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The modified § 221.86 shall become ef
fective January 11,1974.
§ 221.86 Charges.

The operation and maintenance 
charges on assessable lands under the 
Wapato Indian Irrigation Project, 
Yakima Indian Reservation, Washington, 
are hereby fixed as follows :

(a) Pursuant to the provisions of the 
Acts of August 1, 1914, and March 7, 
1928 (38 Stat. 583, 45 Stat. 210; 25 U.S.C. 
385, 387), the basic operation and main
tenance assessment rates for the Calen
dar Year 1974 and subsequent years un
til further notice are:
(1) Minimum charges for all tracts

In noncontiguous single owner
ship ___________________   $10.80

(2) Flat rate upon all farm units or
.tracts for each assessable acre ex
cept Additional Works lands________  10.80

(3) Storage operation and mainte
nance. For all lands with a storage 
water right, known as “B” lands, - 
in  addition to other charges per
acre--------------------------    0.60

(4) Flat rate upon all farm units or
tracts for each assessable acre of 
Additional Works lands____________  11.30

(b ) Pursuant to the provisions of the 
Act of September 26,1961 (75 Stat. 680), 
there shall be assessed and collected from 
all lands except Additional Works lands 
beginning with the Calendar Year 1967 
and until further notice but not to exceed 
a period of 10 years, an annual per acre 
charge of $0.20 to defray the cost of re
placing a wooden pipeline.

R ichard M. B alsiger , 
Acting Area Director.

D ecember 3,1973.—
[FR Doc.73-26288 Filed 12-ll-73;8:45 am]

PART 221— OPERATION AND 
MAINTENANCE CHARGES

Water Charges on Toppenish-Simcoe Indian 
Irrigation Project

These final regulations are issued 
under the authority delegated to the 
Commissioner of Indian Affairs by the 
Secretary of the Interior in section 15(a) 
of Secretarial Order 25Ô8 (10 BIAM 2.1) 
and redelegated by the Commissioner to 
the Area» Directors in 10 BIAM 3. The 
authority to issue regulations is vested 
in the Secretary of the Interior by Sec
tions 161, 463, and 465 of the Revised 
Statutes (5 U.S.C. 301; 25 U.S.C. 2 and 9).

Beginning on page 23954 of the F ed
eral R egister of September 5, 1973 (FR  
Doc. 73-18683) there was published a 
notice of intention to modify § 221.73 of 
Part 221, Subchapter T, Chapter I, of 
Title 25 of the Code of Federal Regula
tions by changing the basic rate for an
nual operation and maintenance assess
ments on the Toppenish-Simcoe Indian 
Irrigation Project for Calendar Year 
1974 and subsequent years. This modifi
cation was proposed pursuant to the au
thority contained in the Acts of August 1,
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1914 (38 Stat. 583) and March 7, 1928 
(45 Stat. 210).

Interested persons were given 30 days 
in which to submit written comments, 
suggestions, or objections regarding the 
proposed regulations.

During this period no comments, sug
gestions, or objections were submitted. It 
has been determined that sufficient justi
fication exists for modifying the rate for 
water charges for the Toppenish-Simcoe 
Indian Irrigation Project as set forth 
below.

The modified § 221.73 shall become ef
fective on January 11, 1974.
§221.73 Charges.

Pursuant to the. provisions of the Acts 
of August 1, 1914, and March 7, 1928 (38 
Stat. 583 and 45 Stat. 210; 25 U.S.C. 385, 
387), the operation and maintenance 
charges for the lands under the Toppen- 
ishSimcoe Irrigation Project, Yakima 
Indian Reservation, Washington, for the 
Calendar Year 1974 and subsequent years 
until further notice, are hereby fixed as 
follows:
All lands for which application for 

water is made and approved by 
Project Engineer, per acre__________  $4.10

R ichard M . B alsiger , 
Acting Area Director.

D ecember  3,1973.
[FR Doc.73-26321 Filed 12-ll-73;8:45 am]

Title 26— Internal Revenue
CHAPTER I— INTERNAL REVENUE SERV

ICE, DEPARTMENT OF THE TREASURY 
SUBCHAPTER B— ESTATE AND GIFT TAXES 

[T.D. 7296] .

PART 20— ESTATE TAX; ESTATES OF DE
CEDENTS DYING AFTER AUGUST 16, 1954
PART 25— GIFT TAX; GIFTS MADE AFTER 

DECEMBER 31, 1954
Estate Tax Credit for Foreign Death Taxes; 

Estate and Gift Tax Treatment of Trans
fers of Nonresidents not Citizens of the 
United States
By a notice of proposed rule making 

appearing in the Federal Register for 
December 30, 1972 (37 FR 28901),
amendments to the Estate Tax Regula
tions (26 CFR Part 20) and the Gift Tax 
Regulations (26 CFR Part 25) were pro
posed in order to conform such regula
tions to the amendments of the Internal 
Revenue Code of 1954 made by sections 
106(b) (3), 108, and 109 of the Foreign 
Investors Tax Act of 1966 (80 Stat. 1570, 
1571, and 1574) and by section 435 (b) of 
the-Tax Reform Act of 1969 (83 Stat. 
625).

Section 106(b)(3) of the 1966 Act 
limits the applicability of the “similar 
credit” requirement of section 2014 of the 
Code to estates of decedents who were 
citizens of a foreign country with respect 
to which a special Presidential proc
lamation has been made. The “similar 
credit” requirement conditions the al
lowance under section 2014 of a Federal 
estate tax credit for foreign death taxes 
Upon the allowance by the foreign coun

try imposing the death taxes of a similar 
credit to the estates of U.S. citizens who 
were residents of that foreign country. 
The amendment applies to estates of de
cedents dying after November 13, 1966.

Section 108 of the 1966 Act relates to 
the Federal estate tax treatment of 
estates of decedents who were non
residents not citizens of the United 
States, and who died after November 13, 
1966. It increases the exemption from 
$2,000 to $3,000, substantially reduces the 
tax rates, provides a special limitation 
on the amount of the credit allowable 
for State death taxes, provides new situs 
rules with respect to debt obligations and 
similar property, and adds new sections 
2107 and 2108 to the Code. New section 
2107 provides for special estate tax treat
ment in cases of certain decedents who 
made tax-motivated expatriations from, 
the United States. New section 2108 pro
vides for the application of certain 
estate tax provisions as they existed prior 
to amendment by the 1966 Act, in cases 
of estates of decedents who were resi
dents of a foreign country with respect 
to which the President has made a spe
cial proclamation resulting from the 
President’s finding, among other things, 
that the foreign country imposes a more 
burdensome tax on estates of citizens of 
the United States who were not residents 
of that foreign country than the United 
States imposes on the estates of dece
dents who were residents of that foreign 
country and not citizens of the United 
States.

Section 109 of the 1966 Act relates to 
the Federal gift tax treatment of gifts 
made after December 31, 1966, by non
residents hot citizens of the United 
States. It provides that gifts of instangi- 
ble personal priperty by such donors 
are not subject to the gift tax except in 
cases of certain donors who made tax- 
motivated expatriations from the United 
States. It also provides special situs rules 
for stock in a corporation and for debt 
obligations and similar property.

Section 435(b) of the 1969 Act changed 
the date from “December 31, 1972” to 
“December 31, 1969^ in the rule under 
section 2104(c) of the Code relating to 
deposits with a domestic banking branch 
of a foreign corporation. This rule pro
vides generally that, in the case of de
cedents dying after December 31, 1969, 
deposits with a branch in the United 
States of a foreign corporation have a 
situs in the United States if the branch is 
engaged in the commercial banking busi
ness.

Paragraph 1. No objection to the rules 
proposed having been received during the 
30-day period prescribed in the notice, 
the amendments of the regulations as so 
proposed are hereby adopted without 
change.

Par. 2. Section 20.0-1 is amended by 
striking out the last sentence of para
graph (a )(1 ).

Par. 3. Section 25.0-1 is amended by 
striking out the last sentence of para
graph ( a ) (1).
(This Treasury decision is issued under the 
authority contained in section 7805 of the

FEDERAL REGISTER, VOL. 38, NO. 238— WEDNESDAY, DECEMBER 12, 1973



RULES AND REGULATIONS 34191

Internal Revenue Code of 1954 (68A Stat. 
917; 26 U.S.C. 7805).)

[seal ]  D onald  C. A lexander ,
Commissioner of Internal Revenue.

‘Approved: December 7,1973.
F rederic W . H ic k m a n ,

Assistant Secretary of the Treas
ury.

A. Part 20 of 26 CFR Chapter I is 
amended as follows:

Paragraph 1. Section 20.0-1 is amended 
by revising paragraph (b) (1), (2), and
(4) to read as follows:
§ 20.0—1 Introduction.

* * * * *
(b) Scope of regulations— (1) Estates 

of citizens or residents. .Subchapter A of 
chapter 11 of the Code pertains to the 
taxation of the estate of a person who 
was a citizen or a resident of the United 
States at the time of his death. A “resi
dent” decedent is a decedent who, at the 
time of his death, had his domicile in 
the United States. The term “United 
States”, as used in the estate tax regula
tions, includes only the States and the 
District of Columbia. The term also in
cludes the Territories of Alaska and 
Hawaii prior to their admission as States. 
See section 7701(a)(9). A  person ac
quires a domicile in a place by living 
there, for even a brief period of time, 
with no definite present intention of 
later removing therefrom. Residence 
without the requisite intention to remain 
indefinitely will not suffice to constitute 
domicile, nor will intention to change 
domicile effect such a change unless ac
companied by actual removal. For the 
meaning of the term “citizen of the 
United States” as applied in a case where 
the decedent was a resident of a posses
sion of the United States, see § 20.2208-1. 
The regulations pursuant to subchapter 
A are set forth in § § 20.2001 to 20.2056
(e)-3.

(2) Estates of nonresidents not citi
zens. Subchapter B of chapter 11 of the 
Code pertains to the taxation of the 
estate of a person who was a nonresi
dent not a citizen of the United States 
at the time of his death. A  “nonresident” 
decedent is a decedent who, at the time 
of his death, had his domicile outside 
the United States under the principles 
set forth in subparagraph (1) of this 
paragraph. (See, however, section 2202 
with respect to missionaries in foreign 
service.) The regulations pursuant to 
subchapter B are set forth in §§ 20.2101 
to 20.2108.

*  *  *  *  *

(4) Procedure and administration pro
visions. Subtitle F of the Internal Reve
nue Code contains some sections which 
are applicable to the Federal estate tax. 
Thé regulations pursuant to those sec
tions are set forth in §§20.6001 to 
20.7404. Such regulations do not purport 
to be all the regulations on procedure 
and administration which are pertinent 
to estate tax matters. For the remainder 
of the regulations on procedure and ad
ministration which are pertinent to es

tate tax matters, see Part 301 (Regula
tions on Procedure and Administration) 
of this chapter.

* * * * *
P ar. 2. Section 20.0-2 is amended by 

revising paragraph (c ) to reads as fol
lows:
§ 20.0-2 General description of tax.

* * * * *
(c) Method of determining tax; estate 

of nonresident not a citizen. In general, 
the method to be used in determining the 
Federal estate tax imposed upon the 
transfer of an estate of a decedent who 
was a nofiresident not a citizen of the 
United States is similar to that described 
in paragraph (b) of this section with re
spect to the estate of a citizen or resi
dent. Briefly stated, the steps are as fol
lows: First, ascertain the sum of the 
value of that part of the decedent’s “en
tire gross estate” which at the time of 
his death was situated in the United 
States (see §§20.2103-1 and 20.2104-1) 
and, in the case of an estate of an ex
patriate to which section 2107 applies,, 
any amounts includible in his gross es
tate under section 2107(b) (see para
graph (b) of § 20.2107-1); second, deter
mine the value of the taxable estate by 
subtracting from the amount determined 
under the first step the amount of the 
allowable deductions (see § 20.2106-1); 
third, compute the gross estate tax on the 
taxable estate (see § 20.2101-1); and 
fourth, subtract from the gross estate 
tax the total amount of any allowable 
credits in order to arrive at the net es
tate tax payable (see § 20.2102-1 and 
paragraph (c) of § 20.2107-1).

P ar. 3. Section 20.2013-2 is amended by 
revising paragraph (c) to read as fol
lows:
§ 20.2013—2 “First limitation” .

* * * * *
(c) (1) For purposes of the ratio 

stated in paragraph (a) of this section, 
the “transferor’s adjusted taxable estate” 
referred to as factor “D ” is the amount 
of the transferor’s taxable estate (or net 
estate) decreased by the amount of any 
“death taxes” paid with respect to his 
gross estate and increased by the amount 
of the exemption allowed in computing 
his taxable estate (or net estate). The 
amount of the transferor’s taxable estate 
(or net estate) is determined in accord
ance with the provisions of § 20.2051-1 in 
the case of a citizen or resident of the 
United States or of § 20.2106-1 in the 
case of a nonresident not a citizen of 
the United States (or the corresponding 
provisions of prior regulations). The 
term “death taxes” means the Federal 
estate tax plus all other estate, inherit
ance, legacy, succession, or similar death 
taxes imposed by, and paid to, any tax
ing authority, whether within or without 
the United States. However, only the net 
amount of such taxes paid is taken into 
consideration.

(2) The amount of the exemption de
pends upon the citizenship and residence 
of the transferor at the time of his death.

Except in the case of a decedent de
scribed in section 2209 (relating to cer
tain residents of possessions of the 
United States who are considered non
residents not citizens), if the decedent 
was a citizen or resident of the United 
States, the exemption is the $60,000 au
thorized by section 2052 (or the corre
sponding provisions of prior law ). If the 
decedent was a nonresident not a citi
zen of the United States, or is considered 
under section 2209 to have been such a 
nonresident, the exemption is the $30,000 
or $2,000, as the case may be, authorized 
by section 2106(a) (3) (or the corre
sponding provisions of prior law), or 
such larger amount as is authorized by 
section 2106(a) (3) (B ) or may have been 
allowed as an exemption pursuant to 
the prorated exemption provisions of an 
applicable death tax convention. See 
§ 20.2052-1 and paragraph' (a) (3) of 
§ 20.2106-1.

* * * * *
P ar. 4. Section 20.2013-3 is amended by 

revising paragraph (a ) (1) to read as 
follows:
§ 20.2013—3 “Second limitation” .

