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regarding payments of dividends: section
60M(b(2), relating to returns regarding pay-
ments of interest; section 607 2(c}, relating to time
for [iling returns of nonresident alien individuals;
section 6091(h), relating 1o place for {iling reLurns
of nonresident aliens, and section 60%a), relat-
ing to designation of tax payments to Presidential
Election Campaign Fund. For other rules apphca-
ble 10 citizens of Puerio Rico, see § § 1.1-1(b}) and
1 933.1. For other rules applicable 1o citizens of
Guam, see § § 1.1-1(b) and 1.935-1 of this chapler
{Income Tax Regulations) and §3001.7634-1 of
this chapter (Regulations on Procedure and
Administration). [Reg. § 1.932-1]

O[T D 6249, 821-57. Amended by T.D. 6462,
5.5.60, T.D 7332, 12.20-74 and T.D. 7385,
10.28.75.]

[Reg. § 1.933-1]

§1.933-1. Exclusion of certain income from
sources within Puerto Rico.—a) General rule
An individual (whether a United States citizen or
an alien), who is a bona f{ide resident of Puerto
Rico during the entire taxable vear, shall exclude
from his gross income the income derived from
seurces within Puerto Rico, except amounts
received for services performed as an employee of
the United States or any agency thereof. Whether
the individual 1s a bona {ide resideni of Puerto
Rico shall be determined in general by applving
to the facts and circumstances 1in each case the
principles of §81871-2, 1.871-3, 18714, and
1.871-3, relating to what ronstitutes residence or
nonresidence, as the case may be, in the United
States in the case of an alien individual. Once
bona fide residence in Puerto Rico has been estab-
lished, temporary absence therefrom in the
United States or elsewhere on vacation or business
trips will not necessarily deprive an individual of
his status as a bona fide resident of Puerto Rico.
An individual taking up residence in Puerte Rice
during the course of the taxable year 15 not enti-
tled for such year to the exciusion provided 1n
section 933,

(b} Taxable year of change of residence from
Puerto Rico. A citizen of the United States who
changes his residence from Puerto Rico after hav-
ing been a bona fide resident thereof for a period
of at least two vears immediately preceding the
date of such change in residence shall exclude
from his gross income the income derived {rom
sources within Puerto Rico which is attributabie
to that part of such period of Puerto Rican resi-
dence which preceded the date of such change in
residence, except amounts received for services
performed as an employee of the United States or
any agency thereof.

Reg. § 1.933-1(a)
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(c) Deductions. In anv case in which any
amount otherwise constiluting gross income is
excluded from gross income under the provisions
of section 933, there shall not be allowed as a
deduction from gross ancome any items of
expenses or lesses or other deductions {except the
deduction under section 131, relating 1o personal
exemptions} properly allocable to, or chargeable
against, the amounts so excluded from gross
income. [Reg. § 1.933-1.]

O [T.D. 6249, 8-21.57.]

{Reg. § 1.934-1]

§ 1.934-1. Limitation on reduction in income
tax hiability incurred to the Virgin Islands.—
{a) General rule. Section 934(a) provides that tax
hiabihity incurred 1o the Virgin Islands shall not be
reduced or remitied in any way, directly or indi-
rectly, whether by grant, subsidy, or other similar
payment, by any law enacted in the Virgin
Islands, except to the extent provided in section
934(b} or (c). For purposes of the preceding sen-
tence, the term “tax hability™ means the liability
tncurred to the Virgin Islands pursuant to subiitle
A of the Code, as made applicable in the Virgin
Islands by the Act of July 12, 1921 (48 USC.
1397), or pursvant to section 28(a) of the Revised
Organic Act of the Virgin Islands (48 USC.
1642).

(b) Exception for certain domestic and Virgin
Islands corporations—(1) General rule. Section
934(b) provides an exception to the application of
section 934(a). Under this exception, section
934(a) does not apply with respect o tax hability
incurred to the Virgin Isiands by a domestic or
Virgin Islands corporation for any taxable vear
(or ior such part of such vear as may be applica-
ble) to the extent that such tax lability is attribu-
table to income derived from sources without the
United States, if such corporation satisfies the
conditions provided in section 934¢b} 1) and (2).
and if the information required by section 934(d)
15 supplied. These conditions are enumerated in
the remainder of this paragraph, and the informa-
tron requirement is set forth in paragraph {d) of
this section.

