924. Foreign tradi ng gross receipts

(a) In general. -- Except as otherw se provided
in this section, for purposes of this subpart, the term"foreign
tradi ng gross recei pts" neans the gross receipts of any FSC which
are --

(1) fromthe sale, exchange, or other disposition
of export property,

(2) fromthe | ease or rental of export property
for use by the | essee outside the United States,

(3) for services which are related and subsidiary
to --

(A) any sale, exchange, or other disposition of
export property by such corporation, or

(B) any |lease or rental of export property
descri bed i n paragraph (2) by such corporation,

(4) for engineering or architectural services for
construction projects |ocated (or proposed for |ocation) outside
the United States, or

(5) for the performance of managerial services
for an unrelated FSC or DI SC in futherance of the production of
foreign trading gross receipts described in paragraph (1), (2),
or (3).

Par agraph (5) shall not apply to a FSC for any taxabl e year

unl ess at | east 50 percent of its gross receipts for such taxable
year is derived fromactivities described in paragraph (1), (2),
or (3).

(b) Foreign managenent and foreing economc
process requirenments. --

(1) 1In general. -- Except as provided in
par agraph (2) --

(A) a FSC shall be treated as having foreign
tradi ng gross receipts for the taxable yar only if the nanagenent
of such corporation during such taxable year takes place outside
the United States as required by subsection (c), and

(B) a FSC has foreign trading gross receipts
fromany transaction onlyif econom c processes with respect to
such transaction take place outside the United States as required
by subsection (d).

(2) Exception for small FSC --

(A In general. -- Paragraph (1) shall not apply
Wi th respect to any small FSC.

(B) Limtation on anount of foreign trading gross
recei pts of small FSC taken into account. --

(1) In general. -- Any foreign trading gross
receipts of a small FSC for the taxable year which exceed $5,
000, 000 shall not be taken into account in determ ning the exenpt
foreign trade income of such corporation and shall not be taken
i nto account under any ot her provision of this subpart.

(ii) Allocation of limtation. -- |If the foreign
trading gross receipts of a small FSC exceed the limtation of
clause (i), the corporation may allocate such |[imtation anmong
such gross receipts in such manner as it may select (at such tine
and in such manner as nay be prescribed in regulations).



(i1i1) Receipts of controlled group aggregated. -
- For purposes of applying clauses (i) and (ii), all small FSC s
whi ch are nmenbers of the same controlled group of corporations
shal |l be treated as a single corporation.

(iv) Allocation of limtation anong nenbers of
controlled group. -- The limtation under clause (i) shall be
al | ocated anont the foreign trading gross receipts of small FSC s
whi ch are nmenbers of the sanme controlled group of corporations in
a manner provided in regulations prescribed by the Secretary.

(c) Requirenent that FSC be nanaged outside the
United States. -- The managenent of a FSC neets the requirenents
of this subsection for the taxable year if --

(1) all neetings of the board of directors of the
corporation, and all neetings of the sharehol ders of al
corporation, are outside the United States,

(2) the principal bank account of the corporation
is maintained in a foreign country which nmeets the requirenents
of section 927(e)(3) or in a possession of the United States at
all times during the taxable year, and

(3) all dividends, |egal and accounting fees, and
sal aries of officers and nmenbers of the board of directors of the
corporation disbursed during the taxable year are di sbursed out
of bank accounts of the corporation maintained outside the United
St at es.

(d) Requirenents that econom c processes take
pl ace outside the United States. --

(1) 1In general. -- The requirenents of this
subsection are net with respect to the gross receipts of a FSC
derived froman transaction if --

(A) such corporation (or any person acting under
a contract with such corporation) has participated outside the
United States in the solicitation (other than advertising), the
negotiation, or the nmaking of the contract relating to such
transaction, and

(B) the foreign direct costs incurred by the FSC
attributable to the transaction equal or exceed 50 percent of the
total direct cost attributable to the transaction.