(a ) The amount of the Federal estate 
tax attributable to the transferred prop
erty in the present decedent’s estate is 
the “second limitation”. Thus, the credit 
is limited to the difference between—

(1) The net estate tax payable (see 
paragraph (b) (5) or (c ), as the case 
may be, of § 20.0-2) with respect to the 
present decedent’s estate, determined 
without regard to any credit for tax on 
prior transfers under section 2013 or any 
credit for foreign death taxes claimed 
under the provisions of a death tax con
vention, and

* * * * *
P ar. 5. Section 20.2013-4 is amended 

by revising that part of paragraph (a) 
which precedes example (1) therein to 
read as follows:
§ 20.2013—4 Valuation of property trans

ferred.
(a ) For purposes of section 2013 and 

§§ 20.2013 to 20.2013-6, the value of the 
property transferred to the decedent is 
the value at which the property was in
cluded in the transferor’s gross estate for 
the purpose of the Federal estate tax 
(see sections 2031, 2032, 2103, and 2107, 
and the regulations thereunder) reduced 
as indicated in paragraph (b) of this 
section. If the decedent received a life 
estate or remainder or other limited in
terests in property included in the trans
feror’s gross estate, the value of the in
terest is determined as of the date of 
the transferor’s death on the basis of 
recognized valuation principles (see es
pecially §§ 20.2031-7 and 20.2031-10). 
The application of this paragraph may 
be illustrated by the following examples:

* * * * *
P ar. 6. Section 20.2014 is amended by 

revising section 2014(a), by adding a 
new section 2014(h), and by revising the 
historical note. These amended and 
added provisions read as follows:
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§ 20.2014 Statutory provisions; credit 
for foreign death taxes.

Sec. 2014. Credit for foreign death taxes—
(a) In general. The tax imposed by section 
2001 shall be credited with the amount of 
any estate, inheritance, legacy, or succession 
taxes actually paid to any foreign country 
in respect of any property situated within 
such foreign country and included in the 
gross estate (not including any such taxes 
paid with respect to the estate of a person 
other than the decedent). The determination 
of the country within which, property is 
situated shall be made in accordance with 
the rules applicable under subchapter B (sec. 
2101 and following) in determining whether 
property is situated within or  without the 
United States.

* * * * *
(h ) Similar credit required for certain 

alien residents. Whenever the President finds 
that—

(1) A foreign country, in imposing estate, 
inheritance, legacy, or succession taxes, does 
not allow to citizens of the United States 
resident in such foreign country at the time 
of death a credit similar to the credit 
allowed under subsection (a ),

(2) Such foreign country, when requested 
by the United States to do so has not acted 
to provide such a similar credit in the case 
of citizens of the United States resident in 
such foreign country at the time of death, 
and

(3) It is in the public interest to allow 
the credit under subsection (a ) in the case 
of citizens or subjects of such foreign coun
try only if it allows such a similar credit 
in the case of citizens of the United States 
resident in such foreign country at the time 
of death,
the President shall proclaim that, in the 
case of citizens or subjects of such foreign 
country dying while the proclamation re
mains in effect, the credit under subsection
(a ) shall be allowed only if such foreign 
Country allows such a similar credit in the 
case of citizens of the United States resident 
in such foreign country at the time of death.
[Sec. 2014 as amended by sec. 102(c)(2), 
Technical Amendments Act 1958 (72 Stat. 
1674); sec. 2, Act of Aug. 2l, 1959 (Pub. 
L. 86-175, 73 Stat. 39?); sec. 106(b)(3) 
Foreign Investors Tax Act 1966 (80 Stat. 
1570)]

P a r. 7. Section 20.2014-1 is amended 
by revising paragraph (a) (1) and (3) 
and by adding a new paragraph (c ). 
These amended and added provisions 
read as follows:
§ 20.2014—1 Credit for foreign death 

taxes.
(a ) In general. (1 )A  credit is allowed 

under section 2014 against the Federal 
estate tax for any estate, inheritance, 
legacy, or succession taxes actually paid 
to any foreign country (hereinafter re
ferred to as “foreign death taxes”) . The 
credit is allowed only for foreign death 
taxes paid (i) with respect to property 
situated within the country to which the 
tax is paid, (ii) with respect to property 
included in the decedent’s gross estate, 
and (iii) with respect to the decedent’s 
estate. The credit is allowable to the 
estate of a decedent who was a citizen 
of the United States at the time of his 
death. The credit is also allowable, as 
provided in paragraph (c) of this sec
tion, to the estate of a decedent who
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was a resident but not a citizen of the 
United States at the time of his death. 
The credit is not allowable to the estate 
of a decedent who was neither a citizen 
nor a resident of the United States at 
the time of his death. See paragraph
(b) (D  of § 20.0-1 for the meaning of 
the term “resident” as applied to a 
decedent. The credit is allowable not only 
for death taxes paid to foreign countries 
which are states in the international 
sense, but also for death taxes paid to 
possessions or. political subdivisions of 
foreign states. With respect to the estate 
of a decedent dying after September 2, 
1958, the term “foreign country”, as used 
in this section and §§ 20.2014-2 to 
20.2014-8, includes a possession of the 
United States. See §§ 20.2011-1 and 
20.2011-2 for the allowance of a credit 
for death taxes paid to a possession of 
the United States in the case of a de
cedent dying before September 3, 1958. 
No credit is allowable for interest or 
penalties paid in connection with for
eign death taxes.

* * * # * *
(3) No credit is allowable under sec

tion 2014 in connection with property 
situated outside of the foreign country 
imposing the tax for which credit is 
claimed. However, such a credit may be 
allowable under certain death tax con
ventions. In the case of a tax imposed by 
a political subdivision of a foreign coun
try, credit for the tax shall be allowed 
with respect to property having a situs 
in that foreign country, even though, 
under the principles described in this 
subparagraph, the property has a situs in 
a political subdivision different from the 
one imposing the tax. Whether or not 
particular property of a decedent is sit
uated in the foreign country imposing 
the tax is determined in accordance with 
the same principles that would be applied 
in determining whether or not similar 
property of a nonresident decedent not a 
citizen of the United States is situated 
within the United States for Federal 
estate tax purposes. See §§ 20.2104-1 and 
20.2105-1. For example, under § 20.2104-1 
shares of stock are deemed to be situated 
in the United States only if issued by a 
domestic corporation. Thus, a share of 
corporate stock is regarded as situated in 
the foreign country imposing the tax 
only if the issuing corporation is incor
porated in that country. Further, under 
§ 20.2105-1 amounts receivable as in
surance on the life of a nonresident not a 
citizen of the United States at the time of 
his death are not deemed situated in the 
United States. Therefore, in determining 
the credit under section 2014 in the case 
of a decedent who was a citizen or resi
dent of the United States, amounts re
ceivable as insurance on the life of the 
decedent and payable under a policy is
sued by a corporation incorporated in a 
foreign country are not deemed situated 
in such foreign country. In addition, 
under § 20.2105-1 in the case of an estate 
of a nonresident not a citizen of the 
United States who died on or after No
vember 14, 1966, a debt obligation of a 
domestic corporation is not considered to

be situated in the United States if any 
interest thereon would be treated under 
section 862 (a) (1) as income from sources 
without the United States by reason of 
section 861(a)(1 )(B ) (relating to in
terest received from a domestic corpora
tion less than 20 percent of whose gross 
income for a 3-year period was derived 
from sources within the United States). 
Accordingly, a debt obligation the pri
mary obligor on which is a corporation 
incorporated in the foreign country im
posing the tax is not considered to be sit
uated in that country if, under circum
stances corresponding to those described 
in § 20.2105-1 less than 20 percent of the 
gross income of the corporation for the 
3-year period was derived from sources 
within that country. Further, under 
§ 20.2104-1 in the case of an estate of a 
nonresident not a citizen of the United 
States who died before November 14, 
1966, a bond for the payment of money is 
not situated within the United States 
unless it is physically located in the 
United States. Accordingly, in the case of 
the estate of a decedent dying before No
vember 14, 1966, a bond is deemed situ
ated in the foreign country imposing the 
tax only if it is physically located in that 
country. Finally, under § 20.2105-1 
moneys deposited in the United States 
with any person carrying on the banking 
business by or for a nonresident not a 
citizen of the United States who died be
fore November 14,1966, and who was not 
engaged in business in the United States 
at the time of death are not deemed sit
uated in the United States. Therefore, an 
account with a foreign bank in the 
foreign country imposing the tax is not 
considered to be situated in that country 
under corresponding circumstances.

* * * * *
(c) Credit alloumble to estate of resi

dent not a citizen. (1) In the case of an 
estate of a decedent dying before Novem
ber 14,1966, who was a resident but not a 
citizen of the United States, a credit is 
allowed to the estate under section 2014 
only if the foreign country of which the 
decedent was a citizen or subject, in im
posing foreign death taxes, allows a sim
ilar credit to the estates of citizens of the 
United States who were resident in that 
foreign country at the time of death.

(2) In the case of an estate of a de
cedent dying on or after November 14, 
1966, who was a resident but not a citi
zen of the United States, a credit is al
lowed to the estate under section 2014 
without regard to the similar credit re
quirement of subparagraph (1) of this 
paragraph unless the decedent was a citi
zen or subject of a foreign country with 
respect to which there is in effect at the 
time of the decedent’s death a Presiden
tial proclamation, as authorized by sec
tion 2014(h), reinstating the similar 
credit requirement. In the case of an es
tate of a decedent who was a resident of 
the United States and a citizen or sub
ject of a foreign country with respect to 
which such a proclamation has been 
made, and who dies while the proclama
tion is in effect, a credit is allowed under 
section 2014 only if that foreign country,
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in imposing foreign death taxes, allows a 
¡gjmiifl.r credit to the estates of citizens of 
the United States who were resident in 
that foreign country at the time of death. 
The proclamation authorized by section 
2014(h) for the reinstatement of the 
similar credit' requirement with respect 
to the estates of citizens or subjects of a 
specific foreign country may be made by 
the President whenever he finds that—

(i) The foreign country, in imposing 
foreign death taxes, does not allow a 
similar credit to the estates of citizens 
of the United States who were resident 
in the foreign country at the time of 
death,

(ii) The foreign country, after having 
been requested to do so, has not acted to 
provide a similar credit to the estates of 
such citizens, and

(iii) It is in the public interest to allow 
the credit under section 2014 to the 
estates of citizens or subjects of the for
eign country only if the foreign country 
allows a similar credit to the estates of 
citizens of the United States who were 
resident in the foreign country at the 
time of death.
The proclamation for the reinstatement 
of the similar credit requirement with 
respect to the estates of citizens or sub
jects of a specific foreign country may 
be revoked by the President. In that case,

Inheritance tax of surviving spouse :
Value of stock___________________ — $20, 000
Value of bonds____________________  50, 000

Total value___________________  70,000

Tax <16 percent rate)____________  11,200

Inheritance tax of son:
Value of stock____________ _____ _ 60, 000
Value of bonds___________ .._______  30, 000

Total value____________________ 90,000

Tax (16 percent rate)____________  14,400

The “first limitation” on the credit for for
eign death taxes is:

*  *  *  *  *

P ar. 9. Section 20.2014-3 is amended by 
revising subdivision (i) in Example (1) 
in paragraph (c) to read as follows:
§ 20.2014—3 “ Second limitation” .

*  *  *  *  *

(c) * * *
Example (1 ). (1) Decedent, a citizen and 

resident of the United States at the time of 
his death on February 1, 1967, left a gross 
estate of $1,000,000 which includes the fol
lowing: shares of stock issued by a domestic 
corporation, valued at $750,000; bonds is
sued in 1960 by the United States and phys
ically located in foregin Country X, valued 
at $50,000; and shares of stock issued by a 
Country X  corporation, valued at $200,000, 
with respect to which death taxes were paid 
to Country X. Expenses, indebtedness, etc., 
amounted to $60,000. Decedent specifically

a credit is allowed under section 2014, 
to the estate of a decedent who was a 
citizen or subject of that foreign coun
try and a resident of the United States 
at the time of death, without regard to 
the similar credit requirement if the de
cedent dies after the proclamation rein
stating the similar credit requirement 
has been revoked.

P ar. 8. Section 20.2014-2 is amended by 
revising the example in paragraph (a) to 
read as follows: .

§ 20.2014-2 “First limitation”.
(a) * * *

Example. At the time of his death on 
June 1, 1966, the decedent, a citizen of the 
United States, owned stock in X  Corporation 
(a corporation organized under the laws of 
Country Y ) valued at $80,000. In addition, 
he owned bonds issued by Country Y  valued 
at $80,000. The stock and bond certificates 
were in the United States. Decedent left by 
will $20,000 of the stock and $50,000 of the 
Country Y  bonds to his surviving spouse. He 
left the rest of the stock and bonds to his 
son. Under the situs rules referred to in 
paragraph (a ) (3) of § 20.2014-1 the stock is 
deemed situated in Country Y  while the 
bonds are deemed to have their situs in the 
United States. (The bonds would be deemed 
to have their situs in Country Y  if the de
cedent had died on or after November 14, 
1966.) There is no death tax convention in 
existence between the United States and 
Country Y. The laws of Country Y  provide 
for inheritance taxes computed as follows:

bequeathed $40,000 of the stock issued by 
the County X  corporation to a U.S. charity 
yand left the residue of his estate,, in equal 
shares, to his son and daughter. The gross 
Federal estate tax is $266,500, and the credit 
for State death taxes is $27,600. Under the 
situs rules referred to in paragraph (a ) (3) 
of § 20.2014-1, the shares of stock issued by 
the Country X  corporation comprise the only 
property deemed to be situated in Country 
X. (The bonds also would be deemed to 
have their situs in Country X  if the decedent 
had died before November 14,1966.)

* * * * *
P ar. 10. Section 20.2014-4 is amended 

by revising subdivision (i) of the example 
in paragraph (a )(1 ), subparagraph (1) 
of the example in paragraph (b ), and 
the example in paragraph (c) to read 
as follows :
§ 20.2014—4 Application of credit in 

cases involving a death tax conven
tion.

