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Estimated Tax Payments – New
Transition and Safe Harbor Rules
By Felipe Mariani-Franco

On October 14, 2013, the Governor of Puerto Rico signed Act No. 117-2013 (“Act
117”), which provides for technical amendments to the Puerto Rico Internal Revenue
Code of 2011, as amended (the “Code”). In this bulletin, we will discuss the transition
rules for estimated tax payments that were included in Act 117, as well as the changes to
the safe harbor rules.
Transition Rules
Act 117 provides transition rules for the payment of estimated taxes for individuals and
corporate taxpayers for Calendar Taxable Year 2013. These transition rules require the
computation of the estimated tax liability using the new safe harbor rules established by
Act 117 and the payment of any amount due in two equal installments.
To determine the estimated tax payments to be made, the taxpayer will compute its
estimated tax liability for the year using the new safe harbor rules and subtract from
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it the sum of the estimated tax payments
previously made during the year. The
resulting amount will be divided in two
equal installments payable as
follows:
1.

2.

Individual Taxpayers (applicable to
taxpayers with natural and fiscal
years):
a.

1st installment – the 25th day of
the 10th month of the year
(October 25, 2013 for calendar
year taxpayers);

b.

2nd installment – the 15th day of
the 1st month of the subsequent
taxable year (January 15, 2014 for
calendar year taxpayers).

Corporate Taxpayers (only
applicable to taxpayers with
natural years):
a.

1st installment – October 25,
2013;

b.

2nd installment – December 15,
2013.

Act 117 does not provide any transition
rules for pass-through entities
partnerships, special partnerships and
corporation of individuals). These entities
will still be required to pay the estimated
tax payments in the four installments provided in the Code.
In general, the estimated tax payment for
pass-through entities is the higher of:
1.

30% of the distributable participation
of the shareholders, partners or
members of the entity plus the income
tax applicable to those income items
subject to preferential income tax
rates; or

2.

The result of computing the additional
tax on gross income on the
distributable participation in the gross
income of the shareholders, partners
or members.

In the case of financial institutions taxed as
partnerships, the estimated tax payment is
determined by the sum of 1 and 2, above.
New Safe Harbor Rules
With the changes to the determination of

the income tax liability introduced by Act
40-2013, the Government of Puerto Rico
decided to change the safe harbor rules
used to determine the penalties for
underpayment of estimated taxes for
individuals and corporate taxpayers.
The changes to these provisions,
incorporated by Act 117, may be
summarized as: (1) those related to
Calendar Taxable Year 2013; and (2) those
applicable to short taxable years and to
taxpayers showing no income tax liability
before credits, withholdings and
overpayments on their prior year income
tax return.
Safe Harbor Rules for Calendar
Taxable Year 2013
Act 117 provides that the estimated tax
for the Calendar Year 2013 should be the
smallest of:
1.

90% of the income tax for the
current taxable year; or

2.

the highest of:
a.

the total income tax determined
in the prior year income tax
return; or

b.

an amount equal to the income
tax determined with the tax rates
and the applicable law for the year
but using the information in the
prior year income tax return.

Act 117 also provides that no estimated
tax penalty will be applicable for the
Calendar Taxable Year 2013 if the
taxpayer makes its payments following the
transition rules explained above. In the
case of fiscal year corporate taxpayers (for
which the transition rules do not apply), no
estimated tax penalty will be applicable for
the taxable year begun after December 31,
2012 if the estimated tax, determined
under the rules above, is paid in equal
amounts on or before the due dates of the
installments due after September 15, 2013.
Safe Harbor Rules for Short Taxable
Years and for Taxpayers Showing no
Income Tax Liability Before Credits,
Withholdings and Overpayments on its
Prior Year Income Tax Return
The estimated tax of any individual or
corporate taxpayer with a short taxable
year or with a prior year income tax
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return showing no income tax liability,
before taking into consideration credits,
withholding and overpayments, shall be
90% of the income tax for the current
taxable year. Therefore, the safe harbor
rule computation based on the prior year
income tax return is not allowed in these
cases.
Z&A Comments
Act No. 40-2013 brought increases in
income tax rates and changes in the
alternative minimum tax and alternate
basic tax computations that should impact
most, if not all, individual and corporate
taxpayers. In light of the changes to the
safe harbor rules and the new transition
rules applicable to estimated taxes of Act
117, taxpayers should determine their
estimated tax responsibility to comply with
the new requirements and avoid estimated
tax penalties. The fact that the income tax
liability of certain taxpayers may be
reduced by the full or partial waivers
provided in the Code, will make the
determination of an estimated tax liability a
challenge and, in some cases, will require
business decisions as to the extent of the
potential benefit, if any, from those
taxpayers requesting those full or partial
waivers. Please note that Act 117 modified
some of these full or partial waivers.
We may assist you in the determination of
the estimated tax liability for the year and
explain the issues that you should consider
if you have requested or plan to request
one of the full or partial waivers provided
in the Code.
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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.

