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GOVERNMENT OF PUERTO RICO

Luis G. Fortuo

Governor

Esteemed friend:

Thank you for taking the time to learn about the opportunities
and benefits of Doing

Business in Puerto Rico. You may be surprised to know that
beyond the beautiful beaches

and the tropical climate that bring millions of recreational
tourists to our island every year,Puerto Rico also offers one of
the most attractive business environments in the world.

One of our most valuable assets is our highly skilled, highly
educated, low cost and bilingual

workforce, allowing great operational flexibility to
international companies. The costs of labor

in Puerto Rico are the lowest of any of the jurisdictions in the
United States.

The islands location as a gateway to the mainland United States
and to Latin America is also a great advantage for our

business community. We have one of the largest ports in the
Western Hemisphere, a major international airport and extensive

and sophisticated logistics capabilities.

Additionally, we offer highly competitive tax, infrastructure,
employer incentives, and many financing alternatives to assist

companies that establish and expand their operations on the
island. Puerto Ricos business community also enjoys the

protection and stability of being harbored under federal laws,
regulations and judicial systems. The comfort and confidence in

high standards of quality and service are often cited as the
ultimate incentives to make Puerto Rico an operational or

manufacturing base for any company.

With a fast-track permit process for our investors and the
development of cutting-edge research facilities, the life
sciences

industry is just one of the many sectors that continue growing
and strengthening in Puerto Rico. As we move towards

developing alternative energy sources and clean technology, the
new business opportunities seem endless.

I trust this Investment Guide will help you identify how Puerto
Rico can work for you and your company. We look forward to

hosting you soon.

As we like to say,

Best regards,

Luis G. Fortuo

LA FORTALEZA, SAN JUAN, PR 00901 | PO BOX 9020082, SAN JUAN, PR
00902-0082

TEL. (787) 721-7000 | FAX. (787) 722-4300
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Chapter 1: An Introduction to Puerto Rico

6

1. Historical Overview

For thousands of years various Amerindian groups inhabited what
is today Puerto Rico. When ChristopherColumbus arrived in 1493 and
claimed the island for the Spanish Crown, it was dominated by a
group of

Arawak Indians known as Tanos, who called the island Borikn
(Borinquen in Spanish). Spain controlledthe island for most of the
next four centuries until 1898, when it ceded Puerto Rico to the
United States aspart of the Treaty of Paris, which ended the
Spanish-American War.

Puerto Ricans were granted U.S. citizenship in 1917 and the
right to elect their own governor in 1947. PuertoRico approved a
constitution in 1952 that was ratified by the U.S. Congress and
approved by President

Truman the same year. To this day, Puerto Rico remains a
territory of the United States.

2. Geography

Puerto Rico is the easternmost island of the Greater Antilles
archipelago in the Caribbean Sea, locatedapproximately 1,050 miles
east-southeast of Miami. San Juan, Puerto Ricos capital and
principal city, lies onthe islands northern coast. A typical flight
between San Juan and Miami takes about 2.5 hours.

Puerto Rico consists of the main island of Puerto Rico and
various smaller islands, including the islandmunicipalities of
Vieques and Culebra. The main island is approximately 100 miles
(160 km) by 35 miles(60 km) with an area of about 3,400 square
miles (8,800 square kilometers). Puerto Rico comprises amountainous
interior surrounded by coastal plans in the north and south.
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3. Government Systems

As a territory of the United States, Puerto Rico falls within
the U.S. federal system and is subject to bothU.S. federal and
local law. Specifically, the U.S. Constitutional and most federal
laws and regulations apply inPuerto Rico, and the island also has
its own constitution, laws, and regulations that apply to the
extent theyare not contrary to federal law.

Puerto Ricos local government, like those of the federal
government and the states, includes an executive,a legislative and
a judicial branch.

Although Puerto Ricans are citizens of the United States, U.S.
citizens living in Puerto Rico do not have the rightto vote in
presidential elections. They have a non-voting representativecalled
a resident commissionertothe U.S. House of Representatives but no
representative to the Senate. Passports are not required for
U.S.citizens traveling between Puerto Rico and the United States.
International visitors must meet the entryrequirements established
by the United States.

