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section is effective with respect to taxable years begin-
ning after Dec. 31, 1987.

Amendment by section 1012(d)(1)-(4), (6), (8), (9), (11),
(12) of Pub. L. 100-647 effective, except as otherwise pro-
vided, as if included in the provision of the Tax Reform
Act of 1986, Pub. L. 99-514, to which such amendment
relates, see section 1019(a) of Pub. L. 100-647, set out as
a note under section 1 of this title.

EFFECTIVE DATE

Pub. L. 99-514, title XII, §1211(c), Oct. 22, 1986, 100
Stat. 2536, provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [enacting this
section, amending sections 861 to 864, 871, 881, and 904 of
this title, and enacting provisions set out below] shall
apply to taxable years beginning after December 31,
1986.

‘‘(2) SPECIAL RULE FOR FOREIGN PERSONS.—In the case
of any foreign person other than any controlled foreign
corporations (within the meaning of section 957(a) of
the Internal Revenue Code of 1954 [now 1986]), the
amendments made by this section shall apply to trans-
actions entered into after March 18, 1986.""

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
115-141 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Mar. 23, 2018, for purposes of determining li-
ability for tax for periods ending after Mar. 23, 2018, see
section 401(e) of Pub. L. 115-141, set out as a note under
section 23 of this title.

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 456K of this title.

APPLICABILITY OF CERTAIN AMENDMENTS BY PUB. L.
99-514 IN RELATION TO TREATY OBLIGATIONS OF
UNITED STATES

For nonapplication of amendment by section 1211(a)
of Pub. L. 99-514 (enacting this section) to the extent
application of such amendment would be contrary to
any treaty obligation of the United States in effect on
Oct. 22, 1986, with provision that for such purposes any
amendment by title I of Pub. L. 100-647 be treated as if
it had been included in the provision of Pub. L. 99-514
to which such amendment relates, see section
1012(aa)(3), (4) of Pub. L. 100-647, set out as a note under
section 861 of this title.

STUDY OF SOURCE RULES FOR SALES OF INVENTORY
PROPERTY

Pub. L. 99-514, title XII, §1211(d), Oct. 22, 1986, 100
Stat. 2536, directed Secretary of the Treasury or his
delegate to conduct a study of source rules for sales of
inventory property and, not later than Sept. 30, 1987
(due date extended to Jan. 1, 1992, by Pub. L. 101-508,
title XI, §11831(b), Nov. 5, 1990, 104 Stat. 1388-559), to
submit to Committee on Ways and Means of House of
Representatives and Committee on Finance of Senate a
report of such study (together with recommendations
he deemed advisable).

PART II—NONRESIDENT ALIENS AND
FOREIGN CORPORATIONS

Subpart

A. Nonresident alien individuals.

B. Foreign corporations.

C. Tax on gross transportation income.
D. Miscellaneous provisions.
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Editorial Notes
AMENDMENTS

1986—Pub. L. 99-514, title XII, §1212(b)(2), Oct. 22, 1986,
100 Stat. 2538, added item for subpart C and redesig-
nated item for former subpart C as D.

SUBPART A—NONRESIDENT ALIEN INDIVIDUALS

Sec.

871. Tax on nonresident alien individuals.

872. Gross income.

873. Deductions.

874. Allowance of deductions and credits.

875. Partnerships; beneficiaries of estates and
trusts.

876. Alien residents of Puerto Rico, Guam, Amer-
ican Samoa, or the Northern Mariana Is-
lands.

8717. Expatriation to avoid tax.

8TTA. Tax responsibilities of expatriation.

878. Foreign educational, charitable, and certain

other exempt organizations.
879. Tax treatment of certain community income
in the case of nonresident alien individuals.

Editorial Notes
AMENDMENTS

2008—Pub. L. 110-245, title III, §301(f), June 17, 2008,
122 Stat. 1647, added item 877A.

1986—Pub. L. 99-514, title XII, §1272(d)(13), Oct. 22,
1986, 100 Stat. 2595, inserted ‘‘, Guam, American Samoa,
or the Northern Mariana Islands’ in item 876.

1984—Pub. L. 98-369, div. A, title I, §139(b)(2), July 18,
1984, 98 Stat. 677, substituted ‘‘nonresident alien indi-
viduals” for ‘‘a resident or citizen of the United States
who is married to a nonresident alien individual” in
item 879.

1976—Pub. L. 94-455, title X, §1012(b)(3)(A), Oct. 4,
1976, 90 Stat. 1614, added item 879.

1966—Pub. L. 89-809, title I, §103(e)(2), (£)(2), Nov. 13,
1966, 80 Stat. 15651, 1552, inserted ‘‘; beneficiaries of es-
tates and trusts’ in item 875, added item 877, and redes-
ignated former item 877 as 878.

§ 871. Tax on nonresident alien individuals

(a) Income not connected with United States
business—30 percent tax

(1) Income other than capital gains

Except as provided in subsection (h), there is
hereby imposed for each taxable year a tax of
30 percent of the amount received from
sources within the United States by a non-
resident alien individual as—

(A) interest (other than original issue dis-
count as defined in section 1273), dividends,
rents, salaries, wages, premiums, annuities,
compensations, remunerations, emoluments,
and other fixed or determinable annual or
periodical gains, profits, and income,

(B) gains described in subsection (b) or (c¢)
of section 631,

(C) in the case of—

(i) a sale or exchange of an original issue
discount obligation, the amount of the
original issue discount accruing while such
obligation was held by the nonresident
alien individual (to the extent such dis-
count was not theretofore taken into ac-
count under clause (ii)), and

(ii) a payment on an original issue dis-
count obligation, an amount equal to the
original issue discount accruing while such
obligation was held by the nonresident
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alien individual (except that such original
issue discount shall be taken into account
under this clause only to the extent such
discount was not theretofore taken into
account under this clause and only to the
extent that the tax thereon does not ex-
ceed the payment less the tax imposed by
subparagraph (A) thereon), and

(D) gains from the sale or exchange after
October 4, 1966, of patents, copyrights, secret
processes and formulas, good will, trade-
marks, trade brands, franchises, and other
like property, or of any interest in any such
property, to the extent such gains are from
payments which are contingent on the pro-
ductivity, use, or disposition of the property
or interest sold or exchanged,

but only to the extent the amount so received

is not effectively connected with the conduct

of a trade or business within the United

States.

(2) Capital gains of aliens present in the
United States 183 days or more

In the case of a nonresident alien individual
present in the United States for a period or pe-
riods aggregating 183 days or more during the
taxable year, there is hereby imposed for such
year a tax of 30 percent of the amount by
which his gains, derived from sources within
the United States, from the sale or exchange
at any time during such year of capital assets
exceed his losses, allocable to sources within
the United States, from the sale or exchange
at any time during such year of capital assets.
For purposes of this paragraph, gains and
losses shall be taken into account only if, and
to the extent that, they would be recognized
and taken into account if such gains and
losses were effectively connected with the con-
duct of a trade or business within the United
States, except that such gains and losses shall
be determined without regard to section 1202
and such losses shall be determined without
the benefits of the capital loss carryover pro-
vided in section 1212. Any gain or loss which is
taken into account in determining the tax
under paragraph (1) or subsection (b) shall not
be taken into account in determining the tax
under this paragraph. For purposes of the 183-
day requirement of this paragraph, a non-
resident alien individual not engaged in trade
or business within the United States who has
not established a taxable year for any prior
period shall be treated as having a taxable
year which is the calendar year.

(3) Taxation of social security benefits

For purposes of this section and section
1441—

(A) 85 percent of any social security ben-
efit (as defined in section 86(d)) shall be in-
cluded in gross income (notwithstanding sec-
tion 207 of the Social Security Act), and

(B) section 86 shall not apply.

(b) Income connected with United States busi-
ness—graduated rate of tax
(1) Imposition of tax

A nonresident alien individual engaged in

trade or business within the United States
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during the taxable year shall be taxable as
provided in section 1 or 55 on his taxable in-
come which is effectively connected with the
conduct of a trade or business within the
United States.

(2) Determination of taxable income

In determining taxable income for purposes
of paragraph (1), gross income includes only
gross income which is effectively connected
with the conduct of a trade or business within
the United States.

(c) Participants in certain exchange or training
programs

For purposes of this section, a nonresident
alien individual who (without regard to this sub-
section) is not engaged in trade or business
within the United States and who is temporarily
present in the United States as a nonimmigrant
under subparagraph (F), (J), (M), or (Q) of sec-
tion 101(a)(15) of the Immigration and Nation-
ality Act, as amended (8 U.S.C. 1101(a)(15)(F),
(J), (M), or (Q)), shall be treated as a non-
resident alien individual engaged in trade or
business within the United States, and any in-
come described in the second sentence of section
1441(b) which is received by such individual
shall, to the extent derived from sources within
the United States, be treated as effectively con-
nected with the conduct of a trade or business

within the United States.
(d) Election to treat real property income as in-
come connected with United States business

(1) In general

A nonresident alien individual who during
the taxable year derives any income—

(A) from real property held for the produc-
tion of income and located in the United
States, or from any interest in such real
property, including (i) gains from the sale or
exchange of such real property or an interest
therein, (ii) rents or royalties from mines,
wells, or other natural deposits, and (iii)
gains described in section 631(b) or (c), and

(B) which, but for this subsection, would
not be treated as income which is effectively
connected with the conduct of a trade or
business within the United States,

may elect for such taxable year to treat all
such income as income which is effectively
connected with the conduct of a trade or busi-
ness within the United States. In such case,
such income shall be taxable as provided in
subsection (b)(1) whether or not such indi-
vidual is engaged in trade or business within
the United States during the taxable year. An
election under this paragraph for any taxable
year shall remain in effect for all subsequent
taxable years, except that it may be revoked
with the consent of the Secretary with respect
to any taxable year.

(2) Election after revocation

If an election has been made under para-
graph (1) and such election has been revoked,
a new election may not be made under such
paragraph for any taxable year before the 5th
taxable year which begins after the first tax-
able year for which such revocation is effec-
tive, unless the Secretary consents to such
new election.
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(3) Form and time of election and revocation

An election under paragraph (1), and any
revocation of such an election, may be made
only in such manner and at such time as the
Secretary may by regulations prescribe.

