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Etfective
vate:

Proposed Compact

Extends Insular possesslions tar 1ff
treatment to Frealy Assoclated States
(FAS) ttru Ganeral Headnota 3(e).

Allows FAS to tax U.S. parsons on income
earned in or products consumed in FAS.

(a) Esxempts FAS citizens domiciled ia
FAS from U.S tax on U.5. source passive
income,

(b) Exempts FAS citizens domicilad In
FAS from U.S. estata, gift, ann
generatlon-skipping tases

(3) FAS may ta» Income that residents
receive from sources outsiie FAS,

(b) FAesidant of FAS is exempt frum U.S.
tax if income is tazed by FAS. (Resident
Vs any person physically present In FAS
for 183 days during a tasalle year.)

Provisions of Code that app!ied to
possessions as of January 1, (980, would
be applied to FAS for 2 years atter the
Compact Lecomes effective. Then, the
U.S, promises 1o give to FAS henefits
"substantively equivalent” to the 1980
possesslons rules.

Income earned and transactions nccurring
on or after October |, 1985

COMPACT OF FREE ASSOCIATION

Interjor Committee Raported Resolutlon

Extends tariff treetmant accorded to CBI
beneficiary countrias to FAS,

No change.

(a) No change.

(b) Ne change

(a) No change.

(L) Override this provision.

Business investment Ifncentives of Code
that applied to posscssions as of January
'. 1985, would apply to FAS. If Congress
changes the incantives, they would still
apply to FAS for 2 years, panding
negotietion to give to FAS benefits
“substantially equlvalant" to the 1985
possessions rules.

No lesser Incentives shall be applicable
to U.S. Virgin Islands, Guam, American
Semoa, Northern Mariana Islands ang
Puerte Rico for 15 years

Income earned and transactions nccurring
@n or atter October ', 1985

Joint Committea on Taxation
JCX-9-1985
July 18, 1985

Possible Substitute

Traat as forelgn country ellgible for
benefits under generalizaed systam of
preferances.

No change.

{a) Ovarride this provision (l.e , U.5.
can tax any U.S. source passive income)

{b) Override this provision for U.S.
parsons (i.e., U.S. can impose transfer
tases on worldwide assets of U.S.
citizens and domiciliaries.)

(a) No rhange,

(b)  Quarride this provision. Consistent
with possessions treatment, there is no
axclusion for fureign earned Income (sac.

Business investment incentives of Code
that apply to possessions as they change
from time to time would apply to FAS. tut
FAS anu U.S. would have to agrea to
exchenge tax fnformation nf the king
Iisted in the (BI Act by Januery 1, 1987,
To the extant that incentlves are reduced
in the future, authorize appropriations
to FAS.

Income earned and transactions orcurs in
on or after October 1, 1985






