
Publication 570 Contents
Cat. No. 15118B

Introduction .............................................. 1

Department Possession Exclusion .............................. 2
of the

Filing Tax Returns..................................... 3Treasury Tax Guide
Filing Requirements for Individuals inInternal

U.S. Possessions .............................. 5Revenue for Individuals
Service How To Get More Information................ 10

Illustrated Example of Form 4563.......... 10With Income
Illustrated Example of Form 8689.......... 10

From U.S.
Important ChangePossessions Individual Taxpayer Identification Number
(ITIN).  The IRS will issue an ITIN to a nonresi-
dent or resident alien who does not have and
is not eligible to get a social security number

For use in preparing (SSN). To apply for an ITIN, Form W–7 must
be filed with the IRS. It usually takes about 30
days to get an ITIN. The ITIN is entered wher-1996 Returns
ever an SSN is requested on a tax return. If
you are required to include another person’s
SSN on your return and that person does not
have and cannot get an SSN, enter that per-
son’s ITIN.

An ITIN is for tax use only. It does not enti-
tle you to social security benefits or change
your employment or immigration status under
U.S. law.

Important Reminder
Change of address.  If you change your mail-
ing address, be sure to notify the Internal Rev-
enue Service using Form 8822, Change of Ad-
dress. Mail it to the Internal Revenue Service
Center for your old address (addresses for the
Service Centers are on the back of the form).

Introduction
This publication will help individuals in U.S.
possessions file their U.S. income tax returns.
It also gives information and addresses for fil-
ing possession tax returns, if these returns are
required. You should note that this publication
is generally for use by U.S. citizens who have
income from American Samoa, Guam, the
Commonwealth of the Northern Mariana Is-
lands, the Virgin Islands, or Puerto Rico.

An individual who is a bona fide resident of
American Samoa may qualify to exclude in-
come from sources in American Samoa,
Guam, and the Commonwealth of the North-
ern Mariana Islands (CNMI) and income effec-
tively connected with a trade or business in
these possessions. This possession exclusion
applies only to individuals.

For 1996, the exclusion applies only to
bona fide residents of American Samoa.
When implementing agreements between the
United States and Guam and the CNMI go into
effect, bona fide residents of each of these
possessions may qualify for the exclusion. An



implementing agreement between the United This office has been established to assist tax- cannot clearly determine the source of your in-
States and Guam has been signed, but its ef- payers who have problems with the Service come, you should write to:
fective date has been indefinitely postponed. that have not been resolved through normal

Internal Revenue Servicechannels. You can reach the PRP office byThe publication also contains information
 Assistant Commissioner (International)writing the Problem Resolution Officer in yourfor individuals who have income from the Vir-
Attention: CP:IN:D:CSIRS District or Service Center. If you aregin Islands and Puerto Rico. Those with in-
950 L’Enfant Plaza South, S.W.outside the United States, contact:come from sources in the Virgin Islands, who
Washington, DC 20024are not bona fide residents of the Virgin Is-

Internal Revenue Servicelands on the last day of their tax year, must at-
Assistant Commissioner (International)tach Form 8689, Allocation of Individual In-

Excludable income from sources withinAttention: CP:IN:D:PROcome Tax to the Virgin Islands, to their Form
the possessions includes:950 L’Enfant Plaza South, S.W.1040. They must also file a copy of their Form

Washington, DC 20024 1) Wages, salaries, and other kinds of pay1040 (with all attachments) with the Virgin Is-
for personal services performed in thelands Bureau of Internal Revenue. For more

The Problem Resolution Office will ensure that possessions. (But see Exception, below.)information, see the discussion and the illus-
your problem receives proper attention. Al-trated example of Form 8689, later in this 2) Dividends received from possession
though this office cannot change the tax law orpublication. sources, including those paid by:
technical decisions, it can frequently clear up

a) U.S. corporations that do business inIf you need additional information on misunderstandings that resulted from previ-
the possessions and elect the Puertothe U.S. taxation of individuals in U.S. ous contacts.
Rico and possession tax credit, andpossessions, write to:

b) Possession and foreign corporations Internal Revenue Service
that do business mainly in theAssistant Commissioner (International) Possession Exclusion  possessions.

Attention: CP:IN:D:CS
For 1996, the possession exclusion applies 3) Interest on deposits paid by banks that do950 L’Enfant Plaza South, S.W.
only to bona fide residents of American business mainly in the possessions, in-Washington, DC 20024
Samoa. cluding interest paid on deposits with the

Individuals in Guam, the CNMI, Puerto possession branches of:
Rico, or the Virgin Islands are not eligible for

a) Domestic banks with commercial bank-Useful Items the possession exclusion discussed here. The
ing business in the possessions, andYou may want to see: tax rules for each of these possessions are

b) Savings and loan associationsdiscussed later.
chartered under federal or state laws.Publication

4) Gains from the sale of securities, such as□ 54 Tax Guide for U.S. Citizens and Qualifications  
stock certificates, are from sources in theResident Aliens Abroad To qualify for the possession exclusion, you possessions if the seller’s residence is in

must be a bona fide resident of American Sa-□ 514 Foreign Tax Credit for Individuals a possession and the sale is not attributa-
moa for the entire tax year. For example, if ble to an office or other fixed place of bus-
your tax year is the calendar year, you must beForm (and Instructions) iness maintained by the seller in the
a bona fide resident from January 1 through United States. However, see the Caution,□ 1040 U.S. Individual Income Tax December 31. In addition to this time require- below.Return ment, the following factors may be considered
in determining bona fide residence:□ 1040-SS U.S. Self-Employment Tax

Return ● Your intent to be a resident of American Sa- Income from sources outside the posses-
moa, as shown by the circumstances, sions includes:□ 1116 Foreign Tax Credit

1) Wages, salaries, and other kinds of pay● The establishment of a permanent home for□ 4563 Exclusion of Income for Bona
for personal services performed outsideyou and members of your family in Ameri-Fide Residents of American
the possessions. The source of thecan Samoa for an indefinite period of time,Samoa
wages, salaries, etc., is the place where

● The reason for and duration of your ab-□ 5074 Allocation of Individual Income the services were performed even thoughsences from American Samoa, andTax to Guam or the payment is made in the possessions.
Commonwealth of the Northern ● The type and duration of your job in Ameri- (See Exception, below.)
Mariana Islands (CNMI) can Samoa. 2) Dividends paid by corporations not doing

□ 8689 Allocation of Individual Income business in the possessions. Dividends
If you were not a bona fide resident ofTax to the Virgin Islands paid by U.S. corporations doing business

American Samoa for all of 1996, you cannot mainly in the United States are from U.S.
claim the possession exclusion. See If You Do sources. Dividends paid by foreign corpo-Ordering publications and forms. To order Not Qualify, later for information on how to rations not doing business mainly in thefree U.S. income tax forms and publications, compute your tax liability in this case. United States or in the possessions arewrite to: Eastern Area Distribution Center, P.O.