(2) Alternative 85-percent test. -- A
corporation shall be treated as satisfying the requirenents of
paragraph (1)(B) with respect to any transaction if, with respect
to each of at |east 2 paragraphs of subsection (e), the foreign
direct costs incurred by such corporation attributable to
activities described in such paragraph equal or exceed 85 percent
of the total direct costs attributable to activities described in
such paragraph.

(3) Definitions. -- For purposes of this
subsection --

(A) Total direct costs. -- The term"total
direct costs" nmeans, with respect to any transaction, the total
direct costs incurred by the FSC attributable to activities
descri bed in subsection (e) perfornmed at any |ocation by the FSC
or any person acting under a contract with such FSC.

(B) Foreign direct costs. -- The term"foreign
direct costs" nmeans, with respect to any transaciton, the portion



of the total direct costs which are attributable to activities
performed outside the United States.

(4) Rules for commissions, etc. -- The Secretary
shal | prescribe such regulations as may be necessary to carry out
t he purposes of this subsection and subsection (e) in the case of
conm ssions, rentals, and furnishing of services.

(e) Activities relating to disposition of export
property. -- The activities referred to in subsection (d) are -

(1) advertising and sal es pronotion,

(2) the processing of customer orders and the
arrangi ng for delivery of the export property,

(3) transportation fromthe tinme of acquisition
by the FSC (or, in the case of a conm ssion rel ationship, from
t he begi nning of such relationship for such transaction) to the
delivery to the custoner.

(4) the determnation and transmittal of a final
i nvoi ce or statenment of account and the recei pt of paynment, and

(5) the assunption of credit risk.

(f) Certain receipts not included in foreign
tradi ng gross receipts. --

(1) Certain receipts excluded on basis of use;
subsi di zed receipts and receipts fromrelated parties excluded. -
- The term"foreign trading gross receipts" shall not inclue
receipts of a FSC froma transaction if --

(A) the export property or services --

(1) are for ultimate use in the United States, or

(i1) are for use by the United States or any
instrunmentality thereof and such use of export property or
services is required by |aw or regul ation.

(B) such transaction is acconplished by a subsidy
granted by the United States or any instrunentality thereof, or
services is required by |aw or regul ation.

(C© such receipts are fromanother FSC which is a
menber of the same controlled group of corporations of which such
corporation is a nmenber.

In the case of gross receipts of a FSC from a transaction

i nvol vi ng any property, subparagraph (C) shall not apply if such
FSC (and all other FSC s which are nenbers of the sanme controlled
group and which receive gross receipts froma transacion

i nvol vi ng such property) do not use the pricing rules under
paragraph (1) of section 925(a) (or the correspondi ng provisions
of the regul ati ons prescribed under section 925(b)) with respect
to any transaction involving such property.

(2) Investnent incone; carrying charges. -- The
term"foreign trading gross recei pts” shallnot include any
I nvest ment incone or carrying charges.

925. Transfer pricing rul es

(a) In general. -- In the case of a sale of
export property to a FSC by a person described in section 482,
t he taxabl e i ncome of such FSC and such person shall be based
upon a transfer price which would allow such FSC to derive
taxabl e i ncone attributable to such sale (regardl ess of the sales



price actually charged) in an anount which does not exceed the
greatest of --

(1) 1.83 percent of the foreign tradi ng gross
recei pts derived fromthe sale of such property by such FSC,

(2) 23 percent of the conbined taxable incone of
such FSC and such person which is attributable to the foreign
tradi ng gross receipts derived fromthe sale of such property by
such FSC, or

(3) taxable inconme based upon the sale price
actually charged (but subject to the rules provided in seciton
482) .

Par agraphs (1) and (2) shall apply only if the FSC neets the
requi renents of subsection (c) with respect to the sale.

