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SEC. 11. TAX IMPOSED.

11(a) Corporations in General. —A tax is hereby imposed for each taxable year on the taxable income of every corporation.


11(b) Amount of Tax. —


11(b)(1) In general. —The amount of the tax imposed by subsection (a) shall be the sum of —


11(b)(1)(A) 15 percent of so much of the taxable income as does not exceed $50,000,


11(b)(1)(B) 25 percent of so much of the taxable income as exceeds $50,000 but does not exceed $75,000,


11(b)(1)(C) 34 percent of so much of the taxable income as exceeds $75,000 but does not exceed $10,000,000, and


11(b)(1)(D) 35 percent of so much of the taxable income as exceeds $10,000,000.


In the case of a corporation which has taxable income in excess of $100,000 for any taxable year, the amount of tax determined under the preceding sentence for such taxable year shall be increased by the lesser of (i) 5 percent of such excess, or (ii) $11,750. In the case of a corporation which has taxable income in excess of $15,000,000, the amount of the tax determined under the foregoing provisions of this paragraph shall be increased by an additional amount equal to the lesser of (i) 3 percent of such excess, or (ii) $100,000.


11(b)(2) Certain personal service corporations not eligible for graduated rates. —Notwithstanding paragraph (1), the amount of the tax imposed by subsection (a) on the taxable income of a qualified personal service corporation (as defined in section 448(d)(2) LK:NON: IRC-FILE S448(D)(2) ) shall be equal to 35 percent of the taxable income.


11(c) Exceptions. —Subsection (a) shall not apply to a corporation subject to a tax imposed by —


11(c)(1) section 594 LK:NON: IRC-FILE S594  (relating to mutual savings banks conducting life insurance business),


11(c)(2) subchapter L (sec. 801 LK:NON: IRC-FILE S801  and following, relating to insurance companies), or


11(c)(3) subchapter M (sec. 851 LK:NON: IRC-FILE S851  and following, relating to regulated investment companies and real estate investment trusts).


11(d) Foreign Corporations. —In the case of a foreign corporation, the taxes imposed by subsection (a) and section 55 LK:NON: IRC-FILE S55  shall apply only as provided by section 882 LK:NON: IRC-FILE S882 .

IRC § 67.  Pass-through entities

67(c)(1) IN GENERAL. -- 

The Secretary shall prescribe regulations which prohibit the indirect deduction through pass-thru entities of amounts which are not allowable as a deduction if paid or incurred directly by an individual and which contain such reporting requirements as may be necessary to carry out the purposes of this subsection.

67(c)(2) TREATMENT OF PUBLICLY OFFERED 


REGULATED INVESTMENT COMPANIES.
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67(c)(2)(A) IN GENERAL. --Paragraph (1) shall not apply with respect to any publicly offered 
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67(c)(2)(B) PUBLICLY OFFERED 
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 --For purposes of this subsection --

67(c)(2)(B)(i) IN GENERAL. --The term "publicly offered 
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 means a regulated investment company the shares of which are --

67(c)(2)(B)(i)(I) continuously offered pursuant to a public offering (within the meaning of section 4 of the Securities Act of 1933, as amended (15 U.S.C. 77a to 77aa)),

67(c)(2)(B)(i)(II) regularly traded on an established securities market, or

67(c)(2)(B)(i)(III) held by or for no fewer than 500 persons at all times during the taxable year.

67(c)(2)(B)(ii) SECRETARY MAY REDUCE 500 PERSON REQUIREMENT. --The Secretary may by regulation decrease the minimum shareholder requirement of clause (i)(III) in the case of 

regulated investment companies which experience a loss of shareholders through net redemptions of their shares.
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SEC. 851. DEFINITION OF REGULATED INVESTMENT COMPANY.

851(a) General Rule. —For purposes of this subtitle, the term “regulated investment company” means any domestic corporation —


851(a)(1) which, at all times during the taxable year —


851(a)(1)(A) is registered under the Investment Company Act of 1940, as amended (15 U.S.C. 80a-1 to 80b-2) as a management company or unit investment trust, or


851(a)(1)(B) has in effect an election under such Act to be treated as a business development company, or


851(a)(2) which is a common trust fund or similar fund excluded by section 3(c)(3) of such Act (15 U.S.C. 80a-3(c)) from the definition of “investment company” and is not included in the definition of “common trust fund” by section 584(a) LK:NON: IRC-FILE S584(A) .


851(b) Limitations. —A corporation shall not be considered a regulated investment company for any taxable year unless —


851(b)(1) it files with its return for the taxable year an election to be a regulated investment company or has made such election for a previous taxable year;


851(b)(2) at least 90 percent of its gross income is derived from —


851(b)(2)(A) dividends, interest, payments with respect to securities loans (as defined in section 512(a)(5) LK:NON: IRC-FILE S512(A)(5) ), and gains from the sale or other disposition of stock or securities (as defined in section 2(a)(36) of the Investment Company Act of 1940, as amended) or foreign currencies, or other income (including but not limited to gains from options, futures or forward contracts) derived with respect to its business of investing in such stock, securities, or currencies, and


851(b)(2)(B) net income derived from an interest in a qualified publicly traded partnership (as defined in subsection (h)); and


851(b)(3) at the close of each quarter of the taxable year —


851(b)(3)(A) at least 50 percent of the value of its total assets is represented by —


851(b)(3)(A)(i) cash and cash items (including receivables), Government securities and securities of other regulated investment companies, and


851(b)(3)(A)(ii) other securities for purposes of this calculation limited, except and to the extent provided in subsection (e), in respect of any one issuer to an amount not greater in value than 5 percent of the value of the total assets of the taxpayer and to not more than 10 percent of the outstanding voting securities of such issuer, and


851(b)(3)(B) not more than 25 percent of the value of its total assets is invested in —


851(b)(3)(B)(i) the securities (other than Government securities or the securities of other regulated investment companies) of any one issuer,


851(b)(3)(B)(ii) the securities (other than the securities of other regulated investment companies) of two or more issuers which the taxpayer controls and which are determined, under regulations prescribed by the Secretary, to be engaged in the same or similar trades or businesses or related trades or businesses, or


851(b)(3)(B)(iii) the securities of one or more qualified publicly traded partnerships (as defined in subsection (h)).


For purposes of paragraph (2), the Secretary may by regulation exclude from qualifying income foreign currency gains which are not directly related to the company's principal business of investing in stock or securities (or options and futures with respect to stock or securities). For purposes of paragraph (2), there shall be treated as dividends amounts included in gross income under section 951(a)(1)(A)(i) LK:NON: IRC-FILE S951(A)(1)(A)(I)  or 1293(a) LK:NON: IRC-FILE S1293(A)  for the taxable year to the extent that, under section 959(a)(1) LK:NON: IRC-FILE S959(A)(1)  or 1293(c) LK:NON: IRC-FILE S1293(C)  (as the case may be), there is a distribution out of the earnings and profits of the taxable year which are attributable to the amounts so included. For purposes of paragraph (2), amounts excludable from gross income under section 103(a) LK:NON: IRC-FILE S103(A)  shall be treated as included in gross income. Income derived from a partnership (other than a qualified publicly traded partnership as defined in subsection (h)) or trust shall be treated as described in paragraph (2) only to the extent such income is attributable to items of income of the partnership or trust (as the case may be) which would be described in paragraph (2) if realized by the regulated investment company in the same manner as realized by the partnership or trust.


851(c) Rules Applicable to Subsection (b)(3). —For purposes of subsection (b)(3) and this subsection —


851(c)(1) In ascertaining the value of the taxpayer's investment in the securities of an issuer, for the purposes of subparagraph (B), there shall be included its proper proportion of the investment of any other corporation, a member of a controlled group, in the securities of such issuer, as determined under regulations prescribed by the Secretary.


851(c)(2) The term “controls” means the ownership in a corporation of 20 percent or more of the total combined voting power of all classes of stock entitled to vote.


851(c)(3) The term “controlled group” means one or more chains of corporations connected through stock ownership with the taxpayer if —


851(c)(3)(A) 20 percent or more of the total combined voting power of all classes of stock entitled to vote of each of the corporations (except the taxpayer) is owned directly by one or more of the other corporations, and


851(c)(3)(B) the taxpayer owns directly 20 percent or more of the total combined voting power of all classes of stock entitled to vote, of at least one of the other corporations.


851(c)(4) The term “value” means, with respect to securities (other than those of majority-owned subsidiaries) for which market quotations are readily available, the market value of such securities; and with respect to other securities and assets, fair value as determined in good faith by the board of directors, except that in the case of securities of majority-owned subsidiaries which are investment companies such fair value shall not exceed market value or asset value, whichever is higher.


851(c)(5) The term “outstanding voting securities of such issuer” shall include the equity securities of a qualified publicly traded partnership (as defined in subsection (h)).


851(c)(6) All other terms shall have the same meaning as when used in the Investment Company Act of 1940, as amended.


851(d) Determination of Status. —A corporation which meets the requirements of subsections (b)(3) and (c) at the close of any quarter shall not lose its status as a regulated investment company because of a discrepancy during a subsequent quarter between the value of its various investments and such requirements unless such discrepancy exists immediately after the acquisition of any security or other property and is wholly or partly the result of such acquisition. A corporation which does not meet such requirements at the close of any quarter by reason of a discrepancy existing immediately after the acquisition of any security or other property which is wholly or partly the result of such acquisition during such quarter shall not lose its status for such quarter as a regulated investment company if such discrepancy is eliminated within 30 days after the close of such quarter and in such cases it shall be considered to have met such requirements at the close of such quarter for purposes of applying the preceding sentence.


851(e) Investment Companies Furnishing Capital to Development Corporations. —


851(e)(1) General rule. —If the Securities and Exchange Commission determines, in accordance with regulations issued by it, and certifies to the Secretary not earlier than 60 days prior to the close of the taxable year of a management company or a business development company described in subsection (a)(1), that such investment company is principally engaged in the furnishing of capital to other corporations which are principally engaged in the development or exploitation of inventions, technological improvements, new processes, or products not previously generally available, such investment company may, in the computation of 50 percent of the value of its assets under subparagraph (A) of subsection (b)(3) for any quarter of such taxable year, include the value of any securities of an issuer, whether or not the investment company owns more than 10 percent of the outstanding voting securities of such issuer, the basis of which, when added to the basis of the investment company for securities of such issuer previously acquired, did not exceed 5 percent of the value of the total assets of the investment company at the time of the subsequent acquisition of securities. The preceding sentence shall not apply to the securities of an issuer if the investment company has continuously held any security of such issuer (or of any predecessor company of such issuer as determined under regulations prescribed by the Secretary) for 10 or more years preceding such quarter of such taxable year.


851(e)(2) Limitation. —The provisions of this subsection shall not apply at the close of any quarter of a taxable year to an investment company if at the close of such quarter more than 25 percent of the value of its total assets is represented by securities of issuers with respect to each of which the investment company holds more than 10 percent of the outstanding voting securities of such issuer and in respect of each of which or any predecessor thereof the investment company has continuously held any security for 10 or more years preceding such quarter unless the value of its total assets so represented is reduced to 25 percent or less within 30 days after the close of such quarter.


851(e)(3) Determination of status. —For purposes of this subsection, unless the Securities and Exchange Commission determines otherwise, a corporation shall be considered to be principally engaged in the development or exploitation of inventions, technological improvements, new processes, or products not previously generally available, for at least 10 years after the date of the first acquisition of any security in such corporation or any predecessor thereof by such investment company if at the date of such acquisition the corporation or its predecessor was principally so engaged, and an investment company shall be considered at any date to be furnishing capital to any company whose securities it holds if within 10 years prior to such date it has acquired any of such securities, or any securities surrendered in exchange therefor, from such other company or predecessor thereof. For purposes of the certification under this subsection, the Securities and Exchange Commission shall have authority to issue such rules, regulations and orders, and to conduct such investigations and hearings, either public or private, as it may deem appropriate.


851(e)(4) Definitions. —The terms used in this subsection shall have the same meaning as in subsections (b)(3) and (c) of this section.


851(f) Certain Unit Investment Trusts. —For purposes of this title —


851(f)(1) A unit investment trust (as defined in the Investment Company Act of 1940) —


851(f)(1)(A) which is registered under such Act and issues periodic payment plan certificates (as defined in such Act) in one or more series,


851(f)(1)(B) substantially all of the assets of which, as to all such series, consist of (i) securities issued by a single management company (as defined in such Act) and securities acquired pursuant to subparagraph (C), or (ii) securities issued by a single other corporation, and


851(f)(1)(C) which has no power to invest in any other securities except securities issued by a single other management company, when permitted by such Act or the rules and regulations of the Securities and Exchange Commission,


shall not be treated as a person.


851(f)(2) In the case of a unit investment trust described in paragraph (1) —


851(f)(2)(A) each holder of an interest in such trust shall, to the extent of such interest, be treated as owning a proportionate share of the assets of such trust;


851(f)(2)(B) the basis of the assets of such trust which are treated under subparagraph (A) as being owned by a holder of an interest in such trust shall be the same as the basis of his interest in such trust; and


851(f)(2)(C) in determining the period for which the holder of an interest in such trust has held the assets of the trust which are treated under subparagraph (A) as being owned by him, there shall be included the period for which such holder has held his interest in such trust.


This subsection shall not apply in the case of a unit investment trust which is a segregated asset account under the insurance laws or regulations of a State.


851(g) Special Rule for Series Funds. —


851(g)(1) In general. —In the case of a regulated investment company (within the meaning of subsection (a)) having more than one fund, each fund of such regulated investment company shall be treated as a separate corporation for purposes of this title (except with respect to the definitional requirement of subsection (a)).