[(e) Repealed. Pub. L. 99-514, title XII,
§1211(b)(5), Oct. 22, 1986, 100 Stat. 2536]

(f) Certain annuities received under qualified
plans

(1) In general

For purposes of this section, gross income
does not include any amount received as an
annuity under a qualified annuity plan de-
scribed in section 403(a)(1), or from a qualified
trust described in section 401(a) which is ex-
empt from tax under section 501(a), if—

(A) all of the personal services by reason of
which the annuity is payable were either—

(i) personal services performed outside
the United States by an individual who, at
the time of performance of such personal
services, was a nonresident alien, or

(ii) personal services described in section
864(b)(1) performed within the TUnited
States by such individual, and

(B) at the time the first amount is paid as
an annuity under the annuity plan or by the
trust, 90 percent or more of the employees
for whom contributions or benefits are pro-
vided under such annuity plan, or under the
plan or plans of which the trust is a part, are
citizens or residents of the United States.

(2) Exclusion

Income received during the taxable year
which would be excluded from gross income
under this subsection but for the requirement
of paragraph (1)(B) shall not be included in
gross income if—
(A) the recipient’s country of residence
grants a substantially equivalent exclusion
to residents and citizens of the TUnited
States; or
(B) the recipient’s country of residence is
a beneficiary developing country under title
V of the Trade Act of 1974 (19 U.S.C. 2461 et
seq.).
(g) Special rules for original issue discount
For purposes of this section and section 881—
(1) Original issue discount obligation

(A) In general

Except as provided in subparagraph (B),
the term ‘‘original issue discount obliga-
tion”” means any bond or other evidence of
indebtedness having original issue discount
(within the meaning of section 1273).

(B) Exceptions

The term ‘‘original issue discount obliga-
tion” shall not include—
(i) Certain short-term obligations
Any obligation payable 183 days or less
from the date of original issue (without re-
gard to the period held by the taxpayer).

(ii) Tax-exempt obligations

Any obligation the interest on which is
exempt from tax under section 103 or under
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any other provision of law without regard
to the identity of the holder.

(2) Determination of portion of original issue
discount accruing during any period

The determination of the amount of the
original issue discount which accrues during
any period shall be made under the rules of
section 1272 (or the corresponding provisions
of prior law) without regard to any exception
for short-term obligations.

(3) Source of original issue discount

Except to the extent provided in regulations
prescribed by the Secretary, the determina-
tion of whether any amount described in sub-
section (a)(1)(C) is from sources within the
United States shall be made at the time of the
payment (or sale or exchange) as if such pay-
ment (or sale or exchange) involved the pay-
ment of interest.

(4) Stripped bonds
The provisions of section 1286 (relating to
the treatment of stripped bonds and stripped

coupons as obligations with original issue dis-
count) shall apply for purposes of this section.

(h) Repeal of tax on interest of nonresident alien

individuals received from certain portfolio
debt investments

(1) In general

In the case of any portfolio interest received
by a nonresident individual from sources with-
in the United States, no tax shall be imposed
under paragraph (1)(A) or (1)(C) of subsection
(a).

(2) Portfolio interest

For purposes of this subsection, the term
“portfolio interest’” means any interest (in-
cluding original issue discount) which—

(A) would be subject to tax under sub-
section (a) but for this subsection, and
(B) is paid on an obligation—
(i) which is in registered form, and
(ii) with respect to which—

(I) the United States person who would
otherwise be required to deduct and
withhold tax from such interest under
section 1441(a) receives a statement
(which meets the requirements of para-
graph (5)) that the beneficial owner of
the obligation is not a United States per-
son, or

(IT) the Secretary has determined that
such a statement is not required in order
to carry out the purposes of this sub-
section.

(3) Portfolio interest not to include interest re-
ceived by 10-percent shareholders

For purposes of this subsection—
(A) In general

The term ‘‘portfolio interest’ shall not in-
clude any interest described in paragraph (2)
which is received by a 10-percent share-
holder.

(B) 10-Percent shareholder

The term ““10-percent
means—

shareholder”’
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(i) in the case of an obligation issued by
a corporation, any person who owns 10 per-
cent or more of the total combined voting
power of all classes of stock of such cor-
poration entitled to vote, or

(ii) in the case of an obligation issued by
a partnership, any person who owns 10 per-
cent or more of the capital or profits inter-
est in such partnership.

(C) Attribution rules

For purposes of determining ownership of
stock under subparagraph (B)(i) the rules of
section 318(a) shall apply, except that—

(i) section 318(a)(2)(C) shall be applied
without regard to the 50-percent limita-
tion therein,

(ii) section 318(a)(3)(C) shall be applied—

(I) without regard to the 50-percent
limitation therein; and

(IT) in any case where such section
would not apply but for subclause (I), by
considering a corporation as owning the
stock (other than stock in such corpora-
tion) which is owned by or for any share-
holder of such corporation in that pro-
portion which the value of the stock
which such shareholder owns in such cor-
poration bears to the value of all stock
in such corporation, and

(iii) any stock which a person is treated
as owning after application of section
318(a)(4) shall not, for purposes of applying
paragraphs (2) and (3) of section 318(a), be
treated as actually owned by such person.

Under regulations prescribed by the Sec-
retary, rules similar to the rules of the pre-
ceding sentence shall be applied in deter-
mining the ownership of the capital or prof-
its interest in a partnership for purposes of
subparagraph (B)@ii).

(4) Portfolio interest not to include certain

contingent interest
For purposes of this subsection—
(A) In general

Except as otherwise provided in this para-
graph, the term ‘‘portfolio interest” shall
not include—

(i) any interest if the amount of such in-
terest is determined by reference to—

(I) any receipts, sales or other cash
flow of the debtor or a related person,

(IT) any income or profits of the debtor
or a related person,

(ITI) any change in value of any prop-
erty of the debtor or a related person, or

(IV) any dividend, partnership dis-
tributions, or similar payments made by
the debtor or a related person, or

(ii) any other type of contingent interest
that is identified by the Secretary by regu-
lation, where a denial of the portfolio in-
terest exemption is necessary or appro-
priate to prevent avoidance of Federal in-
come tax.

(B) Related person

The term ‘‘related person’ means any per-
son who is related to the debtor within the
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meaning of section 267(b) or 707(b)(1), or who
is a party to any arrangement undertaken
for a purpose of avoiding the application of
this paragraph.
(C) Exceptions

Subparagraph (A)(i) shall not apply to—

(i) any amount of interest solely by rea-
son of the fact that the timing of any in-
terest or principal payment is subject to a
contingency,

(ii) any amount of interest solely by rea-
son of the fact that the interest is paid
with respect to nonrecourse or limited re-
course indebtedness,

(iii) any amount of interest all or sub-
stantially all of which is determined by
reference to any other amount of interest
not described in subparagraph (A) (or by
reference to the principal amount of in-
debtedness on which such other interest is
paid),

(iv) any amount of interest solely by rea-
son of the fact that the debtor or a related
person enters into a hedging transaction
to manage the risk of interest rate or cur-
rency fluctuations with respect to such in-
terest,

(v) any amount of interest determined by
reference to—

(I) changes in the value of property (in-
cluding stock) that is actively traded
(within the meaning of section 1092(d))
other than property described in section
897(c)(1) or (g),

(IT) the yield on property described in
subclause (I), other than a debt instru-
ment that pays interest described in sub-
paragraph (A), or stock or other property
that represents a beneficial interest in
the debtor or a related person, or

(ITI) changes in any index of the value
of property described in subclause (I) or
of the yield on property described in sub-
clause (II), and

(vi) any other type of interest identified
by the Secretary by regulation.
(D) Exception for certain existing indebted-
ness

Subparagraph (A) shall not apply to any
interest paid or accrued with respect to any
indebtedness with a fixed term—

(i) which was issued on or before April 7,

1993, or

(ii) which was issued after such date pur-
suant to a written binding contract in ef-
fect on such date and at all times there-
after before such indebtedness was issued.

(5) Certain statements

A statement with respect to any obligation
meets the requirements of this paragraph if
such statement is made by—

(A) the beneficial owner of such obligation,
or

(B) a securities clearing organization, a
bank, or other financial institution that
holds customers’ securities in the ordinary
course of its trade or business.

The preceding sentence shall not apply to any
statement with respect to payment of interest
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on any obligation by any person if, at least
one month before such payment, the Secretary
has published a determination that any state-
ment from such person (or any class including
such person) does not meet the requirements
of this paragraph.

(6) Secretary may provide subsection not to

(A) deposits with persons carrying on the
banking business,

(B) deposits or withdrawable accounts with
savings institutions chartered and super-
vised as savings and loan or similar associa-
tions under Federal or State law, but only to
the extent that amounts paid or credited on

apply in cases of inadequate information
exchange
(A) In general

If the Secretary determines that the ex-
change of information between the United
States and a foreign country is inadequate
to prevent evasion of the United States in-
come tax by United States persons, the Sec-
retary may provide in writing (and publish a
statement) that the provisions of this sub-
section shall not apply to payments of inter-
est to any person within such foreign coun-
try (or payments addressed to, or for the ac-
count of, persons within such foreign coun-
try) during the period—

(i) beginning on the date specified by the

Secretary, and

(ii) ending on the date that the Sec-

such deposits or accounts are deductible
under section 591 (determined without re-
gard to sections 265 and 291) in computing
the taxable income of such institutions, and
(C) amounts held by an insurance company
under an agreement to pay interest thereon.

(§j) Exemption for certain gambling winnings

No tax shall be imposed under paragraph (1)(A)
of subsection (a) on the proceeds from a wager
placed in any of the following games: blackjack,
baccarat, craps, roulette, or big-6 wheel. The
preceding sentence shall not apply in any case
where the Secretary determines by regulation
that the collection of the tax is administra-
tively feasible.

(k) Exemption for certain dividends of regulated
investment companies

(1) Interest-related dividends

retary determines that the exchange of in-
formation between the United States and
the foreign country is adequate to prevent
the evasion of United States income tax by
United States persons.

(B) Exception for certain obligations

Subparagraph (A) shall not apply to the
payment of interest on any obligation which
is issued on or before the date of the publica-
tion of the Secretary’s determination under
such subparagraph.

(7) Registered form

For purposes of this subsection, the term
“‘registered form’’ has the same meaning given
such term by section 163(f).

(i) Tax not to apply to certain interest and divi-
dends
(1) In general

No tax shall be imposed under paragraph
(1(A) or (1)(C) of subsection (a) on any amount
described in paragraph (2).

(2) Amounts to which paragraph (1) applies

The amounts described in this paragraph are
as follows:

(A) Interest on deposits, if such interest is
not effectively connected with the conduct
of a trade or business within the United
States.

(B) The active foreign business percentage
of—

(i) any dividend paid by an existing 80/20
company, and

(ii) any interest paid by an existing 80/20
company.

(C) Income derived by a foreign central
bank of issue from bankers’ acceptances.

(D) Dividends paid by a foreign corpora-
tion which are treated under section
861(a)(2)(B) as income from sources within
the United States.

