TWELFTH CONGRESS OF THE FEDERATED STATES OF M CRONESI A
FI RST SPECI AL SESSI ON, 2001 C. B. NO 12-40

AN BI LL FOR AN ACT

To further anmend title 54 of the Code of the Federated States of

M cronesi a, as anended, by further anmending section 112, as anmended by
Public Laws Nos. 7-41, 10-93 and 10-149, to allow deduction of certain
expenses from gross revenue before conputation of the gross revenue tax,
and for other purposes.

BE | T ENACTED BY THE CONGRESS OF THE FEDERATED STATES OF M CRONESI A:

1 Section 1. Section 112 of title 54 of the Code of the Federated

2 States of Mcronesia, as anended by Public Laws Nos. 7-41, 10-93 and

3 10-149, is hereby anended to read as foll ows:

4 "Section 112. Definitions. Werever used in this chapter,

5 unl ess the subject nmatter, context, or sense otherw se

6 requires:

7 (1) 'Business' neans any profession, trade, manufacture, or
8 ot her undertaking carried on for pecuniary profit and

9 I ncl udes all activities whether personal, professional, or
10 I ncorporated, carried on within the Federated States of
11 M cronesia for econom c benefit either direct or indirect,
12 and excl udes casual sales, as determ ned by the Secretary;
13 however, one who qualifies as an enpl oyee under this section
14 shall not be considered as a business. Copra production by
15 uni ncor porated copra producers collectively or severally
16 shall not be included as a business under this definition.
17 (2) 'Business-related utilities expense' neans an
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expendi ture of funds, paid to a public utility, for power,

water, or waste-water services necessary to and directly

related to the conduct of the business.

([2] 3)" Cormercial aircraft’' neans any aircraft capabl e of
and intended for use in comrercial aviation.

([3]4)' Enpl oyee' neans any i ndividual who, under the usual
common | aw rul es applicable in determ ning the enpl oyer-

enpl oyee rel ationship, has the status of an enpl oyee.
([4]5)" Enpl oyer' includes any individual, corporation,

associ ation, joint stock conpany, bank, insurance conpany,
credit union, cooperative, or other entity [eguity] or group
enpl oyi ng any person, and al so includes the Federated States
of Mcronesia, State and | ocal governnments, and their

agenci es, charged with the di sbursenent of public noneys as
sal aries or wages. 'Enployer' also includes the United
States Government and instrunentalities thereof.
([5] 6)" G oss revenue' neans:

(a) the gross receipts, cash or accrued, of the

t axpayer received as conpensation for personal services not
in the formof salaries or wages as defined in subsection

([3%x] 12) of this section[+]; and

(b) the gross receipts of the taxpayer derived
fromtrade, business, comerce, or sales and the val ue
proceedi ng or accruing fromthe sale of tangi ble persona

property, or services, or both, and all receipts, actual or
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accrued by reason of the capital of the business engaged in,
including interest, rentals, royalties, fees, or other

enol unents however designated and wi t hout any deductions on
account of the cost of property sold, the cost of materials
used, [labor—cost,|] taxes, royalties, or interest paid or any

ot her expenses what soever, PROVIDED that the foll ow ng

expenses nmay be deducted to the extent substanti ated through

reliable docunentation:

(i) wages and sal aries which have been pai d by

the taxpayer to or on behalf of citizen enpl oyees as

reflected in reports filed pursuant to subchapter 111 of

chapter 1 of title 54 of the Code of the Federated States of

M cronesi a;

(ii) Federated States of M cronesia Soci al

Security contributions which have been paid by the taxpayer

for the benefit of his or her citizen enpl oyees pursuant to

section 902 of title 53; and

(iii) business-related utilities expenses.

(c) Goss revenue shall not include the follow ng:
([a]1) refunds and rebates;
([b]1i) noneys held in a fiduciary capacity;
([€]iii) inconme in the formof wages and sal ari es
whi ch are taxed under other provisions of this chapter;
([€]iv) sale paynents received for the sale of a

commercial aircraft, to the extent that such sale paynents in
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any quarter shall equal the rental paynents nade to the buyer

by the seller of such aircraft for its rental by the seller;
([e]v) rental paynents received for the rental of a

commercial aircraft, to the extent that such renta

paynments in any quarter shall equal the sale paynents nmade to

the |l essor by the | essee of such aircraft for its purchase by

the | essor;

([#] vi) cash discounts all owed and taken on sal es,
the proceeds of the sale of goods, wares, or nerchandi se
returned by customers when the sale price is refunded either
in cash or by credit; or the sale price of any article
accepted as part of paynent of any new article sold, if the
full sale price of a new article is included in 'gross
revenue';

