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Possession tax credit 

Section 255 of the Compact provides that Palau will be 
treated as a possession of the United States for the purposes 
of the possession tax credit (sec. 936). This 936 treatment 
will not apply to any period after 1986 during which there is 
not in effect between Palau and the United States an exchange 
of information agreement of the kind required for convention 
treatment for Caribbean Basin countries that provides 
information about the ownership of bearer shares and bank 
accounts. 

If the extension of 936 benefits to Palau is, at any 
time during which the Compact is in effect, reduced, the 
Secretary of the Treasury is to negotiate an agreement with 
the Government of Palau under which, when that agreement is 
approved by U.S. law, Palau will be provided with benefits 
substantially equivalent to the section 936 benefits lost by 
virtue of that reduction. If within the one-year period 
after the date of the enactment of the Act making a reduction 
of benefits, such a negotiated agreement is not approved by 
law, the matter is to be submitted to an arbitration board 
established under:section. 424:of the :Compact. For the 
purpose of this tax'.arbi trat ion, -the :. Secretary of ·,the 
Treasury or his delegate is to- be .the member of the board 
representing the U.S. Government. Any decision of that Board 
in this type of matter, when approved by law, is to be 
binding on the United States only as to whether the United 
States has provided the substantially equivalent benefits 
referred to above. This provision of the Palau Compact 
treats Palau in the same way that Congress treated Micronesia 
and the Marshall Islands in Public Law 99-239. 

Treatment of convention expenses 

For the purpose of the provision of the Internal Revenue 
Code allowing deductions for certain expenses incurred at 
conventions, seminars, or similar meetings, Palau is to be 
treated as part of the North American area. Under that North 
American area treatment, U.S. tax deductions are allowable 
for conventions, seminars, or similar meetings held in Palau 
whether or not Palau is _as reasonable a location for the 

' meeting as;the United·States (sec. ' 255(d) of the proposed 
., Compact).', This provision of ' the Palau Compact treats Palau 

in the same way that Congress treated Micronesia and the 
Marshall Islands in Public Law 99-239. 

Reports 

Pursuant to section l03(e) of the proposed Compact, one 
year after the date of enactment of the Joint Resolution 
approving the Compact of Free Association between the United 
States and Palau, and annually thereafter, the President is 
to report to Congress with respect to the impact of the 
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Compact on the possessions of the United States and on the 
State of Hawaii. Any such report is to identify any adverse 
consequences resulting from the Compact and is to make 

. recommendations for corrective action to eliminate any such 
consequence. Among the matters to which the reports are to 
pay particular attention is taxation. This provision of the 
Palau Compact corresponds roughly to the provision of Public 
Law 99-239, governing the U.S. relationship with Micronesia 
and the Marshall Islands, which requires a study of the tax 
effects of that Compact to be submitted to the Committee on 
Ways and Means of the House and the Committee on Finance of 
the Senate before October 1, 1987. 

Effective date 

These tax provisions apply to income earned, and 
transactions occurring, after September 30, 1985. 




