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In our October 2010 Monthly Bulletin of The Tax Advisor we discussed the

Author

most important aspects of Act 154-2010 (the “Act”). In general terms, a
nonresident foreign entity (“Nonresident entity”) not otherwise considered
engaged in a trade or business in Puerto Rico, will be considered as such if it
has manufacturing or service transactions with an affiliate Puerto Rico
manufacturing resident entity (“Resident entity”).
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The Act imposed a tax depending on the sales level of the Resident entity. If
Tax is our business®
the sales level exceeds $75 million for any of the three preceding tax years of
the Resident entity from purchases by the Nonresident entity, the latter will
be subject to an excise tax withholding (such tax must be withheld from the acquisition of tangible personal property
manufactured or produced in whole or in part in Puerto Rico and from the services performed in Puerto Rico). Otherwise, if
the sales threshold is not met or if no excise tax is due, a four factor test will need to be calculated to determine if some
portion of the Nonresident entity’s income considered non Puerto Rico source income will be characterized as Puerto Rico
source income. The four factor tests are: Sales, purchases, commissions and facilitator tests. For a brief explanation of these
tests, please refer to our Monthly Bulletin dated October 2010.
Regarding the excise tax withholding, it phases out over a six-year period as follows:
1.
2.
3.
4.
5.
6.

4.00% for periods commencing after December 31, 2010;
3.75% for periods commencing after December 31, 2011;
2.75% for periods commencing after December 31, 2012;
2.50% for periods commencing after December 31, 2013;
2.25% for periods commencing after December 31, 2014;
1.00% for periods commencing after December 31, 2015 and ending on or before December 31, 2016.

Notwithstanding, House Bill 741 (Senate Bill 351) (“House Bill”) proposes to amend the excise tax percentages withholdings
and sets it to 4% for periods commencing after June 30, 2013 through periods ending on or before December 31, 2017.
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Zaragoza & Alvarado LLP — 2011 International Tax Review’s Puerto Rico Tax Firm of the Year
Zaragoza & Alvarado LLP is a Limited Liability Partnership organized under the laws of Puerto Rico and is engaged in
providing tax and business advisory services. We are the first truly multidisciplinary tax and business advisory professional
service firm in Puerto Rico, unencumbered by the constrains of association with an auditing firm, and the regulatory and
disclosure rules of the Security and Exchange Commission.
Backed up by years of unmatched hands-on experience in public accounting, government and corporate tax, our team of tax
consultants is redefining the market by providing professional tax and business advisory services through our “top-heavy”
structure, designed specifically to provide high level tax consulting to our clients on a more
personalized basis.
For information visit us at: www.zatax.com or contact one of our Tax Professionals for an
appointment: (787) 999-4400/ taxadvisors@zatax.com.
Zaragoza & Alvarado is a proud part of Taxand, the World’s largest independent tax consulting
organization.

House Bill 741 sets to 4%...
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In addition, the House Bill
proposes to amend the
payment due date, changing it
from the 15th to the 13th day
following the month in which
the transaction occurs. As it
is written, the effective date
of the House Bill will be
immediately after its
approval.
Z&A comments
The Puerto Rico
Manufacturers Association,
the Pharmaceutical Industry
Association and

manufacturers subject to the
House Bill have been meeting
with the Puerto Rico
Treasury Department trying
to find ways to reduce its
impact. They have been able
to postpone the
commencement of the 4%
excise tax from January 1,
2013, the date established in
the original bill, to July 1,
2013. Those efforts
continue, and it seems that
the House Bill as its stands
will be signed into law. We
will keep track of the House
Bill and inform you of any
changes of importance that
may occur during the

legislative process. We also
encourage you to examine
your current situation to
determine the effect the
House Bill may have in your
total taxes. We may assist
you in this process and with
any negotiation you require
with the Puerto Rico
Treasury Department or the
Puerto Rico Industrial
Development Company.
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This publication supports Zaragoza & Alvarado’s marketing of professional services. It is
intended for information purposes only and should not be regarded as written advice or
recommendation to undertake any position, tax related or otherwise. Readers should not
consider the information contained in this publication to be complete, nor act solely on the
basis of the material contain herein. Moreover, due to changing laws and associated
authoritative literature, that information may not continue to apply to a reader's situation.
Therefore, we encourage the readers to contact us or another qualified professional advisor
to thoroughly evaluate their specific facts and circumstances; to determine if any information
contained in this publication remains valid and; to discuss the potential application of such
information to their particular situations.
As provided in Department of Treasury Circular 230, this publication is not intended or
written by Zaragoza & Alvarado LLP, to be used, and cannot be used, by a reader or any
other person or entity for purposes of avoiding tax penalties that may be imposed on any
taxpayer under the Internal Revenue Code.
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