from sources in foreign countries.Box 25866, Richmond, VA 23286-8107. You
Sources of Income  can get any necessary possession tax forms 3) Interest paid on deposits with banks that

at the appropriate possession tax office. The do not carry on business in the posses-If you qualify as a bona fide resident of Ameri-
office addresses are given later. See also How sions. Interest paid on bank deposits incan Samoa for 1996, you can exclude income
To Get More Information near the end of this the United States is interest from U.S.from sources in American Samoa, Guam, or
publication. sources.the CNMI and income effectively connected

wi th  your  t rade or  bus iness in  these
Problem Resolution Program (PRP).  If you possessions. Exception. For the possession exclusion,
have a problem with the Internal Revenue Ser- General rules for determining the source of the United States is the source of wages, sala-
vice that has not been resolved by your previ- income are given below. For purposes of this ries, etc., paid by the U.S. Government or any
ous contacts with the Service, the Problem discussion, the term possession means of its agencies to individuals who are its civil-
Resolution Office may be able to help you. American Samoa, Guam, or the CNMI. If you ian or military employees.
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A U.S. person who becomes a resi- Gross income during the bona fide residence Foreign tax credit.  If you must report pos-
dent of American Samoa, Guam, or period Jan. 1, 1996, through Dec. 31, 1996 session source income on your U.S. tax re-
the CNMI is subject to U.S. tax on turn, you can claim a foreign tax credit, figuredPossession source income:

U.S. source income, including gain from sales on Form 1116, Foreign Tax Credit, for incomeSamoan wages . . . . . . . . . . . . . . $16,000
taxes paid in the possessions on that income.of certain U.S. assets, during the 10-year pe- Guam interest . . . . . . . . . . . . . . . 500
You cannot claim a foreign tax credit for taxesriod beginning when the person becomes a $16,500
paid on excluded possession income.resident. The U.S. person will be subject to

Nonpossession source income: If you have income, such as U.S. Govern-U.S. tax on any gain from the disposition of
U.S. dividends . . . . . . . . . . . . . . . 2,000 ment wages, that is not excludable, and youU.S. property (including appreciated stock is-
Capital gain (U.S. source) . . . 4,000 6,000 have income from possession sources that issued by a U.S. corporation) during this period.

Total income $22,500 excludable, you must figure the credit by re-
ducing your foreign taxes paid or accrued by
the taxes based on the excluded income. ToOliver’s possession source income of
find the amount of this reduction, use the fol-$16,500 is eligible for the exclusion. OliverScholarships and fellowships.  The source
lowing formula:must file a U.S. income tax return to report hisof a payment made as a scholarship or fellow-

U.S. source income. He must complete and at-ship grant is generally the residence of the Excluded income from
possession sourcestach Form 4563, Exclusion of Income for Bonapayer. The result is the same if payments are
less deductibleFide Residents of American Samoa, to hismade by an agency acting on behalf of the expenses based on Tax paid or Reduction
that income × accrued to = in foreignU.S. return to show his excluded income.payer.
Total income subject possessions taxes
to possession tax less
deductible expensesDeductions and Credits  based on that income

Examples. The following examples illustrate You can neither deduct nor claim a credit for
See the example under Foreign tax credit, inthe sources of income. Assume that corpora- items connected to your excluded possession
the discussion The Commonwealth of Puertotions chartered in American Samoa (American income that you exclude from gross income
Rico, later. For more information on foreignSamoan corporations) do business only in on your U.S. income tax return.
tax credit, get Publication 514, Foreign TaxAmerican Samoa, and that the U.S. and for- Items that do not apply to a particular type
Credit for Individuals.eign corporations do not carry on business in of income must be divided between your ex-

the possessions. cluded income from possession sources and
Personal exemptions.  Personal exemptionsincome from all other sources to find the
are allowed in full. They are not divided.

amount you can deduct on your U.S. tax re-Example 1. Frank Harris, who is single, is
turn. Examples of these items are medical ex-an engineer who went to work in American Sa- Moving expenses.  If you are claiming ex-penses, real estate taxes, mortgage interestmoa for a private construction company on penses for a move to a U.S. possession fromon your home, and charitable contributions.August 3, 1995, and lived there through 1996. the United States, or from a U.S. possession

He is a bona fide resident of American Samoa to the United States, you should use Form
Standard deduction.  The standard deduc-for 1996. 3903, Moving Expenses. This type of move is
tion does not apply to a particular type of in-During 1996, he received wages of not considered a foreign move. Get Publica-
come. It must be divided between your ex-$23,300 in American Samoa. He also received t ion 521, Moving Expenses, for  more
cluded income and income from otherdividends of $400 from U.S. corporations, divi- information.
sources. This division must be made beforedends of $100 from foreign corporations, and
you can determine if you must file a U.S. tax re-interest of $1,300 from deposits in U.S. banks. If You Do Not Qualify turn, because the minimum income level at

If you do not qualify for the possession exclu-which you must file a return is based, in part,
sion because you are not a bona fide residenton the standard deduction for your particularGross income during the bona fide residence
of American Samoa (as explained earlier), orfiling status.period Jan. 1, 1996, through Dec. 31, 1996
not a bona fide resident of American SamoaSamoan wages . . . . . . . . . . . . . . . . . . . . . . . . . . . . $23,300
for the entire year, you should figure your taxFiguring the deduction. To divide an item be-Nonpossession source income:
liability in the usual manner. You should reporttween your excluded income and income fromDividends (U.S.) . . . . . . . . . . . . . . . . 400
all your taxable income, including income fromother sources, multiply it by the followingDividends (foreign) . . . . . . . . . . . . . 100 foreign and possession sources, and claim allfraction:Interest (U.S.) . . . . . . . . . . . . . . . . . . 1,300 1,800 allowable exemptions, deductions, and cred-

Gross income from sourcesTotal income $25,100 its, following the instructions for Form 1040.
outside the possessions You can take a credit against your U.S. tax

Total gross income from all liability if you paid income taxes to a foreign
sources (including excluded

country or a possession and reported incomepossession income)Frank’s possession source income eligible
from sources outside the United States onfor the exclusion is $23,300. Because Frank’s
your U.S. tax return. The amount of foreign orExample. Barbara Jones, a U.S. citizen, isremaining income is less than $2,550, he does
possession income taxes paid that you cansingle, under 65, and a bona fide resident ofnot have to file a U.S. tax return for 1996. How-
claim as a credit is figured on Form 1116,American Samoa. During 1996, she receivedever, he must file a tax return in American Sa-
which should be attached to your Form 1040.$20,000 of income from Samoan sources andmoa. See Filing Tax Returns, later.
For more information, see Publication 514.$5,000 of income from sources outside the

possessions. She does not itemize her deduc-
Example 2. Oliver Hunter was employed tions. Her allowable standard deduction for

by a private employer in American Samoa 1996 is figured as follows: Filing Tax Returns  from June 16, 1995, through December 31,
$ 5,0001996. He is a bona fide resident of American ×  $4,000 (standard deduction) =  $800 If you can claim the possession exclusion, you$25,000

Samoa for 1996. may not have to file a U.S. income tax return.
During 1996, he received wages of Barbara must file a U.S. income tax return be- If you were a bona fide resident of Ameri-

$16,000, dividends of $2,000 from U.S. corpo- cause her gross income ($5,000) is more than can Samoa for all of 1996, and all of your in-
rations, a capital gain of $4,000 from the sale her allowable standard deduction plus her ex- come is from sources in American Samoa,
of stock in the United States, and interest of emption ($800 +  $2,550 =  $3,350). See Fil- Guam, or the CNMI, or is effectively con-
$500 from a bank in Guam. ing Tax Returns, later. nected with your trade or business in these
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possessions, you do not have to file a U.S. in- 4563, Exclusion of Income for Bona Fide Re- Any payment you made with the applica-
come tax return. You may have to file a return tion for extension should be entered on line 55sidents of American Samoa, to Form 1040.
in American Samoa. For information and an of Form 1040. You cannot ask the InternalForm 4563 is not an income tax return. It is an
address for the taxing authority in American Revenue Service to figure your tax if you useinformation form that allows you to show that
Samoa, see the discussion under American the extension of time to file.you qualified for the possession exclusion dur-
Samoa, later. ing the tax year. Form 4563 must be filed with

