Puerto Rico – Tax System Overview 
	Characteristics 
	Portfolio Content 

	General 

	Revenue authority 
	Puerto Rico Department of the Treasury (Section 04.A.)  

	Type of tax system  
	· Residents: worldwide system (Corporations: Section 05.B.1.; Individuals: Section 10.A.); residents are also liable to US federal tax on foreign, including US, source income and income effectively connected to a US trade or business (Corporations: Section 04.O.3.; Individuals: Section 04.O.2.)
· Non-residents: Puerto Rico source income and income effectively connected to a Puerto Rican trade or business (Corporations: Section 06.C. and D.; Individuals: Section 11.B. and C.)

	Residence  
	A company is tax resident in Puerto Rico if it is incorporated in Puerto Rico. (Section 05.A.) 

An individual is deemed to be tax resident in Puerto Rico if: 
· He or she is domiciled in Puerto Rico; or
· He or she is physically present in Puerto Rico for at least 183 days in the calendar year concerned. (Section 10.B.) 

	Basic domestic nexus rule for foreign corporations  
	A corporation not resident in Puerto Rico is subject to taxation on its Puerto Rico source income and income effectively connected to a Puerto Rico trade or business. The possession of an office or fixed place of business in Puerto Rico may cause a corporation to be deemed to be engaged in a trade or business in Puerto Rico. (Section 06.C.1.)

	Treaty network 
	As an unincorporated territory of the United States, Puerto Rico does not possess full sovereignty and is therefore not a party to any tax treaty, nor is it named in any US tax treaty, but certain international agreements of the United States may by extension be applicable in Puerto Rico. (Section 15.B.)  

	Corporations 

	Corporate income tax rate 
 
	The standard rate is a flat 18.5%, which is augmented by a graduated surtax on adjusted net income (net taxable income minus US$ 25,000) levied at rates ranging from 5% on income up to US$ 75,000 to a maximum of 19% on income over US$ 275,000. (Section 05.B.9.)

An alternative minimum tax applies to guarantee corporate taxpayers with substantial income pay the minimum 18.5% rate, but for taxpayers with gross income above US$ 10 million, the rate is 23%.      

	General withholding tax rates on payments to non-resident companies 
	Dividends: 10%, subject to an exemption for dividends paid to an international banking entity or out of certain industrial development income. (Sections 06.D.1., D.3.b., and D.5.)  

Interest: 0%, where paid to an unrelated foreign corporation not engaged in a Puerto Rico trade or business; 29% where paid to a related corporation. (Sections 06.D.1. and D.3.a.)   

Royalties: 29% (Sections 06.D.1. and D.3.d.) 

For the rates of source country taxation applying under Puerto Rico domestic law and the context for their application, see the Withholding Tax Chart. 

	Net operating losses carryback/forward 
	Carryback: No.  
Carryforward: Generally, 10 years, but 5 years for capital losses; in either case, subject to limitations. (Sections 05.B.7.a. and b.) 

	Restrictions on deductibility of interest expenses  
	There are no thin capitalization rules or other such limitations on the deductibility of interest, but to be deductible interest expense must be considered ordinary and necessary. (Section 05.B.5.d.)

	Anti-hybrid mismatch rules 
	There is no law on hybrid mismatches, but Puerto Rico generally disallows the use of hybrid entities and applies US tax principles (e.g., continuity of interest, step transaction, business purpose, and substance over form) to classify financial instruments as debt or equity. (Section 05.B.5.d.)

Limited liability companies (LLCs) are treated as corporations for Puerto Rico tax purposes, but where a foreign LLC is treated as a passthrough or disregarded entity abroad, Puerto Rico will treat it in the same manner, subject to an exception for LLCs operating under certain tax grants. (Section 03.A.3. and Section 09.F.2.)

	Incentives (major) 
	· R&D: Yes. (Section 16.C.1.a.(4)(a)(iv) and Section 16.C.1.a.(4)(c)(iv))
· Patent box: No, none as such.
· Enhanced depreciation / capital allowance: Yes. (Section 05.B.5.f. and Section 16.C.13.g.(5))
· Environmental: Yes. (16.C.14.)
· Other: Various concessions are available under the Puerto Rico Incentives Code. (Section 16.C.1.a.(3))

The Incentives Code of Puerto Rico provides for numerous incentives, consisting of preferential tax rates, tax credits (including for R&D), special deductions, and exemptions. Various U.S. federal incentives may also be available to companies with operations in Puerto Rico. (Sections 16.A. – general, 16.C. – local incentives, 16.B. – federal incentives)

	Participation exemption (or similar regime)  
	No, but dividends from qualified investments in Qualified Opportunity Zones are fully tax exempt. (Section 16.B.3.) 


