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INTRODUCTION 

On August 20, 21, 22, and 23, 1963, the Committee on Ways and 
Means held public hearings on H.R. 8000, the "Interest Equalization 
Tax Act of 1963." 

This digest attempts to summarize the arguments advanced for 
and against the bill. In general, the arguments advanced for the bill 
are summarized in section I, and the arguments advanced against the 
bill are summarized in section II. Recommendations for basic modi­
fication of the bill are sunlmarized in section III, while more specific 
recommendations are set forth in a section-by-section analysis in 
section IV. Finally, specific alternative recommendations made by 
witnesses are summarized in section V. 

An attempt has been made to sumlnarize generally all arguments 
and recOlumendations; however, if some testimony has been omitted, 
it was unintentional. For detailed statelnents presented by witnesses 
and by those whose statements were submitted for the record, it is 
necessary to refer to the printed hearings. 
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I. SUMMARY OF TESTIMONY RECOMMENDING ENACTMENT OF H.R. 8000 

Comments 

A. Reasons for impo~ition of an interest equalization tax: 
(1) Imposition of the tax will reduce the immediate strains placed on 

the U.S. balance-of-payments position by an increased outflow of long-term 
portfolio capital from this country. 

(a) In recent years there has been an increase in the U.S. balance~ 
of-payments deficit position on regular transactions. 

Year Deficit on "rel!ular transactions" 
(approximate amount in billions) 

~~~=~~~~~~il~~~i:~=:=:============:===:======::===: I $! ~ 
(b) The increased deficit on regular transactions is due almost 

entirely to the accelerating outflow of long-term portfolio capital into 
new issues of foreign securities. 

Increase in U.S. purchases of new 
Year foreign securities over preceding year 

(millions) 

1962 __________ ________ -- _______ -- -. _ --- --- ____ --- _ -- _I $553 
1963 (annualized} _________________________________ r_ 1875 

1 Estimat~ . 

N arne of witness 

Treasury Department. 
American Federation of Labor and Congress of Indus­

trial Organizations. 
Smith, Kline & French Overseas Co. 



I. SUMMARY OF TESTIMONY RECOMMENDING ENACTMENT OF H.R. 8000-Continued 

Comments 

(2) The tax should bring the cost of capital raised by foreigners in the 
U.S. market into closer alinement with costs prevailing in the markets of 
most other industrialized countries. 

(a) The major reason foreigners have increased their borrowings in 
New York has been the ready availability of funds at a relatively low 
interest rate, rather t.han a pressing lleed for capital from outside the 
borrower's own country. 

(b) Foreign government.s have recently been borrowing substantially 
more in the Unit.ed States than they did in earlier years. Moreover, 
there has been a surlden rise in sales of new issues by foreign corpora­
tions. 

(3) Imposition of the tax will give the Uniterl States time to make fun­
damental adjustments in other areas. 

(a) Action has been taken to reduce the ratc of Government over-
sea spending by $1 billion within the next 18 months. . 

(b) The tax program (H.R; 8363) will not be immediately effective 
in reducing the U.S. balance-of-payments deficit. 

(4) Imposition of the tax will encourage other industrialized countries 
to develop their own capital markets. 

n. Reasons for principal exemptions and exclusions from tax. 
(1) Short-term capital: 

(a) Imposition of the tax on short-term capital could impede the 
normal flow of commerce. · . 

(b) bhifts of short-term funds in response to interest rate differ­
Emtials cannot. readily be distiIiguished from other commercial trans­
actions. 

(2) Direct investments in 10:.percent~owned subsIdiaries: 
(a) -In-making such investments, questions of market position and 

long-range profitability outweigh any concern over interest rate differ­
entials. 

(3) Investmp.nts in less-developed countries; 

Name of witness 
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(a) There should be no impediment to the flow of private capital 
to nations with capital shortages and urgent development needs. 

(4) Authorization to exclude certain new issues: 
(a) The President's authority under this provision should be exer­

cised only in response to highly unusual circumstances. 
(b) Under existing cirsumstances, the exemption should apply only I Department of State. 

in the case of Canada. However, the provision should not be amended 
by specifically enumerating the conntries to be eligible for the exclusion 
or by limiting more narrowly the President's discretion to grant the 
exclusion. 

(5) Export credit ";) . 
(a) Imp)sition of the tax should not adversely affect U.S. exports. Department of Couililerce. 

However, consideration should be given to the effect of the tax on 
Webb-Pom~renc-type associations, export merchants, and "turnkey" 
!.rrangements. 

C. Reasons for rejecting alternative proposals. 
(1) A sharp rise in long-term interest rates would reduce both domestic 

and foreign borrowing. Such a proposal would increase domestic unem­
ployment and jeopardize the proBpects for restoring lasting balance in our 
international accounts. 

(2) The balance-of-payments problem call not be met simply by exercis­
ing the moral force of Government leadership and persuasion. Firm legal 
guidelines and discipline of market forces are required to reinforce these 
efforts. 

(:3) The effectiveness of the tax would be sharply reduced if outstanding 
securities were excepted from the tax. 

(a) In 6 of the past 10 years there has been a drain on the U.S. 
balance-of-payments position from the purchases of outstanding foreign 
stocks by U.S. persons. The drain amounted to $326 million in 1961. 

(4) Exemption of new issues of stocks from tax would impair the effec­
tiveness of the tax. 

(a) Bonds and stocks represent alternative sources of funds and it 
would be inconsistent to tax foreign access to one market and not the 
other. 
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II. SUMMARY OF TESTIMONY AGAINST ENACTMENT OF H.R. 8000 

Comments 

H .R. 8000 should not be enacted in any form for the following reasons: 

(1) Private foreign investment improves the overall asset position of 
the United States. This w;ll, in the future, aid the U.S. balance-of-pay­
ments position as a result of receipt of interest, dividends, and return of 
capital. 

Summary of recent capital flows resulting from previous foreign investments 

Net outflow for new 
Year investment by 

U.S. persons (mil­
lions) 

~~~t~:============:================================== I $1~: ~?~ 
Source: Testimony of Investment Bankers Association, p. 220. 

Income from all for­
eign private in­
vestment (mIl­
lions) 

$15,419 
3,850 

(2) The fundamental cause of the U.S. balance-of-payments deficit 
position is the expenditure of U.S. military and foreign aid abroad. 

(a) The military account in Europe is running at a deficit of prob­
ably $800 to $900 million annually. Total foreign military outpay­
ments total approximately $2.4 billion annually. 

(3) Security transactions, particularly with Western Europe, result in 
nominal balance-of-payments leakage. 

Name of witness or association 

Investment Bankers Association of America. 
Morgan Stanley & Co. 
National Association of Security Dealers, Inc. 
Smith, Barney & Co. 

International Economic Policy Association. 
Investment Bankers Association. 
Paul D. Seghers. 
Robert G. Strachan. 
International Economic Policy Association. 

International Investment Analysts. 
Investment Bankers Association. 
Investors Diversified Services. 
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Summary of recent capital transactions with l:!lurope 

Excess of European purchases of U.S. 
Year securities over U.S. purchases of Euro­

pean securities (millions) 

1958-62 ____ -- --- _______________________________________ 1 $280 
1963 (5 months)_______________________________________ (23) 

Source: Testimony of Investment Bankers Association, pp. 221, 222. 