(b) Rules for commi ssions, rentals, and margi nal
costing. -- The Secretary shall prescribe regulations setting
forth --

(1) rules which are consistent with the rul es set
forth in subsection (a) for the application of this section in
the case of conm ssions, rentals, and other inconme, and

(2) rules for the allocation of expenditures in
conputi ng conbi ned taxabl e incone under subsection (a)(2) in
t hose cases where a FSC is seeking to establish or maintain a
mar ket for export property.

(c) Requirenents for use of administrative
pricing rules. -- A sale by a FSC neets the requirenents of this
subsection if--

(1) all of the activities described in section
924(e) attributable to such sale, and

(2) all of the activities relating to the
solicitation (other than advertising), negotiation, and maki ng of
the contract for such sale,
have been performed by such FSC (or by another person acting
under a contract with such FSC)

(d) Limtation on gross receipts pricing rule. -
- The ampunt determ ned ui nder subsection (a)(1l) with respect to
any transaction shall not exceed 2 tines the anount which woul d
be determ ned under subsection (a)(2) with respect to such
transacti on.

(e) Taxable inconme. -- For purposes of this
section, the taxable income of a FSC shall be determ ned w htout
regar to section 921.

(f) Special rule for cooperatives. -- In any
case in which a qualified cooperative sells export property to a
FSC, in computing the conbined taxable income of such FSC and
such organi zation for purposes of subsection (a)(2), there shal
not be taken into account any deduction all owabl e under
subsection (b) or (c) of section 1.382 (relating to patronage
di videns, per-unit retain alloations, and nonpatronage
di stributions).

926. Di stributions to sharehol ders
(a) Distributions made first out of foreign trade
i ncone. -- For purposes of this title, any distribution to a



sharehol der of a FSC by such FSC which is made out of earnings
and profits shall be treated as made --

(1) first, out of earnings and profits
attributable to foreign trade inconme, to the extent thereof, and

(2) then, out of any other
ernings and profits.

(b) Distributions by FSC to nonresident aliens
and foreign corporations treated as United States connected. --
For purposes of this title, any distribution by a FSC which is
made out of earnings and profits attributable to foreign trade
i ncone to any sharehol der of such corporation which is a foreign
corporation or a nonresident alien invidiudal shall be treated as
a distribution --

(1) which is effectively connected with the
conduct of a trade or business conducted through a permanent
establ i shment of such shareholder within the United States, and

(2) of inconme which is derived from sources
wi htin the United States.

(c) FSCincludes former FSC. -- For purposes of
this section, the term"FSC' includes a former FSC

927. O her definitions and special rules

(a) Export property. -- For purposes of this
subpart --

(1) In general. -- The term "export property"

means property --

(A) manufactured, produced, grown, or extracted
in the United States by a person other than a FSC,

(B) held primarily for sale, |lease, or rental, in
the ordinary course of trade or business, by, or to, a FSC, for
di rect use, consunption, or dispositon outside the United States,
and

(© not nore than 50 percent of the fair market
val ue of which is attributable to articles inported into the
United States.

For purposes of subparagraph (C), the fair market val ue of any
article inported into the United States ahll be its appraised

val ue, as determi ned by the Secretary under section 402 of the
Tariff Act of 1930 (19 U . S.C. 1401(a) in connection with its

| mportation.

(2) Excluded property. -- The term "export
property” shall not include --

(A) property leased or rented by a FSC for use by
any nmenber of a controlled group of corporations of which such
FSC i s a nenber,

(B) patents, inventions, nodels, designs,
formul as, or processes whether or not patented, copyrights (other
than filnms, tapes, records, or simlar reproductions, for
conmerci al or honme use), good will, trademarks, trade brands,
franchi ses, or other |ike property,

(C© oil or gas (or any primary product thereof),
or

(D) products the export of whcih is prohibited or
curtailed to effectuate the policy set forth in paragraph (2)(C



of section 3 of the Export Adm nstration Act of 1979 (relating to
the protection of the donestic econony).

