;\l). i'%stx'lpt its providt'd ill .- 't'tiOli 96l0(ait)(3).
aitll ilistribuutioti eKxchdlu'lel from.rioi . h isIOlllm U intler tii.,l tiot (it) (a) salla1
bi' r'eit' d. for l4IrI •', 1"f 1'ý i 'i'lii p lc.'. ats at uist'i ill ill w ilh l is n1ot
it dividtenld.
"SE('. 9W0. SPECIAL. RIUI.ES VOIlt FOREIGN TAX ('REI)IT.

'l-ii '%\.Xi.S I'Mul) 1I1 \ b"si .i(,\ C {'.lllIil TliiN.
1, I I ( ; t\i:i 1 \ hi.;. I"or Iaiirp'stes of subpart A of hliis part.

if 1iltri, iA iinlrlillleul. Uluidt'r $i'irliolln 91 9516, ill tilt- gross hli'olle of
it lolliit.lit. I'rw)l'l tioi iLlV .liloiilt atirilihitabli. to arilt l.,gs m1lid(
profit-;

"(.Ai of i ftiri, n('r)l OW t tolll(1il lit 10-isi I0 lpirc' of the
vtiiii, stock olf whihli is lir'eetly OWlield by such domestic
ivorplial ioi, or

"(!B) oIf i foreign corpraition tit least 50 percent of the
voting stock of whicil is directly owned by it forei gn corpora-
tion lit leasl ll p1r0ei, lt of tlie voting stot'c of which is in turn
directly oWild i Stich domeUtsti' corl)oittioII,

theli, Uituder regulatiomis prescribed by the S'iecretarv or his dele-
gnlte, such doiulsti' corporations slihll be deelned to have paid the
saine proportion of the total income, war profits, and excess profits
taxes paid (or deemed paid, if, paragraph (4) atplplies) by such

18
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foreign corporation to a foreign country or possesion of the
[ltited States for tile taxable year which the allowlt of eafrlilug
and profits of such foreign corporation so included in gross in-
conme of thle domestic corporation bears to tfle entire amount of
the total earnings and profits of such foreign corporation for such
taxable vear.

"(2) "tAXmI PItHVIO15tLY D)EEMEl) PAIl) BIY D)OMESTI( (CORPORtA-
TIOn.-- If a domestic corporation receives a distribution froin a
foreign corporations, atny portion of which is excluded front gross
income under section 959, the income, war profits, and excess
profits taxes paid or deezned paid l)y such foreign corporation to
any foreign country or to any possession of the United States in
connection with the earnilngs and profits of such foreign corpora-
tion front which such distribution is Inade shall not be taken into
account for purposes of section 902, to the extent suchl taxes were
deemled paid by such domestic corporation under paragraph (1)
for any prior taxable year.

"(,) TAX)T 14 PAll) By rORIIi;x (COIMOHIATION AND NOT PIRE-
VIotULY ID;EMED PAIl) BY DOMESTIC ('OItPOSATION.--Anv portion
of a distribution from a fonrign corporation received bv a dolmestic
corporation which is excluded front gross icoitte nidler section
959(a) shall b.e treated by tile domestic -orporatioll as a dividend,
solely for purpose of taking into account under sect ion 902 ainy
income, war profits, or excess profits taxes paid to alny foreign
country or to atny possession of tile United States, oil or with
respect to the accumulated profits of such foreign corporation
front which such distribution is made, which were not deemed
paid by the domestic corporation under paragraph (I) for atny
prior taxable year.

"(4) 'oAXr.x:s P.•41 IDY A FOREIGN *WI0.1.WAI-. -If 811sbparagrrajdh
(A) of paragraph (I) applies with resp-c•t to alt amount included
in gross incomne under section 951 (a) for a taxable year, then such

eanount shall be considered at dividend for purpose of the applica-
tion of section 902(b).