(a) In general. (1) * * *
Example, (i) Decedent, a citizen of the 

United States and a domiciliary of foreign 
Country X  at the time of his death on De
cember 1,1966, left a gross estate of $1 million 
which includes the following: Shares of stock 
issued by a Country X  corporation, valued at 
$400,000; bonds issued in 1962 by the United 
States and physically located in Country X,- 
valued at $350,000; and real estate located in 
the United States, valued at $250,000. Ex
penses, indebtedness, etc,, amounted to 
$50,000. Decedent left his entire estate to 
his son. There is in effect a death tax con
vention between the United States and

Country X  which provides for the allowance 
of credit by the United States for succession 
duties imposed by the national government 
of Country X. The gross Federal estate tax 
is $307,200, and the credit for State death 
taxes is $33,760. Country X  imposed a net 
succession duty on the stocks and bonds of 
$180,000. Under the situs rules referred to 
in paragraph (a ) (3) of § 20.2014-1, the shares 
of stock comprise the only property deemed 
to be situated in Country X. (I f the decedent 
had died before November 14, 1966, the bonds 
also would be deemed to have their situs in 
Country X.) Under the convention, both the 
stocks and the bonds arq deemed to be situ
ated in Country X. In this example all figures 
are rounded to the nearest dollar.

♦ * * . *» *
(b) Taxes imposed by both a foreign 

country and a political subdivision there-
q 4  *  *  *

Example. (1) Decedent, a citizen of the 
United States and a domiciliary of Province Y  
of foreign Country X  at the time of his death 
on February 1, 1966, left a gross estate of 
$250,000 which includes the following: Bonds 
issued by Country X  physically located in 
Province Y, valued at $75,000; bonds issued 
by Province Z of Country X  and physically 
located in the United States, valued at 
$50,000; and shares of stock issued by a 
domestic corporation, valued at $125,000. De
cedent left his entire estate to his son. Ex
penses, indebtedness etc., amounted to 
$26,000. The Federal estate tax after allow
ance of the credit for State death taxes is 
$38,124. Province Y  imposed a death tax of 
8 percent on the Country X  bonds located 
therein which amounted to $6,000. No death 
tax was imposed by Province Z. Country X  
imposed a death tax of 15 percent on the 
Country X  bonds and the Province Z bonds 
which amounted to $18,750 before allowance 
of any credit for the death tax of Province Y. 
Country X  allows against its death taxes a 
credit for death taxes paid to any of its 
provinces on property which it also taxes, but 
only to the extent of one-half of the Country 
X  death tax attributable to the property, or 
the amount of death taxes paid to its prov
ince, whichever is less. Country X, therefore, 
allowed a credit of $5,625 for the death taxes 
paid to Province Y. There is in effect a death 
tax convention between the United States 
and Country X  which provides for allowance 
of credit by the United States for death taxes 
imposed by the national government of 
Country X. The death tax convention pro
vides that in computing the “first limitation” 
for the credit under the convention, the tax 
of Country X  is not to be reduced by the 
amount of the credit allowed for provincial 
taxes. Under the situs rules described in para
graph (a ) (3) of § 20.2014-1, only the Country 
X  bonds located in Province Y  are deemed 
situated in Country X. (The bonds issued by 
Province Z also would be deemed to have 
their situs in Country X  if the decedent had 
died on or after November 14, 1966.) Under 
the convention, both the Country X  bonds 
and the Province Z bonds are deemed to be 
situated in Country X. In this example all 
figures are rounded to the nearest dollar.

*  *  *  *  *

(c) Taxes imposed by two foreign 
countries with respect to the same 
property. * * *

Example. The decedent, a citizen of the 
United States and a domiciliary of Country 
X  at the time of his death on May 1, 1967, 
left a taxable estate which included bonds 
issued by Country Z and physically located 
in Country X. Each of the three countries 
involved imposed death taxes on the Country 
Z bonds. Assume that under the provisions

$20,000+$60,000 (factor C of the ratio stated
at § 20.2014-2(a)) ($ll,200+$14,40d) (factor B of the

$70,000+$90,000 (factor D of the ratio stated X ratio stated at § 20.2014-2(a)) =12,800
at § 20.2014-2 ( a ) ) *
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of a treaty between the United States and 
Country X  the estate is entitled to a credit 
against the Federal estate tax for death taxes 
imposed by Country X  on the bonds in the 
maximum amount of $20,000. Assume, also, 
that since the decedent died after November 
13, 1966, so that under the situs rules re
ferred to in paragraph (a ) (3) of § 20.2014-1 
the bonds are deemed to have their situs 
in Country Z, the estate is entitled to a 
credit against the Federal estate tax for 
death taxes imposed by Country Z on the 
bonds in the maximum amount of $10,000. 
Finally, assume that the Federal estate tax 
attributable to the bonds is $25,000. Under 
these circumstances, the credit allowed the 
estate with respect to the bonds would be 
limited to $25,000.

P ar. 11. Section 20.2015-1 is amended 
by revising paragraph (a) to read as 
follows:
§ 20.2015—1 Credit for death taxes on 

remainders.
(a ) If the executor of an estate elects 

under section 6163(a) to postpone the 
time for payment of any portion of the 
Federal estate tax attributable to a re
versionary or remainder interest in 
property, credit is allowed under sections 
2011 and 2014 against that portion of the 
Federal estate tax for State death taxes 
and foreign death taxes attributable to 
the reversionary or remainder interest if 
the State death taxes or foreign death 
taxes are paid and if credit therefor is 
claimed either—

(1) Within the time provided for in 
sections 2011 and 2014, or

(2) Within the time for payment of 
the tax imposed by section 2001 or 2101 
as postponed under section 6163(a) and 
as extended under section 6163(b) (on 
account of undue hardship) or, if the 
precedent interest terminated before 
July 5, 1958, within 60 days after the 
termination of the preceding interest or 
interests in the property.
The allowance of credit, however, is sub
ject to the other limitations contained 
in sections 2011 and 2014 and, in the case 
of the estate of a decedent who was a 
nonresident not a citizen of the United 
States, in section 2102(b).

*  *  *  *  *

P ar. 12. Section 20.2101 is amended by 
revising section 2101(a) and adding a 
historical note. These amended and 
added provisions read as follows:
§ 20.2101 Statutory provisions; tax im

posed.
Sec. 2101. Tax imposed— (a) Bate of tax. 

Except as provided in section 2107, a tax 
computed in accordance with the following 
table is hereby imposed on the transfer of 
the taxable estate, determined as provided in 
section 2106, of every decedent nonresident 
not a citizen of the United States:
I f  the taxable estate is: The tax shall be

Not over $100,000__ 5 percent of the tax
able estate.

Over $100,000 but
not over $500,000- $5,000, plus 10 per

cent of excess over 
$100,000.

Over $500,000 but 
not over
$1,000,000,m- - r—n- $45,000, plus 15 per

cent of excess over 
$500,000.
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I f  the taxable estate is:. The tax shall be

Over $1,000,000 but 
not over
$2,000,000 _____ __$120,000, plus 20 per

cent of excess over
$ 1,000,000.

Over $2,000,000_____  $320,000, plus 25 per-
, cent of excess over

$2 ,000,000.
*  *  *  *  *

[Sec. 2101 as amended by sec. 108(a), For
eign Investors Tax Act 1966 ($0 Stat. 1571) ]

P ar. 13. Section 20.2101-1 is amended 
to read as follows:
§ 20.2101—1 Estates of nonresidents not 

citizens; tax imposed.
Section 2101 imposes a tax on the 

transfer of the taxable estate of a non
resident who was not a citizen of the 
United States at the time of his death. 
In the case of an estate of a decedent 
dying on or after November 14, 1966, the 
tax is generally computed at the rates 
specified in section 2101(a), However, see 
section 2107 (relating to estates of cer
tain decedents who lost their U.S. citi
zenship after March 8,1965, with a prin
cipal purpose of avoiding U.S. income, 
estate, or gift tax) and section 2108 (re
lating to estates of decedents who at the 
time of death were residents of a foreign 
country with respect to which the Presi
dent has proclaimed the application of 
pre-1967 estate tax provisions). Sections 
2107 and 2108 provide for the computa
tion of the tax in certain cases of estates 
of nonresidents not citizens at the rates 
specified in section 2001 (which is appli
cable to estates of citizens or residents of 
the United States). In the case of an 
estate of a decedent dying before Novem
ber 14, 1966, the tax imposed by section 
2101 is computed at the same rates as the 
tax which is imposed by section 2001 on 
the transfer of the taxable estate of a 
citizen or resident of the United States. 
For a general description of the method 
to be used in determining the net estate 
tax payable in the case of an estate of a 
nonresident not a citizen, see paragraph
(c) of § 20.0-2. For the meanings of the 
terms “resident”, “nonresident”, and 
“United States”, as applied to a decedent 
for purposes of the estate tax, see para
graph (b) (1) and (2) of § 20.0-1. For 
the presumption applying to the resi
dence of missionaries, see section 2202 
and § 20.2202-1. For the liability of the 
executor for the payment of the tax, see 
section 2002 and § 20.2002-1.

P ar. 14. Section 20.2102 is amended to 
read as follows:
§ 20.2102 Statutory provisions; credits 

against tax.
Sec. 2102. Credits against tax— (a) In  gen

eral. The tax imposed by section 2101 shall 
be credited with the amounts determined in 
accordance with sections 2011 to 2013, inclu
sive (relating to State death taxes, gift tax, 
and tax on prior transfers), subject to the 
special limitation provided in subsection (b ).

(b ) Special limitation. The maximum 
credit allowed under section 2011 against the 
tax imposed by section 2101 for State death 
taxes paid shall be an amount which bears 
the same ratio to the credit computed as 
provided in section 2011(b) as the value of

the property, as determined for purposes of 
this chapter, upon which State death taxes 
were paid and which is included in the gross 
estate under section 2103 bears to the value 
of the total gross estate under section 2103. 
For purposes of this subsection, the term 
“State death taxes” means the taxes de
scribed in section 2011(a).
[Sec. 2102 as amended by sec. 108(b), Foreign 
Investors Tax Act 1966 (80 Stat. 1572) ]

P ar. 15. Section 20.2102-1 is amended 
to read as follows:
§ 20.2102—1 Estates o f nonresidents not 

citizens; credits against tax.
(a) In general. In arriving at the net 

estate tax payable with respect to the 
transfer of an estate of a nonresident 
who was not a citizen of the United 
States at the time of his death, the fol
lowing credits are subtracted from the 
tax imposed by section 2101:

(1) The State death tax credit under 
section 2011, to the extent permitted by 
section 2102(b) and paragraph (b) of 
this section;

(2) The gift tax credit under section 
2012; and

(3) The credit under section 2013 for 
tax on prior transfers.
Except as provided in section 2102(b) 
and paragraph (b) of this section (relat
ing to a special limitation on the amount 
of the credit for State death taxes), the 
amount of each of these credits is deter- 
mined in the same manner as that pre
scribed for its determination in the case 
of estates of citizens or residents of the 
United States. See §§ 20.2011 through 
20.2013-6. Subject to the additional spe
cial limitation contained in section 2102
(b) in the case of section 2015, the pro
visions of sections 2015 and 2016, relating 
respectively to the credit for death taxes 
on remainders and the recovery of taxes 
claimed as a credit, are applicable with 
respect to the credit for State death taxes 
in the case of the estates of nonresidents 
not citizens. However, no credit is allowed 
under section 2014 for foreign death 
taxes.

(b) Special limitation— (1) In general. 
In the case of estates of decedents dying 
on or after November 14,1966, other than 
estates the estate tax treatment of 
which is subject to a Presidential procla
mation made pursuant to section 2108
(a ) , the maximum credit allowable under 
section 2011 for State death taxes against 
the tax imposed by section 2101 on the 
transfer of estates of ^nonresidents not 
citizens of the United States is an 
amount which bears the same ratio to 
the maximum credit computed as pro
vided in section 2011(b) (and without 
regard to this special limitation) as the 
value of the property (determined in the 
same manner as that prescribed in para
graph (b) of § 20.2031-1 for the estates 
of citizens or residents of the United 
States) in respect of which a State death 
tax was actually paid and which is in
cluded in the gross estate under section 
2103 orr if applicable, section 2107(b) 
bears to the value (as so determined) of 
the total gross estate under section 2103 
or 2107(b). For purposes of this special
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limitation, the term “State death taxes” 
means the taxes described in section 2011
(a) and paragraph (a) of § 20.2011-1.

(2) Illustrations. H ie application of 
this paragraph may be illustrated by the 
following examples:

Example (1 ). A, a nonresident not a citizen 
of the United States, died on February 15, 
1967, owning real property in State Z valued 
at $50,000 and stock in various domestic cor
porations valued at $100,000 and not subject 
to death taxes in any State. State Z ’s inheri
tance tax actually paid with respect to the 
real property in State Z is $2,000. A ’s taxable 
estate for Federal estate tax purposes is 
$110,000, in respect of which the maximum 
credit under section 2011 would be $720 in 
the absence of the special limitation con
tained in section 2102(b). However, under 
section 2102(b) and this paragraph . the 
amount of the maximum credit aUowable in 
respect to A’s estate for State death taxes is 
limited to the amount which bears the same 
ratio to $720 (the maximum credit computed 
as provided in section 2011(b)) as $50,000 
(the value of the property in respect of which 
a State death tax was actually paid and 
which is included in A ’s gross estate under 
section 2103) bears to $150,000 (the value of 
A’s total gross estate under section 2103). 
Accordingly, the maximum credit allowable 
under section 2102 and this section for all 
State death taxes actually paid is $240 
($720 X $50,000/$150,000).