(3) Deposits

For purposes of paragraph (2), the term ‘‘de-
posits’” means amounts which are—

(A) In general

Except as provided in subparagraph (B), no
tax shall be imposed under paragraph (1)(A)
of subsection (a) on any interest-related div-
idend received from a regulated investment
company which meets the requirements of
section 852(a) for the taxable year with re-
spect to which the dividend is paid.

(B) Exceptions

Subparagraph (A) shall not apply—

(i) to any interest-related dividend re-
ceived from a regulated investment com-
pany by a person to the extent such divi-
dend is attributable to interest (other than
interest described in subparagraph (E)(i) or
(iii)) received by such company on indebt-
edness issued by such person or by any cor-
poration or partnership with respect to
which such person is a 10-percent share-
holder,

(ii) to any interest-related dividend with
respect to stock of a regulated investment
company unless the person who would oth-
erwise be required to deduct and withhold
tax from such dividend under chapter 3 re-
ceives a statement (which meets require-
ments similar to the requirements of sub-
section (h)(5)) that the beneficial owner of
such stock is not a United States person,
and

(iii) to any interest-related dividend paid
to any person within a foreign country (or
any interest-related dividend payment ad-
dressed to, or for the account of, persons
within such foreign country) during any
period described in subsection (h)(6) with
respect to such country.

Clause (iii) shall not apply to any dividend
with respect to any stock which was ac-
quired on or before the date of the publica-
tion of the Secretary’s determination under
subsection (h)(6).

(C) Interest-related dividend

For purposes of this paragraph—
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(i) In general

Except as provided in clause (ii), an in-
terest related dividend is any dividend, or
part thereof, which is reported by the com-
pany as an interest related dividend in
written statements furnished to its share-
holders.

(ii) Excess reported amounts

If the aggregate reported amount with
respect to the company for any taxable
year exceeds the qualified net interest in-
come of the company for such taxable
year, an interest related dividend is the
excess of—

(I) the reported interest related divi-
dend amount, over
(IT) the excess reported amount which
is allocable to such reported interest re-
lated dividend amount.
(iii) Allocation of excess reported amount
(I) In general

Except as provided in subclause (II),
the excess reported amount (if any)
which is allocable to the reported inter-
est related dividend amount is that por-
tion of the excess reported amount which
bears the same ratio to the excess re-
ported amount as the reported interest
related dividend amount bears to the ag-
gregate reported amount.

(IT) Special rule for noncalendar year
taxpayers

In the case of any taxable year which
does not begin and end in the same cal-
endar year, if the post-December re-
ported amount equals or exceeds the ex-
cess reported amount for such taxable
year, subclause (I) shall be applied by
substituting ‘‘post-December reported
amount’’ for ‘‘aggregate reported
amount’ and no excess reported amount
shall be allocated to any dividend paid
on or before December 31 of such taxable
year.

(iv) Definitions
For purposes of this subparagraph—

(I) Reported interest related dividend
amount

The term ‘‘reported interest related
dividend amount” means the amount re-
ported to its shareholders under clause
(i) as an interest related dividend.

(IT) Excess reported amount

The term ‘‘excess reported amount”
means the excess of the aggregate re-
ported amount over the qualified net in-
terest income of the company for the
taxable year.

(III) Aggregate reported amount

The term ‘‘aggregate reported
amount’ means the aggregate amount of
dividends reported by the company under
clause (i) as interest related dividends
for the taxable year (including interest
related dividends paid after the close of
the taxable year described in section
855).
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(IV) Post-December reported amount

The term ‘‘post-December reported
amount” means the aggregate reported
amount determined by taking into ac-
count only dividends paid after Decem-
ber 31 of the taxable year.

(D) Qualified net interest income

For purposes of subparagraph (C), the term
‘“‘qualified net interest income” means the
qualified interest income of the regulated in-
vestment company reduced by the deduc-
tions properly allocable to such income.

(E) Qualified interest income

For purposes of subparagraph (D), the term
‘“‘qualified interest income’ means the sum
of the following amounts derived by the reg-
ulated investment company from sources
within the United States:

(i) Any amount includible in gross in-
come as original issue discount (within the
meaning of section 1273) on an obligation
payable 183 days or less from the date of
original issue (without regard to the pe-
riod held by the company).

(ii) Any interest includible in gross in-
come (including amounts recognized as or-
dinary income in respect of original issue
discount or market discount or acquisition
discount under part V of subchapter P and
such other amounts as regulations may
provide) on an obligation which is in reg-
istered form; except that this clause shall
not apply to—

(I) any interest on an obligation issued
by a corporation or partnership if the
regulated investment company is a 10-
percent shareholder in such corporation
or partnership, and

(IT) any interest which is treated as
not being portfolio interest under the
rules of subsection (h)(4).

(iii) Any interest referred to in sub-
section (i)(2)(A) (without regard to the
trade or business of the regulated invest-
ment company).
(iv) Any interest-related dividend includ-
able in gross income with respect to stock
of another regulated investment company.
(F) 10-percent shareholder

For purposes of this paragraph, the term
““10-percent shareholder’” has the meaning
given such term by subsection (h)(3)(B).

(2) Short-term capital gain dividends

(A) In general

Except as provided in subparagraph (B), no
tax shall be imposed under paragraph (1)(A)
of subsection (a) on any short-term capital
gain dividend received from a regulated in-
vestment company which meets the require-
ments of section 852(a) for the taxable year
with respect to which the dividend is paid.
(B) Exception for aliens taxable under sub-

section (a)(2)

Subparagraph (A) shall not apply in the
case of any nonresident alien individual sub-
ject to tax under subsection (a)(2).

(C) Short-term capital gain dividend

For purposes of this paragraph—
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(i) In general

Except as provided in clause (ii), the
term ‘‘short-term capital gain dividend”
means any dividend, or part thereof, which
is reported by the company as a short-
term capital gain dividend in written
statements furnished to its shareholders.

(ii) Excess reported amounts

If the aggregate reported amount with
respect to the company for any taxable
year exceeds the qualified short-term gain
of the company for such taxable year, the
term ‘‘short-term capital gain dividend”
means the excess of—

(I) the reported short-term capital gain
dividend amount, over

(IT) the excess reported amount which
is allocable to such reported short-term
capital gain dividend amount.

(iii) Allocation of excess reported amount
(I) In general

Except as provided in subclause (II),
the excess reported amount (if any)
which is allocable to the reported short-
term capital gain dividend amount is
that portion of the excess reported
amount which bears the same ratio to
the excess reported amount as the re-
ported short-term capital gain dividend
amount bears to the aggregate reported
amount.

(IT) Special rule for noncalendar year
taxpayers

In the case of any taxable year which
does not begin and end in the same cal-
endar year, if the post-December re-
ported amount equals or exceeds the ex-
cess reported amount for such taxable
year, subclause (I) shall be applied by
substituting ‘‘post-December reported
amount”’ for ‘‘aggregate reported
amount’’ and no excess reported amount
shall be allocated to any dividend paid
on or before December 31 of such taxable
year.

(iv) Definitions
For purposes of this subparagraph—

(I) Reported short-term capital gain divi-
dend amount

The term ‘‘reported short-term capital
gain dividend amount’” means the
amount reported to its shareholders
under clause (i) as a short-term capital
gain dividend.

(IT) Excess reported amount

The term ‘‘excess reported amount”
means the excess of the aggregate re-
ported amount over the qualified short-
term gain of the company for the taxable
year.

(IIT) Aggregate reported amount

The term ‘“‘aggregate reported
amount’” means the aggregate amount of
dividends reported by the company under
clause (i) as short-term capital gain divi-
dends for the taxable year (including
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short-term capital gain dividends paid
after the close of the taxable year de-
scribed in section 855).

(IV) Post-December reported amount

The term ‘‘post-December reported
amount” means the aggregate reported
amount determined by taking into ac-
count only dividends paid after Decem-
ber 31 of the taxable year.

(D) Qualified short-term gain

For purposes of subparagraph (C), the term
‘“‘qualified short-term gain’ means the ex-
cess of the net short-term capital gain of the
regulated investment company for the tax-
able year over the net long-term capital loss
(if any) of such company for such taxable
year. For purposes of this subparagraph, the
net short-term capital gain of the regulated
investment company shall be computed by
treating any short-term capital gain divi-
dend includible in gross income with respect
to stock of another regulated investment
company as a short-term capital gain.

(E) Certain distributions

In the case of a distribution to which sec-
tion 897 does not apply by reason of the sec-
ond sentence of section 897(h)(1), the amount
which would be treated as a short-term cap-
ital gain dividend to the shareholder (with-
out regard to this subparagraph)—

(i) shall not be treated as a short-term
capital gain dividend, and

(ii) shall be included in such share-
holder’s gross income as a dividend from
the regulated investment company.

(1) Rules relating to existing 80/20 companies

For purposes of this subsection and subsection
HE2)B)—
(1) Existing 80/20 company

(A) In general

The term ‘‘existing 80/20 company’ means
any corporation if—

(i) such corporation met the 80-percent
foreign business requirements of section
861(c)(1) (as in effect before the date of the
enactment of this subsection) for such cor-
poration’s last taxable year beginning be-
fore January 1, 2011,

(ii) such corporation meets the 80-per-
cent foreign business requirements of sub-
paragraph (B) with respect to each taxable
year after the taxable year referred to in
clause (i), and

(iii) there has not been an addition of a
substantial line of business with respect to
such corporation after the date of the en-
actment of this subsection.

(B) Foreign business requirements
(i) In general

Except as provided in clause (iv), a cor-
poration meets the 80-percent foreign busi-
ness requirements of this subparagraph if
it is shown to the satisfaction of the Sec-
retary that at least 80 percent of the gross
income from all sources of such corpora-
tion for the testing period is active foreign
business income.
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(ii) Active foreign business income

For purposes of clause (i), the term ‘‘ac-
tive foreign business income’ means gross
income which—

(I) is derived from sources outside the
United States (as determined under this
subchapter), and

(IT) is attributable to the active con-
duct of a trade or business in a foreign
country or possession of the TUnited
States.

(iii) Testing period

For purposes of this subsection, the term
“testing period’”’ means the 3-year period
ending with the close of the taxable year
of the corporation preceding the payment
(or such part of such period as may be ap-
plicable). If the corporation has no gross
income for such 3-year period (or part
thereof), the testing period shall be the
taxable year in which the payment is
made.