(3) Property in short supply. -- If the
President determ nes that the supply of any property described in
paragraph (1) is insufficient to neet the requirenents of the
donesti c econony, he may by Executive order designate the
property as in short supply. Any property so designated shal
not be treated as export property during the period begi nning
Wi th the date specified in the Executive order and ending with
the date specified in an Executive order setting forth the
President's detenrination that the property is no |longer in short

suppl y.

(4) Qualified cooperative. -- The term
"qual i fied cooperative" neans any organi zation to which part | of
subchapter T applies which is engaged in the marketing of
agricultural or horticultural products.

(b) G oss receipts. --

(1) In general. -- For purposes of this subpart,
the term"gross recei pts" neans --

(A) the total receipts fromthe sale, |ease, or
rental of property held primarily for sale, |lease, or rental in
t he ordi anary course of trade or business, and

(B) gross inconme fromall other sources.

(2) Goss receipts taken into account in case of
comm ssions. -- In the case of comm ssions on the sale, |ease,
or rental of property, the anount taken into account for purposes
of this subpart as gross receipts whall be the gross receipts on
the sale, lease, or rental of the property on which such
commi ssi ons ar ose.

(c) Investnent incone. -- For purposes of this
subpart, the term"investnent inconme" neans --

(1) dividends,

(2) interest,

(3) royalties,

(4) annuities,

(5) rents (other than rents fromthe | ease or

rental of export property for use by the | essee outside of the
United States),

(6) gains fromthe sale or exchange of stock or
securities,

(7) gains fromfutures transactions in any
conmmodity on, or subject to the rules of, a board of trade or
commodi ty exchange (other than gains which arise out of a bona
fi nde hedgi ng transaction reasnl @@2@Q@! @ !'r @,
#@AHH@@ [ @ @ H@ ness of the FSC in the manner in which such
business is customarily conducted by others),

(8) amounts includible in conputing the taxable
i ncone of the corporation under part | of subchapter J, and

(9) gains fromthe sale or other dispositon of
any interest in an estater or trust.

(d) OQher definitions. -- For purposes of this
subpart --

(1) Carrying charges. -- The term "transaction”
means - -



(A) carrying charges, and

(B) under regul ations prescribed by the
Secretary, any anmount in excess of the price for an innmediate
cash sal e and any other unstated interest,

(2) Transaction. --

(A) In general. -- The term"transaction"” neans

(i) any sale, exchange, or
ot her di sposition,

(ii) any |ease or rental, and

(ti1) any furnishing of services.

(B) Gouping of transactions. -- To the extent
provided in regul ations, any provision of this subpart which, but
for this subparagraph, would be applied on a transacti on-by-
transaction basis may be applied by the taxpayer on the basis of
groups of transactions based on product |ines or recognized
i ndustriy or trade usage. Such regulations nmay permt different
groupi ngs for different purposes.

(3) United States defined. -- The term"United
States” includes the Comobnweal th of Puerto Rico.
(4) Controlled group of corporations. -- The term

"controll ed group of corporations” has the meaning given to such
term by section 1563(a), except that --

(A) "nore than 50 percent” shall be substituted
for "at | east 80 percent"” each place it appears therein, and

(B) section 1563(b) shall not apply.

(5) Possessions. -- The term "possession of the
United States"” means Guam Anerican Sanpa, the Commonweal th of
the Norterhn Mariana |Islands, and the Virgin Islands of the
United States.

(6) Section 923(a)(2) non-exenpt incone. -- The
term "section 923(a)(2) non-exenpt inconme"” nmeans any foreign
trade income froma transaction with respect to whci h paragraph
(1) or (2) of section 925(a) does not apply and which is not
exenpt foreign trade inconme. Such termshall not include any
i ncone which is effectively connected with the conduct of atrade
or business within the United States (determ ned w thout regard
to this subpart).

(e) Special rules. --

(1) Source rules for related persons. -- Under
regul ati ons, the income of a person described in section 482 from
a transaction giving rise to foreign trading gross receipts of a
FSC which is treated as from sources outside the United States
shal | not exceed the anobunt which would be treated as foreign
source incone earned by such person if the pricing rule under
section 994 which corresponds to the rule used under section 925
Wi th respect to such transaction applied to such transacti on.