If you qualify for the possession exclusion your Form 1040 and cannot be filed by itself. Form 2688,  Application for Additional Exten-
as a bona fide resident of American Samoa for There is an example of a filled-in Form 4563 at sion of Time To File U.S. Individual Income
1996 and you have income from sources the end of this publication. Tax Return.  Further extensions of the time to
other than American Samoa, Guam, or the file are granted only under very unusual cir-
CNMI, you must file a U.S. income tax return if cumstances. If you need additional time to file,When and Where to File  your gross income is at least the amount apply for the extension either in a letter or by

If you file on a calendar year basis, the dueshown below for your filing status plus your al- filing Form 2688. Extensions beyond the 4-
date for filing your U.S income tax return islowable standard deduction from the compu- month automatic extension are not granted as
April 15 following the end of your tax year. Iftation discussed earlier under Standard a matter of course. You must show reasona-
you use a fiscal year (a year ending on the lastdeduction. ble cause.
day of a month other than December), the due Except in undue hardship cases, an appli-

Filing status: Gross income of at least: date is the 15th day of the 4th month after the cation for extension on Form 2688 will not be
end of your fiscal year. If any due date falls onSingle . . . . . . . . . . . . . . . . . . . . $  2,550 accepted until you have taken advantage of
a Saturday, Sunday, or legal holiday, your taxMarried, filing jointly . . . . . 5,100 the automatic 4-month extension using Form
return is due on the next business day.Married, filing separately 2,550 4868.

Head of household . . . . . . 2,550
Federal tax returns mailed by taxpay-Qualifying widow(er) . . . . . 2,550 Extensions of time to file.  If you live outside
ers in foreign countries are filed onthe United States and Puerto Rico and have

If you do not qualify for the possession ex- time if they bear an official postmarkyour main place of business or post of duty
clusion, you must generally file a U.S. income dated by midnight of the due date, includingoutside the United States and Puerto Rico on
tax return if your gross income was at least the any extensions. The postmark can be foreign.the regular due date of your return, you are au-
amount shown below. tomatically granted a 2-month extension to file

your return. If you file on a calendar year basis,Filing status: Gross income of at least: Where to file.  If you have to file Form 1040you have until June 15. This extension is also
Single . . . . . . . . . . . . . . . . . . . . $  6,550 with the United States, file it with the Internalavailable if you are on military duty outside the
Married, filing jointly . . . . . 11,800 Revenue Service Center, Philadelphia, PAUnited States and Puerto Rico. Your assigned
Married, filing separately 2,550 19255–0002.tour of duty outside the United States and Pu-
Head of household . . . . . . 8,450 erto Rico must include the entire due date of
Qualifying widow(er) . . . . . 9,250 your return. Self-Employment Tax  

If you use this automatic 2-month exten- A U.S. citizen who owns and operates a busi-If you are age 65 or over, and you do not
sion, you must attach a statement to your re- ness must pay self-employment tax on netqualify for the possession exclusion, the mini-
turn showing that you qualify for it. You must self-employment earnings of $400 or more.mum income levels for filing a return increase.
pay interest on any unpaid tax from the dueFor these amounts, see the instructions for This rule applies whether or not the earnings
date (April 15 if you file a calendar year return)Form 1040. are excludable from gross income (or whether
to the date you pay the tax.Some persons must file a tax return even or not a U.S. income tax return must be filed).

though their gross income is less than the Your payments of self-employment tax
Joint return. If you and your spouse file a jointamount shown above for their filing status. For contribute to your coverage under the social
return, only one of you needs to meet thethese situations, see the instructions for Form security system. Social security coverage pro-
qualifications discussed above to take advan-1040. vides you with old age, survivor, and disability
tage of the automatic extension to June 15 for benefits and hospital insurance.Example. Regina Gray, a U.S. citizen,
filing your tax return. The maximum amount of earnings subjectuses a calendar tax year. She was employed

If you file separate returns instead of a joint to social security (old age, survivor, and disa-in American Samoa from July 2, 1995, to Jan-
return, only the spouse who meets the qualifi- bility insurance) tax is $62,700 for 1996. Theuary 1, 1997. Her 1996 income consisted of
cations can use the automatic extension. tax rate is 12.4%. All earnings are subject toher salary from her job plus interest of $500 on

Medicare (hospital insurance) tax. The taxdeposits in a U.S. bank.
rate is 2.9%.Form 4868,  Application for Automatic Exten-Regina does not have to file a U.S. income

sion of Time To File U.S. Individual Incometax return for 1996 because she can claim the
Tax Return.  You can get an automatic 4- Self-employment tax form.  Unless one ofpossession exclusion for 1996, and her U.S.
month extension of time to file your tax return the following special income tax rules applies,income is below the amount that would cause
by filing Form 4868. This 4-month extension is figure your self-employment tax on Scheduleher to have to file a U.S. tax return.
not in addition to the automatic 2-month ex- SE (Form 1040) and attach it to your U.S. in-Regina filed both U.S. and Samoan in-
tension explained earlier. The 4 months and come tax return.come tax returns for 1995, and she will file
the 2 months both begin on April 15. You mustonly a Samoan tax return for 1996. If you are a resident of American Samoa,
file Form 4868 by the due date for filing your Guam, the CNMI, or the Virgin Islands who
return, as extended by the 2-month automatic has net self-employment income, and you doDependents filing requirements.  Generally,
extension (usually June 15). Clearly note not have to file Form 1040 with the Uniteda person who receives unearned income,
across the top of the form ‘‘Taxpayer Abroad States, use Form 1040-SS, U.S. Self-Employ-such as interest and dividends, has total in-
’’. ment Tax Return, to figure your self-employ-come of more than $650, and can be claimed

ment tax.In filling out Form 4868, you must make aas a dependent on another person’s return,
must file a return. For more information, see tentative tax estimate for the year and you If you are a resident of Puerto Rico, file
the instructions for Form 1040. should pay in full any tax due with the applica- Form 1040-SS o r  Form 1040-PR,  i f

tion. If you do not pay the tax due, you will be appropriate.
charged interest on any tax not paid by the These forms must be filed with the InternalForm 4563.  If you must file a U.S. income tax
regular due date of your return, and you mayreturn and you qualify for the possession ex- Revenue Service Center, Philadelphia, PA
be charged a penalty for the late payment.clusion, claim the exclusion by attaching Form 19255.
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Self-employment tax deductions. You can between related persons, determinations of All statements must be signed and dated.
claim a deduction in figuring your net earnings residency, and determinations of the source Credit or refund.  In addition to the tax as-
from self-employment. This deduction is al- of income and related expenses. sistance request, if you seek a credit or refund
lowed only in figuring self-employment tax. It Send your written request for assistance of any overpayment of United States tax paid
is not an income tax deduction. This deduc- under this procedure to the on the income in question, you should file a
tion is figured on Schedule SE or Form 1040- claim on Form 1040X, Amended U.S. Individ-

 Internal Revenue ServiceSS (1040-PR). ual Income Tax Return. Indicate on the form
Assistant Commissioner (International)Also, you can take a deduction of one-half that a request for assistance under the mutual
 950 L’Enfant Plaza South, S.W.of your self-employment tax on line 25 of agreement procedure with the possession
 Washington, DC 20024.Form 1040 in figuring adjusted gross income. has been filed. Attach a copy of the request to

