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1 (b) AMENDMENT OF 1954 CODE.-Except as otherwise

2 expressly provided, wherever in titles I, II, and III, of this

& Act an amendment or repeal is expressed in terms of an

4 amendment to, or repeal of, a section or other provision, the

5 reference is to a section or other provi of the Internal

6 Revenue Code.

7 TITLE I-FOREIGN INVESTORS
8 TAX ACT

.9 $I , J.01, SHORT TITLE.

10 This title may be cited as the "Foreiqn Investors Tax Act

11 of 1966"'.

12 SEC. 102. SOURCE OF INCOME.

13 (a) INTEREST.-

14 (1) (A) Subparagraph (A) of section 861(a) (1)

15 (relating to interest from sources within the United

16 States) is amended to read as follows:

17', . "(A) interest on amounts described in. b-

18 seetiwn. (c) received by a nonresident aliei indi-

19. vidual oi' a foreign corporation, if such interest is

20 not effectively connected with thc conduct of a trade

21 or business within the United States,".

22 (B) Section 861 is amended by addifig at the end

23 thereof the following new subsection:

24 "(c) INTEREST ON DEPOSITS, ETC.-For purposes of
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1 subsection (a) (1) (A), the amounts described in this sub-

2 section are.-

3 "(1) deposits with persons carrying on the bank-

4 ing business,

5 "(2) deposits or withdrawable accounts with say-

6 ings institutions chartered and supervised as savintis

7 and loan or similar associations under Federal or State

8 law, but only to the extent that amount, paid or credited

9 on such deposits or accounts are deductible under section

10 591 (determined without regard to section 265) in con-'

11 puting the taxable income of such institutions, and

12 "(3) amounts held by an insurance company under.

13 an agreement to pay interest thereon.

14 Effective with respect to amounts paid or credited aftei'

15 December 31, 197.1, 8ubsection (a)(1) (A) and this snub-

16 section shall cease to apply."

17 (2) Section 861(a) (1) is amended bIy striking out

18 subparagraphs (B) and (C) and inserting in lieu

19 thereof the following:

20 "(B) interest received from a resident alien

21 individual or a domestic,,corPoration, when it is

22 shown to the satisfaction of the Secretaryj or h i.q dehc-

23 gate that less than 20 percent of the gross income

24 from all sources of such individual or Such corpora-
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1 tion has been derived front sources within the United

2 States, as determined under the provisions of this

3 part, for the 3-year period ending with the close of

4 the taxable year of such individual or such corpora-

5 tion preceding the payment of such interest, or for

6 such part of such period as may be applicable,

7 "(C) interest received from a resident foreign

8 corporation (other than interest paid or credited

9 after December 31, 1,971, from a domestic branch of

10 a foreign corporation, if such branch is engaged in

11 the commercial banking business), when it is 'shown

12 to the satisfaction of the Secretarj o 'i. deaie that

13 less than 50 percent of the gross income from all

14 sources of such foreign corporation for the 3-year

15 period ending with the close of its taxable year pre-

16 ceding the payment of such interest (or for such part

17 o/ such period as the corporation has been in e.iist-

18 ence) was effectively connected with the conduct of

19 a trade or business within the United States,

20 "(D) in the case of interest received from a

21 resident foreign corporation (other than interest paid

22 or credited after Decumber 31, 1971, from a do-

23 mestic branch of a foreign corporation, if such

24 branch is engaged in the commercial banking busi-

25 ness) 50 percent or more of the gross income of
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1 which from all sources for the 3-year period ending

2 with the close of its taxable year preceding the pay-

3 meant of such interest (or for such part of such

4 period as the corporation has been in existence) was

5 effectively connected with the conduct of a trade or

6 business within the United States, an amount of such

7 ink'rest which bears the same ratio to such interest

8 as the gross income of such foreign corporation for

9 such period which was not effectively connected with

10 the conduct of a trade or business within the United

11 States bears to its gross income from all sources,

12 "(E) income dei-ived by a foreign central bank

13 of issue from bankers' acceptances, and

14 "(F) interest on deposits with a foreign branch

15 of a domestic corporation or,a domestic )artnershl .,

16 if such branch is engaged in the commercial bankin.j

17 business."

18 (3) Section 861 (relating to income from sources

19 within the United States) is amended by adding after

20 subsection (c) (as added by paragraph (1) (B)) the

21 following new subsection:
'I

22 "(d) SPECIAL RULES FOR AI"'LJc.ITION OF PAIRA-

23 GRAPHS (1)(B), (1)(C), (1)(D), AND (2,?)(B) or

24 SUBSECTION (a).-

25 "(1) NEW ENTITIES.-Fo" l prposes of paragraphs
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1 (1) (B), (1) (C), (1) (D), and (2) (B) of subsection

2 (a), if the resident alien individual, domestic corpora-

3 tion, or foreign corporation, as the case may be, has no

4 gross income front any source for the 3-year period

5 (or part thereof) specified, the 20 percent test or the .50

6 percent test, as the case may be, shall be applied with

7 respect to the taxable year of the payor in which payment

8 of the interest or dividends, as the case may be, is made.

9 "(2) TRANSITION RULE.-For purposes of para-

10 graphs (1)(C), (1)(D), and (2)(B) of subsection

11 (a), the gross income of the foreign corporation for

12 any period before the first taxable year beginning after

13 December 31, 1966, which is effectively connected with

14 the conduct of a trade or business within the United

15 States is an amount equal to the gross income for such

16 period from sources within the United States."

17 (4)(A) Section 895 (relating to income derived

18 by a foreign central bank of issue from obligations of

19 the United States) is amended to read as follows:

20 "SEC. 895. INCOME DERIVED BY A FOREIGN CENTRAL

21 BANK OF ISSUE FROM OBLIGATIONS OF

22 THE UNITED STATES OR FROM BANK DE.

23 POSITS.

24 "Income derived by a foreign central bank of issue from

25 obligations of the United States or of any agency or in-
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1 strumentality thereof (including beneficial interest, participa-

2 tions, and other ingtruments issued under section 302(c) of

3 the Federal National Mortgage Association Charter Act)

4. which are owned by such foreign central bank of issue, or

5 derived from interest on deposits with perso carrying on

6 the banking business, shall not be included in gross income

7 and shall be exempt from taxation under this subtitle unless

8 such obligations or deposits are held for, or used in con-

9 nection with, the conduct of commercial banking functions or

10 other commercial activities. For purposes of the preceding

11 sentence the Bank for International Settlements shall bo

12 treated as a foreign central bank of issue."

13 (B) The table of sections for subpart C of part 11

14 of subchapter N of chapter 1 is amended by striking out

15 the item relating to section 895 and inserting in lieu

16 thereof the following:

"See. 895. Income derived by a foreign central bank of issu
from obligations of the United States or frma
bank deposits."

17 (b) Di 'IDENDS.-Section 861(a) (2) (B) relatingg to

18 dividends from sources within the United States) is amended

19 to read as follows:

20 "(B) from a foreign corporation uldess leas

21 than 50 percent of the gross income from all

22 sources of such foreign corporation for the 3-year

2 period ending with the close of its taxable year pre-
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I ceding the declaration of such dividends (or for such

2 part of such period as the corporation has been in

3 existence) was effectively connected with the con-

4 duct of a trade or business within the United States;

5 but only in an amount which bears the same ratio to

6 such dividends as the gross income of the corpora-

7 tion for such period which was effectively con-

8 nected with the conduct of a trade or business within

9 the United States bears to its gross income from all

10 sources; but dividends (other than dividends for

11 which a deduction is allowable under section

12 245(b)) from a foreign corporation shall, for pur-

13 poses of subpart A of part III (relating to foreign

14 tax credit), be treated as income from sources with-

15 out the United States to the extent (and on~y to the

16 extent) exceeding the amount which is 10/85ths

17 of the amount of the deduction allowable under see-

18 tion 245 in respect of such dividends, or".

19 (c) PERSONAL SERVCES.-Section 861(a) (3) (C)

20 (ii) (relating to income f 'or personal services) is amended

21 to read as follows:

22 "(ii) ar individual who is a citizen or

23 resident of the United States, a domestic part-

24 nership, or a domestic corporation, if such

25 labor or services are performed for an office



91

1 or place of business maintained in a foreign

2 country or in a possession of the United States
3 by such individual, partnership, or corpora-

4 ton."

5 (d) DEFIfNTiONS.-Section 864 (relating to defini-

6 tions) is amended--

7 (1) by striking out "For purposes of this part."

8 and inserting in lieu thereof

9 "(a) SALE, ETC.-For purposes of this part,"; and

10 (2) by adding at the end thereof the following

11 new subsections:

12 "(b) TRAnE OR BusINEss tVITHIN THE UNITED

13 ST.mTES.-For purposes of this part, part II, and chapter 3,

14 the term 'trade or business within the United States' in-

15 cudes the performance of personal services within the United

16 States at any time within the taxable year, but does not

17 include-

18 "(1) PEIt,'ORM. I.'CNEOF PERSONAL SER VICES FOR

19 FOtEIGN EJM'LOYER.-The performance of personal

20 services-

21 "(A) for a nonresident alien individual,

22 foreign partnership, or foreign corporation, not en

23 gaged in trade or business within the United States,

24 or

25 "(B) for an office or place of business main-
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4 tained in a foreign country or in r, possession of the

2 United States by an individual who is a citizen or

3 resident of ,the United States or by a domestic

4 partnership or a domestic corporation,

5 by a nonresident alien individual temporarily present in

6 the United States for a period or period not exceeding

7 6a, total of 90 days during the taxable year and whose

8 compensation for such serves does not exceed in the

9 aggregate $3,000.

10 "(2) TRADING IN SECURITIES OR COMMODITIES.-

11 "(A) STOCKS AND SECURITIES.-

12 ' "(i) IN GEANERAL.-Trading in stocks or

13 securities through a resident broker, commission

14 agent, custodian, or other independent agent.

15 "(ii) TRADING FOR TAXPAYER'S OWN

16 ACCOUNT.-Trading in stocks or securities for

17 the taxpayer's own account, whether by the tax-

18. payer or his employees or through a resident

19 broker, commission agent, custodian, or other

20 agent, and whether or not any such agent has

2 '" .discretionary authority to make decisions in

22, electing the transactions. This clause shall not

23 apply in the case of a deler in stocks or securi-

24 ties, or in the case of a corporation (other than

25 a corporation which is, or but for section 542
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(c) (7) orM3(b) (1) (C) would be, a personal

2 holding company) the prince* business of

£ 3 which is trading inst.ok orsecurities for its

4 own account, if .is ',principal office is in the

5 United States.

6 "(B) CoMmoDiTns..-

7 "(i) IN OBNERAL."o-Ttading in commodi-

8 ties through a resident rober, commission agent,

9 custodian, or other, independent agent.

i10 "(ii) TRADING POR TAXPAYER'S OWN

11 AcCOGUT.--Tradinq in commodities for tho

12 taxpayer's own acoount, -Whether by the tax,

13 payer or his employees or through a resident

14 broker, commmio agent, custodian, or other

15 agent, and whether or nt any such agent has

16 discretionary authorityto make decisions in ef-

17 fecting the transactions, This clause shall not

18, apply in the case of a dealer in commodities.

19 "(iii) LmTATVON.."Clauses (i) and (ii)

20 shall apply only if the commodities are of a kind

21 customarily dealt in on ai~organized commodity
'I

22 exchange and if the transaction is of a kind

23 customarily consummated at such -place.

24 "(C) LimlTATION.,-ubpargraph.s , (A) (i)

25 and (B) (i) shall apply only if, at no time during the
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taxable year, the taxpayer has an office or other fixed

2 place of business in the United States through which

3 or by the direction of which the transactions in

4 dtock@ or securities, or in commodities, as the cast

5 may be, are elected.

6 "(c) EFFECTIVELY CONNEcTED INCOME, ETC.-

7 "(1) GENERAL RULE.-For purposes of this title-

8 "(A) In the case of a nonresident alien indi-

9 vidual or a foreign corporation engaged in trade or

10 business within the United States during the taxable

11 year, the rules set forth in paragraphs (2), (3),

12 and (4) shall appll in determining the income,

13 gain, or loss which shall be treated as effectively con-

14 neted with the conduct of a trade or business within

15 the United States.

16 "(B) Except as provided in section 871(d) or

17 sections 882(d) and (e), in the case of a nonresi-

18 dent alien individual or a foreign corporation not

19 engaged in trade or business within the United States

20 during the taxable year, no income, gain, or loss shall

21 be treated as effectively connected with the conduct

22 ofa trade or business within the United States.

23 "(2) PERIODICAL, ETC., INCOME FROM SOURCES

'2 WITHIN UNITED S TA TES--FAICTORS.-In determining

25 whether income from siorces within the United States
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1 of the types described in section 871(a) (1) or setidn

2 881(a), or whether guint or loss frum avurccs within

3 the United States from the sale or achunde o capikl

4 assets, is e/frwtively connected with the conduct uf 'a

5 trade or business within the Unitd Stae, the fact's

6 taken into account shall inclde whther--

7 "(A) the income, gain, or oss i's derived fromt

8 a.ts used in or hltd for ume in the conduct of such

9 trade or business, o

10 "(B) the activities of tch trA de or business

11 wrere i material factor in the realization of the in-

12 come, gain, or 6ss.

13 lin determining whether an (eI is used in or held for

14 u.e in the conduct of such trade or business or whether

15 the activities of such trade or business were a material

16 factor in realizing an item of income, gain, or loss, due

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

18 8uch income, gain, 01 loss was accounted for through

19 such trade or business. In applying this paragraph atul

20 paragraph (4), interest referred to in section 861(a)

21 (1) (A) shall be considered income from sources within
'I

22 the United States.

23 (3) OTIER INCOME FROM SOURCES WITHIN

24 UNITED STATES.-All income, gain, or loss from sources

25 u'ithin the United States (other than income, gain, or
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1 IoN to voi'A paragraph (2) applies) shall be treated

2 w elfetively oonnected with the conduct of a trade or

8 businm Wihin the United States.

4 "(4) INCOME FROM SOURCR8 WITIuIr UNITED

&8r~rms.-

6 "(A) Emwept as provided i su ,ragraphas

7 (B) and (C), no income, gain, or loss from sour's

8 withow the U aild States shall be treated as ejec-

9 tively connected with the conduct of a trade or

10 buixess within the United States.

11 "(11) Inme, gain, or loss from sources with-

12 out the United States shall be treated as ejfectively

13 eonne d with the conduct of a trade or businea,

14 within the United States by a nonresident alien

15 individsid or a foreign corporation if such person

16 has an )ffrm or other ired place of biness within

17 the United States to which such income, gain, or

18 loss is attributable and such income, gain, or loss-

19 "(i) consists of rents or royalties for the

20 use of or for the privilege of t*sing intangible

21 property described in section 862(a)(4) (in-

22 chfing any gain or loss realized on the 5ulZ of

28 sucih property) derived in the active conduct

24 of such trade or basiness;

25 "(ii) consists of dividend. or interest, or
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1 gain or loss from the sale or ewhange of stw.k

2 or notes, bonds, or other evidences of indebtd-

3 nes, and either is derived in the active conduct

4 of a banking, "financing, or similar business

within the United Atales or is received by a

6 corporbtion the principal business of which is

7 trading in stocks or securities for its own ac-

8 coni; or
9 a"(ij) is derived from the sale (without

10 the United Staie) throuq such office or flwd

11 place of business of personal property described

12 i section 1221(1), except that this clawe

13 sh"ll not apply if the property is sold for %,

14 conmption, or dipoition outside the Unbd

15 80ate and an o#e or ther PW pkwe of bi-
16 ness of the taxpayer outside e',United States

17 participated materially i such sale.

18 "(C) In the case of a foreigncorporation tax-

19 able, under part I of subchapte L, amy income front,

20 sources without the United State which is attrib-

21 uaUe 96 it, United. Stats bag s #hall be treated
'I

22 at 4e"WIMly 0onncd with 6e o9m t of a trade

23 or. b uives wihin hem Unitd Sta""

24 "(D) No iolmE fNOm mav without Me



1 United States shall be treated as effectively connected

2 with the conduct of a trade or business within the

3 United States if it either-

4 "(i) consists of dividends, interest, or

5 royalties paid by a foreign corporation in which

6 the taxpayer owns (within the meaning of

7 section 958(a)), or is considered as owning

8 (by applying the ownership rules of section

9 958(b)), more than 50 percent of the total

10 combined voting power of all classes of stock

11 entited to vote, or

12 "(ii) is subpart F income within the mean-

13 ,ing of section 952(a).

14, "(5) RULE FOR APPLICATION OF PARAGRAPH

15, (4) (B).-For purposes of subpara~paph (B) of para-

,16 graph (4)-,

17 ., "(A) in determining whetlier a nonresident

18 alien individual or a foreign corporation has an of-
11$" flee or other fixed place of businms, an office or other

20 fixed place of business of an agent shall be disre-

21 garded unless such agent (i) has the authority to ne-

22 gotiate and conclude contracts, i z the name of the

23 nonresident alien individual or foreign corporation

24 ,. and regularly exercise's that auith*ority or has a stock

25 of merchandise from which he regularly' fills orders
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1 on behalf of such individual or foreign corporation,

2 and (ii) is not a general commission agent, broke',

3 or other agent of independent status acting in the

4 , ordinary course of hi.4 business,

5 "(B) income, gain, o' loss shall not be con-

6. qidered as altibutable to an office or other fixed

7 place of business within the United States unless such

8 office or fixed place of business was a material facto,

9 in the production of such income, gain, or loss and

10 such office or fixed place of business regularly carried

on activities of the type frm, which such income,

12 gain, or loss 'as ('rived, and , I

13 1 "(C) the income, gain, or loss which shall ,be

14 attributable to an office or other fAledplace of busi-

15 ness within the United States shall be the income,

16 , gaini, or loss properly allocable thereto but, in the

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

18 paragraph; the income which shall be treated as at-

19 tributable to an office or other fixed place of business

20
'within the United States shall not exceed the income

21 which Would be derived from, sources within the
22

22 United Statkq if the sale were miade in the United

2323 , States."

24
(e) EF'FEUCI [?E DA TES.-

25 (1) The anwndments made by subsections (a),
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1 (c), and (d) shall apply with respect to taxable years

2 beginning after December 31, 1966; except that in

3 applyfing section 864(c) (4) (B) (iii) of the Internal

4 Revenue Code of 1954 (as added by subsection (d))

5 with respect to a binding contract entered into on or

6 before February 24, 1966, activities in the United

7 States on or before such date in negotiating or carrying

8 out such contract shall not be taken into account.

9 (2) The amendments made by. subsection (b)

10 shall apply with respect to amounts received after De-

11 cember 31, 1966.

12 SEC. 103. NONRESIDENT ALIEN INDIVIDUALS.

13 (a) TAX ON NONRESIDENT ALIEN INDIVIDUALS.-

14 (1) Section 871 (relating to tax on nonresident

15 alien individuals) is amended to read as follows:

16 "SEC 871. TAX ON NONRESIDENT ALIEN INDIVIDUALS.

17, ,0"(a) INCOME NOT CONNECTED WITH UNITED

18 .SASs BuInnsE -80 PERCENT TAX.-

19 "(1) INCOME OTHER THAN CAPITAL GAINS.-

20 There is hereby imposed for each taxable year a tax of

21 30 percent of the amount received from sources within

22 , the United States by a nonresident alien individual as-

23 "(A) interest, dividends, rents, salaries, wages,
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I premiums, annuities, compensations, remunerations,

2 emoluments, and other fixed or determinable annual

3 or periodical gains, profits, and income,

4 "(B) gains described in section 402(a) (2),

5 403(a) (2), or 631 (b) or (c),

6 "(C) in the case of bonds or other evidences of

7 indebtedwea issued after September 28, 1965,

8 amounts which under section 1232 are considered as

9 gains from the sale or exchange of property which

10 is not a capital asset, and I

11 "(D) gains from the sale, or exchanj(e after

12 October 4, 1966, of patents, copyights, secret pro..

13 e'sw and formulas, good will, trademnarks, trade

14 brands, franchises, and other like property, or elI

15 any interest in any such property, to the extent uoh'

16 gains are from payments which are contingent on-

17 the productivity, use, or disposition of the property

18 or interest sold or exchanged, Qr froM payments

19 which are treated as being so contingent, under sub-

20 8t weion (e), 1, . 4

21 but only to the extent the amount so received is ;not effeo-
'I

22 . tively connected with the conduct of, a trade or business

within the United States,
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1 "(2) CAPITAL GAINS OF ALIENS PRESENT IN THE

2 UNITED STATES 188 DAY8 OR MORE.-I'n the case of a

3 nonresident alien individual present in the United States

4 for a period or periods aggregating 183 days or more

during the taxable year, there is hereby imposed for such

6 year a tax of 30 percent of the amount by which his

gains, derived from sources within the United Statek,

8 from the sale or exchange at any time during such year

of capital assets exceed his losses, alloedble to sources

10 within the United States, from the sale' or exchange at

i1 any time during such year of capital'' sets. For puk-

12 poses of this paragraph,' gains and losses shall be taken

13 into'account only if, and to the extent that, they would

14 be recognized and taken into accour I "if- e'h gains anI

15 losses were effectively connected with the conduct of a

16 trade or business within the United States, except that

17, such gaim and losses shall be determined ubithout regard

18 to section 1202 '(relating to deduotion'for'capital gains)

it,' and such losses shall be determined without the benefits

20 of the capital loss carryover providedoit section 121k.