(4) H.R. 8000 will not make a significant contribution toward reduction 
of the U.S. balance-of-payments deficit. 

(a) Because of various exceptions and exclusions, H.R. 8000 would, 
at a maximum, effect a reduction of approximately $300,000,000 
annually in the U.S. balance-of-payments deficit: 

Net recorded purchases of foreign securities by U.S. institutions, citizens, 
and residents 

(Millions) 

1958 1959 1960 1961 1962 1963 (5 
month~) 

1---1---1---1----1----
Total purchases of stocks and bonds __________________________ 1 $1,362.5 $749. 7 I $644. 7 I $830. 4 I $1,047. 9 

E~~W~~~~_:o: __ ~t_e:~~~~o_~~~_~~~i~ __________ _ 156.6 I 147.0 1.3 

TotaL· _________ ~ ____________ I----------1 593.1 I 497.71 831. 7 
Other exclusions and exemptions__ __________ ________ 381. 2 519.7 

Amount subject to tax ____________ .! _________ .! _______ .! 116.5 I 312.0 

Source: Testimony of International Investment Analysts, p. 297. 

165.3 

882.6 
583.5 

299.1 

$585.9 

119.4 

466.5 
370.0 

96.5 

Burnham & Co. 
Investment Bankers Association. 
Investors League, Inc. 
Model, Roland & Co. 
Morgan Stanley & Co. 
International Bond & Share, Inc. 
International Investment Analysts 
Smith, Barney & Co. 
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11. SUMMARY OF TESTIMONY AGAINST ENACTMENT OF H.R. 8000-Continued ~ 

Comments -

H.R. 8000, etc.-Continued -

(b) Foreignhorrowers maY~l\,rhch -from long-term debt and equity ' 
financing to short-1erm or bank-loan financing as a means of avoiding 
the tax. - -

----_._ .... _ ..... _. ----,--_.- .--

_ (c) _ Duc_ to the fact interest-rato differential~ bet~veen countries are 
liot uniform, -some foreign, borrowers will find it cheaper to borrow in-­
the United States ~nd pay the interest, equ~lization tax than pay the 
interest rates appliQable to loans made in foreign countries. 

-(d) If an investment decision is based upon current rat.e of . return" 
the bill may have Home effect; however, if the -motive is to participate 
in growth situations, the tax will have no appreciable influence on 
investment dcciHions. 

-(5) Enactment of H.R. 8000 may cause an incr~asein the U.S._ balance­
of-payments deficit. 

. , 

(a) -Enactment of H.R. 8000 will lessen confidence iiI the dollar­
(1) Foreigners _may _sell their holdings ot U.S. _.se_curities .. _ 

N arne of witness or association 

Burnham & Co. 
International Bond & Share, Inc. 
International Investment Analysts. 
Investment Bankers Association. 
Model, Roland & Co. . 
Morgan Stanley & Co. 
B. F. Pitman, Jr. 
Smith, Barney & Co. 
Stein Roe & Farnham. 
Hon. John A. Burns, Governor of the State of Hawaii. 
Machinery & Allied Products Institute. 
B. _F. Pitman, Jr. _ , 

; United States Trust Co. of New York. 
, Internfit{onai Economic Policy AiSS"ociation. 

: Bache & --Co. '~ -' > <.-. 
. Cai·l · Mai'ks &- Co. 
: International Bond & Share, Inc. 
: Madison Fund, Inc. 
; Wertheim & Co . 

. Burnham & Co. 
- International Investment Analysts. 

Investment Bankers Association. 
Investors Diversified Services. 
Model, Roland & Co. 
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New York Chamber of Commerce. 
Smith, Barney & Co. 
J. R. Timmins & Co. 
United States Trust Co. of New York. 

(ii) Long-term borro"{(~rs who seek to make loans in a weak International Economic Policy Association . 
currency will be ellcourag~d to make U.S. dollar loans. Investors B. F. Pitman, Jr. 
fearing devaluation of the dollar will continue to invest in foreign 
securities. 

(iii) A dual price structure on securities will indicate a weak­
ness of the dollar. 

(b) U.S. exports which are tied to U.S. borrowings will decline. 

Investm ent Bankers Association. 
Investors Diversified Services. 
Smith, Barney & Co. 
Stein Roc & Farnham. 
American Life Convention & Life Insurance Association 

of America. 
Bank of Hawaii. 
Il1vestuH'nt 'Bankers Assodation. 
Investors Diversifipri ~('l"vices . 
Japan Boud Undcl'\nikrs Assoeiation . 
Japan F ederation' ofSceuriti~s D ealers ' Association. 
Kidder, P eabody & Co. 
~lorgan Stall ley & Co. ' ,. 
N a.tional Association of MalJufacturers . 

I I Raymond Rodgers. 

(c) Foreign countries may retaliate . For example, Japall Inay illl- ' 
pose restric-tions on importation of U.S. goods and limit forPign travel 
of it~ eitii:ells. ' 

Smith Barnev &, Co. 
Ullited States Trust Co. of N ew York. 
Alilerican Life Convention & Life Insurance Association 

of America . 
Bank of H a waiL 
Hon. John A. Burns, Governor of the State of H awaii. 
First National Bank of Hawa ii, H enry J. Clay. 
Hon. Hiram J. Fong, U.S. Senator from the State of 
. Hawaii. 

l\Iachinel'v & Allied Product s Institute. 
Madison FUllCI, Inc. 
K ew York Chl1mber of Commerce. 
Pineapple Growers Association of ' TIawaii. 
Raymond Rodgers. 
J. 'fl. Timmins & Co. 
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III. SUMMARY OF TESTIMONY RECOMMENDING BASIC MODIFICATIONS OF H.R. 8000 

Comments 

A. Acquisitions which have no adverse effect on the U.S. balance-of-pay­
ments position should be exempt from tax. 

(1) U.S. persons who own foreign securities should be permitted to 
switch from one foreign security to another foreign security without 
imposition of a tax. 

(a) Provision should be made to permit dollar amounts received 
from the sale of foreign securities by U.S. persons to foreign persons 
to be reinvested in foreign securities by the U.S. person making the 
sale or any other U.S. person without imposition of a tax. Such 
transactiolls have no net effect on the U.S. balance-of-payments 
position. 

(b) Allowance should be made to permit a U.S. person to switch 
his investment in foreign securities from one investment to another 
without imposition of a tax. 

(i) Switching in this manner would have no net effect on the 
U.S. balance-of-payments position. 

(ii) By limiting the Rwitch privilege to the person selling a 
security, the exemption would not be interpreted as a form of 
devaluation of the dollar for the following reasons: 

(a) The switch transactions would primarily be accom­
plished in foreign currencies; therefore, the U.S. dollar would 
not be affected. 

(b) By prohibiting the transfer of lIinvestment dollars," 
the approach would be consistent with that followed by 
Japan when, until Apr. 1, 1963, it required that proceeds 
from the sale of securities acquired with a permit from the 
Japanese authorities be retained in Japan. Limitation 
of the switch privilege to the person who sold a foreign se­
curity would avoid the creation and marketability of "in-

Name of witness or association 

Cravath, Swaine & Moore. 
Morgan Stanley: & Co. 
J. R. Timmin$ & Co. 

American Institute of Certified Public Accountants. 
Carl Marks & Co. 
Henry J. Clay. 
International Investors, Inc. 
National Association of Security Dealers, Inc. 