Example (2 ). B, a nonresident not a citizen 
of the United States, died on January 15, 
1967, owning real property in State X  .valued 
at $100,000, real property in State Y  valued 
at $200,000, and stock in various domestic 
corporations valued at $300,000 and not sub
ject to death taxes in any State. States X  
and Y  both impose inheritance taxes. State 
X has, in addition to its inheritance tax, an 
estate tax equal to the amount by which 
the maximum State death tax credit allow
able to an estate against its Federal estate 
tax exceeds the amount of the inheritance 
tax imposed by State X  plus the amount of 
death taxes paid to other States. State Y  
has no estate tax. The amount of the in
heritance tax actually paid to State X  with 
respect to the real property situated in State 
X is $4,000; the amount of the inheritance 
tax actually paid to State Y  with respect to 
the real property situated in State Y  is $9,000. 
B’s taxable estate for Federal estate tax pur
poses is $550,000, in respect of which the 
maximum credit under section 2011 would 
be $14,400 in the absence of the special limi
tation contained in section 2102(b). How
ever, under section 2102(b) and this para
graph the amount of the maximum credit 
allowable in respect of B ’s estate for State 
death taxes is limited to the amount which 
bears the same ratio to $14,400 (the maxi
mum credit computed as provided in section 
2011(b)) as $300,000 (the value of the prop
erty in respect of which a State death tax 
was actually paid and which is Included in 
B’s gross estate under section 2103) bears to 
$600,000 (the value of B ’s total gross estate 
uuder section 2103). Accordingly, the maxi
mum credit allowable under section 2102 and 
this section for all State death taxes actu
ally paid is $7,200 ($14,400 X  $300,000/$600,- 
000), and the estate tax of State X  is not ap
plicable to B ’s estate.
P ar. 16. Section 20.2103-1 is amended 

to read as follows:
§ 20.2103—1 Estates of nonresidents not 

citizens; “entire gross estate” .
The “entire gross estate” wherever 

situated of a nonresident who was not a 
citizen of the United States at the time
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of his death is made up in the same way 
as the “gross estate” of a citizen or resi
dent of the United States. See §§ 20.2031 
through 20.2044-1. See paragraphs (a) 
and (c) of § 20.2031-1 for the circum
stances under which real property situ
ated outside the United States is ex
cluded from the gross estate of a citizen 
or resident of the United States. How
ever, except as provided in section 
2107(b) with respect to the estates of 
certain expatriates, in the case of a non
resident not a citizen, only that part of 
the- entire gross estate which on the date 
of the decedent’s death is situated in the 
United States is included in his taxable 
estate. In fact, property situated outside 
the United States need not be disclosed 
on the return unless section 2107 is ap
plicable, certain deductions are claimed, 
or information is specifically requested. 
See §§20.2106-1, 20.2106-2, and 20.- 
2107-1. For a description of property con
sidered to be situated in the United 
States, see § 20.2104-1. For a description 
of property considered to be situated 
-outside the United States, see § 20.2105-1.

P ar. 17. Section 20.2104 is amended 
by adding a new subsection (c ) to sec
tion 2104 and a historical note. These 
added provisions read as follows:
§ 20.2104 Statutory provisions; prop

erty within the United States.
Sec. 2104. Property within the United 

States. * * *
(c) Debt obligations. For purposes of this 

subchapter, debt obligations of—
(1) A United States person, or
(2) The United States, a State or any po

litical subdivision thereof, or the District of 
Columbia,
owned and held by a nonresident not a citi
zen of the United States shaU be deemed 
property within the United States. With 
respect to estates of decedents dying after 
December 31, 1969, deposits with a domes
tic branch of a foreign corporation, if 
such branch is engaged in the commercial 
banking business, shall, for purposes of this 
subchapter, be deemed property within the 
United States. This subsection shall not ap
ply to a debt obligation to which section 2105
(b ) applies or to a debt obligation of a do
mestic corporation if any interest on such 
obligation, were such interest received by 
the decedent at the time of his death, would 
be treated by reason of section 861 (a ) (1) (B ) 
as income from sources without the United 
States.
[Sec. 2104 as amended by sec. 108(c), For
eign Investors Tax Act 1966 (80 Stat. 1572); 
sec. 435(b), Tax Reform Act 1969 (83 Stat. 
625)]

P ar. 18. Section 20.2104-1 is amended 
by revising subparagraphs (3), (4), (5), 
and (6) of paragraph (a) and by adding 
new subparagraphs (7) and (8) at the 
end of such paragraph. These amended 
and added provisions read as follows:
§ 20.2104—1 Estates o f nonresidents not 

citizens; property within the United 
States.

(a ) In general. * * *
(3) In the case of an estate of a de

cedent dying before November 14, 1966, 
written evidence of intangible personal 
property which is treated as being the 
property itself, such as a bond for the
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payment of money, if it is physically 
located in the United States; except that 
this subparagraph shall not apply to ob
ligations of the United States (but not 
its instrumentalities) issued before 
March 1, 1941, if the decedent was not 
engaged in business in the United States 
at the time of his death. See section 
2106(c).

(4) Except as specifically provided 
otherwise in this section or in § 20.2105-1 
(which specific exceptions, in the case of 
estates of decedents dying on or after 
November 14, 1966, cause this subpara
graph to have relatively limited applica
bility) , intangible personal property the 
written evidence of which is not treated 
as being the property itself, if it is issued 
by or enforceable against a resident of 
the United States or a domestic corpo
ration or governmental unit.

(5) Shares of stock issued by a domes
tic corporation, irrespective of the loca
tion of the certificates (see, however, par
agraph (i) of § 20.2105-1 for a special 
rule with respect to certain withdraw
able accounts in savings and loan or simi
lar associations).

(6) In the case of an estate of a dece
dent dying before November 14, 1966, 
moneys deposited in the United States 
by or for the decedent with any person 
carrying on the banking business, if the 
decedent was engaged in business in the 
United States at the time of his death.

(7) In the case of an estate of a dece
dent dying on or after November 14, 
1966, except as specifically provided 
otherwise in paragraph (d ), (i), (j ) ,  or
(1) of § 20.2105-1, any debt obligation, 
including a bank deposit, the primary 
obligor of which is—

(i) A United States person (as defined 
in section 7701(a) (30)), or

(ii) The United States, a State or any 
political subdivision thereof, the District 
of Columbia, or any agency or instrumen
tality of any such government.
This subparagraph applies irrespective of 
whether the written evidence of the debt 
obligation is treated as being the property 
itself or whether the decedent was en
gaged in business in the United States at 
the time of his death. For purposes of 
this subpáragraph and paragraphs (k) 
and (1) of § 20.2105-1, a debt obligation 
on which there are two or more primary 
obligors shall be apportioned among such 
obligors, taking into account to the extent 
appropriate under all the facts and cir
cumstances any choate or inchoate rights 
of contribution existing among such ob
ligors with respect to the indebtedness. 
The term “agency or instrumentality”, as 
used in subdivision (ii) of this subpara
graph, does not include a possession of 
the United States or an agency or in
strumentality of a possession. Currency 
is not a debt obligation for purposes of 
this subparagraph.

(8) In the case of an estate of a 
decedent dying on or after January 1, 
1970, except as specifically provided 
otherwise in paragraph (i) or (1) of 
§ 20.2105-1, deposits with a branch in the 
United States of a foreign corporation, 
if the branch is engaged in the com-
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mercial banking business, whether or 
not the decedent was engaged in busi
ness in the United States at the time of 
his death.

* * * * *
P ar. 19. Section 29.2105 is amended by 

revising section 2105(b) and adding a 
historical note. These amended and 
added provisions read as follows:
§ 20.2105 Statutory provisions; property 

without the United States.
Sec. 2105. Property without the United 

States. * * *
(b ) Certain hank deposits, etc. For pur

poses of this subchapter—
(1) Amounts described in section 861(c) 

if any interest thereon, were such Interest 
received by the decedent at the time of his 
death, would be treated by reason of section 
8 6 1 (a )(1 )(A ) as Income from sources with
out the United States, and

(2) Deposits with a foreign branch of a 
domestic corporation or domestic partner
ship, if such branch is engaged in the com
mercial banking business,
shall not be deemed property within the 
United States.

* * * * *
[Sec. 2105 as amended by sec. 108(d), For
eign Investors Tax Act 1966 (80 Stat. 1572) ]

P ar. 20. Section 20.2105-1 is amended 
by revising paragraphs (c) and (h) and 
by adding new paragraphs (i), (j ) ,  (k ), 
and (1). These amended and added pro
visions read as follows:
§ 20.2105—1 Estates o f nonresidents not 

citizens; property without the United 
States.
* * * * *

(c) In the case of an estate of a de
cedent dying before November 14, 1966, 
written evidence of intangible personal 
property which is treated as being the 
property itself, such as a bond for the 
payment of money, if it is not physically 
located in the United States.

* * * * *
(h) In the case of an estate of a de

cedent dying before November 14, 1966, 
moneys deposited in the United States 
by or for the decedent with any person 
carrying on the banking business, if the 
decedent was not engaged in business in 
the United States at the time of his 
death.

(i) In the case of an estate of a dece
dent dying on or after November 14,1966, 
and before January 1, 1976, any amount 
deposited in the United States which is 
described in section 861(c) (relating to 
certain bank deposits, withdrawable ac
counts, and amounts held by an insur
ance company under an agreement to 
pay interest), if any interest thereon, 
were such interest received by the 
decedent at the time of his death, would 
be treated under section 862(a) (1) as 
income from sources without the United 
States by reason of section 861(a) (1) (A) 
(relating to interest on amounts de
scribed in section 861(c) which is not 
effectively connected with the conduct 
of a trade or business within the United 
States) and the regulations thereunder. 
If such interest would be treated by

reason of those provisions as income 
from sources without the United States 
only in part, the amount described in 
section 861(c) shall be considered situ
ated outside'the United States in the 
same proportion as the part of the inter
est which would be treated as income 
from sources without the United States 
bears to the total amount of the interest. 
This paragraph applies whether or not 
the decedent was engaged in business in 
the United States at the time of his 
death, and, except with respect to 
amounts described in section 861(c)(3) 
(relating to amounts held by an insur
ance company under an agreement to 
pay interest), whether or not the deposit 
or other amount is in fact interest- 
bearing.

(j )  In the case of an estate of a dece
dent dying on or ‘after November 14, 
1966, deposits with a branch outside of 
the United States of a  domestic corpora
tion or domestic partnership, if the 
branch is engaged in the commercial 
banking business. This paragraph applies 
whether or not the decedent was en
gaged in business in the United States at 
the time of his death, and whether or not 
the deposits, upon withdrawal, are pay
able in currency of the United States.

(k) In the case of an estate of a 
decedent dying on or after November 14, 
1966, except as specifically provided 
otherwise in paragraph (a )(8 ) of 
§ 20.2104-1 with respect to estates of 
decedents dying on or after January 1, 
1970, any debt obligation, including a 
bank deposit, the primary obligor of 
which is neither—

( l )  A  United States person (as de
fined in section 7701(a) (30) ), nor

(2) The United States, a State or any 
political subdivision thereof, the District 
of Columbia, or any agency or instru
mentality of any such government.
This paragraph applies irrespective of 
whether the written evidence of the debt 
obligation is treated as being the prop
erty itself or whether the decedent was 
engaged in business in the United States 
at the time of his death. See paragraph
(a) (7) of § 20.2104-1 for the treatment 
of a debt obligation on which there are 
two or more primary obligors. The term 
"agency or instrumentality," as used in 
subparagraph (2) of this paragraph, 
does not include a possession of thé 
United States or an agency or instru
mentality of a possession. Currency is 
not a debt obligation for purposes of this 
paragraph.

(1) In the case of an estate of a 
decedent dying on or after November 14, 
1966, any debt obligation to the extent 
that the primary obligor on the debt 
obligation is a domestic corporation, if 
any interest thereon, were the interest 
received from such obligor by the de
cedent at the time of his death, would be 
treated under section 862(a) (1) as in
come from sources without the United 
States by reason of section 861(a) (1) (B ) 
(relating to interest received from a do
mestic corporation less than 20 percent 
of whose gross income for a 3-year period 
was derived from sources within the

United States) and the regulations 
thereunder. For such purposes the 3- 
year period referred to in section 
861(a)(1 )(B ) is the period of 3 years 
ending with the close of the domestic 
corporation’s last taxable year termi
nating before the decedent’s death. This 
paragraph applies whether or not (1) the 
obligation is in fact interest-bearing, (2) 
the written evidence of the debt obliga
tion is treated as being the property 
itself, or (3) the decedent was engaged 
in business in the United States at the 
time of his death. See paragraph (a) 
(7) of § 20.2104-1 for the treatment of 
a debt obligation on which there are 
two or more primary obligors.

P ar. 21. Section 20.2106-1 is amended 
by revising' that part of paragraph (a) 
which precedes subparagraph (1), para
graph (a) (3), and paragraph (c) to read 
as follows:
§ 20.2106—1 Estates o f nonresidents not 

citizens; taxable estate; deductions in 
general.

(a ) The taxable estate of a nonresi
dent who was not a citizen of the United 
States at the time of his death is de
termined by adding the value of that 
part of his gross estate which, at the 
time of his death, is situated- in the 
United States and, in the case of an 
estate to which section 2107 (relating to 
expatriation to avoid tax) applies, any 
amounts includible in his gross estate 
under section 2107(b), and then sub
tracting from the sum thereof the total 
amount of the following deductions:

*  *  *  *  *

(3) (i) In the case of a decedent who 
is considered under the provisions of 
section 2209 to be a "nonresident not a 
citizen of the United States”, an exemp
tion which is the greater of—

(a) ( I )  $30,000 if the decedent died 
on or after November 14, 1966, or (2) 
$2,000 if the decedent died after Sep
tember 14,1960, and before November 14, 
1966; or

(b) That proportion of $60,000 (the 
exemption authorized by section 2052) 
which the value of that part of the de
cedent’s gross estate which is situated 
in the United States at the time of his 
death bears to the value of the decedent’s 
entire gross estate wherever situated.

(ii) In the case of every other decedent 
who was a nonresident not a citizen of 
the United States at the time of his 
death, an exemption in the amount of—

(a ) $30,000 if the decedent died on or 
after November 14, 1966, and the estate 
tax treatment of his estate is not subject 
to a Presidential proclamation made pur
suant to a section 2108(a) (relating to 
the application of pre-1967 estate tax 
provisions in the case of a foreign coun
try which imposes a more burdensome 
tax than the United States), or

(b) $2,000 if the decedent died before 
November 14, 1966, or the estate tax 
treatment of his estate is subject to such 
a proclamation,
unless a death tax convention provides 
for another amount, such as a prorated
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exemption similar to that described in 
subdivision (i) (b) of this subparagraph. 

* * * * *
(c)(1) The exemption described in 

paragraph (a) (3) (i) of this section may 
be illustrated by the following example:

Example. The decedent, who died on Jan
uary 15, 1967, is considered by reason of the 
provisions of section 2209 to be a nonresident 
not a citizen of the United States. He was a 
resident of the Virgin Islands, and his entire 
gross estate wherever situated included real 
property valued at $30,000 which was situated 
in the Virgin Islands and shares of stock 
issued by domestic corporations, valued at 
$45,000. Under §§ 20.2104-1 and 20.2105-1 only 
the shares of stock are considered to be 
situated in the United States. The amount 
described in paragraph (a ) (3) (l) (b ) of this 
section is $36,000, computed .as follows:

$45,000 (value of property 
in United States)

$75,000 (value of entire 
gross estate wherever .

situated)
X $60,000=$36,000.