2 '-"Any gain or lo's which is taken into a counting deter

22 mining the tax under paragraph (1) or 'subs8etion "b()

23 shall not be taken into account in, deteminik'# the t"

24 under this paragraph. For purposes of the 183-day re-

25 quirement of this paragraph, a nonresident alien individ-
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1 ual not engaged in trade or business within the United

2 States who has not established a taxable year for any

3 prior period shall be treated as having a taxable "yeal'

4 which is the calendar year..

5 "(b) INCOME CONNECTED WITH UNITD STATE

6 BUSINESS-GRADUATED RATE OF TAX..-

7 "(1) IMPOSITION OF TAX.-A nonresident alieh

8 individual engaged in trade o business wiihin th

9 United States during'the taxable year shall be taxab1W

10 as provided in section 1 or 120-1 (b) on, his taxable "income

11 which is effectively connected with'the' coduct of a tradel

12 or business within the United States. ,t

13 "(2) DETEMINATION OF TAXABLE JNCOME.-In'

14 determining taxable income for purposes of paragrap r.

15 (1), gross income includes only gross' income which is

16 effectively connected with the conduct 1f 'a trade or;

17 business within the United States. ' "

18 "(C) PARTICIPANTS IN CERTAIN EXCHANGE OR

19 TRAINING PROGRAMS.-For purposes of this section, a non-

20 resident alien individual who (without regrd'to this sub-"'

21 section) is not engaged in trade or i'siness within the'
tI

22 United States and who is temporarily present in the United

23 States as a nonimmigrant under subparagraph (F) or (J),

24 of section 101(a)(15) of the hnmiqralion'and Nationality

25 Act, as amended (8 US.d.- 1101 (a) (15) '(F,) br (J))(
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1 .,shall be tremtd as a nonresident alien individual engaged in

, trqcl or business within the United States, and any income

3, described in section 1441(b) (1) or (2) which is received

4 by such individual shall, to the extent derived from sources

5,.within th ,United States, be treated as effectively connected

6 with the conduct :of a trade or. business within the United
7 $. tates ,

8 ,(d), ILECJVON To TREAT REAL PROPERTY INCOME

A$ , INCOM9il CONNECTED WITH UNITED STATES Busi-

10 N7SS, ,

11. "(1) I oNER44-A nonres t alien. individ.

12 ual who during the taxable year derives any income--

13 1 1 "(A) from real property.held for. the produo-

tioz of income and located in ,the United States,

15 or from, any interest in such real property, in-

16 cludi'n, (1) gains from the sale or. change of such

17 real property or a#_ interest therein, (ii) rents or,
18 royqltis from minos, weis, or other natural deposit#,!

19 and, (iii) gains dscribed , in section. 631 (b) or (c),:
20 , and ,, , ,

21, . (B) which, but for this subsection, would not

'" , ,,e treated as income., which is efectivdy,, conftected

with. the conduct of, a trade or business, within the

'I24, United States,
25 a\. a t frsvdh t( a ,ear, to trea 4 sth. income
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1 as income which is effectively connected with the con-

2 duct of a trade or busine s within the United States.

'3 In 8uch case, such income small be taxable as provided

4, in subsection (b) (1) whether or not such individual

5 is engaged in trade or business within the United States

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

graph for any taxable year shall remain in effect for

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

9 yoked with the consent of the Secretary or his delegate

10 with respect to any taxable year.

11 "(2) ELECTION AFTER REVOCATION.-I-f an elec-

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

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

14 under such paragraph for any taxable year before the;

15 , 5th taxable year which begin. after the first taxable

16 year for uhich suwh revocation is effective, unlh,. the

17 , Secretary or his delgate consents to mch new election.

18 "() FORM AND TIME OF L.RCTION AW REI'O-

19, VATQY,.-An election under paragraph (1), and any

20 revocation of such an election, may be made only in

21 sch, manner, -and at such time as the Secretary or his

22 , iekg~it. 'y by regulations iremiobe.

23 ; "(e, GALINNFRO# ALSE oR ExcHANvGh OF CERTAIN

Iy4N!l iBL E1 PROpR TY.-For purpose of subsection (a)



1 (1) (D), and for purposes of sections 881 (a) (4), 1441 (b),

2. and 1442 (a)--

"(1) PAYMENTS TREATED AS CONTINENT ON'

4 rSE, ETC.-If more than 50 percent of the gain for

5 any taxable year from the sale or exchange of any patent,

6 copyright, secret process or formula, good ill, trade-

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

6 of any interest in any such property, is frompayments

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

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

11 the taxable year from the sale or exchange of such prop-

12 erty or interest shall be treated as being from payments

13 'which are contingent on the productivity, use, or dispo-

14 sition of such property or interest.

15 "(2) SOURCE RLE.-In determining whether'

16 gains described in subsection (a) (1) (D) and sectionl

17 881(a) (4) are reeeived from sources within the United

18 States, su-ch gains shall be treated as rentals or royalties

1W 'for . use of, or privilege of using, property or an

20 interest in property.

21 "(f) CERTAIN ANNUITIES RECEIVED UNDER QUALI-

22 FlED PLAN.-The tax' imposed by subsection (a) shall not

23 apply to any amount received as ai aftuity under h qualified

24,, annuity plan described in section 403(a) (1), or frm a'jual-



1 'ifiedtr4ust desc'bed in section 491 (a) which is exempt from

2 tax under section 501 (a), if-

3"' "(1) rall of the personal services by reasm of which

4 ''sic annuiq is payable tiere either (A) personal serv'-

5 ites perfOrmed outside the United States by an individual

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

7 ices, was a nrnresident alien, or (B) personal services

8 described in section 864(b)(1) performed within the

9 United States by such individual, and

10 ' "(2) at the tir.,e the first amount is paid as such

11 annuity inder such (mnI ity plan, or byj such trust, 90

12 percent or mfore of thu, empio!/ees for whom contributions

13 or benefits* are provided under such aninuiti plan, Or.

1, under'the pl~an or plans of, which such trust is a part,'

15 are citizens or residents of the United States."

16 '"(g) Citoss REP,.mENcPs.-

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

"(2) For taxation of nonresident alien Individuals who
are expatriate (1'lied States citizens, see section 877. ,.,

"(3) For doubling of tax on citizens of certain foreign
counties, see section 891.

"(4) For adjustment of tax in case of nationals or resi.
dents of certain foreign countries, see section 896.
"(5) For withholding of tax at source of nonresident

alien individuals, see section ri44.
'(6) For the requirement of making a declaration of

estimated tax by certain nonresident alien Individuals,
',' 'see section 6015(.",

ii. ', (2) Setion 1";(relting to tax on individuals) is

18 amended by redesignating subsection -(d) as subsection:



1 (e), and by inserting after subsection (c) the follow-

2 ing new subsection:

8 "(d) NONRESIDENT AL 8.--In the ase of a non-

4 resident alien individual, the tax imposed by subsection (a)

5 shall apply only as providil by section 871 or 877."

6 (b) GRoss INCOME.-

7 (1) Subsection (a) of section 872 (relating to

8 gross income of nonresident alien individuals) is

9 amended to read as follows:

10 "(a) GENERAL RUL.-In the case of a nonresident

11 alien individual, gross income includes only-'

12 "(1) gross income which is derived from sources

13 within the United States and which is not effectively

14, connected with the conduct of a trade or business within

15 the United States, and

16 "(2) gross income which is effectively connected

17 with the conduct of a trade or business within the

18 United States."

19 (2) Subparagraph (B) of section 872(b) (3) (re-

20 lating to compensation of participants in certain ex-

21 change or training programs) is .amended by striking

22 out "by a domestic corporation" and inserting in lieu

23 thereof "by a domestic corporation, a domestic partner-

24 ship, or an individual who is a citizen or resident of the

20. United States".
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1 (3) Subsection (b) of section 872 (relating to

2 exclusions from qross income) is amended by adding at

3 the end thereof the following new paragraph:

4 "(4) CERTAIN BON) INCOME OF RESIDENTS OF

5 THE 'RYUKYU7 ISLANDS OR TnE TRUST TERRITORY OF

6 THE PAcIFIc SLA NDS.--ln'come derived by a nonresi-

7 dent alien individual from a series E or series H United

8 States savings bond, if such individual acquired such

9 bond while a resident of the Ryukyu Islands or the Trust

10 Territory of the Pacific Islands."

11 (c) DEDUCTIONS.-

12 (1) Section 873 (relating to deductions allowed to

13 nonresident alien individuals) is amended to read as

14 follows:

15 "SEC. 873. DEDUCTIONS.

16 "(a) GENERAL RuL.--In the case of a nonr&es

17 alien individual, the deductions shall be allowed only frI

18 purposes of section 871(b) and (except as provided by sub-

19 second (b)) only if and to the exten that they are con-

20 napted with income which i effectively connected with the

21 conduct of a trade or business within the United States; qud

22 the proper apportionment and allocation of t4 , deductions

23 for. thN purpose sall be determined as provided in regula-

24 tons prescribed by the Secretary or his delegate.
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1 "(b) ExCEPTIO .- The following deductions shall ,be

2 allowed whether or not they are connected with income

3 which is effectively connected with the conduct of a trade

4 or business within the United States:

5 "(1) LosSEs.-The deduction, for loses of prop-

6 erty not connected with the trade or businep if arising

7 from certain casualtie A or tf eft, allowed by section,

8 165(c)(3), but only if the loss is of property located

within the, United States.

10 "(2) CHARITABLE CONTRIBUTIONS.-The deduc-

11 tion for charitable contributions and gifts allowed I!
12 '

section 170., ,

13 "'(3) PERSONAL HXEMPTON.,'-The deduction for

14 personal exemptions allowed by section. 141; e.rcept that

15 in the case of a nonresident alien individual wh, is'not a

16 resident of. a ontiguous ..-unky only ona 'exemptimi

17 sha, beallowed under section 151.';,

18 "(c) CROSS RH:ERVXGR.-- , .

"For dikalloance of standard deIaptqon, #fe ection

19 (2) Section 154(3) (relating' to cross refences

20" in 'respect of deductions for pethala .iemt$ons) pis

21 amended to read as follows: '

"(3) Far exemptions of 'nonresident aliene ee section
873(b)(3)."
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I (d) ALLOWANCE OF DEDUCTIONS AND (JREDITS--

2 Subsection (a) of section 874 (relatinq to filing of rehtr..)

3 is amended to read as follows:

4 "(a) RETURN PREREQUISiTTE TO ALLO1'ANCE.TA

5 nonresident alien individual shall receire the benefit of the

6 deductions and credits allowed to him in this subtitle only

7 by filing or causing to be filed with i~te Secretary or his

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

9 in subtitle F (sec. 6001 end following, relating to procedure

10 and administration), including therein al(,the information

11 which the Secretary or his delegate may, deeiq necessary

12 for the calculation of such deductions and credits., This sub-

13 section shall not be construed to deny, the. credits provided

14 by sections 31 and 32 for tax withheld at source or the credit

15 provided b section 39 for', certain uses of gasoline and

16 lubricating oil."

17 (e) BENRIrcI,IIUEs OF ESTATES AND TRUSTS.-

18 (1) Section 875, relatingq to partnerships) is

19 amended to read as follows:-

20 "SEC. 875. PARTNERSHIPS; BENEFICIARIES -OF ESTATES

21 ANDTRUSTS.
'I

22 "For purposes of this subtitle-

23, "(1) a nonresident alien individual or foreign aor-

' ,
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1 poration shall be considered as being engaged in a trade

2 or business within the United States* if the partnership

3 of which such individual or corporation 'is a' member is

4 so engaged, and

5 "(2) a nonresident alien individual or foreign cor-

6 poration which is a befieficiary of an estate or trust which

7 is engaged in any trade or business within the United

8 States shall be treated as being engaged in such trade or

9 business within the United States."

10 (2) The table of sections for subpart A of part IH

11 of subchapter N of chapter 1 is amended by striking out

12 the item relating to section 875 and inserting in fieu

13 thereof the following:

"Smc. 875. Pa'tnerWps; beeflcrie of esttes orn. trusts."

-14 (f) EXPATRIATION To AVOID TAX.t,"

15 (1) Subpart A of part I of subehapter N.of chap-

16 ter .1 -(relating to nonresident .alien individuals) is

17 amended by redegnating section 877 as section 878,

18 and by inserting after section 871; the foUowing newv

19 section .

20 "SEC. 877. EXPATRIATION TO AVOIDTAX.

21 "(a) IN GENERAL -Every nonresident alien individual

22 who at any time after March 8, 1965, and within the 104-

23 year period immediately preceding the close of the taxable

24 year lost United States citizenship, unless such loss did not



1113

1 have for one of it8 principal purposes the. avoidance of taxes

, ,9 under this subtitle or subtitle B, shall, be taxable for m<'ch

3t azable year in the manner' provided in subseetiot. (b) if the

4 tax imposed pursuant to sueh subsection e.weeds the tax

5 which, Without regard to this section, is imposed pursuant to

6 section 8741

7 , "(b) ALTERNATIvE Tjx.-A nonresident alien idivid-

8 ual described in subsection (a) shall be taxable for the tax-

.9 able year as. provided in. section 1 or section 1201(b),

10 except that-

11 "(1) the gross income shall include only the gross

12 income described in section 872(a) (as modified lIj

13 subsection (c) of this section), and

14 ."(2) the deductions shall be allowed if and to ike

15 extent that they are connected with he gross income

16 included under this section, exceptthat, the capital loss

17 carryover ,providd by section 1212(b) shall not, be

18 allowed; and the proper allocation and apportionnment of

19 the deductions for this purpose .shall ,be determined as

20 provided under regulations prescribed by the Secretary

21 or his delegate. .

22 For purposes of paragraph ( h) , fdhuzcions -allowed, by

23 section, 873(b) shall be allowed; y4., tb, e deduiow (for
24, losses not connected with the trade or busi i inogrted -in

J. 69-350---8
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1- transactions entered into for profit) allowed by section

2 165(c) (2) shall be allowed, but only if the profit, if srch

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

4 gross income under this section.

5 "(c) SPECIAL RULES OF SOURCE.-For purposes of

6 subsectin (b), the following items of gross income shall

7 be treated as income from sources within the United States:

8 "(1) SALE OF PROPERTY.-Gains on the sale or

91 "exchange of property (other than stock or debt'obliga-

10 tions) located in the United States.

11 "(2) STOcK OR DEBT OBLIGATIONS.-Gains on the

12 sale or exchange of stock issued by a domestic corpora-

13 hon or debt obligations of United 'States persons or of

14 the United States, a State or political sAbdivision thereof,

15 or the District of Columbia.

16 "(d) EXCEPTION FOR Loss OF CtTZENSIIP FOR CER?-

17 TAIN CAUSES.-Subsection (a) shall ,not apply"to a nonl-

18 resident alien individual whose loss"of United States citizen-

19' ship resulted from th application of section 301 (b), 350, or

20 355 of the Immigration and Nationality Act, as amended

21 (8 U.S.C. 1401(b), 1482, or 1487).

"(e) BURDEv'oF'PkObF.2-If the Secretary or his dele-

23 gate establishes that it is reasonable to believe that an. iidi-

t"tdual's loss of United States citizenship would, but for this

25 section, result in a substantial reduction for'the taxable year



115

1 in the taxes on his probable income for such year, the burden

2 of proving for such taxable year that such loss of citizen-

3 ship did not have for one of its principal purposes the

4 avoidance of taxes under thih subtitle or wubtitle B shalt, be

5 on such individual."

6 (2) The table of sections for subpart A of part Hi

7 of subchapter N of chapter 1 relating to nonresident

8 alien individuals) is amended by striking out the item

9 relating to section 877 and inserting in lieu thereof the

10 following:

"See. 877. axpatrlatow to avoid tax. ,
'"ee. 878. Foreign educatimoal, charitable, and certain other

eJ'exmpt organization."

11 (g) PARTIAL EXCLUSION OF Di nDENDS.-Subsection

12 (d) of section 116 (relating to certain, nonresident aliens

13 ineligible for exclusion) is amended to read as follows:

14 "(d) (CERTAIN NONRESIDENT ALIENS INELIGII4,E

15 FOR EXCLUSION.-In the case of a nonresiden. alien indi-

16 viduial, subsectiol, (a) shall apply only-

17 "(1) in determining the ta imposed for the tax-

18 able -year pursuant to section 71(b), (l) and only,.in

19 respect of dividends which are effectively connected with
'I

20 the conduct of a trade or business within the United

21 States, or

22. "(2) in determining the tax imposed for the ax-

23 able year pursuant to section 877(b)."
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1 (h) WITHHOLDING OF 'TAX 'ON NONRESID14NT

2 LEN&--8ectin 1441 (relating to withholding of taxon

- nonresident alens) is amended-a-

4 (1) by striking out ", or of any partnership not

5 engaged in trade or business within the United States and

\ 6 composed in whole or in part of nonresident aliens," in

7 suboetion (a) and inserting in liem thereof "or of any

8 foreign partnership";

(2) by striking out "(ecept interest on deposits

10 with persons carrying on the banking ,buibiss paid to

11 persons not engaged in business in the United States)"

12 in subsection (b);

"13' '' (3) by, striking out "and amounts described in sec-

-14' tion 402 (a) (2)" and all that follows in'the first sentence

15 of Sub;ection' (b) and inserting in 'lieu thereiof"'"gins

described in section-402(a) (2), 403(d) (2), or 61

*i~ ' ' ,(b) or (c), amounts subject to tax under sedtlo 8h"1
18 (a) (1) (C), and gains subject to tax under 8ectin 871

(a)(1)(D)."; 1 (
"20.4 b,' adding at the end of subsection (b) the fOl-

211 lowing new sentence:
"22 "Iln the case of a nonresident alien individual who is a mem-

23 ber of a domestic partnership, the items ofincome referred

2 o in subsection (a) shall 'be "treated a6 referring to irns
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I ,pecifd, in% this substionxnciuded, in his, distributive share e

2 of the income of such partnership.";

" (5) bV Mtiking out, paragraph (1) of subsectioi

4 (c) cwd, inserting ito lime thereof) the following nek

5 .,paragraph:

6 "(1) INCOMER oVNNR'TRD WITH UNITED STAT A

7, RusiNESs.-.4,o deduction or withholding under subse-

8 tion (a) shall be required in,the case of any item e

9, ,, income (other than compensation for personal services)

1,, w,*" is,, effectively',, conn'ected ,wYith the, conduct of W

,1 ,r'ad., or business, within, theI United Stats -and whichA

12, W- is included in the gro&' income of ,the rempie*t undSW

1.,,tiont871 (b ), for the kxak16 yoar.";' .

14 (6) by amending paragraph (4J of substation (c'

16 to tread'as foUkws.' \

16 , A,(4 CoMPENsAToI oP CERTAIN ALItNS.-Ut-

17 der regulations prescribed by the Secrelai'y or his dele-

18 .... gate,. empe~satim -for personal service& 4may be ex-'

19 '. erpted from deduotran and withhokling under .subsection

20\ (,),

21 (7) by, strikinj out 'amounts de&bed 'ia.8 tioniO

22 ' 402(a) (2),' section 403(a)(2), action 631 (b),*,and

23 ' (), 'and section 1235, which are onside ied tobe gains

24,,, 'from the sde 'or changee of "capital" asets,", in -para-
p. ' I , ". .
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1 graph (5) of subsectio, (c) land inserting in'lieU thereof

2 "gains described iii. section 402 (a) (2), 403(a) (2), dr

3 631 (b) or (c), and gains subject totax under sections

4 871(a) (1) (D)", and 6y striking out' ."proceeds fro&

5 such sale or exchange," in such paragraphkand inserting

6, in lieu thereof "amount payable,".;

7 (8) by adding at the end of subsection, (c) the fol-

8 lowing new, paragraph:

, '"(7) CERTAIN ,ANNUITIES RECEIVEDD UNDEW

10 , QUALIFIED PLANS.--No deduction or, withholding undoir

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

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

1s 871(f), exempt from the tax imposed by section 871'

1* ,(a)."; and

15 (9) by redesigntaing subsection, (d). as (e), and
16, by inserting , after subsection (c), the following new

17 subsection:

18 f'(d) EXEMPTION OF CERTAIN FOREIGN PARTNER-

19 SHIPS--Subject to such terms and conditions as may be

20 provided by regulations prescribed by the Swietary or his

21," delgate,,subsectiou (a) shall not apply 'in the case of a

22 forejn partnership engaged in trade or. buines within the

23 United State iif the SecrOetary or his delegate' determines

24,., that the requirements of Oubsection (a) impose an undue

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

2 ship who are nonresident alien indivduals, wil ,n,,, be jeop-

3 ardized by the exemption."

4 (i) LIABILITY FOR WITHHELD T4x.-r$ection 1461

5 (relating to return and payment of withheld tax),is amended

6 to read as follows:, .

7 "SEC. 1461. LIABILITY FOR WITHHELDTAX.

8 "Every person required to deduct and withheld any tax

9,, under t4is chapter is hereby made liable. for -sych tax and is

10 hereby indemnified against the claims qnd demands of any

11. person for the amount of any payments made in accordance

12: with the provisions of this chapter.",, ,

13 (j) DECLARATION OF EsTiMATED IycoMETAX BU

14-,' jNiV4lUAL8.--SeCtion 6015, (relating to declaration of esti-;

15 mated income tax by individuals) is amended,-"

16, ,,(1) by striking out that portion of sabsection (a)

17 which 'precedes paragraph (1) and inserting, in liew

18 thereof the following:.