Burnham & Co. 
Investment Company Institute. 
Morgan Stanley & Co. 
National Association of Manufacturers. 
J. R. Timmins & Co. 
Wertheim & Co. 
Burham & Co. 

Burnham & Co. 
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vestment dollars". Multiple rate situations occurred in the 
United Kingdom, Germany, France, and the Netherlands 
only because a form of investment dollar was freely trans­
ferable. 

(2) Security transactions resulting in the financing of exports should be 
exempted. 

(a) The Treasury figures for the first half of 1963 show U.S. pur­
chases of Western European securities amounting to $205 million. 
During this period, Morgan Stanley & Co. managed or comanaged 
Western European issues totaling $172.5 million. Approximately, 
$160 million of the proceeds of these financings were spent in the 
United States and did not affect the U.S. balance of payment.s. A 
simple procedure could be established to insure that such fund::; do not 
leave t.he United States, in which case s1lch transactions should be 
exempt from tax. . 

(3) Domestic insurance companies operating abroad should be allowed 
to invest premiums collect.ed abroad in foreign securities without payment 
of the tax. 

(a) Premiums must be invested in the currency of the country in 
which collected, since it is generally unsound to force an insurance 
company to assume the exchange risk of converting premiums to 
dollars for in vestmen t purposes and then back to a foreign currency 
for payment purposes. 

(4) Labor unions operating abroad should be allowed to invest union 
dues collected abroad in foreign securities without payment of the fax. 

(5) Purchase of foreign securities by U.S. citizens abroad should be 
exempt from tax. 

(a) Purchase of stock by an employee under an employer-sponsored 
purchase plan should be exempt. 

(b) Exemption could be limited to persons who are bona fide 
residents abroad. 

(~) Acquisition of stock opt.ions, or acquisition of stock pursuant to 
the exercise of a stock option, by a U.S. person who is all employee of 
the issuing corporation, its parent or its subsidiaries, should be exempt 
from tax if the option is acquired in connection with his employment 
and the stock is acquired without an intellt of offering the stock for 
sale to a U.S. person. 

Investment Bankers AEsociation. 
Kidder, Peabody & Co. 
Smith, Barney & Co. 
Morgan Stanley & Co. 

American Life Convention & Life Imurance Association 
of America. 

American Federation of I.Jabor & Congress of Industrial 
Organiza tiOllS. 

Brotherhood of Railroad Trainmen. 
U.S. Council of the International Chamber of Commerce, 

Inc. 
Standard Oil Co. (New Jersey). 
U.S. Chamber of Commerce. 
Canadian Husky Oil, Ltd. 
Standard Oil Co. (New Jersey). 
Canadiau Husky Oil, Ltd. 
Roberts & Holland. 
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III. SUMMARY OF TESTIMONY RECOMMENDING BASIC MODIFICATIONS OF H.R. 8000- Continued 

Comments 

Acquisition, etc.-Continued 
(6) Foreign subsidiaries of U.S. parent corporation::,; should be permitted 

to borrow U.S. dollars free of tax if the proceeds of the loan are to be re­
turned to the United States through the retirement of an outstanding loan 
with the U.S. parent. _ 

(7) Investments in foreign corporations having 80 percent or more of 
their assets invested in U.S. property should be fully exempt from tax. 

(8) Acquisition of foreign securities by domestic corporations whose 
stock is more than two-thirds owned by foreigners should be exempt from 
tax due to the fact-

(i) there is no dollar drain since the funds invested 'were originally 
derived from foreign sources; 

(ii) the exemption would apply only to reinvestment of proceeds of, 
sales of foreign securities; and . . 

(iii) the United States would lose the 30 percent withholding tax and 
tax on capital gains if the domestic corporation reincorporated as a 
foreign corporation. , 

(9) Trading in stock of a foreign corporation should be exempt from tax: 
so long as the foreign corporation invests an amount in the United States: 
equal to the dollar value of its stock held by Americans. ' 

(10) Arbitrage transactions should be pennitted without imposition of' 
tax if the proceeds are reinvested by the arbitrageur within a stated period 
of time. 

B. H.R. 8000 should not apply to purchases of outstanding securities. 

Name of witness or association 

B. F. Goodrich Co. 

Roberts & Holland. 

International Holdings Co. 

Carling Brewing Co. 

Smith, Barney & Co. 

Car] Marks & Co. 
New York Stock Exchange. 
Smith, Barney & Co. 
United States, Council of the International 

Commerce; Iilc: . 
Werthei m & Co. 

Chamber (If 
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(1) For 1962 and for the 1st half of 1963, acquisitions of outstanding 
foreign securities by U.S. persons has been approximately offset by acqui­
sition of U.S. securities by foreigners. 

(2) Since 1950, foreigners have purchased more U.S. corporate securities 
than U.S. persons have purchased outstanding foreign securities: 

Year 

1950 ______________________________________________________________________________ ~--
1951. ____________________________________________________________________________ .----
1952 ________________________________________________________________________________ _ 
1953 ________________________________________________________________________________ _ 
1954 ________________________________________________________________________________ _ 
1955 ________________________________________________________________________________ _ 
1956 ________________________________________________________________________ ~ _______ _ 
1957 ______ .- __________________________________________________________ " _____________ _ 
1958 ________________________________________________________________________________ _ 
1959 _____ .: __________________________________________________________________________ _ 
1960 ________________________________________________________________________________ _ 
1961. _______________________________________________________________________________ _ 
1962 __________________________ -_____________________________________________________ _ 

Net inflow 
of dollars to 
the Unitcd 
States (ex­
cludingnet 

foreign 
purchases of 
U.S. govern­

ments) 
(millions) 

$(319) 
159 
171 
293 
120 
140 
181 
153 

(380) 
310 
105 

(8) 
79 

(19) 1963 (1st quarter) __ --- ------------------------- -------------------------- ___________ 1 ____ _ 

TotaL ________________________________________________________________________ I 935 

J Estimated. 

Source: Testimony of New York Stock Exchange, p. 438. 

Burnham & Co. 
International Investment Analysts. 
Investment Bankers Association. 
Madison Fund, Inc. 
Model, Roland & Co. 
Morgan Stanley & Co . 
National Association of Security Dealers, Inc. 
Stein Roe & Farnham. 
United States Trust Co. of New York. 
New York Stock Exchange. t:i 
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III. SUMMARY OF TESTIMONY RECOMMENDING BASIC MODIFICATIONS OF H.R. 8000-Continued 

Comments 

B. H.R. 8000, etc.-Continued 
(3) Exemption for outstanding securities would not"result in a switching 

of investments by U.S. persons from new to outstanding issues: 
(a) Unregistered securities may not be resold in the United States 

until foreign distribution has been completed. 
(b) Different type investors buy new as compared with outstand­

ing issues. Institutional investors generally buy new issues while 
smaller investors generally buy outstanding issues. 

C. H.R. 8000 should not apply to new issues of stock. 

(1) Dollar outflow from sales of new foreign stock issues has been a 
relatively small amount when compared with the outflow resulting from 
sales of bonds: 

[Millions] 

1960 

Long-term loans by institutions _________________ ~ _______ 1 $200 
New foreign bonds after deducting redemptions_________ 459 
New foreign stocks _____________________ ~-_______________ 14 

1961 
1st 

1962 I quarter, 
1963 

,----,----,----
$258 
364 
36 

$248 
832 

74 

($14) 
456 
25 

Name of witness or association 

Investment Bankers Association. 