"(5) INCLUSION IN GROSS INCOME.-
"For inclusion in pgro" come of amount equal to taxes deemed paid

under paragraph (I). see secti. 78.
"(b) SPECIAL RUL.s Fvot FORtI(.N T.4X (CREDIT Ix YE;AR OF

RECEIPT OF PgEVIOI'8LY TAXl. EDatl.N(s AND) PRoFITS.-.
"(I) INCtE.E UN SECTION M0o LIMITATION.-Ii tile c.Ise. of

tiny taxpayer who-
'1(A) either (i) chose to have the benefits of subpart A of

this part for a ttxatble year in which lie was required under
Sctioln 951(a) to include in his gross income all amllount in
respect of a controlled foreign Corporation, or (ii) did not payv
or accrue for such taxable year any income, war profits. (or
excess profits taxes to anty foreign country or to ally possessionof the United States, and

"(B) chooses to have the benefits of subpart A of this part
for the taxable year in which he receives a distrihutiott or
ainoeit which is excluded from gross income under section
969(a) alnd which is attributable to earnings and profits of
the controlled foreign corporation which was included in his
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hr~lwlcome for tile taxable year referred to ill subparagraph
(A). and

"(C) for the taxable year iil which such (dist ribution or
amollut is received, pays, or is deemed to have paid. or
ac('r(ues ilclome, war pro;lits, or excess )rolhts taxes to a for-
eigil tcounitry or it) alv%- posm.-sionof their united States with
relpecl to such (dist rihuio, or am°out.

Ilhe applicable hlmitatioin under s•ect ol 904M for the taxable year
il which such distribution or amount is receive shall bI* in-
c.reased ats provided in paragraph (2), but such increase, shall niot
eXceed the amount of such taxes pa)id, or deemied paid, or atccrued
with respect to such distribution or aitount.

"(2) AIO1NT OF INCRtEAS..- -tie alilount of increase of the
applicable limitat ion under section 904((a) for the taxable year ill
which tile distribution or amount referred to ill paragrIph '(1)(l1)
is received shall Ile it atitount e(jiual Io--

"(A) the amtoulnt by which the I)pliic'ble limitation uider
section 9040(a) for thet taxable vea.r referred to ill. panrgra pih
(M)(WA) was iliireri-a(I by reasOl of tile ilucilsioll in gross lin-
cOllie Ullith, r section 951(.) of tlile ninouit iii respect of tihe
coitrollehd foreign corporatioil, re(hice(l by"(11) the amoutll of ayV income, war profits, and exceTS
profits taxes paid. or dei•tted paid. or accrued to any foreign
country or Ipss-esion of tile t ilitedi States which were allow-
alhh ilt a credit under semctiol 901 for file taxable Vmi'r reb-
ferred to in paragraph (M )(A) and which would tint haive bfeen
itllowable b)ut for tile iiic.lusioin ill gross iticoit(, of (ilie amou11t
described ill siuhparagruph (A).

"(3) ('AIS:s IX WHiCH TAXES NOT TO lit' AL.LOWED AS DIDUI-
TION. - in1 the case of any taxpayer who -

"(A) chose to have tihe benefits of subpart A of this p)ir'
for a t taxable year in which lie was required under smetion
951 (a) to include ill his gross income anll miolnt ill reisp-et
of a, ('(tiltrolled foreign corporation, alld

"(B) does, niot, ciouse to have the benefits of subpaurt ;t of
this part for the taxable year ill which lie receives at distribu-
tion or amount witich is excluded from gross i.oe.e tinder
sect ion 959(at) and which is attributabl e to (earnings and
l)rotils of tile coiirolled foreign corporitioil which wits ill-
cluded in his gr"os income for the taxable vear referred to ill
subparagraph (A),

no deduction shall bte allowed une(l'r settiom 164 for the taxaleih
year in whicl such distributiiOnl or iiunot. is rec('ived for a.iv
intcomtie, war profits, or exc-ss profits taxes paid or accrued to any-
foreign country or to any Ipssessionl of tle United states on1 or
with re.sect, to such distributionn or amount.

"4 )1.-HFFICIENT TAXABLE INCOME.- -If aln increase in the
limitation indder this subsection exce(•sl tht' tax imposed bV thiS
chapter for such year, t(it' amount of such excess shall he deell
mi1 overpayiimit oif tax for such year.

"SEC. MI. AI)JUSTMENTS TO BASIS OF STOCK IN CONTROLLED
FOREIGN CORPORATION AND OF OTHER PROPERTY.