4. Demographics

After four hundred years of Spanish rule and more than one
hundred years as an American territory, PuertoRicans ethnically and
culturally blend Spanish, Tano, African, and American influences.
About 3.9 millionpeople live in Puerto Rico. Natural-born residents
are U.S. citizens. The map below highlights several of theislands
major cities, which have the following populations:

San Juan 424,951

Ponce 180,376Caguas 142,984

Mayagez 93,730

Trujillo Alto 85,682Humacao 60,681
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8. Infrastructure

A. Puerto Rico Ground Transportation

Puerto Ricos major cities are connected by a modern highway
system, which, as of December 31, 2009,

totaled approximately 4,629 miles and 11,947 miles of local
streets and adjacent roads. The highway system

comprises 387 miles of primary system highways, which are the
more important interregional traffic routes

and include PR-52, PR-22, PR-53, PR-66 and PR-20 toll highways,
252 miles of primary urban system

highways, 959 miles of secondary system highways serving the
need of intra-regional traffic, and 3,053 milesof tertiary highways
and roads serving local, intra-regional traffic.

B. Airports

Puerto Ricos air access is by far the best in the Caribbean.
Three airports - Luis Muoz Marn Internationalairport in Carolina
(SJU), Rafael Hernandez Airport in Aguadilla (BQN), and Mercedita
Airport in Ponce (PSE)

- have direct service to the U.S. mainland. Luis Muoz Marn
International Airport serves as the regions hub,

providing service to more than 19 cities in the U.S. and many
international destinations in the Caribbean,

North America, South America, and Europe. The airport receives
over 10 million passengers per year, making

it the busiest airport in the Caribbean.
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1
http://www.prepa.com/2http://www.acueductospr.com/nuevometodo/tabla_cmb_comgobind_agua_alcan.htm

C. Seaports

San Juan is the largest cruise ship port in the Eastern
Caribbean. It is home port to several cruise shipcompanies and
receives 1.2 million cruise ship passengers a year.

San Juan, Guayanilla and Mayagez are the islands principal cargo
ports. The port of Ponce is beingredeveloped as the islands largest
deepwater port and should become one of the Caribbeans
principaltransshipment facilities within the next few years.

D. Power

The Puerto Rico Electric Power Authority (PREPA) provides
electricity service throughout Puerto Rico. Thecost of electric
power varies depending on the type of industry, voltage level,
energy consumption, loadfactor category, and fuel adjustments.
Customers of PREPA that qualify under Puerto Ricos economic

incentives law are entitled to a tax credit ranging from 3% to
10% of the value of their payments to PREPA.More information can be
obtained by accessing PREPAs website.1

E. Water

The Puerto Rico Aqueduct and Sewer Authority (PRASA) provides
water and sewer service to mostareas of the island. The cost of
water depends on consumption and the diameter of the water
meter.Most industrial facilities are connected to a 2-inch water
meter. More information can be obtained byaccessing PRASAs
website.2
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F. Communications

Puerto Rico has the necessary infrastructure for VoIP and
broadband data connectivity to supply industryneeds in landline
service, wireless service, and Ethernet. Puerto Rico is connected
to the mainland UnitedStates through the Puerto Rico undersea
fiber-optic cable of the American Region Caribbean
Optical-ringSystem. This connectivity provides broadband
accessibility for Internet access.

G. Convention Center

The Puerto Rico Convention Center is the largest of its kind in
the Caribbean and Latin America. Thisstate-of-the-art venue has a
total space of 580,000 sq. ft. and the capacity to host 10,000
guests. TheConvention Center operates under the administration of
the Puerto Rico Convention Center District

Authority, which also oversees the surrounding 113-acre
district. Located in the heart of San Juan, theconvention center
district includes hotels and retail stores and will eventually
incorporate residential and

recreational areas as well. The project is structured as a
public/private partnership.
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9. Education System

There are 1,319 public and another 500 private primary and
secondary schools in Puerto Rico. There arealso over 50
institutions of higher learning, including universities, colleges,
community colleges, and technicalinstitutes. The largest public
university in Puerto Rico is the multi-campus University of Puerto
Rico. The largestprivate university systems on the island are the
Sistema Universitario Ana G. Mndez, which operates theUniversidad
del Turabo, Metropolitan University, and Universidad del Este; the
Pontificial Catholic University,Caribbean University, Carlos Albizu
University, Sacred Heart University, Polytechnic University of
Puerto Rico,

and the multi-campus Interamerican University.