([g]vii) gross revenue received by an internationa
organi zation, foreign contractor, or other foreign entity
paid fromforeign aid proceeds donated to the Federated
States of Mcronesia pursuant to a foreign aid agreenent
entered into by the Federated States of Mcronesia, the terns
of which require that such gross revenue shall not be subject
to taxation by the Governnent of the Federated States of

M cronesia; Rents are incone taxable under the FSM I ncone Tax

Statute, and a state tax on gross rental receipts conbines to

create vertical nmultiple taxation of a formof incone;

([R]viii) gross revenue derived solely fromthe export
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sal es of tangi ble personal property produced or manufactured
in the Federated States of Mcronesia and delivered to a
buyer outside the Federated States of M cronesia; or

([+]1x) gross revenue derived solely fromindustria
processing of goods in the Federated States of M cronesia
whi ch are subsequently exported from and not used in, the
Federated States of M cronesi a.
([6]7) '"Mlitary or Naval Forces of the United States' and
"Arnmed Forces of the United States' neans all regular and
reserve conponents of the uniformed services which are
subject to the jurisdiction of the Secretary of the Arny,
Navy, or Air Force, and also includes the Coast Guard.
([#]8) 'Mnth' neans cal endar nont h.
([8]9) 'Purchase paynents' neans paynents on the actual
selling price, including any interest, carrying charges, or
ot her charges associated with a sale. As used herein, the
word 'sale' inplies a transfer of ownership of that which is
sold, in exchange for the purchase paynents or prom se
t her eof .
([9]10)' Rental paynents' neans any paynments made in exchange
for use or rental, and includes interest, carrying charges,
or other charges associated with use or rental.
([306] 11)' Secretary' neans the Secretary of the Departnent
of Finance and Adm nistration.

([32] 12)' Wages' or 'Sal aries' nmeans and includes conmm ssions,
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fees, conpensation, enolunents, bonuses, and every and al

ot her kinds of conpensation paid for, or credited or
attributable to, personal services perforned by an

i ndi vi dual, which services have been perforned by such person
as an enpl oyee. Wages and sal aries shall not include the
fol | ow ng:

(a) wages and salaries received fromthe United States
by nenbers of the MIlitary or Naval Forces of the United
States or the Arned Forces of the United States;

(b) reasonable per diemand travel allowances to the
extent that they do not exceed any conparabl e Federat ed
States of M cronesia Governnent rates;

(c) rental value of a hone furnished to any enpl oyee
or a reasonable rental allowance paid to any enpl oyee (to the
extent such allowance is used by the enployee to rent or
provi de a hone);

(d) any paynent on account of sickness or accident
disability, or any paynent of nedical or hospitalization
expenses, nade by an enployer to or on behalf of an enpl oyee;
provi ded, however, that nornmal wages or salaries paid to an
enpl oyee for a period of time during which he is excused from
wor k because of sickness shall not be excluded from wages and
sal ari es under this subsection;

(e) any paynent nmade to or on behal f of an enpl oyee or

to his beneficiary froma trust or annuity;
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(f) renuneration paid in any nmedi um other than cash to
an enpl oyee for service not in the ordinary course of the
enpl oyer's trade or business or for donestic service in a
private hone of an enpl oyer

(g) renuneration paid for casual or intermttent |abor
not performed in the ordinary course of the enployer's trade
or business and for not nore than one week in each cal endar
nont h;

(h) any paynent in the formof a schol arship,
fell owship, or stipend made to any enpl oyee while he is a
full-time, bona fide student at an educational institution;

(i) wages and salaries received by a mnister of the
gospel or clergyman froma religious group or organization;

(j) wages and sal aries received by an enpl oyee for
services perfornmed or rendered in the capacity of a donestic
or househol d enpl oyee for a private individual or famly;

(k) wages and sal aries received by an enpl oyee, who is
not a citizen of the Federated States of M cronesia, while
enpl oyed by an international organization, foreign
contractor, or other foreign entity perform ng services or
ot herwi se conducting business in furtherance of a foreign aid
agreenent entered into by the Federated States of M cronesia,
the terms of which require that such wages and sal ari es shal
not be subject to taxation by the Governnent of the Federated

States of M cronesia; or
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(1) the foreign service prem um authorized by section
163 of title 52 of the Code of the Federated States of
M cronesi a.
([%2] 13)' Year' neans cal endar year."
Section 2. Effective date. This act shall take effect 180 days
followng its becomng | aw.
Section 3. This act shall become | aw upon approval by the
President of the Federated States of M cronesia or upon its becom ng
| aw wi t hout such approval.
Dat e: | nt r oduced by:

Peter M Christian
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