(iv) Transition rule

In the case of a taxable year for which
the testing period includes 1 or more tax-
able years beginning before January 1,
2011—

(I) a corporation meets the 80-percent
foreign business requirements of this
subparagraph if and only if the weighted
average of—

(aa) the percentage of the corpora-
tion’s gross income from all sources
that is active foreign business income
(as defined in subparagraph (B) of sec-
tion 861(c)(1) (as in effect before the
date of the enactment of this sub-
section)) for the portion of the testing
period that includes taxable years be-
ginning before January 1, 2011, and

(bb) the percentage of the corpora-
tion’s gross income from all sources
that is active foreign business income
(as defined in clause (ii) of this sub-
paragraph) for the portion of the test-
ing period, if any, that includes tax-
able years beginning on or after Janu-
ary 1, 2011,

is at least 80 percent, and

(IT) the active foreign business percent-
age for such taxable year shall equal the
weighted average percentage determined
under subclause (I).

(2) Active foreign business percentage

Except as provided in paragraph (1)(B)(iv),
the term ‘‘active foreign business percentage’’
means, with respect to any existing 80/20 com-
pany, the percentage which—

(A) the active foreign business income of
such company for the testing period, is of

(B) the gross income of such company for
the testing period from all sources.

(3) Aggregation rules

For purposes of applying paragraph (1)
(other than subparagraphs (A)(i) and (B)@v)
thereof) and paragraph (2)—
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(A) In general

The corporation referred to in paragraph
(1)(A) and all of such corporation’s subsidi-
aries shall be treated as one corporation.

(B) Subsidiaries

For purposes of subparagraph (A), the term
‘“‘subsidiary” means any corporation in
which the corporation referred to in sub-
paragraph (A) owns (directly or indirectly)
stock meeting the requirements of section
1504(a)(2) (determined by substituting ‘50
percent” for ‘80 percent’” each place it ap-
pears and without regard to section
1504(b)(3)).

(4) Regulations

The Secretary may issue such regulations or
other guidance as is necessary or appropriate
to carry out the purposes of this section, in-
cluding regulations or other guidance which
provide for the proper application of the ag-
gregation rules described in paragraph (3).

(m) Treatment of dividend equivalent payments

(1) In general

For purposes of subsection (a), sections 881
and 4948(a), and chapters 3 and 4, a dividend
equivalent shall be treated as a dividend from
sources within the United States.

(2) Dividend equivalent

For purposes of this subsection, the term
‘“‘dividend equivalent’”’ means—

(A) any substitute dividend made pursuant
to a securities lending or a sale-repurchase
transaction that (directly or indirectly) is
contingent upon, or determined by reference
to, the payment of a dividend from sources
within the United States,

(B) any payment made pursuant to a speci-
fied notional principal contract that (di-
rectly or indirectly) is contingent upon, or
determined by reference to, the payment of
a dividend from sources within the United
States, and

(C) any other payment determined by the
Secretary to be substantially similar to a
payment described in subparagraph (A) or
(B).

(3) Specified notional principal contract

For purposes of this subsection, the term
‘“‘specified  notional principal contract”
means—

(A) any notional principal contract if—

(i) in connection with entering into such
contract, any long party to the contract
transfers the underlying security to any
short party to the contract,

(ii) in connection with the termination
of such contract, any short party to the
contract transfers the underlying security
to any long party to the contract,

(iii) the underlying security is not read-
ily tradable on an established securities
market,

(iv) in connection with entering into
such contract, the underlying security is
posted as collateral by any short party to
the contract with any long party to the
contract, or
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(v) such contract is identified by the
Secretary as a specified notional principal
contract,

(B) in the case of payments made after the
date which is 2 years after the date of the
enactment of this subsection, any notional
principal contract unless the Secretary de-
termines that such contract is of a type
which does not have the potential for tax
avoidance.

(4) Definitions
For purposes of paragraph (3)(A)—
(A) Long party

The term ‘‘long party’” means, with re-
spect to any underlying security of any no-
tional principal contract, any party to the
contract which is entitled to receive any
payment pursuant to such contract which is
contingent upon, or determined by reference
to, the payment of a dividend from sources
within the United States with respect to
such underlying security.

(B) Short party

The term ‘‘short party’ means, with re-
spect to any underlying security of any no-
tional principal contract, any party to the
contract which is not a long party with re-
spect to such underlying security.

(C) Underlying security

The term ‘‘underlying security’” means,
with respect to any notional principal con-
tract, the security with respect to which the
dividend referred to in paragraph (2)(B) is
paid. For purposes of this paragraph, any
index or fixed basket of securities shall be
treated as a single security.

(5) Payments determined on gross basis

For purposes of this subsection, the term
“payment’’ includes any gross amount which
is used in computing any net amount which is
transferred to or from the taxpayer.

(6) Prevention of over-withholding

In the case of any chain of dividend equiva-
lents one or more of which is subject to tax
under subsection (a) or section 881, the Sec-
retary may reduce such tax, but only to the
extent that the taxpayer can establish that
such tax has been paid with respect to another
dividend equivalent in such chain, or is not
otherwise due, or as the Secretary determines
is appropriate to address the role of financial
intermediaries in such chain. For purposes of
this paragraph, a dividend shall be treated as
a dividend equivalent.

(7) Coordination with chapters 3 and 4

For purposes of chapters 3 and 4, each person
that is a party to any contract or other ar-
rangement that provides for the payment of a
dividend equivalent shall be treated as having
control of such payment.

(n) Cross references

(1) For tax treatment of certain amounts distrib-
uted by the United States to nonresident alien indi-
viduals, see section 402(e)(2).

(2) For taxation of nonresident alien individuals
who are expatriate United States citizens, see sec-
tion 877.
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(3) For doubling of tax on citizens of certain for-
eign countries, see section 891.

(4) For adjustment of tax in case of nationals or
residents of certain foreign countries, see section
896.

(5) For withholding of tax at source on non-
resident alien individuals, see section 1441.

(6) For election to treat married nonresident alien
individual as resident of United States in certain
cases, see subsections (g) and (h) of section 6013.

(7) For special tax treatment of gain or loss from
the disposition by a nonresident alien individual of
a United States real property interest, see section
897.
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Pub. L. 98-369, div. A, title I, §§42(a)(9), 127(a),
128(a), title IV, §412(b)(1), July 18, 1984, 98 Stat.
557, 648, 653, T92; Pub. L. 99-272, title XII,
§12103(b), Apr. 7, 1986, 100 Stat. 285; Pub. L.
99-514, title III, §301(b)(9), title XII, §§1211(b)(4),
(5), 1214(c)(1), title XVIII, §1810(d)(1)(A), (2),
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2536, 2542, 2825, 2826; Pub. L. 100-647, title I,
§1001(d)(2)(B), title VI, §6134(a)(1), Nov. 10, 1988,
102 Stat. 3350, 3721; Pub. L. 102-318, title V,
§521(0)(28)—(30), July 3, 1992, 106 Stat. 312; Pub. L.
103-66, title XIII, §§13113(d)(5), 13237(a)(1), (c)(1),
Aug. 10, 1993, 107 Stat. 430, 506, 508; Pub. L.
103-296, title III, §320(a)(1)(A), Aug. 15, 1994, 108
Stat. 1535; Pub. L. 103-465, title VII, §733(a), Dec.
8, 1994, 108 Stat. 5006; Pub. L. 104-188, title I,
§§1401(b)(10), 1954(b)(1), Aug. 20, 1996, 110 Stat.
1789, 1928; Pub. L. 105-206, title VI, §6023(10), July
22, 1998, 112 Stat. 825; Pub. L. 106-170, title V,
§532(b)(2), Dec. 17, 1999, 113 Stat. 1930; Pub. L.
106-554, §1(a)(7) [title III, §319(11)], Dec. 21, 2000,
114 Stat. 2763, 2763A-646; Pub. L. 108-357, title IV,
§§409(a), 411(a)(1), Oct. 22, 2004, 118 Stat. 1500;
Pub. L. 109-222, title V, §505(c)(2), May 17, 2006,
120 Stat. 356; Pub. L. 110-343, div. C, title II,
§206(a), (b), Oct. 3, 2008, 122 Stat. 3865; Pub. L.
111-147, title V, §§502(b)(1), (2)(A), 541(a), Mar. 18,
2010, 124 Stat. 107, 115; Pub. L. 111-226, title II,
§217(b), Aug. 10, 2010, 124 Stat. 2400; Pub. L.
111-312, title VII, §748(a), Dec. 17, 2010, 124 Stat.
3320; Pub. L. 111-325, title III, §§301(f), 302(b)(2),
308(b)(3), Dec. 22, 2010, 124 Stat. 3544, 3548, 3551;
Pub. L. 112-240, title III, §320(a), Jan. 2, 2013, 126
Stat. 2332; Pub. L. 113-295, div. A, title I, §132(a),
title II, §221(a)(71), Dec. 19, 2014, 128 Stat. 4018,
4048; Pub. L. 114-113, div. Q, title I, §125(a), Dec.
18, 2015, 129 Stat. 3054; Pub. L. 115-141, div. U,
title IV, §401(b)(29), Mar. 23, 2018, 132 Stat. 1203.)
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Editorial Notes
REFERENCES IN TEXT

Section 207 of the Social Security Act, referred to in
subsec. (a)(3)(A), is classified to section 407 of Title 42,
The Public Health and Welfare.

The Trade Act of 1974, referred to in subsec. (£)(2)(B),
is Pub. L. 93-618, Jan. 3, 1975, 88 Stat. 1978. Title V of
the Trade Act of 1974 is classified generally to sub-
chapter V (§2461 et seq.) of chapter 12 of Title 19, Cus-
toms Duties. For complete classification of this Act to
the Code, see section 2101 of Title 19 and Tables.

The date of the enactment of this subsection, referred
to in subsec. (D)(1)(A)(), (iii), (B)@iv)(I)(aa), is the date
of enactment of Pub. L. 111-226, which was approved
Aug. 10, 2010.

The date of the enactment of this subsection, referred
to in subsec. (m)(3)(B), is the date of enactment of Pub.
L. 111-147, which was approved Mar. 18, 2010.

AMENDMENTS

2018—Subsec. (a)(3). Pub. L. 115-141 struck out con-
cluding provisions which read as follows: “For treat-
ment of certain citizens of possessions of the United
States, see section 932(c).”’

2015—Subsec. (k)(1)(C)(v). Pub. L. 114-113 struck out
cl. (v). Text read as follows: ‘‘The term ‘interest related
dividend’ shall not include any dividend with respect to
any taxable year of the company beginning after De-
cember 31, 2014.”

Subsec. (K)(2)(C)(v). Pub. L. 114-113 struck out cl. (v).
Text read as follows: ‘“The term ‘short-term capital
gain dividend’ shall not include any dividend with re-
spect to any taxable year of the company beginning
after December 31, 2014.”

2014—Subsec. (a)(1)(B). Pub. L. 113-295, §221(a)(71),
amended subpar. (B) generally. Prior to amendment,
subpar. (B) read as follows: ‘‘gains described in section
631(b) or (c), and gains on transfers described in section
1235 made on or before October 4, 1966,"".