851(g)(2) Fund defined. —For purposes of paragraph (1) the term “fund” means a segregated portfolio of assets, the beneficial interests in which are owned by the holders of a class or series of stock of the regulated investment company that is preferred over all other classes or series in respect of such portfolio of assets.


851(h) Qualified Publicly Traded Partnership. —For purposes of this section, the term “qualified publicly traded partnership” means a publicly traded partnership described in section 7704(b) LK:NON: IRC-FILE S7704(B)  other than a partnership which would satisfy the gross income requirements of section 7704(c)(2) LK:NON: IRC-FILE S7704(C)(2)  if qualifying income included only income described in subsection (b)(2)(A).
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SEC. 852. TAXATION OF REGULATED INVESTMENT COMPANIES AND THEIR SHAREHOLDERS.

852(a) Requirements Applicable to Regulated Investment Companies. —The provisions of this part (other than subsection (c) of this section) shall not be applicable to a regulated investment company for a taxable year unless —


852(a)(1) the deduction for dividends paid during the taxable year (as defined in section 561 LK:NON: IRC-FILE S561 , but without regard to capital gain dividends) equals or exceeds the sum of —


852(a)(1)(A) 90 percent of its investment company taxable income for the taxable year determined without regard to subsection (b)(2)(D); and


852(a)(1)(B) 90 percent of the excess of (i) its interest income excludable from gross income under section 103(a) LK:NON: IRC-FILE S103(A)  over (ii) its deductions disallowed under sections 265 LK:NON: IRC-FILE S265 , 171(a)(2) LK:NON: IRC-FILE S171(A)(2) , and


852(a)(2) either —


852(a)(2)(A) the provisions of this part applied to the investment company for all taxable years ending on or after November 8, 1983, or


852(a)(2)(B) as of the close of the taxable year, the investment company has no earnings and profits accumulated in any taxable year to which the provisions of this part (or the corresponding provisions of prior law) did not apply to it.


The Secretary may waive the requirements of paragraph (1) for any taxable year if the regulated investment company establishes to the satisfaction of the Secretary that it was unable to meet such requirements by reason of distributions previously made to meet the requirements of section 4982 LK:NON: IRC-FILE S4982 .


852(b) Method of Taxation of Companies and Shareholders. —


852(b)(1) Imposition of tax on regulated investment companies. —There is hereby imposed for each taxable year upon the investment company taxable income of every regulated investment company a tax computed as provided in section 11 LK:NON: IRC-FILE S11 , as though the investment company taxable income were the taxable income referred to in section 11 LK:NON: IRC-FILE S11 . In the case of a regulated investment company which is a personal holding company (as defined in section 542 LK:NON: IRC-FILE S542 ) or which fails to comply for the taxable year with regulations prescribed by the Secretary for the purpose of ascertaining the actual ownership of its stock, such tax shall be computed at the highest rate of tax specified in section 11(b) LK:NON: IRC-FILE S11(B) .


852(b)(2) Investment company taxable income. —The investment company taxable income shall be the taxable income of the regulated investment company adjusted as follows:


852(b)(2)(A) There shall be excluded the amount of the net capital gain, if any.


852(b)(2)(B) The net operating loss deduction provided in section 172 LK:NON: IRC-FILE S172  shall not be allowed.


852(b)(2)(C) The deductions for corporations provided in part VIII (except section 248 LK:NON: IRC-FILE S248 ) in subchapter B (section 241 LK:NON: IRC-FILE S241  and following, relating to the deduction for dividends received, etc.) shall not be allowed.


852(b)(2)(D) The deduction for dividends paid (as defined in section 561 LK:NON: IRC-FILE S561 ) shall be allowed, but shall be computed without regard to capital gain dividends and exempt-interest dividends.


852(b)(2)(E) The taxable income shall be computed without regard to section 443(b) LK:NON: IRC-FILE S443(B)  (relating to computation of tax on change of annual accounting period).


852(b)(2)(F) The taxable income shall be computed without regard to section 454(b) LK:NON: IRC-FILE S454(B)  (relating to short-term obligations issued on a discount basis) if the company so elects in a manner prescribed by the Secretary.


852(b)(3) Capital gains. —


852(b)(3)(A) Imposition of tax. —There is hereby imposed for each taxable year in the case of every regulated investment company a tax, determined as provided in section 1201(a) LK:NON: IRC-FILE S1201(A) , on the excess, if any, of the net capital gain over the deduction for dividends paid (as defined in section 561 LK:NON: IRC-FILE S561 ) determined with reference to capital gain dividends only.


852(b)(3)(B) Treatment of capital gain dividends by shareholders. —A capital gain dividend shall be treated by the shareholders as a gain from the sale or exchange of a capital asset held for more than 1 year.


852(b)(3)(C) Definition of capital gain dividend. —For purposes of this part, a capital gain dividend is any dividend, or part thereof, which is designated by the company as a 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 taxable year of the company (including capital gains dividends paid after the close of the taxable year described in section 855 LK:NON: IRC-FILE S855 ) is greater than the net capital gain of the taxable year, the portion of each distribution which shall be a capital gain dividend shall be only that proportion of the amounts so designated which such net capital gain bears to the aggregate amount so designated; except that, if there is an increase in the excess described in subparagraph (A) of this paragraph for such year which results from a determination (as defined in section 860(e) LK:NON: IRC-FILE S860(E) ), such designation may be made with respect to such increase at any time before the expiration of 120 days after the date of such determination. For purposes of this subparagraph, the amount of the net capital gain for a taxable year (to which an election under section 4982(e)(4) LK:NON: IRC-FILE S4982(E)(4)  does not apply) shall be determined without regard to any net capital loss or net long-term capital loss attributable to transactions after October 31 of such year, and any such net capital loss or net long-term capital loss shall be treated as arising on the 1st day of the next taxable year. To the extent provided in regulations, the preceding sentence shall apply also for purposes of computing the taxable income of the regulated investment company.


852(b)(3)(D) Treatment by shareholders of undistributed capital gains. —


852(b)(3)(D)(i) Every shareholder of a regulated investment company at the close of the company's taxable year shall include, in computing his long-term capital gains in his return for his taxable year in which the last day of the company's taxable year falls, such amount as the company shall designate in respect of such shares in a written notice mailed to its shareholders at any time prior to the expiration of 60 days after close of its taxable year, but the amount so includible by any shareholder shall not exceed that part of the amount subjected to tax in subparagraph (A) which he would have received if all of such amount had been distributed as capital gain dividends by the company to the holders of such shares at the close of its taxable year.


852(b)(3)(D)(ii) For purposes of this title, every such shareholder shall be deemed to have paid, for his taxable year under clause (i), the tax imposed by subparagraph (A) on the amounts required by this subparagraph to be included in respect of such shares in computing his long-term capital gains for that year; and such shareholder shall be allowed credit or refund, as the case may be, for the tax so deemed to have been paid by him.


852(b)(3)(D)(iii) The adjusted basis of such shares in the hands of the shareholder shall be increased, with respect to the amounts required by this subparagraph to be included in computing his long-term capital gains, by the difference between the amount of such includible gains and the tax deemed paid by such shareholder in respect of such shares under clause (ii).


852(b)(3)(D)(iv) In the event of such designation the tax imposed by subparagraph (A) shall be paid by the regulated investment company within 30 days after close of its taxable year.


852(b)(3)(D)(v) The earnings and profits of such regulated investment company, and the earnings and profits of any such shareholder which is a corporation, shall be appropriately adjusted in accordance with regulations prescribed by the Secretary.


852(b)(3)(E) Certain distributions. —In the case of a distribution to which section 897 LK:NON: IRC-FILE S897  does not apply by reason of the second sentence of section 897(h)(1) LK:NON: IRC-FILE S897(H)(1) , the amount of such distribution which would be included in computing long-term capital gains for the shareholder under subparagraph (B) or (D) (without regard to this subparagraph) —


852(b)(3)(E)(i) shall not be included in computing such shareholder's long-term capital gains, and


852(b)(3)(E)(ii) shall be included in such shareholder's gross income as a dividend from the regulated investment company.


852(b)(4) Loss on sale or exchange of stock held 6 months or less. —


852(b)(4)(A) Loss attributable to capital gain dividend. —If —


852(b)(4)(A)(i) subparagraph (B) or (D) of paragraph (3) provides that any amount with respect to any share is to be treated as long-term capital gain, and


852(b)(4)(A)(ii) such share is held by the taxpayer for 6 months or less,


then any loss (to the extent not disallowed under subparagraph (B)) on the sale or exchange of such share shall, to the extent of the amount described in clause (i), be treated as a long-term capital loss.


852(b)(4)(B) Loss attributable to exempt-interest dividend. —If —


852(b)(4)(B)(i) a shareholder of a regulated investment company receives an exempt-interest dividend with respect to any share, and


852(b)(4)(B)(ii) such share is held by the taxpayer for 6 months or less,


then any loss on the sale or exchange of such share shall, to the extent of the amount of such exempt-interest dividend, be disallowed.


852(b)(4)(C) Determination of holding periods. —For purposes of this paragraph, the rules of paragraphs (3) and (4) of section 246(c) LK:NON: IRC-FILE S246(C)  shall apply in determining the period for which the taxpayer has held any share of stock; except that “6 months” shall be substituted for each number of days specified in subparagraph (B) of section 246(c)(3) LK:NON: IRC-FILE S246(C)(3) .


852(b)(4)(D) Losses incurred under a periodic liquidation plan. —To the extent provided in regulations, subparagraphs (A) and (B) shall not apply to losses incurred on the sale or exchange of shares of stock in a regulated investment company pursuant to a plan which provides for the periodic liquidation of such shares.


852(b)(4)(E) Authority to shorten required holding period. —In the case of a regulated investment company which regularly distributes at least 90 percent of its net tax-exempt interest, the Secretary may by regulations prescribe that subparagraph (B) (and subparagraph (C) to the extent it relates to subparagraph (B)) shall be applied on the basis of a holding period requirement shorter than 6 months; except that such shorter holding period requirement shall not be shorter than the greater of 31 days or the period between the regular distributions of exempt-interest dividends.


852(b)(5) Exempt-interest dividends. —If, at the close of each quarter of its taxable year, at least 50 percent of the value (as defined in section 851(c)(4) LK:NON: IRC-FILE S851(C)(4) ) of the total assets of the regulated investment company consists of obligations described in section 103(a) LK:NON: IRC-FILE S103(A) , such company shall be qualified to pay exempt-interest dividends, as defined herein, to its shareholders.


852(b)(5)(A) Definition. —An exempt-interest dividend means any dividend or part thereof (other than a capital gain dividend) paid by a regulated investment company and designated by it as an exempt-interest 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 company (including exempt-interest dividends paid after the close of the taxable year as described in section 855 LK:NON: IRC-FILE S855 ) is greater than the excess of —


852(b)(5)(A)(i) the amount of interest excludable from gross income under section 103(a) LK:NON: IRC-FILE S103(A) , over


852(b)(5)(A)(ii) the amounts disallowed as deductions under sections 265 LK:NON: IRC-FILE S265  and 171(a)(2) LK:NON: IRC-FILE S171(A)(2) , the portion of such distribution which shall constitute an exempt-interest dividend shall be only that proportion of the amount so designated as the amount of such excess for such taxable year bears to the amount so designated.


852(b)(5)(B) Treatment of exempt-interest dividends by shareholders. —An exempt-interest dividend shall be treated by the shareholders for all purposes of this subtitle as an item of interest excludable from gross income under section 103(a) LK:NON: IRC-FILE S103(A) . Such purposes include but are not limited to —


852(b)(5)(B)(i) the determination of gross income and taxable income,


852(b)(5)(B)(ii) the determination of distributable net income under subchapter J,


852(b)(5)(B)(iii) the allowance of, or calculation of the amount of, any credit or deduction, and


852(b)(5)(B)(iv) the determination of the basis in the hands of any shareholder of any share of stock of the company.


852(b)(6) Section 311(b) not to apply to certain distributions. —Section 311(b) LK:NON: IRC-FILE S311(B)  shall not apply to any distribution by a regulated investment company to which this part applies, if such distribution is in redemption of its stock upon the demand of the shareholder.


852(b)(7) Time certain dividends taken into account. —For purposes of this title, any dividend declared by a regulated investment company in October, November, or December of any calendar year and payable to shareholders of record on a specified date in such a month shall be deemed —


852(b)(7)(A) to have been received by each shareholder on December 31 of such calendar year, and


852(b)(7)(B) to have been paid by such company on December 31 of such calendar year (or, if earlier, as provided in section 855 LK:NON: IRC-FILE S855 ).


The preceding sentence shall apply only if such dividend is actually paid by the company during January of the following calendar year.


852(b)(8) Special rule for treatment of certain foreign currency losses. —To the extent provided in regulations, the taxable income of a regulated investment company (other than a company to which an election under section 4982(e)(4) LK:NON: IRC-FILE S4982(E)(4)  applies) shall be computed without regard to any net foreign currency loss attributable to transactions after October 31 of such year, and any such net foreign currency loss shall be treated as arising on the 1st day of the following taxable year.


852(b)(9) Dividends treated as received by company on ex-dividend date. —For purposes of this title, if a regulated investment company is the holder of record of any share of stock on the record date for any dividend payable with respect to such stock, such dividend shall be included in gross income by such company as of the later of —


852(b)(9)(A) the date such share became ex-dividend with respect to such dividend, or


852(b)(9)(B) the date such company acquired such share.