Since the amount so computed exceeds 
$30,000 (the amount specified in paragraph
(a) (3) (i) (a) of this section), the exemption 
to be allowed the decedent’s estate is $36,000.

. (2) In  connection with the provisions 
of section 2106(c), see paragraph (a)
(3) and (7) of § 20.2104-1 and paragraph
(d) of § 20.2105-1.

Par. 22. Section 20.2106-2 'is amended 
by revising that part of paragraph (a ) 
which follows subparagraph (1 ), and 
paragraph (c ), to read as follows:
§ 20.2106—2 Estates of nonresidents not 

citizens; deductions for— expenses, 
losses, etc.

(a) * * *
(2) That proportion of other deduc

tions under sections 2053 and 2054 is al
lowed which the value of that part of 
the decedent's gross estate situated in 
the United States at the time of his death 
bears to the value of the decedent’s en
tire gross estate wherever situated. It 
is immaterial whether the amounts to 
be deducted were incurred or expended 
within or without the United States. For 
purposes of this subparagraph, an 
amount which is includible in the de
cedent’s gross estate under section 
2107 (b) with respect to stock in a foreign 
corporation shall be included in the value 
of the decedent’s gross estate situated in 
the United States.
No deduction is allowed under this para
graph unless the value of the decedent’s 
entire gross estate is disclosed in the 
estate tax return. See paragraph (b) of 
§ 20.2106-1.

*  *  *  *  *

(c) The application of this section and 
of § 20.2106-1 may be illustrated by the 
following examples:

Example ( I ) .  Tbe decedent died on June 1, 
1967, a nonresident not a citizen of tbe 
United States. He was not an expatriate to 
whom section 2107(a) applies, and the estate 
tax treatment of his estate is not subject 
to a presidential proclamation made pursu
ant to section 2108(a). His gross estate
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wherever situated amounts to $1 million, of 
which $200,000 (or 20 percent) represents 
the value of the property having its situs 
within the United States. The funeral ex
penses, administration expenses, and claims 
against the estate aggregate $175,000, and 
there are charitable bequests, for use within 
the United States, amounting to $25,000. The 
decedent’s taxable estate is determined as
follows:
That part of the entire gross estate

situated in the United States____$200, 000
Deductions for expenses and claims

(20 percent of $175,000)__________  35,000
Charitable deduction_______________ 25, 000
Exem ption---- ----------- -------------------  30,000

Total _____________ 1____ ____  90,000

Taxable estate________________  110,000

For the manner of computing the tax on the 
taxable estate, see § 20.2101-1.

Example (2 ). Assume the same facts as 
those given in example (1) except that the 
decedent was an expatriate to whom section 
2107(a) applies and that the part of his 
property not situated in the United States 
includes shares of stock issued by a foreign 
corporation with respect to which $300,000 
is included in his gross estate under section 
2107(b). Thus, the value of that part of the 
gross estate situated in the United States 
equals $500,000 (or 50 percent of $1 m illion). 
In this case, the decedent’s taxable estate
is determined as follows:
That part of the entire gross estate

situated in the United States____ $200,000
Amount included in gross estate 

under section 2107(b) and 
deemed situated in the United 
States_____________________________  300,000

Total ________________________  500,000

Deductions for expenses and claims
(50 percent of $175,000)_________ 87, 500

Charitable deduction_________:_____  25, 000
Exemption _______________________ __ 30,000

Total ________________________  142,500

Taxable estate____ ___________ 357,500

For the manner of computing the tax on the 
taxable estate, see § 20.2107-1.

P ar. 23. Immediately after § 20.2106-2 
the following new sections are inserted:
§ 20.2107 Statutory provisions; expatri

ation to avoid tax.
Sec. 2107. Expatriation to avoid tax— (a) 

Rate of tax. A tax computed in accordance 
with the table contained in section 2001 is 
hereby imposed on the transfer of the taxa
ble estate, determined as provided in section 
2106, of every decedent nonresident not a 
citizen of the United States dying after the 
date of enactment of this section, if after 
March 8, 1965, and within the 10-year period 
ending with the date of death such dece
dent lost U.S. citizenship, unless such loss did 
not have for one of its principal purposes 
the avoidance of taxes under this subtitle or 
subtitle A.

(b ) Gross estate. For purposes of the tax 
imposed by subsection (a ), the value of the 
gross estate of every decedent to whom sub
section (a ) applies shall be determined as 
provided in section 2103, except that—

(1) If such decedent owned (within the 
meaning of section 958(a)) at the time of 
his death 10 percent or more of, the total 
combined voting power of all classes of stock
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entitled to vote of a foreign corporation, 
and

(2) If such decedent owned (within the 
meaning of section 958(a)) ,  or is considered 
to have owned (by applying the ownership 
rules of section 958(b)-), at the time of his 
death, more than 50 percent of the total com
bined voting power of all classes of stock 
entitled to vote of such foreign corporation,
then that proportion of the fair market value 
of the stock of such foreign corporation 
owned (within the meaning of section 958 
( a ) ) by such decedent at the time of his 
death, which the fair market value of any 
assets owned by such foreign corporation and 
situated in the United States, at the time of 
his death, bears to the total fair market value 
of all assets owned by such foreign corpora
tion at the time of his death, shall be in
cluded in the gross estate of such decedent. 
For purposes of the preceding sentence, a 
decedent shall be treated as owning stock of 
a foreign corporation at the time of his death 
if, at the time of a transfer, by trust or other
wise, within the meaning of sections 2035 to 
2038, inclusive, he owned such stock.

(c) Credits. The tax imposed by subsection 
(a ) shall be credited with the amounts de
termined in accordance with section 2102.

(d ) Exception for loss of citizenship for 
certain causes. Subsection (a ) shall not apply 
to the transfer of the estate of a decedent 
whose loss of U.S. citizenship resulted from 
the application of section 301(b), 350, or 355 
of the Immigration and Nationality Act, as 
amended (8 U.S.G. 1401 (b ) , 1482, or 1487).

(e) Burden of proof. If the Secretary or his 
delegate establishes that it is reasonable to 
believe that an individual’s loss of U.S. citi
zenship would, but for this section, result in 
a substantial reduction in the estate, in
heritance, legacy, and succession taxes in 
respect of the transfer of his estate, the bur
den of proving that such loss of citizenship 
did not have for one of Its principal purposes 
the avoidance of taxes under this subtitle or 
subtitle A shall be on the executor of such 
individual’s estate.
[Sec. 2107 as added by sec. 108(f), Foreign 
Investors Tax Act 1966 (80 Stat. 1573) )

§ 20.2107—1 Expatriation to avoid tax.
(a ) Rate of tax. The tax imposed by 

section 2107(a) on the transfer of the 
taxable estates of certain nonresident 
expatriate decedents who were formerly 
citizens of the United States is computed 
in accordance with the table contained in 
section 2001, relating to the rate of the 
tax imposed on the transfer of the tax
able estates of decedents who were citi
zens or residents of the United States. 
Except for any amounts included in the 
gross estate solely by reason of section 
2107(b) and paragraph (b) (1) (ii) and
(iii) of this section, the value of the tax
able estate to be used in this computa
tion is determined as provided in section 
2106 and § 20.2106-1. The decedents to 
which section 2107(a) and this section 
apply are described in paragraph (d) of 
this section.

(b) Gross estate— (1) Determination 
of value— (i) General rule. Except as 
provided in subdivision (ii) of this sub- 
paragraph with respect to stock in cer
tain foreign corporations, for purposes of 
the tax imposed by section 2107(a) the 
value of the gross estate of every estate 
the transfer of which is subject to the

FEDERAL REGISTER, VOL. 38, NO. 238— WEDNESDAY, DECEMBER 12, 1973



34198 RULES AND REGULATIONS
tax imposed by that section is deter
mined as provided in section 2103 and 
§ 20.2103-1.

(ii) Amount includible with respect 
to stock in certain foreign corporations. 
If at the time of his death a nonresident 
expatriate decedent the transfer of 
whose estate is subject to the tax im
posed by section 2107 (a) —

(a) Owned (within the meaning of 
section 958(a) and the regulations there
under) 10 percent or more of the total 
combined voting power of. all classes of 
stock entitled to vote in a foreign cor
poration, and

(5) Owned (within the meaning of 
section 958(a) and the regulations there
under), or is considered to have owned 
(by applying the ownership rules of sec
tion 958(b) and the regulations there
under) , more than 50 percent of the total 
combined voting power of all classes of 
stock entitled to vote in such foreign 
corporation,
then section 2107(b) requires the inclu
sion in the decedent’s gross estate, in 
addition to amounts otherwise includible 
therein under subdivision (i) of this sub- 
paragraph, of an amount equal to that 
proportion of the fair market value (de
termined at the time of the decedent’s 
death or, if so elected by the executor 
of the decedent’s estate, on the alternate 
valuation date as provided in section 
2032) of the stock in such foreign cor
poration owned (within the meaning of 
section 958(a) and the regulations there
under) by the decedent at the time of 
his death, which the fair market value 
of any assets owned by such foreign 
corporation and situated in the United 
States, at the time of his death, bears 
to the total fair market value of all as
sets owned by such foreign corporation 
at the time of his death.

(iii) Rules of application, (a ) In de
termining the proportion of the fair 
market value of the stock which is in
cludible in the gross estate under sub
division (ii) of this subparagraph, the 
fair market value of the foreign cor
poration’s assets situated in the United 
States and of its total assets shall be 
determined without reduction for any 
outstanding liabilities of the corporation.

(b) For purposes of subdivision (ii) 
of this subparagraph, the foreign cor
poration’s assets which are situated in 
the United States shall be all its prop
erty which, by applying the provisions 
of sections 2104, 2105, and §§ 20.2104-1 
and 20.2105-1, would be considered to 
be situated in the United States if such 
property were property of a nonresident 
who was not a citizen of the United 
States.

(c) For purposes of subdivision (ii) (a) 
of this subparagraph, a decedent is 
treated as owning stock in a foreign 
corporation at the time of his death to 
the extent he owned (within the mean
ing of section 958(a) and the regulations 
thereunder) the stock at the time he 
made a transfer of the stock in a trans
fer described in sections 2035 to 2038, 
inclusive (relating respectively to trans-f

fers made in contemplation of death, 
transfers with a retained life estate, 
transfers taking effect at death, and rev
ocable transfers). For purposes of sub
division (ii) (b) of this subparagraph, a 
decedent is treated as owning stock in 
a foreign corporation at the time of his 
death to the extent he owned (within 
the meaning of section 958(a) and the 
regulations thereunder), or is considered 
to have owned (by applying the owner
ship rules of section 958(b) and the regu
lations thereunder), the stock at the time 
he made a transfer of. the stock in a 
transfer described in sections 2035 to 
2038, inclusive. In applying the propor
tion rule of section 2107 (b) and subdivi
sion (ii) of this subparagraph where a 
decedent is treated as owning stock in a 
foreign corporation at the time of his 
death by reason of having transferred 
his interest in such stock in a transfer 
described in sections 2035 to 2038, in
clusive, the proportionate value of the 
interest includible in his gross estate is 
based upon the value as of the applicable 
valuation date described in section 2031 
or 2032 of the amount, determined as of 
the date of transfer, of his interest in 
the stock. See example (2) in subpara
graph (2) of this paragraph.

(d) For purposes of applying subdivi
sion (ii) (b) of this subparagraph, the 
same shares of stock may not be counted 
more than once. See example (2) in sub- 
paragraph (2) of this paragraph.

(e) The principles applied in para
graph (b) of § 1.957-1 of this chapter 
(Income Tax Regulations) for determin
ing what constitutes total combined 
voting power of all classes of stock en
titled to vote in a foreign corporation for 
purposes of section 957(a) shall be ap
plied in determining what constitutes 
total combined voting power of all classes 
of stock entitled to vote in a foreign 
corporation for purposes of section 2107
(b) and subdivision (ii) of this subpara
graph. In applying such principles under 
this paragraph changes in language shall 
be made, where necessary, in order to 
treat the nonresident expatriate dece
dent, rather than U.S. shareholders, as 
owning such total combined voting 
power.

(2) illustrations. The application of 
this paragraph may be illustrated by the 
following examples:

Example (1 ) .  (a) At the time of his death, 
H, a nonresident expatriate decedent the 
transfer of whose estate is subject to the tax 
imposed by section 2107 (a ) , owned a 60-per
cent interest in M Company, a foreign part
nership, which in turn owned stock issued by 
N Corporation, a foreign corporation. The 
stock in N  Corporation held by M Company, 
which constituted 60 percent of the total 
combined voting power of all classes of stock 
entitled to vote in N  Corporation, was valued 
at $50,000 at the time of H ’s death. In  addi
tion, W, H ’s wife, also a nonresident hot a 
citizen of the United States, owned at the 
time of H’s death stock in N  Corporation con
stituting 25 percent of the total combined 
voting power of all classes of stock entitled 
to vote in that corporation. The fair market 
value of the assets of N  Corporation which, at 
the time of H ’s death, were situated in the 
United States constituted 40 percent of the

fair market value of all assets of that cor
poration. It is assumed for purposes of this- 
example that the executor of H ’s estate has 
not elected to value the estate on the alter
nate valuation date provided in section 2032.

(b ) The test contained in subparagraph 
(1) (ii) (a ) of this paragraph is met since at 
the time of his death H indirectly owned 
(within the meaning of section 958(a) and 
the regulations thereunder) 30 percent (60 
percent of 50 percent) of the total combined 
voting power of all classes of stock entitled 
to vote in N  Corporation; and the test con
tained in subparagraph (1) (ii) (b ) of this 
paragraph is met since at such time H owned 
or is considered. to have owned (within the 
meaning of section 958 (a ) and <b) and the 
regulations thereunder) 55 percent of the 
total combined voting power of all classes 
of stock entitled to vote in N Corporation 
(having constructive ownership of his wife’s 
25 percent, in addition to his own indirect 
ownership of 30 percent, of the total com
bined voting power). Accordingly, $12,000 is 
included in H’s gross estate by reason of sec
tion 2107(b) and this paragraph. This $12,000 
is the amount which is equal to 40 percent 
(the percentage of the fair market value of 
N Corporation’s asset which were situated 
within the United States at H ’s death) of 
$30,000 (the fair market value of the stock 
then owned by H within the meaning of sec
tion 958(a) and the regulations thereunder, 
i.e., H ’s 60-percent interest in the $50,000 
fair market value of stock held by M Com
pany) .