Subsec. (K)1)(C)(V), (2)(C)(v). Pub. L. 113-295, §132(a),

substituted ‘‘December 31, 2014 for ‘‘December 31,
2013"".

2013—Subsec. (K)A)(C)(v), (2)(C)(v). Pub. L. 112-240
substituted ‘‘December 31, 2013 for ‘‘December 31,
2011,

2010—Subsec. (h)(2). Pub. L. 111-147, §502(b)(1), amend-
ed par. (2) generally. Prior to amendment, par. (2) de-
fined portfolio interest to also include interest on cer-
tain obligations not in registered form.

Subsec. (h)(3)(A). Pub. L. 111-147, §502(b)(2)(A), struck
out ‘‘subparagraph (A) or (B) of’ before ‘‘paragraph
).

Subsec. (1)(2)(B). Pub. L. 111-226, §217(b)(1), amended
subpar. (B) generally. Prior to amendment, subpar. (B)
read as follows: ‘A percentage of any dividend paid by
a domestic corporation meeting the 80-percent foreign
business requirements of section 861(c)(1) equal to the
percentage determined for purposes of section
861(c)(2)(A).”

Subsec. (k)(1)(A). Pub. L. 111-325, §302(b)(2), inserted
“which meets the requirements of section 852(a) for the
taxable year with respect to which the dividend is
paid” before period at end.

Subsec. (k)(1)(C). Pub. L. 111-325, §301(f)(1), sub-
stituted introductory provisions, cls. (i) to (iv), and cl.
(v) heading and ‘“‘The term ‘interest related dividend’
shall not include any dividend with respect to’’ for
“For purposes of this paragraph, the term ‘interest-re-
lated dividend’ means any dividend (or part thereof)
which is designated by the regulated investment com-
pany as an interest-related dividend in a written notice
mailed to its shareholders not later than 60 days after
the close of its taxable year. If the aggregate amount
so designated with respect to a taxable year of the com-
pany (including amounts so designated with respect to
dividends paid after the close of the taxable year de-
scribed in section 855) is greater than the qualified net
interest income of the company for such taxable year,
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the portion of each distribution which shall be an inter-
est-related dividend shall be only that portion of the
amounts so designated which such qualified net inter-
est income bears to the aggregate amount so des-
ignated. Such term shall not include any dividend with
respect to”.

Pub. L. 111-312, §748(a), substituted ‘‘December 31,
2011”’ for ‘‘December 31, 2009°°.

Subsec. (K)(2)(A). Pub. L. 111-325, §302(b)(2), inserted
‘“‘which meets the requirements of section 852(a) for the
taxable year with respect to which the dividend is
paid’ before period at end.

Subsec. (k)(2)(C). Pub. L. 111-325, §301(f)(2), sub-
stituted introductory provisions, cls. (i) to (iv), and cl.
(v) heading and ‘“The term ‘short-term capital gain div-
idend’ shall not include any dividend with respect to”’
for ‘“For purposes of this paragraph, the term ‘short-
term capital gain dividend’ means any dividend (or part
thereof) which is designated by the regulated invest-
ment company as a short-term capital gain dividend in
a written notice mailed to its shareholders not later
than 60 days after the close of its taxable year. If the
aggregate amount so designated with respect to a tax-
able year of the company (including amounts so des-
ignated with respect to dividends paid after the close of
the taxable year described in section 855) is greater
than the qualified short-term gain of the company for
such taxable year, the portion of each distribution
which shall be a short-term capital gain dividend shall
be only that portion of the amounts so designated
which such qualified short-term gain bears to the ag-
gregate amount so designated. Such term shall not in-
clude any dividend with respect to”’.

Pub. L. 111-312, §748(a), substituted ‘‘December 31,
2011” for ‘‘December 31, 2009°°.

Subsec. (k)(2)(D). Pub. L. 111-325, §308(b)(3), sub-
stituted ‘“‘For purposes of this subparagraph, the net
short-term capital gain of the regulated investment
company shall be computed by treating any short-term
capital gain dividend includible in gross income with
respect to stock of another regulated investment com-
pany as a short-term capital gain.” for ‘“‘For purposes
of this subparagraph—

‘(i) the net short-term capital gain of the regulated
investment company shall be computed by treating
any short-term capital gain dividend includible in
gross income with respect to stock of another regu-
lated investment company as a short-term capital
gain, and

‘“(ii) the excess of the net short-term capital gain
for a taxable year over the net long-term capital loss
for a taxable year (to which an election under section
4982(e)(4) does not apply) shall be determined without
regard to any net capital loss or net short-term cap-
ital loss attributable to transactions after October 31
of such year, and any such net capital loss or net
short-term capital loss shall be treated as arising on
the 1st day of the next taxable year.

To the extent provided in regulations, clause (ii) shall
apply also for purposes of computing the taxable in-
come of the regulated investment company.”’

Subsec. (I). Pub. L. 111-226, §217(b)(2), added subsec.
(1). Former subsec. (I) redesignated (m).

Pub. L. 111-147, §541(a), added subsec. (I). Former sub-
sec. (1) redesignated (m).

Subsec. (m). Pub. L. 111-226, §217(b)(2), redesignated
subsec. (I) as (m). Former subsec. (m) redesignated (n).

Pub. L. 111-147, §541(a), redesignated subsec. (I) as
(m).

Subsec. (n). Pub. L. 111-226, §217(b)(2), redesignated
subsec. (m) as (n).

2008—Subsec. (K)(1)(C), (2)(C). Pub. L. 110-343 sub-
stituted ‘“December 31, 2009’ for ‘‘December 31, 2007°.

2006—Subsec. (k)(2)(E). Pub. L. 109-222 added subpar.
(B).
2004—Subsec. (1)(2)(D). Pub. L. 108-357, §409(a), added
subpar. (D).

Subsecs. (k), (I). Pub. L. 108-357, §411(a)(1), added sub-
sec. (k) and redesignated former subsec. (k) as (I).

2000—Subsec. (£)(2)(B). Pub. L. 106-554 inserted open-
ing parenthesis before ‘19 U.S.C.”.
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1999—Subsec. (h)(4)(C)(iv). Pub. L. 106-170 substituted
““to manage’’ for ‘‘to reduce’’.

1998—Subsec. (f)(2)(B). Pub. L. 105206 substituted ‘19
U.S.C. 2461 et seq.)” for ‘(19 U.S.C. 2462)"".

1996—Subsec. (b)(1). Pub. L. 104-188, §1401(b)(10), sub-

stituted ‘‘section 1 or 55° for ‘‘section 1, 55, or
402(d)(1)”.
Subsec. (£)(2)(B). Pub. L. 104-188, §1954(b)(1), sub-

stituted ‘‘under title V”’ for ‘“within the meaning of
section 502”.

1994—Subsec. (a)(3)(A). Pub. L. 103-465 substituted ‘85
percent’’ for ‘‘one-half’.

Subsec. (c). Pub. L. 103-296 substituted “(J), (M), or
(Q)” for *“(J), or (M)”’ in two places.

1993—Subsec. (a)(2). Pub. L. 103-66, §13113(d)(5), in-
serted ‘‘such gains and losses shall be determined with-
out regard to section 1202 and” after ‘‘except that” in
second sentence.

Subsec. (h)(2)(B)(ii). Pub. L. 103-66, §13237(c)(1), sub-
stituted ‘‘paragraph (5)” for ‘‘paragraph (4)”.

Subsec. (h)(4) to (7). Pub. L. 103-66, §13237(a)(1), added
par. (4) and redesignated former pars. (4) to (6) as (5) to
(7, respectively.

1992—Subsec. (a)(1)(B). Pub. L. 102-318, §521(b)(28),
struck out “‘402(a)(2), 403(a)(2), or’’ before “‘631(b)”’.

Subsec. (b)(1). Pub. L. 102-318, §521(b)(29), substituted
£402(d)(1)”” for *“402(e)(1)”.

Subsec. (k)(1). Pub. L. 102-318, §521(b)(30), substituted
£402(e)(2)” for ‘402(a)(4)”.

1988—Subsec. (¢). Pub. L. 100-647, §1001(d)(2)(B), sub-
stituted ‘‘the second sentence of section 1441(b)”’ for
“‘section 1441(b)(1) or (2)’, and *‘(F), (J), or (M)’ for ‘“(F)
or (J)” in two places.

Subsecs. (j), (k). Pub. L. 100-647, §6134(a)(1), added
subsec. (j) and redesignated former subsec. (j) as (k).

1986—Subsec. (a)(1). Pub. L. 99-514, §1810(d)(3)(A), sub-
stituted ‘‘subsection (h)” for ‘‘subsection (i)’ in intro-
ductory provisions.

Subsec. (a)(1)(C). Pub. L. 99-514, §1810(e)(2)(A), amend-
ed subpar. (C) generally. Prior to amendment, subpar.
(C) read as follows: ‘‘in the case of—

‘(i) a sale or exchange of an original issue discount
obligation, the amount of any gain not in excess of
the original issue discount accruing while such obli-
gation was held by the nonresident alien individual
(to the extent such discount was not theretofore
taken into account under clause (ii)), and

‘‘(ii) the payment of interest on an original issue
discount obligation, an amount equal to the original
issue discount accrued on such obligation since the
last payment of interest thereon (except that such
original issue discount shall be taken into account
under this clause only to the extent that the tax
thereon does not exceed the interest payment less the
tax imposed by subparagraph (A) thereon), and’’.
Subsec. (a)(1)(D). Pub. L. 99-514, §1211(b)(4), struck

out ‘“‘or from payments which are treated as being so
contingent under subsection (e),” after ‘‘sold or ex-
changed,”.

Subsec. (a)(2). Pub. L. 99-514, §301(b)(9), struck out
“‘such gains and losses shall be determined without re-
gard to section 1202 (relating to deduction for capital
gains) and’’ after ‘“‘United States, except that’’.

Subsec. (a)(3). Pub. L. 99-272 inserted at end ‘‘For
treatment of certain citizens of possessions of the
United States, see section 932(c).”

Subsec. (e). Pub. L. 99-514, §1211(b)(5), struck out sub-
sec. (e) which related to gains from sale or exchange of
certain intangible property, par. (1) treating payments
as contingent on use, etc., and par. (2) containing
source rule.

Subsec. (h)(2). Pub. L. 99-514, §1810(d)(1)(A), (3)(B), in-
serted ‘“‘which would be subject to tax under subsection
(a) but for this subsection and” in introductory provi-
sions and substituted ‘‘receives a statement’ for ‘‘has
received a statement’’ in subpar. (B)(ii).