This is an income tax deduction only; it is not a the form.
Your request must contain a statement thatdeduction in figuring net earnings from self- You should take whatever steps must be
assistance is requested under the mutualemployment subject to self-employment tax. taken under the possession tax code to pre-
agreement procedure with the possession. ItIf you are a bona fide resident of American vent the expiration of the statutory period for
must also contain all the facts and circum-Samoa or Puerto Rico, and you exclude your filing a claim for credit or refund of a posses-
stances relating to your particular case. Toself-employment income from gross income, sion tax.
avoid unnecessary delays, make sure you in-you cannot take the deduction on line 25 of
clude all of the following information:Form 1040. You cannot deduct items related

to excluded income. 1) Your name, address, and social security Filing RequirementsIf you have self-employment income that is number.
partially excluded, only the part of the deduc- for Individuals in2) The name, address, and social securitytion that is based on the nonexcluded income

number of the related person in the pos-is allowed. This would happen if, for instance, U.S. Possessions  
session (if one is involved).you have two businesses, and only the in-

Guam, the CNMI, American Samoa, the Virgincome from one of them is excludable. 3) The tax year(s) in question and the Inter- Islands, and Puerto Rico have their own inde-Figure the tax on the nonexcluded income nal Revenue Service Center where your pendent tax departments. An individual whoby multiplying your total self-employment tax return was filed. has income from sources in these posses-(from Schedule SE) by the following fraction:
4) If income tax is involved, the type of in- sions will probably have to file a tax return with

Self-employment income that is not excluded come, a description of the transaction, one of the possessions’ tax departments. It is
activities, or other pertinent circum-Total self-employment income possible that you may have to file two annual

(including excluded income) stances, and the positions taken by you tax returns: one with the possession’s tax de-
and the possession tax agency. partment and the other with the U.S. Internal

The result is your self-employment tax on
Revenue Service.5) The amount of the item (income, deduc-nonexcluded income. You can deduct one-

You should ask for forms and advice abouttion, or credit) involved and the amount ofhalf of this amount on line 25 of Form 1040.
the filing of possession tax returns from thattax the possession assessed or proposed
possession’s tax department and not the In-to assess.Credit for Excess FICA ternal Revenue Service. In some situations

6) A description of the control and business you may have to determine if you are a resi-Employee Tax Withheld  relationships between you and the re- dent or a nonresident of a certain possession.If you had more than one employer for 1996, lated person in the possession, if that Contact the tax department of that posses-and your total wages were over $62,700, your applies. sion for advice about this point.employers may have withheld too much social
The following discussions cover the gen-7) A statement of the status of your tax lia-security tax. If so, you can take a credit for the

eral rules for filing returns in Guam, the CNMI,bility for the year(s) in question and, if itexcess amount on line 56 of Form 1040.
American Samoa, the Virgin Islands, and Pu-applies, the status of the tax liability of theIf any one employer withheld more than
erto Rico for 1996.related person in the possession.$3,887.40 of social security tax, you must ask

your employer to refund the excess to you. 8) A statement whether you or the related
Guam  You cannot claim it on your return. person, if one is involved, is entitled to

If you do not file Form 1040, you can claim Guam has its own tax system based on theany possession tax incentive or subsidy
a refund of the excess amount withheld by fil- same tax laws and tax rates that apply in theprogram benefits for the year(s) in
ing Form 843, Claim for Refund and Request United States.question.
for Abatement. Residents of Puerto Rico, the

9) Copies of any correspondence received Requests for advice about GuamVirgin Islands, American Samoa, Guam, and
from the possession tax agency and cop- residency and tax matters should bethe CNMI should file Form 843 with the Inter-
ies of any material you provided to them. addressed to:nal Revenue Service Center, Philadelphia, PA

10) Copy of the possession tax return(s) for19255. Guam Department of Revenue and
the year(s) in question. Taxation

P.O. Box 2360711) A statement whether a foreign tax creditDouble Taxation  
GMF, GU 96921was claimed on your federal tax return forA mutual agreement procedure exists to settle

all or part of the possession tax paid orissues where there is an inconsistency be-
accrued on the item in question.tween the tax treatment by the IRS and the Telephone number (671) 475–5000

tax ing  au thor i t i es  o f  the  fo l low ing 12) A statement whether your federal return Fax number (671) 472–2643
possessions: or the return of the related person, if

there is one, was examined, or is beingAmerican Samoa, If you are a U.S. citizen who derives in-
examined. come from sources in Guam and the UnitedGuam,

13) A separate statement that you consent to States, you must file your income tax return as
Puerto Rico, and the disclosure to the designated posses- explained below with either Guam or the
the Virgin Islands. sion tax official of any or all of the items United States, but not both. You are relieved

of information set forth in, or enclosed of any income tax liability to the jurisdiction
These issues usually involve allocations of with, the request for assistance under with which you do not have to file. If you have

income, deductions, credits, or allowances this procedure. to file a return, you must include income from
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all sources (including the United States and $25,000 salary as an engineer. His wife Example. Peg Post is single and files her
Guam). return on a calendar year basis. On March 1,earned $15,000 as a teacher in Guam. Mr.

Peg was a resident of the United States andand Mrs. White filed a joint return. Because
If you are a resident of Guam on made an early first payment of estimated in-Bill has the greater adjusted gross income,
the last day of your tax year, you come tax to the United States. Before the datethey must file their return with the United
should file your return with the: Peg would otherwise have to make her firstStates and report the entire $40,000 on that

payment of estimated tax (April 15), she be-return.Department of Revenue and Taxation
comes a resident of Guam for the rest of theGovernment of Guam
year. Peg must make the rest of her install-P.O. Box 23607 U.S. military employees.  If you are a mem-
ment payments of estimated tax to Guam be-GMF, GU 96921 ber of the U.S. Armed Forces stationed on
cause she is a resident of Guam on the dateGuam, you are not considered a resident of
that her first payment of estimated tax is oth-Include any balance of tax due on income Guam and you must file your return with the
erwise due. At the end of the year, Peg will filederived from all sources with your tax return. United States. However, if you are a member
her tax return with Guam and claim credit forof the military and a citizen of Guam, or if youExample. Gary Barker was a resident of
all estimated tax installments on that return.are a civilian employee of the military, you areGuam during the entire year of 1996. His in-

Estimated tax form.  If your estimated in-subject to the same rules described in the pre-come consisted of wages of $20,000 paid by a
come tax obligation is to the United States,vious paragraphs.private employer and dividends of $4,000
use Form 1040–ES to figure your estimatedfrom U.S. corporations that carry on business
tax, including self-employment tax. Use themainly in the United States. Income taxes withheld and estimated tax
payment vouchers for your payments.He must file a 1996 income tax return with payments  are taken into account in deter-

If your estimated income tax obligation isthe Government of Guam. He reports his mining if there is tax due or an overpayment,
to Guam, use their forms to figure your esti-gross income of $24,000 on the return. whether or not the withholdings or payments
mated income tax and make your payments.were actually received by the jurisdiction with
You will have to separately figure your esti-If you are a resident of the United States which the return must be filed. Any liability for
mated self-employment tax (you can useon the last day of your tax year, you should file underpayment of estimated tax is payable to
Form 1040–ES) and make payments with theyour return with the Internal Revenue Service the jurisdiction where you file your return for
payment vouchers to the address given in theCenter, Philadelphia, PA 19255–0002. Include the tax year. Form 1040–ES instructions.any balance of tax due on income derived