(2) Participation in international boycotts, etc.
- Under regul ations prescribed by the Secretary, the exenpt
oreign trade income of a FSC for any taxable year shall be
imted under rules simlar to the rules of clauses (ii) and
iii) of section 995(b)(1)(F).

3) Exchange of information requirenments. -- For
pur poses of this title, the term"FSC"' shall not include any

f
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corporation which was created or organi zed under the | aws of any
foreign country unless there is in effect between such country
and the United States --

(A) a bilateral or nmultilateral agreenent
described in section 274(h)(6)(C) (determ ned by treating any
reference to a beneficiary country and by appl ying such section
Wi t hout regard to clause (ii) thereof), or

(B) an inconme tax treaty which contains an
exchange of information program --

(1) which the Secretary certifies (and has not

revoked such certification ) is satisfactory in practice for
pur poses of this title, and

(ii) to which the FSC is subject.

(4) Disallowance of treaty benefits. -- Any

corporation electing to be treated as a FSC under subsection (f)
(1) may not claimany benefits under any inconme tax treaty
between the United States and any foreign country.

(5) Coordination with
possessi ons taxation. --

(A) Exenption. -- No tax shall be inposed by any
possession of the United States on any foreign trade incone
derived before January 1, 1987. The precedi ng sentence shall not
apply to any inconme attributable to the sale of property or the
performance of services for ultimte use, consunption, or
di sposition within the possession.

(B) darification that possession nmay exenpt
certain inconme fromtax. -- Northing in any provision of |aw
shal | be construed as prohibiting any possession of the United
States fromexenpting fromtax any foreign trade incone of a FSC
or any other income of a FSC described in paragraph (2) or (3) of
section 921(d).

(C© No cover over of taxes inposed on FSC. --

Not hing in any provision of |aw shall be construed as requiring
any tax inposed by this title on a FSC to be covered over (or
ot herwi se transferred) to any possession of the United States.

(f) Election of status as FSC (and as snmall FSC)

(1) Election. --

(A) Tinme for making. -- An election by a
cor poration under section 922(a)(2) to be treated as a FSC, and
an el ection under section 922(b)(1) to be a small FSC, shall be
made by such corporation for a taxable year at any tine during
t he 90-day period i medi ately precedi ng the begi nning of the
t axabl e year, except that the Secretary may give his consent to
t he making of an election at such other tines as he may
desi gnat e.

(B) Manner of election. -- An election under
subparagraph (A) shall be nmade in such manner as the Secretary
shal | prescribe and shall be valid only if all persons who are
sharehol ders in such corporation on the first day of the first
t axabl e year for which such election is effective consent to such
el ection.

(2) Effect of election. -- If a corporation nakes
an el ection under paragraph (1), then the provisions of this



subpart shall apply to such corporation for the taxable year of
the corporation for which nade and for all succeedi ng taxable
eyars.

(3) Termnation of election. --

(A) Revocation. -- An election under this
subsecti on nade by any corporation nay be term nated by
revocation of such election for any taxable year of the
corporation after the first taxable year of the corporation for
which the election is effectve. A termi nation under this
paragraph shall be effective with respect to such election --

(i) for the taxable year in which nmade, if nade
at any tinme during the first 90 days of such taxable year, or

(ii) for the taxable year follow ng the taxable
year in which made, if nmade after the close of such 90 days, and
for all succeeding taxable years of the corporation. Such
term nation shall be made in such manner as the Secretary shal
prescribe by regul ati ons.

(B) Continued failure to be a FSC. -- If a
corporation is not a FSC for each of any 5 consecutive taxable
years of the corporation for whih an election under this
subsection is effective, the election to be a FSC shall be
term nated and not be in effect for any taxable year of the
corporation after such 5th year.