"(a) INCREASE ix BASis.-Under re-gulations pre-scribed by the
Secristary or his delegate, the basis of a United States sitarehl~der's
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stock in at ,omtrilltd fori-ign corpomrtiow, and the basis of property of
ia United •titaies shanrholder bv reason of which he is cois e'redi under
section 95••{a)(2) ats owning sick of ai controlled foreign corporation,
shall IN, iltrem',l by theli tillouitt required to Ix, intciuded inl his gross
ilncomlie illldter se•tliol 951 (it) with nrspect to such stock or with resj)e t
to sucth property, as thie' cust' l1l11 1V ', Ntbut oily to t'XeI(Wet to which
s1,h atliolllIt Was inthcldedi ill thei grosslO incomlIe of suchi Unitted States
slulrehol,,r.

"(h) Rt-;nutrio-s is- BA1.ui.
"(IM) Ix iN'EItAL.-llder r*guhllttions lrn.sc'rid by the 'lt'Sre-

tnrv or his delegate. the adjusted basis of.1r0.k or other I)•roertv
wit~l resi)etl to which a ;itiit(I Stattes shareholder or a United
S , perm)li I'eciii'Vs ain aimIIouint which is ecluhded from g ros.
invoi'e undet'r sect joit 959(60) s.all he, reduced by the amtnount so
e1x,'h1hed.

"'(2) AMOIUNT IN lX'L88 OV IIAHIs. To dhw exl'llt 1lhit till
aIml1oullt excluded frotll gross incl.ounde II~lr sect ioln 951)(10) .X'ee(l5
Ihe iidiljtieJitd basis of the ,lI'x-k or other property with respect
Ito which it is re,'eived, the amount shall lbe It, relatd as gain front
tihe sale or exc'haige of property.

•SEt'. 92. M1S(CALLNOUS PROVISIONS.
"(aI H'ARNINI•. S AND) PtOViT-.- Fior I)urploses. of this subpart. Ih1p

earnings and profits of iny foreign .orl)oratlion. mid11 tdie deficit ill
eatrnings and prolits of ain foreign "orltnlit'iol. for any taxabli. seall
shall 'w determnuetd according th o rules subst alitlly similar ito those
appli)ch le Io d1(lomest ic corporal ions, Un1der regulate ions prescribed bi\
Ihe Swreyair\" or his (hlelhlit(e.

"4(b) Ilko.oK:n Foli.a.1 IWxcO.l:. tdider regulatitons )rescrihedi
1vlie Ihec -reltlrlv or his ilelegiate. no Juiirt of Ile ealitnil.gs nd(I profits
of at controlled" foreign 'orporation for any taixable yeair shall bte
ili'll'uiell ini vartiiiig anthd p'ofit.4 for purposes of secttions' 9.52, 95. and
9.,(. if it is estulwiil'( to the siatisf.•tion or of NIt' S'(ret'tar% or his dele-
glate that such part c'ould not ihave beetn (list ribute(1 1y tle (controlled
foreign corporation it) IUnited States shareholders who own (within
lit' Ileallilg of se•tioln 9,8(10)) stock oif suchl conttrolledi foreign cor-
porit iol Iw.,ise of currency or other rest rictions0 or himitat io118 imi-
posed undlet'r the laws of any foreign coutintry.

"fu RE CO:'oRDS, AND A('coU.NTS OF I!.ITMlTD STATES SitAIItEI OLDEIIM.-
'h'flt' S•relary or his deleti'te may by regulations require each person
who is, or Ilili Ixei'', n United Slaites shareholder of a controlled foreign
corporltiOl1 iflliiiitil sin s.h records and aeotlui•ts its mInay be pire-
s.ribed by 4ulvh regulations ats nte'essary to carry out tile provisions
of this subpart."

(b) t.('H.IXtAAL AND CiacitiIAI. AxthlxDotExTs---.
(I) 1 .tion 551(b) (relating to foreign personal holding 'ot1-

)fltv in.omle includledl iII ross ititolle of United States shlare-
I ol(lers) is aniended by a1 ilin g lit the end thereof the following

IlieW slliellt'e" ''The at11ul1t iniciuded in the gross income of anv
*liitedI Stat|es shiart'eioldlter for aiiy taxilble yetr undte the preced-

ing sentence shall he reduced by such slarehiolder's proportionate
share (f tile undistributed .p ersni hoaldingl. cOmplilup L income
which is illullideti ill hls gross income tiller sect ion 951 (a) ( I ) (A) (i)
(rethiting to inloUtiits inic'luded ill gross income of United Stlt'es
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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 REFERENCES.-

"(1) For application of subsections (a) and (b) with respect to
taxes deemed paid in a prior taxable year by a United States share.
holder with respect to a controlled foreign corporation, see section
960.