10. Science, Technology and Research

The Puerto Rico Science, Technology and Research Trust was
created in 2004 to act as a promotional,investment, and finance
agent for activities that support research and science and
technologydevelopment. As such, it promotes collaboration among the
government, academic and manufacturingsectors, and it is charged
with developing the infrastructure needed for maximizing the
contribution ofthese sectors to Puerto Rico s economic
development.
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Chapter 2: Establishing a Business in Puerto Rico

3As discussed in more detail below, this includes obtaining an
Employer Identification Number (for those sole proprietorships with
employees other than the owner),

registering with the Registry of Businesses at the Puerto Rico
Treasury Department, and registering with the Compulsory Business
Registry at the Puerto Rico TradeCompany.

1. Business Entities

Puerto Rico recognizes a wide range of business forms, from
basic sole proprietorships and generalpartnerships to special
purpose corporate forms and limited liability companies. Investors
thus have a varietyof options for optimizing liability shield and
tax treatment characteristics.

It should be noted that partnerships do not necessarily receive
pass-through tax treatment and not allcorporations necessarily face
double taxation. Instead, both partnerships and corporations face
taxationboth at the partnership/corporate and partner/shareholder
levels as the default rule, but both have the optionof electing
pass-through tax treatment if they meet certain criteria, as
explained below.

A. Sole Proprietorship

A sole proprietorship is a business owned by a single individual
who chooses not to form a partnership,corporation, or limited
liability company. There are no special legal requirements for
creating a soleproprietorship other than the normal requirements
for starting a trade or business.3 Sole proprietorshipsare not
juridical entities and cannot enter into contracts or sue or be
sued in their own name. Accordingly,a sole proprietorship provides
no liability shield for its owner(s) and generally terminates upon
the death of itowner(s). Likewise, it is not taxed separately, and
all income is passed through to the owner(s). The owner istaxed at
the appropriate individual rate.

A sole proprietorship may operate under a trade name. Trade
names may be recorded at the Trade NameRegistry for additional
protection.

B. Partnerships

A partnership is an organization of two or more natural persons
or juridical entities to carry on a businessfor profit pursuant to
a partnership agreement. Partnership agreements (except those for
limited liabilitypartnerships and special partnerships) need not
comply with any statutory formalities and need not berecorded in
the Department of State. However, in order to own real property, a
partnership must have itspartnership agreement incorporated into a
public deed prepared by a notary public.

Several types of partnerships are recognized in Puerto Rico, and
partnerships may be organized under theCivil Code, the Commercial
Code, or the Limited Liability Partnership Act. Generally, however,
partnershipshave some common characteristics. The civil code treats
a partnership as a juridical entity separate from itsowners (i.e.,
the partners). A partner acting within the apparent scope of his
authority under the partnership

agreement can bind the partnership. Thus, the partnership is
liable to a third party for the authorized actsof its partners.
Except for partners in limited liability partnerships and limited
partners of limited partnershipsand special partnerships, the
liability of the individual partners is unlimited and joint with
respect to losses,damages, disbursements and obligations.
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4Civil code partnerships are governed by 31 L.P.R.A.
4311-4399.5Commercial, or mercantile, partnerships are governed by
10 L.P.R.A. 1341-1347.

As mentioned above, and unlike in most states, Puerto Rico
partnerships do not automatically providepass-through tax
treatment. Rather, partnerships and their partners are subject to
tax at the partnership leveland again at the partner level to the
extent the partnership makes any distributions. However,
partnershipsthat meet certain criteria can elect pass through tax
treatment pursuant to Subchapter K of the Puerto RicoInternal
Revenue Code as described below.

(1) Civil Code Partnership4

A civil code partnership is a contract by which two or more
persons bind themselves to contribute money,

property, or industry to a common fund or enterprise, with the
intention of dividing the profits amongthemselves. There is no
special formal requirement for the creation of a civil partnership.
Nevertheless,for a civil code partnership to acquire real property
in Puerto Rico, it must utilize a deed form to create
thepartnership. The civil partnership need not register with any
government agency.

A civil partnership is automatically dissolved by the death,
civil interdiction, or insolvency of a partner (unlessotherwise
provided for in the partnership agreement), or when the business
for which it was constitutedends. A civil partnership will not
dissolve upon the withdrawal of a partner if the duration of the
partnershipis fixed and has not expired.

The partners in a civil partnership have a subsidiary obligation
with respect to the debts of the civil partnership.The creditors of
a civil partnership must first try to collect from the funds of the
civil partnership. Only if suchfunds are insufficient to pay the
debts owed to the creditors may the creditors move to collect from
thepartners. In such cases, the partners will be severally liable
for the debts of the partnership.