19, "(a), REQUIREMENT OF, DECLARATION.--Exe Opt a#

20 otherwise proved in R8bsection, (i), every individual shall'

21 makek: q declaration of, his estimated tax for the taxable yeale.

22I

23 redesignating subsetion ( ), a, 8ubsectio23() yndintn sbei (,a, bett



(3/ by ihseting 'qfter sibsection '(kj the folloW-

2.' itty',idt subsetiom:' "

3 "(i) NONRESIDENT ALIEN 'ItlDVIDUALS.--No dec-

4 tartion hall be required to e made under' thi' section l it

5 mnnesident alien i dividual unless- ' ' ' ' ,

6 "(1) withholding under chapter 24 isf made appli.

7 cable to the imagess, ias defined in section 9401(a), of
8 sicei' individual, '

9 '(2) such individual has income (other, than cont=

10 pensation for personal services subject to deduction and

11., , withholding under section 1441) whieh'is elfectively

12 connected with the cofdtdt of" a trade or business within'

11 A thUnited States, or

14. '" 1(3) such indivdud is a resident of Ptierto Riao

15 during ihe entire table yea r."

160) 1,',jk)" OuLL eyToN ol' INCOME Tax' Ar "SOURCE ON

1 F Wl OHS .--Subsection (a) 'of section 3401 (relating to defini-

18 tion of wages for purposes of. collection of income tax at

19 n'ce) is, tneitded by W'iking "ut parajraphs (6) and (7)

20''ad tsinseiing in lieu thereof the follofng.

21,, A "'""()J,.fof, such,.serices, performed byt nonresident

22 alien individual, as may be designated by rgul6tions

,' ,'preAribed by the eoretary or his delegate; or".

24 (1) DEFINITIONS OF FOREIGN EsTA&'N oR TRUST.-

25 (1) Section 7701 (a) (31) (defining foreign estate
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1, ,"' lt'trust) iq amendedby striking out "from'sources with-

2 out the United States" and insertingj io liet thereof

", from 8frces without the United States which is not

4 " 7divey conected with the conduct of a tra'd'or busi-

5 ness within the United States,".

6 (2) Section 1493 (defining foreign trust for pur-

7 poses of chapter 5) is repealed. %

(in) CONlORNtN AMENDMINT.-The first sentence

9 of setion 932(a) (redaling to citizens of possessions of tft

10 United States) is amteded to read as folows:"Any in4-

11' ditidwual who is a citizen of any, pom io of the Unit W

1 SAtes, (but not otherwise a citizen of the United States) f

13 and who is not a resident of the U*W States shall be suitJ

14, j., to. tation under this subtitle in the same manner anw

15- subject to the same conditions as in the casge of a nonresideni

16ialien indivikW." , " '

17 (n) EFE TivE DATES.-

18 (I) The amendmntsiado by' this 'section (othdi

tke heamendmnt made by subsecions (h.),- (i), and

2 (A)) sa1J apply with reject to taxable yearbeginningJ

21 after December' 31, 1 .66.
'I

22 , (21 The amendments' made by subseion () shall

23 apply with respect o paymentsmade in taxable years

24_ -of recipients beginning after Deember 31, 1966.

, (3) The amendmentsmade by subsetion (i) shalt
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1 apply with repe4 to payments ocouriing .after. Decer

2 ber 31, 1966.

3 (4) The amendments made by subsection (k) shall

4. apply with respect, to, remuneration paid, after, Decem-

5 ber31,1966. ', '\ .

6 SEC. 104. FOREIGN CORPORATIONS. ,

7 (a) TAX ON INCOME .NOT_ CONNECTED WITH

8 UNITED sTATEs BuszNss.,b-Section,,881 (relating to tax

9. on foreign corporations not engaged in jiftess in the, United

10, States is amended to read as follows:, k ,,.. ' \, '" I

11 "SEC. 881. TAX ON INCOME OF FOREIGN CORPORATIONS

12 " " NOT, CONNECTED WITH UNITED STATES

BUSINESS ....

14 "(a) IMPOSITION, OF,' TAX.-There is', hereby,\ imAosed

15 for each taxable year a tax of 30 percent 'of the amount

16 received from sources within the United States' by a foreign

17 corporation as--

18~ "(1), interest, dividends,. rents, salaries, wages, pre-

19. miums, annuities, compensations,. remune o , emoli-

20. ments,, and other. fixed ,,or, determinable, ,annual or

21 periodwal gains, profits, and income, \ .,

, "(2) gains described in section 631. (b) or (c),

"(3),'in, the case, of -,bmds or olherevidences of

24 indebtedness issued after $epte~nbr 28,,1965, amounts

25. ,which under. section.,12321,.are,enmsidered t s gains from
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V, the sale or exchange. of p operty which is not a capital

2 asset, and

3 "(4) gains from the sale or exchange after Octobo.

4 4 1966, of patents, copyrights, secret processes and

formulas, good will, trademwrk8, trade bn'ands, fran!

6 chises, and other like property, or of any interest in

any such property, to the extent such gains are froiii

8 payments which are conti gent on the productivity, us

9 .o, disposition of the property or interest sold or el-'

10 changed, or from payments which are treatedas being'

11 '..8o contingent under section 871 (e),

12 but only to the extent the amount so received is not e/Je.-

13 tively connected with the conduct, of a trade or business

14 within the United States.

15' "(b) DOUBLING OF TAX.-

"For doubling of tax on corporations of certain foreign
countries, we section 89."

16 (b) TAX ON INCOME CONNECTED WITH UNITED

17 STATES BuSINES.-

18 (1) Section 882 (relating to tax on resident for-

19 eign corporations) is amended tO read as follows:

20 "SEC. 882. TAk ON INCOME OF FOREIGN CORPORATIONS

21 CONNECTED WITH UNITED STATES BUS.

22 INESS.

23 "(a) NORMAL TAX AND'SURTAX.-'

24 "() IMPOSITION OF TAX. -- A f6r'in corporation
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I engaged in trade or business within the United States

2 during the taxable year shall be taxable as.'provided in

3 section 11 or 1201 (a) on its taxable income which is

4 effectively connected with the conduct of a trade or busi-

5 ness Within the United States.

6 "(2),DETERMINAT!oN OF TAXABLE INCOME.-In

determining taxable income for purposes of paragrap

, (1), gross income includes only gross income which is

9 effectively connected with the, conduct of a irade or busi,

10, ness within the' United States.

11 "(b) GROSS INCOME,.-ln the case of a foreign corpord-4

12 tion, gross income includes onlq--,

13 " "(1) gross income which 'is derived from 'sources

14 within the United States and which -is not eAfivety

15 connected with the conduct of a tmde or" bwsiness with-'

16 in the United States, and

17 "(2) gross income which is effectively, connected

18 with the conduct of a trade or business within oe United

19 States.

20 "(c) ALLOTVANE OF DEDUCTIONS AND CREDITS.-

21 "(1) ,4,LOCATION OF DEvUqITtON.--,

22 "(A) qENF4?AL RIuLE.-ln the case of a for-

23 eign corporation, the deductions, shall be allowed

24 only for purposes of, subsection, (a) ar (except as

25 provided by subparagraph (B)) iml .i and to thl
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1 extent that they are connected with income which

2 is effectively connected with the conduct of a trade

3, or business within the United States; and the proper

4 apportionment and 4looatiou of the dedtttions for

this .purpose shall be determined as provided in

,6 . relations 'prescribed by the Secrdtary or his

7 delegate.

8. , "(B) CnARTAPBLE coNTr1Ju7oNs.-The de-

91.1 , duetion for charitable contributions and gifts pro-

10 vided by section 170 shall be allowed whether or

. not connected with incme, which is effectively con-

12 sected ,with the' conduct of a t'ade, or business

13 within the United States.

14 ,, : "(2) DEDUcTioNS AND CREDITS ALLOWED ONLY

15 ,. IF RTTUVN FILE.-A .oreign corporation shall receive

16 , the benefit of, the deductions and credits allowed to it

7 a i this sultitle'only by filing or. au g to be filed with
the Secretary or his delegate a true and accurate return,

19 in the manner prescribed in subtitle F, including therein

20 ,a4 the information, which thv Seeretary or his delega

Mar* deem neesary for the calcuation of such dedu,-

22 Wow-o nd,.credi.. The preeding sentence shall not

23 apply for purposes of the tax imposed by section 541

24 , ,(dating .Io perswoa1 holding company . tac,),, and shall

25 ,, nt. b. Ncois rued to" demy the credit provided by section
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1 32 for tax withheld at source or the credit providedby

2 section 39 for certain uses of gasoline and 'lubricating oil.

3 , "(3) FOREIGN TAX (JREDIT.-Except as provided

4 by section,906, foreign corlrations shall not be allowed

5 the credit against the tax for taxes of foreign countries

6 and possessions of the United States allowed by section

7 901.

8 "(d) ELECTION To TREAT REAL PROPERTY INCOME

9 AS INCOME CONNECTED WITH UNITED STITEs Busi-

10 NESS.-

11 "(1) IN GENERAL.--A foreign corporation which

12 during the taxable year derives any income-

13 "(A) from real property located in the United

14 States, or from any interest in such real property,

15 including (i) gains from the sale or change of

16 'real property or an interest therein, (ii) rentst or

17 royalties from minesq, \ wells, or other natural de-

18 posits, and (iii) gains described in section 631 (b)

19 or (c), and

20 "(B) which, but for this subsection,,'would 'not

21 be treated as income effectively connected with the

22 conduct of a -trade or business within-the United

23 States,

24 may elect for such taxable year to treat all such income

25 as income which is effectively connected with the con-
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1 duct of a trade or business within the Uvited States. In

2 such case, such income shall be taxable as provided in

3 subsection (a) (1) whether or not such" corporation is

4 engaged in trade or business within the United States

5 during the taxable 'yeai'. An election under this para-

6 graph for any taxable year shall remain in effect for all

7 subsequent taxable years, except that it may be revoked

8 with the consent of the Secretary or his delegate with

9 respect to any taxable year.

10 "(2) ELECTION AFTER REVOCATION, ETC-Par-

11 agraphs (2) and (3) of section 871(d) shall apply in

12 respect of elections under this subsection in the same

13 manner and to the same extent as they apply in respect

14 of elections under section, 871 (d).

15 "(e) INTEREST ON UNITED STATES OBLIGATIONS

16 RECEIVED BY BANK ORGANIZED IN POSSESSIONS.-In the

17 case'of a corporation created or organized in, or under the

18 law of, a possession of the United States which is carrying

19, on the banking business in a possession of the United States,

20 interest on obligations of the United States shall,-

"(1) for Imroses, of this subpart, be treated as

22 income which is effectively connected with the conduct of

23 a trade or business within the United States, and

24 "(2) -shall be taxable as provided in subsection

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

2 taxable year. ,

,3 (f) RETURN$ OF TdX By Atavx.-lfay for&n

4' corporation has no office or place of businew in the United

5 States but has an agent in the Uuikd States, the return

6. required under section 6012 shall be made by the agent."

7 (2) (A) Subsection (e) of section 11 (relating to

*:,8 ,exceptions from tax on corporations) is amended by in-

9 serting "or" at the, end of paragraph (2), by strikin!j

10 out ", or" at tke end of paragraph, (3) and inserting

11 a period in lieu thereof, and by striking out paragraph

12 (4).

13 (B) Section 11 (relating to tax on corporations) is

14 amended by .adding at the end thereof the following

15 new subsection:

16 '"(f) FOREiGN CORI0AOL VONS.-It the case of a foreign

17. corporation, , the tax -mposed, by subwtwin., (a) shaM apply

18 only (s provided by section, 882."

19 1 (3) The table of sections, for sebpart B of part!II

20 of nbchapter N of chapter 1is amended by striking ovt

21.. ihe items relating, to sections 881 and 882 and inserting

22 , .in lieu thereof the following:

'See. 881.,. Tam on iome. of foreign Cr" *m.ati not c n-
nected with United States business.

"ee. 882. Taa, n ineoje of reign coporatians conneted
with united States 6Mine88."
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1 (e) WITHHOLDING OF TAx ON FREGN CORPIORA1-

2 TioNs.-Section 1442 (relating to withholding of tax on

3 foreign corporations) is amended to read as follows:

4 '"SEC. 1442. WITHHOLDING OFTAX ON FOREIGN CORPO.

5 RATIONS.

6 "(a) GENERAL R-ULE.-In the case of foreign corpora-

7 tions'subject to taxation under this subtitle, th&eV'shall le

8 deducted and withheld at the source in the same manner 4and

9 ein the same items of income as is provided in section -144)

10 or section 1451 a tax equal to 30 percent thereof;- except

11 that, in the case of interest described in sectiofi 1451 (relat-'

12 ing to tax-free covenant bonds), the deduction and with-'

13 holding shall be at the rate specified therein. For purposes

14 of the preceding sentence, the references in section 1441 (b)

15 to sections 871 (a) (1) (C) aid (D) shall be treated as re-'

16 ferring to sections 881(a) (3) and (4), the reference inA

17 .section 1441(c) (1) to section 871(b) (1) shall be treated

18 as referring to section 842 or section 882(a),' ds'the case

19 may be, and the referenee,in sectioni 1441(c) (5) to section

2Q 871 (a) (1) (D) shall be treated as referiq t6 section'

21 881 (a) (4). , K
dl

22 "(b) ExEMPTIoN.-Subject to such terMs"a 'd condi-'

23, lions 'as may be pn'ovided by requlafions pilesibed by the'

24 Secretary or his delegate, subse'ctim (6). hall iAi"apply ii-

J. 69-350--9
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1 the case of a foreign corporation engaged in trade or business

2 within the United States if the Secretary or his delegate de-

3 termines that the requirements of subsection (a) impose an

4 undue administrative burden and that the collection of the

5 tax imposed by section 881 on such corporation will not be

6 jeopardized by the exemption."

7. (d) DiVIDENDS 'RECEIVED FROM CERTAIN FOREIGN

8 CORPORATIONS.-Subsection (a) of section 245 (relating to

9 the allowance of a deduction in respect of dividends received

10 fron a foreign corporation) is amended-

11 (1) by striking out "and hos derived 50 percent

12 or more of its gross income from sources within the

13 United States," in that portion of subsection (a) which

14 precedes paragraph (1) and by inserting in lieu thereof

15 "and if 50 percent or more of the gross income of such

16 corporation frun all sources for such period is effectively

17 connected with the conduct of a trade or business uithin

18 the United States,";

19 (g) by striking out "from sources within the United

20 States" in paragraph (1) and inserting in lieu thereof

21 "which is effectively connected with the conduct of a

22 trade or business within the United States";,

23. (3) by striking out "from sources within the United

24- States" in paragraph (2) and inserting in lieu thereof

, : ''I
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1 ", which is effectively connected with the conduct of *0

2 trade or business within the United States,"; and

3 , (4) by adding after paragraph (2) the following

4 new sentence:

5 "For purposes of this subsection, the gross income of the

6 foreign corporation for any period before the first taxable

7 year beginning after December 31, 1966, which is effec-

8 tively connected with the conduct of a trade or business

9 within the United States is an amount equal to the gross

10 income for such period from sources within the United

11 States..

12 (e) DIV'IDENDs RECEI VED FROM CERTA IN IOLLY-

13 : OWNED FOREIGN SUBSIDIARIE.-

14 (1) Section 245 (relating to dividends received

15 from certain foreign corporations) is amended N re-

16 designating subsection (b) as (c), and by! inserting after

17 subsection (a) the following new subsection:

18 "(b) DIVIDENDS RECEIVED BY DOMESTIC CoORIPOR1-

19 TIONS FROM CERTAIN WHOLLY OWNED FOREIGN SUB-

20 S1DIARIES.-If, for any taxable year of a forei~pi corpora-

21 tion-
tI

22 "(1) all of the outstanding voting stock of such for-

23 eign corporation is owned (directly or indirecily) by 'a

24 domestic corporation, and
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1' '(2) all of the gross income of such'foreign corpor-

2 ',tion fromraall sources is effectively. connected with the

conduct of a trade or business within the, United StatA,

4 there shall be allowed as a deduction (in lieu of the deduction

4,1 provided, by, subsection (a)) an amount. equal to 100 ,pereiit

6 .,of the dividends received by such dwnestic corporation froin

7 ,such fQreign corporation which are paid out of the earnings

8. atW profits of such taxable year."

9 . (2), Subsection (c) of such section 245 (as redesi#-

10 n ated by paragraph (1)) is amended by striking out

11 "subsection (a)" and inserting in lieu thereof "'.ubseioild

12 (a) and (b)".

13 (f) DISTRIBUTION. OF CERTAIN FOREIGN CORPORA-

14 TIONS..Section 301(b) (1) (C) ('relating tto certain coi-

15% poralediaributees of foreign corporations) is amended-

16 , () b striking out "gross incomejrfom sourciv

17 within the United States" in clause (i) and inserting in

18 .lieu thereof .Vross income which is effectively, connected

19\ ,r ,with the eondua of a trade, or business within the United

20 States";

21 (2) by striking out "gross income from source' ith

'29. : out tbe United States" in clause, (ii), and inserting in

2 1 Iiew thereQf "gross income whioh isnot, effectively con-

24 nected with the conduct of rado ,or- business within

25 the United States"; and
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1 (3) oy adding at the end thereof the, follotoing n'w

2 sentences: "For purposes of clause, (i), the 'rq s income

3, of a-foreign corporation'for any period' before its flrst

4 taxable year beginning after December 31; 1966, whilh

5 is effectively connected with the conduct of a trade Or

6 business within the United -States is an amount eqtlal

7 - to the gross income for such period from sources within

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

9 gross income of a foreign corporation for any period

10 before its first taxable year beginning after Decemb '

11 31, 1966, which is not effectively connected with the

12 conduct of a trade or business within'the United Staies

13 is an amount equal to the gross income for such perid

14 from sources withmt the United State."

15 (g) UNIRLATRED BU8INES TAXA/LI ICOME.-The

16 last sentence of section 512(a) (relating to definition) is

17 ainrtnded to read as follows: "hi the cas of an organize

18 tion described in section 611wthich is a foreign organizil£

19 tion, the unrelated business' taxable 'iiicme shall be N~
unrelated business taxable income which is effectively cot."

21 nected with the conduct of a trade or bvsinwess within tA

1United States."

'(h)' CORPORAL rtON8 SUBJECTrtO PiRiONAL HOLD'-

INGO I o,#oMPANr TAX.e. V,

25 (1) Paragraph (7) of section 542(c) (relating
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1,. to corporations vot subject to personal holding company

2 tax) is amended to read as follows:

3 "(7) a foreign corporation (other than a corpora-

4 tion which has income to which section 543(a)(7) ap-

5 plies for the taxable year), if all of its stock outstanding

6 during the last half of the taxable year is owned by

7 nonresident alien individuals, whether directly or indi-

8 rectly through foreign estates, foreign trusts, foreign

.9 partnerships, or other foreign corporations;".

10 (2.) Section 543(b)(1) (relating to definition of

11 ordinary gross income) is amended-

12 (A) by striking out "and" at the end of sub

13- paragraph (A),

14 (B) by striking out the period at the end of

15 subparagraph (B) and inserting in lieu thereof ",

16 . and", and

17' (C) by inserting after subparagraph (B) the

18 following new ,ubparagraph:

19 "(C) in the case of a foreign corporation all 'f

20 the outstanding stock of which during the last half

21 of the taxable year is owned by nonresident alien in'

22 dividuals (whether directly or indirectly through

23 foreiya estates, foreign trusts, foreign prtnerships

24 or other foreign corporations), all items of income
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1 which would, but for this subparagraph, constitute

2 personal holding company income under any para-

3 graph of subsection (a) other than paragraph (7)

4 thereof."

5 (3) Section 545 (relating to definitk'n of undis-

6 tributed personal holding company income) is amended-

7 (A) by striking out subsection (a) and insert-

81 ing in lieu thereof the following:

9 "(a) DEFINITION.--For purposes of this part, the term

10 'undistributed personal holding company income' means the

11 taxable income of a personal holding company adjusted i4n

12 the manner provided in subsections (b), (c), and (d), minus

13 the dividends paid deduction as defined in section 561. In

14 the case of a personal holding company which is a foreifjn

15 corporation, not more than 10 percent in value of the out-

16 standing stock of which is oined (within the meaning of

17' section 958(a)) during the last half of the taxable year by

18 United States persons, the term 'u nistrilmted per-sonal holdP

19 ing company income' means the amount determined by multi-

20 plying the undistrilbted personal holding company income

21 (determined without regard to this sentence) by the percent-:
'I

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

23 centage in value of its outstanding stock so oumed by United

24 States persons on any one day during such period."; and
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(B) btj adding at the end thereof the following

2 new subsection: ... . I

a "(d) CERTAIN FOREIGN CORPORA TIONS,.-In the case

4 of a foreign corporation all of the outstanding stock of which

5- during the last half of the taxable year is owned by nonresi.

6 dent alien individuals (whether directly or indirectly through

7 foreign estates, foreign trusts, foreign, partnerships, or other

8 foreign corporations), the taxable income for purposes of

9 subsection (a) shall be the income which constitutes personal

10. holding' company inwome under section 543(a) (7), reduced

11 by the deductions attributable to such income, and adjusted,

12 with respect t to such',income, in the manner provided in sub-

13. section (b)."