852(b)(10) Special rule for certain losses on stock in passive foreign investment company. —To the extent provided in regulations, the taxable income of a regulated investment company (other than a company to which an election under section 4982(e)(4) LK:NON: IRC-FILE S4982(E)(4)  applies) shall be computed without regard to any net reduction in the value of any stock of a passive foreign investment company with respect to which an election under section 1296(k) LK:NON: IRC-FILE S1296(K)  is in effect occurring after October 31 of the taxable year, and any such reduction shall be treated as occurring on the first day of the following taxable year.


852(c) Earnings and Profits. —


852(c)(1) In general. —The earnings and profits of a regulated investment company for any taxable year (but not its accumulated earnings and profits) shall not reduced by any amount which is not allowable as a deduction in computing its taxable income for such taxable year. For purposes of this subsection, the term “regulated investment company” includes a domestic corporation which is a regulated investment company determined without regard to the requirements of subsection (a).


852(c)(2) Coordination with tax on undistributed income. —For purposes of applying this chapter to distributions made by a regulated investment company with respect to any calendar year, the earnings and profits of such company shall be determined without regard to any net capital loss (or net foreign currency loss) attributable to transactions after October 31 of such year, without regard to any net reduction in the value of any stock of a passive foreign investment company with respect to which an election under section 1296(k) LK:NON: IRC-FILE S1296(K)  is in effect occurring after October 31 of such year, and with such other adjustments as the Secretary may by regulations prescribe. The preceding sentence shall apply —


852(c)(2)(A) only to the extent that the amount distributed by the company with respect to the calendar year does not exceed the required distribution for such calendar year (as determined under section 4982 LK:NON: IRC-FILE S4982  by substituting “100 percent” for each percentage set forth in section 4982(b)(1) LK:NON: IRC-FILE S4982(B)(1) ), and


852(c)(2)(B) except as provided in regulations, only if an election under section 4982(e)(4) LK:NON: IRC-FILE S4982(E)(4)  is not in effect with respect to such company.


852(c)(3) Distributions to meet requirements of subsection (a)(2)(B). —Any distribution which is made in order to comply with the requirements of subsection (a)(2)(B) —


852(c)(3)(A) shall be treated for purposes of this subsection and subsection (a)(2)(B) as made from earnings and profits which, but for the distribution, would result in a failure to meet such requirements (and allocated to such earnings on a first-in, first-out basis), and


852(c)(3)(B) to the extent treated under subparagraph (A) as made from accumulated earnings and profits, shall not be treated as a distribution for purposes of subsection (b)(2)(D) and section 855.


852(d) Distributions in Redemption of Interests in Unit Investment Trusts. —In the case of a unit investment trust —


852(d)(1) which is registered under the Investment Company Act of 1940 (15 U.S.C. 80a-1 and following) and issues periodic payment plan certificates (as defined in such Act), and


852(d)(2) substantially all of the assets of which consist of securities issued by a management company (as defined in such Act),


section 562(c) LK:NON: IRC-FILE S562(C)  (relating to preferential dividends) shall not apply to a distribution by such trust to a holder of an interest in such trust in redemption of part or all of such interest, with respect to the capital gain net income of such trust attributable to such redemption.


852(e) Procedures Similar to Deficiency Dividend Procedures Made Applicable. —


852(e)(1) In general. —If —


852(e)(1)(A) there is a determination that the provisions of this part do not apply to an investment company for any taxable year (hereinafter in this subsection referred to as the “non-RIC year”), and


852(e)(1)(B) such investment company meets the distribution requirements of paragraph (2) with respect to the non-RIC year,


for purposes of applying subsection (a)(2) to subsequent taxable years, the provisions of this part shall be treated as applying to such investment company for the non-RIC year. If the determination under subparagraph (A) is solely as a result of the failure to meet the requirements of subsection (a)(2), the preceding sentence shall also apply for purposes of applying subsection (a)(2) to the non-RIC year and the amount referred to in paragraph (2)(A)(i) shall be the portion of the accumulated earnings and profits which resulted in such failure.


852(e)(2) Distribution requirements. —


852(e)(2)(A) In general. —The distribution requirements of this paragraph are met with respect to any non-RIC year if, within the 90-day period beginning on the date of the determination (or within such longer period as the Secretary may permit), the investment company makes 1 or more qualified designated distributions and the amount of such distributions is not less than the excess of —


852(e)(2)(A)(i) the portion of the accumulated earnings and profits of the investment company (as of the date of the determination) which are attributable to the non-RIC year, over


852(e)(2)(A)(ii) any interest payable under paragraph (3).


852(e)(2)(B) Qualified designated distribution. —For purposes of this paragraph, the term “qualified designated distribution” means any distribution made by the investment company if —


852(e)(2)(B)(i) section 301 LK:NON: IRC-FILE S301  applies to such distribution, and


852(e)(2)(B)(ii) such distribution is designated (at such time and in such manner as the Secretary shall by regulations prescribe) as being taken into account under this paragraph with respect to the non-RIC year.


852(e)(2)(C) Effect on dividends paid deduction. —Any qualified designated distribution shall not be included in the amount of dividends paid for purposes of computing the dividends paid deduction for any taxable year.


852(e)(3) Interest charge. —


852(e)(3)(A) In general. —If paragraph (1) applies to any non-RIC year of an investment company, such investment company shall pay interest at the underpayment rate established under section 6621 LK:NON: IRC-FILE S6621  —


852(e)(3)(A)(i) on an amount equal to 50 percent of the amount referred to in paragraph (2)(A)(i),


852(e)(3)(A)(ii) for the period —


852(e)(3)(A)(ii)(I) which begins on the last day prescribed for payment of the tax imposed for the non-RIC year (determined without regard to extensions), and


852(e)(3)(A)(ii)(II) which ends on the date the determination is made.


852(e)(3)(B) Coordination with subtitle f. —Any interest payable under subparagraph (A) may be assessed and collected at any time during the period during which any tax imposed for the taxable year in which the determination is made may be assessed and collected.


852(e)(4) Provision not to apply in the case of fraud. —The provisions of this subsection shall not apply if the determination contains a finding that the failure to meet any requirement of this part was due to fraud with intent to evade tax.


852(e)(5) Determination. —For purposes of this subsection, the term “determination” has the meaning given to such term by section 860(e) LK:NON: IRC-FILE S860(E) . Such term also includes a determination by the investment company filed with the Secretary that the provisions of this part do not apply to the investment company for a taxable year.


852(f) Treatment of Certain Load Charges. —


852(f)(1) In general. —If —


852(f)(1)(A) the taxpayer incurs a load charge in acquiring stock in a regulated investment company and, by reason of incurring such charge or making such acquisition, the taxpayer acquires a reinvestment right,


852(f)(1)(B) such stock is disposed of before the 91st day after the date on which such stock was acquired, and


852(f)(1)(C) the taxpayer subsequently acquires stock in such regulated investment company or in another regulated investment company and the otherwise applicable load charge is reduced by reason of the reinvestment right.


the load charge referred to in subparagraph (A) (to the extent it does not exceed the reduction referred to in subparagraph (C)) shall not be taken into account for purposes of determining the amount of gain or loss on the disposition referred to in subparagraph (B). To the extent such charge is not taken into account in determining the amount of such gain or loss, such charge shall be treated as incurred in connection with the acquisition referred to in subparagraph (C) (including for purposes of reapplying this paragraph).


852(f)(2) Definitions and special rules. —For purposes of this subsection —


852(f)(2)(A) Load charge. —The term “load charge” means any sales or similar charge incurred by a person in acquiring stock of a regulated investment company. Such term does not include any charge incurred by reason of the reinvestment of a dividend.


852(f)(2)(B) Reinvestment right. —The term “reinvestment right” means any right to acquire stock of 1 or more regulated investment companies without the payment of a load charge or with the payment of a reduced charge.


852(f)(2)(C) Nonrecognition transactions. —If the taxpayer acquires stock in a regulated investment company from another person in a transaction in which gain or loss is not recognized, the taxpayer shall succeed to the treatment of such other person under this subsection.
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853(a) General Rule. —A regulated investment company —


853(a)(1) more than 50 percent of the value (as defined in section 851(c)(4) LK:NON: IRC-FILE S851(C)(4) ) of whose total assets at the close of the taxable year consists of stock or securities in foreign corporations, and


853(a)(2) which meets the requirements of section 852(a) LK:NON: IRC-FILE S852(A)  for the taxable year,


may, for such taxable year, elect the application of this section with respect to income, war profits, and excess profits taxes described in section 901(b)(1) LK:NON: IRC-FILE S901(B)(1) , which are paid by the investment company during such taxable year to foreign countries and possessions of the United States.


853(b) Effect of Election. —If the election provided in subsection (a) is effective for a taxable year —


853(b)(1) the regulated investment company —


853(b)(1)(A) shall not, with respect to such taxable year, be allowed a deduction under section 164(a) LK:NON: IRC-FILE S164(A)  or a credit under section 901 LK:NON: IRC-FILE S901  for taxes to which subsection (a) is applicable, and


853(b)(1)(B) shall be allowed as an addition to the dividends paid deduction for such taxable year the amount of such taxes;


853(b)(2) each shareholder of such investment company shall —


853(b)(2)(A) include in gross income and treat as paid by him his proportionate share of such taxes, and


853(b)(2)(B) treat as gross income from sources within the respective foreign countries and possessions of the United States, for purposes of applying subpart A of part III of subchapter N, the sum of his proportionate share of such taxes and the portion of any dividend paid by such investment company which represents income derived from sources within foreign countries or possessions of the United States.


853(c) Notice to Shareholders. —The amounts to be treated by the shareholder, for purposes of subsection (b) (2), as his proportionate share of —


853(c)(1) taxes paid to any foreign country or possession of the United States, and


853(c)(2) gross income derived from sources within any foreign country or possession of the United States,


shall not exceed the amounts so designated by the company in a written notice mailed to its shareholders not later than 60 days after the close of its taxable year.


853(d) Manner of Making Election and Notifying Shareholders. —The election provided in subsection (a) and the notice to shareholders required by subsection (c) shall be made in such manner as the Secretary may prescribe by regulations.


853(e) Treatment of Certain Taxes Not Allowed as a Credit Under Section 901. —This section shall not apply to any tax with respect to which the regulated investment company is not allowed a credit under section 901 LK:NON: IRC-FILE S901  by reason of subsection (k) or (l) of such section.


853(f) Cross References. —


853(f)(1) For treatment by shareholders of taxes paid to foreign countries and possessions of the United States, see section 164(a) LK:NON: IRC-FILE S164(A)  and section 901 LK:NON: IRC-FILE S901 .


853(f)(2) For definition of foreign corporation, see section 7701(a)(5) LK:NON: IRC-FILE S7701(A)(5) .
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SEC. 854. LIMITATIONS APPLICABLE TO DIVIDENDS RECEIVED FROM REGULATED INVESTMENT COMPANY.

Code Sec. 854(a), below, was amended by P.L. 108-27. For sunset provision, see P.L. 108-27, §303, in the amendment notes.

854(a) CAPITAL GAIN DIVIDEND. --For purposes of section 1(h)(11) (relating to maximum rate of tax on dividends) and section 243 (relating to deductions for dividends received by corporations), a capital gain dividend (as defined in section 852(b)(3)) received from a regulated investment company shall not be considered as a dividend.

854(b) OTHER DIVIDENDS. --

854(b)(1) AMOUNT TREATED AS DIVIDEND. --

854(b)(1)(A) DEDUCTION UNDER SECTION 243. --In any case in which --

854(b)(1)(A)(i) a dividend is received from a regulated investment company (other than a dividend to which subsection (a) applies), and

854(b)(1)(A)(ii) such investment company meets the requirements of section 852(a) for the taxable year during which it paid such dividend,

then, in computing any deduction under section 243, there shall be taken into account only that portion of such dividend designated under this subparagraph by the regulated investment company and such dividend shall be treated as received from a corporation which is not a 20-percent owned corporation.

Code Sec. 854(b)(1)(B), below, was added by P.L. 108-27 and amended by P.L. 108-311. For sunset provision, see P.L. 108-27, §303, in the amendment notes.

854(b)(1)(B) MAXIMUM RATE UNDER SECTION 1(H). --

854(b)(1)(B)(i) IN GENERAL. --In any case in which --

854(b)(1)(B)(i)(I) a dividend is received from a regulated investment company (other than a dividend to which subsection (a) applies),

854(b)(1)(B)(i)(II) such investment company meets the requirements of section 852(a) for the taxable year during which it paid such dividend, and

854(b)(1)(B)(i)(III) the qualified dividend income of such investment company for such taxable year is less than 95 percent of its gross income,

then, in computing qualified dividend income, there shall be taken into account only that portion of such dividend designated by the regulated investment company.

854(b)(1)(B)(ii) GROSS INCOME. --For purposes of clause (i), in the case of 1 or more sales or other dispositions of stock or securities, the term "gross income" includes only the excess of --

854(b)(1)(B)(ii)(I) the net short-term capital gain from such sales or dispositions, over

854(b)(1)(B)(ii)(II) the net long-term capital loss from such sales or dispositions.

Code Sec. 854(b)(1)(C), below, was redesignated and amended by P.L. 108-27 and further amended by P.L. 108-311. For sunset provision, see P.L. 108-27, §303, in the amendment notes.

854(b)(1)(C) LIMITATIONS. --

854(b)(1)(C)(i) SUBPARAGRAPH (A). --The aggregate amount which may be designated as dividends under subparagraph (A) shall not exceed the aggregate dividends received by the company for the taxable year.

854(b)(1)(C)(ii) SUBPARAGRAPH (B). --The aggregate amount which may be designated as qualified dividend income under subparagraph (B) shall not exceed the sum of --

854(b)(1)(C)(ii)(I) the qualified dividend income of the company for the taxable year, and

854(b)(1)(C)(ii)(II) the amount of any earnings and profits which were distributed by the company for such taxable year and accumulated in a taxable year with respect to which this part did not apply.