from all sources with your tax return. Payment of estimated tax. If you have to pay Information return.  If your adjusted gross in-
estimated tax, make your payment to the juris- come from all sources is at least $50,000,If you are neither a resident of Guam nor a diction (United States or Guam) where you your gross income consists of at least $5,000resident of the United States at the end of would file your income tax return if your tax from sources in Guam, and you file a U.S. in-your tax year, you should file with Guam if you year were to end on the date your estimated come tax return, attach Form 5074, Allocationare a citizen of Guam but not otherwise a citi- tax payment is first due. Generally, you should of Individual Income Tax to Guam or the Com-zen of the United States (born or naturalized make your quarterly payments of estimated monwealth of the Northern Mariana Islandsin Guam). If you are a U.S. citizen or resident
tax with the jurisdiction where you made your (CNMI), to Form 1040. You can get Formbut not otherwise a citizen or resident of
original estimated tax payment. However, see 5074 from most Internal Revenue Service of-Guam, you should file with the United States.
Early payment of estimated tax,  below. fices. If you need further information on FormExample. William Berry, a U.S. citizen, If you make a joint payment of estimated 5074, write to:was employed by a private company in Guam tax, make your payment with the jurisdiction

from June 1 through December 31, 1996. He Internal Revenue Servicewhere the spouse who has the greater esti-
received a salary of $20,000 during that pe- Assistant Commissioner (International)mated adjusted gross income would have to
riod for his work in Guam, $4,000 in dividends pay (if a separate payment were made). For Attention: CP:IN:D:CS
from U.S. corporations that carry on business this purpose, income is determined without re- 950 L’Enfant Plaza South, S.W.
mainly in the United States, and $1,000 in in- gard to community property laws. Washington, DC 20024terest from deposits in U.S. banks. William

Example. Bill West is single and files hiscontacted the Guam Department of Revenue
return on a calendar-year basis. He is a resi-and Taxation and was advised that he was not

Note: Guam and the United States havedent of the United States at the time that hea resident of Guam. He must file a U.S. tax re-
entered into an implementing agreement. Themust make his first payment of estimated in-turn. On his U.S. tax return, he reports the
effective date of the agreement, however,come tax for the year. Since Bill does not ex-$4,000 of dividends, the $1,000 of interest,
has been indefinitely postponed. Under thepect to be a resident of Guam at the end of theand the $20,000 Guam salary in addition to
agreement, Guam may enact its own laws forany income he had in 1996 before June 1. year, he pays his estimated tax to the United
taxing residents of Guam as well as for taxingStates by April 15. Later in the year, however,
income sourced in Guam (or income effec-Bill becomes a resident of Guam and receivesJoint return. If you file a joint return, you
tively connected with a trade or business inshould file it (and pay the tax) with the jurisdic- income from Guam sources that causes him
Guam) and paid to a nonresident. Individualstion where the spouse who has the greater ad- to refigure his estimated tax payments. The
who are bona fide residents of Guam andjusted gross income would have to file (if you quarterly estimated tax payments must be
have income sourced outside Guam, thewere filing separately). If the spouse with the made to the United States because he was a
CNMI, or American Samoa may have to file agreater adjusted gross income is a resident of U.S. resident when his first payment of esti-
U.S. tax return. Individuals who are bona fideGuam at the end of the tax year, file the joint mated tax was due. Because Bill is a resident
residents of Guam and have income sourcedreturn with Guam. If the spouse with the of Guam at the end of his tax year, he must file
in any of the three possessions may be able togreater adjusted gross income is a resident of his income tax return with Guam. On that re-
treat that income as exempt from U.S. incomethe United States at the end of the tax year, turn, he claims credit for the estimated tax
tax under the possession exclusion rules.file the joint return with the United States. For payments made to the United States.

this purpose, income is determined without re- Early payment of estimated tax. If you
gard to community property laws. Double taxation. A mutual agreement proce-make your first payment of estimated tax early

dure exists to settle cases of double taxationand you do not send it to the jurisdiction toExample. Bill White, a U.S. citizen, was a
between the United States and Guam. Seewhich you would have sent it if you had notresident of the United States, and his wife, a
Double Taxation, earlier under Filing Taxmade it early, make all later payments to thecitizen of Guam, was a resident of Guam at
Returns.other jurisdiction.the end of 1996. Bill’s income consisted of a
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year were to end on the date your first pay- the CNMI) and paid to a nonresident. Individu-The Commonwealth of the
als who are bona fide residents of the CNMIment of estimated tax is due. Generally, youNorthern Mariana Islands  and have income sourced outside the CNMI,should make your quarterly payments of esti-

The Commonwealth of the Northern Mariana Guam, or American Samoa may have to file amated tax with the jurisdiction where you
Islands (CNMI) has its own tax system based U.S. tax return. Individuals who are bona fidemade your first payment of estimated tax.
partly on the same tax laws and tax rates that residents of the CNMI and have incomeHowever, see Early payment of estimated tax,
apply to the United States and partly on local sourced in any of the three possessions maybelow.
taxes imposed by the CNMI government. be able to exclude that income under the pos-If you make a joint payment of estimated

session exclusion rules when an implement-tax, make the payment to the jurisdiction
Requests for advice about CNMI resi- ing agreement is in effect.where the spouse who has the greater esti-
dency and tax matters should be ad-

mated adjusted gross income would have todressed to:
file (if a separate declaration were filed). For American Samoa  this purpose, income is determined without re-Division of Revenue and Taxation

American Samoa has its own separate and in-gard to community property laws.Commonwealth of the Northern
dependent tax system. Although its tax lawsEarly payment of estimated tax. If you Mariana Islands are modeled on the U.S. Internal Revenuemake your first payment of estimated tax earlyP. O. Box 5234, CHRB Code, there are certain differences.and the jurisdiction to which you make it is notSaipan, MP 96950

the one to which it should have been made if Requests for advice about matters
you had not made it early you must make all connected with Samoan taxationIf you are a U.S. citizen who derives in-
later payments to the jurisdiction to which the should be sent to:come from CNMI and United States sources,
first payment should have been made if youyou must file your income tax return with either

Tax Divisionhad not made it early.the CNMI or the United States as explained
Government of American SamoaEstimated tax form.  If your estimated in-below. Do not file with both. You are relieved
Pago Pago, American Samoa 96799come tax obligation is to the United States,of any income tax liability to the jurisdiction

use Form 1040–ES to figure your estimatedwith which you do not have to file. If you must
tax, including self-employment tax. Use thefile a return, be sure to include income from all

Residents of American Samoa.  If you are apayment vouchers for your payments.sources (including the United States and the
U.S. citizen and a resident of American Sa-If your estimated income tax obligation isCNMI).
moa, you must report your gross income fromto the CNMI, use their forms to figure your es-
worldwide sources on your Samoan tax re-timated income tax and make your payments.If you are a resident of the CNMI  on the last turn. If you report non-Samoan source incomeYou will have to separately figure your esti-day of your tax year, you should file your return on your Samoan tax return, you can claim amated self-employment tax (you can usewith the Division of Revenue and Taxation at credit against your Samoan tax liability for in-Form 1040–ES) and make payments with thethe address above. Include any balance of tax come taxes paid on that income to the Unitedpayment vouchers to the address given in thedue on income derived from all sources with States,  a foreign country,  or  anotherForm 1040–ES instructions.your tax return. possession.