14 ., '(4) (A) Subchapter B of chapter 68 (relating to

15. 'assessable penalties) is amended by adding at the end

16, thereof the following new section:

1.7 "SEC.'6682. FAILURE OF FOREIGN CORPORATION TO FILE

18 ' RETURN OF PERSONAL HOLDING COMPANY

1 'TAX.

2. ""Any foreign corporation;whichm-
2 ., ',"(1) is a personal holding cnmpany for any tax-

22 ' able year, and .

23,' 11 ,'I "(2), fails to file or to cause to be filed, with the

24 ."Secretary or. his delegate a true and accurate return of

25 the tax imposed by section 541,

f
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j shall, in addition to other penalties provided by law, be liable

2 lo ,a penalty equal to the tax imposed on such corporation by

3. section 541 for such taxable year. The preceding sentence

4 shall not apply if the foreign corporation is denied the deduv-

5 tion provided by section 547 by reason of the application of

6 subsection (g) of such section. No penalty shall be imposed

7 under Section 6653 for any offenses to which this section s

8 applicable."

9 (B) The table of sections for .such subchapter B is

10 amended by adding at the end thereof. the following new

11 item:

"See. 6682. Failure of foreign corporation to file return of
personal holding company tar."

12 (i) AMENDMENTS WITH RESPECT" TO FOREIGN

13 CORPORATIONS CARRYING ON INSURANCE BUSINESS IN

14 UNITD SrtTEs.-

15 (1) Section 842 (relating to comnpttation of gross

16 income) is amended to read as follows:

17 "SC. 842. FOREIGN CORPORATIONS CARRYING ON IN.

18' SURANCE BUSINESS.

19 , "If a foreign corporation carrying on an insurance busi.

20 ness ,ithin the United States would qualify under part I,

21 1, or I of this subchapter for the taxable year if (witho M4

22 reqae'd to income not effectively connected with the conduct

2, of, any trade or baslaw within the United ratess ) it were
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1 a domestic corporation, such corporation shall be taxable

2 under such part on its income effectively connected with its

3 conduct of any trade or busine8 within the United States.

4 With respect to th,, r mainder of its income, which is from

5 sources within tie United States, such a foreign corpora-

6 tion shall be taxable as provided in section 881."

7 (2) The table of sections for part IV of subchapter

8 L of chapter 1 is amended by striking out the item re-

9 lating to section 842 and inserting in lieu thereof the

10 following:

"See. 84 . Foreign corporation, carrying on insurance bui-
ne88."

11 (3) Section 819 (relating to foreign life insurance

12 companies) is amended-

13 (A) by striking out subsections (a) and (d)

14 and by redesignating subsections (b) and (c) as

15 subsections (a) and (b),

16 (B) by striking out "In the case of any com-

17 pany described in subsection (a)," in subsection

18 (a)(1) (as redesignated by subparagraph (A))

19 and inserting in lieu thereof "In the case of any

20 formigr. corporation taxable under this part,",

21 (C) by striking out "subsection (c)" in the

22 last sentence of Subsection (a) (2) (as redesignated

23, by subpargraph (A)) and inserting in lieu thereof

24 "subsection (b)",
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1 (D) by adding at the end of subsection (a)

2 (as redesignated by subparagraph (A)) the fol-

3 lowing new paragraph:

4 "(3) REDUCTION 'OF SECTION 881 TAx.-ln the

5 case of any foreign corporation taxable under this part,

6 there shall be determined-

7 "(A) the amount which would be subject to

8 tax under section 881 if the amount taxable under

9 such section were determined without regard to sec-

10, tions 103 and 894, and

11 "(B) the amount of the reduction provided

12 by paragraph (1).

13 The tax under section 881 (determined without regard

14 to this paragraph) shall be reduced (but not below

15 zero) by 'an amount which is the same proportion of

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

17 is of the amount referred to in qibparagraph (A); but

18 such reduction in ta, shall not exceed the increase i

19 tax under this part by reason of the reduction provided
20' by paragraph (1).",

21 (E) by striking out "for purposes of subsec-

22 tion (a)" each place it appears in subsection (b)

23 (as redesignated by subparagraph (A)) and insert-

24 ing in lieu thereof "with respect to a foreign

25 corporation",
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1 (F) by striking out ,"f ,rign life insurance

2 company" each place 'it appears in ,sich subsection

3 (b) and inserting in lieu thereof "foreign corpora-

4 tion",

5 (G) by striking out "subsection (b) (2) (A)"

6 each place it appears in such subsection (b) and

7 inserting in lieu thereof "subsection (a) (2) (A)",

, (H) by striking out "subsection (b) (2) (B)"

9 in paragraph (2) (B) (ii) of such subsection (b)

10 and inserting in lieu thereof "subsection (a)(2)

11 (B)", and , i ,

12 (1) by adding atrthe end, thereof the following

13 new subsection: "

14 "(c) CROSS REFERENCE.-

"For taxation of foreign corporations carrying on life
insurance business within the United States, see section
842."

15 (4) Section 821 (relating to tax onmutual insur-

16 ance companies to which part II applies) is amended-

17 (A) by striking out subsection (e), and In

18 redesignating subsections (f) and (g) as sub-

19 sections (e) and (f), and

20 (B) by adding at the end, of subsection (f)
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.1' (as 'redesignated by subparagraph (A)) the fSl-

2 lowing:

"(3) For taxation of foreign corporations carrying 6n
an insurance business within the United States, see sec-
tion 842."

3(5) Section. 822 (relating to determination of tax-

4 able investment income) is amended by striking out

5 subsection (e) and by redesignaiing subsection (f) ps

6 subsection (e).

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

8 insurance companies) is amended-

9 (A) by striking out subsection (b) and by re+

10 designating subsection (c) as subsection (b), and

11 (B) by amending subsection (d) to read as

12 follows:

13 '(c) CROSS REFERENCES.-

"(1) For alternative tax in case of capital gains, a€
section 1201(a).

"(2) For taxation of foreign corporations carrying on
an Insurance business within the United States, see sec.
tion 842."

14 (7) Section 832 (relating to insurance company

15 taxable income) is amended by striking out subsection

16 (d) and by redesignating subsection (e) as subsection

17 (d).
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1 (8) The second sentence of se'ction, 841 (relating

2 to credit for foreign taxes) is amended by striking out

3 "sentence," and inserting in lieu thereof "sentence (and

4 for purposes of applying section 906 with respect to a

5 foreign corporation subject to 'tax under this sub-

6 chapter),".

7 (j) SUBPART F INCOME.-Section 952 (b) (relating

8 to exclusion of United States income) is amended to read

9 as follows:

10 "(b) ExCLUSION OF UNITED STATES INCOME.-ln

11 the case Of a, controlled foreign corporation, stbpart F in-

12 come does not include any item of income from sources

13 within the United States which is effectively connected

14 with the conduct by such corporation of a trade or business

15 within the United States unless such item is exempt from

16 taxation (or is subject to a reduced rate of tax) pursuant

17 to a treaty obligation of the United States."

18 (k) GAIN FRoM CERTAIN SALES OR EXCHANGES

19 OF STOCK IN CERTAIN FOREIGN CORPORAL TION.-Par'a-

20 graph (4) of section 1248(d) (relating to exclusiops front

21 earnings and profits) is amended to read as follows:

22 "(4) UNITED STATES INCOME.--Any item in-

23 cludible in gross income of the foreign, corporation under

24 this chapter-
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1 "(A) for any taxable year beginning before

2 January 1, 1967, as income derived from sources

3 ivith in the United States of a foreign corporation

4 engaged in trade "or business within the United

5 States, or

6 "(B) for any taxable year beginning after

7 December 31, .1966, as income effectively con-

8 nected with the conduct by such co-poration of a

9 trade or business within the United States.

10 This paragraph shall not apply w;ith respect to any

11 item which is exempt ftom taxation (or is subject to

12 a reduced rate of tax) pursuant to a treaty obligation

13 of the United States."

14 (1) DECL.RATION OF ESTIMA TED INCOME TX BY

15 CORPORATiONS.-Section 6016 (relating to declarations of

16 estimated income tax by corporations) is amended by reds-

17 ignating subsection (f) as subsection (g) and by inserting

18 after subsection (e) the following new subsection:

19 "(f) C TAIN FOREIGN CORPORA TJON.-For pur-

20 poses of this section and section 6655, in the case of a foreign

21 corporation subject to taxation under section 11 or 1201(a),
tI

22 or under subchapter L of chapter 1, the tax intosed by

23 section 881 shall be treated as a tax imposed by section 11."
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(m) TECHNICAL AMENDMmNTS.-

2 (1) Section 884 is amended to read as follows:

3 "SEC. 884. CROSS REFERENCES.

"(1) For, special provisions relating to unrelated bubi.
ness income of foreign educational, charitable, and cer.
tain other exempt orgunizntions8 see section 512(a).

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

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

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

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

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

4 (2) Section 953(b) (3) (F) ii amended by strik--

5 ing out "832(b)(5)" and inserting in lieu thereof

6 "8 2 (0)(5)"

7 (3) Section 1249(a) is amended by striking out

8 "Except as provided in subsection (c), gain" and in-

9 serting in lieu thereof "Gain".

10 (n) EFFECTIVE DAT, ES..--1 ,e amendments made by

11 this section (other than subsection (k))' shall apply with

12 respect to taxable years beginning after December 31, 1966.

13 The amendment made by subsection (k) shall apply with

14 respect to sales or exchanges occurring after December 31,

15 1966.
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1 SEC. 105. SPECIAL TAX PROVISIONS.

2 (a) INcOMiE AFFECTED BY TREATY.-Section 894 (e-

3 lating to income exempt under treaties) is amended to read

4 as follows:

5 "SEC. 894. INCOME AFFECTED BY TREATY.

6 "(a) INCOME EXEMPT UNDAR TfEA TY.-Income 'bf

7 any kind, to the atent required by any treaty obligation f

8 the United States, shall not be included in gross income anzd

9 shall be exempt from taxation under this subtlile.

10 "(b) PERMANENT ESTABLISHIENT IN UNITED

11 STATES.-For purposes of applying any exemption from, or

12 relluction of, any tax provided bl any treaty to which the

13 United States is a party with respect to income which is not

14 effectively connected with the conduct of a trade or busins1

15 within the United States, a nonragident alien individual or ti

16 foreign corporation shall be deemed not to have a permanCnt

17 establishment) in the United States at any time during the

18 taxable year. This subsection shall notapply in respect of

19 the tax computed under section 877(b)."

20 (b) ADJUSTMENT OF TAX BECAUSE OF BURDENSOME

21 OR DISCRIMINATORY FORION TAxgS.--Subpart C of part

22 II of subchapter N of chapter 1 (relating to miscellaneous

J. 69-350 --- 10
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1 provisions applicable to nonresident aliens and foreign co oo-

2 rations) is amended by adding at the end thereof the followv-

3 ing new section:

4 "SEC. 896. ADJUSTMENT OF TAX ON NATIONALS, RESI.

5 DENTS, AND CORPORATIONS OF CERTAIN

6 FOREIGN COUNTRIES.

7 "(a) IMPOSITION OF MORE BURDENSOME TAXES BY

8 FOREIGN COUNTRY.-Whernever the President finds that-

9 "(1) under the laws of any foreign country, coni-

10 sidering the tax system of such foreign country, citizeiis

11 of the United States not residents of such foreign coun-

12 try or domestic corporations are being subjected to more

13 burdensome taxes, on any item of income received by

14 such citizens or corporations from sources within such

15 foreign country, than taxes imposed by the provisions of

16 this subtitle on similar income derived from sources

17 within the United States by residents or corporations of

18 such foreign country,

19 "(2) such foreign country, when requested by the

20 United States to do so, has not acted to revise or reduce

21 such taxes so that they are no more burdensome than

22 taxes imposed by the provisions of this subtitle on similar

23 income derived from sources within the United States b!!

24 residents or corporations of such foreign country, and

25 "(3) it is in the public interest to apply pre-1967
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1 tax proisions in accordance with the provisions of this

2 subsection to residents or corporations of such foreign

3 country,

4 the President shall procla'ib that the tax on such similar in-

5 come derived from sources within the United States by resi-

6 dents or corporations of such foreign country shall, for tax-

7 able years beginning after such proclamation, be determined

8 under this subtitle without regard to amendments made to

9 this subchapter and chapter 3 on or after the date of enact-

10 ment of this section.

11 "(b) IMPOSITION Op DISCRIMINATORY TAXES BY

12 FoREIGN COUNTRY.-Wheneve the President finds that-

13 "(1) under the laws of any foreign country, citizens

14 of the United States or domestic corporations (or any

15 class of such citizens or corporation.) are, with respect to

16 any item of income, being subjected to a higher effective

17 rate of tax than are nationals, residents, or corporations

18 of such foreign country (or a similar class of such na-

19 tionals, residents, or corporations) under similar cir-

20 cumstances;

21 "(2) such foreign country, when requested by the

22 United States to do so, has not acted to eliminate such

23 higher effective rate of tax; and

24 "(3) it is in the public interest to adjust, in accord-

25 ance with the provisions of this subsection, the effective
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1 rate of tax imposed by this subtitle on similar income of

2 nationals, residents, or corporations of such foreign

3 country (or such similar class of such nationals, resi-

.4 dents, or corporations),

5 the President shall proclaim that the tax on similar income

6 of nationals, residents, or corporations of such foreign country

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

8 rations) shall, for taxable years beginning after such. proc-

9 lamation, be adjusted so as to cause the effective rate of tax

10 imposed by this subtitle on such similar .income to be sub-

11 stantially equal to the .effective rate of tax imposed bn such

12 foreign country on such item of income of citizens of the

13 United States or domestic corporations (or such class of

14 citizens or corporations). In implementing a proclamation

15 made under this subsection, the effective rate of tax imposed by

16 this subtitle on an item of income may be adjusted by the dis-

17 allowance, in whole or in part, of any deduction, credit, or

18 exemption which would, otherwise be allowed with respect to

19 that item of income or by increasing the rate of tax otherwise

20 applicable to that item of income.

21 "(c) ALLEVIATION OF MORE BURDENSOME OR Dis-

22 CRIMINATORY TAXES.-Whenever the President finds that-

23 "(1) the laws of any foreign country with respect

24 to which the President has made a proclamation under

25. subsection (a) have been modified so that citizens of the



149

1 United States not residents of such foreign country or

2 domestic corporations are ho longer subject to more bur-

3 densome taxes on the item of income derived by such

4 citizens or eorporationg from sources within such forei qn

5 country, or

6 "(2) the laus of any foreign country with respect

7 to which the President has made a proclamation under

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

9 United States or domestic corporations (or any class of

10 such citizens or corporations) are no longer subject to

11 a higher rate of tax on the item of income,

12 lie shall proclaim that the tax imposed by this subtitle on the

13 similar income of nationals, residents, or corporations of

14 such foreign country shall, for any taxable year beginning

15 after such proclamation, be determined under this subtitle

16 without regard to such subsection.

17 "(d) NOTIFICATION OF CONGRESS IJEQUinlED.-NO

18 proclamation shall be issued by the President pursuant to

19 this section unless, at least 30 days prior to such procla,

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

21 sentatives of his intention to issue such proclamation.
'I

22 "(e) IMPLEMENTATION BY REOUL.ITIONS.-The 8ec-

23 retary or his delegate shall prescribe such regulations as he

24 deems necessary or appropriate to implement this section."
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1 (C) CLERICAL AMENDMENT.-The table of sections

2 for subpart C of part 1i of subchapter N of chapter 1 is

3 amended-

4 (1) by striking out the item relating to section 894

5 and inserting in lieu thereof

"Sec. 89.;. Income affected by treaty.";

6 (2) by adding at the end of such table the following:

"Sec. 896. Adjustment of tax on natioals, resident8, and
corporations of certain foreign countries."

7 (d) EFFECTIVE DATE.-The amendments made by this

A section (other than subsections (e) and (f)) shall apply

9 with respect to taxable years beginning after December 31,

10 1966.

11 (e) ELECTIONS BY NONREWDE.NT UNITED STATES

12 CITIZENS 1iio A iE SUBJECT T'o FOIEI(N COMMUNITY

13 PROPERTY LA IV.-

14 (1) Part IH ofsubchapter N of chapter 1 (relat-

15 ing to income from sources without the United States)

16 is amended by adding at the end thereof the following

17 new subpart:

18 "Subpart H-Income of Certain Nonresident United States

19 Citizens Subject to Foreign Community Property Laws

"8ec. 981. Electim. aw to treatment of income subject to
foreign community property Ia ws.
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1 "SEC. 981. ELECTION AS TO TREATMENT OF INCOME SUB.

2 JECT TO FOREIGN COMMUNITY PROPERTY

3 LAWS.

4 "(a) GENERAL RULE.r-In the case of any taxable year

5 beginning after December 31, 1966, if-,.

6 "(1) an individual is (A) a citizen of the United

7 States, (B) a bona fide resident of a foreign, country

8 or countries during the entire taxable year, and (C)

9 married at the close of the taxable year to a spoue who is

10 a nonresident alien during the entire taxable year, and

11 "(2) such individual anld his spouse elect to have

12 subsection (b) apply to their community income under

13 foreign community property laws,

14 then subsection (b) shall apply to such income of such imdi-

15 vidual and such spouse for the taxable year and for all sub-

16 sequent taxable Years for which the requirements of para-

17 graph (1) are met, unless the Secretary or his delegate

18 consents to a termination of the election.

19 "(b) TREATMENT OF COMMUNITY INCOME.-For any

20 taxable year to which an election made under subsection (a)

21 applies, the community income under foreign, community
1I
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1 property laws of the husband and wife making the election

2 shall be treated as folovs:

3 4"(1) Earned income (withiii the meaning of the

4. first sentence of section 911(b)), other than trade or

5 business income and a partner's distributive share of

6 partnership income, shall retreated as the income of the
7 spouse who rendered the personal services.

8. "(2) Trade or business income, and a partner's

9 distributive share of partnership income, shall be treated

10 as provided in section 1402 (a) (5).

11 "(3) Community income not described in para-

12 graph (1) or (2) which is derived from the separate

13 property (as determined undtcr the applicable foreign

14 community property law) of one spouse shall be treated

15 as the income of such spouse.

16 "(4) All other such community income shall be

17, treated as provided in the applicable foreign community

18 property law.

19 "() ELECTION FOR PRE-1967 YEARS.-

20 "(1) ELECTION.-lf an individual meets the re-

21 quirements of Subsection (a) (1) (A) and (C) for any

22 taxable year beginning before January 1, 1967, and if

23 such individual and the spouse referred to in subsection

24 (a) (1) (C) elect under this subsection, then paragraph

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

2 open taxable years beginning before January'l, 1967

3 (whether under this chapter, the corresponding proi-

4 sions of the Internal Revenue Code of 1939, or the co-

5 responding provisions of Irior revenue laws), for whiAh

6 the requirements ofsubsection (a) (1) (A): and (0)

7 are met.

8 "(2) EFFECT OF ELrCTION-.-For' any taxable

9 year to which an election made under this ,qubsecti6

10 applies, the coninuinity income under foreign communii~)

11', property laws of the husband and wife making ti

12 -election shall be treated as provided by subsection (bjl

13 except that the other community income described U

14 paragraph (4) of subsection (b) shall be treated as the

15 income of the spouse u'ho, for such taxable year, had

16 gross income under paragraphs (1), (2), and (3) of

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

18 that of the other spouse.

19 "(d) Titmp FOR MAKINo ELEcTIOS; PERIOD OF

20 LIMITATIONS; ETC.-

21 "(1) TME.-An election under subsection (a) oi,

22 (e) for a taxable year may be made at any time while

23 such year is still open, and- shall be made in. such man-

24 nei' as the Secretary or his delegate shall by regulations

25 describe.
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1"(2) EXTENSION OF PERIOD FOR ASSESSING DE-

2 FI(JIENCIES AND MAKING REFUNDS.-If any taxable

3 year to which an election under subsection (a) or (c)

4 applies is opea at the time such election is irade, the

period for assessing a deflcie;icy against, and the period

6 for filing claim for credit or refund of any overpaynets

.7 b, the husband and wrife for sitch taxable year, to the

8 extent such deficiency or overpayment is attributable to

9 such an election, shall not expire before 1 year after

10 the date of such election.

11 "(3) ALIEN SPOUSE NEED NOT JOIN IN SUBSEC-

.12 TION (C) ELECTION IN CERTAIN CASES.-If the Secre-

13 tary or his delqeate determine.,-

14 "(A) that an election under subsectiond (c)

15 would not affect the liability for Federal income

16 tax of the spouse referred to in subsection (a)(1)

17 (C) for any taxable year, or

18 "(B) that the effect on such liability for tax

19 cannot be ascertained and that to deny the election

20 to the citiznt of the United States would be inequita-

21 ble and cause undue h,,rdship,

22 such spouse shall not be required to join in such election,

23 and paragraph (2) of this subsection shall not apply

24 with respect to such spouse.

25 "(4) INTEREST.-To the extent that any overpay-
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1 ment or deficiency for a taxable year is attributable to

2 an election made under this section, no interest shall be

3 allowed or paid for any period before the day which is 1

4 year after the date of such election.

5 "(e) DEFINITIONS AND SPECIAL RILES.-For pur-

6 poses of this section--

7 "(1) DEwcTo.vs.-Deductions shall be treated i

8 a manner consistent with the manner provided by this

9 section for the income to which they relate.