Code Sec. 854(b)(2), below, was amended by P.L. 108-27, and P.L. 108-311. For sunset provision, see P.L. 108-27, §303, in the amendment notes.

854(b)(2) NOTICE TO SHAREHOLDERS. --The amount of any distribution by a regulated investment company which may be taken into account as qualified dividend income for purposes of section 1(h)(11) and as dividends for purposes of the deduction under section 243 shall not exceed the amount so designated by the company in a written notice to its shareholders mailed not later than 60 days after the close of its taxable year.

854(b)(3) AGGREGATE DIVIDENDS. --For purposes of this subsection --

854(b)(3)(A) IN GENERAL. --In computing the amount of aggregate dividends received, there shall only be taken into account dividends received from domestic corporations.

854(b)(3)(B) DIVIDENDS. --For purposes of subparagraph (A), the term "dividend" shall not include any distribution from --

854(b)(3)(B)(i) a corporation which, for the taxable year of the corporation in which the distribution is made, or for the next preceding taxable year of the corporation, is a corporation exempt from tax under section 501 (relating to certain charitable, etc., organizations) or section 521 (relating to farmers' cooperative associations), or

854(b)(3)(B)(ii) a real estate investment trust which, for the taxable year of the trust in which the dividend is paid, qualifies under part II of subchapter M (section 856 and following).

854(b)(3)(C) LIMITATIONS ON DIVIDENDS FROM REGULATED INVESTMENT COMPANIES. --In determining the amount of any dividend for purposes of this paragraph, a dividend received from a regulated investment company shall be subject to the limitations prescribed in this section.

854(b)(4) SPECIAL RULE FOR COMPUTING DEDUCTION UNDER SECTION 243. --For purposes of subparagraph (A) of paragraph (1), an amount shall be treated as a dividend for the purpose of paragraph (1) only if a deduction would have been allowable under section 243 to the regulated investment company determined --

854(b)(4)(A) as if section 243 applied to dividends received by a regulated investment company,

854(b)(4)(B) after the application of section 246 (but without regard to subsection (b) thereof), and

854(b)(4)(C) after the application of section 246A.

Code Sec. 854(b)(5), below, was added by P.L. 108-27 and amended by P.L. 108-311. For sunset provision, see P.L. 108-27, §303, in the amendment notes.

854(b)(5) QUALIFIED DIVIDEND INCOME. --For purposes of this subsection, the term "qualified dividend income" has the meaning given such term by section 1(h)(11)(B).
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871(a) Income Not Connected with United States Business —30 Percent Tax. —


871(a)(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 nonresident alien individual as —


871(a)(1)(A) interest (other than original issue discount as defined in section 1273 LK:NON: IRC-FILE S1273 ), dividends, rents, salaries, wages, premiums, annuities, compensations, remunerations, emoluments, and other fixed or determinable annual or periodical gains, profits, and income,


871(a)(1)(B) gains described in section 631(b) LK:NON: IRC-FILE S631(B)  or (c) LK:NON: IRC-FILE S(C) , and gains on transfers described in section 1235 LK:NON: IRC-FILE S1235  made on or before October 4, 1966,


871(a)(1)(C) in the case of —


871(a)(1)(C)(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 discount was not theretofore taken into account under clause (ii)), and


871(a)(1)(C)(ii) a payment on an original issue discount obligation, an amount equal to the original issue discount accruing while such obligation was held by the nonresident 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 exceed the payment less the tax imposed by subparagraph (A) thereon), and


871(a)(1)(D) gains from the sale or exchange after October 4, 1966, of patents, copyrights, secret processes and formulas, good will, trademarks, 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 productivity, 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.


871(a)(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 periods 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 conduct of a trade or business within the United States, except that such gains and losses shall be determined without regard to section 1202 LK:NON: IRC-FILE S1202  and such losses shall be determined without the benefits of the capital loss carryover provided in section 1212 LK:NON: IRC-FILE S1212 . 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 nonresident 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.


871(a)(3) Taxation of social security benefits. —For purposes of this section and section 1441 LK:NON: IRC-FILE S1441  —


871(a)(3)(A) 85 percent of any social security benefit (as defined in section 86(d) LK:NON: IRC-FILE S86(D) ) shall be included in gross income (notwithstanding section 207 of the Social Security Act), and


871(a)(3)(B) section 86 LK:NON: IRC-FILE S86  shall not apply.


For treatment of certain citizens of possessions of the United States, see section 932(c) LK:NON: IRC-FILE S932(C) .


871(b) income connected with united states business —graduated rate of tax. —


871(b)(1) Imposition of tax. —A nonresident alien individual engaged in trade or business within the United States during the taxable year shall be taxable as provided in section 1 LK:NON: IRC-FILE S1  or 55 LK:NON: IRC-FILE S55  on his taxable income which is effectively connected with the conduct of a trade or business within the United States.


871(b)(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.


871(c) Participants in Certain Exchange or Training Programs. —For purposes of this section, a nonresident alien individual who (without regard to this subsection) 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 section 101(a)(15) of the Immigration and Nationality Act, as amended (8 U.S.C. 1101(a)(15)(F), (J), (M), or (Q)), shall be treated as a nonresident alien individual engaged in trade or business within the United States, and any income described in the second sentence of section 1441(b) LK:NON: IRC-FILE S1441(B)  which is received by such individual shall, to the extent derived from sources within the United States, be treated as effectively connected with the conduct of a trade or business within the United States.


871(d) Election to Treat Real Property Income as Income Connected with United States Business. —


871(d)(1) In general. —A nonresident alien individual who during the taxable year derives any income —


871(d)(1)(A) from real property held for the production 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) LK:NON: IRC-FILE S631(B)  or (c) LK:NON: IRC-FILE S(C) , and


871(d)(1)(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 business within the United States. In such case, such income shall be taxable as provided in subsection (b)(1) whether or not such individual 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.


871(d)(2) Election after revocation. —If an election has been made under paragraph (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 taxable year for which such revocation is effective, unless the Secretary consents to such new election.


871(d)(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.


871(f) Certain Annuities Received Under Qualified Plans —


871(f)(1) In general. —For purposes of this section, gross income does not include any amount received as an annuity under a qualified annuity plan described in section 403(a)(1) LK:NON: IRC-FILE S403(A)(1) , or from a qualified trust described in section 401(a) LK:NON: IRC-FILE S401(A)  which is exempt from tax under section 501(a) LK:NON: IRC-FILE S501(A) , if —


871(f)(1)(A) all of the personal services by reason of which the annuity is payable were either —


871(f)(1)(A)(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


871(f)(1)(A)(ii) personal services described in section 864(b)(1) LK:NON: IRC-FILE S864(B)(1)  performed within the United States by such individual, and


871(f)(1)(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 provided 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.


871(f)(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 —


871(f)(2)(A) the recipient's country of residence grants a substantially equivalent exclusion to residents and citizens of the United States; or


871(f)(2)(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.).


871(g) Special Rules for Original Issue Discount. —For purposes of this section and section 881 LK:NON: IRC-FILE S881  —


871(g)(1) Original issue discount obligation. —


871(g)(1)(A) In general. —Except as provided in subparagraph (B), the term “original issue discount obligation” means any bond or other evidence of indebtedness having original issue discount (within the meaning of section 1273 LK:NON: IRC-FILE S1273 ).


871(g)(1)(B) Exceptions. —The term “original issue discount obligation” shall not include —


871(g)(1)(B)(i) Certain short-term obligations. — Any obligation payable 183 days or less from the date of original issue (without regard to the period held by the taxpayer).


871(g)(1)(B)(ii) Tax-exempt obligations. —Any obligation the interest on which is exempt from tax under section 103 LK:NON: IRC-FILE S103  or under any other provision of law without regard to the identity of the holder.


871(g)(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 LK:NON: IRC-FILE S1272  (or the corresponding provisions of prior law) without regard to any exception for short-term obligations.


871(g)(3) Source of original issue discount. —Except to the extent provided in regulations prescribed by the Secretary, the determination of whether any amount described in subsection (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 payment (or sale or exchange) involved the payment of interest.


871(g)(4) Stripped bonds. —The provisions of section 1286 LK:NON: IRC-FILE S1286  (relating to the treatment of stripped bonds and stripped coupons as obligations with original issue discount) shall apply for purposes of this section.


871(h) Repeal of Tax on Interest of Nonresident Alien Individuals Received from Certain Portfolio Debt Investments. —


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


871(h)(2) Portfolio interest. —For purposes of this subsection, the term “portfolio interest” means any interest (including original issue discount) which would be subject to tax under subsection (a) but for this subsection and which is described in any of the following subparagraphs:


871(h)(2)(A) Certain obligations which are not registered. —Interest which is paid on any obligation which —


871(h)(2)(A)(i) is not in registered form, and


871(h)(2)(A)(ii) is described in section 163(f)(2)(B) LK:NON: IRC-FILE S163(F)(2)(B) .


871(h)(2)(B) Certain registered obligations. —Interest which is paid on an obligation —


871(h)(2)(B)(i) which is in registered form, and


871(h)(2)(B)(ii) with respect to which the United States person who would otherwise be required to deduct and withhold tax from such interest under section 1441(a) LK:NON: IRC-FILE S1441(A)  receives a statement (which meets the requirements of paragraph (5)) that the beneficial owner of the obligation is not a United States person.


871(h)(3) Portfolio interest not to include interest received by 10-percent shareholders. —For purposes of this subsection —


871(h)(3)(A) In general. —The term “portfolio interest” shall not include any interest described in subparagraph (A) or (B) of paragraph (2) which is received by a 10-percent shareholder.


871(h)(3)(B) 10-Percent shareholder. —The term “10-percent shareholder” means —


871(h)(3)(B)(i) in the case of an obligation issued by a corporation, any person who owns 10 percent or more of the total combined voting power of all classes of stock of such corporation entitled to vote, or


871(h)(3)(B)(ii) in the case of an obligation issued by a partnership, any person who owns 10 percent or more of the capital or profits interest in such partnership.


871(h)(3)(C) Attribution rules. —For purposes of determining ownership of stock under subparagraph (B)(i) the rules of section 318(a) LK:NON: IRC-FILE S318(A)  shall apply, except that —


871(h)(3)(C)(i) section 318(a)(2)(C) LK:NON: IRC-FILE S318(A)(2)(C)  shall be applied without regard to the 50-percent limitation therein,


871(h)(3)(C)(ii) section 318(a)(3)(C) LK:NON: IRC-FILE S318(A)(3)(C)  shall be applied —


871(h)(3)(C)(ii)(I) without regard to the 50-percent limitation therein; and


871(h)(3)(C)(ii)(II) 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 corporation) which is owned by or for any shareholder of such corporation in that proportion which the value of the stock which such shareholder owns in such corporation bears to the value of all stock in such corporation, and


871(h)(3)(C)(iii) any stock which a person is treated as owning after application of section 318(a)(4) LK:NON: IRC-FILE S318(A)(4)  shall not, for purposes of applying paragraphs (2) and (3) of section 318(a) LK:NON: IRC-FILE S318(A) , be treated as actually owned by such person.


Under regulations prescribed by the Secretary, rules similar to the rules of the preceding sentence shall be applied in determining the ownership of the capital or profits interest in a partnership for purposes of subparagraph (B)(ii).


871(h)(4) Portfolio interest not to include certain contingent interest. —For purposes of this subsection —


871(h)(4)(A) In general. —Except as otherwise provided in this paragraph, the term “portfolio interest” shall not include —


871(h)(4)(A)(i) any interest if the amount of such interest is determined by reference to —


871(h)(4)(A)(i)(I) any receipts, sales or other cash flow of the debtor or a related person,


871(h)(4)(A)(i)(II) any income or profits of the debtor or a related person,


871(h)(4)(A)(i)(III) any change in value of any property of the debtor or a related person, or


871(h)(4)(A)(i)(IV) any dividend, partnership distributions, or similar payments made by the debtor or a related person, or


871(h)(4)(A)(ii) any other type of contingent interest that is identified by the Secretary by regulation, where a denial of the portfolio interest exemption is necessary or appropriate to prevent avoidance of Federal income tax.


871(h)(4)(B) Related person. —The term “related person” means any person who is related to the debtor within the meaning of section 267(b) LK:NON: IRC-FILE S267(B)  or 707(b)(1) LK:NON: IRC-FILE S707(B)(1) , or who is a party to any arrangement undertaken for a purpose of avoiding the application of this paragraph.


871(h)(4)(C) Exceptions. —Subparagraph (A)(i) shall not apply to —


871(h)(4)(C)(i) any amount of interest solely by reason of the fact that the timing of any interest or principal payment is subject to a contingency,


871(h)(4)(C)(ii) any amount of interest solely by reason of the fact that the interest is paid with respect to nonrecourse or limited recourse indebtedness,


871(h)(4)(C)(iii) any amount of interest all or substantially 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 indebtedness on which such other interest is paid),


871(h)(4)(C)(iv) any amount of interest solely by reason of the fact that the debtor or a related person enters into a hedging transaction to manage the risk of interest rate or currency fluctuations with respect to such interest,


871(h)(4)(C)(v) any amount of interest determined by reference to —


871(h)(4)(C)(v)(I) changes in the value of property (including stock) that is actively traded (within the meaning of section 1092(d) LK:NON: IRC-FILE S1092(D) ) other than property described in section 897(c)(1) LK:NON: IRC-FILE S897(C)(1)  or (g) LK:NON: IRC-FILE S(G) ,


871(h)(4)(C)(v)(II) the yield on property described in subclause (I), other than a debt instrument that pays interest described in subparagraph (A), or stock or other property that represents a beneficial interest in the debtor or a related person, or


871(h)(4)(C)(v)(III) changes in any index of the value of property described in subclause (I) or of the yield on property described in subclause (II), and


871(h)(4)(C)(vi) any other type of interest identified by the Secretary by regulation.