Example (2 ). (a ) Assume the same facts as 
those given in example (1) except that H 
made a transfer to W  in contemplation of 
his death (within the meaning of section 
2035) of his 60-percent interest in M Com
pany, that on the date of the transfer M 
Company held'stock in N Corporation consti
tuting 80 percent of the total combined vot
ing power of all classes of stock entitled to 
vote in that corporation (rather than the 50 
percent of total combined voting power held 
by M Company on the date of H ’s death), 
and that the 80 percent of total combined 
voting power owned by M Company on the 
date of the transfer is valued at $70,000 on 
that date and at $85,000 at the time of H’s 
death. It is assumed for purposes of this ex
ample that the 60-percent interest in M Com
pany was held by W  at the time of H ’s death.

(b ) The test contained in subparagraph 
(1) (ii) (o) of this paragraph is met since, 
under subparagraph (1) (iii) (c) of this para
graph, H is treated as owning (within the 
meaning of section 958(a) and the regula
tions thereunder), at the time of his death, 
the 48 percent (60 percent of 80 percent) of 
the total combined voting power of all classes 
of stock entitled to vote in N  Corporation 
represented by his transferred interest in M 
Company; and the test contained in sub- 
paragraph (1) (ii) (b ) of this paragraph is 
met since, under that subparagraph and sub- 
paragraph (1) (iii) (c) of this paragraph, H 
is treated as owning (within the meaning of 
section 958 (a ) or ( b ) ) ,  at the time of his 
death, 73 percent (48 percent plus 25 per
cent) of the total combined voting power of 

jill classes of stock entitled to vote in N 
Corporation. Accordingly, $20,400 is included 
in H ’s gross estate by reason of section 2107 
(b ) and this paragraph. This $20,400 is the 
amount which is equal to 40 percent (the per
centage of the fair market value of N Cor
poration’s assets which were situated within 
the United States at H ’s death) of $51,000 
(the fair market value at the time of H’s 
death of the transferred interest which under 
subparagraph ( l ) ( i i i ) (c )  of this paragraph 
H is considered to own within the meaning 
of section 958(a) and the regulations there
under at that time, i.e., the 60-percent 
interest in the $85,000 fair market value at
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that time of the 80-percent total combined 
voting power held by M Company on the date 
of transfer).

(c) The fact that the stock in N  Corpora
tion owned by M Company is considered 
under subparagraph (1) (ii) (b ) of this para
graph to be owned by H for two independent 
reasons (i.e., under section 958(a) and the 
regulations thereunder, because H transferred 
his 60-percent interest in M Company to W  
in contemplation of death, and under sec
tion 958(b) and the regulations thereunder, 
because H is considered to own the stock in 
N Corporation indirectly owned by his wife, 
W, by reason of her ownership of such trans
ferred interest) does not cause the shares of 
stock represented by the transferred in
terest in M Company to be counted twice in 
determining whether the test contained in 
that subparagraph is met. See subparagraph 
(1) (iii) (d ) of this paragraph.

Example (3 ). (a ) At the time of his death, 
H, a nonresident expatriate decedent the 
transfer of whose estate is subject to the tax 
imposed by section 2107(a), owned a 40-per
cent beneficial interest in a domestic trust; 
at that time he also directly owned stock in 
P Corporation, a foreign corporation,' con
stituting 15 percent of the total combined 
voting power of all classes of stock entitled to 
vote in that corporation. The trust owned 
stock in P Corporation constituting 51 per
cent of the total combined voting power of 
all classes of stock entitled to vote in that 
corporation. The stock in P Corporation 
owned directly by H was valued at $20,000 
on the alternate valuation date determined 
pursuant to an election under section 2032. 
The fair market value of the assets of P Cor
poration which, at the time of H ’s death, 
were situated in the United States consti
tuted 20 percent of the fair market value of 
all assets of that corporation.

(b) By reason of section 958(b) (2) and 
the regulations thereunder, the trust is con
sidered to own all the stock entitled to vote 
in P Corporation since it owns more than 50 
percent of the total combined voting power 
of all classes of stock entitled to vote in that 
corporation. The test contained in subpara
graph ( l ) ( i i ) ( a )  of this paragraph is met 
since ait the time of his death H owned 
(within the meaning of section 958(a) and 
the regulations thereunder) 15 percent of 
the total combined voting power of all classes 
of stock entitled to vote in P Corporation; 
the stock in P Corporation owned by the trust 
is not considered to have been owned by H  
under section 958(a) (2) since the trust is 
not a foreign trust. In  addition, the test 
contained in subparagraph (1) (ii) (b ) of this 
paragraph is met since at the time of his 
death H owned or is considered to have 
owned (within the meaning of section 958 
(a) and (b ) and the regulations thereunder) 
55 percent of the total combined voting 
power of all classes of stock entitled to vote 
in that corporation (his 15 percent directly 
owned plus his 40 percent (40 percent of 
100 percent) considered to be owned). Ac
cordingly, $4,000 is' included in H ’s gross 
estate by reason of section 2107(b) and this 
paragraph. This $4,000 is the amount which 
is equal to 20 percent (the percentage of the 
fair market value of P Corporation’s assets 
which were situated within the United 
States at H ’s death) of $20,000 (the fair 
market value of the stock then owned by 
H within the meaning of section 958(a) and 
the regulations thereunder). In addition, the 
value of H’s interest in the domestic trust 
is included in his gross estate under section 
2103 to the extent it constitutes property 
having a situs in the United States.

(c) Credits. Credits against the tax 
imposed by section 2107(a) are allowed 
for any amounts determined in accord-
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ance with section 2102 and § 20.2102-1 
(relating to credits against the estate 
tax for State death taxes, gift tax, and 
tax on prior transfers). In computing the 
special limitation on the credit for State 
death taxes contained in section 2102(b) 
and paragraph (b) of § 20.2102-1, 
amounts included in the gross estate un
der section 2107(b) and paragraph (b)
(1) of this section are to be taken into 
account.

(d) Decedents to whom the tax im
posed by section 2107(a) applies— (1) 
General rule. The tax imposed by section 
2107(a) applies to the transfer of the 
taxable estate of every decedent non
resident not a citizen of the United 
States dying’on or after November 14, 
1966, who lost his U.S. citizenship after 
March 8, 1965, and within the 10-year 
period ending with the date of his death, 
except in the case of the estate of a de
cedent whose loss of U.S. citizenship 
either—

(1) Resulted from the application of 
section 301 (b ) , 350, or 355 of the Immi
gration and Nationality Act, as amended 
(8 U.S.C. 1401(b), 1482, or 1487); or

(ii) Did not have for one of its prin
cipal purposes (but not necessarily its 
only principal purpose) the avoidance of 
Federal income, estate, or gift tax.
Section 301(b) of the Immigration and 
Nationality Act provides generally that 
a U.S. citizen, who is bom outside the 
United States of parents one of whom 
is an alien and the other is a U.S. citi
zen who was physically present in the 
United States for a specified period, shall 
lose his U.S. citizenship if, within a speci
fied period preceding the age of 28 years, 
he fails to be continuously physically 
present in the United States for at least 
5 years. Section 350 of that Act provides 
that under certain circumstances a per
son, who at birth acquired the national
ity of the United States and of a foreign 
country and who has voluntarily sought 
or claimed benefits of the nationality of 
any foreign country, shall lose his U.S. 
nationality if, after attaining the age of 
22 years, he has a continuous residence 
for 3 years in the foreign country of 
which he is a national by birth. Section 
355 of that Act provides that a person 
having U.S. nationality, who is under 21 
years of age and whose’ residence is in a 
foreign country with or under the legal 
custody of a parent who loses his U.S. 
nationality under specified circum
stances, shall lose his U.S. nationality if 
he has or acquires the nationality of that 
foreign country and attains the age of 
25 years without having established his 
residence in the United States. Section 
2107 and this section do not apply to the 
transfer of any estate the estate tax 
treatment of which is subject to a Presi
dential proclamation made pursuant to 
section 2108(a) (relating to the appli
cation of pre-1967 estate tax provisions 
in the case of a foreign country which 
imposes a more burdensome tax than 
the United States).

(2) Burden of proof— (i) General rule. 
In determining for purposes of subpara
graph (1) (ii) of this paragraph whether
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a principal purpose for the loss of U.S. 
citizenship by a decedent was the avoid
ance of Federal income, estate, or gift 
tax, the Commissioner must first es
tablish that it is reasonable to believe 
that the decedent’s loss of U.S. citizen
ship would, but for section 2107 and this 
section, result in a substantial reduc
tion in the sum of (a) the Federal estate 
tax and (b) all estate, inheritance, 
legacy, and succession taxes imposed by 
foreign countries • and political subdivi
sions thereof, in respect of the transfer 
of the decedent’s estate. Once the Com
missioner has so established, the burden 
of proving that the loss of citizenship by 
the decedent did not have for one of its 
principal purposes the avoidance of 
Federal income, estate, or gift tax shall 
be on the executor of the decedent’s 
estate. 1

(ii) Tentative determination of sub
stantial reduction in Federal and foreign 
death taxes. In the absence of complete 
factual information, the Commissioner 
may make a tentative determination, 
based on the information available, that 
the decedent’s loss of U.S. citizenship 
would, but for section 2107 and this sec
tion, result in a substantial reduction in 
the sum of the Federal and foreign death 
taxes described in subdivision (i) (a) 
and (b ) of this subparagraph. This 
tentative determination may be based 
upon the fact that the laws of the foreign 
country of which the decedent became a 
citizen and the laws of the foreign coun
try of which the decedent was a resident 
at the time of his death, including the 
laws of any political subdivisions of those 
foreign countries, would ordinarily re
sult, in the case of an estate of a non
expatriate decedent having the same 
citizenship and residence as the decedent, 
in liability for total death taxes under 
such laws substantially lower than the 
amount of the Federal estate tax which 
would be imposed on the transfer of a 
comparable estate of a citizen of the 
United States. In the absence of a pre
ponderance of evidence to the contrary, 
this tentative.determination shall be suf
ficient to establish that it is reasonable to 
believe that the decedent’s loss of U.S. 
citizenship would, but for section 2107 
and this section, result in a substantial 
reduction in the sum of the Federal and 
foreign death taxes described in sub
division (i) (a ) and (5) of this sub- 
paragraph.
§ 20.2108 Statutory provisions; applica

tion of pre-1967 estate tax provisions.
Sec. 2108. Application of pre-1967 estate tax 

provisions— (a) Imposition of more burden
some tax by foreign country. Whenever the 
President finds that—

(1) Under the laws of any foreign country, 
considering the tax system of such foreign 
country, a more burdensome tax is imposed 
by such foreign country on the transfer of 
estates of decedents who were citizens of the 
United States and not residents of such for
eign country than the tax imposed by this 
subchapter on the transfer of estates of dece
dents who were residents of such fpreign 
country,

(2) Such foreign country, when requested 
by the United States to do so, has not acted
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to revise or reduce such tax so that it is no 
more burdensome than the tax imposed by 
this subchapter on the transfer of estates of 
decedents who were residents of such foreign 
country, and

(3) It is in the public interest to apply 
pre-1967 tax provisions in accordance with* 
this section to the transfer of estates of dece
dents who were residents of such foreign 
country.
the President shall proclaim that the tax on 
the transfer of the estate of every decedent 
who was a resident of such foreign country 
at the time of his death shall, in the case 
of decedents dying after the date of such 
proclamation, be determined under this sub
chapter without regard to amendments made 
to sections 2101 (relating to tax imposed), 
2102 (relating to credits against tax), 2106 
(relating to taxable estate), and 6018 (relat
ing to estate tax returns) on or after the 
date of enactment of this section.

(b ) Alleviation of more burdensome tax. 
Whenever the President finds that the laws 
of any foreign country with respect to which 
the President has made a proclamation under 
subsection (a) have been modified so that 
the tax on the transfer of estates of dece
dents who were citizens of the United States 
and not residents of such foreign country is 
no longer more burdensome than the tax im
posed by this subchapter on the transfer of 
estates of decedents who were residents of 
such foreign country, he shall proclaim that 
the tax on the transfer of the estate of every 
decedent who was a resident of such'foreign 
country at the time of his death shall, in 
the case of decedents dying after the date 
of such proclamation, be determined under 
this subchapter without regard to subsec
tion (a ).

(c ) Notification of Congress required. No 
proclamation shall be issued by the Presi
dent pursuant to this section unless, at least 
30 days prior to such proclamation, he has 
notified the S*enate and the House of Repre
sentatives of his intention to issue such 
proclamation.

(d) Implementation by regulations. The 
Secretary or his delegate shall prescribe such 
regulations as may be necessary or appropri
ate to implement this section,
(Sec. 2108 as added by sec., 108(f), Foreign 
Investors Tax Act 1966 (80 Stat. 1573) ]

P ar. 24. Section 20.6018 is amended by 
revising section 6018(a) (2) and adding a 
historical note. These amended and 
added provisions read as follows:
§ 20.6018 Statutory provisions; estate 

tax returns.
Sec. 6018. Estate tax returns— (a) Returns 

by executor. * * *
(2) Nonresidents not citizens of the United 

States. In the case of the estate of every 
nonresident not a citizen of the United 
States if that part of the gross estate which 
is situated in the United States exceeds $30,- 
000, the executor shall make a return with 
respect to the estate tax imposed by sub
title B.

* * * * •
[Sec. 6018 as amended by sec. 108(g), Foreign 
Investors Tax Act 1966 (80 Stat. 1574) ]

P ar. 25. Section 20.6018-1 is amended 
by revising paragraph (b) to read as 
follows 1
§ 20.6018—1 Returns.