Model, Roland & Co. 

Morgan, Stanley & Co. 

Stein Roe & Farnham. 

(2) Exemption of stocks from the tax should not result in a switch of Do. 
investment from bonds to stock for two reasons. First, many institutional 
investors who buy foreign debt obligations do not typically buy foreign 
equity securities and, second, many large foreign issuers have been public 
or quasi-public bodies which do not issue common stocks. 

- ------------

I--l 
l\:) 

t::::1 
~ 
C) 
t;tj 
Ul 
~ 

o 
Jo%j 

~ 
t;tj 
Ul 
~ 

~ 
~ 
o z 
P:I 
~ 
00 
o 
o 
o 



D-:-H~R:-80"oOsnoula not applY to Canadian securit.ies. 

(1) The bill should not apply to acquisition of stock in foreign corpora­
tions which are 50 percent owned by U.S. persons if the stock is listed on 
a national stock exchange since trading in such stock does not adversely 
affect the U.S. balance-of-payments position. 

(2) Acquisitions of all Canadian securities listed on a national stock 
exchange should be exempt from tax. . 

(a) This provision would add seven Canadian companies to those 
covered by item (1). 

(b) Trading of these shares since 1961 has resulted in a net inflow 
of dollars to the United States. . 

(3) Acquisition of any Canadian security should be exempt from tax. 
(a) Canada has an unfavorable trade balance with the United 

States. For the years 1958-62, this deficit totaled just under $3 
billion. 

(b) For 1962 and the first 5 months of 1963, Canadians have been 
net purchasers of outstanding stock: 

1962 15 months, 1003 
(millions) (mlllions) 

Purchases by Canada from the United states------------------1 $554.71 $191. 5 
Sa~es by Canada to the United States __________________________ .:: 543.1 136.1 I 

TotaL_ _ _________________________________________________ 11. 6 65.4 

E . Any transaction which is directly related to the active conduct of a trade 
or business abroad should be exempt from tax. 

(1) Business loans are generally made as a result of competition with 
forE;lign companies and not because of interest return or other purely finan· 
cial considerations. 

- --- --- ~ - =- ;;~--=-~--=.. 

International Nickel Corp. 

Do. 

Investors League, Inc. 

A. E. Ames & Co. 
Grace Calladian Securities, Inc. 
J. R. Timmins & Co. 

National Association of Manufacturers. 
National Foreign Trade Council, Inc. 
Raymond Roc!gers. 
Standard Oil Co. (New Jersey). 
United States Council of the International Chamber of 

Commerce. 
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IV. SECTION-BY-SECTION ARRANGEMENT OF COMMENTS 

Section 4911. Imposition of Tax 
Subsection (a) ilnposes a tax on the acquisition by U.S. persons of 

debt obligations of foreign obligors. The rate of tax increases from 
2.75 percent of actual value for obligations with maturities of at' 
least 3 years but less than 3}~ years to 15 percent for obligations with! 
maturities exceeding 28~ years. The tax does not apply to deb1 
obligations having a maturity of less than 3 years. 

! 
COMMENTS I 

See sections II and III. I 

* * * * * I 
The principle of interest equalization should be applied to 

U.S. controlled Euro-clollars.-Bache & Co. i 

* * * * * I 
A refund procedure should be available when a note i~ 

prepaic1.-Association of the Bar ofj the City of New Yorkl 

Tl:e tax shoul;l not apply* to an inte:est bearing * notJ 
receiyed by a U.S. person upon sales of assets by him to ~ 
foreigner under a deferred payment contract.-Martin D/' 
Ginsburg. I 

* * * * * ~ 
Under certain circumstances it may be impossible to de] 

ternline the duration of a loan at the time it is made. Fo~1 
exanlple, if repayment is dependent upon percentage paYl 
Inents out of the proceeds of a banana crop, it is impossibl~ 
to tell when a note will be paid.-United Fruit Co. I 

Subsection (b) ilnposes a tax on the acquisition of stock of a foreig~ i 
issuer by a U.S. person. The tax is equal to 15 percent of the actua 
value of the stock. 

COMMENTS 

See sections II and III. 

Subsection (c) provides that the person acquiring the security sha~ 
pay the. tax. I' 

NO COMMENTS 

Subsection (d) provides that the tax shall not apply to acquisitiol~ : 
made after December 31, 1965. :. 

14 
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I 

~ xo CO~nIEl\TS 

ISection 4912. Acquisitions 

Subsection (a), in general, defines the term "acquisition" to mean 
any purchase, transfer, distribution, exchange, or other transaction by 
yirtue of which ownership of a foreign security is obtained bya U.S. 
person. An extension or renewal of an existing debt obligation is 
treated as a new obligation. 

COMMEN-TS 

The period remaining to maturity of a debt obligation 
should be measured from the date the loan is actually made 
rather than from the date the obligat.ion becomes ~ uncon­
ditionally binding on the parties.- N" ational Association of 
~1anufacturers. 

* * * * * 
Imposition of tax and Inaturity of a debt obligation should 

depend on the date funds are transferred rather than on the 
date the loan agreement becomes binding on the parties.­
American Institute of Certified Public Accountants. 

* * * * * 
If an outstanding loan has a history of being renewed, or 

the parties to the loan contenlplated that the agreelnent 
would be renewed at the time it was made, the tax should 
not be inlposed if it is renewed.-N ational Foreign Trade r 

Council, Inc. 

Subsection (b) provides special rules. 
Paragraph (1) of subsection (b) provides that transfers of money or 

other property to a foreign trust, partnership, or estate is taxable to 
the extent the foreign entity acquires stock or debt obligations of a 
foreign issuer or obliger. 

COMMENTS 

The tax should be based on the U.S. person's percentage 
share of the foreign obligations acquired by the foreign . trust, 
partnership or estate rather than the total amount ac·quired. 
For example, if a foreign partnership invested $1,000 if its 
$10,000 capital in stock of a foreign corporation, and $9,000 
in a manufacturing plant, the anlount subject to tax in the 
hands of a 10 percent partner should be $100, not $1,000.­
Association of the Bar of the City of New York. 

* * * * * 
The exemptions applicable to direct investments in 10 

percent owned subsidiaries and investments in less developed 
country corporations should apply to U.S. persons taxed 
under this section in the same manner as if the investments 
were made directly.- Associlltion of the Bar of the City of 
Xew York. 

Paragraph (2) of subsection (b) provides that a transfer to capital 
of a corporation is to be treated as an acquisition of stock. 
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NO COMMENTS 

Paragraph (3) of subsection (b) provides that acquisitions of foreign 
securities in connection with corporate reorganizations or distribu­
tions are considered as being acquired from the issuer or obligor of 1 
thp. forp.i~·n security. I 

r.OMMENTS 
I 

Exempt.ion under this provision should not depend OIl 

receipt of a tax-free ruling under sect.ion 367 of the Internal I 
Revenue Code as is implied from t.he Treasury Department 
technical explanation of the bill-Association of the Bar of 
the City of New York. 

Section 4913. Limitation on Tax on Certain Acquisitions 
Subsection (a) provides that tax at the time of the exercise of an I 

option, or the extension or renewal of a debt obligation, is to be 
limited as provided in subsection (b). 