871(h)(4)(D) Exception for certain existing indebtedness. —Subparagraph (A) shall not apply to any interest paid or accrued with respect to any indebtedness with a fixed term —


871(h)(4)(D)(i) which was issued on or before April 7, 1993, or


871(h)(4)(D)(ii) which was issued after such date pursuant to a written binding contract in effect on such date and at all times thereafter before such indebtedness was issued.


871(h)(5) Certain statements. —A statement with respect to any obligation meets the requirements of this paragraph if such statement is made by —


871(h)(5)(A) the beneficial owner of such obligation, or


871(h)(5)(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 on any obligation by any person if, at least one month before such payment, the Secretary has published a determination that any statement from such person (or any class including such person) does not meet the requirements of this paragraph.


871(h)(6) Secretary may provide subsection not to apply in cases of inadequate information exchange. —


871(h)(6)(A) In general. —If the Secretary determines that the exchange of information between the United States and a foreign country is inadequate to prevent evasion of the United States income tax by United States persons, the Secretary may provide in writing (and publish a statement) that the provisions of this subsection shall not apply to payments of interest to any person within such foreign country (or payments addressed to, or for the account of, persons within such foreign country) during the period —


871(h)(6)(A)(i) beginning on the date specified by the Secretary, and


871(h)(6)(A)(ii) ending on the date that the Secretary determines that the exchange of information between the United States and the foreign country is adequate to prevent the evasion of United States income tax by United States persons.


871(h)(6)(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 publication of the Secretary's determination under such subparagraph.


871(h)(7) Registered form. —For purposes of this subsection, the term “registered form” has the same meaning given such term by section 163(f) LK:NON: IRC-FILE S163(F) .


871(i) Tax Not to Apply to Certain Interest and Dividends. —


871(i)(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).


871(i)(2) Amounts to which paragraph (1) applies. —The amounts described in this paragraph are as follows:


871(i)(2)(A) Interest on deposits, if such interest is not effectively connected with the conduct of a trade or business within the United States.


871(i)(2)(B) A percentage of any dividend paid by a domestic corporation meeting the 80-percent foreign business requirements of section 861(c)(1) LK:NON: IRC-FILE S861(C)(1)  equal to the percentage determined for purposes of section 861(c)(2)(A) LK:NON: IRC-FILE S861(C)(2)(A) .


871(i)(2)(C) Income derived by a foreign central bank of issue from bankers' acceptances.


871(i)(2)(D) Dividends paid by a foreign corporation which are treated under section 861(a)(2)(B) LK:NON: IRC-FILE S861(A)(2)(B)  as income from sources within the United States.


871(i)(3) Deposits. —For purposes of paragraph (2), the term “deposit” means amounts which are —


871(i)(3)(A) deposits with persons carrying on the banking business,


871(i)(3)(B) deposits or withdrawable accounts with savings institutions chartered and supervised as savings and loan or similar associations under Federal or State law, but only to the extent that amounts paid or credited on such deposits or accounts are deductible under section 591 LK:NON: IRC-FILE S591  (determined without regard to sections 265 LK:NON: IRC-FILE S265  and 291 LK:NON: IRC-FILE S291 ) in computing the taxable income of such institutions, and


871(i)(3)(C) amounts held by an insurance company under an agreement to pay interest thereon.


871(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 administratively feasible.


871(k) Exemption for Certain Dividends of Regulated Investment Companies. —


871(k)(1) Interest-related dividends. —


871(k)(1)(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 dividend received from a regulated investment company.


871(k)(1)(B) Exceptions. —Subparagraph (A) shall not apply —


871(k)(1)(B)(i) to any interest-related dividend received from a regulated investment company by a person to the extent such dividend is attributable to interest (other than interest described in subparagraph (E) (i) or (iii)) received by such company on indebtedness issued by such person or by any corporation or partnership with respect to which such person is a 10-percent shareholder,


871(k)(1)(B)(ii) to any interest-related dividend with respect to stock of a regulated investment company unless the person who would otherwise be required to deduct and withhold tax from such dividend under chapter 3 receives a statement (which meets requirements similar to the requirements of subsection (h)(5)) that the beneficial owner of such stock is not a United States person, and


871(k)(1)(B)(iii) to any interest-related dividend paid to any person within a foreign country (or any interest-related dividend payment addressed 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 acquired on or before the date of the publication of the Secretary's determination under subsection (h)(6).


871(k)(1)(C) Interest-related dividend. —For purposes of this paragraph, the term “interest-related dividend” means any dividend (or part thereof) which is designated by the regulated investment company 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 company (including amounts so designated with respect to dividends paid after the close of the taxable year described in section 855 LK:NON: IRC-FILE S855 ) is greater than the qualified net interest income of the company for such taxable year, the portion of each distribution which shall be an interest-related dividend shall be only that portion of the amounts so designated which such qualified net interest income bears to the aggregate amount so designated. Such term shall not include any dividend with respect to any taxable year of the company beginning after December 31, 2007.


871(k)(1)(D) Qualified net interest income. —For purposes of subparagraph (C), the term “qualified net interest income” means the qualified interest income of the regulated investment company reduced by the deductions properly allocable to such income.


871(k)(1)(E) Qualified interest income. —For purposes of subparagraph (D), the term “qualified interest income” means the sum of the following amounts derived by the regulated investment company from sources within the United States:


871(k)(1)(E)(i) Any amount includible in gross income as original issue discount (within the meaning of section 1273 LK:NON: IRC-FILE S1273 ) on an obligation payable 183 days or less from the date of original issue (without regard to the period held by the company).


871(k)(1)(E)(ii) Any interest includible in gross income (including amounts recognized as ordinary 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 registered form; except that this clause shall not apply to —


871(k)(1)(E)(ii)(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


871(k)(1)(E)(ii)(II) any interest which is treated as not being portfolio interest under the rules of subsection (h)(4).


871(k)(1)(E)(iii) Any interest referred to in subsection (i)(2)(A) (without regard to the trade or business of the regulated investment company).


871(k)(1)(E)(iv) Any interest-related dividend includable in gross income with respect to stock of another regulated investment company.


871(k)(1)(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).


871(k)(2) Short-term capital gain dividends. —


871(k)(2)(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 investment company.


871(k)(2)(B) Exception for aliens taxable under subsection (a)(2). —Subparagraph (A) shall not apply in the case of any nonresident alien individual subject to tax under subsection (a)(2).


871(k)(2)(C) Short-term capital gain dividend. —For purposes of this paragraph, the term “short-term capital gain dividend” means any dividend (or part thereof) which is designated by the regulated investment 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 taxable year of the company (including amounts so designated with respect to dividends paid after the close of the taxable year described in section 855 LK:NON: IRC-FILE S855 ) 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 aggregate amount so designated. Such term shall not include any dividend with respect to any taxable year of the company beginning after December 31, 2007.


871(k)(2)(D) Qualified short-term gain. —For purposes of subparagraph (C), the term “qualified short-term gain” means the excess of the net short-term capital gain of the regulated investment company for the taxable year over the net long-term capital loss (if any) of such company for such taxable year. For purposes of this subparagraph —


871(k)(2)(D)(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 regulated investment company as a short-term capital gain, and


871(k)(2)(D)(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) LK:NON: IRC-FILE S4982(E)(4)  does not apply) shall be determined without regard to any net capital loss or net short-term capital 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 income of the regulated investment company.


871(k)(2)(E) Certain distributions. —In the case of a distribution to which section 897 LK:NON: IRC-FILE S897  does not apply by reason of the second sentence of section 897(h)(1) LK:NON: IRC-FILE S897(H)(1) , the amount which would be treated as a short-term capital gain dividend to the shareholder (without regard to this subparagraph) —


871(k)(2)(E)(i) shall not be treated as a short-term capital gain dividend, and


871(k)(2)(E)(ii) shall be included in such shareholder's gross income as a dividend from the regulated investment company.


871(l) Cross References. —


871(l)(1) For tax treatment of certain amounts distributed by the United States to nonresident alien individuals, see section 402(e)(2) LK:NON: IRC-FILE S402(E)(2) .


871(l)(2) For taxation of nonresident alien individuals who are expatriate United States citizens, see section 877 LK:NON: IRC-FILE S877 .


871(l)(3) For doubling of tax on citizens of certain foreign countries, see section 891 LK:NON: IRC-FILE S891 .


871(l)(4) For adjustment of tax in case of nationals or residents of certain foreign countries, see section 896 LK:NON: IRC-FILE S896 .


871(l)(5) For withholding of tax at source on nonresident alien individuals, see section 1441 LK:NON: IRC-FILE S1441 .


871(l)(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 LK:NON: IRC-FILE S6013 .


871(l)(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 LK:NON: IRC-FILE S897 .
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Section 851. Definition of regulated investment company 

    (a) General rule

      For purposes of this subtitle, the term "regulated investment

    company" means any domestic corporation - 

        (1) which, at all times during the taxable year - 

          (A) is registered under the Investment Company Act of 1940,

        as amended (15 U.S.C. 80a-1 to 80b-2) as a management company

        or unit investment trust, or

          (B) has in effect an election under such Act to be treated as

        a business development company, or

        (2) which is a common trust fund or similar fund excluded by

      section 3(c)(3) of such Act (15 U.S.C. 80a-3(c)) from the

      definition of "investment company" and is not included in the

      definition of "common trust fund" by section 584(a).

    (b) Limitations

      A corporation shall not be considered a regulated investment

    company for any taxable year unless - 

        (1) it files with its return for the taxable year an election

      to be a regulated investment company or has made such election

      for a previous taxable year;

        (2) at least 90 percent of its gross income is derived from

      dividends, interest, payments with respect to securities loans

      (as defined in section 512(a)(5)), and gains from the sale or

      other disposition of stock or securities (as defined in section

      2(a)(36) of the Investment Company Act of 1940, as amended) or

      foreign currencies, or other income (including but not limited to

      gains from options, futures, or forward contracts) derived with

      respect to its business of investing in such stock, securities,

      or currencies; and

        (3) at the close of each quarter of the taxable year - 

          (A) at least 50 percent of the value of its total assets is

        represented by - 

            (i) cash and cash items (including receivables), Government

          securities and securities of other regulated investment

          companies, and

            (ii) other securities for purposes of this calculation

          limited, except and to the extent provided in subsection (e),

          in respect of any one issuer to an amount not greater in

          value than 5 percent of the value of the total assets of the

          taxpayer and to not more than 10 percent of the outstanding

          voting securities of such issuer, and

          (B) not more than 25 percent of the value of its total assets

        is invested in the securities (other than Government securities

        or the securities of other regulated investment companies) of

        any one issuer, or of two or more issuers which the taxpayer

        controls and which are determined, under regulations prescribed

        by the Secretary, to be engaged in the same or similar trades

        or businesses or related trades or businesses.

    For purposes of paragraph (2), there shall be treated as dividends

    amounts included in gross income under section 951(a)(1)(A)(i) or

    1293(a) for the taxable year to the extent that, under section

    959(a)(1) or 1293(c) (as the case may be), there is a distribution

    out of the earnings and profits of the taxable year which are

    attributable to the amounts so included. For purposes of paragraph

    (2), the Secretary may by regulation exclude from qualifying income

    foreign currency gains which are not directly related to the

    company's principal business of investing in stock or securities

    (or options and futures with respect to stock or securities). For

    purposes of paragraph (2), amounts excludable from gross income

    under section 103(a) shall be treated as included in gross income.

    Income derived from a partnership or trust shall be treated as

    described in paragraph (2) only to the extent such income is

    attributable to items of income of the partnership or trust (as the

    case may be) which would be described in paragraph (2) if realized

    by the regulated investment company in the same manner as realized

    by the partnership or trust.

    (c) Rules applicable to subsection (b)(3)

      For purposes of subsection (b)(3) and this subsection - 

        (1) In ascertaining the value of the taxpayer's investment in

      the securities of an issuer, for the purposes of subparagraph

      (B), there shall be included its proper proportion of the

      investment of any other corporation, a member of a controlled

      group, in the securities of such issuer, as determined under

      regulations prescribed by the Secretary.

        (2) The term "controls" means the ownership in a corporation of

      20 percent or more of the total combined voting power of all

      classes of stock entitled to vote.

        (3) The term "controlled group" means one or more chains of

      corporations connected through stock ownership with the taxpayer

      if - 

          (A) 20 percent or more of the total combined voting power of

        all classes of stock entitled to vote of each of the

        corporations (except the taxpayer) is owned directly by one or

        more of the other corporations, and

          (B) the taxpayer owns directly 20 percent or more of the

        total combined voting power of all classes of stock entitled to

        vote, of at least one of the other corporations.

        (4) The term "value" means, with respect to securities (other

      than those of majority-owned subsidiaries) for which market

      quotations are readily available, the market value of such

      securities; and with respect to other securities and assets, fair

      value as determined in good faith by the board of directors,

      except that in the case of securities of majority-owned

      subsidiaries which are investment companies such fair value shall

      not exceed market value or asset value, whichever is higher.

        (5) All other terms shall have the same meaning as when used in

      the Investment Company Act of 1940, as amended.

