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In brief 

On July 1, 2014 the Governor of Puerto Rico signed Act 77 (the Act) into law. The Act includes 

amendments to the Puerto Rico Internal Revenue Code of 2011, as amended (the Code) that offer 

individuals unique incentive opportunities during a limited time period. Although the Act will impact 

both individual and corporate taxpayers, this Tax Insight only addresses the significant changes affecting 

individual taxpayers. 

 

In detail 

Alternate basic tax (ABT) 
bracket 

The ABT rates by taxable 
income level have been modified 
for taxable years after 2013. 
They are as follows: 

 Alternate Basic Taxable 

Income from $150,000 to 

$200,000:  10% 

 Alternate Basic Taxable 

Income from $200,000 to 

$300,000:  15% 

 Alternate Basic Taxable 

Income in excess of 

$300,000:  24% 

Credit for prior year ABT 
payments 

The credit for prior year ABT is 
now limited to 25% of the excess 
of the regular tax over the ABT. 
Additionally, the total net ABT 
paid related to taxable years 
prior to 2014 can be claimed as 
a credit until exhausted.  This 

means that for years after 2013, 
the ABT imposed will not create 
any more credits that may be 
carried forward. Before the 
enactment of the Act, the ABT 
credit had no limit, and was not 
subject to a ‘sunset’ provision 
resulting in discontinuing the 
creation of new credits after 
2014. 

Increases in certain 
preferential rates 

The Act includes increases in 
preferential rates on net long 
term capital gains, dividends, as 
well as interest from Puerto 
Rican Individual Retirement 
Accounts (IRAs).  These include 
the following:  

 Long term capital gains rate 

was increased from 10% to 

15% for sales and exchanges 

that take place after June 30, 

2014.  

 Preferential income tax rate 

on dividends from certain 

corporations (Puerto Rico 

corporations) increased from 

10% to 15%, for distributions 

made after June 30, 2014. 

 Interest paid or accrued on a 

Puerto Rico IRA after June 

30, 2014 will be subject to a 

17% tax rate (previously 

these were subject to 10% in 

some cases). 

Capital transactions 
holding period and 
carryovers 

The Act amended the holding 
period to qualify as long term 
capital transaction. ‘Long term’ 
will apply to those assets held 
for more than one (1) year 
(previously more than six (6) 
months). The same will apply to 
gains and losses. However, this 
new holding period will apply to 
sales and exchanges that take 
place after June 30, 2014. 
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Capital losses can only now offset 
90% of the capital gains; however 
you can still claim $1,000 of a net 
capital loss as deduction against 
ordinary income.  Additionally, any 
excess of capital losses will be 
carried forward seven years, 
instead of the previous five and ten 
years. 

Prepayment of tax on Eligible 
Variable Annuity Contracts  

Owners or beneficiaries of life 
insurance policies or annuities 
that, on or before December 31, 
2014, exchange such policies or 
annuities for ‘Eligible Variable 
Annuity Contracts’ may elect to 
prepay, on the accumulated and 
undistributed amount, a 
preferential rate of 10%, which 
would otherwise be subject to 
ordinary tax rates upon subsequent 
distribution. This amendment is 
intended to provide an incentive to 
pay taxes in advance at a low rate 
and allow for tax free distributions 
in future years with regard to 
amounts subjected to a tax 
prepayment. 

Election for special income 
tax on certain gains 

Under the Act, there is an election 
for special income tax on the gains 
from the sale or prepayment on the 
accumulated increase in value of 
certain assets.  The ‘special income 
tax’ will apply to sales that take 
place between July 1, 2014 and 
October 31, 2014. Taxpayers may 
also elect to prepay a special 
income tax rate of 8% or 15% on 
the increase in value of certain 
assets. The 8% rate will apply to 
long term capital assets, while the 
15% rate will apply to assets that 

would otherwise be taxable at the 
ordinary income tax rates.  

Assets that qualify for the special 
income tax will be the following:   

 shares of corporate stock in 

domestic or foreign 

corporations and membership 

interests in domestic or foreign 

partnerships or limited liability 

companies, as well as options to 

acquire such stocks or 

membership interests  

 real property within or without 

Puerto Rico, including property 

subject to  depreciation  

 fixed annuity contracts  

 amounts accumulated under a 

qualified or nonqualified 

employee pension plans.  

In the case of amounts 
accumulated under a qualified 
employee pension plan, an 8% 
special income tax rate would 
apply.  For amounts accumulated 
under a non-qualified employee 
pension plan, a 15% special income 
tax rate would apply.   No 
prepayment will be allowed for any 
amount in excess of the plan 
balance as of the day of the 
prepayment.   If the employee 
meets any of the conditions for the 
distribution of the pension plan, 
(e.g. separation of employment, 
cancelation of the plan or 
retirement age), the prepayment 
may be made simultaneously along 
with the distribution of the funds.  

This incentive may be particularly 
attractive to individuals who are 
somewhat close to retirement. 

Prepayment of income tax on 
IRAs 

A ‘window’ has been opened to 
allow individual taxpayers to 
prepay income taxes at a 
preferential rate of 8% on any 
undistributed amounts 
accumulated in a Puerto Rico IRA. 
The window period will run from 
July 1, 2014 until October 31, 2014. 
If taxpayers choose to prepay taxes 
on their IRA balances during the 
window period, they cannot take 
distributions, unless they are at 
least 60 years old. Otherwise, a 
30% penalty will apply (previously 
10%). Amounts withdrawn to 
prepay will not be considered 
‘Early Distributions’ subject to the 
30% penalty. 

This incentive may be particularly 
attractive to individuals who are 
somewhat close to retirement. 

Earned Income Credit 

Earned Income Credit has been 
eliminated for taxable years after 
2013. 

Credit for taxpayers older 
than 65 years with $15,000 or 
less of gross income 

The credit has been reduced from 
$400 to $200. The credit may be 
increased back to $400 if certain 
government budgetary projections 
are met. 

The takeaway 

Additional guidance may be issued 
by the Puerto Rico Treasury 
Department regarding the 
implementation of some of these 
amendments. We will provide 
additional comments as guidance 
is issued. 
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Let’s talk   

For a deeper discussion of how this issue might affect your business, please contact your engagement team or one of the 

following professionals with PwC Puerto Rico: 

International Assignment Services 

Jorge Morazzani 

(703) 918-3684  
jorge.morazzani@us.pwc.com  

 

Jose Osorio 

(787) 772-8057 
jose.osorio@us.pwc.com  

 

 

SOLICITATION 

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information 
contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness 
of the information contained in this publication, and, to the extent permitted by law, PwC does do not accept or assume any liability, responsibility or duty of care for any 
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.  

© 2014 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity. Please see 
www.pwc.com/structure for further details.  

 

mailto:jorge.morazzani@us.pwc.com
mailto:jose.osorio@us.pwc.com