COMMENTS 

Exchanges in bankruptcy or insolvency situations should I 

be exempt from t.ax.-Association of the Bnr of the City of 
New York. i 

Subsect.ion (b) provides that t.he tax on the exercise of an option, I 
or extension or renewal of a debt obligation, is to be determined by I 
reducing the t.ax payable under the general rule by t.he tax which I 
would have been payable had t.he option or security surrendered been I 

subject. to tax immediately before the t.ime of exercise, renewal, etc. I 
In the case of certain defaulted Government obligat.ions, the bill i 
provides for their tax-free exchange. ! 

NO COMMENTS 

Section 4914. Exclusion for Certain Acquisitions 
. Subsect.ion (a) provides, in general, that the tax shall not. npply to ' 

the following transactions: 
1. Transfers between n, person and his nomin~e, custodian, or 

agent; 
2. Cert.ain transfers by operation of' law; 
3. Gifts and inherit.ances; 
4. Distributions and exchanges of st.ock by n corporation to or : 

with its shareholders; or 
5. Conversion of debentures into stock 

COMM}}NTS 

Provl~lon Rilould be made t.o exempt. ncq uisitions by an ! 
exist.ing shnl'eiloldcr under :1 subscript.ioll solely for t.he I 

purpose of maint,aining his proport.ionat.e eqnit.y.-\Vest,ing­
house Elect.ric (~Ol'p. 

S~b~ecLioll (b) pl'ovide~ thnt. the following U.S. persons 111'e not 
subject. to ta.x. 

(1) Agencies ILlHl inst.l"ulllent.nlities of the United States. 
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NO COMMENTS 

(2) Commercial banks making loans in the ordinary course of 
their commercial banking business. 

COMMENTS 

Exemption should be limited to strictly commercial credit 
transactions or to the financing of specific export trans­
actions.-Smith, Barney & Co. 

* * * * * 
The statute should specifically provide for exemption of 

foreign securities acquired by Edge Act corporations.-New 
York Clearing House. 

(3) Exporters of U.S. goods are exempt from tax if the goods 
exported were manufactured, produced, extracted, or grown in 
the United States by the exporter or a related corporation. 
However, this exemption applies only if the debt obligation is 
held to nlaturity by the exporter or is transferred by him to a 
cOlnmercial bank or agency or instrumentality of the United 
States. 

COMMENTS 

Proceeds from the sale of any security should be exempt 
to the extent used to purchase goods or services from U.S. 
persons-Investment Bankers Association. 

* * * * * 
Exernption should apply to export transactions dealing 

wholly or in part with services since such services are almost 
inevitably a part of a transaction involving the sale of 
products-Machinery & Allied Products Institute. 

* * * * * 
Provision should be made to exclude debt obligations of 

a foreign , issuer received by a foreign branch of a domestic 
corporation as a result of the sale of' goods produced abroad 
by the foreign branch- Afsociation of the Bar of the City 
of New York. 

* * * * * 
A U.S. exporter who undertakes to provide a purchaser 

with a cOlnplete operating facility should be allowed to re­
ceive debt obligations of the foreign issuer free of tax. Fail­
ure to provide exemption will place U.S. companies at a 
price disadvantage. 110reover, allocation of a portion of 
the purchase price of such contracts to U.S. manufactured 
goods could become hopelessly involved-Westinghouse 
Electric Corp. 

* * * * * 
"Turnkey" contracts (contracts where a U.S. manufac­

turer assumes responsibility for an entire project of which 
his equipment is only part) should be excepted from the 
tax-N ational Association of Manufacturers. 

* * * * * 
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In order to be competitive with foreign contractors, the 
bill should be amended to exclude from tax debt obligations 
and stock received as ' compensation for ' services, material, 
machinery, equipment, construction, 01' any conlbination of 
theIn, performed, furnished, procured, 01' supplied by the 
U.S. person or his subc()ntractor~X ational Constructors 
Association. 

* * * * 
Provision should be ri)ade, to permIt dispositions because 

of factors beyond the con'trol of the exporter, for example 
reorganizations, bankruptcy, etc.- National Association of 
~1anufacturers. ' . . 

* * * * * 
A U.S. person should be permitted to transfer a debt obli­

gation to a controlled foreign corporation which qualifies as 
an export trade corporation.- Westinghouse Electric Corp .. 

(4) Any U.S. person is exmnpt from tax to the extent acquisition 
of foreign securities is reasonably necessary to satisfy minimum 
requirements imposed upon him by foreign law. Foreign law require­
ments are, in effect, frozen as of July] 8, ] 963. 

COMMENTS 

Test should be whether the stock or debt obligation was 
acquired "in accordance with good business practice" in a 
foreign country.- N ational Foreign Trade Council, Inc. 

* * * * * 
The exemption for investments required by foreign law 

should permit all investments lllade pursuant to any legal 
requirement so long as it is not discriminatory against Alner­
ican corporations. U.S. banks operating foreign branches 
have no choice but to comply with laws of the countries in 
which they operate.- N ew York Olearing House. 

* * * * * 
It is customary for insurance companies to invest premiullls 

collected abroad in securities of the foreign. coun try in which 
collected. Therefore, investments in excess of legall'equil'e- i 

ments are a matter of business necessity, even though not· 
compelled by lnw. It is also unrealistic and unfair to restrict 
investments to those required by foreign insurance In,ws as, 
t.hey existed on July 18, 1963- Associa tion of CtlSlwlty & 
Surety Companies and the. Natiollal Board of Firc Under­
writers. 

* * * * * 
Some countries do not requile investment in the securities I 

of that cotlntry but the need to keep money in the country 
of origin nevertheless exists. l\10reover, due to market fluc- i 

tua tions, it is not possible to maintain a level of investment :. 
exactly equal to that required (some life insul'l1,nce companies I 

k~ep a surplns of not more thnll 10 pel'ccnt.)- Al1IericHll Life I, 

CUllvel1tion aBel Life Insurance Associntion of America. I 
* * * * * I 

1 

I 
I 
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Restriction of investments to a required reserve is too 
narrow. Pro,ision should also be made to allow for changes. 
in requirements imposed by foreign governments-American 
Foreign Insurance Association. 

, ~ec~ioq 4915. ;Exdusion for ,Direct Invest.ments. 
,. Subsection (a) provides,in general, that the tax does not apply to 
acquisitions by U.S .. persons of securities of~. ioreign corporation in 
which they own, directly or indirectly, a 10-percent or greater stock 
interest. 

.,[,.. 1 .: I~.; • 

If · 

: " . . : 

~ : . 

'. COMMENTS . :~ . . ,; ' 

Th~ 10-percent figur~ istQo high :. ::' The exemption should 
:- turn on whether the foreign corp~)l'ation whose stock is 

acquired is engaged in operations similar or related to those 
of the investor- Chamber of Commerce of the United States. 

* * * * * 
The 10.;peryent figure is too hlg4., ' -The exemption should 

apply to invest.ments in corporations in a related business-
Stnndard Oil Co. (New Jersey). ' - . 