(2) Conditions te be satisfied for exception. A
domestic or Virgin Islands corporation satisfies
the conditions of section 934(bX1) and (2) if—

(i} Eighty percent or more of the gross
income of such corporation for the 3-year period
immediately preceding the close of the taxable
vear {or for such part of such period immediately
preceding the close of such taxable year as may be
applicable) was derived from sources within the
Virgin Islands; and
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(n} Fifty percent or more of the gross
income of such corporation for such period (or
such part thercofy was derived from the active
conduct of a trade or business within the Virgin
Islands.

(3) Comnputation rufe. Except as provided in
subparagraph (3} of this paragraph, tax Lability
incurred to the Virgin Islands by a domestic or
Virgin Islands corporation for the taxable year {or
such part of such vear as may be applicabie)
attributable to income derived from sources
without the United States shall be computed as
follows:

{1) Add to the income tax hability incurred
to the Virgin Islands any credit against the tax
allowed under section 901{a);

(i1} Multiply by taxable income from

sources without the United States for the applica-
ble period;

Taxable income from sources within the US. .. ..
Taxable income from sources without the US. . .

Total taxableincome ... ... ... . ... ... ... .
Credit allowed under section 901(a) .._.. ....
Tax hability incurred to the Virgin Islands ... ..

The income tax liability incurred 1o the Virgin
Islands atiributable to income derived from

{1i1) Divide by total taxanle ‘ncome 1or e
period;

(iv) Subtract any credit against the 1ax
allowed under section 901(a).

Tax liability incurred to the Virgin Islands attrib-
utable 1o income derived from sources without the
United States, as cattributable to income derived
from sources without the United Siates, as com-
puted in this subparagraph, however, shall not
exceed the total amount of income tax liability
actually incurred.

(4} Examples. The rule of the preceding sub-
paragraph may be (Hustrated by the following
examples:

Example (1). Corporation X, which satisfies
the requirements of section 934(b), incurs an
income tax liability to the Virgin Islands for taxa-
ble year 1963 of $290 as {ollows:

..................... .. %200
.......................... 800
.......................... $ 1,000
.......................... 10
.......................... 290

sources without the United States is $230, com-
puted as follows:

(1) Tax liability incurred to the Virgin Islands ... ... . .. .. .. ... ..... ..... $ 290

Plus credit allowed under section 901(a; ... .. ... ... ... ... .. .. 10
$ 300

{11) Multipiv by taxable income from sources without the US. ... ... ...... .. 800
230,000

(iii) Divide by total taxable income . ... ... . L 1,000
240

{iv) Subtract credit allowed under section 900(a). ... ... .. ... ... . ...... 10
230

Example (2). Corporation Y, which satis{ies
the requirements of section 934(b), incurs an

Taxable income from sources within the US. ...
Taxable \ncome from sources without the U.S .

Total taxable income . ... ... ... ... L.
Credit allowed under section 901¢a) . . .. ..
Tax liability incurred o the Virgin Isiands. .. ..

The income tax liability incurred 1o the Virgin
Islands attribulable io income derived from

1) Tax liabilily incurred to the Virgin Islands . ..
Plus credit aliowed under section 901(a) . .

income tax liability to the Virgin Islands for taxa-
ble year 1963 of $140, as [oflows:

{3300 net loss)

L 800
..................... $ 500

10
140

sources without the United States is 3140, com-
puted as {ollows:
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(3i) Muluply by tasable income from sources without the US
(1)) Divide by Lota] taxable income . ... L.

(iv) Subtract credit allowed under section 901{a).

Since the $230 derived from the computation is in
excess of the actual tax lability incurred, the
income tax liability incurred to the Virgin Islands
attributable to income derived from sources
without the United States is Jimited to $140, the
actual lability incurred.

{5) Special computation rufe for certain

. domestic corporations. For purpeses of section
934(b) and this paragraph, tax lability incurred

to the Virgin Islands by a domestic corporation

which is required to file an income tax return with

the United States for the taxable year {or such

part of such year as may be applicable) attributa-

ble to income derived {rom sources without the

United States shall be the actual income tax lia-

bility incurred to the Virgin Islands for such year.”

(6) Source of income. For purposes of section
934(b) and this paragraph, the income of a Virgin
Islands corporation, and the sources from which
the income of such corporation is derived, shall be
determined as if such corporation were a demestic
corporation. However, all amounts received by a
corporation within the United States, whether
derived from sources within or without the United
States, shall be considered as being derived from
sources within the United States. In determining
the sources from which the income of a domestic
or Virgin Islands corporation is derived, the prin-
ciples of part 1 {section 861 and following), sub-
chapter N, chapter 1 of the Code, and the
regulations thereunder shall apply.