(g) Treatnent of shared FSC's. --

(1) 1In general. -- Except as provided in
paragraph (2), each separate account referred to in paragraph (3)
mai nt ai ned by a shared FSC shall be treated as a separate
corporation for purposes of this subpart.

(2) Certain requirenents applied at shared FSC
| evel . -- Paragraph (1) shall not apply --

(A) for purposes of --

(1) subparagraphs (A), (B), (D, and (E) of
section 922(a)(1),

(1i1) paragraph (2) of section 922(a),

(ti1) subsections (b), (c), and (e) of section
924, and

(iv) subsection (f) of this section, and

(B) for such other purposes as the Secretary may
be regul ati ons prescri be.

(3) Shared FSC. -- For purposes of this
subsection, the term "shared FSC' neans any corporation if --

(A) such corporation maintains a separate account
for transactions with each sharehol der (and persons related to
such shar ehol der),

(B) distributions to each sharehol der are based
on the amobunts in the separate account naintained with respect to
such sharehol der, and

(C© such corporation neets such ot her
requi renents as the Secretary may be regul ati ons prescri be.

931. | ncone from sources within Guam Anerican Sanoa,
or the Northern Mariana | sl ands
(a) GCeneral rule. -- In the case of an

i ndi vidual who is a bona fide resident of a specifiedc possession



during the entire taxable year, gross incone shall not include -

(1) incone derived fromsources within any
speci fi ed possession, and

(2) incone effectively connected with the conduct
of a trade or business by such individual within any specified
possessi on.

(b) Deductions, etc. allocable to excluded
amounts not allowable. -- An individual shall not be allowed --

(1) as a deduction fromgross inconme any
deducti ons (other than the deduction under section 151, relating
to personal exenptions), or

(2) any credit,
properly allocable or chargeabl e agai nst anpbunts excl uded from
gross income under this section.

(c) Specified possession. -- For purposes of
this section, the term "specified possession” neans Guam
Ameri can Sanpa, and the Northern Mariana |sl ands.

(d) Special rules. -- For purposes of this
section --

(1) Enployees of the United States. -- Anobunts
paid for services perforned as an enpl oyee of the United States
(or any agency thereof) shall be treated as not described in
paragraph (1) or (2) of subsection (a).

(2) Determ nation of source, etc. -- The
determ nation as to whether inconme is described in paragraph (1)
or (2) of subsection (a) shall be made under regul ations
prescri bed by the Secretary.

(3) Determnation of residency. -- For purposes
of this section and section 876, the determ nation of whether an
i ndividual is a bona fide resident of Guam Anerican Sanpa, or
the Northern Mariana |slands shall be made under regul ations
prescri bed by the Secretary.

932. Coordi nation of United States and Virgin |Islands
i nconme taxes

) Treatnent of United States residents. --
) Application of subsection. -- This

(a
(1
| apply to an individual for the taxable yaer if -

subsecti on sha

(A) such individual --

(1) is acitizen or resident of the United
States (other than a bona fide resident of the Virgin |Islands at
the close of the taxable year), and

(i1i) has income derived fromsources within the
Virgin Islands, or effectively connected with the conduct of a
trade or business w htin such possession, for the taxable year,
or

(B) such individudal files a joint return for the
taxabl e year with an individual described in subparagraph (A).

(2) Filing requirenment. -- Each individual to
whom t hi s subsection applies for the taxable year shall file his
i ncone tax return for the taxable year with both the United
States and the Virgin Islands.



(3) Extent of inconme tax liability. -- In the
case of an individual to whomthis subsection applies in a
t axabl e year for purposes of so nmuch of this title (other than
this section and section 7654) as related to the taxes inposed by
this chapter, the United States shall be treated as including the
Virgin |slands.

(b) Portion of United States tax liability
payable to the Virgin Islands. --

(1) 1In general. -- Each individual to whom
subsection (a) applies for the taxable year shall pay the
appl i cabl e percentage of the taxes inposed by this chapter for
such taxabl e year (determined without regard to paragraph (3)) to
the Virgin Islands.