Subsec. (h)(3)(C)({i), (iii). Pub. L. 99-514, §1810(d)(2),
added cl. (ii) and redesignated former cl. (ii) as (iii).

Subsecs. (i), (j). Pub. L. 99-514, §1214(c)(1), added sub-
sec. (1) and redesignated former subsec. (i) as (j).

TITLE 26—INTERNAL REVENUE CODE

Page 2062

1984—Subsec. (a)(1). Pub. L. 98-369, §127(a)(2), sub-
stituted ‘“Except as provided in subsection (i), there”
for ““There”’.

Subsec. (a)(1)(A). Pub. L. 98-369, §42(a)(9), substituted
‘“‘section 1273 for ‘‘section 1232(b)”’.

Subsec. (a)(1)(C). Pub. L. 98-369, §128(a)(1), amended
subpar. (C) generally, substituting in cl. (i), ‘‘a sale or
exchange of an original issue discount obligation, the
amount of any gain not in excess of the original issue
discount accruing while such obligation was held by
the nonresident alien individual (to the extent such dis-
count was not theretofore taken into account under
clause (ii)), and” for ‘‘bonds or other evidences of in-
debtedness issued after September 28, 1965, and before
April 1, 1972, amounts which under section 1232(a)(2)(B)
are considered as ordinary income, and, in the case of
corporate obligations issued after May 27, 1969, and be-
fore April 1, 1972, amounts which would be so consid-
ered but for the fact the obligations were issued after
May 27, 1969,”, substituting in cl. (ii), ‘‘the payment of
interest on an original issue discount obligation, an
amount equal to the original issue discount accrued on
such obligation since the last payment of interest
thereon (except that such original issue discount shall
be taken into account under this clause only to the ex-
tent that the tax thereon does not exceed the interest
payment less the tax imposed by subparagraph (A)
thereon), and” for ‘‘bonds or other evidences of indebt-
edness issued after March 31, 1972, and payable more
than 6 months from the date of original issue (without
regard to the period held by the taxpayer), amounts
which under section 1232(a)(2)(B) would be considered as
ordinary income but for the fact such obligations were
issued after May 27, 1969, and”’, and striking out cl. (iii)
which required that in the case of the payment of inter-
est on an obligation described in cl. (ii), an amount
equal to the original issue discount, but not in excess
of such interest less the tax imposed by subpar. (A)
thereon, accrued on such obligation since the last pay-
ment of interest thereon, be included for purpose of the
30 percent tax.

Subsec. (g). Pub. L. 98-369, §128(a)(2), added subsec.
(g). Former subsec. (g), relating to cross references, re-
designated (h).

Subsec. (g)(6) to (8). Pub. L. 98-369, §412(b)(1), amend-
ed subsec. (g), relating to cross references, by striking
out par. (6) referring to section 6015(j) for the require-
ment of making a declaration of estimated tax by cer-
tain nonresident alien individuals and redesignating
pars. (7) and (8) as (6) and (7), respectively.

Subsec. (h). Pub. L. 98-369, §127(a), added subsec. (h).
Former subsec. (h), relating to cross references, redes-
ignated (i).

Pub. L. 98-369, §128(a)(2), redesignated subsec. (g), re-
lating to cross references, as (h).

Subsec. (i). Pub. L. 98-369, §127(a)(1), redesignated
subsec. (h), relating to cross references, as (i).

1983—Subsec. (a)(3). Pub. L. 98-21, §121(c)(1), added
par. (3).

Subsec. (a)(3)(A). Pub. L. 98-21, §335(b)(2)(B), inserted
“(notwithstanding section 207 of the Social Security
Act)” after ‘‘income’’.

1981—Subsec. (g)(6). Pub. L. 97-34 substituted ‘6015(j)”’
for *6015(i)”".

1980—Subsec. (b)(1). Pub. L. 96-222 substituted ‘55"
for ‘‘section 55.

Subsec. (f). Pub. L. 96-605 designated existing provi-
sion as par. (1), inserted heading ‘“‘In general’ and re-
designated par. (1) as subpar. (A), cls. (A) and (B) of
subpar. (A) as so redesignated as cls. (i) and (ii), and
par. (2) as subpar. (B), and added par. (2).

Subsec. (g)(8). Pub. L. 96-499 added par. (8).

1978—Subsec. (b)(1). Pub. L. 95-600, §§401(b)(3),
421(e)(4), substituted ‘‘section 1, section 55, or 402(e)(1)”’
for ‘“‘section 1, 402(e)(1), or 1201(b)”’.

1976—Subsec. ()(1)(C)(@), ({i). Pub. L. 94-455,
§1901(b)(3)(I), substituted ‘‘ordinary income” for ‘‘gain
from the sale or exchange of property which is not a
capital asset’.

Subsec. (d). Pub. L. 94-455, §1906(b)(13)(A), struck out
“or his delegate’ after ‘‘Secretary’’, each time appear-
ing.
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Subsec. (g)(7). Pub. L. 94-455, §1012(a)(2), added par.
)

1974—Subsec. (b)(1). Pub. L. 93-406 inserted reference
to section 402(e)(1).

1971—Subsec. (a)(1)(A). Pub. L. 92-178, §313(a), in-
serted ‘‘(other than original issue discount as defined in
section 1232(b))’’ after ‘‘interest’.

Subsec. (a)(1)(C). Pub. L. 92-178, §313(b), designated
existing provisions as cl. (i), inserted ‘‘and before April
1, 1972, after ‘‘September 28, 1965,”’, substituted ‘‘sec-
tion 1232(a)(2)(B)” for ‘‘section 1232, and inserted ‘‘, in
the case of corporate obligations issued after May 27,
1969, and before April 1, 1972, amounts which would be
so considered but for the fact the obligations were
issued after May 27, 1969,”, and added cls. (ii) and (iii).

1966—Subsecs. (a), (b). Pub. L. 89-809 consolidated the
substance of former subsecs. (a) to (¢c) and, as part of
the consolidation, revised the overall income tax treat-
ment of nonresident alien individuals by substituting
provisions dividing their income for tax purposes into
two basic groups according to whether or not the in-
come is effectively connected with a United States
trade or business for provisions calling for different tax
treatment based upon whether or not they are, or are
not, engaged in a trade or business in the United
States, with a further breakdown of those not engaged
in trade or business in the United States as to whether
their income is over or under $21,200.

Subsec. (c). Pub. L. 89-809 redesignated subsec. (d) as
(c) and inserted provisions that any income described
in section 1441(b)(1) or (2) which is received by such in-
dividual shall, to the extent derived from sources with-
in the United States, be treated as effectively con-
nected with the conduct of a trade or business within
the United States. Substance of former subsec. (c) re-
vised and incorporated into subsecs. (a) and (b).

Subsecs. (d) to (f). Pub. L. 89-809 added subsecs. (d) to
(f) and redesignated former subsecs. (d) and (e) as (c¢)
and (g), respectively.

Subsec. (g). Pub. L. 89-809 redesignated former subsec.
(e) as (g), added pars. (2) and (4) to (6), and redesignated
former pars. (1) and (2) as (3) and (1), respectively.

1964—Subsec. (a). Pub. L. 88272, §113(b)(2), sub-
stituted ‘30 percent tax’ for ‘‘and gross income of not
more than $15,400”’ in heading.

Subsec. (b). Pub. L. 88-272, §§113(b)(1), (3), 201(d)(12),
substituted ‘‘$19,000 in the case of a taxable year begin-
ning in 1964 or more than $21,200 in the case of a taxable
year beginning after 1964 for °‘$15,400°, ‘‘the credit
under section 35 for ‘‘the sum of the credits under sec-
tions 34 and 35 in text, and ‘‘Regular tax’ for ‘‘and
gross income of more than $15,400” in heading.

1961—Subsecs. (d), (e). Pub. L. 87-256 added subsec. (d)
and redesignated former subsec. (d) as (e).

1960—Subsec. (d). Pub. L. 86-437 substituted ‘‘Cross
references” for ‘‘Doubling of tax” in heading, and in-
serted cross reference to section 402(a)(4).

1958—Subsec. (a)(1). Pub. L. 85-866, §40(a), inserted
‘“‘section 403(a)(2),” after ‘‘section 402(a)(2),”.

Subsec. (b). Pub. L. 85-866, §41(a), inserted last par.
covering former provisions of par. (3), which was struck
out by the amendment, and containing new provisions
with references to credits under section 34 and 35 and
exclusion under section 116 of this title.

Statutory Notes and Related Subsidiaries
EFFECTIVE DATE OF 2015 AMENDMENT

Pub. L. 114-113, div. Q, title I, §125(b), Dec. 18, 2015, 129
Stat. 3054, provided that: ‘“The amendments made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2014.”

EFFECTIVE DATE OF 2014 AMENDMENT

Pub. L. 113-295, div. A, title I, §132(b), Dec. 19, 2014, 128
Stat. 4018, provided that: ‘“The amendments made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2013.”’

Amendment by section 221(a)(71) of Pub. L. 113-295 ef-
fective Dec. 19, 2014, subject to a savings provision, see
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section 221(b) of Pub. L. 113-295, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 2013 AMENDMENT

Pub. L. 112-240, title III, §320(b), Jan. 2, 2013, 126 Stat.
2332, provided that: ‘“The amendments made by this
section [amending this section] shall apply to taxable
yvears beginning after December 31, 2011.”°

EFFECTIVE DATE OF 2010 AMENDMENT

Amendment by section 301(f) of Pub. L. 111-325 appli-
cable to taxable years beginning after Dec. 22, 2010, see
section 301(h) of Pub. L. 111-325, set out as a note under
section 852 of this title.

Amendment by section 302(b)(2) of Pub. L. 111-325 ap-
plicable to taxable years beginning after Dec. 22, 2010,
see section 302(c) of Pub. L. 111-325, set out as a note
under section 852 of this title.

Amendment by section 308(b)(3) of Pub. L. 111-325 ap-
plicable to taxable years beginning after Dec. 22, 2010,
see section 308(c) of Pub. L. 111-325, set out as a note
under section 852 of this title.

Pub. L. 111-312, title VII, §748(b), Dec. 17, 2010, 124
Stat. 3320, provided that: ‘“The amendments made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2009.”

Amendment by Pub. L. 111-226 applicable to taxable
yvears beginning after Dec. 31, 2010, with certain excep-
tions, see section 217(d) of Pub. L. 111-226, set out as a
note under section 861 of this title.

Amendment by section 502(b)(1), (2)(A) of Pub. L.
111-147 applicable to obligations issued after the date
which is 2 years after Mar. 18, 2010, see section 502(f) of
Pub. L. 111-147, set out as a note under section 149 of
this title.