10 "(2) OPEN YE.Rs.-A ta.rable Year of a citizen

11 of the Unikd States and his spouse shall be treated as

12 'open' if the period for assessing a deficiency against

13 s1ch citizen for such 4ear has not expired before the

14 date of the election under subsection (a) or (c), as the

15 case may be.

16 "(3) ELI:X'iONS IN CASE OF DECEDENTS.-If a

17 husand or wife is deceased his election under this see-

18 lion may be made by his trecutor, adminitrtdor, or

19 other per.sn charged with his property.

'20 "(4) DEATH OF SPOUSE DURING TAXABLE

21 YEAR.-In applying subsecion (a) (1) (C), and in de-
'I

22 termining under subsection (c)(2) which spouse has

23 the greater income for a taxable year, if a husband or

24 wife dies the taxable year of the surviving spouse shall

25 be treated a ending on the date of such death."
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1 (2) The table of subparts for such pail III is

2 amended by adding at the end thereof the following:

."Subpart 11. Income of certain sosrsidut United State,
citizens subject to foreign community prop.
erty Iwo."

3 (3) Seotion 911(d) (relating to earned incnne

4 fromt soured without the United states) is amvuded-

5 (A) by striking out "For adminisrative" and

6 inserting in lieu thereof the following: "(1) For ad.

7 ministrative"; and

8 (B) by adding at the end thereof the following :

"(2) For elections as to treatment of income subject to
foreign community property laws, see section 981.'

9 (f) PRESUMPTIVE DATE OF PAYMENT FOR Tix

10 WITHIHELD UNDER (H.APTER 3.-

11 "(1) Aiy tax (tally deducted and twithheld at

12 sidered paid in the case of prepaid income tax) is

13 amended to read as follows:

14 "(b) PREPAID INCOME TAx.-For purposes of section

15 6511 or 6512-

16 "(1) Any, tax actually deducted antd withheld (it

17 the source during any calendar year under chapter 24

18 shall, in rc,)ect of the recipient of the income, be deeni,

19 to have been paid by him on the 15th day of the fourth

20 month following the dose of his taxable year with respect

21 to which such tax is allowable as a credit under section

22 31.
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"(2) Any amount paid as estimated income tax flor

2 any taxable year shall be deemed to have been paid on
L.

3 the last day prescribed for filing the return under sec-

4 tion 6012 for such taxable year (deterniued without

5 regard to any extensiw of time for filing suck relurl).

6 "(3) Any tax withheld at the source under chap4?r

7 3 shall, in respect of the recipient of the inonme, be

8 deemed to have been paid by such recipient on the lst

9 day prescribed for filing Ike return under section 60,12

10 for the taxable year (determined without regard to any

11 extension of limie for fuibn9 ) with respect to which sucd

12 tax is allowable as a credit under section 1462. For

13 this purpose , any exemptions granted under section 6012

14 from the requirecnitt of filing a return shall be disre-

15 garded."

16 (2) Section 6513(c) (rdaling to return and pay-

17 meant of Social Security taxes and income tax withhold-

18 ing) is attended by striking out "chapter 21 or 24" and

19 inserting in lieu thereof "chapter 3, 21, or 24".

20 (3) Section 6501(b) relatingt to time returns

21 deemed filed) is amended-
*1

22 (A) by striking out "chapter 21 or 24" in para-

23 graphs (1) and (2) and inserting in lieu thereof

24 "chapter 3, 31, or 24"; and
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1 (B) by inserting after "taxes" in the heading

2 of paragraph (2) "and tax imposed by chapter 3".

3 SEC. 106. FOREIGN TAX CREDIT.

4 (a) ALLOWANCE OF CREDIT TO CERTAIN NONRE8I-

5 DENT ALIENS AND FoREIGN CORPORATION8.-

6 (1) Subpart A of part III of subchapter N of

7 chapter 1 (relating to foreign. tax credit) is avnended

8 by adding at the end thereof the following new section:

9 "SEC. 906. NONRESIDENT ALIEN INDIVIDUALS AND FOR.

10 EIGN CORPORATIONS.

11 "(a) ALLOWANCE OF CREDIT.-A nonresident alien

12 individual or a foreiqn corporation engaged in trade or

13 business within the United States during the taxable year

14 shall be allowed a credit under section 901 for the amount

15 of any incone, war profits, and excess profits taxes paid or

16 accrued during the taxable year (or deemed, under section

17 902, paid or accrued durin.q the taxable year) to any foreign

18 country or possession of the United States with respect to

19 income effectively connected with the conduct of a trade or

20 business within the United States.

21 "(b) SPECIAL RULES.-

22 "(1) For purposes of subsection (a), in applying

23 section 904 the t.rpayer's taxable income shall be treated

24 as consisting only of the taxable income effectively con-
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1 nected with the taxpayer's conduct of a trade or business

2 within the United States.

3 "(2) The credit allowed pursuant to subsection (a)

4 shall not be allowed ogliinst any tax imposed by section

5 871(a) (relating to income of nonresident alien individ-

6 u.tl not connected with United States business) or 881

7 ratingg to income of foreign corporations not connected

8 with Untited States business).

9 "(3) For purposes of sections 902(a) and 78, a

10 foreign corporation choosing the bmefts of this subpart

11 which receives dividends sludl, with resped to such dii-

12 dends, be treated as a domestic corporation."

13 (2) The table of sections for sucla subpart A is

14 amended by adding at the end therwf the following:

",Ser. 906. Nimereident alien jsidbyidmuvjs a2nd foreign (op.
porations."

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

16 "(c) FoREIGN TAx CREDIT NOT AILOWED.-A non-

17 resident" and inserting in lieu thereof the following:

18 "(c) FOREIGN Tax ('REDIT.-Except as provided in

19 section 906, a nonresident".

20 (4) Subsection (b) of section 901 (relating to

21 amount allowed) is amended byl redesignating para-
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I graph (4) as paragraph (5), and by inserting after

2 paragraph (3) the following new paragraph:

3 "(4) NONRESIDENT ALIEN INDIVIDUALS AND FOR-

4 EION CORPORATIONS.-In the case of any nonresident

5 alien individual not described in section 876 and in the

6 case of any foreign corporation, the amount determined

7 pursuant to section 906; and ".

8 (5) Paragraph (5) (as rcdesignated) of section

9 901(b) is amended by striking out "or (3)," and in-

10 seating in lieu thereof "(3), or (4),".

11 (6) The amendments made by this subsection shall

12 apply with respect to taxable years beginning after

13 December 31, 1966. In aplidying section 904 of the

14 Internal Retenwe Code of 1954 with respect to section

15 906 of such Code, no amount mmj be carried from or to

16 any taxable year beginning before January 1, 1967, and

17 no such year shall be taken into account.

18 (b) ALIEN RESIDENTS OF TIlE UNITED STATES OR

19 PUERTO Rico.-

20 (1) Paragraph (3) of section 901(b) (relatinit

21 to amount of foreign tax credit allowed in case of a.ien

22 resident of the United States or Puerto Rico (is amended

23 by striking out ", if the foreign country of which such
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1 alien resident is a citizen or subject, in imposing such

2 taxes, allows a similar credit to citizens of the United

3 ,States residing in such country".

4 (2) Section 901 is amended by redesignating sub-

5 sections (c) and (d) as subsections (d) and (e), and

6 by inserting after subsection (b) the following new

7 subsection:

8 "(c) SIMILAR CREbIT REQUIRED FOR CERTAIN AL=F2N

9 REsiDENTs.-Vhenever the President finds that-

10 "(1) a foreign country, in imposing income, wqr

11 profits, and excess profits taxes, does not allow to

12 citizens of the United States residing in such foreign

13 country a credit for any such taxes paid or accrued to

14 the United States or any foreign country, as the case

15 may be, similar to the credit allowed under subsection

16 (b)(3),
17 "(2) such foreign country, when requested by the

18 United States to do so, has not acted to provide such q

19 similar credit to citizens of the United States residiqfj

20 in such foreign country, and

21 "(3) it is in the public, interest to allow the cre*

22 under subsection (b) (3) to citizens or subjects of suck

J. 69-350----11
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2 citizens of the United States residing in such foreign

3 country,

4 the President shall proclaim that, for taxable years begin-

5 ning while the proclamation reinwns in effect, the credit

6 under subsection (b)(3) shall be allowed to citizens or

7 subjects of such foreiiq country only if such foreign country ,

8 in intposing inCOme, war profits, and crcC5s profits taxes,

9 allows to citizens of the Un ited States residing in such foreign

10 country such a similar credit."

11 (3) Section 2014 relatingg to credit for foreign

12 death taxes) is amended by striking out the second sen-

13 tence of subsection (a), and by adding at the end of

14 such section the following new subsection:

15 "(h) SIMILAR CREDIT ?EQUIREI FOR CERTAIN

16 ALIEN, RESIDETS.-lVhenever the President finds that-

17 "(1) a foreign country, in imposing estate, inherit-

18 al'(le, legacy, or succession taxes, does not allow to citi-

19 zeus of the United ,qtats resident in such foreign coun-

20 try at the tinte of death a credit similar to the credit

21 allowed under subseclion (a),

2! "(2) such foreign country, when requested by the

23 United States to do so has not acted to provide such a

24 similar credit in the case of citizens of the United State

25 resident in such foreign country at the time of death, and
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1 "(3) it is in the public interest to allow the credit

2 under subsection (a) in the case of citizens or subjects

3 of such foreign country only if it allows such a similar

4 credit in the case of citizens of the United States resident

5 in such foreign country at the time of death,

6 the President shall proclaim that, in the case of citizens or

7 subjects of such foreifln country dying while the proclamation

8 remains in effect, the credit under subsection (a) shall be al-

9 lowed only if such foreign country allows such a similar

10 credit in the case of citizens of the United States resident in

11 such foreign country at the tin of death."

12 (4) The amendments made by this submection

13 (other than paragraph (3)) shall apply with respect

14 to taxable years beginning after December 31, 1966.

15 The amendment made by paragraph (3) shall apply

16 with respect to estate of decedentm dying after the date

17 of the enactment of this Act.

18 (C) F FOREIGN TAX CREDIT T IN RESPEC'T OF INTEREST

19 RECEIVED PItoM POREl.N SUB8IDIIRIES.-

20 (1) Section 904(f) (2) (relating t) application of

21 limitations on foreign tar erdit in ca.e of certain interest

22 income) is amended-

23 (A) by striking out subparagraph (C) and

24 inserting in lieu thereof the following:

25 "(C) received from a corporation in which the
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1 taxpayer (or one or nwre inaudible corporations in

2 an affiliated group, as defined in sectimin 1504, of

3 which the taa.payer is a member) owns, directly or

4 indirectly, at least 10 percent of the voting stock,".

5 (B) by adding at the end thereof the following

6 new sentence:

7 "For purposes of subparagraph (C), stock owned, di-

8 rectly or indirectly, by or for a foreign corporation

9 shall be considered as being proportionately owned by

10 its shareholders."

11 (2) The amendments made by paragraph (1) shall

12 apply to interest received after December 31, 1965,

13 in taxable years ending after such late.

14 SEC. 107. AMENDMENT TO PRESERVE EXISTING LAW ON

15 DEDUCTIONS UNDER SECTION 931.

16 (a) DBDutlQNs.-.Subsecton (d) of section 931 (re-.

17 lating to deductions) is amended to read as follows:

18 "(d) DDUCTION.--

19 "(1) GENERAL RUL.-Except as otherwise pro-

20 vided in this subsmction and subsection (e), in the case

21 of persons entitled to te benefits of this section the

22 deductions shall be allowed only if and to the extent

23 that they are connected with income from sources within

24 the United States; and the proper apportionment and

25 allocation of the deductions with resped to sources of
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income within and without the United States shall be

2 determined as provided in part I, under regulations

3 presribed by the Secretary or his delegate.

4 "(2) ExcEPTos.-The following deductions 8hall

5 be allowed whether or not they are connected with in-

6 come from sources within the United States:

7 "(A) The deduction, for losses not connected

8 with the trade or business if incurred in transactions

9 entered into for pnofit, allowed by section 165(c)

10 (2), but only if the profit, if such transaction had

11 resulted in a profit, would be taxable unde; this

12 subtitle.

13 "(B) The deduction, for losses of property not

14 connected with the trade or business if arising from

15 certain casualties or theft, allowed by section 165

16 (c) (3), but only if the loss is of property within

17 the United State.

18 "(C) The deduction for charitable contribu-

19 tions and gifts allowed by section 170.

20 "(3) DEDUctoiN DISALLOWED.-

Fer oIm o l ce of stwudwd OWdaettea, action
IE*(b)(l.

21 (b) EFFECT v DATE.-The amendment made by this

22 section shall apply with respect to taxable years beginning

23 after Docember 31, 1966.
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SEC. 108. ESTATES OF NONRESIDENTS NOT CITIZENS.

(a) RATE OF TAx.-Subsection (a) of section 2101

(relating to tax imposed in case of estates' of nonresidents

not citizens) is amended to read as follows:

"(a) RATE oF T.ix.-Except as provided in section

2107, a tax computed in accordance with the following table

is hereby imposed on the transfer of the taxable estate, de-

termined as provided in section 2106, of every decedent non-

resident not a citizen of the United States:

"If the taxable estate is: The tax shall be:
Not over $1000 .. 5------------% of the taxable estate.
Over $10000 but not over

$500100 ----------------- $5), plus 10% of e.reess over
Over $600 900 btd not over $1(h9000.

$l/WW ------------------ $4-.O00 phies 16% of exes~s over
Over $1,000,00 but not over $600100.

$2 1M00----------------- $120,(W, plus 20% of e'eesu over
$1jW49000.

Over $2, ) -------------- $20 plus 25% of exeess over$29OPM ."

(b) CREDITS AGAINST TAx.-Section 2102 (relating

to credits allowed against eMtate tax) is amended to read as

follows:

"SEC. 2102. CREDITS AGAINST TAX.

"(a) IN GINER.L.-The tax iImpioled by sectionn 2101

shall be credited with the antounts determined in accordance

with sections 2011 to 2013, inclusive (relatin.q to State death

tares, gift tar, and tax on prior transfers), subject to the

special limitation provided in subsection (b).

"(b) SPECIAt. LiMiTATION.-The maximum credit

allowed under section 2011 against the tax imposed by see-
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1 tion 2101 for State death taxes paid shall b. an alunint

2 which bears the same ratio to the credit computed as pro-

3 vided in section 2011(b) as the vaiue of the property, as

4 determined for purposes of this chapitc', vpon which Stole

5 death taxes were paid and which is included in the gross

6 estate under section 2103 bears to the value of the total gross

7 estate under section 2103. For purposes of this subsection,

8 the term 'State death taxes' means the taxes described in

9 section 2011 (a)."

10 (C) PROPERTY WITHIN THE L 'TED STA TE.---SeC-

11 lion 2104 (relating to property within the United States) is

12 amended by adding at the end thereof the following nei'

13 subsection:

14 "(c) DEPT OBLIwATIONS.-For purlposes of this svb-

15 chapter, debt obligations of-

16 "(1) a United States person, or

17 "(2) the United States, a State or any political

18 sulxlivision thereof, or the districtt of Cohmbia.

19 owned by a nonresident not a citizen of the United Stoges

20 shall be deemd property within the United States. With

21 respect to estates of decedents dying after Deceimber 31, 1971,

22 deposits with a domnutic branch,,of a foreign corporation, if

23 such branch is engaged in the commercial banking business

24 shall, for purposes of this subchapter, be deemed property
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1 within the United States. This subsection shall not apply

2 to a debt obligation to which section 2.105(b) applies or to

3 a db obl nation of a domestic corporation if any interest on

4 such obligation, were ,uch interest received by the decadent

5 at the time of his death, would be treated by reason of *ec-

6 tion 861(a)(1)(B) as income from sources without the

7 United States."

8 (d) PROPERTY IVTHoUT THE UNITED STATES.-SIu-

9 section (b) of section 2105 (relating to bank deposits) is

10 amended to read as follows:

11 "(b) CERTAIN BANK DEPOSITS, ETC.-For purposes

12 of this subchapter-

13 "(1) amounts described it section 861(c) if any

14 interest thereon, were such interest received by the dece-

15 dent at the time of his death, would be treated by reason of

16 section 861(a) (1) (A) as income from sources without

17 the United States, and

18 "(2) deposits with a foreign branch of a domestic

19 corporation or domestic partnership, if such branch is

20 engaged in the commercial banking business,

21 shall not be deemed property within the United States."

22 (e) DEFiNITION OF TAXABLE ETMI rEr.-Paragraph
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1 (3) section 2106(a) (relating to deduction of exemption

2 from gross estate) is amended to read aqs follows:

3 "(3) EXEMPTION.-

4 "(A) GENERAL RULE.--An exemption of

5 $30,000.

6 "(B) PRESIDENT OF POSSE88ON8 OF TIlE

7 UNITED STATES.-In the case of a decedent who is

8 considered to be a 'nonresident not a citizen of the

9 United State.s' under the ,'ovisions of section 2209,

10 the exemption shall be the greater of (i) $30,000,

11 or (ii) that proportion of the exemption authorized

12 by section 2052 which the value of that part of the

13 decedent's gross estate which at the time of his

14 death is situated in the United States bears to the

15 value of his entire qross estate wherever situated."

16 (f) SPECIAL METHODS OF COMPUTING TAx.-Sub-

17 chapter B of chapter 11 (relating to estates of nonresidents

18 not citizens) is ameued by adding at the end thereof the fol-

19 lowing new sections:

20 "SEC. 2107. EXPATRIATION TO AVOID TAX.

21 "(a) RATE OF TAx.-A tar computed in atrordance

22 with the table contained in section 2001 is hereby imposed
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1 on the transfer of the taxable estate, determined as provided

2 in wection 2106, of evcry/ decedent nonresident not a citizen

8 of the U nited States dyiq after the date of enactment of this

4 section, i after March 8, 1965, apid Within the 10-year pe-

5 riod ending with the date of death such decedent lost United

6 Stales citize.nship, unless such lass did not hare for one of its

I principal purpiss the aroidance of taxcs under this subtitle

8 or subtitle A.

9 "(b) ('ioss EST.iT.-For purposes o the tax impomsd

10 by subsection (a), the value of the gross estate of ever

11 decedent to whom subsection (a) applies shall be, determined

12 as provided in section 2103, except that-

13 "(1) if such decedent ouned (within the meaning.

14 of section 958(a)) at the time of his death 10 percent

15 or more of the total combined rating power of all clasws

16 of stock entitled to rote of a foreign corporation, and

17 "(2) if such decedent owned (within the meaning

18 of section 958(a)), or is considered to hare ont td

19 (by applying the ow-nership ruhis of section .958(b)),

20 at the tint of his death, more than 50 peccnt of the

21 total combined voting. power of all cases of stock en-

22 titled to rote of such foreign corporation,

23 thun that proportions of the fair market value af the stock of

24 such foreign (wrporation ouned (within the meaning of sec-

25 tion 958(a)) In, s, ch decedent (it the time of his death,
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1 which the fair mirkt value of ay assets owned by such frr-

2 eign corporation and situated in the United States, at the time

3 of his death, bears to the total fair market rahte of all asats

4 owned by such foreign corporaliou at the time of his det~sh,

5 shall be included in the qro.v estate of such decedenit. For

6 purposes of the prmedi.; senteuce, a decedent shall be

7 treated as owning stock of a foreign corporation at the time

8 of his death if, at the time of a transfer, b! tritt or othrWise,

9 within the meaning of sections 2035 to 203S, inclusive, h(e

10 owned such stock.

11 "(c) ('REII TS.-The ta. impsed by subsection (a1) shill

12 be credited wvith the ,m(1 idts de'termined in (weordalnce with

13 section 2102.

14 "(d) EXCEPTION foI? Loss oi' CITIz E.SIP FOR ('ER-

15 T.IIN ('.:usEs.-nbstio, (a) shll not apl,1Y to the traimi-

16 fer of the estate, of a decedent w'homs. loss of United States

17 citizen ship resulted from the application of section 301(b),

18 350, or 355 of the Inainqrauioni and Nationality Act, as

19 anendcd (8 U.S.C. 1401 (b), I482. or 1487).

20 "(e) B)URiiN o,' iqw '.-If the Seretary or his ddh,-

21 gate etabli.shes that it is reas.,onable to bli(m,1, that au indi-

22 viduars loss of i'ni.S St t4s cilizct.ship iould, but for this

sectumt, result in a substiahl reduclio, in the estate, ill-

24 heritance, legacy, and suCc&i4nai taxes in respect of the

15 transfer of his estate, the burdei of proving that such los of
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1 citizenship did not have for one of is prinpal purpose the

2 avoidance of tae tinder this subtitle or subtitle A shall be

3 on the executor of such individuals estate.

4 "SEC. 2108. APPLICATION OF PRE-1967 ESTATE TAX PRO.