(c) Exception for certain residents of the Virgin
Islands—{1) General rule. Section 934(c} provides
another exception to the application of section
934(a). Under this exception, section 934(a) does
not apply with respect to the tax liability incurred
by an individual citizen of the United Siates to
the Virgin Islands for any taxable year to the
extent that such tax liability is attributable to
income derived from sources within the Virgin
Islands, if such individual is a bona fide resident
of the Virgin Islands dusing the entire taxable

Taxable income from sources within the Vi[.gir? Islands . ...
Taxable income from seurces without the Virgin Islands . . ... .. .. .. ... ... ...,

Taxableincome ... .. .. .. ... ... ... .

Credit allowed under section 901a) .. ... .. .. ..
Tax liability incurred to the Virgin Islands . ... ..

Res. § 1.934-1

........... 800
120,000

............... : 500
240

............ C e 10
230

vear and if he supplies the information required
under section 934(d).

(2) Definition—bona fide resident and
United States citizen. In determining whether a
United Stales citizen is a bona fide resident of the
Virgin Islands, the principles of §§1.871-2,
1.871.3, 1.871-4, and 1.871-5, relating to the
determination of residence and nonresidence in
the United States, shall apply. Once a bona fide
residence in the Virgin Islands is established by
an individual, temporary absence therefrom will
not necessarily deprive such individual of his sta-
tus as a bona fide resident of the Virgin Islands.
For purposes of section 934(c), a citizen of the
United States includes any individual who is a
citizen of the United States by reason of being a
citizen of any possession of the United States.

(3} Computation rule. For purposes of section
934(c) and this paragraph, tax liability incurred
1o the Virgin Islands for the taxable vear attribu-
table to income derived from sources within the
Virgin Islands shall be computed as follows:

{1} Add to the income 1ax liability incurred
ia the Virgin Islands any credit against the tax
allowed under section 901(a);

(1i) Multiply by taxable income from
sources within the Virgin Islands;

(i) Divide by total taxable income.

Tax liabihity incurred to the Virgin Islands attnib-
utable 1o income derived from sources within the
Virgin Islands, as computed in this subparagraph,
however, shall not exceed the total amount of
income tax liabikity actually incurred.

(4) Examples. The rule of the preceding sub-
paragraph may be illustrated by the following
exampies:

Example {1). A, an individual who satisfies
the requirements of section 934{c), incurs an
income tax liability 1o the Virgin Islands for taxa-
ble year 1963 of $380, as follows:

.................... $1,200

800
............................ $2,000
............................ 20
..... 380
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The income 1ax liability incurred to the Virgin
Islands attributable to income derived from

(1} Tax liability incutred to the Virgin Islands . .
plus credit aliowed under section 9C1(a)

i) Multiply by taxable income from sources within the Virgin Islands .. ... .. ...

(i1} Divide by total taxable income .. ... .. ...

Example (2). B, an individual who satisiies
the requirements of section 934(c), incurs an
income tax liability to the Virgin Islands {or taxa-
ble year 1963 of $100, as follows:

Taxabie income from sources within the Virgin Islands .. ... ... ... .......... ...
Taxable income from sources without the Virgin Islands . . ... ... ... .. .. ... ...

Total taxable income ... ... ... ... ... . e
Credit allowed under section 901(a) ...... ... ..
Tax liability incurred 1o the Virgin Islands. .. .. ..

The income tax liability incurred to the Virgin
Islands atiributable to income derived from
sources within the Virgin Istands is $100, com-
puted as {oilows:

(1) Tax liability incurred to the Virgin Islands . . ..
Plus credit ailowed under section 901(a) ... ...

(i1} Muluply by taxable income from sources within the Virgin Islands

(1) Divide by total taxable income. . .. ... ... ..

Since the $160 derived from the computation is in
excess of the actual tax liability incurred, the
income tax liability incurred to the Yirgin Islands
attritbutable to income derived from sources
within the Virgin Istands is limited to $100, the
actual liability incurred.

(%) Source of jncome. For purposes of section
934(c) and this paragraph, in determining taxable
income from sources within and without the Vir-
gin Islands the principles of part ! {section 861
and following), subchapter N, chapter 1 of the

Code, and the regulations thereunder shall apply, -

except that—

(i) Anv deductions for personal exemptions
allowable under section 151 shall be deducted in
computing taxable income from sources within the
Virgin Islands but shall not be deducted in com-
puting taxable income from sources without the
Yirgin Islands;

(ii) Amounts received for services per-

sources within the Virgin Islands is $230, com-
puted as follows:

........................... $ 380
.......................... 20
$400
1,200
480,000
........................... 2,000
240
$800
($200 net loss)
,,,,,,,,,,,,,,,,,,,,,,,,,,,, $600
............................ 20
............................ 100
................. $100
........................ 20
$ 120
............ 800
96,000
........................... 600
160

any agency thereof shall not be considered as
income derived from sources within the Virgin
Islands; and

(i1} Gain or loss {rom the sale or exchange
of any security (as defined in section 163(g}2))
shall not be treated as derived from sources within
the Virgin Islands.