(2) Applicable percentage. --

(A) In general. -- For purposes of paragraph (1)
, the term "applicable percentage” neans the percentage which
Virgin |Islands adjusted gross incone bears to adjusted gross
i ncome.

(B) Virgin Islands adjustged gross incone. -- For
pur poses subparagraph (A), the term"Virgin |Islands adjusted
gross income: nmeans adjusted gross inconme determ ned by taking
into account only incone derived fromsources within the Virgin
| sl ands and deductions properly apportioned or allocable thereto.

(3) Amounts paid allowed as credit. -- There
shall be allowed as a credit against the tax inposed by this
chapter for the taxable year an anount equal to the taxes
required to be paid to the Virgin Islands under paragraph (1)
whi ch are so paid.

(c) Treatnent of Virgin
| sl ands residents. --

(1) Application of subsection. -- This
subsection shall apply to an individual for the taxable year if -

(A) such indivudal is a bona fide resident of the
Virgin Islands at the close of the taxable year, or

(B) such individual files a joint return for the
taxabl e year with an individual described in subparagraph (A).

(2) Filing requirenent. -- Each individual to
whom t hi s subsection applies for the taxable year shall file an
i ncone tax return for the taxable year with the Virgin Islands.

(3) Extent of inconme tax liablitiy. -- In the
case of an indiviudal to whomthis subsection applies in a
t axabl e year for purposes of so nmuch of this title 9other than
this section and section 7654) as relates to the taxes inposed by
this chapter, the Virgin Islands shall be treated as including
the United States.

(4) Residents of the Virgin Islands. -- In the
case of an individual --

(A) who is a bona fide resident of the Virgin
| sl ands at the close of the taxable year,

(B) sho, on his return of incone tax to the
Virgin Islands, reports incone fromall sources and identifies
the source of each item shown on such return, and



(C© who fully pays his tax liaiblity referred to
in section 934(a) to the Virgin Islands with respect to such
i ncone,

f or purposes of calculating incone tax liability to the United
States, gross incone shall not include any anount included in
gross income on such return, and all ocabl e deductions and credits
shal | not be taken into account.

(d) Speical rule for joint returns. -- In the
case of a joint return, this section shall be applied on the
basis of the residence of the spouse who has the greater adjusted
gross income (determ ned without regard to community property
| aws) for the taxal be year.

(e) Speical rule for applying section to tax
i mposed in Virgin Islands. -- In applying this section for
pur poses of determning inconme tax liability incurred to the
Virgin Islands, the provisons of this section shall not be
affected by the provisions of Federal law referred to in section
934(a).

933. | ncome from sources within Puerto Rico

The followi ng itens shall not be included in gross
i ncone and shall be exenpt fromtaxation under this subtitle:

(1) Resident of Puerto Rico for entire taxable
year. -- In the case of an individual who is a bona fide resident
of Puerto Rico during the entire taxable year, incone derived
fromsources within Puerto Rico (except amounts received for
services perforned as an enpl oyee of the United States or any
agency thereof); but such indiviudal shall not be allowed as a
deduction from his gross inconme any deductions (other than the
deduction under section 151, relating to personal exenptions), or
any credit, properly al l ocable to or char geabl e agai nst ampbunts
excl uded fron1gross i ncome under this paragraph.

(2) Taxable year of change of residence from
Puerto Rico. -- 1In the case of an individual citizen of the
United States who has been a bona fide resident of Puerto Rico
for a period of at |east 2 years before the date on which he
changes his residence fromPuerto R co, incone derived from
sources therein (except anmounts received for services perforned
as an enpl oyee of the United States or any agency thereof) which
is attributable to that part of such period of Puerto Rican
resi dence before such date; but such indivdiual shall not be
al | oned as a deduction fromhis gross incone any deductions
(ot her than the deduction for personal exenptions under section
151), or any credit, properly allocable to or chargeabl e agai nst
amount s excl uded from gross income under this paragraph