*  *  *  *  *

(b ) Estates of nonresidents not citi
zens— (1) In general. Except as pro

vided in subparagraph (2) of this para
graph, a return must be filed on Form 
706 or Form 706NA for the estate of 
every nonresident not a citizen of the 
United States if the value of that part 
of the gross estate situated in the United 
States on the date of his death exceeded 
$30,000 in the case of a decedent dying 
on or after November 14, 1966, or $2,000 
in the case of a decedent dying before 
November 14, 1966. Under certain condi
tions the return may be made only on 
P*orm 706. See the instructions on Form 
706NA for circumstances under which 
that form may not be used. Duplicate 
copies of the return are not required to be 
filed. For the contents of the return, see 
§ 20.6018-3. For the determination of the 
gross estate situated in the United States, 
see §§ 20.2103-1 and 20.2104-4.

(2) Certain estates of decedents dying 
on or after November 14, 1966. In the 
case of an estate of a nonresident not a 
citizen o f the United States dying on or 
after November 14, 1966—

(i) Transféré subject to the tax im
posed by section 2107(a) . I f  the transfer 
of the estate is subject to the tax im
posed by section 2107(a) (relating to ex
patriation to avoid tax),-any amounts 
includible in the decedent’s gross es
tate under section 2107(b) are to be 
added to the value on the date of his 
death of that part of his gross estate 
situated in the United States, for pur
poses of determining under subparagraph
(1) of this paragraph whether his gross 
estate exceeded $30,000 on the date of 
his death.

(ii) Transfers subject to a Presiden
tial proclamation. If the transfer of the 
estate is subject to tax pursuant to a 
Presidential proclamation made under 
section 2108(a) (relating to Presiden
tial proclamations of the application of 
pre-1967 estate tax provisions), the re
turn must be filed on Form 706 or Form 
706NA if the value on the date of the 
decedent’s death of that part of his gross 
estate situated in the United States ex
ceeded $2,000.

* * * * *
Par. 26. Section 20.6018-3 is amended 

by revising paragraph (b) to read as 
follows :
§ 20.6018—3 Returns; contents of re

turns.
* * * * *

(b) Nonresidents not citizens. The re
turn of an estate of a decedent who was 
not a citizen or resident of the United 
States at the time of his death must con
tain the following information: (1) An 
itemized list of that part of the gross 
estate situated in the United States (see 
§§ 20.2103-1 and 20.2104-1); (2) in the 
case of an estate the transfer of which is 
subject to the tax imposed by section 
2107 (a) (relating to expatriation to avoid 
tax ), a list of any amounts with respect 
to stock in a foreign corporation which 
are includible in the gross estate under 
section 2107(b), together with an ex
planation of how the amounts were de
termined; (3) an itemized list of any

deductions claimed (see §§ 20.2106-1 and
20.2106- 2 ); (4) the amount of the tax
able estate (see § 20.2106-1); and (5) the 
gross estate tax, reduced by any credits 
against the tax (see § 20.2102-1). For 
the disallowance of certain deductions 
if the return does not disclose that part 
of the gross estate not situated in the 
United States, see §§ 20.2106-1 and
20.2106- r2.

* * * * *
P ar. 27. Section 20.6018-4 is amended 

by revising pargraph (c) to read as 
follows: ~
§ 20.6018-4 Returns; documents to ac

company the return;
$ $ * $ *

(c) In the case of an estate of a non
resident not a citizen of the United 
States, the executor must also file with 
the return, but only if deductions are 
claimed or the transfer of the estate is 
subject to the tax imposed by section 
2107(a) (relating to expatriation to avoid 
tax ), a copy of the inventory of property 
filed under the foreign death duty act; 
or, if no such inventory was filed, a certi
fied copy of the inventory filed with the 
foreign court of probate jurisdiction.

* ♦ * * *
P ar. 28. Section 20.6036-1 is amended 

by revising paragraph (a) to read as 
follows:
§ 20.6036—1 Notice o f qualification as 

executor.
(a) Preliminary notice for estates of 

decedents dying before January 1, 1971. 
(1 )A  preliminary notice must be filed on 
Form 704 for the estate of every citizen 
or resident of the United States whose 
gross estate exceeded $60,000 in value on 
the date of his death.

(2) In the case of a nonresident not a 
citizen of the United States dying on or 
after November 14,1966—

(i) Subject to the provisions of sub
divisions (ii) and (iii) of this subpara
graph, a preliminary notice must be filed 
on Form 705 if that part of the decedent’s 
gross estate situated in the United States 
exceeded $30,000 in value on the date of 
his death (see §§ 20.2103-1 and 
20.2104-1).

(ii) If the transfer of the estate is
subject to the tax imposed by section 
2107 (a) (relating to expatriation to
avoid tax ), any amounts includible in 
the decedent’s gross estate under section 
2107(b) are to be added to the value on 
the date of his death of that part of 
his gross estate situated in the United 
States, for purposes of determining un
der subdivision (i) of this subparagraph 
whether his gross estate exceeded $30,000 
in value on the date of his death.

(iii) If the transfer of the estate is 
subject to tax pursuant to a Presiden
tial proclamation made under section 
2108(a) (relating to Presidential procla
mations of the application of pre-1967 
estate tax provisions), a preliminary 
notice must be filed on Form 705 if the 
value on the date of the decedent’s 
death of that part of his gross estate
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situated in the United States exceeded
$2,000.

(3) A preliminary notice must be filed 
on Form 705 for the estate of every non
resident not a citizen of the United States 
dying before November 14, 1966, if the 
value on the date of his death of that 
part of his gross estate situated in the 
United States exceeded $2,000.

(4) The value of the gross estate on 
the date of death governs with respect to 
the requirement for filing the prelimi
nary notice irrespective of whether the 
value of the gross estate is, at the execu
tor’s election, finally determined pur
suant to the provisions of section 2032 
as of a date subsequent to the date of 
death. If there is doubt as to whether 
the gross estate exceeds $60,000, $30,000, 
or $2,000, as the case may be, the notice 
shall be filed as a matter of precaution 
in order to avoid the possibility of penal
ties attaching.

(5) The primary purpose of the pre
liminary notice is to advise the Internal 
Revenue Service of the existence of tax
able estates, and filing shall not be de
layed beyond the period provided for 
in § 20.6071-1 merely because of uncer
tainty as to the exact value of the assets. 
The estimate of the gross estate called 
for by the notice shall be the best ap
proximation of value which can be made 
within the time allowed. Duplicate copies 
of the preliminary notice are not re
quired to be filed.

(6) For criminal penalties for failure 
to file a notice and filing a false or fraud
ulent notice, see sections 7203, 7207, and 
7269. See § 20.6091-1 for the place for 
filing the notice. See § 20.6071-1 for the 
time for filing the notice.

•  *  *  *  *

Par. 29. Section 20.6325-1 is amended 
by revising paragraph (b) to read as 
follows r
§ 20.6325—1 Release o f lien or partial 

discharge of property; transfer cer- 
tificates in nonresident estates.
* * * * *

(b)(1 ) In the case of a nonresident not 
a citizen of the United States dying on 
or after November 14,1966—

(i) Subject to the provisions of sub
divisions Cii) and (iii) of this subpara
graph, a transfer certificate is not 
required with respect to the transfer of 
any property of the decedent if the value 
on the date of his death of that part of 
his gross estate situated in the United 
States did not exceed $30,000.

<ii> If the transfer of the estate is 
subject to the tax imposed by section 

. 2107 (a) (relating to expatriation to 
avoid tax), any amounts which are in
cludible in the decedent’s gross estate 
jinder section 2107(b) are to be added 
to the value on the date of his death of 
that part of his gross estate situated in 
the United States, for purposes of de
termining under subdivision (i) of this 
subparagraph whether his gross estate 
aid or did not exceed $30,000 in value on 
the date of his death.

(iii) if  the transfer of the estate Is 
subject to tax pursuant to a Presidential

proclamation made under section 2108 
(a ) (relating to Presidential proclama
tions of the application of pre-1967 estate 
tax provisions), a transfer certificate is 
not required with respect to the transfer 
of any property of the decedent if the 
value on the date of his death of that 
part of his gross estate situated in the 
United States did not exceed $2,000.

(2) In the case of a nonresident not a 
citizen of the United States dying before 
November 14, 1966, a transfer certificate 
is not required with respect to the trans
fer of (i) any property of the decedent, 
if the value on the date of his death of 
that part of his gross estate situated in 
the United States did not exceed .$2,000, 
or (ii) bonds owned by such a decedent 
if it is shown that the bonds were not 
physically situated in the United States 
at the time of his death.

(3) A corporation, transfer agent, 
bank, trust company, or other custodian 
will not incur liability for a transfer of 
the decedent’s property without a trans
fer certificate if the corporation or other 
person, having no information to the 
contrary, first-receives from the executor 
or other responsible person, who may be 
reasonably regarded as in possession of 
the pertinent facts, a statement of the 
facts relating to the estate showing that 
the sum of the value on the date of the 
decedent’s death of that part of his gross 
estate situated in the United States, and, 
if applicable, any amounts includible in 
his gross estate under section 2107(b), 
is such an amount that, pursuant to the 
provisions of subparagraph (1) or sub- 
paragraph (2) (i) of this paragraph, a 
transfer certificate is not required.

(4) For the determination of the gross 
estate situated in the United States, see 
§§ 20.2103-1 and 20.2104-1.

* * * * *
B. Part 25 of 26 CFR Chapter I  is 

amended as follows:
P ar. 30. Section 25.2501-1 is amended 

by revising paragraph (a) to read as 
follows:
§ 25.2501—1 Imposition o f tax.

(a) In general. (1) The tax applies to 
all transfers by gift of property, where- 
ever situated, by an individual who is a 
citizen or resident of the United States, 
tp the extent the value of the transfers 
exceeds the amount of the exclusions- 
authorized by section 2503 and the de
ductions authorized by sections 2521, 
2522, and 2523. For the first calendar 
quarter of 1971 and each calendar quar
ter thereafter, the tax described in this 
subparagraph is imposed on the trans
fer of property by gift during such 
calendar quarter. For calendar years 
after 1954 and before 1971, the tax de
scribed in this subparagraph is imposed 
on the transfer of property by gift during 
such calendar year.

(2) The tax does not apply to a trans
fer by gift of intangible property before 
January 1, 1967, by a nonresident not a 
citizen of the United States, unless the 
donor was engaged in business in the 
United States during the calendar year 
in which the transfer was made.

(3) (i) The tax does not apply to any 
transfer by gift of intangible property on 
or after January 1, 1967, by a nonresi
dent not a citizen of the United States 
(whether or not he was engaged in busi
ness in the United States), unless the 
donor is an expatriate who lost his U.S. 
citizenship after March 8, 1965, and 
within the 10-year period ending with 
the date of transfer, and the loss of citi
zenship—

(a) Did not result from the applica
tion of section 301 (b ) , 350, or 355 of the 
Immigration and Nationality Act, as 
amended (8 U.S.C. 1401(b), 1482, or 1487) 
(For a summary of these sections, see 
paragraph (d) (1) of § 20.2107-1 of this 
chapter (estate tax regulations)), and

(b) Had for one of its principal pur
poses (but not necessarily its only prin
cipal purpose) the avoidance of Federal 
income, estate, or gift tax.

(ii) In determining for purposes of 
subdivision (i) (b) of this subparagraph 
whether a principal purpose for the loss 
of U.S. citizenship by a donor was the 
avoidance of »Federal income, estate, or 
gift tax, the Commissioner must first es
tablish that it is reasonable to believe 
that the donor’s loss of U.S: citizenship 
would, but for section 2501(a) (3) and 
this subparagraph, result in a substantial 
reduction for the calendar quarter in 
the sum of (a ) the Federal gift tax and 
(b) all gift taxes imposed by foreign 
countries and political subdivisions there
of, in respect of the transfer of property 
by gift. Once the Commissioner has so es
tablished, the burden of proving that the 
loss of citizenship by the donor did not 
have for one of its principal purposes the 
avoidance of Federal income, estate, or 
gift tax shall be on the doner. In the 
absence of complete factual information, 
the Commissioner may make a tenta
tive determination, based on the informa
tion available, that the donor’s loss of 
U.S. citizenship would, but for section 
250! (a) (3) and this subparagraph, re
sult in a substantial reduction for the 
calendar quarter in the sum of the Fed
eral and foreign gift taxes described in 
(a ) and (b) of this subdivision on the 
transfer of property by gift. This tenta
tive determination may be based upon 
the fact that the laws of the foreign 
country of which the donor became a 
citizen and the laws of the foreign coun
try of which the donor was a resi
dent at the time of the transfer, includ
ing the laws of any political subdivision 
of those foreign countries, would ordi
narily result, in the case of a nonexpatri
ate donor having the same citizenship 
and residence as the donor, in liability 
for totdl gift taxes under such laws for 
the calendar quarter substantially lower 
than the amount of the Federal gift tax 
which would be imposed for such quarter 
on an amount of comparable gifts by a 
citizen of the United States. In the ab
sence of a preponderance of evidence to 
the contrary, this tentative determina
tion shall be sufficient to establish that 
it is reasonable to believe that the donor’s 
loss of U.S. citizenship would, but for 
section 2501(a) (3) and this subpara
graph, result in a substantial reduction

FEDERAL REGISTER, VOL. 38, NO. 238— WEDNESDAY, DECEMBER 12, 1973



34202 RULES AND REGULATIONS
for the calendar quarter in the sum of 
the Federal and foreign gift taxes de
scribed in (a) and (b) of this subdivision 
on the transfer of property by gift.

(iii) The term “calendar quarter”, as 
used in subdivision (ii) of this subpara
graph, shall be construed to mean 
“calendar year” in the case of gifts made 
during calendar years before 1971.

(4) For additional rules relating to 
the application of the tax to transfers 
by nonresidents not citizens of the 
United States, see section 25 H  and 
§ 25.2511-3.

* * * * *
P ar. 31. Section 25.2511 is amended by 

revising section 2511(b) and adding a 
historical note. These amended and 
added provisions read as follows:-
§ 25.2511 Statutory provisions; trans

fers in general.
Sec, 2511. Transfers in general. * *  *
(b ) Intangible property. For purposes of 

this chapter, in the case of a nonresident 
not a citizen of the United States who is ex
cepted from the application of section 
2501(a)(2)—

(1) Shares of stock issued by a domestic 
corporation, and

(2) Debt obligations of—
(A ) A United States person, or
(B ) The United States,* a State or any 

political subdivision thereof, or the District 
of Columbia,
which are owned and held by such nonresi
dent shall be deemed to be property situ
ated within the United States.
[Sec. 2511 as amended by sec. 109 (b ) , Foreign 
Investors Tax Act 1966 (80 Stat. 1575)]

Par. 32. Section 25.2511-1 is amended 
by revising paragraph (b) to read as 
follows:
§25.2511—1 Transfers in general.

