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Obtaining US citizenship in the US Virgin Islands
offers eslale and gift lax benefils

Beneficiaries receive an exemption from Virgin Islands
excise tax on building materials and machinery used in
the construction of their facilitics and on raw materials
brought into the Virgin Islands to produce an article. In
addition there are complete exemptions from Virgin
Islands property and gross receipl taxes.

Beneficiaries are exempt from withholding tax on
interest payments and receive a reduced withholding
rate of four percent on dividends, which can be reduced
to two percent in limited circumstances. Other forms of
passive income payments are subject to withholding tax
atan 11% rate if paid to a corporation and ten percent
if paid to an individual,

Immigration benefits

Non-resident alicns who are seeking US citizenship but
who do not want their non-US situs assets to be subject
to Federal estate or gift tax should consider obtaining
their US citizenship in the Virgin Islands. Persons who
are naturalized in a US territory are treated as non-
residents and non-citizens for Federal estate and gift tax
purposes, meaning that only certain assets located in the
50 states and the District of Columbia are subject to
Federal estate and gift tax. An investment in the Virgin
Islands can also serve as a qualifying investment for the
purpose of obtaining a US immigrant visa under the fifth
preference category for employment creation visas.?
This preference category is comprised of investors who
will create at least ten US jobs by investing in a new
commercial enterprise benefiting the US economy. The
minimum required investment is generally US$1 million
(ITKS7,800,000), although it may be as little as US$500,000
(11K$3,900,000), in certain limited circumstances.

An overseas investor who desires US citizenship can
therefore:
e move to the Virgin Islands;
e invest US$1 million in a manufacturing operation

with at lcast ten employees;
e receive tax benefits from the Industrial Development

Commission on such income;
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e meet the requirements for a US employment creu-
tion immigrant visa by doing so; and

e obtain US citizenship without consequently becom-
ing subject to Federal estate and gift tax on non-US
situs assets, including his or her investment in the
Virgin Islands.

Manufacturing benefits

Additionally, overseas investors often want to manufac-
ture in the Virgin Islands because of the liberal rules of
General Note 3(AXiv) Harmonized Tariff Schedules of
the United States regarding duty-free entry into the
United States. To obtain such entry, a Virgin Islands
product that is assembled from foreign materials must
be determined to be “substantially transformed” in the
Virgin Islands from the foreign materials into an iden-
tifiably new product and must contain no more than
70% of forcign material. The 30% value-added require-
ment may include such soft components as general
overhead costs. Virgin Islands products with as little as
ten pereent direct processing costs have qualified for
duty-free entry into the United States. The Virgin Islands
also offers investors quota free access to the US market
and the ahility to market items as ‘made in the USA' in
many circumstances.

Exempt Companies

An overseas investor who does not wish to establish
manufacturing operations in the Virgin Islands, or to
become a Virgin Islands resident, can obtain US flag
protection for non-US investments by using a Virgin
Islands exempt company. An exempt company offers
many of the benefits of tax-free corporations estab-
lished in traditional tax-free jurisdictions with special
advantages only available to a corporation established
in a US flag jurisdiction.

As setout in a 20-year contract offeved by the Virgin
Islands government, a Virgin Islands exempt company
is exempt from all taxes on income from business
activities outside the Virgin Islands and the United States
and on Virgin Islands source income such as interest
and dividends.  Its sharcholders are exempt tfrom
withholding tax on dividends, as are creditors on
interest payments. The only Virgin Islands tax that an
exemptcompany pays is anannual USS 1,000 (11K$7,800)
franchise tax.

Stock held by a non-resident alien individual in a
Virgin Islands exempt company is not subject to Federal
estate or gift tax nor to Virgin Islands inheritance tax,
whereas stock in 4 corporation incorporated in one of
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the 50 states is subject to Federal estate tax and may also
be subject to estate, inheritance, or gift taxes of a state.

As atax-free entity, a Virgin Islands exempt company
has many uses. Such a company is covered by the
United States’” extensive network of treaties of friendship,
commerce and navigation and bilateral investment
treaties. The US State Department lists 47 treaties of
friendship, navigation, and commerce in force, including
a treaty with Japan, and 16 bilateral investment treaties,
including a treaty with Bangladesh. These treatics
guarantee many important benefits, most notably
protection in the case of expropriation. By way of
illustration, an investor from Hong Kong planning to
buy assets in Bangladesh could structure the investment
through a Virgin Islands exempt company in order to
obtain the protections offered by the United States’
bilateral investment treaty with Bangladesh.

A Virgin Islands exempt company can also be used
to own an aircraft for which an N’ registration number
is desired from the US Federal Aviation Administration.
An ‘N’ registration number provides an aircraft with an

enhanced market value because it indicates that the
aircraft is maintained to high US standards, even where
the aircraft is used exclusively outside the United States
and the Virgin Islands. To obtain an ‘N’ registration
number, an aircraft must be owned by a US company,
including a Virgin Islands company, and must comply
with other requirements that can be readily met through
the use of a Virgin Islands voting trust with a US citizen
as the trustee.

To qualify as a Virgin Islands exempt company, a
company must not engage in the active conduct of a
trade or business in the United States or the Virgin
Islands. An exempt company can be administered in
the Virgin Islands, usually by a separate management or
trust company. An exempt company can also maintain
a bank account in a Virgin Islands bank to invest
proceeds from its international operations and receive
interest income on the deposits free of tax. The Virgin
Islands is home to offices of several major international
banks, including Citibank and Chase Manhattan Bank.
Although a Virgin Islands exempt company cannot be
owned by US or Virgin Islands persons, it can be owned
by individuals or companies from any other country in
the world. (US and Virgin Islands people can own less
than 10 percent of the stock of an exempt company.) A
company must elect to be an exempt company at the
time of its incorporation. This election is usually made
in the company’s articles of incorporation, which are
filed with the Office of the Lieutenant Governor.

In conclusion, the Virgin Islands offers many benefits
of great interest to overseas investors. Investors can
receive significant tax benefits for operations in the
Virgin Islands, which may also enable the investor to
obtain an immigrant visa leading to US citizenship, asset
protection from Federal estate and gift taxes, and access
to US markets. Alternatively investors can use a Virgin
Islands exempt company to own assets or operate
businesses located outside the Virgin Islands and the
United States. In this way they can obtain US flag
protection for their assets with no US or Virgin Islands
taxes on their investments other than a minimal franchise
tax.

Marjorie Roberts is the Chief Counsel to the Virgin
Islands Bureau of Internal Revenue.

1 The Virgin Islands uses the US Internal Revenue Code as its tax
code, with certain authorized modifications.

2 The Virgin Islands is part of the United States for immigration
purposes, so all US immigrant and non-immigrant visa categories

are available in the Virgin Islands.