5 VISIONS.

6 "(a) IMposImN o MoRe BURDENSOME TAX BY

7 FOREIGN COUNTRY.-Whenever the President finds that-

8 "(1) under the hau's of any foreign country, con-

9 sidering the tax ,/stem of mch foreign country, a morc

10 burdensome tax is imloed by such foreign country on

11 the transfer of estates of decedents who were citizens of

12 the United States and not residents of such foreign

13 country than the tax imposed by this subchapter on the

14 tranfer of estates of decedents who were residents of

15 such foreign country,

16 "(2) such foreign country, when requested by the

17 United States to do so, has not acted to review or reduce

18 such tax so that it is no more burdenmme than the tax

19 imposed by this subchapter on the transfer of estates

20 of decedents who were residents of such foreign country,

21 and

22 "(3) it is in the public interest to apply pre-1967

2 tax provisions in acordance w-it this section to the

24 transfer of estates of decedents who were resident of

25 such foreign count try,
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1 the President shall proclaim that the tax on the transfer of

2 the estate of every decedent who was a resident of such for-

3 eign country at the time of his death shall, in the case of

4 decedents dying after the date of nch proclamation, be

5 determined under this subihapter without regard to ametnd-

6 ments made to sections 2101 (relating to tax imposed),

7 2102 (relating to credits against tax), 2106 (relating to

8 taxable estate), and 6018 (relating to estate tax returns)

9 on or after the date of miactment of this section.

10 "(b) ALLEVIATION OF MoRs BURDENS E TAx...-

11 Whenever the President fuds that the laws of any foreign

12 country with respect to which the President has made a proof,

13 lamation under subsection (a) have been modifd so that

14 the tax on the transfer of estate of decedftad who were

15 citizens of the United States and not rsidnt of such

16 foreign country is no longer more burdensome thax the

17 tax imposed by this subxkapter on the transfer of entates

18 of decedents who were rexidits of such fa'reign country,

19 he shall proclaim that tht, tax on the transfer of the

2 estate of every decedent who was a resident of such

21 foreign country at the time of his death shall, in the case

22 of decedents dying after the date of such proclantation, be

43 determined un,,r this subchapter without regard to sub-

24 section (a).

i
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1 "(c) NOTIFICATION OF CONGRE88 REQUIRED.-No

2 proclamation shall be issued by the Pretident pursuant to

8 this section unless, (it least 30 days prior to such proclama-

4 tion, he has notified the Seniate and the House of Repre-

5 sentt aires of his intention to issue miich proclamation.

6 "(d) IMPLEMENTATION BY IEGULATIONS.-The Sec-

T retry or his delegate shall prescribe such regttlationts as may

8 be necessary or aplpropriate to implerwnt this section."

9 (g) ESTATF TAX RETU.vs.-Paragraph (2) of sc-

10 tion 6018(a) (relating to estates of nonresidents not citi-

11 zon.) is atmetded by striking out "$2,000" and inserting in

12 liett thereof "$30,000".

13 (h) (LERICAL A. IE MEwT.-The table of sections for

14 subcha peter B of chapter 11 relatingq to estates of nonrsi-

15 dents not citizens) is (rnmended by adding at the end thereof

16 the following:

"ASec. 2107. Eirpatriatio to avoid tax.
"Ste. 9]08. Application of pre-1967 estate tax proeiiomA."

17 (i) EFFEECTIrI'E DATE.-The me'ldinents made by this

18 section shall a'pp!I with respect to estates of decedets dying

19 after the date of the enactment of this Act.

20 SEC. 109. TAX ON GIFTS OF NONRESIDENTS NOT CITI.

21 ZENS.

22 (a) IMPOSITION OF TAX.-Subsection (a) of section
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1 2501 (relating to general rule for imposition of tax) is

2 amended to read as follows:

3 "(a) TAXABLE TRANSFER.-

4 "(1) GENERAL ILE.-fvor the calendar year

5 1955 and each calendar year thereafter a tax, computed

6 as provided in section 2502, is herebql imposed on the

7 transfer of property by gift during such calendar year by

8 any individual, resident or non resident.

9 "(2) Ti?.,NSFEuS OF INTA.NGIIBLbE PROPERTY.-

10 Except as, provided in paragraph (3), paragraph (1)

11 shall not apply io the transfer of intangible property by

12 a nonresident not a citizen of the United States.

13 "(3) ExCEPtoIs.-Paragraph (2) shall not

14 apply in the case of a donor who at any time after

15 March 8, 1965, and within the 10-year period ending

16 with the date of transfer lost United States citizenship

17 unles-

18 "(A) such donor's loss of United States citi-

19 zenship resulted front the application of section

20 301(b), 350, or 355 of the Iinmiqration and Na-

21 tionalit!i Act, as amnded (8 U.S.C. 1401(b),

22 1482, or 1487), or

23 "(B) such loss did not have for one of its prin-



170

1 cipal purposes the avoidance of taxes under this

2 subtitle or subtitle A.

3 "(4) BURDEN OF PROOF.--lf the Secretary or his

4 delegate establishes that it is reasonable to believe that

5 an individual s loss of United States citizenship would,

6 but for paragraph (3), result in a substantial reductim

7 for the calendar year in the taxes on the transfer of

8 property by gift, the burden of proving tbat such loss

9 of citizenship did not have for one of its principal pur-

10 poses the avoidance of taxes under this subtitle or subtitle

U A shall be on such individual."

12 (b) TRANSFERS IN GENERAL.--Subsectio (b) of sec-

13 tion 2511 (relating to situs rule for stock in a corporation)

14 is amended to read as follows:

15 "(b) INTANGIBL9 PROPRRTY.-For purposes of this

16 chapter, in the case of a nonresident not a citizen of the

17 United States who is excepted from the application of section

18 l501 (a) (2)--

19 "(1) shares of stock isued by a domestic corpora-

20 tion, and

21 "(2) debt obligations of-

22 "(A) a United States person, or

23 "(B) the United States, a 8tate or any political

24 subdivision thereof, or the District of Columbia,
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1 which are owned by sucl nonreideat slal be deemed to be

2 property situated within the United States."

3 (c) Enwci, v DATE-The amendments made by this

4 section shall apply with repct to the calender year 1967

5 and all calendar years thereafter.

6 SEC. 110. TREATY OBLIGATIONS.

7 No amendment made by this title shall apply in any case

8 where its application would be contrary to any treaty obliga-

9 tion of the United States. For purposes of the preceding

10 sentence, the azeision of a benefit provided by any amend

11 meant made by this title shall not be deemed to be contrary

12 to a treaty obligation o/ the United ktae.

13 TITLE II--OTHER AMENDMENTS
14 TO INTERNAL REVENUE CODE
15 SEC. 201. APPLICATION OF INVESTMENT CREDIT TO

16 PROPERTY USED IN POSSESSIONS OF THE

1? UNITED STATES.

18 (a) PROPErT Usm By DOMESTIC CORPORA TIONS,

19 ETc.-Section 48(a) (2) (B) (relating to proirty uWud out-

20 side the United States) is amended-

21 (1)'by striking out "ant' at tle end of cl9',us (v);

22 (2) by afriking out the period at the end of clause

23 (vi) and inserting in lieu thereof "; and'; and

J. 69-350-----12

177
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1 (3) by adding at the end tlwreof the following new

2 clause:

3 "(vii) any property which is owned by a

4 domestic corporation (other than a corporation

5 entitled to the benefits of section 931 or 934(b))

6 or by a United States citizen (other than a cii-

7 zen entitled to the benefits of section 931, 933,

8 or 934(b)) and which is used predominantly

9 in a possmion of the United States by such a

10 corporation or citizen, by a corporation created

i or organized in, or under the law of, a posses-

12 sion of the United States, or by a United States

13 citizen who ie a bona fire idt of a poses-

14. sion of the United States."

15 (b) EFkff'TIFE D.IT.-The amendments made by bub-

16 section (a) shall apply to taxable years ending after Decem-

17 ber 31, 1965, but only with respect to property placed in

18 service after suwh date. In applying section 46(b) of the

19 Internal Revenue COxe of 1954 (relating to carrybawk and

20 carryover of unused credits), the amount of any investnaeut

21 credit carryback to any taxable year ending on or before

22 December 31, 1965, sadl be determined without regard to the

23 amendments made by this section.
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1 SEC. 202. DEDUCTION OF MEDICAL EXPENSES OF INDI.

2 VIDUALS AGE 65 OR OVER.

3 (a) REPEAL OF AMENDMENTs MADE BY SOCIAL S-

4 CURITY AMENDMENTS Or 1965.--Subsections (a) and (b)

5 of section 106 of the Social Security Amendments of 1965

6 are repealed.

7 (b) Cost OF MEDICAL !NStRANC.--Section 213(a)

8 (relating to allowance of deduction for medical, dental, etc.,

9 expenses) is amended-

10 (1) by striking out "and" at the end of paragraph

11 (1)(A);

12 (2) by inserting after "such expenses"in paragraph

13 (1) (B) "(reduced by any amount deductible under sub-

14 paragraph (C))";

15 (3) by striking out the period at the end of para-

16 graph (1)(B) and inserting in lieu thereof ", and";

17 (4) by adding at the end of patragraph (1) the foi-

18 lowing new subparagraph:

19 "(C) an amount (not in excess of $150) equal

20 to one-half of the expenses paid during the ta.rable

21 year for insurance which constitutes medical care
24

22 for the taxrpayer, his spouse, an~d depentdents (other
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thwi any , en dewribed in subpargraph

2 (A)).";

3 (5) by striking out "and" at the end of paragraph

4 (2)(B);
5 (6) by inserting after "suck ecpens" in para-

6 graph, (1) (C) "(reduced by any amount deductible

7 under subparagraph (D))";

8 (7) by striking out the period at the end of para-

9 graph (2) (C) and inserting in lieu thereof ", and';

10 and

11 (8) by adding at the end of paragraph (2) the

12 following n eu subparagraph:

13 "(D) an amount (not in excem of $150) equal

14 to one-half of the eaIpens paid during the taabl,

15 year for insurance which constitutes medical care

16 for such dependents (other than any dependent de-

17 xribed in paragraph (1) (A))."

18 (c) EFFRCTI'E DAT.-The repeal and amendmends

19 made by this section shall apply to taxidde years beginning

20 after Dwe&Ur 31,1966.
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1 SEC. 203. BASIS OF PROPERTY RECEIVED ON LIQUIDA'.

2 TION OF SUBSIDIARY.

3 (a) DEFINrtoI Or PURCHASE.-Section 334(b)(3)

4 (relating to definition of purchase) is amended by adding ai

5 the end thereof the following new sentence:

6 "Notwithstanding subparagraph (C) of this para-

7 graph, for purposes of paragraph (2) (B), the term

8 'purchase' also means an acquisition of stock from a cor-

9 poration when ownership of such stock would be attributed

10. under 'section 318(a) to the person acquiring such

11 stock, if the stock of such corporation by reason of which

12 uch ownership would be attributed was acquired by

13 purchase (within the meaning of the preceding sen-

14 tence)."

15 (b) PE Dno OF AcQUlStio.---ection 334(h) (2)

16 (B) '(relating to exception) is amended by striking out "dur-

17 mng a period of not more than 12 months," and inserting in

18 lieu thereof "during a 12-nmth period beginning with the

19 earlier of-

,.
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1 "(i) the date of the first acquisition by Inr-

2 chase of such stock, or

3 "(ii) if any of such stock twas acquired ini

4 an acquisition which is a purchase within the

5 in ening of the second sentence of paragraph

6 (3), the date on uirk. h the distributee is first

7 conidered under section 318(a) as owning

8 stock owned by the corporation from which such

9 acquisition was made,".

10 (c) DisTRIBUTIoN op INSTALLMENT OBLIGATIONS.-

11 Section 453(d)(4)(A) (relating to distribution of install-

12 inent obligations in certain liquidations) is amend to rud

13 as follows:

14 "(A) LiQ'iD-tTIONS TO W'HIC SECTION 331

1i" APPLIES.-f-

16 "(i) an installment obligation, is distributed

17 in a liquidation to which section 332 ratingg

18 to complete liquidations of subsidiaries) applies,

19 and

20 "(ii) the basis of such obligation in the

21 hands of the distrilnitee is determined under

22 section 334(b) (1),

23 then no gain or loss with csiecI to the distribution

24 of such obligation shall be recognized by the dis-

25 tributing corporation."
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1 (d) EFFC civE DATEs.-The amendment made by sub-

2 section (a) shall apply only uith respecl to acquisutions (f

3 stock after Devenber 31, 1965. The ametndments made by

4 stxctions (b) (nid (c) 4all apply only with respect to dis-

5 fributions made after the date of the enactment of this Act.

6 SEC. 204. TRANSFERS OF STOCK AND SECURITIES TO

7 CORPORATIONS CONTROLLED BY TRANS.

8 FERORS.

9 (a) TRANSFERS TO INIESTMENT COMPANIEs.-The

10 first sentencee of smetion 351 (a) (relating to transfers fo cor-

11 porations4 controlled by transferor) is ameni-d by striking out

12 "to a corporation" and iserting in lieu thereof "to a COrpra-

13 tion. (including an investncnt co mpany)".

14 (b) EFFICTIVE I.ITE.-The amesidineid made by sub-

I5 section (a) shall aply iv ilh respect to transfers of property

16 whether made before, on, or after the date of th4e enactment

17 of this Act.

18 SEC. 205. MINIMUM AMOUNT TREATED AS EARNED IN.

19 COME FOR RETIREMENT PLANS OF CERTAIN

"20 SELF-EMPLOYED INDIVIDUALS.

21 (a) INCREASE TO $6,60O.-Section 401 (c) (2) (B) (re-

22 lating to earned incone uwhetn both personal services and capi-

23 tal are material incoine.-produciiig factors) is amended by

2 striking out "$2,500" each place it appears therein and in-

25 seating in lieu hereoff "$6,600".
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1 (b) E?'FrCTIJE DITI.--ThE amend ,w, made by sub-

2 section (a) sAlill aply to taxle years begianhig after De-

3 member 31, 1.965.

4 SEC. 206. TREATMENT OF CERTAIN INCOME OF AU.

3) THORS, INVENTORS, ETC., AS EARNED IN.

6 COME FOR RETIREMENT PLAN PURPOSES.

7 (a) lcNCEM Fii.vo lispoirov OF PROPERTY CRE-

8 .1 TED BY 7'.x'l'. AE.-Sction 401(c) (2) (relating to defi-

9 nili, m of ettrnrd income) is amended III adding tit the end

11 thereof the following new subpirafgraph:

11 "(C) INCOME FROM DISPOSITION OF CER-

12 T.AiN PROPERTV.-For ;Aurjses of this stlion, the

13 term 'earned inconw' incdudes gains (other than any

14 !!in which is treated under any pnmvis4i of thi

15 chapter as gair from the sale or (exchange of a

16 capitid asset) and net earnings derived from the

17 sale or other dispositiun of, the transfer of any in-

18 terest in, or the licensing of the use of property

19 (other than good will) byt an individual whose per-

20 .omal efforts cre,1ted suh property."

21 (b) Ef-pw'rn'E V rs.-The anwadmnt made by sub-

22 section (a) shall apply to ta'ablc years ending after the date

23 of the enac tment of this At.
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1 SEC. 207. EXCLUISION OF CERTAIN RENTS FROM PER-

2 SONAL HOLDING COMPANY INCOME.

3 (a) RsNrs FRoM LEASES OF CERTAiv TANGIBLE

4 PERIONAL J'roI'Esr.--duectm 543(b)(3) (relating to

5 adljust d inemie from rc.ws) is (lnendId ,!I sirikinq out "but

6 does mw ivedude amwsniAs (wndiultil periinal holding e(on-

7 pouty income under subsetion (a) (6), nor co.qrid royal-

8 lies (as defined it siubsetiin (a) (4) wir inided flu. rents

9 (as dWwd in subm wlion (a) (.5) (B))." tond in.*rtitq iin

10 lieu thereof the following: "but such term d,. nut inhlde-

11 "(A) amoumts otuntituting personal hddiqg

12 company income under absection (a) (b),

13 "(B) eolyriqht roqyailies (w defined in sub-

14 metin (a) (4)),

15 "(W) Iprxiewl film rents (as defined in sub-

16 ,eto (a) (5) (B)), or

17 "(D) compensation, houweer designated, for the

18 u. of, or the right to se, any tangible lrsonal

19 property manufao/ured or produced by the taxpayer,

20 if during the taxable .year thte taxpayer is cn qlgad

21 in in wabsnal manufacturing or production of

tangible persowl property of the same tyl,,.
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1 (b)TECHNICAi. AmxcD RNT8.-

2 (1) Scti,,n .5431'a) (2) (relating to adjusted in-

8 come from rents included in personal holding company

1 incone) is amended by striking out the last aet'nce

thereof.

(2) Section 54(b)(2) (relating to definition of

7 adjusted ordinary grcs income) is amended-

9 (A) by strikivq out "(as defined in the second

9 sentence of paragraph (3) of this subwction)" in

10 subparagraph (A) and inveting in lieu thereof

11 "(at; defined in paragraph (3))"; and

12 (B) by addi,4g at the end thereof the following

13 nev subparagraph:

1 1 "(D) CERTAIN EXCLI-IDED RENTS.-kI' ro tht

15 gross income cousisting of compensation described

16 in "mbparagraph (D) of paragraph (3) subtrot

17 ti amount allowable as deductions for the items

18 described in clauses (i), (ii), (iii), and (iv) of

19 subparagraph (A) to the extent allocable, under

20 regulations prescribed by the Secretary or his dele-

21 gate, to such gross income. The ammont subtracted

22 ituder this subparaqraph shall not eGrceed such gross

,3 income."

24 (c) EFFECTIVE DATE.-The amendments made by

25 svbsections (a) and (b) shall apply to taxable years begin-
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1 ning a/.er dale of the enactmeal of this Act. Such

2 amounts " abeo apply, at the election of the taxmyer

3 (made at such time ad it such mann'r as the Sccretar: or

4 his delegate may prtw#ribe); to taxale yca's beginning on

S or before such date and ending after Deciber 31, 1965.

6 -SEC. 2.6 PERCENTAGE DEPLETION RATE FOR CERTAIN

7 CLAY BEARING ALUMINA. i

8 (a) .?3 PRX,;NT R. Tb.-Section 613(b) (relating to

9 petentlae deplehio" rateAs) is amended-

10 (1) by itserting "clay, laterile, and nephelite Ve-

il site" after "anorthoite" in paragraph (2) (B) ; and

12 (2) by string out "if paragraph (5) (B) does ,ot

13 apply" in paragraph (3)(B) ani inserting in lieu

14 thereof "if neither paragraph (2) (B) nor (5) (B) cp-

1.5 plie" 

16 (b) Tite~iTmENr PRlo ;,sEs.--Section 613(e) (4)

17 (relating to treatment processes considered as mining) is

18 amended-

19 (1) by striking out "and" at the end of subpara-

2 graph (G),

21 (2) by redesign atiny subtragraph (H) as (I),

22 awl by i,.serting after suhparagraph (G) the following

nav subparagraph:

24 "(i) in the case of clay, laterite, and nephelite

25 syenite from deposits in the United States (to the
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1 t.-, that alwmra and alminum compounds are

2 erracled tkersfn)--all prices applied to derire

3 alumina or alu ium coraptmnds therefrom; and".

4 (c) ErriscrirD IATr.-The amendments made by mub-

5 sections (a) aid (b) shall apply to taxable years beginning

6 after the date of the enamtmen of tA'is Act.

7 SEC. 209. PERCENTAGE DI!PLETION RATE FOR CLAM

8 AND OYSTER SHELLS.

9 (a) 15 PmcTmr RATE.--edtion 613(b) (rdatin;

10 to percentage depletion rates) is ,m idd-

11 (1) by striking out "mollusk hell (induding clam

12 shelL and oyster shells)," in, paragraph (J)(A), and

13 (2) by insertig 6"mollusk sOs (including clam

14 s/eUs and oyster shells)," after "marble," in paragraph

15 (6).

16 (b) ErrrmCr DATri.-The amendments made by sub-

17 sedion (a) shall aptPly ,to axable years beginning after the

18 date of the enactment of this Act.

19 SEC. 210. SINTERING AND BURNING OF SHALE, CLAY,

20 AND SLATE USED AS LIGHTWEIGHT AGGRE.

21 GATES.

22 (a) TREA ,rtM , PROCRSsE8.-Setion 613(c) (4)

23 (relating to treatment processes considered as mining) is

24 amended by srikig oa "and the furnacing of quicksilver

25 ore" in subparagraph (B) and inerting in lieu thereof
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J "e furnacing of qsi lver ores, and the atinering or burn.-

2 ing of dude, clay, ad sate ucd or sold for use as light weigAt

3 WggPeg '.

4 (b) EFrEcrJ;,,E DATE.- The amendunt made by sub-

5 section (a) shall apply to taxable years beginning after the

6 date of the enactmtent of this Act.

SEC. 211. STRADDLES.

8 (a) TREATMENT AS SHORT-TERM CAPITAL GAIN.-

9, Section 1234. (relatiNg to optics) is amended by redewig-

10 nating subsection (c) as subsection (d) and by inserting after

11 subsection (b) the following new subction:

12 "(0) SPECIAL RULE FOR GRANTORS OFSTRADDLES.-

13 "(1) GAIV ON LAPS.-n tht case of gain oi lale

14 of an option granted by the taxpayer as part of a strad-

15 dle, t1w gain shall be detund to be gaia from the sale or

16 e.ahauje of a capital asse held for not mwre than 6

17 months on the d(y that the option expired.

18 , "(2) ExcE'PrION.-Tis subw!ction shall not apply

19 to any person who hold. sevuritiva for sale to customers

20 in the wriijary course of his trade or business.

21 "(3) DEFlNlTIONS.-For pvrpse of this subsec-
'I

22

23 "(A) The term 'straddle' Mans a simultane-

24 ouuly gra 4tW eombinatkpn of an option to buy, and
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1 an option to ell, tee same quantity of a security at

2 the same price during the same period of time.