    (d) Determination of status

      A corporation which meets the requirements of subsections (b)(3)

    and (c) at the close of any quarter shall not lose its status as a

    regulated investment company because of a discrepancy during a

    subsequent quarter between the value of its various investments and

    such requirements unless such discrepancy exists immediately after

    the acquisition of any security or other property and is wholly or

    partly the result of such acquisition. A corporation which does not

    meet such requirements at the close of any quarter by reason of a

    discrepancy existing immediately after the acquisition of any

    security or other property which is wholly or partly the result of

    such acquisition during such quarter shall not lose its status for

    such quarter as a regulated investment company if such discrepancy

    is eliminated within 30 days after the close of such quarter and in

    such cases it shall be considered to have met such requirements at

    the close of such quarter for purposes of applying the preceding

    sentence.

    (e) Investment companies furnishing capital to development

      corporations

      (1) General rule

        If the Securities and Exchange Commission determines, in

      accordance with regulations issued by it, and certifies to the

      Secretary not earlier than 60 days prior to the close of the

      taxable year of a management company or a business development

      company described in subsection (a)(1), that such investment

      company is principally engaged in the furnishing of capital to

      other corporations which are principally engaged in the

      development or exploitation of inventions, technological

      improvements, new processes, or products not previously generally

      available, such investment company may, in the computation of 50

      percent of the value of its assets under subparagraph (A) of

      subsection (b)(3) for any quarter of such taxable year, include

      the value of any securities of an issuer, whether or not the

      investment company owns more than 10 percent of the outstanding

      voting securities of such issuer, the basis of which, when added

      to the basis of the investment company for securities of such

      issuer previously acquired, did not exceed 5 percent of the value

      of the total assets of the investment company at the time of the

      subsequent acquisition of securities. The preceding sentence

      shall not apply to the securities of an issuer if the investment

      company has continuously held any security of such issuer (or of

      any predecessor company of such issuer as determined under

      regulations prescribed by the Secretary) for 10 or more years

      preceding such quarter of such taxable year.

      (2) Limitation

        The provisions of this subsection shall not apply at the close

      of any quarter of a taxable year to an investment company if at

      the close of such quarter more than 25 percent of the value of

      its total assets is represented by securities of issuers with

      respect to each of which the investment company holds more than

      10 percent of the outstanding voting securities of such issuer

      and in respect of each of which or any predecessor thereof the

      investment company has continuously held any security for 10 or

      more years preceding such quarter unless the value of its total

      assets so represented is reduced to 25 percent or less within 30

      days after the close of such quarter.

      (3) Determination of status

        For purposes of this subsection, unless the Securities and

      Exchange Commission determines otherwise, a corporation shall be

      considered to be principally engaged in the development or

      exploitation of inventions, technological improvements, new

      processes, or products not previously generally available, for at

      least 10 years after the date of the first acquisition of any

      security in such corporation or any predecessor thereof by such

      investment company if at the date of such acquisition the

      corporation or its predecessor was principally so engaged, and an

      investment company shall be considered at any date to be

      furnishing capital to any company whose securities it holds if

      within 10 years prior to such date it has acquired any of such

      securities, or any securities surrendered in exchange therefor,

      from such other company or predecessor thereof. For purposes of

      the certification under this subsection, the Securities and

      Exchange Commission shall have authority to issue such rules,

      regulations and orders, and to conduct such investigations and

      hearings, either public or private, as it may deem appropriate.

      (4) Definitions

        The terms used in this subsection shall have the same meaning

      as in subsections (b)(3) and (c) of this section.

    (f) Certain unit investment trusts

      For purposes of this title - 

        (1) A unit investment trust (as defined in the Investment

      Company Act of 1940) - 

          (A) which is registered under such Act and issues periodic

        payment plan certificates (as defined in such Act) in one or

        more series,

          (B) substantially all of the assets of which, as to all such

        series, consist of (i) securities issued by a single management

        company (as defined in such Act) and securities acquired

        pursuant to subparagraph (C), or (ii) securities issued by a

        single other corporation, and

          (C) which has no power to invest in any other securities

        except securities issued by a single other management company,

        when permitted by such Act or the rules and regulations of the

        Securities and Exchange Commission,

      shall not be treated as a person.

        (2) In the case of a unit investment trust described in

      paragraph (1) - 

          (A) each holder of an interest in such trust shall, to the

        extent of such interest, be treated as owning a proportionate

        share of the assets of such trust;

          (B) the basis of the assets of such trust which are treated

        under subparagraph (A) as being owned by a holder of an

        interest in such trust shall be the same as the basis of his

        interest in such trust; and

          (C) in determining the period for which the holder of an

        interest in such trust has held the assets of the trust which

        are treated under subparagraph (A) as being owned by him, there

        shall be included the period for which such holder has held his

        interest in such trust.

    This subsection shall not apply in the case of a unit investment

    trust which is a segregated asset account under the insurance laws

    or regulations of a State.

    (g) Special rule for series funds

      (1) In general

        In the case of a regulated investment company (within the

      meaning of subsection (a)) having more than one fund, each fund

      of such regulated investment company shall be treated as a

      separate corporation for purposes of this title (except with

      respect to the definitional requirement of subsection (a)).

      (2) Fund defined

        For purposes of paragraph (1) the term "fund" means a

      segregated portfolio of assets, the beneficial interests in which

      are owned by the holders of a class or series of stock of the

      regulated investment company that is preferred over all other

      classes or series in respect of such portfolio of assets.
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IRC Section 852. Taxation of regulated investment companies and their shareholders 

    (a) Requirements applicable to regulated investment companies

      The provisions of this part (other than subsection (c) of this

    section) shall not be applicable to a regulated investment company

    for a taxable year unless - 

        (1) the deduction for dividends paid during the taxable year

      (as defined in section 561, but without regard to capital gain

      dividends) equals or exceeds the sum of - 

          (A) 90 percent of its investment company taxable income for

        the taxable year determined without regard to subsection

        (b)(2)(D); and

          (B) 90 percent of the excess of (i) its interest income

        excludable from gross income under section 103(a) over (ii) its

        deductions disallowed under sections 265, 171(a)(2), and

        (2) either - 

          (A) the provisions of this part applied to the investment

        company for all taxable years ending on or after November 8,

        1983, or

          (B) as of the close of the taxable year, the investment

        company has no earnings and profits accumulated in any taxable

        year to which the provisions of this part (or the corresponding

        provisions of prior law) did not apply to it.

    The Secretary may waive the requirements of paragraph (1) for any

    taxable year if the regulated investment company establishes to the

    satisfaction of the Secretary that it was unable to meet such

    requirements by reason of distributions previously made to meet the

    requirements of section 4982.

    (b) Method of taxation of companies and shareholders

      (1) Imposition of tax on regulated investment companies

        There is hereby imposed for each taxable year upon the

      investment company taxable income of every regulated investment

      company a tax computed as provided in section 11, as though the

      investment company taxable income were the taxable income

      referred to in section 11. In the case of a regulated investment

      company which is a personal holding company (as defined in

      section 542) or which fails to comply for the taxable year with

      regulations prescribed by the Secretary for the purpose of

      ascertaining the actual ownership of its stock, such tax shall be

      computed at the highest rate of tax specified in section 11(b).

      (2) Investment company taxable income

        The investment company taxable income shall be the taxable

      income of the regulated investment company adjusted as follows:

          (A) There shall be excluded the amount of the net capital

        gain, if any.

          (B) The net operating loss deduction provided in section 172

        shall not be allowed.

          (C) The deductions for corporations provided in part VIII

        (except section 248) in subchapter B (section 241 and

        following, relating to the deduction for dividends received,

        etc.) shall not be allowed.

          (D) the (!1) deduction for dividends paid (as defined in

        section 561) shall be allowed, but shall be computed without

        regard to capital gain dividends and exempt-interest dividends.

          (E) The taxable income shall be computed without regard to

        section 443(b) (relating to computation of tax on change of

        annual accounting period).

          (F) The taxable income shall be computed without regard to

        section 454(b) (relating to short-term obligations issued on a

        discount basis) if the company so elects in a manner prescribed

        by the Secretary.

      (3) Capital gains

        (A) Imposition of tax

          There is hereby imposed for each taxable year in the case of

        every regulated investment company a tax, determined as

        provided in section 1201(a), on the excess, if any, of the net

        capital gain over the deduction for dividends paid (as defined

        in section 561) determined with reference to capital gain

        dividends only.

        (B) Treatment of capital gain dividends by shareholders

          A capital gain dividend shall be treated by the shareholders

        as a gain from the sale or exchange of a capital asset held for

        more than 1 year.

        (C) Definition of capital gain dividend

          For purposes of this part, a capital gain dividend is any

        dividend, or part thereof, which is designated by the company

        as a capital gain dividend in a written notice mailed to its

        shareholders not later than 60 days after the close of its

        taxable year; except that, if there is an increase in the

        excess described in subparagraph (A) of this paragraph for such

        year which results from a determination (as defined in section

        860(e)), such designation may be made with respect to such

        increase at any time before the expiration of 120 days after

        the date of such determination. If the aggregate amount so

        designated with respect to a taxable year of the company

        (including capital gains dividends paid after the close of the

        taxable year described in section 855) is greater than the net

        capital gain of the taxable year, the portion of each

        distribution which shall be a capital gain dividend shall be

        only that proportion of the amount so designated which such net

        capital gain bears to the aggregate amount so designated. For

        purposes of this subparagraph, the amount of the net capital

        gain 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 long-term capital loss

        attributable to transactions after October 31 of such year, and

        any such net capital loss or net long-term capital loss shall

        be treated as arising on the 1st day of the next taxable year.

        To the extent provided in regulations, the preceding sentence

        shall apply also for purposes of computing the taxable income

        of the regulated investment company.

        (D) Treatment by shareholders of undistributed capital gains

          (i) Every shareholder of a regulated investment company at

        the close of the company's taxable year shall include, in

        computing his long-term capital gains in his return for his

        taxable year in which the last day of the company's taxable

        year falls, such amount as the company shall designate in

        respect of such shares in a written notice mailed to its

        shareholders at any time prior to the expiration of 60 days

        after close of its taxable year, but the amount so includible

        by any shareholder shall not exceed that part of the amount

        subjected to tax in subparagraph (A) which he would have

        received if all of such amount had been distributed as capital

        gain dividends by the company to the holders of such shares at

        the close of its taxable year.

          (ii) For purposes of this title, every such shareholder shall

        be deemed to have paid, for his taxable year under clause (i),

        the tax imposed by subparagraph (A) on the amounts required by

        this subparagraph to be included in respect of such shares in

        computing his long-term capital gains for that year; and such

        shareholder shall be allowed credit or refund, as the case may

        be, for the tax so deemed to have been paid by him.

          (iii) The adjusted basis of such shares in the hands of the

        shareholder shall be increased, with respect to the amounts

        required by this subparagraph to be included in computing his

        long-term capital gains, by the difference between the amount

        of such includible gains and the tax deemed paid by such

        shareholder in respect of such shares under clause (ii).

          (iv) In the event of such designation the tax imposed by

        subparagraph (A) shall be paid by the regulated investment

        company within 30 days after close of its taxable year.

          (v) The earnings and profits of such regulated investment

        company, and the earnings and profits of any such shareholder

        which is a corporation, shall be appropriately adjusted in

        accordance with regulations prescribed by the Secretary.

      (4) Loss on sale or exchange of stock held 6 months or less

        (A) Loss attributable to capital gain dividend

          If - 

            (i) subparagraph (B) or (D) of paragraph (3) provides that

          any amount with respect to any share is to be treated as

          long-term capital gain, and

            (ii) such share is held by the taxpayer for 6 months or

          less,

        then any loss (to the extent not disallowed under subparagraph

        (B)) on the sale or exchange of such share shall, to the extent

        of the amount described in clause (i), be treated as a

        long-term capital loss.

        (B) Loss attributable to exempt-interest dividend

          If - 

            (i) a shareholder of a regulated investment company

          receives an exempt-interest dividend with respect to any

          share, and

            (ii) such share is held by the taxpayer for 6 months or

          less,

        then any loss on the sale or exchange of such share shall, to

        the extent of the amount of such exempt-interest dividend, be

        disallowed.

        (C) Determination of holding periods

          For purposes of this paragraph, the rules of paragraphs (3)

        and (4) of section 246(c) shall apply in determining the period

        for which the taxpayer has held any share of stock; except that

        "6 months" shall be substituted for each number of days

        specified in subparagraph (B) (!2) of section 246(c)(3).

        (D) Losses incurred under a periodic liquidation plan

          To the extent provided in regulations, subparagraphs (A) and

        (B) shall not apply to losses incurred on the sale or exchange

        of shares of stock in a regulated investment company pursuant

        to a plan which provides for the periodic liquidation of such

        shares.

        (E) Authority to shorten required holding period

          In the case of a regulated investment company which regularly

        distributes at least 90 percent of its net tax-exempt interest,

        the Secretary may by regulations prescribe that subparagraph

        (B) (and subparagraph (C) to the extent it relates to

        subparagraph (B)) shall be applied on the basis of a holding

        period requirement shorter than 6 months; except that such

        shorter holding period requirement shall not be shorter than

        the greater of 31 days or the period between regular

        distributions of exempt-interest dividends.

      (5) Exempt-interest dividends

        If, at the close of each quarter of its taxable year, at least

      50 percent of the value (as defined in section 851(c)(4)) of the

      total assets of the regulated investment company consists of

      obligations described in section 103(a), such company shall be

      qualified to pay exempt-interest dividends, as defined herein, to

      its shareholders.

        (A) Definition

          An exempt-interest dividend means any dividend or part

        thereof (other than a capital gain dividend) paid by a

        regulated investment company and designated by it as an

        exempt-interest 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 company (including

        exempt-interest dividends paid after the close of the taxable

        year as described in section 855) is greater than the excess of

        - 

            (i) the amount of interest excludable from gross income

          under section 103(a), over

            (ii) the amounts disallowed as deductions under sections

          265 and 171(a)(2),

        the portion of such distribution which shall constitute an

        exempt-interest dividend shall be only that proportion of the

        amount so designated as the amount of such excess for such

        taxable year bears to the amount so designated.