If you are a resident of American Samoa
Income taxes withheld and estimated taxIf you are a resident of the United States for part of the tax year and you then leave
payments  are generally taken into account inon the last day of your tax year, you should file American Samoa, you must file a tax return
determining if there is tax due or an overpay-your return with the Internal Revenue Service with American Samoa for the part of the year
ment, whether or not the withholdings or pay-Center, Philadelphia, PA 19255–0002. Include you were present in American Samoa.
ments were actually received by the jurisdic-any balance of tax due on income derived Bona fide residents of American Samoa in-
tion with which the return must be filed. Anyfrom all sources with your tax return. clude military personnel whose official home
liability for underpayment of estimated tax is of record is American Samoa.
payable to the jurisdiction where you file yourIf you are neither a resident of the CNMI
return for the tax year.nor a resident of the United States at the Nonresidents of American Samoa.  If you

end of your tax year, but you are a citizen of are a nonresident of American Samoa, you
Information return.  If your adjusted gross in-the CNMI, you should file with the Division of should report only income from Samoan
come from all sources is at least $50,000,Revenue and Taxation. File with the Internal sources on your Samoan tax return. U.S. citi-

Revenue Service Center, Philadelphia, PA your gross income consists of at least $5,000 zens residing in American Samoa are consid-
19255–0002, if you are a citizen of the United from sources in the CNMI, and you file a U.S. ered residents of American Samoa for income
States. income tax return, attach Form 5074, Alloca- tax purposes.

tion of Individual Income Tax to Guam or the
Commonwealth of the Northern Mariana Is-Joint return. If you file a joint return, you U.S. Government employees.  If you are em-
lands (CNMI), to Form 1040. You can getshould file it (and pay the tax) with the jurisdic- ployed in American Samoa by either the U.S.
Form 5074 from most Internal Revenue Ser-tion where the spouse who has the greater ad- Government or any of its agencies, or by the
vice offices. If you need further information onjusted gross income would have to file (if you Government of American Samoa, you are
Form 5074, write to:were filing separately). If the spouse with the subject to tax by American Samoa on your pay

greater adjusted gross income is a resident of from either government. Whether you are sub-
Internal Revenue Servicethe CNMI at the end of the tax year, file the ject to tax by American Samoa on your non-
Assistant Commissioner (International)joint return with the CNMI. If the spouse with Samoan source income depends on your sta-
Attention: CP:IN:D:CSthe greater adjusted gross income is a resi- tus as a resident or nonresident.
950 L’Enfant Plaza South, S.W.dent of the United States at the end of the tax Wages and salaries paid by the Govern-
Washington, DC 20024year, file the joint return with the United ments of the United States and American Sa-

States. For this purpose, income is deter- moa to U.S. citizens are also subject to U.S.
mined without regard to community property federal income tax. These payments are not
laws. Note: When the CNMI and the United excludable under the possession exclusion.

States enter into an implementing agreement, If you report government wages on both
the CNMI may enact its own laws for taxing re-Payment of estimated tax.  If you must pay your U.S. and Samoan tax returns, you can

estimated tax, make your payment to the juris- sidents of the CNMI as well as for taxing in- take a credit on your U.S. tax return for income
diction (United States or the CNMI) where you come sourced in the CNMI (or income effec- taxes paid or accrued to American Samoa.
would file your income tax return if your tax tively connected with a trade or business in You should figure that credit on Form 1116,
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and attach that form to your U.S. tax return, their return with, and paying their tax to, the make any payments due to the respective ju-
Form 1040. Show your wages paid for ser- Virgin Islands Bureau of Internal Revenue. risdictions. However, the Virgin Islands Bu-
vices performed in American Samoa on Form reau of Internal Revenue will honor an exten-
1116 as income from sources in a possession. sion request that was timely filed with the IRS.Non-Virgin Islands resident with Virgin Is-

If you need more time after filing Formlands income.  If you are a U.S. citizen or resi-
Estimated tax.  If your estimated income tax dent alien and you have income from sources 4868, file Form 2688, Application for Addi-
obligation is to the United States, use Form in the Virgin Islands or income effectively con- tional Extension of Time To File U.S. Individ-
1040–ES to figure your estimated tax, includ- nected with the conduct of a trade or business ual Income Tax Return. For more information,
ing self-employment tax. Use the payment in the Virgin Islands, and you are not a bona see the Form 2688 instructions.
vouchers for your payments. fide resident of the Virgin Islands on the last

day of your tax year, you must file identical tax Double taxation.  A mutual agreement proce-
returns with the United States and the VirginDouble taxation.  A mutual agreement proce- dure exists to settle cases of double taxation
Islands. You do this by filing the original returndure exists to settle cases of double taxation between the United States and the Virgin Is-
with the United States and filing a copy of thebetween the United States and American Sa- lands. See Double Taxation, earlier under Fil-
U.S. return (including all attachments, forms,moa. See Double Taxation, earlier under Fil- ing Tax Returns.
and schedules) with the Virgin Islands Bureauing Tax Returns.
of Internal Revenue by the due date for filing

The CommonwealthForm 1040.The Virgin Islands  
The amount of tax you must pay to the Vir- of Puerto Rico  An important factor in Virgin Islands taxation is gin Islands is figured by multiplying the total

The Commonwealth of Puerto Rico has itswhether, on the last day of the tax year, you tax on your U.S. return (after certain adjust-
own separate and independent tax system.are a bona fide resident of the Virgin Islands ments) by a decimal. This decimal is found by
While it is modeled after the U.S. system,and not a visitor or tourist. If you are a tempo- dividing your adjusted gross income from the
there are variations in law and tax rates. If yourary worker on the last day of the tax year, you Virgin Islands by your worldwide adjusted
are a U.S. citizen who derives income frommay or may not be a bona fide resident of the gross income (from your U.S. return). Form

Virgin Islands. You should contact the Virgin Puerto Rican sources, you will be liable for8689, Allocation of Individual Income Tax to
Islands Bureau of Internal Revenue for more payment of Puerto Rican taxes. You may alsothe Virgin Islands, is used for this computa-
information. be liable for filing a U.S. tax return.tion. You must complete this form and attach

it to each copy of your return. You should pay
Requests for information about theIf you are a bona fide resident  of the Virgin any tax due to the Virgin Islands when you file
filing of Puerto Rican tax returnsIslands on the last day of the tax year, you your return with the Virgin Islands Bureau of
should be addressed to:must file your annual tax return on Form 1040 Internal Revenue. You receive credit for taxes

with the Government of the Virgin Islands and paid to the Virgin Islands by including the Department of the Treasury
pay the entire tax due to the Virgin Islands. amount on line 30, Form 8689, in the total on Bureau of Income Tax
You do not have to file with the IRS for any tax Form 1040, line 58. On the dotted line next to Consulting and Legislation Officeyear in which you are a bona fide resident of line 58, write ‘‘Form 8689’’ and show the P.O. Box 2501the Virgin Islands on the last day of the year, amount. San Juan, Puerto Rico 00902-2501provided you report and pay tax on your in- Do not enter the amount from Form 8689,
come from all sources to the Virgin Islands line 34 on Form 1040.
and identify the source(s) of the income on the See the illustrated example at the end of Telephone number (809) 723-7085.
return. If you have non-Virgin Islands source this publication. To obtain Puerto Rican tax forms,
income, you must also file Virgin Islands Form contact the Planning and Research
1040 INFO (Non-Virgin Islands Source In- Office at the above address. The telephoneWhere to file.  If you are not a bona fide resi-
come of Virgin Islands Residents) with the Vir- dent of the Virgin Islands but you have income number is (809) 725-8835.
gin Islands Bureau of Internal Revenue. from the Virgin Islands, you must file Form

1040 and all attachments with the Internal Residents of Puerto Rico.  If you are a U.S.You can get this form by contacting:
Revenue Service Center, Philadelphia, PA citizen and also a resident of the Common-
19255–0002, and with the Virgin Islands Bu- wealth of Puerto Rico for the entire tax year,
reau of Internal Revenue.Virgin Islands Bureau of Internal Revenue you are generally liable for the payment of tax

on your income from worldwide sources to Pu-9601 Estate Thomas If you are a bona fide resident of the
erto Rico. Any wages and the cost-of-living al-Charlotte Amalie Virgin Islands you should file your re-
lowance paid to you by the U.S. GovernmentSt. Thomas, U.S. Virgin Islands 00802 turn with:
for working in Puerto Rico are subject to Pu-
erto Rican tax. Advice about possible tax ben-Virgin Islands Bureau of Internal Revenue