Pub. L. 111-147, title V, §541(b), Mar. 18, 2010, 124 Stat.
117, provided that: ‘“The amendments made by this sec-
tion [amending this section] shall apply to payments
made on or after the date that is 180 days after the date
of the enactment of this Act [Mar. 18, 2010].”’

EFFECTIVE DATE OF 2008 AMENDMENT

Pub. L. 110-343, div. C, title II, §206(c), Oct. 3, 2008, 122
Stat. 3865, provided that: “The amendments made by
this section [amending this section] shall apply to divi-
dends with respect to taxable years of regulated invest-
ment companies beginning after December 31, 2007.”

EFFECTIVE DATE OF 2006 AMENDMENT

Amendment by Pub. L. 109-222 applicable to taxable
years of qualified investment entities beginning after
December 31, 2005, except that no amount shall be re-
quired to be withheld under section 1441, 1442, or 1445 of
the Internal Revenue Code of 1986 with respect to any
distribution before May 17, 2006 if such amount was not
otherwise required to be withheld under any such sec-
tion as in effect before such amendments, see section
505(d) of Pub. L. 109-222, set out as a note under section
852 of this title.

EFFECTIVE DATE OF 2004 AMENDMENT

Pub. L. 108-357, title IV, §409(b), Oct. 22, 2004, 118 Stat.
1500, provided that: ‘“The amendment made by this sec-
tion [amending this section] shall apply to payments
made after December 31, 2004.”

Pub. L. 108-357, title IV, §411(d), Oct. 22, 2004, 118 Stat.
1505, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[amending this section and sections 881, 897, 1441, 1442,
and 2105 of this title] shall apply to dividends with re-
spect to taxable years of regulated investment compa-
nies beginning after December 31, 2004.

‘(2) ESTATE TAX TREATMENT.—The amendment made
by subsection (b) [amending section 2105 of this title]
shall apply to estates of decedents dying after Decem-
ber 31, 2004.

‘“(3) CERTAIN OTHER PROVISIONS.—The amendments
made by subsection (c¢) [amending section 897 of this
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title] (other than paragraph (1) thereof) shall take ef-
fect after December 31, 2004.”’

EFFECTIVE DATE OF 1999 AMENDMENT

Amendment by Pub. L. 106-170 applicable to any in-
strument held, acquired, or entered into, any trans-
action entered into, and supplies held or acquired on or
after Dec. 17, 1999, see section 532(d) of Pub. L. 106-170,
set out as a note under section 170 of this title.

EFFECTIVE DATE OF 1996 AMENDMENT

Amendment by section 1401(b)(10) of Pub. L. 104-188
applicable to taxable years beginning after Dec. 31,
1999, with retention of certain transition rules, see sec-
tion 1401(c) of Pub. L. 104-188, set out as a note under
section 402 of this title.

Amendment by section 1954(b)(1) of Pub. L. 104-188 ap-
plicable to articles entered on or after Oct. 1, 1996, with
provisions relating to retroactive application, see sec-
tion 1953 of Pub. L. 104-188, set out as an Effective Date
note under section 2461 of Title 19, Customs Duties.

EFFECTIVE DATE OF 1994 AMENDMENT

Pub. L. 103-465, title VII, §733(b), Dec. 8, 1994, 108 Stat.
5006, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply to bene-
fits paid after December 31, 1994, in taxable years end-
ing after such date.”

Pub. L. 103-296, title III, §320(c), Aug. 15, 1994, 108
Stat. 1535, provided that: ‘“The amendments made by
this subsection [probably means this section, which
amended this section, sections 872, 1441, 3121, 3231, 3306,
and 7701 of this title, and section 410 of Title 42, The
Public Health and Welfare] shall take effect with the
calendar quarter following the date of the enactment of
this Act [Aug. 15, 1994].”

EFFECTIVE DATE OF 1993 AMENDMENT

Amendment by section 13113(d)(5) of Pub. L. 103-66 ap-
plicable to stock issued after Aug. 10, 1993, see section
13113(e) of Pub. L. 103-66, set out as a note under section
53 of this title.

Pub. L. 103-66, title XIII, §13237(d), Aug. 10, 1993, 107
Stat. 508, provided that: ‘‘“The amendments made by
this section [amending this section and sections 881,
1441, 1442, and 2105 of this title] shall apply to interest
received after December 31, 1993; except that the
amendments made by subsection (b) [amending section
2105 of this title] shall apply to the estates of decedents
dying after December 31, 1993.”’

EFFECTIVE DATE OF 1992 AMENDMENT

Amendment by Pub. L. 102-318 applicable to distribu-
tions after Dec. 31, 1992, see section 521(e) of Pub. L.
102-318, set out as a note under section 402 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by section 1001(d)(2)(B) of Pub. L. 100-647
effective, except as otherwise provided, as if included in
the provision of the Tax Reform Act of 1986, Pub. L.
99-514, to which such amendment relates, see section
1019(a) of Pub. L. 100-647, set out as a note under sec-
tion 1 of this title.

Pub. L. 100-647, title VI, §6134(b), Nov. 10, 1988, 102
Stat. 3721, provided that: ‘“The amendments made by
subsection (a) [amending this section and section 1441
of this title] shall take effect on the date of the enact-
ment of this Act [Nov. 10, 1988].”

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by section 301(b)(9) of Pub. L. 99-514 ap-
plicable to taxable years beginning after Dec. 31, 1986,
see section 301(c) of Pub. L. 99-514, set out as a note
under section 62 of this title.

Amendment by section 1211(b)(4), (6) of Pub. L. 99-514
applicable to taxable years beginning after Dec. 31,
1986, except as otherwise provided, see section 1211(c) of
Pub. L. 99-514, set out as an Effective Date note under
section 865 of this title.
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Amendment by section 1214(c)(1) of Pub. L. 99-514 ap-
plicable to payments made in taxable year of payor be-
ginning after Dec. 31, 1986, except as otherwise pro-
vided, see section 1214(d) of Pub. L. 99-514, as amended,
set out as a note under section 861 of this title.

Amendment by section 1810(d)(1)(A), (2), (3)(A), (B),
(e)(2)(A) of Pub. L. 99-514 effective, except as otherwise
provided, as if included in the provisions of the Tax Re-
form Act of 1984, Pub. L. 98-369, div. A, to which such
amendment relates, see section 1881 of Pub. L. 99-514,
set out as a note under section 48 of this title.

Pub. L. 99272, title XII, §12103(c), Apr. 7, 1986, 100
Stat. 285, provided that: ‘“The amendments made by
this section [amending this section and section 932 of
this title] shall apply to benefits received after Decem-
ber 31, 1983, in taxable years ending after such date.”

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by section 42(a)(9) of Pub. L. 98-369 appli-
cable to taxable years ending after July 18, 1984, see
section 44 of Pub. L. 98-369, set out as an Effective Date
note under section 1271 of this title.

Pub. L. 98-369, div. A, title I, §127(g), July 18, 1984, 98
Stat. 6562, as amended by Pub. L. 99-514, §2, Oct. 22, 1986,
100 Stat. 2095; Pub. L. 100-647, title VI, §6128(a), Nov. 10,
1988, 102 Stat. 3716, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[amending this section and sections 163, 864, 881, 1441,
1442, and 2105 of this title] shall apply to interest re-
ceived after the date of the enactment of this Act [July
18, 1984] with respect to obligations issued after such
date, in taxable years ending after such date.

‘(2) SUBSECTION (d).—The amendment made by sub-
section (d) [amending section 2105 of this title] shall
apply to obligations issued after the date of the enact-
ment of this Act [July 18, 1984] with respect to the es-
tates of decedents dying after such date.

¢“(3) SPECIAL RULE FOR CERTAIN UNITED STATES AFFIL-
IATE OBLIGATIONS.—

“(A) IN GENERAL.—For purposes of the Internal Rev-
enue Code of 1986 [formerly I.R.C. 1954], payments of
interest on a United States affiliate obligation to an
applicable CFC in existence on or before June 22, 1984,
shall be treated as payments to a resident of the
country in which the applicable CFC is incorporated.

‘‘(B) EXCEPTION.—Subparagraph (A) shall not apply
to any applicable CFC which did not meet require-
ments which are based on the principles set forth in
Revenue Rulings 69-501, 69-377, 70-645, and 73-110 as
such principles are applied in Revenue Ruling 86-6,
except that the maximum debt-to-equity ratio de-
scribed in such Revenue Rulings shall be increased
from 5-to-1 to 25-to-1.

¢“(C) DEFINITIONS.—

‘(i) The term ‘applicable CFC’ has the meaning
given such term by section 121(b)(2)(D) of this Act
[set out as a note under section 904 of this title], ex-
cept that such section shall be applied by sub-
stituting ‘the date of interest payment’ for ‘March
31, 1984, in clause (i) thereof.

‘(i) The term ‘United States affiliate obligation’
means an obligation described in section
121(b)(2)(F) of this Act [set out as a note under sec-
tion 904 of this title] which was issued before June
22, 1984.”

[Pub. L. 100-647, title VI, §6128(b), Nov. 10, 1988, 102
Stat. 3716, provided that: ‘“The amendment made by
subsection (a) [amending section 127(g) of Pub. L.
98-369, set out above] shall apply to taxable years end-
ing after the date of the enactment of this Act [Nov. 10,
1988].7]

Pub. L. 98-369, div. A, title I, §128(d), July 18, 1984, 98
Stat. 655, provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [amending this
section and sections 163 and 881 of this title] shall apply
to payments made on or after the 60th day after the
date of the enactment of this Act [July 18, 1984] with
respect to obligations issued after March 31, 1972.
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‘“(2) SUBSECTION (c¢).—The amendment made by sub-
section (c) [amending section 163 of this title] shall
apply to obligations issued after June 9, 1984.”

Amendment by section 412(b)(1) of Pub. L. 98-369 ap-
plicable with respect to taxable years beginning after
Dec. 31, 1984, see section 414(a)(1) of Pub. L. 98-369, set
out as a note under section 6654 of this title.

EFFECTIVE DATE OF 1983 AMENDMENT

Amendment by section 121(c)(1) of Pub. L. 98-21 appli-
cable to benefits received after Dec. 31, 1983, in taxable
years ending after such date, except for any portion of
a lump-sum payment of social security benefits re-
ceived after Dec. 31, 1983, if the generally applicable
payment date for such portion was before Jan. 1, 1984,
see section 121(g) of Pub. L. 98-21, set out as an Effec-
tive Date note under section 86 of this title.

EFFECTIVE DATE OF 1981 AMENDMENT

Pub. L. 97-34, title VII, §725(d), Aug. 13, 1981, 95 Stat.
346, provided that: ‘“The amendments made by this sec-
tion [amending this section and sections 6015, 6153, 6654,
and 7701 of this title] shall apply to estimated tax for
taxable years beginning after December 31, 1980.”