        (B) Treatment of exempt-interest dividends by shareholders

          An exempt-interest dividend shall be treated by the

        shareholders for all purposes of this subtitle as an item of

        interest excludable from gross income under section 103(a).

        Such purposes include but are not limited to - 

            (i) the determination of gross income and taxable income,

            (ii) the determination of distributable net income under

          subchapter J,

            (iii) the allowance of, or calculation of the amount of,

          any credit or deduction, and

            (iv) the determination of the basis in the hands of any

          shareholder of any share of stock of the company.

      (6) Section 311(b) not to apply to certain distributions

        Section 311(b) shall not apply to any distribution by a

      regulated investment company to which this part applies, if such

      distribution is in redemption of its stock upon the demand of the

      shareholder.

      (7) Time certain dividends taken into account

        For purposes of this title, any dividend declared by a

      regulated investment company in October, November, or December of

      any calendar year and payable to shareholders of record on a

      specified date in such a month shall be deemed - 

          (A) to have been received by each shareholder on December 31

        of such calendar year, and

          (B) to have been paid by such company on December 31 of such

        calendar year (or, if earlier, as provided in section 855).

      The preceding sentence shall apply only if such dividend is

      actually paid by the company during January of the following

      calendar year.

      (8) Special rule for treatment of certain foreign currency losses

        To the extent provided in regulations, the taxable income of a

      regulated investment company (other than a company to which an

      election under section 4982(e)(4) applies) shall be computed

      without regard to any net foreign currency loss attributable to

      transactions after October 31 of such year, and any such net

      foreign currency loss shall be treated as arising on the 1st day

      of the following taxable year.

      (9) Dividends treated as received by company on ex-dividend date

        For purposes of this title, if a regulated investment company

      is the holder of record of any share of stock on the record date

      for any dividend payable with respect to such stock, such

      dividend shall be included in gross income by such company as of

      the later of - 

          (A) the date such share became ex-dividend with respect to

        such dividend, or

          (B) the date such company acquired such share.

      (10) Special rule for certain losses on stock in passive foreign

        investment company

        To the extent provided in regulations, the taxable income of a

      regulated investment company (other than a company to which an

      election under section 4982(e)(4) applies) shall be computed

      without regard to any net reduction in the value of any stock of

      a passive foreign investment company with respect to which an

      election under section 1296(k) is in effect occurring after

      October 31 of the taxable year, and any such reduction shall be

      treated as occurring on the first day of the following taxable

      year.

    (c) Earnings and profits

      (1) In general

        The earnings and profits of a regulated investment company for

      any taxable year (but not its accumulated earnings and profits)

      shall not be reduced by any amount which is not allowable as a

      deduction in computing its taxable income for such taxable year.

      For purposes of this subsection, the term "regulated investment

      company" includes a domestic corporation which is a regulated

      investment company determined without regard to the requirements

      of subsection (a).

      (2) Coordination with tax on undistributed income

        For purposes of applying this chapter to distributions made by

      a regulated investment company with respect to any calendar year,

      the earnings and profits of such company shall be determined

      without regard to any net capital loss (or net foreign currency

      loss) attributable to transactions after October 31 of such year,

      without regard to any net reduction in the value of any stock of

      a passive foreign investment company with respect to which an

      election under section 1296(k) is in effect occurring after

      October 31 of such year, and with such other adjustments as the

      Secretary may by regulations prescribe. The preceding sentence

      shall apply - 

          (A) only to the extent that the amount distributed by the

        company with respect to the calendar year does not exceed the

        required distribution for such calendar year (as determined

        under section 4982 by substituting "100 percent" for each

        percentage set forth in section 4982(b)(1)), and

          (B) except as provided in regulations, only if an election

        under section 4982(e)(4) is not in effect with respect to such

        company.

      (3) Distributions to meet requirements of subsection (a)(2)(B)

        Any distribution which is made in order to comply with the

      requirements of subsection (a)(2)(B) - 

          (A) shall be treated for purposes of this subsection and

        subsection (a)(2)(B) as made from earnings and profits which,

        but for the distribution, would result in a failure to meet

        such requirements (and allocated to such earnings on a

        first-in, first-out basis), and

          (B) to the extent treated under subparagraph (A) as made from

        accumulated earnings and profits, shall not be treated as a

        distribution for purposes of subsection (b)(2)(D) and section

        855.

    (d) Distributions in redemption of interests in unit investment

      trusts

      In the case of a unit investment trust - 

        (1) which is registered under the Investment Company Act of

      1940 (15 U.S.C. 80a-1 and following) and issues periodic payment

      plan certificates (as defined in such Act), and

        (2) substantially all of the assets of which consist of

      securities issued by a management company (as defined in such

      Act),

    section 562(c) (relating to preferential dividends) shall not apply

    to a distribution by such trust to a holder of an interest in such

    trust in redemption of part or all of such interest, with respect

    to the capital gain net income of such trust attributable to such

    redemption.

    (e) Procedures similar to deficiency dividend procedures made

      applicable

      (1) In general

        If - 

          (A) there is a determination that the provisions of this part

        do not apply to an investment company for any taxable year

        (hereinafter in this subsection referred to as the "non-RIC

        year"), and

          (B) such investment company meets the distribution

        requirements of paragraph (2) with respect to the non-RIC year,

      for purposes of applying subsection (a)(2) to subsequent taxable

      years, the provisions of this part shall be treated as applying

      to such investment company for the non-RIC year. If the

      determination under subparagraph (A) is solely as a result of the

      failure to meet the requirements of subsection (a)(2), the

      preceding sentence shall also apply for purposes of applying

      subsection (a)(2) to the non-RIC year and the amount referred to

      in paragraph (2)(A)(i) shall be the portion of the accumulated

      earnings and profits which resulted in such failure.

      (2) Distribution requirements

        (A) In general

          The distribution requirements of this paragraph are met with

        respect to any non-RIC year if, within the 90-day period

        beginning on the date of the determination (or within such

        longer period as the Secretary may permit), the investment

        company makes 1 or more qualified designated distributions and

        the amount of such distributions is not less than the excess of

        - 

            (i) the portion of the accumulated earnings and profits of

          the investment company (as of the date of the determination)

          which are attributable to the non-RIC year, over

            (ii) any interest payable under paragraph (3).

        (B) Qualified designated distribution

          For purposes of this paragraph, the term "qualified

        designated distribution" means any distribution made by the

        investment company if - 

            (i) section 301 applies to such distribution, and

            (ii) such distribution is designated (at such time and in

          such manner as the Secretary shall by regulations prescribe)

          as being taken into account under this paragraph with respect

          to the non-RIC year.

        (C) Effect on dividends paid deduction

          Any qualified designated distribution shall not be included

        in the amount of dividends paid for purposes of computing the

        dividends paid deduction for any taxable year.

      (3) Interest charge

        (A) In general

          If paragraph (1) applies to any non-RIC year of an investment

        company, such investment company shall pay interest at the

        underpayment rate established under section 6621 - 

            (i) on an amount equal to 50 percent of the amount referred

          to in paragraph (2)(A)(i),

            (ii) for the period - 

              (I) which begins on the last day prescribed for payment

            of the tax imposed for the non-RIC year (determined without

            regard to extensions), and

              (II) which ends on the date the determination is made.

        (B) Coordination with subtitle F

          Any interest payable under subparagraph (A) may be assessed

        and collected at any time during the period during which any

        tax imposed for the taxable year in which the determination is

        made may be assessed and collected.

      (4) Provision not to apply in the case of fraud

        The provisions of this subsection shall not apply if the

      determination contains a finding that the failure to meet any

      requirement of this part was due to fraud with intent to evade

      tax.

      (5) Determination

        For purposes of this subsection, the term "determination" has

      the meaning given to such term by section 860(e). Such term also

      includes a determination by the investment company filed with the

      Secretary that the provisions of this part do not apply to the

      investment company for a taxable year.

    (f) Treatment of certain load charges

      (1) In general

        If - 

          (A) the taxpayer incurs a load charge in acquiring stock in a

        regulated investment company and, by reason of incurring such

        charge or making such acquisition, the taxpayer acquires a

        reinvestment right,

          (B) such stock is disposed of before the 91st day after the

        date on which such stock was acquired, and

          (C) the taxpayer subsequently acquires stock in such

        regulated investment company or in another regulated investment

        company and the otherwise applicable load charge is reduced by

        reason of the reinvestment right,

      the load charge referred to in subparagraph (A) (to the extent it

      does not exceed the reduction referred to in subparagraph (C))

      shall not be taken into account for purposes of determining the

      amount of gain or loss on the disposition referred to in

      subparagraph (B). To the extent such charge is not taken into

      account in determining the amount of such gain or loss, such

      charge shall be treated as incurred in connection with the

      acquisition referred to in subparagraph (C) (including for

      purposes of reapplying this paragraph).

      (2) Definitions and special rules

        For purposes of this subsection - 

        (A) Load charge

          The term "load charge" means any sales or similar charge

        incurred by a person in acquiring stock of a regulated

        investment company. Such term does not include any charge

        incurred by reason of the reinvestment of a dividend.

        (B) Reinvestment right

          The term "reinvestment right" means any right to acquire

        stock of 1 or more regulated investment companies without the

        payment of a load charge or with the payment of a reduced

        charge.

        (C) Nonrecognition transactions

          If the taxpayer acquires stock in a regulated investment

        company from another person in a transaction in which gain or

        loss is not recognized, the taxpayer shall succeed to the

        treatment of such other person under this subsection.
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SEC. 4982. EXCISE TAX ON UNDISTRIBUTED INCOME OF REGULATED INVESTMENT COMPANIES.

4982(a) Imposition of Tax. —There is hereby imposed a tax on every regulated investment company for each calendar year equal to 4 percent of the excess (if any) of —


4982(a)(1) the required distribution for such calendar year, over


4982(a)(2) the distributed amount for such calendar year.


4982(b) Required Distribution. —For purposes of this section —


4982(b)(1) In general. —The term “required distribution” means, with respect to any calendar year, the sum of —


4982(b)(1)(A) 98 percent of the regulated investment company's ordinary income for such calendar year, plus


4982(b)(1)(B) 98 percent of the regulated investment company's capital gain net income for the 1-year period ending on October 31 of such calendar year.


4982(b)(2) Increase by prior year shortfall. —The amount determined under paragraph (1) for any calendar year shall be increased by the excess (if any) of —


4982(b)(2)(A) the grossed up required distribution for the preceding calendar year, over


4982(b)(2)(B) the distributed amount for such preceding calendar year.


4982(b)(3) Grossed up required distribution. —The grossed up required distribution for any calendar year is the required distribution for such year determined —


4982(b)(3)(A) with the application of paragraph (2) to such taxable year, and


4982(b)(3)(B) by substituting “100 percent” for each percentage set forth in paragraph (1).


4982(c) Distributed Amount. —For purposes of this section —


4982(c)(1) In general. —The term “distributed amount” means, with respect to any calendar year, the sum of —


4982(c)(1)(A) the deduction for dividends paid (as defined in section 561 LK:NON: IRC-FILE S561 ) during such calendar year, and


4982(c)(1)(B) any amount on which tax is imposed under subsection (b)(1) or (b)(3)(A) of section 852 LK:NON: IRC-FILE S852  for any taxable year ending in such calendar year.


4982(c)(2) Increase by prior year overdistribution. —The amount determined under paragraph (1) for any calendar year shall be increased by the excess (if any) of —


4982(c)(2)(A) the distributed amount for the preceding calendar year (determined with the application of this paragraph to such preceding calendar year), over


4982(c)(2)(B) the grossed up required distribution for such preceding calendar year.


4982(c)(3) Determination of dividends paid. —The amount of the dividends paid during any calendar year shall be determined without regard to —


4982(c)(3)(A) the provisions of section 855 LK:NON: IRC-FILE S855 , and


4982(c)(3)(B) any exempt-interest dividend as defined in section 852(b)(5) LK:NON: IRC-FILE S852(B)(5) .


4982(d) Time for Payment of Tax. —The tax imposed by this section for any calendar year shall be paid on or before March 15 of the following calendar year.


4982(e) Definitions and Special Rules. —For purposes of this section —


4982(e)(1) Ordinary income. —The term “ordinary income” means the investment company taxable income (as defined in section 852(b)(2) LK:NON: IRC-FILE S852(B)(2) ) determined —


4982(e)(1)(A) without regard to subparagraphs (A) and (D) of section 852(b)(2) LK:NON: IRC-FILE S852(B)(2) ,


4982(e)(1)(B) by not taking into account any gain or loss from the sale or exchange of a capital asset, and


4982(e)(1)(C) by treating the calendar year as the company's taxable year.


4982(e)(2) Capital gain net income. —


4982(e)(2)(A) In general. —Except as provided in subparagraph (B), the term “capital gain net income” has the meaning given such term by section 1222(9) LK:NON: IRC-FILE S1222(9)  (determined by treating the 1-year period ending on October 31 of any calendar year as the company's taxable year).


4982(e)(2)(B) Reduction by net ordinary loss for calendar year. —The amount determined under subparagraph (A) shall be reduced (but not below the net capital gain) by the amount of the company's net ordinary loss for the calendar year.


4982(e)(2)(C) Definitions. —For purposes of this paragraph —


4982(e)(2)(C)(i) Net capital gain. —The term “net capital gain” has the meaning given such term by section 1222(11) LK:NON: IRC-FILE S1222(11)  (determined by treating the 1-year period ending on October 31 of the calendar year as the company's taxable year).