Telephone number (809) 774–5865 efits under the Puerto Rican investment in-9601 Estate Thomas
Fax number (809) 776–4037 centive programs is available from the PuertoCharlotte Amalie

Rican tax authorities. If you report U.S. sourceSt. Thomas, U.S. Virgin Islands 00802
income on your Puerto Rican tax return, youExample. Mr. and Mrs. Maple left the
can claim a credit against your Puerto Rican Contact that office for information aboutUnited States on June 15, 1996, and arrived in
tax, up to the amount allowable, for incomefiling your Virgin Islands tax return.the Virgin Islands on the same day. They qual-
taxes paid to the United States.ified as bona fide residents of the Virgin Is-

lands on the last day of their tax year, Decem- Extensions of time to file.  You can get an
Nonresidents of Puerto Rico.  If you are aber 31, 1996. automatic 4-month extension of time to file
U.S. citizen and are not a resident of the Com-Mr. and Mrs. Maple file their 1996 income your tax return by filing Form 4868, Applica-
monwealth of Puerto Rico, you are liable fortax return with the Government of the Virgin tion for Automatic Extension of Time To File
the payment of tax to Puerto Rico only on yourIslands along with a Form 1040 INFO. The U.S. Individual Income Tax Return. Bona fide
income from Puerto Rican sources. WagesMaples report their worldwide income and pay residents of the Virgin Islands must file this
that you earn for services performed in Puertothe entire tax for the year to the Virgin Islands. form with the Virgin Islands Bureau of Internal
Rico for the U.S. Government or for privateEven though they lived in the United States Revenue. Non-Virgin Islands residents should
employers is income from Puerto Ricanpart of the year, their income tax obligations file separate Forms 4868 with the IRS and the
sources.for that year are completely satisfied by filing Virgin Islands Bureau of Internal Revenue and
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U.S. taxation. As a U.S. citizen, you are liable Real Estate Taxes Rico on that income. You cannot claim a for-
eign tax credit for taxes paid on exempt in-for the payment of U.S. federal income tax on

$25,000 ×  $5,000 =  $3,125 (enter on line 6 of Schedule A) come from Puerto Rico.your gross income from worldwide sources, $40,000
If you have income from Puerto Ricanno matter where your residence may be. How-

sources, such as U.S. Government wages,Home Mortgage Interestever, a special rule applies if you are a bona
that is not excludable, and you have incomefide resident of Puerto Rico for an entire tax

$25,000 ×  $6,000 =  $3,750 (enter on line 10 or 11 from Puerto Rican sources that is excludable,year, or have been a bona fide resident of Pu- $40,000 of Schedule A)
you must figure the credit by reducing your for-erto Rico for at least 2 years and later change
eign taxes paid or accrued by the taxes basedChar i tab le  Contr ibut ions  ( cashyour residence from Puerto Rico during a tax
on the exempt income. To find the amount ofcontributions)year.
this reduction, use the following formula:Income you receive from Puerto Rican $25,000 ×  $1,000 =  $625 (enter on line 15 of Schedule A)$40,000 Exempt income fromsources during your residence in Puerto Rico
P.R. sources less

is exempt from U.S. tax. This includes income deductible expenses Tax paid or ReductionEnter on Schedule A, Form 1040, only the based on that incomefor the period of Puerto Rican residence in the × accrued to = in foreignTotal income subject toallowable portion of each deduction. Puerto Rico taxesyear you change your residence from Puerto Puerto Rican tax lessStandard deduction.  The standard de- deductible expensesRico if you resided there at least 2 years
based on that incomeduction does not apply to any specific type ofbefore the change. However, income you re-

income. The part of the standard deductionceive for services performed in Puerto Rico as Example. This example illustrates the tax-that is due to exempt Puerto Rican income
an employee of the United States must be re- ation of U.S. citizens who have been bona fidecannot be claimed on your U.S. tax return. The
ported on your U.S. income tax return. residents of Puerto Rico for their entire taxcomputation is the same as for itemized de-

Deductions and credits.  Deductions and year.ductions that are not related to any specific
credits that apply to your exempt Puerto Rican John and Mary Reddy, who were bona fidetype of income (discussed above). Your stan-
income are not allowable on your federal in- residents of Puerto Rico during the entire yeardard deduction amount (see line 34 of Form
come tax return. of 1996, had the following income and ex-1040) is multiplied by a fraction, the numerator

penses in that year:Deductions that do not specifically apply to of which is gross income subject to U.S. in-
any particular type of income must be divided come tax, and the denominator of which is John:between your income from Puerto Rican gross income from all sources (including ex- $25,000 wages as an employee of the U.S.
sources and income from all other sources to empt Puerto Rican income). Government working in Puerto Rico.
find the part that you can deduct on your U.S. This computation must be made before $200 dividend from a Puerto Rican corporation that
tax return. Examples of deductions that do not you can determine if you must file a U.S. tax does business in Puerto Rico.
specifically apply to a particular type of in- return, because the minimum income level at $400 dividend from a United Kingdom corporation
come are alimony payments, the standard de- which you must file a return is based, in part, that does business in the United Kingdom.
duction, and certain itemized deductions on the standard deduction for your particular $600 dividend from a U.S. corporation that does
(such as medical expenses, charitable contri- filing status. business in the United States.
butions, and real estate taxes and mortgage Mary:Example. James and Joan Brown, both
interest on your home). $15,000 wages from a Puerto Rican corporation forunder 65, are U.S. citizens and bona fide re-

To find the part of a deduction that is allow- services performed in Puerto Rico.sidents of Puerto Rico. They file a joint income
able, multiply the deduction by a fraction. The tax return. During 1996, they received John and Mary file a joint tax return. Thenumerator of the fraction is your gross income $15,000 of income from Puerto Rican sources following table shows their exempt and taxa-from sources outside Puerto Rico, and the de- and $8,000 of income from sources outside ble income for U.S. federal income taxnominator is your total gross income from all Puerto Rico. They do not itemize their deduc- purposes.sources including your exempt income from tions. Their allowable standard deduction for
sources in Puerto Rico. Taxable Exempt 1996 is figured as follows:

John’s wages . . . . . . . . . . . . . . . . . . $25,000Example. You and your spouse are both $ 8,000 ×  $6,700 (standard deduction) =  $2,330 (U.S. Gov’t. wages are not$23,000under 65 and U.S. citizens who are bona fide
exempt)residents of Puerto Rico for the entire year.