	Tax consolidation 
	No. (Section 05.B.10.h.)

	M&A regime 
	· Tax-free or tax-privileged transaction: Yes. (Section 05.B.12.b. through f.)
· Stamp duty / share transfer taxes: No, but recordation fees apply to transactions involving the exchange of Puerto Rico real property assets. (Section 05.B.5.b. and Section 02.G.6.)   
· Limitation on pre-deal NOL carryforwards: NOLs may be carried forward for up to 10 years, to offset up to 90% of net taxable income per tax year. (Section 05.B.7. and Section 05.B.12.; Section 02.G.6.) 


	OECD Pillars One and Two 
	Puerto Rico has agreed to implement the Two Pillar Solution. (Section 05.B.2.b.) 

	Controlled foreign company regime 
	No. 

	Transfer pricing regime 
	There is no comprehensive transfer pricing regime, but a transfer pricing study must be prepared in accordance with the U.S. transfer pricing rules under IRC §482 for certain expenses with related parties not engaged in a Puerto Rico trade or business, otherwise a taxpayer will be subject to a 51% deduction disallowance for such expenses. (Section 14.A.)  

Country-by-country report: No. (Section 14.D.1.)  

	General anti-avoidance rule 
	No.

	Mandatory disclosure regime 
	No. 

	Foreign tax relief  
	Relief may be granted, either by way of a credit (subject to per country and overall limitations) or a deduction. (Section 05.B.8.a.) 

	Individuals 

	Personal income tax rates  
	The standard rates range from 0% on income up to US$ 9,000 to 33% on income above US$ 61,500,   A 5% surtax also applies to individuals with net taxable income above US$ 500,000 plus US$ 8,895, which is limited to 33% of an individual’s personal and dependent exemptions. (Section 10.F.1.) 

Furthermore, alternative basic tax (ABT) must be computed by adding back certain income items to gross income and calculated based on ABT rates ranging from 1% on income above US$ 25,000 to US$ 50,000 and 24% on income above US$ 250,000. (Section 10.F.3.)

Final tax liability is either 92% of the aggregate amounts as determined using the regular income tax rates plus the gradual adjustment or 95% of such amount for taxpayers with gross income above US$ 100,000.    
Nonresident individuals are subject to tax at the standard rates only on Puerto Rico source income. 


	Equity incentives 
	Yes. (Section 10.F.2.h.)

	Foreign tax relief 
	Yes , by way of credit or deduction. (Section 05.B.8.a.)  

	Wealth tax/estate or inheritance taxes/gift tax 
	· No wealth tax.   
· No estate tax. (Sections 04.C. and 13.A.)
· No gift tax. (Sections 04.C. and 13.B.) 

	Exit tax 
	No.  

	Other Taxes 

	VAT/GST/Sales tax 
	Sales and use tax (SUT) of 11.5% (10.5% state rate, plus 1% municipal rate) is charged on all supplies of taxable items/services, but certain business to business and professional services are subject to a 4% rate. Various exemptions apply. (Section 04.E.)

All merchants with a trade or business in Puerto Rico must be registered for SUT. (Section 04.E.7.)

	Digital services tax  
	No digital services tax as such, but digital goods and services are ‘taxable items’ subject to SUT (see above). (Section 04.E.3.)

	Local taxes  
	Personal property tax: every corporation is subject to an annual tax on the appraised value of all personal property used in its Puerto Rico trade or business based on rates ranging from 5.80% to 9.83%. (Section 04.I.) 

Real property tax: every corporation is subject to an annual tax on the 1957 hypothetical fair market value of its real property in Puerto Rico based on rates ranging from 8.03% to 11.83%.  (Section 04.I.)

Municipal license tax: every corporation is subject to an annual municipal license tax based on  volume of business in terms of gross income at maximum rates of 0.5% for non-financial businesses and 1.5% for financial services firms. (Section 04.J.) 

	Administrative 

	Standard tax return filing dates  
	Corporations: by the 15th day of the fourth month following the close of the tax year. (Section 05.B.10.b.) 

Individuals: by April 15. (Section 10.G.2.)

	Limitations period for assessment 
	· Up to 4 years from the date an original return is filed;
· Up to 6 years where taxable income of more than 25% of the gross income reported was omitted;
· Indefinite where no return or a false or fraudulent return is filed. 
(Sections 05.B.10a. and X.G.1.)  

	Advance tax rulings  
	Yes. (Section 05.B.13.) 


 