* * * * * 
TIre 10-percent owhership requ'irement is too high to 

provide an adequate basis for distinction between port­
folio investments and direct invest.lne'ilts. Investments of 
lesser amounts should be exempt if made · in corporations 
engaged in operations similar 01' related t9 those of the 
investor~United States Council 'o'f International Chamber 
of Commerce, Inc. . ' " 

* * * * - * 
Broader stock attribution rules than those provided should 

be , adopted ~ fOr l P\lrpO~es, .of , determining it ~ person owns 
10 pe:rcent of the stock oJra-foreign . corpotatibn----.-:Association 
of the Bar 6f the City of New York. 

* * * * * 
Exemption should be provided ill cases where a U.S. con­

tractor, in order to comply with the terms of a bid on a 
eonstruetioll conti·act. obtains less than a 10-percent interest 
in a foreign eorpora tion., Such bid requiremen ts have 
recently-been imposed by sOIne foreign purchasers of large­
scale projects to insure that major contraetors retain an 
in terest in the project after nerformance has been com plet­
ed:-:-'Nestinghouse ·Eleetric Corp. 

* * * * * 
Provision should be made to gran t reftmd of tax paid with 

respect to acquisitions while owning less than 10 percent of 
the stock of the foreign corporation if the U.S. person sub­
sequently acquires it 10-percent interest in the corpOl'a­
tion.- National Association of ~Iallufacturers. 

* * * * * 
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Provision should be made to exempt investments made' j' 
through partnerships or other forms of business organiza-
tions.-N ational Association of 11anufacturers. , 

* * * * * I 
Provision should be made to provide. that any member of 

an affiliated group can make loans to foreign subsidiaries in I 
those cases where the foreign subsidiary is 10 percent owned-I 
by a U.S. corporate member of the affiliated group.-United~ 
Fruit Co. ' . I 

* * * * . * . 
Provision should be -made to allow U.S. persons generally 

to make tax-free loans to 10-percent-owned foreign sub­
sidiaries of domestic corporations-Kaiser Aluminum & 
Chemical Corp. 

* * * * * I' 
If the U.S. persons who own" a dOlnestic corporation alsoj 

own a foreign corporation, the domestic corporation should
l be permitted to nlake tax-free loans to the foreign corpora-

tion.-Stephen S. Ziegler. i 
* * * * * , 

Committee report should make it clear that a 10-percenf 
interest need not be acquired at one time for the exceptioD! 
to apply.-United States Gypsum Co. ! 

I 
Subsection (b) provides that the direct illvestlnent rule of subsecj 

tion (a) does not apply to corporations which are formed or availed o~ 
for the purpose of acquiring securities of a foreign corporation, whic~ I 
if acquired directly, would b.e subject to tax. ~owever, this proviS~Oa I 
does not apply to corporatIOns formed or avaIled of to hold formg , 
securities if the securities acquired are necessary to meet minimu 
require~e?ts of local law, or are deriyed in t~e ordiI?-ary course of a~ 
underwntmg, brokerage, or commerCIal bankmg busmess. i 

I 
COMMENTS I 

Acquisitions made in connection with business transacj 
tions with a person in a foreign country should be exemp1 
even though such person is not technically doing business i~ 
the foreign country.-N ational Association of Manufacturers I 

* * * * * ~ 
Acquisitions by an "investment bank" should be exempt i~ i 

the same manner as acquisitions made by commercial banksi 
110reover, the statutory prohibition should be against foreigr, 
corporations formed or availed of for the primary purpos~ 
of avoiding the interest equalization tax rather than bein~ 
form '3d or availed of for the purpose of acquiring securitie~ 
of a foreign corporation.- Baker, McKenzie & Hightower. I 

* * * * * i 

Exemption should apply to "dealers" rather than "bro: 
kers" since brokers do not acquire securities.- Investmeni" 
Bankers Association of America. I 

I 
I 
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Subsection (c) provides that the direct investment rule of subsec­
tion (a) does not apply if the IO-percent shareholder of the foreign 
corporat.ion intends to sell the securities he acquires to U.S. persons. 

NO COMMENTS 

Section 4916. ExClusion for investments in less developed countries 
Subsection (a), in general, provides that the tax shall not apply to 

the acquisition by U.S. persons of-
(1) debt obligations of a less developed country; or 
(2) stock or debt obligations of less developed country corpora­

tions. 
COMMENTS 

In addition to the provision relating to investments in 
less developed country corporations, provision should be 
lllade to exclude investnlents made in a less developed 
country in an individual capacity or through a partnership, 
trust, etc.-National Association of 11anufacturers. 

* * * * * 
Should eXeInpt all investments or loans, whether or not 

with a corporation, made in any less developed country for 
activities within such countries.-Standard Oil Co. (New 
Jersey). 

* * * * * 
An exclusion should be provided for debt obligations of 

individuals and partnerships of a less developed country.­
United Fruit Co. 

* * * * * 
Exenlption should apply to obligations acquired fronl part­

nerships and other noncorporate organizations.-Anlerican 
Institute of Certified Public Accountants. 

* * * * * 
Exemption should apply to obligations of individuals and 

partnerships as well as to investments in holding COlll­
panies.-United States Council of the International ChaIllber 
of Commerce, Inc. 

Subsection (b) provides that the President of the United States 
shall designate which countries are to be treated as being less developed 
for purposes of the bill. 

NO COMMENTS 

Su bsection (c) defines the term' 'less developed COUll try corporation. " 

COMMENTS 

Provision should be made to exempt investment in a com­
pany which holds the stock of various operating companies 
which themselves qualify as less developed country corpora­
tions. This amendment would make the definition of a less 
developed country corporation consistent with the definition 
used for foreign tax credit purposes.--.:Deltec Panamerica S.A. 

* * * * * 
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The definition of a less-developed country corporation use( 
for foreign tax credit purposes should be used.-Liberial 
Iron Ore, Ltd. 

* * * * * 
The definition of a less-developed country corporatiOI 

,us.ed: fQI)Jw:~jgn ,:t~x: q;edit"'p.u,rp9ses,, should, b~ . used.-Asso 
Cia"tion of the ·Bar of the-City of New York. . 

* * * * * 
A holding company for a less developed country corpora 

tion should qualify- American Institute. of Certified Publi 
Accountnnts. 

* * * * * 
In the case of new issues distributed .before enactment ~ 

the bill, provision should be made to penuit post acquisitiol 
approved by the Treasury Department of the issue as beinl 

an issue of a less developed country corporation- AlHerica] 
.... I~stit;ute of Qertified Public Accountants. I 

* * * * * I 

Income from sources withill the United States, ani 
assets located in the United States, should be treated as les 
deyeloped country income, and assets, for purposes of detei 
mining qualification of a corporation as a less de'Telop~ 
country corporation-American Institute of Certified Publ} 
Accountants. I; 

Section 4917. Exclusion for New Issues Where Required for Intel 
national Monetary Stability I 

This section permits the President of the United States to exem] 
from tax certain new issues of foreign sec, urities. The exemption m~l 
be lilnited in dollar amount and/or for a specified period. If t~ 

; exclusion is ' limited, it applies to those securitie:s to which I:egistrnti<:11 
statements first become effective or to which notification first occu~ 

I 

COMMENTS I 

Exemption should be broadened to permit exeIHPti~ 
statement with the Securities, and Exchange Commissi 
rather than on the time the registration statement becolll 
effective- Investment Bankers Association of America. i 

It :ould seem ~10re equita:le for the eX:lnption to :PP~I 
to those issues as to which registration statements or notil. 
cations were first filed.-,'Association of the Bar· of the Cil 
of New York. i 

* * * * * ~ 
Exemption should be broadened to permit exemption fit 

outstanding issues.-United States Council of the Int,~1 
national Chamber of COl1unerce, Inc. i 

Section 4918. Exemption for Prior American Ownership 'I" 

Subsection (a) provides that the tax shall not apply to a pers~', 
who acquires a foreign security from a person who was a U.S. pers~ 
throughout the period of his ownership of the security or cOlltinuou~l' 
since July 18, 1963. 