EFFECTIVE DATE OF 1980 AMENDMENT

Pub. L. 96-605, title II, §227(b), Dec. 28, 1980, 94 Stat.
3530, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply to
amounts received after July 1, 1979.”

Amendment by Pub. L. 96-499 applicable to disposi-
tions after June 18, 1980, see section 1125(a) of Pub. L.
96-499, set out as an Effective Date note under section
897 of this title.

Amendment by Pub. L. 96-222 effective, except as oth-
erwise provided, as if it had been included in the provi-
sions of the Revenue Act of 1978, Pub. L. 95-600, to
which such amendment relates, see section 201 of Pub.
L. 96-222, set out as a note under section 32 of this title.

EFFECTIVE DATE OF 1978 AMENDMENT

Amendment by section 401(b)(3) of Pub. L. 95-600 ap-
plicable to taxable years beginning after Dec. 31, 1978,
see section 401(c) of Pub. L. 95-600, set out as a note
under section 3 of this title.

Amendment by section 421(e)(4) of Pub. L. 95-600 ap-
plicable to taxable years beginning after Dec. 31, 1978,
see section 421(g) of Pub. L. 95600, set out as a note
under section 5 of this title.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1012(a)(2) of Pub. L. 94-455 ap-
plicable to taxable years ending on or after Dec. 31,
1975, see section 1012(d) of Pub. L. 94-455, set out as a
note under section 6013 of this title.

Amendment by section 1901(b)(3)(I) of Pub. L. 94-455
effective for taxable years beginning after Dec. 31, 1976,
see section 1901(d) of Pub. L. 94-455, set out as a note
under section 2 of this title.

EFFECTIVE DATE OF 1974 AMENDMENT

Amendment by Pub. L. 93-406 applicable only with re-
spect to distributions or payments made after Dec. 31,
1973, in taxable years beginning after Dec. 31, 1973, see
section 2005(d) of Pub. L. 93-406, set out as a note under
section 402 of this title.

EFFECTIVE DATE OF 1971 AMENDMENT

Pub. L. 92-178, title III, §313(f), Dec. 10, 1971, 85 Stat.
528, as amended by Pub. L. 99-514, §2, Oct. 22, 1986, 100
Stat. 2095, provided that: ‘“The amendments to section
871 and 881 of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954] made by this section shall apply with
respect to taxable years beginning after December 31,
1966. The amendments to sections 1441 and 1442 of such
Code made by this section shall apply with respect to
payments occurring on or after April 1, 1972.”

EFFECTIVE DATE OF 1966 AMENDMENT

Pub. L. 89-809, title I, §103(n), Nov. 13, 1966, 80 Stat.
1555, provided that:
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‘(1) The amendments made by this section (other
than the amendments made by subsections (h), (i), and
(k)) [amending this section and sections 1, 116, 154, 872
to 874, 875, 932, 6015, and 7701 of this title, redesignating
section 877 as 878, enacting section 877 of this title, and
repealing section 1493 of this title] shall apply with re-
spect to taxable years beginning after December 31,
1966.

‘(2) The amendments made by subsection (h) [amend-
ing section 1441 of this title] shall apply with respect to
payments made in taxable years of recipients beginning
after December 31, 1966.

‘“(3) The amendments made by subsection (i) [amend-
ing section 1461 of this title] shall apply with respect to
payments occurring after December 31, 1966.

‘“(4) The amendments made by subsection (k) [amend-
ing section 3401 of this title] shall apply with respect to
remuneration paid after December 31, 1966.”

EFFECTIVE DATE OF 1964 AMENDMENT

Amendment by section 113(b)(1) of Pub. L. 88-272 ef-
fective, except for purposes of section 21 of this title,
with respect to taxable years beginning after Dec. 31,
1963, see section 131 of Pub. L. 88-272, set out as a note
under section 1 of this title.

Amendment by section 201(d)(12) of Pub. L. 88-272 ap-
plicable with respect to dividends received after Dec.
31, 1964, in taxable years ending after such date, see sec-
tion 201(e) of Pub. L. 88-272, set out as a note under sec-
tion 22 of this title.

EFFECTIVE DATE OF 1961 AMENDMENT

Amendment by Pub. L. 87-256 applicable to taxable
years beginning after Dec. 31, 1961, see section 110(h)(1)
of Pub. L. 87-256, set out as a note under section 117 of
this title.

EFFECTIVE DATE OF 1960 AMENDMENT

Amendment by Pub. L. 86-437 applicable only with re-
spect to taxable years beginning after Dec. 31, 1959, see
section 3 of Pub. L. 86-437, set out as a note under sec-
tion 402 of this title.

EFFECTIVE DATE OF 1958 AMENDMENT

Pub. L. 85-866, title I, §40(c), Sept. 2, 1958, 72 Stat.
1639, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply only
with respect to taxable years ending after the date of
the enactment of this Act [Sept. 2, 1958]. The amend-
ments made by subsection (b) [amending section 1441 of
this title] shall take effect on the day following the
date of the enactment of this Act [Sept. 2, 1958].”

Pub. L. 85-866, title I, §41(c), Sept. 2, 1958, 72 Stat.
1639, provided that: ‘“The amendments made by this
section [amending this section and section 35 of this
title] shall apply only with respect to taxable years be-
ginning after December 31, 1957.”

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
115-141 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Mar. 23, 2018, for purposes of determining li-
ability for tax for periods ending after Mar. 23, 2018, see
section 401(e) of Pub. L. 115-141, set out as a note under
section 23 of this title.

APPLICABILITY OF CERTAIN AMENDMENTS BY PUB. L.
99-514 IN RELATION TO TREATY OBLIGATIONS OF
UNITED STATES

For mnonapplication of amendments by sections
1211(b)(4), (6) and 1214(c)(1) of Pub. L. 99-514 to the ex-
tent application of such amendments would be contrary
to any treaty obligation of the United States in effect
on Oct. 22, 1986, with provision that for such purposes
any amendment by title I of Pub. L. 100-647 be treated
as if it had been included in the provision of Pub. L.
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99-514 to which such amendment relates, see section
1012(aa)(3), (4) of Pub. L. 100-647, set out as a note under
section 861 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1998

For provisions directing that if any amendments
made by subtitle D [§§1401-1465] of title I of Pub. L.
104-188 require an amendment to any plan or annuity
contract, such amendment shall not be required to be
made before the first day of the first plan year begin-
ning on or after Jan. 1, 1998, see section 1465 of Pub. L.
104-188, set out as a note under section 401 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1994

For provisions directing that if any amendments
made by subtitle B [§§521-523] of title V of Pub. L.
102-318 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1994, see
section 523 of Pub. L. 102-318, set out as a note under
section 401 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§ 872. Gross income

(a) General rule

In the case of a nonresident alien individual,
except where the context clearly indicates oth-
erwise, gross income includes only—

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

(2) gross income which is effectively con-
nected with the conduct of a trade or business
within the United States.

(b) Exclusions

The following items shall not be included in
gross income of a nonresident alien individual,
and shall be exempt from taxation under this
subtitle:

(1) Ships operated by certain nonresidents

Gross income derived by an individual resi-
dent of a foreign country from the inter-
national operation of a ship or ships if such
foreign country grants an equivalent exemp-
tion to individual residents of the United
States.

(2) Aircraft operated by certain nonresidents

Gross income derived by an individual resi-
dent of a foreign country from the inter-
national operation of aircraft if such foreign
country grants an equivalent exemption to in-
dividual residents of the United States.

(3) Compensation of participants in certain ex-
change or training programs

Compensation paid by a foreign employer to

a nonresident alien individual for the period
he is temporarily present in the United States
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as a nonimmigrant under subparagraph (F),
(J), or (Q) of section 101(a)(15) of the Immigra-
tion and Nationality Act, as amended. For
purposes of this paragraph, the term ‘‘foreign
employer’”’ means—
(A) a nonresident alien individual, foreign
partnership, or foreign corporation, or
(B) an office or place of business main-
tained in a foreign country or in a possession
of the United States by a domestic corpora-
tion, a domestic partnership, or an indi-
vidual who is a citizen or resident of the
United States.
(4) Certain bond income of residents of the
Ryukyu Islands or the Trust Territory of
the Pacific Islands

Income derived by a nonresident alien indi-
vidual from a series E or series H United
States savings bond, if such individual ac-
quired such bond while a resident of the Ryu-
kyu Islands or the Trust Territory of the Pa-
cific Islands.

(5) Income derived from wagering transactions
in certain parimutuel pools

Gross income derived by a nonresident alien
individual from a legal wagering transaction
initiated outside the United States in a pari-
mutuel pool with respect to a live horse race
or dog race in the United States.

(6) Certain rental income

Income to which paragraphs (1) and (2) apply
shall include income which is derived from the
rental on a full or bareboat basis of a ship or
ships or aircraft, as the case may be.

(7) Application to different types of transpor-
tation

The Secretary may provide that this sub-
section be applied separately with respect to
income from different types of transportation.

(8) Treatment of possessions

To the extent provided in regulations, a pos-
session of the United States shall be treated as
a foreign country for purposes of this sub-
section.

(Aug. 16, 1954, ch. 736, 68A Stat. 280; Pub. L.
87-256, §110(c), Sept. 21, 1961, 75 Stat. 536; Pub. L.
89-809, title I, §103(b), Nov. 13, 1966, 80 Stat. 1550;
Pub. L. 99-514, title XII, §1212(c)(1), (2), Oct. 22,
1986, 100 Stat. 2538; Pub. L. 100-647, title I,
§1012(e)(2)(B), (5), (s)(2)(A), Nov. 10, 1988, 102
Stat. 3500, 3527; Pub. L. 101-239, title VII,
§7811(i)(8)(C), Dec. 19, 1989, 103 Stat. 2411; Pub. L.
103-296, title III, §320(a)(2), Aug. 15, 1994, 108
Stat. 15635; Pub. L. 108-357, title IV, §419(a), Oct.
22, 2004, 118 Stat. 1513.)

Editorial Notes
REFERENCES IN TEXT

Section 101 of the Immigration and Nationality Act,
referred to in subsec. (b)(3), is classified to section 1101
of Title 8, Aliens and Nationality.

AMENDMENTS

2004—Subsec. (b)(5) to (8). Pub. L. 108-357 added par.
(5) and redesignated former pars. (5) to (7) as (6) to (8),
respectively.

1994—Subsec. (b)(3). Pub. L. 103-296 substituted ‘‘(F),
(J), or (Q)” for *“(F) or (J)”.
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