(2) Commercial Code Partnerships5

Commercial partnerships - or partnerships formed under Commerce
Code provisions - are defined asthose in which two or more persons
obligate themselves to join funds, properties and/or industry to
obtainprofits. This definition is almost identical to the
definition of partnership under the Civil Code, but
commercialpartnerships must meet certain formal requirements,
including being executed in deed form and registeringwith the
Mercantile Registry (failure to record eliminates the protection of
the partnership contract as tothird-party claims). The recording
fee in the Mercantile Registry is $1.00 per $1,000 of capital, up
to $10,000and 50 per $1,000 above $10,000. The Mercantile Registry
only acts as a registry and has no supervisoryduties. There is a
Mercantile Registry in each Property Registry, and partnerships
must be recorded in theRegistry located in the municipality where
the principal office of the business is located.

There are two types of commercial partnerships: general
partnerships and limited partnerships. A generalpartnership is one
in which all the partners bind themselves, collectively and under a
firm name, to share thesame rights and obligations in such
proportions as they may establish. The partners of a general
partnership

are personally and jointly liable for all the liabilities of the
partnership.

A limited partnership is made up of managing and special
partners. Managing partners run the affairs of thepartnership and
are jointly liable for the debts and obligations of the
partnership. Special partners are passiveinvestors and may not
participate in the management of the partnership, and their
liability for the debts and
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610 L.P.R.A. 1861-1867.710 L.P.R.A. 1861(b).813 L.P.R.A.
8630-8658.913 L.P.R.A. 8630.

obligations of the partnership is limited to their contribution
to the partnership. However, a limited partnershipcannot include
the name of a special partner; if it does, the limited partner may
be held jointly liable with themanaging partners for the
liabilities of the partnership.

(3) Limited Liability Partnerships 6

Two or more natural persons, including those rendering
professional services, can form a limited liabilitypartnership
under the provisions of the Limited Liability Partnership Act.7
They must register the limited liabilitypartnership with the
Department of State by filing a certified copy of the constituent
deed accompanied by a

$100 fee. Registration is valid for one year and must be renewed
annually by filing a renewal application anda $110 revenue voucher.
The name of the partnership must include the words limited
liability partnership(sociedad de responsabilidad limitada) or LLP,
L.L.P., or S.R.L.

Generally, a partner in a limited liability partnership is not
personally liable for the debts and obligations of thepartnership
or for negligent or unlawful acts of another partner or employee
not supervised by the partner,provided he had no prior knowledge of
such acts. However, the partner may be held personally liable
forpartnership debts and obligations that arise out of an error,
omission, negligence, incompetence, or illegal actcommitted by that
partner or in which that partner was involved, directly or through
any person under his orher control or supervision or of which that
partner had notice or knowledge.

In Puerto Rico, foreign limited liability partnerships are
permitted, but permission from the Secretary of Stateis required to
operate both a foreign LLP and domestic LLP.

(4) Partnership Tax Treatment and the Subchapter K Election

(Special Partnerships)8

As mentioned above, partnerships that meet certain criteria can
elect to be taxed under Subchapter K ofthe P.R. Internal Revenue
Code 9 and, as a result, receives pass-through tax treatment. That
is, SpecialPartnerships do not generally pay any income taxes at
the business-entity level, and their income or lossesare divided
among, and passed through to, their partners, who pay taxes on such
distributions at theirapplicable rates.

To be eligible to make a Special Partnership election under the
Puerto Rico Internal Revenue Code, a businessmust derive at least
70% of its gross income from sources within Puerto Rico during each
taxable year, andat least 70% of such income must be from one of
the following eligible activities:
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10General Corporations Act of 2009, Law No. 164.11 8 Del. C.
101; 501; 601.

To be considered as a special partnership, an election must be
filed with the Puerto Rico Treasury Department.Generally, the
corporation (or partnership) can make the election for any taxable
year: (1) at any time duringthe preceding tax year, or (2) during
the first 90 days of the tax year the election is to take
effect.

C. Corporations

(1) Domestic Corporations 10

Puerto Ricos General Corporation Law is based on Delawares.11 In
general terms, a corporation is an entity

separate and distinct from its shareholders, directors, and
officers. It has the power to enter into contracts,hold property,
and sue and be sued on its own name; it also has continuity of life
and free transferability ofownership interests.

A typical corporations structure consists of three main groups:
directors, officers, and shareholders. In themost basic terms, the
corporation is owned by its shareholders, the shareholders choose
the directors,and the directors are charged with overseeing the
management of the corporation, which is handled by thecorporate
officers. Directors must carry out their duties in good faith and
without conflicts of interest; officersmust perform reasonably and
in good faith. The liability of directors and officers may be
indemnified by thecorporation. The liability of corporate
shareholders for the acts of the corporation, except in certain
cases, islimited to their investment in its stock.