4982(e)(2)(C)(ii) Net ordinary loss. —The net ordinary loss for the calendar year is the amount which would be the net operating loss of the company for the calendar year if the amount of such loss were determined in the same manner as ordinary income is determined under paragraph (1).


4982(e)(3) Treatment of deficiency distributions. —In the case of any deficiency dividend (as defined in section 860(f) LK:NON: IRC-FILE S860(F) ) —


4982(e)(3)(A) such dividend shall be taken into account when paid without regard to section 860 LK:NON: IRC-FILE S860 , and


4982(e)(3)(B) any income giving rise to the adjustment shall be treated as arising when the dividend is paid.


4982(e)(4) Election to use taxable year in certain cases. —


4982(e)(4)(A) In general. —If —


4982(e)(4)(A)(i) the taxable year of the regulated investment company ends with the month of November or December, and


4982(e)(4)(A)(ii) such company makes an election under this paragraph,


subsection (b)(1)(B) and paragraph (2) of this subsection shall be applied by taking into account the company's taxable year in lieu of the 1-year period ending on October 31 of the calendar year.


4982(e)(4)(B) Election revocable only with consent. —An election under this paragraph, once made, may be revoked only with the consent of the Secretary.


4982(e)(5) Treatment of foreign currency gains and losses after october 31 of calendar year. —Any foreign currency gain or loss which is attributable to a section 988 LK:NON: IRC-FILE S988  transaction and which is properly taken into account for the portion of the calendar year after October 31 shall not be taken into account in determining the amount of the ordinary income of the regulated investment company for such calendar year but shall be taken into account in determining the ordinary income of the investment company for the following calendar year. In the case of any company making an election under paragraph (4), the preceding sentence shall be applied by substituting the last day of the company's taxable year for October 31.


4982(e)(6) Treatment of gain recognized under section1296. —For purposes of determining a regulated investment company's ordinary income —


4982(e)(6)(A) notwithstanding paragraph (1)(C), section 1296 LK:NON: IRC-FILE S1296  shall be applied as if such company's taxable year ended on October 31, and


4982(e)(6)(B) any ordinary gain or loss from an actual disposition of stock in a passive foreign investment company during the portion of the calendar year after October 31 shall be taken into account in determining such regulated investment company's ordinary income for the following calendar year.


In the case of a company making an election under paragraph (4), the preceding sentence shall be applied by substituting the last day of the company's taxable year for October 31.


4982(f) Exception for Certain Regulated Investment Companies. —This section shall not apply to any regulated investment company for any calendar year if at all times during such calendar year each shareholder in such company was either —


4982(f)(1) a trust described in section 401(a) LK:NON: IRC-FILE S401(A)  and exempt from tax under section 501(a) LK:NON: IRC-FILE S501(A) , or


4982(f)(2) a segregated asset account of a life insurance company held in connection with variable contracts (as defined in section 817(d) LK:NON: IRC-FILE S817(D) ).


For purposes of the preceding sentence, any shares attributable to an investment in the regulated investment company (not exceeding $250,000) made in connection with the organization of such company shall not be taken into account.

Treas. Reg. 1.884-5

(d) Publicly-traded corporations …

[omitted text]
 (2) Established securities market
(i) General rule. --For purposes of section 884, the term "established securities market" means, for any taxable year --

(A) A foreign securities exchange that is officially recognized, sanctioned, or supervised by a governmental authority of the country in which the market is located, is the principal exchange in that country, and has an annual value of shares traded on the exchange exceeding $1 billion during each of the three calendar years immediately preceding the beginning of the taxable year;

(B) A national securities exchange that is registered under section 6 of the Securities Act of 1934 (15 U.S.C. 78f); and

(C) A domestic over-the-counter market (as defined in paragraph (d)(2)(iv) of this section).

(ii) Exchanges with multiple tiers. --If a principal exchange in a foreign country has more than one tier or market level on which stock may be separately listed or traded, each such tier shall be treated as a separate exchange.

(iii) Computation of dollar value of stock traded. --For purposes of paragraph (d)(2)(i)(A) of this section, the value in U.S. dollars of shares traded during a calendar year shall be determined on the basis of the dollar value of such shares traded as reported by the International Federation of Stock Exchanges, located in Paris, or, if not so reported, then by converting into U.S. dollars the aggregate value in local currency of the shares traded using an exchange rate equal to the average of the spot rates on the last day of each month of the calendar year.

(iv) Definition of over-the-counter market. --An over-the-counter market is any market reflected by the existence of an interdealer quotation system. An interdealer quotation system is any system of general circulation to brokers and dealers that regularly disseminates quotations of stocks and securities by identified brokers or dealers, other than by quotation sheets that are prepared and distributed by a broker or dealer in the regular course of business and that contain only quotations of such broker or dealer.

(v) Discretion to determine that an exchange qualifies as an established securities market. --The Commissioner may, in his sole discretion, determine in a published document that a securities exchange that does not meet the requirements of paragraph (d)(2)(i)(A) of this section qualifies as an established securities market. Such a determination will be made only if it is established that --

(A) The exchange, in substance, has the attributes of an established securities market (including adequate trading volume, and comparable listing and financial disclosure requirements);

(B) The rules of the exchange ensure active trading of listed stocks; and

(C) The exchange is a member of the International Federation of Stock Exchanges.

(vi) Discretion to determine that an exchange does not qualify as an established securities market. --The Commissioner may, in his sole discretion, determine in a published document that a securities exchange that meets the requirements of paragraph (d)(2)(i) of this section does not qualify as an established securities market. Such determination shall be made if, in the view of the Commissioner --

(A) The exchange does not have adequate listing, financial disclosure, or trading requirements (or does not adequately enforce such requirements); or

(B) There is not clear and convincing evidence that the exchange ensures the active trading of listed stocks. ….

[omitted text]

 (4) Regularly traded
(i) General rule. --For purposes of this section, stock of a corporation is "regularly traded" on one or more established securities markets in the foreign corporation's country of residence or in the United States for the taxable year if --

(A) One or more classes of stock of the corporation that, in the aggregate, represent 80 percent or more of the total combined voting power of all classes of stock of such corporation entitled to vote and of the total value of the stock of such corporation are listed on such market or markets during the taxable year;

(B) With respect to each class relied on to meet the 80 percent requirement of paragraph (d)(4)(i)(A) of this section --

(1) Trades in each such class are effected, other than in de minimis quantities, on such market or markets on at least 60 days during the taxable year (or 1/6 of the number of days in a short taxable year); and

(2) The aggregate number of shares in each such class that is traded on such market or markets during the taxable year is at least 10 percent of the average number of shares outstanding in that class during the taxable year (or, in the case of a short taxable year, a percentage that equals at least 10 percent of the number of days in the short taxable year divided by 365).

If stock of a foreign corporation fails the 80 percent requirement of paragraph (d)(4)(i)(A) of this section, but a class of such stock meets the trading requirements of paragraph (d)(4)(i)(B) of this section, such class of stock may be taken into account under paragraph (b)(1)(iii) of this section as owned by qualifying shareholders for purposes of meeting the ownership test of paragraph (b)(1) of this section.

(ii) Classes of stock traded on a domestic established securities market treated as meeting trading requirements. --A class of stock that is traded during the taxable year on an established securities market located in the United States shall be treated as meeting the trading requirements of paragraph (d)(4)(i)(B) of this section if the stock is regularly quoted by brokers or dealers making a market in the stock. A broker or dealer makes a market in a stock only if the broker or dealer holds himself out to buy or sell the stock at the quoted price.

(iii) Closely-held classes of stock not treated as meeting trading requirement
(A) General rule. --A class of stock shall not be treated as meeting the trading requirements of paragraph (d)(4)(i)(B) of this section (or the requirements of paragraph (d)(4)(ii) of this section) for a taxable year if, at any time during the taxable year, one or more persons who are not qualifying shareholders (as defined in paragraph (b)(1) of this section) and who each beneficially own 5 percent or more of the value of the outstanding shares of the class of stock own, in the aggregate, 50 percent or more of the outstanding shares of the class of stock for more than 30 days during the taxable year. For purposes of the preceding sentence, shares shall not be treated as owned by a qualifying shareholder unless such shareholder provides to the foreign corporation, by the time prescribed in paragraph (b)(3) of this section, the documentation described in paragraph (b)(3) of this section necessary to establish that it is a qualifying shareholder. For purposes of this paragraph (d)(4)(iii)(A), shares of stock owned by a pension fund, as defined in paragraph (b)(8)(i)(A) of this section, shall be treated as beneficially owned by the beneficiaries of such fund, as defined in paragraph (b)(8)(i)(B) of this section.

(B) Treatment of related persons. --Persons related within the meaning of section 267(b) shall be treated as one person for purposes of this paragraph (d)(4)(iii). In determining whether two or more corporations are members of the same controlled group under section 267(b)(3), a person is considered to own stock owned directly by such person, stock owned with the application of section 1563(e)(1), and stock owned with the application of section 267(c). Further, in determining whether a corporation is related to a partnership under section 267(b)(10), a person is considered to own the partnership interest owned directly by such person and the partnership interest owned with the application of section 267(e)(3).

(iv) Anti-abuse rule. --Trades between persons described in section 267(b)(as modified in paragraph (d)(4)(iii)(B) of this section) and trades conducted in order to meet the requirements of paragraph (d)(4)(i)(B) of this section shall be disregarded. A class of stock shall not be treated as meeting the trading requirements of paragraph (d)(4)(i)(B) of this section if there is a pattern of trades conducted to meet the requirements of that paragraph. For example, trades between two persons that occur several times during the taxable year may be treated as an arrangement or a pattern of trades conducted to meet the trading requirements of paragraph (d)(4)(i)(B) of this section.

(5) Burden of proof for publicly-traded corporations. --A foreign corporation that relies on this paragraph (d) to establish that it is a qualified resident of a country with which the United States has an income tax treaty shall have the burden of proving all the facts necessary for the corporation to be treated as a qualified resident, except that with respect to paragraphs (d)(4)(iii) and (iv) of this section, a foreign corporation, with either registered or bearer shares, will meet the burden of proof if it has no reason to know and no actual knowledge of facts that would cause the corporation's stock not to be treated as regularly traded under such paragraphs. A foreign corporation that has shareholders of record must also maintain a list of such shareholders and, on request, make available to the District Director such list and any other relevant information known to the foreign corporation.
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(d) Regularly traded
(1) General rule

(i) Trading requirements. --A class of interests that is traded on one or more established securities markets is considered to be regularly traded on such market or markets for any calendar quarter during which --

(A) Trades in such class are effected, other than in de minimis quantities, on at least 15 days during the calendar quarter;

(B) The aggregate number of the interests in such class traded is at least 7.5 percent or more of the average number of interests in such class outstanding during the calendar quarter; and

(C) The requirements of paragraph (d)(3) of this section are met.

(ii) Exceptions

(A) In the case of the class of interests which is held by 2,500 or more record shareholders, the requirements of paragraph (d)(1)(i)(B) of this section shall be applied by substituting "2.5 percent" for "7.5 percent".

(B) If at any time during the calendar quarter 100 or fewer persons own 50 percent or more of the outstanding shares of a class of interests, such class shall not be considered to be regularly traded for purposes of sections 897, 1445 and 6039C. Related persons shall be treated as one person for purposes of this paragraph (d)(1)(ii)(B).

(iii) Anti-abuse rule. --Trades between related persons shall be disregarded. In addition, a class of interests shall not be treated as regularly traded if there is an arrangement or a pattern of trades designed to meet the requirements of this paragraph (d)(1). For example, trades between two persons that occur several times during the calendar quarter may be treated as an arrangement or a pattern of trades designed to meet the requirements of this paragraph (d)(1).

(2) Interests traded on domestic established securities markets. --For purposes of sections 897, 1445 and 6039C, a class of interests that is traded on an established securities market located in the United States is considered to be regularly traded for any calendar quarter during which it is regularly quoted by brokers or dealers making a market in such interests. A broker or dealer makes a market in a class of interests only if the broker or dealer holds himself out to buy or sell interests in such class at the quoted price. Stock of a corporation that is described in section 851(a)(1) and units of a unit investment trust registered under the Investment Company Act of 1940 (15 U.S.C. sections 80a-1 to 80a-2) shall be treated as regularly traded within the meaning of this paragraph.

(3) Reporting requirement for interests traded on foreign securities markets. --A class of interests in a domestic corporation that is traded on one or more established securities markets located outside the United States shall not be considered to be regularly traded on such market or markets unless such class is traded in registered form, and --

(i) The corporation registers such class of interests pursuant to section 12 of the Securities Exchange Act of 1934, 15 U.S.C. sec. 78, or

(ii) The corporation attaches to its federal income tax return a statement providing the following:

(A) A caption which states "The following information concerning certain shareholders of this corporation is provided in accordance with the requirements of §1.897-9T."

(B) The name under which the corporation is incorporated, the state in which such corporation is incorporated, the principal place of business of the corporation, and its employer identification number, if any;

(C) The identity of each person who, at any time during the corporation's taxable year, was the beneficial owner of more than 5 percent of any class of interests of the corporation to which this paragraph (d)(3) applies;

(D) The title, and the total number of shares issued, of any class of interests so owned; and

(E) With respect to each beneficial owner of more than 5 percent of any class of interests of the corporation, the number of shares owned, the percentage of the class represented thereby, and the nature of the beneficial ownership of each class of shares so owned.

Interests in a domestic corporation which has filed a report pursuant to this paragraph (d)(3)(ii) shall be considered to be regularly traded on an established securities market only for the taxable year of the corporation with respect to which such a report is filed. 
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