I 
I 
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COMMENTS 

Exenlption should also apply in cases where a U.S. person 
sells securities after immigrating to the United States after 
July 18, 1963.-Kramer,Marx, Greenlee & Backus, 

l' subseGtion (b) provides that receipt of a certificate .ofAm,erica,n , 
t nership shall be conclusive proof that the purchase~ is' 'exempt ' 
!om tax unless the nurchaser knew the certificate was false in a 
~aterial respect. . -'-
i COMMENTS 

! ~ The use of blanket certificates of American ownership as 
proof of the purchaser's exemption from tax, presently au­
thorized for national security exchange transactions, should 
bea,uthorized with respect to over-the-counter transactions­
Association of Stock Exchange Firms. 

* * * * * 
The procedure worked out by the Treasury Department. 

and the New York Stock Exchange whereby no certificate 
of Am~riGan owner~hip I~ee4 accompany a certificate of stock 
traded ' on the exchange should ,be codified-'-'--N ew York Stock 
Exchange. 

Ii' 

I
~ection 4919. Sales by Underwriters and Dealers to Foreign Persons 
! Subsection (a) provides eXeIllption frOlll tax for-
i (1) underwriters to the extent they sell foreign securities to 
! non-U.S. persons in connection with private placements or public 

' f 

'I 

offerings registered with the Securities and Exchange Commission; 
. and 

(2) dealers in dollar bonds if the dollar bonds are sold to 
non-U.S. persons within 30 days after their acquisition. 

COMMENTS ' 

The requireIllent that an offeriI'ig lllust ·be registered with . 
the Securities and Exchange Commission in order to be 
exempt should be deleted since offerings of less than $300,000 
and offerings sold entirely to foreigners are exempt from 
registration- Cahill, Gordon, Reindel & OhI. 

* * * * * 

I
,
i 

Proyision should be expanded to co\rer all public offerings 
regardless of whether registration is required-Association 
of the Bar of the City of New York. 

/' Subsection (b) sets fortb the general procedure to be followed by a 
ilerson claiming an exemption as an underwriter or dealer. 

! NO COMMENTS 

I" Su9sect.ion (c) defines the terms "underwriter," "dealer," and 
(' foreIgn dollar bonds." 

.. I 
NO COMMEKTS 
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Section 4920. Definitions 
Paragraph (1), in general, defines the ternl "debt obligation" 

include any indebtedness, whether or not in writing and whether or" 
not bearing interest. It also includes any interest, option, or righ~ 
in a debt obligation. The definition excludes convertible debentures~ 
notes received as compensation for services, and obligations arisin9 ou t of divorce. 

Convertible debentures should be taxed as debt obligations 
A I5-percent tax should be paid upon conversion and a credi1 
given at that time for the tax paid on the bond-Smith' 
Barney & Co. 

* * * * * 
The exclusion authorized for debt obligations received a~ 

compensation for services should be extended to exclud~ 
stock received as compensation for services rendered-1 ~ 
National Constructors Association. i: 

* * * * * I 

Exemption should be Blade for .stock received as compe.nsa1j 
tion-Anlerican Institute of Certified Public Accountants. :1 

* * * * * ,i 
The bill should not apply to debt obligations received bJ I 

a U.S. person as a result of services performed by a 50
1 

percent-owned foreign subsidiary of the U.S. personl 
Chicago Bridge & Iron Go. 

Paragraph (2) defines the term stock to include stock or shares of ~ 
corporation, the partnership interest of a limited partner, and option, 
or rights to acquire stock. 

NO COMMENTS I, 
Paragraph (3) defines the term "foreign issuer or obligor." Sub!' 

paragraph (A) of paragraph (3) sets forth the general rule that ~ I 
foreign issuer or obligor includes- I 

(i) an international organization of which the United States i; 
not a member; I 

(ii) a government of a foreign country; and . I 
(iii) foreign corporations, partner~hips, trusts, estates, associa·, 

tions, insurance companies, or joint-stock companies. 

NO COMMENTS 

Subparagraph (B) of paragraph (3) treats as a foreign obligor an~ 
domestic corporation which is formed or availed of for the principal 
purpose of acquiring capital for a foreign person. I 

NO COMMENTS " 
I 

Subparagraph (0) of paragraph (3) permits a domestic regulate( 
investment company which has 80 percent of its assets in foreigr· 
securities to elect to be treated as a foreign corporation. Such a COI'l 

I 

I 
I 
I 
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poration may not, however, borrow or issue new stock after July 18, 
1963, and before its election; except for issues registered with the 

'~ Securities and Exchange Conlmission before July 18, 1963, and sold 
"before September 15, 1963. Elections under this provision must be 
,t made within 30 days after enactment of this provision. The effectivp­I date of an election is to be determined by the electing corporation. 

COMMENTS 

A regulated investment company making an election under 
this provision should be perInitted to make the election with 
respect to its investments retroactive to July 18, 1963; but, 
shares in the fund should not be treated as shares of a foreign 
corporation with respect to transfers by shareholders until 
after the date of enactment of the bill-Japan Fund, Inc. 

* * * * * 
Electing funds should be permitted to switch their foreign 

investments tax free during the period July 18, 1963, to the 
date of their election. Moreover, purchasers of stock in 
the fund should also be exenlpt frorn tax for this interim 
period. Failure to adopt this provision would be unfair 
and inequitable since purchasers of stock in a fund during 
the interlin period nlight not have foreseen a retroactive 
election by the fund-Eurofund, Inc. 

Paragraph (4) defines the term "United States person." 

NO COMMENTS 

Paragraph (5) defines the term "period remaining to maturity." 

COMMENTS 

Provision should be made to permit refund of a tax if a 
loan is prepaid-N pw York Clearing House. 

* * * * * 
The definition should be amended to exclude demand 

deposits, for exanlple, demand deposits in a foreign bank­
Connor, Winters, Randolph & Ballaine. 

EFFECTIVE DATES 
In General 

The tax is, in general, applicable to acquisitions of foreign securities 
by U.S. persons after July 18, 1963. 

COMMENTS 

The bill should be made effective on the date of enact­
ment-Association of Stock Exchange Firms. 
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Exemption for preexistin'g commitments' ,T ' 7:,"':,! ;; 

The bm does not apply to acquisltiOlls' iTilldeaJterJu~j. 18, , 1~63~ 
pursuant to an obligation whichon July 18, 1963 was---:- .: 

1. unconditional~.pr . . . . . , 
2. subject only to conditions contained in a formal contl:~~t} 

Ullder "\vhich pa,rtial perforl11ance'11ad oceurt'ed. - . ; ': ; 

COMMENTS ' 

The bill should exempt qontracts ',vhich ori July 18, 1963 r 
were subject only to the sati,sfacti()}l ' of conditions which 
were not within the purchasers' ~ontrol~Investment Bank-, 

. ers Association. ' 

* * * • 
Acquisitions made after July 18, 1963, should be exempt 

if, prior to such date, the acquisition was subject to a firm 
purchase agreement ' or had reached, a s~age " where Hone of 
the important terms or conditions were under the buyers, 
control. The buyer should be l'equii'ed to provide satis­
factory evidence of the a!?:reement and the stage of negotia-

. tions on July 18, 1963-::;;Ke'ystqne~Custodian Funds, Inc. 