{6) Definition—"taxable income" on a joint
return. In the case of a husband and wife making
a joint return, the term "“taxable income” as used
1n this paragraph, means the combined taxable
income of bath spouses.

(d) Information required. Section 934(d} pro-
vides that the exceptions in section 934(b) and (¢}
shali apply only in the case of persons who supply
such information as the Secretary or his delegate
may by regulations prescribe for purposes of
determining the applicability of such exceptions.
The following portions of this paragraph, together
with paragraphs (e) and (i) of this section, pre-



person seeking to come within an exception musl
provide the following information:

(1) The name and address of such person,

(23 1f such persen is one of 1wo or more
organizations, trades, or businesses {whether or
not incorporated, whether or not organized in the
United States, and whether or not afiiliated)
owned or controlled direclly or indirectly by the
same interests within the meaning of section 482
and the regulations thereunder—

(i) The name and address of each such
organization, trade, or business;

(i) The relationship which each such
organization, trade, or business bears 10 the other
organizations, trades, or businesses in such group;
and

(iii) The nature of the activity or activities
conducted by each such organization, trade, or
business.

(3) Any person seeking to come within an
exception must make available for inspection by
the Director of International Operations such
records, and underlying contracts and documents,
as are necessary 1o determine the applicability of
section 934(b) or {c}.

(¢) Information required-—corporations, Corpo-
rations seeking 10 come within the exception pro-
vided in section 934(b) shall, in addition to the
information required by paragraph {(d) of this
section, submit the following information with
respect 1o each taxable year:

(1) The date and place of incorporation,

(2) The name and address of any shareholder
of record owning at any time during the taxable
year 5 percent or more of the voting stock of any
class or 5 percent or more of the value of any class
of outstanding stock, and the nature and amount
of Lthe stock owned; and

(3) For the 3-vear period immediately pre-
ceding the close of the corporation's taxable year
(or for such part of such period immediately pre-
ceding the close of such taxable year as may be
applicable)}—

(1} The total amount of its gross income;

(1) The amount of such gross income
derived from the active conduct of a trade or
business within the Virgin Islands;

(iii) The amount of such gross income from
sources within (a) the Virgin Islands, () the
United States (including therein and specifically
itermzing all amounts received within the United
States), and (¢) all other countries as a group;

{iv) The ratio which gross income derived
from sources within the Virgin Islands bears to
1otal gross income;

Reg. § 1.934-1(e)

(x) The ratio which gross income derived
from the acuve conduct of a Lrade or business
within the Virgin Islands bear. to total gross
INComeE.

() Information required—individualts. Individ-
vals seeking to come within the exception pro-
vided 1n section 934(c} shall, in additon to the
information required by paragraph (d) of this
section, submit the following information with
respect 10 each taxable year:

(1} The date on which such individual
became a bona fide resident of the Virgin Islands;

(2) 1f such individual maintains a place of
abode for himself or his family in the United
States or elsewhere cutside the Virgin Islands, the
Jocation of such place of abode and the purpose for
which such place is maintained;

(3) The beginning and the ending dates of
each period of absence from the Virgin Islands
during such taxabie year;

(4) The amount of gross income for such
taxable vear from sources within the Virgin
Islands, excluding—

(1) The amount of gain or loss from the sale
or exchange of any security, as defined in Section
165(gX2),

(11) The amount of gross income received
for services performed as an emplovee of the
United States or any agency whereof;

{5) Any amounis excluded from gross income
from sources within the Virgin Islands under sub-
paragraphs {4)i} and (11) of this paragraph.

() Time and place for [iling statement. The
stalement, in duplicate, providing the informa-
tion required under section 934(d) and
paragraphs (d), {e), and (f) of this section shall be
attached to the income tax return filed with the
Government of the Virgin Islands for the taxable
year with respect to which an exception is claimed
under section 934(b) or (c). If an exception is
claimed with respect to any taxable year for
which the time prescribed by law for filing the
return expires prior to 30 days from the publica-
tion of these regulations, the required statemnent
must be filed in duplicate on or before 90 days
from the publication of these regulations. The
return and statement must be available for exam-
mnation by the Director of International Opera-
Lions.

(h) Effective date. The provisions of this sec-
tion shall apply to taxable years beginning after
December 31, 1939, [Reg. § 1.934-1]

O [T.D. 6629, 12-27-62.
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