"(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 taxpayer for a prior taxable
year as a 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
provided 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 I 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 lieu thereof a semicolon; and

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

"(19) to the extent provided in section 961 in the case of stock
in controlled foreign corporations (or foreign corporations which
were controlled foreign corporations) and of property by reason
of which a person is considered as owning such stock."

(c) EFFECTIVE 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.

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

FOREIGN CORPORATIONS.
(a) TREATMENT OF GAIN AS ORDINARY INCOME.-Part IV of sub-

chapter P of chapter 1 (relating to special rules for determining capital
gains and losses) is amended by adding after section 1248 (as added
by 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 copyright, 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) CONTROL.-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.

"(C) OTHER TRANSFERS OF PATENT RIGHTs, ETC., 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) CLERICAL 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) EFFsCTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1962.
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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-
p any 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 a 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
by 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.
Amendmnent 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".
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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
subsection (e), and insert the following new subsections (f), (g),
and (h):

"(d) TREATMENT OF DISTRIBUTED AND UNDISTRIBUTED CAPITAL
GAI NS 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) ADJUSTMENTs.-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 FOREIGN INVESTMENT COMPANY WITH RESPECT
TO FOREIGN TAX CREDIT.-A foreign investment company with
respect to which an election pursuant to subsection (a) is 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 sutlsection with respect to income, war profits,
and excess profits taxes described in section 901(b)(1) which are paid
by the foreign investment company during 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

"(C) shall treat the amount of such taxes, for purposes 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 pari 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.-TThe 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
company is incorporated, and

"(2) gross income derived from sources without the United
States,

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 OF 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)".
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PART 3

Expl•nmation and Draft of Amendments Recommended by Treasury
Department to Section 16 of H.R. 10650

SEC. 16. GAIN FROM CERTAIN SALES oR EXCHANGES OF STOCK I1.
CERTAIN FOREIGN CORPORATIONS

EXPLANATION OF CHANGES

1. Restriction of coverage to future earnings only.-The application
of section 16 is limited to earnings and profits of controlled foreign
corporations accumulated after December 31, 1962. Under HR.
10650, section 16 applies to earnings accumulated after 1913.

2. Coordination of treatment ojf liquidations, redemptions, sales and
exchan ges.-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 as 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 is limited to the shareholder's pro rata portion of the
corporation's earnings during 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 tax of individual shareholders.-Promgon 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 ,apital gain treatment for gains realized within the
12 month precedTing i'ation.-Amended section 16 would exempt
from the application of this section earnings and profits of a foreign
corporation attributable to the sale of assets within a 12-month period
ending on the date of the liquidation 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 Ilsands.-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. Exemption of gain with respect to the 8tocl of less developed country
corporations that Abeen hddfor 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-terin investments in lees developed countries.
SEC. 16. GAIN FROM CERTAIN SALES OR EXCHANGES OF STOCK IN

CERTAIN FOREIGN CORPORATIONS.
(a) TREATMENT OF ('AIN FROM THE REDEMPTION, ('AKCE:LLATIOX,

OR SALZ OF STOCK IN CERTAI. FOREIGN ('ORPORATIONS.- P11r't IV of
subchapter P of chapter I (relating to special rules for determining
capital gains and losses) is amended by adding after section 1247
(as added by section 15 of this Act.) the following new section:
"SEC. 1I24. GAIN FROM CERTAIN SALES OR EXCHANGES OF STOCK

IN CERTAIN FOREIGN CORPORATIONS.
"(a) 1. GE.NERAL.-If-

"(I) 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 till
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 corporation at-
tributable (under regulations prescribed by the Secretary or his
delegate) to the stock sold or exchanged were accwnulated in taxable
years of the foreign cor poration beginning after December 31, 1962
and (luring the period the stock sold or exchanged was held by such
person, be taxedin 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 del ermined
under subsection (c).