*__ * * * *
(b) In the case of a gift by a nonresi

dent not a citizen of the United States—
(1) If the gift was made on or after 

January 1, 1967, by a donor who was 
not an expatriate to whom section 
2501(a) (2) was inapplicable, on the date 
of the gift by reason of section 2501 
(a) (3) and paragraph (a) (3) of 
§ 25.2501-1, or

(2) If the gift was made before Jan
uary 1, 1967, by a donor who was not 
engaged in business in the United States 
during the calendar year in which the 
gift was made,
the gift tax applies only if the gift con
sisted of real property or tangible per
sonal property situated within the 
United States at the time of the trans
fer. See §§ 25.2501-1 and 25.2511-3.

* * * * *
P ar. 33. Section 25.2511-3 is amended 

to read as follows:
§ 25.2511—3 Transfers by nonresidents 

not citizens.
(a ) In general. Sections 2501 and 2511 

contain rules relating to the taxation of 
transfers of property by gift by a donor 
who is a nonresident not a citizen of the 
United States. (See paragraph (b ) of

§ 25.2501-1 for the definition of the term 
“resident” for purposes of the gift tax.) 
As combined these rules are :

(1). The gift tax applies only to- the 
transfer of real property and tangible 
personal property situated in the United 
States at the time of the transfer if . 
either—

(1) The gift was made on or after 
January 1, 1967, by a nonresident not a 
citizen of the United States who was not 
an expatriate to whom section 2501 
(a )(2 ) was inapplicable on the date of 
the gift by reason of section 2501(a) (3) 
and paragraph ta) (3) of § 25.2501-1, or

(ii) The gift was made before Janu
ary 1, 1967, by a nonresident not a citi
zen of the United States who was not 
engaged in business in the United States 
during the calendar year in which the 
gift was made.

(2) The gift tax applies to the transfer 
of all property (whether real or per
sonal, tangible or intangible) situated in 
the United States at the time of the 
transfer if either—

(i) The gift was made on or after 
January 1, 1967, by a nonresident not a 
citizen of the United States who was an 
expatriate to whom section 2501(a) (2) 
was inapplicable on the date of the gift 
by reason of section 2501(a)(3) and 
paragraph (a) (3) of § 25.2501-1, or

(ii) The gift was made before Janu
ary 1, 1967, by a nonresident not a citi
zen of the United States who was en
gaged in business in the United States 
during the calendar year in which the 
gift was made.

(b) Situs of property. For purposes of 
applying the gift tax to the transfer of 
property owned and held by a nonresi
dent not a citizen of the United States 
at the time of the transfer—

(1) Real property and tangible per
sonal property. Real property and tan
gible personal property constitute prop
erty within the United States only if they 
are physically situated therein.

(2) Intangible personal property. Ex
cept as provided otherwise in subpara
graphs (3) and (4) of this paragraph, 
intangible personal property constitutes 
property within the United States if it 
consists of a property right issued by or 
enforceable against a resident of the 
United States or a domestic corporation 
(public or private), irrespective of where 
the written evidence of the property is 
physically located at the time of the 
transfer.

(3) Shares of stock. Irrespective of 
where the stock certificates are physically 
located at the time of the transfer—

(i) Shares of stock issued by a domes
tic corporation constitute property within 
the United States, and

(ii) Shares of stock issued by a cor
poration which is not a domestic corpo
ration constitute property situated out
side the United States.
~ (4) Debt obligations, (i) In the case 
of gifts made on or after January 1,1967, 
a debt obligation, including a bank de
posit, the primary obligor of which is a 
United States person (as defined in sec
tion 7701(a)(3 0 )),-the United States, a

State, or any political subdivision there
of, the District of Columbia, or any 
agency or instrumentality of any such 
government constitutes property situ
ated within the United States. This 
subdivision applies—

(a) In the case of a debt obligation 
of a domestic corporation, whether or not 
any interest on the obligation would be 
treated under section 862(a) (1) as in
come from sources without the United 
States by reason of section 861(a) (1) (B) 
(relating to interest received from a do
mestic corporation less than 20 percent 
of whose gross income for a 3-year period 
was derived from sources within the 
United States) and the regulations 
thereunder;

(b ) In the case of an amount de
scribed in section 861(c) (relating to 
certain bank deposits, withdrawable ac
counts, and amounts held by an in
surance company under an agreement to 
pay interest), whether or not any interest 
thereon would be treated under section 
862(a) (1) as income from sources with
out the United States by reason of sec
tion 861(a)(1 )(A ) (relating to interest 
on amounts described in section 861(c) 
which is not effectively connected with 
the conduct of a trade or business within 
the United States) and the regulations 
thereunder;

(c) In the case of a deposit with a 
domestic corporation or domestic part
nership, whether or not the deposit is 
with a foreign branch thereof engaged 
ip the commercial banking business; and

(d ) Irrespective of where the written 
evidence of the debt obligation is physi-' 
cally located at the time of the transfer.
For purposes of this subdivision, a debt 
obligation on which there are two or 
more primary obligors shall be appor
tioned among such obligors, taking into 
account to the extent appropriate under 
all the facts and circumstances any 
choate or inchoate rights of contribution 
existing among such obligors with re
spect to the indebtedness. The term 
“agency or instrumentality”, as used in 
this subdivision, does not include a pos
session of the United States or an agency 
òr instrumentality of a possession.

(ii) In the case of gifts made on or 
after January 1, 1967, a debt obligation, 
including a bank deposit, not deemed 
under subdivision (i) of this subpara
graph to be situated within the United 
States, constitutes property situated out
side the United States.

(iii) In the case of gifts made before 
January 1, 1967, a debt obligation the 
written evidence of which is treated as 
being the property itself constitutes 
property situated within the United 
States if the written evidence of the 
obligation is physically located in the 
United States at the time of the transfer, 
irrespective of who is the primary obligor 
on the debt. If the written evidence of 
the obligation is physically located out
side the United States, the debt obliga
tion constitutes property situated outside 
the United States.

(iv) Currency is not a debt obligation 
for purposes of this subparagraph.
[FR Doc.73-26313 Filed 12-ll-73;8:45 am]
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RULES AND REGULATIONS 34203

SUBCHAPTER A— INCOME TAX 
[T D . 7295]

PART 1— INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 1953

Election of LIFO Inventory Method
This document contains amendments 

to the Income Tax Regulations to give 
the Commissioner the authority to accept 
a taxpayer’s election to adopt the LIFO 
inventory method where no Form 970 is 
filed by the taxpayer. The present regu
lations require that such inventory 
method may be adopted only if a prop
erly completed Form 970 is attached to 
the taxpayer’s income tax return.

Adoption of amendments to the In
come Tax Regulations. The following 
amendments to the Income Tax Regula
tions (26 CFR Part 1) are hereby 
adopted:

Paragraph 1. Paragraph (a) of 
§ 1.472-3 is amended to read as follows:
§ 1.472—3 Time and manner of making 

election.
(a) The U F O  inventory method may 

be adopted and used only if the taxpayer 
files with his income tax return for the 
taxable year as of thé close of which the 
method is first to be used a statement of 
his election to use such inventory 
method. The statement shall be made 
on Form 970 pursuant to the instructions 
printed with respect thereto and to the 
requirements of this section, or in such 
other manner as may be acceptable to 
the Commissioner. Such statement shall 
be accompanied by an analysis of all in
ventories of the taxpayer as of the be
ginning and as of the end of the taxable 
year for which the U F O  inventory 
method is proposed first to be used, and 
also, as of the beginning of the prior 
taxable year. In the case of a manufac
turer, this analysis shall show in detail 
the manner in which costs are computed 
with respect to raw materials, goods in 
process, and finished goods, segregating 
the products (whether in process or 
finished goods) into natural groups on 
the basis of either (1) similarity in fac
tory processes through which they pass, 
or (2) similarity of raw materials used, or
(3) similarity in style, shape, or use of 
finished products. Each group of prod
ucts shall be clearly described. 

* * * * *
Because this Treasury decision pro

vides rules relating to administrative 
Practice and procedure, it is-found that 
«  is unnecessary to issue the Treasury 
decision with notice and public procedure 
thereon under section 553(b) of title 5 
of the United States Code, or subject to 
the effective date limitation of subsection
(d) of such section.
ifî?’ 7805> ste rna l Revenue Code of 1954 
(68A Stat. 917; 26 U.S.C. 7805) )

[ seal]  D onald  C. A lexander, 
Commissioner of Internal Revenue.

Approved: December 7, 1973.
Jo h n  H . H all ,

Deputy Assistant Secretary of the 
Treasury.

[PR Doc.73-26312 Füed 12-11-73:8:45 am]

[T.D. 7293]
PART 1— INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 1953
Imposition of Tax on Foreign Corporations; 

Return Requirements; Income Affected 
by Treaty; Correction
On November 28, 1973, Treasury De

cision 7293 with respect to imposition of 
tax on foreign corporations; return re
quirements; income affected by treaty, 
appeared in the F ederal R egister (38 
FR 32791; FR Doc. 73-25258 filed No
vember 27, 1973; 8:45 am .). The follow
ing change should be made:

In line 10 of § 1.883-l (b) appearing at 
page 32799 of the above issue, insert after 
“Income on which— ’’ the following, “any 
tax”.

J am es  F. D r in g , 
Director, Legislation and 

Regulations Division. 
[FR Doc.73-26314 Filed 12-11-73;8:45 am]

Title 28— Judicial Administration 
CHAPTER I— DEPARTMENT OF JUSTICE  

[Order 557-73]
PART 50— STATEMENTS OF POLICY

Designation of United States Magistrates 
as Special Masters

Under and by virtue of the authority 
vested in me by sections 509 and 516 of 
Title 28 of the United States Code, Part 
50 of Title 28 of the Code of Federal 
Regulations is amended by adding at the 
end thereof the following new section:
§ 50.11 Policy with regard to designation 

o f United States Magistrates as spe
cial masters.

(a) Many of the United States District 
Courts, either by rule or by specific desig
nation, have delegated to United States 
Magistrates the supervision of discovery 
proceedings and the conduct of pretrial 
hearings in civil cases. Some of the Dis
trict Courts, in addition, have, in the 
same fashion, designated Magistrates to 
sit as special masters and to conduct the 
trial of civil nonjury cases with instruc
tions to report to th£ Court thereon. This 
is frequently accomplished also by urging 
the parties to agree to such a procedure.

(b) While section 636(b) of Title 28 
authorizes Magistrates to assist in the 
conduct of pretrial and discovery pro
ceedings, and to serve as special masters, 
Rule 53(b) of the Federal Rules of Civil 
Procedure provides that.cases shall not 
be referred to a special master except in 
matters of account or of difficult compu
tation of damages, or if some exceptional 
condition requires it. The Supreme Court 
has narrowly restricted the circum
stances supporting a finding of an ex
ceptional condition within the meaning 
of Rule 53(b). Neither calendar conges
tion nor complexity of the issues involved 
justifies reference of the case to a special 
master. It has held that references, in 
the absence of some exceptional condi
tion, are not appropriate save in matters 
of account and the computation of dam
ages and has approved enforcement of 
this rule when necessary by issuance of 
a writ of mandamus. Labuy v. Howes 
Leather Co., 352 U.S. 249; McCullough v.

Cosgrave, 309 U.S. 634; and Los Angeles 
Brush Corp. v. James, 272 U.S. 701. More 
recently the Court of Appeals for the 
Sixth Circuit has held that Section 636 
does not authorize reference to a special 
master of cases involving review of de
terminations of the Secretary of Health, 
Education, and Welfare. Ingram v. Rich
ardson, 471 F.2d 1268. Likewise, the Sev
enth Circuit by writ of mandamus has 
prevented a district judge from assign
ing a motion to dismiss under Section 
636 (b) to a Magistrate for ruling as being 
in violation of Article III of the Consti
tution because an assignment of that na
ture constitutes an abdication of judicial 
decision-making powers. TPO, Incorpo
rated v. McMillen, 460 F.2d 348.

(c) It appears that there is an increas
ing use by district judges of special mas
ters for purposes involving the abdica
tion of judicial decision-making author
ity forbidden by the Constitution or in 
contravention of Rule 53(b). The De
partment of Justice should take a firm 
position in opposition to this practice. 
I  therefore direct the legal Divisions of 
the Department not to agree to the desig
nation of a Magistrate as a special master 
whenever they conclude that such desig
nation would be in contravention of the 
Constitution or Rule 53(b).

In appropriate cases and in accordance 
with Departmental procedures, those Di
visions should seek relief from appellate 
courts by application for a writ of man
damus or otherwise.

Dated: December 4,1973.
R obert H . B ork , 

Acting Attorney General.
[FR Doc.73-26289 FUed 12-11-73;«: 45 am]

Title 32A— National Defense Appendix
CHAPTER X— OFFICE OF OIL ANO GAS, 

DEPARTMENT OF THE INTERIOR
[OI REG. 1 (Rev.5); Amdt. 62]

OIL IMPORT REG. T — OIL IMPORT 
REGULATION

Miscellaneous Amendments *
This amendment 62 amends section 

9A and section 9B and adds section 25A 
to Oil Import Regulation I (Revision 5), 
as amended. •

Section 9A. Section 9A is amended so 
that commencing with the second half of 
the 1973 allocation period the factor by 
which the hydrogen and carbon content 
of the exported eligible petrochemicals is 
divided to calculate the allocation of 
crude and unfinished oils under this sec
tion is reduced from 250 to 200. Under 
section 9A allocations are made based oh 
the quantity of hydrocarbon incorporated 
into petrochemicals exported. In order to 
establish the quantity of allocation ap
plicable, a density of 250 pounds per bar
rel has been used with the realization 
that an additional allocation of crude 
and unfinished oils was available to petro
chemical producers under section 9. In 
that pursuant to recent proclamation 
changes allocations under section 9 are 
being phased out and in that allocations 
under section 9A are to continue, thè 
density of 200 pounds per barrel has been 
adopted for section 9A to compensate for
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