3 "(B) The term 'security' has the meanuig as-

4 signed to such tern, by section 1236(c)."

5 (b) ErrTcvTiIE I)ATE.-The amendments made by sub-

6 section (a) shall apply to straddle transacions entered into

7 after January 2,5, 1965, in taxable years ending after sucA

8 date.

9 SEC. 212. TAX TREATMENT OF' PER.UNIT RETAIN ALLO.

10 CATIONS.

11 (a) TAx TREATMENT OF COOPERATIVES.-

12 (1) Section 1382(a) (relating to gross income of

13 cooperatives) is amended by striking out the period at

14 the end thereof and inserting "or by reason of any amount

15 paid to a patron as a per-unit retain allocation (as de-

16 fined in section 1388(f))."

17 (2) Section 1382(b) is amended-

is (A) by striking out "(b) PATRONAGE Dir-

19 IDEND.--" and inserting in lieu thereof "(b) P.-

20 TRONAGE DIVIDENDS AND Pi'R..UNIT RETAIN

21 A LLocA TION8.-",

22 (B) by striking out "or" at the end of para-

23 graph (1),

24 (C) by striking out the period at the eidi of
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1 paragraph (2) and inserting a semicolon in lieu

2 thereof,

3 (D) by striking ot the sentence following para-

4 graph (2) and iseting in &e thereof the following:

5 "(3) as per-unit retain allocations, to the extint paid

6 i qualified per-unit retain certificates (as defined in sec-

7 tin 1388(h)) with resptd to marketing occurring dur-

8 ing such taxable year; or

9 1 "(4) in mwiey or other property (except per-unit

10 retain certifiate.) in redemption of a nonqualified per-

11 unit retain certificate which was paid as a per-unit retain

12 allocation during the payment period for the taxable year

13 during which the marketing occurred."

14 "For purposes of this title, oay asmunt not taken into ac-

15 count under the preceding sentenCe hall, in the case of an

16 amount described in paragraph (1) or (2), be treated in

17 the sm manner as an iten of gross income and as a deduc-

18 tion therefrom, and in the case of an amount dt'scribed in

19 paragraph (3) or (4), be treated as a deduction in arriving

2) at gross income."

21, (3) Section 1382(e) is amended to read as fol-
'I

'2 lows:

23 "(0) PRODUCT8 MARKETKD UNDRR POOLING AR-

24 RANGEMENT.-For purposes of subection (b), in the case
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1 of a pooling arraigment for the marketing of products-

2 "(1) the patronage sha1 (to the eent provided

3 in regulations prescribed by the Secretary or his dle-

4 gate) be treated as patronage occurring during th, tax-

5 able year in whic* th poo1 cloes, and

6 "(2) the marketing of products shall be treated a.

7 occurring during any of the to.rable years in which the

8 lol is open.."

9 (4) Section 1382(f) is amended by striking out

10 "sboodion (b)" wed iiewrting in lieu thereof "para-

11 graphs (1) and (2) of subction (b)".

12 (5) The heading for section 1383 is amended b!i

13 striking out th period at the end thereof aimd inserlti

14 "OR NONQUAUFIFJ) PER4JNIT RETAIN CERTIFI.

15 CATES."

16 (6) Section 1383(a) is amended-

17 (A) by striking oit "section 1382(b) (2)" and

18 inserting in lie* thereof "smdion 1382(b)(2) or

19 (4),",

20 (B) by string out "nonqua/i written no.

21 ti*es of aflocalion" each phac it appears and itt-

22 serting in lieu thereof "nonqualified Yritn eotiom

23 of alowion or owqu4li perni tvrWeuzin certif-

24 oates", and
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(C) by strikiNg out "qualified written notices

2 of allocation" and inserting in lieu thereof "qual-

3 ified written notices of allocation or qualifid j r-unit

4 retain certiicate's (a4 the ease may be)".

5 (7) qectii 1383(b) (2) i. amended-

6 (A) by striking out "IOudI1ifliI wrritten no-

7 tice of alloetwiw" and in.w'rting in liE1w thcrmof "non-

8 qualified i'rittln inoice of allocation or nonqualifu d

9 w.r-unit retain ce'rtificate",

10 (B) by striking out qualifiedd 'ritten notice of

11 allocation" and inserting in licu thereof qualifiedd

12 written notice of allocation or qu (dified inr-unit re-

13 tain certificate (as the ease may be)",

14 (C) by stlk'ing out "'st'h irritten notice of

15 allocation" atid i.sertinq in licu therof "such writ-

16 ten notice of allocation or per-unit retail certificate",

17 and

18 (D) by sfriking out "setion 1382(b) (2)' and

19 inserting in lieu thurcof "suction 1382(b) (2) or

20 (4),

21 (8) The table of sections for part I of subchapter

22 T of chapter 1 is amended by strkhg out-

"See. Im-1. (?ornputaio" of flae'i1Ii ~tpeMotuite redeemm
not, !ualiited written "wt ces of allocation."

J. 696-350-13
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1 and inserting in lieu thereof-

"S$c. 1i83. Corniptaton of tai wher. cooperative redeems
notqualif4d written notices of olloeation or
nomju lified per-vnit retain certifcotea."

2 (b) TAX TREATMENT BY PATRONS.-

3 (1) Section 1385(a) is amended by striking out

4 d"and" at the end of paragraph (1), by striking out the

5 period at the end of paragraph (2) and inserting in lieu

6 thereof ", and', and by adding at the end thereof the fol-

7 lowing new paragraph:

8 "(3) the amount of any per-unit retain allocation

9 which is paid in qualified per-unit retain certificates and

10 which is received by him during the taxable year from an

11 organization demribed in section 1381 (a)."

12 (2) The heading for section 1385(c) is amended by

13 striking out "ALLOCATION" and inserting in lieu thereof

14 "ALLOCATION AND CERTAIN NONQUALIFIED PER-

15 UNIT RETAIN CERTIFICATES".

16 , (3) Section 1385(c) (1) is amended to read , fol-

17 lows:

18 "(1) APPLICATION OF 8UBECTION.-This subseo-

19 tion shall apply to-

20 "(A) any nonqualified written notice of alloca-

21 t which-

22 "(i) was paid as a patronage dit4dend, or

23 "(ii) was paid by an organization described
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in section 1381 (a) (1) on a patronag, batis

2 with respect to earnings derived from business

3 or source, described in sctiun 1.82(c) (2) (A),

4 and

5 "(B) wty no qualified per-uait retain certif-

6 icqie which was paid as a j ,,-unit retain alloca-

7 tion."

8 (4) Section 138.5(c) (2) is amendd-

9 (A) by striking out "nonqualified written notice

10 of allocation" and inserting in lieu thereof "non-

11 qualifd written notice of allocation or nonqualified

12 , per-unit retain certifcate", and

13 (B) by striking out "eudchl writei notice of al-

14 location" each place it appears and isertiug in lieu

15 thereof "such written ntoiWe of allocation or per-unit

16 retain certificate".

17 (5) The table of parts for subchapter T of chapter

18 1 is amended by striking out--

"Part 11. 7'ar freatment by joatrans of patronage diridead.."

19 and inserting in lieu thereof-

"Part II. Tax treatment by patrort of patronage diidend.
and per-uti retail alhOcathoa."

20 (c) DxntuNToNs.-

21 (1)(A) Section 1388(e)(1) ia amended by stik-
22 ing out'"allocation)" and insrting in lieu thereof "allo-

23 cation or a per-unit retain certificate" .
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1 (B) Section 1388(e) (2) is amended by striking

2 out "allocation" and inserting in lieu thereof "alloca-

3 tion or qualified per-unit retain certificate".

4 (2) Section 1388 is amended by! adding at the end

5 thereof the following new subsections:

6 "(/) PRR-UNIT RETAIN ALtJOCATION.-For purposes

7 of this subchapter, the term 'per-unit retain allocation' means

8 any allocation, by an organization to which part I of this sub-

9 chapter applies, other than n payment in money or other

10 property (eTcept per-unit retain certificates) to a patron with

11 respect to products marketed for him, the amount of which

12 is fixed without reference to the net earnings of the organiza-

13 tiom pur.uant to an agreement between the organization and

14 the patron.

15 "(g) PER-UNIT RET, IN CERtTIFCATRe.-For purposes

16 of this subchapter, the term 'per-unit retain certificate' means

17 any written notice which discloses to the receipient the stated

18 dollar amount of a per-unit retain allocation to him by the

19 organization.

20 "(h) QUALIFIED PER-UNIT RETAIN CERTIFICATE.-

21 "(1) DEt'Nvm .- For purposes of this subchapter,

22 the term 'qualified per-unit retain certificate' means any

23 per,.*nit retain certificate which the distributee has agreed,

24 in the manner provided in paragraph (2), to take into
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1 account at its stated dollar amount as provided in section

2 1385(a).

3 "(2) MANNER Of OfTAININO A (WEEMENT.-A

4 distributee shall agree to' take a per-unit retain certificatte

5 into account as provided in paragraph (1) only byt--

6 "(A) making such agreement in writing, or

7 "(B) obtaining or rCtaiving nemberhip in It

8 organization, after-

9 "(i) such organization has adopted (after

10 the date of the enactfeUt of thi. qubection) a

11[ bylaw providing that membership in the organi-

12 zation constitutes such aq'eeinent, and

13 "(ii) he has received a written notification

14 and copy of such bylaw.

15 "(3) PERIOD FOR WHICH A GREEMENT IS EFFECT VE.-

16 "(A) GENERAL iR.-Exrcept a. provided in

17 subparagraph (B)--

18 "(i) an agreement described in paragraph

19 (2) (A) shall be an agreement with respect (o

20 all products delivered by the distributee to the

21 organization during the taxable year of the orya-,

22 nization during which such agreement is made

23 and all subsequent taxable years of the organiza-

24 tion; and
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"(ii) an agreement described in paragraldi

2 (2) (B) shall be an agreement with respect to

3 all products delivered by the distributee to the

4 organization after he received the notification

5 and copy described in paragraph, (2) (B) (ii).

6 "(B) RvOVA TION, BTC--

7 "(i) Any agreement described in para-

8 graph (2) (A) may be revoked (in writing)

9 by the distribu tee at any time. Any such revo-

10 cation shall be effective wilh respect to products

11 delivered by the distributed on or after the first

12 day of the first taxable year of the organization

13 beginning after the' revocation is flied with the

14 organization; ercept that in the case of a pool-

15 ' ing arrangemtent described in section 1382(e)

16 a revocation made by a distributee shall not be

17 effective as to any j)?'odudcs which' were delivered

18 to the organization by the distributee before such

19 revocatiom.

20 "(ii) Any agreement dsribed in para.

21 graph (2) (B) "shall not be. effective with re-

22 spect to ,any products delivered after the dis.

23 tribute ceases tobe'a ihember of the organiza.

24 tion or after the bylaws .of the organization:
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1 cease to contain the provision described in para.

2 graph (2) (B) (i). ,

3 "(i) NONQUALtl'IED PER-UNIT RETAIN CHRTIF1-

4 cA TE.-For purposes of this subchapter, the term 'nonquah-

5 fled per-unit retain certificate' means a per-unit retain cer-

6 tificate which is nwt described in subsection (h)."

7 (0) INFORMATION REI'ORTING.-

8 (1) AMOUNT SUBJECT TO REIORTlNG.-Section

9 6044(b) (1) is amended by striking out "and" at the

10 end of subparagraph (B), by striking out the period at

11 the end of subparagraph (C) and inserting in lieu

12 thereof ", and", and by adding after subparagraph (()

13 the following new subparagraphs:

14 "(D) the amount of any per-unit retain al-

15 location (as defined in section 1388(f)) which

16 is paid in qualified per-unit retain certificates (aq

17 defined in section 1388(h)), and

18 "(E) any amount described in section 1382

19 (b) (4) (relating to redemption of nonqualified per.

20 unit retain certificate8)"

21 (2) DETERMINATION OF AMOUNT PAID.-
Ig

22 (A) Section 6044(d) (1) is amended by strik...

'3 ing out "allocation)" and inserting in lieu thereof
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1 "allocation or a' qualified per-unit retain certifi-

2 cate)".

3 (B) Section, 6044(d) (2) is amended by strik-

4 ing out allocationt" and inserting in lieu thereof

5 "allocation or a qualified per-unit retain certificate".

6 (d) kFFRCTIVt DArT'ES.-

7 (1) The amendments made by subsectio'ns (a) and

8 (b) shall apply to per-unit retain allocations made dur-

9 ing taxable years of an organization described in sec-

10 tion 1381 (a) (relating to organizations to which part 1

11 of subehapter T of chapter 1 applies) beginning after

12, 'April 30, 1966, with respect to p'oducfs delivered dur.

13 ing such years.

14 (2) The amendments made by subection (c) shall

15 apply with respect to calendar years after 1966.

16 (0;) 'TRANSITION RUI1t.-

17 (1) Fxcept as provided in paraujraph (2), a ,rit-

18 ten agreement between a patron and a cooperative as-

19 oftiation-

20 (A) which dearly provides that the patron

21 agrees to treat the stated dollar amounts of all per-

22 unit retaiia ceriificates issued to him by the a&ocia-

23 tion as representing cash distributions which he has,

24 of his own choice, reinvested in the cooperative

25 association,
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1 (B) which is revocable by the patron at any

2 linte a/hr the close of the.roble year in which it

3 Was made,

4 (C) which rua cn,.lered into after October 14,

5 1.965, (1i d before the (bite ofthe eiactmeit of thi

6 Act, and

7 (D) w/iich is in effect on the date of the enact-

8 ment of this Act, and with respect to which a written

9 notice of remoeation 11(s not been furnished to the

10 cooperative association,

11 shall be effective (for the period prescribed in the aree-

12 meant) for purposes of section 1388(h) of the Internal

13 Revenue (lode of 1954 as if entered into, pursuant to

14 such section, after the date of the enactment of this Act.

15 (2) dlii a!/,',,,,ici ,/,,c,,'ibed in paragv'aphs (1) (A)

16 and (C) which was inc/u ,d in a byi-law of the cooperao

17 tive association and uhich is in effect on the date of the

18 enactment of this Act /hall be effective for purposes of see-

19 lion 1388(h) of such 'odc only for taxable years of the

20 association bejiiiif before Hay 1, 1967.

21 SEC. 213. EXCISE TAX RATE ON AMBULANCES AND

22 HEARSES.

23 (a) CLIS8IFWVATION As AUTOMOBILES.-Section 4062

24 (relating to definitions applicable to the lax an motor vehicles)
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1 is amended by adding at the end thereof the following new

2 subsection:

8 "(b) AMBULANCES, HEARSES, ETC.-For purposes of

4 section 4061(a), a sale of an ambulance, hearse, or combina-

5 tion ambulance-hearse shall be considered to be a sale of an

6 automobile chassis and an automobile body enumerated in

7 subparagraph (B) of section 4061(a) (2)."

8 (b) EFFECTIVE DATE.-The amendment made by sub-

9 section (a) shall apply with respect to articles sold after the

10 date of the enactment of this Act.

11 SEC. 214. APPLICABILITY OF EXCLUSION FROM INTEREST

12 EQUALIZATION TAX OF CERTAIN LOANS TO

13 ASSURE RAW MATERIALS SOURCES.

14 (a) EXCEPTION TO EXcLUSION.-Section 4914(d)

15 (relating to loans to assure raw materials sources ) is amended

16 by adding at the end thereof the following neto paragraph:

17 "(3) EXCEPTO .- The exclusion from tax pro-

18 vided by paragraph (1) shall not apply in any case where

19 the acquisition of the debt obligation of the foreign corpo-

20 ration is made with an intent to sell, or offer to sell, any

21 part of such debt obligation to United States persons."

22 (b) TECtNICAL AMENDmENTs.-Section 4914(j)(1)

23 (relating to loss of entitlement to exclusion in case of certain

24 ubsequent transfers) is amended-.
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1 (A) by striking out in subparagraph (A) ", or

2 the exclusion provided by subsection (d),", and

3 (B) by striking out "subsection (d) or (f)" in

4 subparagraph (D) and inisertipg in lieu thereof

5 "subsection (f)".

6 (e) E'FCtle'x, D, Tl,.-The anwndments made by sub-

7 sctnm8 (a) and (b) shall apply with respect to acquisitions

8 of debt obligations made after the date of the enactment of

9 this Act.

10 SEC. 215. EXCLUSION FROM INTEREST EQUALIZATION

11 TAX FOR CERTAIN ACQUISITIONS BY INSUR.

12 ANCE COMPANIES.

13' (a) NEWv COMPIANI q AND COMPANIES OPERATION

14 IN FORMEit LES DIEVELOPED CO1NTRtIliS.-Section 4914

15 (e) (reding to acquisitions by insurance companies doing

16 business in foreign countries) is ammnded-

17 (1) by striking out "at the time of the initial deig-

18 nation" in the last sentence of paragraph (2);

19 (2) byp striking out "An" in the first sentence of

20, paragraph (3) (A) (i) and inserting in lieu thereof "Ex-

2t cept as provided in clause (ii ,), an";

22 (3) by striking nt "under this subparagraph" in

23- ,paragraph (3)(A)(ii) and inserting in lieu thereof

24 ;"underclause (i)"';
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1 (4) by adding after clause (ii) of paragraph (3)

2 (A) the following new clause:

3 "(iii) INITIAL DESIGNATION AFTER

4 OCTOBER 6, 16.-An insurance compamj

5 which was not in existence on October 2,

6 1964, or was otherwise ineligible to establish a

7 fund (or funds) of assets described in para-

8 graph (2) by making an initial designation un-

9 der clause (i) on or before mtch date, may etab-

10 lish (and thereafter currently maintain) stu

11 funtl (or funds) of asset at any time after the

12 enactment of this clause by designaling stock of

13 a foreign ismer or a debt obligation of a foreign

14 obligor as a part of such fund in accordance

15 wi the provision. of clause (iv) (if applicable)

16 and subragraph (B) (i).

17 "(iv) FUNDS INVOLVING CURRENCIES OF

18 FORMER LESS DEVELOPED COUNTRlES.-An

19 insurance company deiring to establish a fund

20 under daus (iii) with respect to insurance

21 contracts payable in the currency of a country

22 designated as a less developed country on Octo-

2 ber 2, 1964, which thereafter has such designa-

24 tion terminated by an Executive order issued

under section 4916(b), shall designate as assets



205

I of such fund, to the extent permitted by sub-

2 paragraph (E), the stock of foreign issuers or

3 debt obligations of foreign obligors as follows:

4 First, stock and debt obligations having a period

5 remaining to maturity of at least 1 year (other

6 than stock or a debt obligation described in sec-

7 tion 4916(a)) acquired before July 19, 1963,

8 and owned by the company on the date which

9 the President, in accordance with seetion 4916

10 (b), communicates to Congress his intention to

11 terminate the status of such country as a less de-

12 veloped country; second, stock aul debt obliga-

13 tions having a period renainingl to maturity of

14 tit least 1 year described in section 4916(a)

15 (and owned by the company on the date of such

16 termination) which, at the time of acquisition,

17 qualified for the nxclusion provided in such see-

18 tion, because of the status of such country as a

19 les developed country; and third, such stock or

20 debt obligations as the company may elect to des-

21 ignate tinder subparagraph (R) (i). The pe-
gl

22 riod remaining to maturity referred to in the

23 preceding sentence shal be determined as of the

24 date of the Preident's communication to

25 Congress." ;
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1 (5) by 81riking out "TO MAINTAIN FUND" in the

2 heading of paragraph (3) (B);

8 (6) by striking out "as provided in subparagraph

4 (A) (ii)" in paragraph (3) (B) (i) and inserting in lieu

5 thereof "under subpararaphe (A) (i) and (ii)";

6 (7) by inserting before the period at the end of th,

7 first sentence of paragraph (3) (C) the following: ";

8 except that, with respect to a fund estilished under sub-

9 paragraph (A)(iii), stook or debt obligations acquired

10 before the establishment of such fund may not be de.sg-

11 natd as part of such fund under thi. subparagraph";

12 (8) by striking out "subpuayraph (B)," in para-

13 graph (3) (E) (i) and inserting in lieu thereof "sub-

14, parujraph (A) (iv), (B),";

15 (9) by striking out "subparaygraphl (A)" in para-

16 graph (4) (B) (i) and inserting in lieu thereof "sub-

17 paragraph (A) (i)";

18 (10) by striking out "paraqrph (3) (A )" in p(,ara-

19 graph (4) (B) (ii) and itmerting in lieu thereof "para-

20 graph (3) (A ) (i)" ; and

21 (11) by adding at the end of paragraph (4) thi

22 following new subparagraph:

23 "(C) SPEcIAL, RUL.--For. purposes of sub-

24 paragraph (A), if a country desiglnated as a les

25 developed country an Septeiber2,,, 196, themte
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1 has such demgnation terminated by an Executive

2 order isued under section 4916(b), all insurance

8 contracts payable in the currency of such country

4 which were entered into before such designation uia

5 terminated shall be treated as insurance contracts

6 payable in the currency of a country other than a less

7 deveoped country."

8 (b) EFF'CTIVE DATE.-The amendment made by sub-

9 section (a) shall take effect on the day after the dbate of the

10 enactment of this Act.