* * * * 
The bill should exclude transactions ,vhich had progressed 

to the point where a memorandum of terms or a commitment, 
letter had been exchanged prior to July<18, 1963~Henri J ~ 
Clay. 

* * * * * 
Exemption should be made for comlll~tmelltl' evidence~' by 

a -commitment letter signed 011 orbefol'e )July 18, 1963-
1 

~10rgan Stanley &; Co. i 

* * * * * 1 

The bill should not apply t o all ohlign tion, understanding, II 
or plan which was in existence on July 18, '1963, and under 
which partial performance or execution, such as obtaining' 
foreign e~change ,control pennits or, organization of a f~reig:n l 
corporatlOli, had occurred as-of such date~Baker, ~I('h,enzIe I' 
& Hightower. , . :' I 

* * * * * I, 

Acquisitions made after July 18, 1963, should be exempt! 
if the purchase, or commitment to purchase, had be~n ,for-:/ 
mally approved before July 18, 1963, b~T ' a finance or lll'Vest-1 
ment committee of an insurance company, pension trus-~; ~ 
educational or charitable institution, OJ' similar institutionall 
investor- Breed, Abbott & ~!forgnn. I 

* * * * * I 
As a practicnl matter, liff' insurance compnnies conside1'l 

themselves obligat ed to eOIllplete n trnnsnction aft~r l'each-:' 
mg an understullding with the other pnrty even though ' 
certain customary conditions remain to he fulfilled before ' 
the company is 'legally committed. Tmnsn,ctiolls in this l 
state on July 18, 1963, should be eX(,1llpt - AmericnTl Lifel 
Convention nncl Life Insurnnce ,Assoc"intion of America. I 

I 
I 
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Exemption for public ,offerings registered with the Securities and 
Exchange Commission 

The bill does not apply to acquisitions made on or "before September 
15" 1963 if-

,. '. a registration statement with respect to the security was in 
Effect at the time of the acquisition, 

2. the registration statement was filed with the Securities and 
Exchange COlnmission in the 90-day period prior to July 18, 
1963; and 

3. no material amendments to the registration statement had 
been filed after July 18,1963. 

C01\E\IENTS 

The exemption should he extended to the private place­
lllent of foreign securities in all cases where within 90 days 
prior to July 18, 1963, a placing banker had received firm 
authorization from a foreign issuer to proceed with the 
private plaeement 011 specified terms as to amount , maturity, 
and interest rate- R.\V. Pressprich & Co. 

* * * * * 
The exempt.ion should be amended to apply to aequisitions 

made on September 16, 1963, in order to conforln the statute 
to public announcements lnade by the Treasury Department 
on July 18, 1963, relating to the effective date of the tax. ­
Cahill, Gordon, Reindel & OhI. 

'Exemption for listed securities 
The bill does not apply to acquisitions of foreign securities by a 

U.S. person if the foreign security was acquired on a national stock 
exchange before August 17, 1963. 

NO COMMENTS 

Exemptions for the exercise of options and the acquisition of securities 
as a result of foreclosure 

The bill does not apply to acquisitions made pursuant to an option 
'fi,cquired before July 19, 1963, or to acquisitions made as a result of a 
foreclosure. 

COMMENTS 

The bill should also exclude stoek aequired a~ a result of 
the exereise of an option by the estate, heir, or leg-a,tee of a 
person whose acquisition would not hnve resulted in tax.­
Association of the Bnr of the City of New York. 
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RETURN AND PENALTY REQUIREMENTS 
I 

The bill provides for- .. .. . I 

1. Quarterly returns by persons Incurnng lIabilIty for tax andi 
by persons who would be liable for tax except for the fact the' 
security acquired carried with it a certificate of American owner~ 
ship. I 

2. A civil penalty of the greater of $10 or 5 percent of the! 
alllOunt of tax that would be due (but computed without regardJ 
to the exenlptions for certificates of Alllerican ownership or sale~ 
to foreigners by underwriters, etc.) had a return been filed. Th~ 
maximum penalty shall not exceed $1,000. ~ 

3. A civil penalty of 125 percent of the tax that would other 
wise have been paid by the purchaser if a person executes a fals 
certificate of American ownership or certificate of sale to fOreiga 
persons. In addition, criminal penalties of $1,000 and imprison 
ment for not more than 1 year may also be imposed for the willf 
execution of a fraudulent certificate. I 

NO COMM~NTS 

DENIAL OF DEDUCTION FOR TAX PAID 

The bill, in general, denies a deduction for tax paid by a U.S. perso~ 
in connection with the acquisition of a foreign security and provide9 
that the tax shall be added to the basis of the security aCqUired~ 
However, a deduction is allowable if the U.S. person is reimbursed fo 
the tax by a foreign issuer or obligor and is required to include suc 
reimbursement in income. I 

COMMENTS 

Deduction for the tax should be allowed even though a 
reinlbursement is includible in income in a taxable yeat 
which differs frOlll the one in which the tax was paid.l ' 
N ati~nal Associat;on of Manu;acturers. * * I' 

Provision should be made in the case of original issu~ 
discount obligations to permit the tax to be treated as a~ , 
additional price paid for the obligation. Provision shoul~ , 
also be made to permit amortization of the tax over the 
period of the indebtedness.-Association of the Bar of th11 
City of New York. : 

I 

i, 
I' 
Il 
Ii 
I 

11 
I: 



v. ALTERNATIVE PROPOSALS 

Public witnesses recommended consideration of the following alter­
uatives to enactlnent of H.R. 8000: 

The solution to the U.S. balance-of-paYlnents deficit position 
must be found in top-level political agreenlent among the leaders 
of the free world. Such agreement must define the mutual 
obligations of the parties with respect to the budgetary and 
foreign exchange costs of defending Europe and containing Com­
munist China in the Far East. 

Reduce non-asset-creating expenditures abroad. 
Increase longer term interest rates. 
Arrange a major drawing on the International Monetary Fund. 
Remove the 25-percent gold cover on U.S. currency. 
Issue special certificates and bonds denominated in currencies 

of foreign countries. 
Establish a new international monetary mechanism with ability 

to expand credit to provide an effective means of financing world 
trade. 

Seek voluntary restraints on the Inakillg of foreign investnlents 
by large institutional investors. 

Create a capital issues committee to screen all foreign demands 
on the U.S. capital markets. 

Adopt a program of tax incentives for persons who increase 
, their export of U.S. manufactured goods. 

Impose temporary direct restrictions on investments of Ameri­
can companies in industrial foreign countries. 

Restrict or place a tax on foreign travel by U.S. persons. 
Encourage investment in the United States by-

(a) reducing or eliminating the withholding tax on divi­
dends and interest paid foreign investors; and 

(b) increasing the estate tax exemption of nonresident 
aliens from $2,000 to $60,000. 

Discourage foreign investment by U.S. persons through repeal 
of the foreign tax credit. 

Require that tax-exempt organizations pay tax on their foreign 
source income. 
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