The Browns must file a U.S. income tax return Mary’s wages . . . . . . . . . . . . . . . . . . $15,000You file a joint income tax return. During 1996,
because their gross income ($8,000) is more P.R. corporation dividend . . . . . 200you earned $15,000 from Puerto Rican
than their allowable standard deduction plus (Puerto Rican source income issources and your spouse earned $25,000
their exemptions ($2,330 +  $5,000 = exempt)from the U.S. Government. You have $16,000
$7,330). U.K. corporation dividend . . . . . 400of itemized deductions that do not apply to

The Browns should enter the allowable (Income from sources outsideany specific type of income. These are medi-
standard deduction amount as computed Puerto Rico is taxable)cal expenses (doctor’s fees) of $4,000, real
above ($2,330) on line 34 of Form 1040 and U.S. corporation dividend . . . . . 600estate taxes of $5,000, home mortgage inter- they should write the following above it: Totals . . . . . . . . . . . . . . . . . . . . . . . . . . $26,000  $15,200est of $6,000, and charitable contributions of ‘‘Standard deduction modified due to exempt

$1,000 (cash contributions). You determine income under section 933. ’’ John and Mary must file 1996 income taxthe amount of each deduction that you can Personal exemptions  are allowed in full returns with both Puerto Rico and the Unitedclaim on your Schedule A, Form 1040, by mul- and need not be divided. States. They have gross income of $26,000tiplying the deduction by the following fraction: Foreign tax credit.  If you are a U.S. citi- for U.S. tax purposes. They paid taxes to Pu-
zen and are not a bona fide resident of PuertoGross income subject to U.S. tax erto Rico of $5,000. The foreign tax credit is
Rico for the entire tax year (or not a bona fideGross income from all sources figured on Form 1116, which must be at-

(including exempt Puerto Rican income) resident for at least 2 years who changes your tached to their U.S. tax return, Form 1040.
residence from Puerto Rico in a tax year), you Foreign taxes paid are reduced by taxes paid
must report on your U.S. tax return all of your on exempt income as follows:SCHEDULE A– Itemized deductions should Puerto Rican income as well as all other in-

$15,200be modified as shown below: come from worldwide sources. If you must re- ×  $5,000 =  $1,845$41,200Medical Expenses (doctor’s fees) port Puerto Rican income on your U.S. tax re-
turn, you can claim a foreign tax credit, figured $1,845 is the amount of foreign taxes based$25,000 ×  $4,000 =  $2,500 (enter on line 1 of Schedule A) on Form 1116, for income taxes paid to Puerto$40,000 on exempt income. This amount goes on
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Form 1116, line 12 in the computation of John This is the amount the Smiths must pay to the
and Mary’s allowable foreign tax credit. Virgin Islands.Illustrated Example

Earned income credit.  Even if you main- The Smiths file their Form 1040, attaching
of Form 4563  tain a household in Puerto Rico that is your Form 8689 and all other schedules, with the

principal home and the home of your qualifying Internal Revenue Service Center, Philadel-
child, you cannot claim the earned income phia, PA 19255.This example, illustrated on the filled-in Form
credit on your U.S. tax return. This credit is At the same time, they send a copy of their4563, shows how much income is excludable
available only if you maintain the household in Form 1040 with all schedules, including Formon John Black’s 1996 tax return.
the United States or you are serving on ex- 8689, to:
tended active duty in the Armed Forces of the 1) John, who is single and a U.S. citizen, was Virgin Islands Bureau of Internal RevenueUnited States. employed in American Samoa by the Sa- 9601 Estate ThomasEstimated tax.  If your estimated income moa Products Co., a private Samoan cor- Charlotte Amalietax obligation is to the United States, use Form poration during all of 1996. He began to  St. Thomas, U.S. Virgin Islands 008021040–ES to figure your estimated tax, includ- reside in American Samoa in June 1995
ing self-employment tax. Use the payment and continues to reside there. John lives  This copy will be processed as their origi-vouchers for your payments. by himself in a house he rents in Pago nal Virgin Islands return.

Pago. He does not maintain a home
outside of American Samoa. John took a Form 8689.  To complete their Form 8689, BillDouble taxation.  A mutual agreement proce-
2-week vacation to New Zealand from and Jane Smith begin by entering their names,dure exists to settle cases of double taxation
November 11 to November 25. That was present home address, and social securitybetween the United States and the Common-
his only trip outside of American Samoa. numbers at the top of the form.wealth of Puerto Rico. See Double Taxation,

Part I—The Smiths enter their income fromearlier under Filing Tax Returns.
2) His wages during 1996 were $24,000. the Virgin Islands in Part I. This consists of the

Since these wages were from Samoan $500 of interest income from a Virgin Islands
sources, they are entered on Form 4563, bank and the net rental income from Schedule
line 7. E. The interest income is entered on line 2 andHow To Get More the net rental income of $6,200 ($14,400 of

rental income minus $8,200 of rental ex-3) He received dividends from possessionInformation 
penses) is entered on line 11. The Smiths’ to-corporations during 1996 as listed below.
tal Virgin Islands income of $6,700 is enteredThe corporations did business only in the
on line 16.possessions. The figures are entered on

Part II—The Smiths have no adjustmentsline 9 of Form 4563.
to their Virgin Islands income, so they enter
zero (–0–) on line 23, and $6,700 on line 24.
Their Virgin Islands adjusted gross income is

Dividends from Possession Corporations $6,700.You can get help from the IRS in several ways.  CNMI Corporation . . . . . . . . . $100 Part III—On line 25, the Smiths enter the
 Samoan Corporation . . . . . . 220 amount from line 51, Form 1040 ($5,833). The

amount on Form 8689, line 25, is before anyFree publications and forms. To order free
credit for taxes paid to the Virgin Islands.publications and forms, call 1–800–TAX- During 1996, he received dividends of

The Smiths enter their worldwide adjustedFORM ( 1–800–829–3676). You can also write $12,800 from a U.S. corporation.
gross income, $49,737, (line 32, Form 1040)to the IRS Forms Distribution Center nearest John adds the possession income on lines
on line 28. They divide their Virgin Islands ad-you. Check your income tax package for the 7 and 9 and enters the total of $24,320 on line
justed gross income, $6,700 (from line 24), byaddress. Your local library or post office also 15. This is the income John can exclude from
line 28. This decimal, .135, is then multipliedmay have the items you need. his gross income in 1996.
by the amount on line 27 to arrive at theFor a list of free tax publications, order
amount of tax due to the Virgin Islands (linePublication 910, Guide to Free Tax Services. It
30). The Smiths include this amount in the to-also contains an index of tax topics and re-
tal on Form 1040, line 58. On the dotted linelated publications and describes other free tax Illustrated Example of next to line 58, they write ‘‘Form 8689’’andinformation services available from IRS, in-
show the amount. The Smiths do not completecluding tax educat ion and assistance Form 8689  
Form 1116, Foreign Tax Credit.programs.

Part IV—Part IV is used to show paymentsIf you have access to a personal computer
Bill and Jane Smith live and work in the United of income tax to the Virgin Islands only. Theand modem, you also can get many forms and
States. In 1996, they received $14,400 in in- Smiths had no tax withheld by the Virgin Is-publications electronically. See Quick and
come from the rental of a condominium they lands, but made estimated tax payments toEasy Access to Tax Help and Forms in your in-
own in the Virgin Islands. The rental income the Virgin Islands of $750, which are shown oncome tax package for details. If space permit-
was deposited in a bank in the Virgin Islands lines 32 and 34. The income tax the Smithsted, this information is at the end of this
and they received $500 of interest on this in- owe to the Virgin Islands ($37) is shown on linepublication.
come. They were not bona fide residents of 38. They must pay their Virgin Islands tax at
the Virgin Islands at the end of the year. the same time they file the copy of their return

The Smiths complete Form 1040, U.S. Indi-Tax questions. You can call the IRS with your with the Virgin Islands.
vidual Income Tax Return, reporting their in-tax questions. Check your income tax package
come from all sources. They report theiror telephone book for the local number, or you
wages, interest income, and the income andcan call 1–800–829–1040.
expenses from their Virgin Islands rental prop-
erty (Schedule E, Form 1040).

TTY/TDD equipment. If you have access to The Smiths also complete Form 8689, Al-
TTY/TDD equipment, you can call 1–800– location of Individual Income Tax to the Virgin
829–4059 to ask tax questions or to order Islands, to determine how much of their U.S.
forms and publications. See your income tax tax shown on line 51 of Form 1040 (with cer-
package for the hours of operation. tain adjustments) is due to the Virgin Islands.

Page 10



Page 11



Page 12



Index

Page 13



Page 14



Page 15