"(C) LIMITATION o-V TAx APPLICABLE 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 ca ital asset (within
the meaning of section 1221) and has been hel~d for more than 6
months, a tax equal to-

"(A) 52 percent of the sum of-
"(i) the amount described in subsection (a), plus
"(ii) an amount equal to the same proportion of any

income, war profits, or excess profits taxes paid by the
foreign corporation to any foreign country on or with
respect to earnings and profits of the foreign corporation
for the period the stock sold or exchanged was held by
the Umted States person in taxable years beginning
after December 31, 1962, which the amount determined
under subsection (a) bears to total earnings and profits
of the foreign corporation for the period the stock sold
or exchanged was held by the United States person in
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taxable years 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 gross income 48 percent of the amounts des.ribel in
(i) and? (ii) of subperagraph (A) as gain from the sale or
exchange of a capital asset held for more than 6 months; or

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

"(d) SPECIAL RCLES.-
"(1) ELIMINATION FROM EARNINGS AND PROFITS OF AMOUNTS

INCLUDED IN GROSS INCOME UNDER SECTION 951.-In determining
the amount of earnings and profit under subsection (a), there
shall be excluded from the earnings and profits attributable to
the stock sold or exchanged as detennined 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 gross income under section 956.

"(2) ELIMINATION FROM EARNINGS AND PROFITS OF GAIN
REALIZED FROM THE BALI OR EXCHANGE OF PROPERTY IN PUR-
SUANCE OF A PLAN OF COMPLETE LIQUIDATION.-lf 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 fromn
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
distributions in redemption of stock to pay death taxes)applies,"#(B) gain realized on exchanges to which section 356

(relatinF to receipt of additional consideration in certain
reorgamzations) applies, or

'(C) any amount to the extent that such amount is,
underan~yother prov'isin of this title, treated as--

"()a dividend,
"(ii) 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) •ain described in subsection (a) of any United States

person with respect to the stock of a foreign corporation which
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has qualified as a less developed country corporation (as
defined in section 955(c)) for a continuous period of at least
ten Vears ending with the date on which such gain is recog-
nized. This subparagraph shall apply only to a United
States person (if an individual, including his successors by
bequest or intestate succession) who has owned sudch stock
during the whole of sucl continuous period, and, if such
United States person is a corporation, onlyv if at no time
during the whole of suda continuous period has any individ-
ual owning 10 percent or more of the value of the outstanding
stock of such United States person transferred any of his
stock in such United States person other than by bequest or
intestate succession. In deternaining the owners ip of stock
of a United States pron, section 318(a)(I)(C)(i) sEall apply
but, without regard to the 50 percent limitation.

"(e) TAXPAYERt To E'TABLUsH EARNINGS AND Pnovms.-Unless the
taxpayer establishes the amount of the earnings and profits of the
foreign corporation to be taken into account under subsection (a),
all gain frouu the sale or exchange shall be considered a dividend under
sublsction (a), and unless the taxpayer establishes the amount of
forei~ua taxes to be taken into account under subsection (c)(1)(A),
the Innitation of such subparagrahpl shall not apply.

(b) CLERIlCAi AMENDMENT.-I-The table of sections for such part
IV is amended by adding at the end thereof the following:

"See. 1248. G(ain from certain sules or exchanges of stock in certain
foreign corporations."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to sales or exchanges occurring after December
31, 1962.



PART 4

Explanation and Draft of Amendments Recommended by Treasury
Department to Section 20 of H.R. I1N

SECTION 20. INFORMATION WITH RESPECT TO
CERTAIN FOREIGN E•NTITIES

Amendment No. 1-[This amendment would restrict the application
of tihe constructive ownership rules under section 6038 for purposes of
determining whether 50-percent U.S. control exists. It would provide
that (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 a applying clause (i) of subparagraph (C) of

section 318(a)(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.

Amendinent No. 2-[This amendhnent would liberalize the reporting
requirements under section 6046 with respect to U.S. officers and
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
need only disclose the names and addresses of 5-percent U.S. share-
holders.]

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
a 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 liable to file a return.]
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On page 237, line 22, redesin~ate subsection (e) as subsection (f)

and insert the following new subsection (e):

(e) LimiT.atopi.-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 citizen, resident, or person becomes liable
to file a return required under subseetion (a).
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