11 SEC. 216. EXCLUSION FROM INTEREST EQUALIZATION

12 TAX OF CERTAIN ACQUISITIONS BY FOREIGN

13 BRANCHES OF DOMESTIC BANKS.

14 '(a) AUTHORITY FOR MODIFICATION OF EXECUTIVE

15 ORDERS.-Section 4931(a) (relating to commercial bank

16 loans) is amended by adding at the end thereof the following

17 new sentence: "Clause '(A) of the preceding sentence shall

18 not prevent a modification of such Executive order (or any

19 modification thereof) to exclude from the application of sub-

20 section (b) acquisitions by commercial banks, through

21 branches located outside the United States, of debt obligations
1#

22 of foreign obligors payable in currency of the United States."

23 (b) EFFECTIVE DATE.-The amendment made by sub-

24 section (a) shall apply with respect to acquisitions of debt

25 obligations made after the date of the enactment of this Act.
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1 TITLE III-PRESIDENTIAL ELEC.
2 TION CAMPAIGN FUND A CT
3 SEC. 301. SHORT TITLE.

4 This title may be citl (m the "Prewidential Elction Cast-

5 paiyn Fund Act of 1966".

6 SEC. 302. AUTHORITY FOR DESIGNATION OF $1 OF IN.

I COME TAX PAYMENTS TO PRESIDENT, IL

8 ELECTION CAMPAIGN FUND.

p (a) Subchapter A1 of ,ldler 61 of tli,, lDEr,,d ler-

10 enue Code of 1954 (relating to ret urns auid records) is

11 amended by adding at the end thereof the following nets,

12 part:

13 "PART Vill-DESIGNATION OF INCOME TAX PAY.

14 MENTS TO PRESIDENTIAL ELECTION CAMPAIGN

15 FUND

"Sec. 60W. Demvigattkn by iJlie'du1l.

16 "SEC. 6096. DESIGNATION BY INDIVIDUALS.

17 "(a) IN GENA'ltN.1.-Ercry indtidual otherr /than a

18 nouresideut alien) whose income tax libility for any taxable

19 year is $1 or more may (I Elgn(t1c that $1 Nhall be paid into

20 the l residential Election ('amnpaign Fund establihed by s$(c?

21 tion 303 of the Presidential Eleclion Campaign Fund Act

22 of 1966.

23 "(b) INCOME 'TAx LIABILITY.,-or IYPIporses. of, sub-

24 section (a), the inc(nne tax liability of an individual for any
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1 taxable year is the amount of the tax irnipoeV by chapter I

2 on such individual for such taxable year (as shown on his

3 return), reduced by the surn of the credits (as shown in his

4 return) allowable under stcfions 32(2), 33, 35, 37, and 38.

5 "(c) MA. NER .IM iE oF J)EsWiN.TION.-A dewig-

6 nation under subsection (a) may be made twith respect to a11!

7 taxable year, in such manner as the Secretary or his delegate

8 may prescribe by regulations--

9 "(1) at the time of iling the return of the tax in-

10 posed by chapter I for such taxable year, or

11 "(2) at any other time (after the time of filnq tMe

12 return of the ta.r inpwl by chapter 1 for such ta.ralbe

13 year) specified in regulations prescribed by the Secre-

14 tary or his delegate."

15 (b) The table of parts for subchapter AI of chapter 61

16 of such Code is amended by adding at the end thereof the fol-

17 lowing new item:

"I'art I'7!1. Poeignation o income tax paymcte, to Prest.
drntial Alertion ('am,gn Fund."

18 (c) The aImendnents made by this section haIll (Ippl/

19 with respect to p)ayinidnts of taxr for taxable ylVi' h leyinn in,

20 after December 31, 1966. ,,

21 SEC. 303. PRESIDENTIAL ELECTION CAMPAIGN FUND.

22 (a) ESTABnLSlIMENT.-There is hereby establihed on

J. 69-350--14
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1 the books of the Treasury of the United States a special fund

2 to be known as the "Presidential Election Campaign Fund"

3 (hereafter in this section referred to as the "Fund"). The

4 Fund shall consist of amounts transferred to it as provided in

5 this section.

6 (b) TRANSFERS TO THE FUND.-The Secretary of the

7 Trea ury shall, from time to time, transfer to the Fund an

8 amount equal to the sum of the amounts designated by indi-

9 viduals under section 6096 of the Internal Revenue Code of

10 1954 for pOynent into the Fund.

11 (c) PAYMENTS FROM FUrND.-

12 (1) IN GAWERAL.--The Secretary of the Treasury

13 shall, with respect to each presidential campaign, pay

14 out of the Fund, as authorized by appropriatwn Acts,

15 into the treasury of each political party which has corn-

16 plied with the provisions of paragraph (3) an amount

17 (subject to the limitation in paragraph (3) (B)) de-

18 termined under paragraph (2).

19 (2) DITER.11. ITION OF AMOUNTS.-

20 (A) Each political party whose candido,1e for

2.1 President at the preceding presidential election re-

22 cciced 10,000,000 or more popular votes as the

23 candidate of such political party shall be entitled

24 to payments under paragraph (1) with respect to

25 a presidential campaign equal to-
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1 (i) $1 multiplied by the total number of

2 popular votes cast in the preceding presidential

3 election for candidates of political parties whose

4 candidates received 10,000,000 or more popu-

5 lar votes as the candidates of such political par-

6 ties, divided by

7 (ii) the num be' of political parties whose

8 candidates in the preceding presidential election

9 received 10,000,000 or wore popular rote.s (is

10 the candidates of such political parties.

11 (B) Each political party whose candidate for

12 President at the preceding presidential election re-

13 ceived more than 1,500,000, but less than 10,-

14 000,000, popular votes as the candidate of such

15 political partyI shall be entitled to paynients under

16 paragraph (1) with respect to a presidential caro-

17 pain equal to $1 multiplied by the number of popu-

18 lar votes in excess of 1,500,000 received by such

19 candidate as the candidate of such political party in

20 the preceding presidential election.

21 (0) Payments under paragraph (1) shall be

22 made with respect to each presidential campaign at

,jt such tim es as the Secretary of the Treasury may

24 prescribe by regulations, ex-cept that no payment with

25 respect to any presidential campaign shall be mode
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before September 1 of the year of the presidential

election with respect to which such canipaign is con-

3 ducted. If at the time so prescribed for any such

4 payment., the moneys in the Fund are insufficient

5 for the See,'etiry to pay into the treasury of each

6 politicad party which is entitled to a payment under

7 li'agaraph (1) the amount to which such party is

8 entitled, the payment to all such parties at such time

shall be reduced pro rata, and the amounts not paid

1.0 at such time shall be paid w'hen there (Ie , lieicnI

11 moneys in the ilimnd.

12 (3) LIMITATIO.NS.-

13 (A) No payment shall be made under para-

14 graph (1) into the treasury of a political party with

15 respect to any presidential campaign unless the tres-

16 urer of such party! has certified to the Om ptroller

17 General the total amount spent or 'incurred (prior to

18 the date of the certification) bq such part!, in camry-

19 ing on such presidential campaign, and has furnished

20 such other information as may be requested by the

21 Comptroller General.

22 (B) No payment shall be made under pars-

23' graph (1) into the treasury of a political party with

24 respect to any presidential campaign in an amount

25 which, when added to previous payments made to
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1 such party, exceeds the amount spent or incurred by

2 such party in carrying on such presidential cam-

3 paign.

4 (4) The Comptroller General shall certify to the

5 Secretary of the Treasury the amounts payable to any

6 political party under paragraph (1). The Comptroller

7 General's determination as to the popular vote received

8 by any candidate of any political party shall be final

9 and not subject to review. The Comptroller General

10 is authorized to prescribe such rules and regulations

11 as he determines necessary to carry out his duties and

12 functions under this subsection.

13 (5) DEFINITIONS.-For purposes of this sub.

14 section-

15 (A) The term "political party" means any

16 political party which presents a candidate for election

17 to the office of President of the United States.

18 (B) The term "presidential campaign" means

19 the political campaign held every fourth year for the

20 election of presidential and vice presidential electors.

21 (C) The term presidentiali election" means the
'I

22 election of presidential electors.

23 (d) TRANSFERS TO GENsR, L FUND.-If, after an!l

24 presidential campaign. and after all political parties w'h ich

J. 69-350---15
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1 are entitled to payments under subsection (c) with respect

2 to such presidential campaign have been paid the amounts

3 to which they are entitled under subsection (c), there ar-e

4 moneys remaining in the Fund, the Secretary of the Treas-

5 ury shall transfer the moneys so remaining to the general

6 fu nd of the Treasury.

7 SEC. 304. ESTABLISHMENT OF ADVISORY BOARD.

8 (a) There is hereby established an adviory board to be

9 known as the Presidential Election Campaign Fund Advisory

10 Board (hereafter in this section referred to as the "Board").

11 It shall be the duty and function of the Board to counsel and

12 assist the Comptroller General in the performance of the

13 duties imposed on him under section 303 of this Act.

14 (b) The Board shall be composed of two members rep-

15 resenting each political party whose candidate for Presidett

16 (it the last presidential election ,eceived 10,000,000 or more

17 popular votes as the candidate of such political party, which

18 members shall be appointed by the Comptroller General from

19 recommendations submitted by each such political party, and

20 of three additional members selected by the members o ap-

21 pointed by the Comptroller General. The term of the first

22 members of the Board shall empire on the 60th day after the

23 date of the first presidential election following the date of

24 the enactment of this Act and the term of subsequent members

25 of the Board shall begin on the 61st day after the date of a

26 presidential election and expire on the 60th day following
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1 the date of the subsequent presidential election. The Board

2 shall select a Chairman from among its members.

3 (c) Members of the Board shall receive compensation at

4 'the rate of $75 a day for each day they are engaged in per-

5 forming duties and functions as such members, including

6 travel time, and, while away from their homes or regular

7 places of business, shall be allowed travel expenses, including

8 per diem in lieu of subsistence, as authorized by law for per-

9 sons in the Government service employed intermittently.

10 (d) Service by an individual as a member of the Board

11 shall not, for purposes of any other lawl of the United States,

12 be considered as service as an officer or employee of the United

13 States.

14 SEC. 305. APPROPRIATIONS AUTHORIZED.

15 There are authorized to be appropriated, out of the Presi-

16 dential Elections Campaign Fund, such sums as may be neces-

17 sary to enable the Secretary of the Treasury to make payments

18 under section 303 of this Act.

19 TITLE IV-MISCELLANEOUS
20 PROVISIONS
21 SEC. 401. TREASURY BONDS OR CERTIFICATES PAYABLE

'I

22 IN FOREIGN CURRENCY.

23 Section 16 of the Second Liberty Bond Act, as amended

24 (31 U.S.C. 766), is amended by striking out "bonds" i'ther-

25 ever it appears therein and inserting in lieu thereof "bonds,

26 notes,".
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1 SEC. 402. REPORTS TO CLARIFY TO NATIONAL DEBT

2 AND TAX STRUCTURE.

3 The Secretary of the, Treasury shall, on or before

4 March 31 of each year (beginning with 1967), sulnit to the

0 Senate and the House of Representatives a report setting

6 forth, as of the close of December 31 of the preceding year,

7 the aj'greg ale and individud amounts of the contingent liabii-

8 ties and the unfunded liabilities of the Government, and of

9 each department, agency, and instrumentality thereof, in-

10 eluding, without limitation, trust fund liabilities, Govern-

11 ment-sponsored corporations' liabilities, indirect liabilities not

12 included a a part of the public debt, and liabilities of insu,-

13 ance and annuity programs, including their actuarial status

14 on both a balance sheet and projected source and application

15 of funds basis. The report shall also set forth the collateral

16 pledged, or the assets available (or to be realized), as secu-

17 rity for such liabilities (Govei-nment securities to be sepa-

18 rarely noted), and an analysis of their significance in terms

19 of past experience and probable risk, and shall also set forth

20 (dl other assets available to liquidate liabilities of the Govern-

21 ment. The report shall set forth the required data in a

22 concise fornm, with sch explanatory material as the Secre-

23 tary may determine to be necessan or desirable, and shall

24 include total amounts of each category according to the de-

25 partment, agency, or instrumentality involved.
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1 SEC. 403. COVERAGE OF EXPENSES OF CERTAIN DRUGS

2 UNDER SUPPLEMENTARY MEDICAL INSUR.

3 iANCE BENEFITS.

4 (a) Section 1832(a) of the Sodal ,ecurit!/ Act is

5 amended (1) by striking out "and" at the end of paragraph

6 (1), (2) by striking out the period at the end of paragraph

7 (2) and inserting in lieu thereof "; and", and (3) by adding

8 at the end thereof the following new paragraph:

9 "(3) entitleent to be paid for allowable expenses

10 (as defined in section 1845(4) (2)), or, if lower', actual

11 expenses, incurred by hint for the purchase of qualified

12 drugs (as defined in subsection (a) (1) of such

13 section)."

14 (b) Section 1833(a) of such Act is amended (1) by

15 inserting "or qualified drugs" after "incurs expenses for

16 services", (2) by striking out the period at the end of para-

17 graph (2) and inserting in lieu thereof "; and", and (3)

18 by adding at the end thereof the following new paragraph:

19 "(3) in the case of expenses covered under section

20 1832(a) (3)-100 per centum of such expenses."

21 (c) Section 1833(b) of such, Act is amended by adding

22 at the end thereof the following new sentence: "For put-

23 poses of determining amounts to be counted toward meeting

24 the $50 deductible imposed by the preceding sentence, there

25 shall not be included any expenses incurred for any drug or
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1 biological which is in excess of the allowable expenses (as

2 defined in section 1845(a) (2)) of such dru7 or biological."

3 (d) Part B of title XVIIi of such Act is amended by

4 adding at the end thereof the following new sections:

5 "A LLOWA iBLE EXPENSES FOR QlUA LIFIED DRUGS

6 "SEC. 1845. (a) For purposes of this part-

7 "(1) The term 'qualified drug' means a drug or

8 biological which is included among the items approved

9 by the Form ulary Committee (estahlished pursuant to

10 section 1846(u)).

11 "(2) The term 'allowable expense', when used in

12 connection with any quantity of a qualified drug, means

13 the amount established with regard to such quantity of

14 such drug by the Formulary Committee and approved

15 by the Secretary.

16 "(b) Amounts to which (In indiVidual is entitled by

17 reason, of the procisijons of section 1832(a) (3) shall be paid

18 dirc,(ly to such individual or, if such individual has assigned

19 h1i right to receive any -mch amount to another person, the

20 amount so assigned shall be paid to such other person. No

21 indiCidual shall be paid any amount by reason of the pn'o-

22 visions of section 1832 (a) (3) prior to the presentation by

23 him (or by aiwither on his behalf) of documentary or other

24 proof satisfactory to the Secretary establishing his entitle-

25 meant thereto.
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1 "(c) The benefits provided by reason of section 1832

2 (a)(3) may be paid by the Secretary or the Secretary

3 may utilize the service of carriers for the administration of

4 such bcne fits under contracts entered into between the Secre-

5 tary and such carriers for such purpose. To the extent deter-

6 mined by the Secretary to be appropriate, the provisions

7 relating to contracts entered into pursuant to section 1842

8 shall be applicable to contracts entered into purmant to this

9 subsection.

10 "FORMULARY COMMITTEE

11 "SEC. 1846. (a) There is herebi established a l'ormnu-

12 la.y Committee to consist of the Surgeon General of the

13 Public Health Service, the Commissimer of the Food and

14 Drug Administration, and the Director of the National In-

15 stitutes of Health.

16 "(b)(1) It shall be the duty of the lFormulary Com-

17 mittee, wilh the advice and assistance of the Form ulary Ad-

18 visor! Group (established Inrsuant to section 1847) t.-

19 "(A) determined which druls and biologicals shall

20 constitute qualified drugs for purposes of the benefits

21 provided uitder section 1832(a); and
'I

22 "(B) determine, with the approval of the Secrc-

23 tary, the allowable expense, for purposes of such bene-

24 fits, of the various quantities of any drug determined by

25 the Committee to constitute a qualified drug; and
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1 "(C) publish and disseminate at least once each

2 calendar year among individuals insured under this

3 part, physicians, pharmacists, and other interested per-

4 sons, in accordance with directives of the Secretary, an

5 alphabetic list naming each drug or biological (by its

6 generic name and by each other name by which it is

7 known) which is a qualified drug together with the al-

8 lowable expense of various quantities thereof, and if

9 any such drug or biological is knoin by a trade name,

10 the generic name shall also appear with such trade name.

11 " (2) (A) Until the Formular7y Committee determines

12 to the contrary, any drug or biological which is included

13 in the United States Public Health Serice Formulary

14 shall be regarded as a qualified drug for purposes of the

15 benefitts provided under section 1832(a) (3). Drugs or

16 biologicals not included in such Fornulary shall be re-

17 garded as qualified drugs for such purposes upon determina-

18 tion of the Formulary, Committee that such drugs or bio-

19 logicals should be so regarded. Any drug or biological

20 included on the list of qualified drugs shall, if listed by

21 generic name, also be listed by its trade name or names,

22 if any.

23 "(B) Drugs and biologicals shall be determined to

24 be qualified drugs only if they can legally be obtained by
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1 the user pursuant to a prescription of a physician; except

2 that the Foirmulary Committee may include certain drugs

3 and biologicals not requiring . leh a presciption if it de-

4 termines such drugs or biologicals to be of a lifesaving nature.

5 "(6) In the interest of orderly, economical, and equi-

6 table administration on of the benefits provided under section

7 1832(a) (3), tl F rmular, Committee may, by regula-

8 tion, provide that a drug or biological otherwise regarded

9 as being a qualif ed drug shall not be so reirded when

10 prescribed below certain minimum quanlilies.

11 6"(3) In determining the allowable expense for any

12 quantity of any qualified drug, the Formulary Committee

13 shall give due consideration to recognized pricing guides for

14 drugs, and of other pertinent factors, with a view to deter-

15 mining with respect to each qualified drug a schedule of

16 prices for various quantities thereof which reflects the cost

17 thereof to the ultimate dispensor of the drug plus a reason-

18 able fee for the preparation, handling, and distribution

19 thereof to the consumer thereof. In any ease in which a

20 drug or biological is available by/ generic name and one or

21 more trade names any one of .ilich is different from such

22 generic name the cost of ,Utch drug or biological, for pur-

23 poses of the preceding sentence, shall be deemed to be the

24 lowest cost of such drug, however named."
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I " ADVISORY GROUP 1'O FOIJIULItR COMMITTEb

. "SEV. 184'. (a) For the purpose of assisting the Formu-

3 l(1'!, Committee to carry out its diti's and functions, the

4 Secretary shall appoint an AdrisorY groupp to the Formulary

5 Committee (hereina/ter in this section referred to as the

6 'Advisory (roilp). The Advisory Group shall consist of

7 seven niembers to be appointed by the Secretail. From

8 tine to time, the Secretary shall designate one of the mer-

9 bers of the Advisory Group to serve a(s (hairman thereof.

10 The members shall be so selected that each represents one or

11 more of the following national or/iniz~ations: ain o,'ginizi-

12 tion of physicia s, an oryniZ(tion of manufact++vers of drugs,

13 an organization of pharimacists, an organization of persons

14 ( e'!ojcC,,(ed with public health, an organization of hospita!

15 pharmacists, an organization of colleges of medicine, an orga-

16 vization of colleges of pharmacy, and an organization of con-

17 suiners. Each member shall hold office for a term of three

18 years, except that any meinmber appointed to Jill a vacancy

19 occurring prior to the expiration of the term for which his

20 predhecessor was appointed ,;hall be appointed for the remain-

21 der of such term, and except that the terms of office of six

22 of the members first taking office shall expire, a. desitpiated

23 by the Secretary at the time of appointment, two at the end



223

1 of the first year, two at the end of the second year, and two

2 at the end of the third year, after the date of appIointment.

3 A member shall not be eligible to serve contimuousy for more

4 than two tems.

5 "(b) Members of the AdvisorY/ Group, while atteiding

6 meetinls or conferences thereof or ofher'i.e seri'inq oi

7 business of the Advisory Group, shall be entitled to receive

8 (ompensation (t rates to be fied by the Secretar/, bt Iot

9 eceedily $7;') per d!, including trareltime, and while so

10 ser'inJ m(1'( from their hom s or reglmlIr plaes,, of business

11 fhy may he allowed travel e,'penes, ineliding per diem in

12 lieu of subsistence, as authorized by section 3109 of title 5,

13 United States Code, for persons in the Go'ernment serrif'

14 employed intermittentlyi.

15 "(c) The AdrisorI/ (airop is authorized ti engage -such

16 technical assistance (is ma, le required to carry out its

17 functions, and the ce(retary shall, in addition, make available

18 to the Advisory (nroup sch sectarial, clerical, anl other

19 avstan e and such pertinent data obtained and p'epared

20 by the Department of Health, Education, (nd I'elfare as the

21 Advisory Group may require to carry out its functions."

22 (e) The amendments made ln/! this section shall become
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1 c/Jecti'e oni whichever of the following first occurs: (1) the

2 first day of the first modth with respect to which the rate of

3 the monthly premium for participtiol is raised, pursuant

4 to section 1839(b) of the Scid Security Act, after the date

5 of enactment of this Act, or (2) July 1, 1968.

Amend the title so as to read: "An Act to provide equi-

table tax treatment for foreign investment in the Ulited

States, to establish a Presidential Election Campaign Fund

to assist in thinking the costs of l)resideutial election cam-

paigus, and for other purposes."
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