Any person or juridical entity can form a corporation by filing
articles of incorporationsigned by theincorporator(s) with the
proposed corporations name, street address, business purpose (can
be stated asany legitimate matter for which a corporation may be
created), incorporators name and authorization,

stock information, and directors names and addresswith the
Corporate Division of the Department ofState, along with a filing
fee. De facto corporations are not contemplated under the Puerto
Rico GeneralCorporation Law. If shares have been issued, the
articles of incorporation can be amended by the boardof directors
with shareholder approval. If no shares have been issued, the
articles of incorporation canbe amended by the directors (if they
have been named) or the incorporators (if the directors have
notbeen named).

The management of a corporation is typically carried out
pursuant to by-laws, which may be adopted oramended at
incorporation by the incorporator(s) or thereafter by the
stockholders or, if permitted by thearticles of incorporation, by
the directors.

Puerto Rico corporations must maintain a designated principal
office and agent in Puerto Rico for serviceof process.

Ownership of a corporation is effected through ownership of the
corporations capital stock, which may

be issued in various classes with various rights and
restrictions. Shares of corporate stock are personalproperty.
Shareholders typically must hold meetings at least once per year.
The law identifies certain corporateactions, and the articles of
incorporation may specify others, that must be approved by the
shareholders.Nonresidents of Puerto Rico and non-U.S. citizens may
own stock and serve as directors and officers of aPuerto Rico
corporation.
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12General Corporations Act of 2009, Law No. 164; Chapter
XIII.13General Corporations Act of 2009, Law No. 164; Chapter
XVIII.

Corporations must file an annual report on or before April 15.
Annual reports must be signed by thecorporations president and
treasurer, and in the case of a Puerto Rico corporation whose
annual volumeof business exceeds $3,000,000, must be accompanied by
the corporations balance sheet at the closeof the preceding fiscal
year, audited by a certified public accountant licensed in Puerto
Rico who cannotbe a stockholder or employee of the corporation.
Corporations incorporated outside Puerto Rico mustaccompany their
annual report with an audited balance sheet regardless of annual
volume of business. Eachannual report must be accompanied by a fee
of $100.

Corporations can merge or consolidate with one another (in a
merger, one of the corporations survives; ina consolidation, a new
corporation is formed). In either event, the stockholders and
creditors of the non-surviving corporations become stockholders and
creditors, respectively, of the surviving corporation, andthe
surviving corporation takes on the rights and liabilities of the
merged/consolidated corporations. Wherepermitted by the law of a
foreign corporations state of incorporation, Puerto Rico law allows
for merger witha non-Puerto Rico corporation.

(2) Foreign Corporations 12

All corporations that are not organized under Puerto Rico laws
are considered foreign corporations. Prior toconducting business in
Puerto Rico, foreign corporations must register with the Puerto
Rico Department ofState, which will usually permit a foreign
corporation to do business in Puerto Rico as a matter of course,so
long as the proposed business is permitted and no other corporation
is doing business under the samename.

A foreign corporation that fails to register to do business in
Puerto Rico will not be allowed to initiate judicial

proceedings in Puerto Rico until it is registered. Indeed, a
court may suspend a judicial proceeding until aforeign corporation
provides evidence that it is registered to do business in Puerto
Rico. Courts can alsoorder a foreign corporation to cease all
business activities in Puerto Rico until it is duly registered to
dobusiness. Nonetheless, the mere fact that a foreign corporation
is not authorized to do business in PuertoRico will not affect the
validity of its corporate actions in Puerto Rico or its right to
defend itself in a proceedingin Puerto Rico.

The fees required by the State Department to process and issue
the certificate of registration are US$110.Legal process against
the corporation may be served on its authorized resident agent, who
must be eithera natural or judicial person residing in Puerto Rico,
but cannot be a stockholder, officer, or director of
thecorporation.

(3) Professional Corporations 13

A professional corporation is formed for the purpose of
rendering the type of professional services that

require a license from the Commonwealth of Puerto Rico. All
shareholders must be individuals licensed bythe Commonwealth to
render the professional services offered by the corporation, and
those services mustbe rendered through the corporations officers,
employees, and agents.
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14General Corporations Act of 2009, Law No. 164; Chapter
XIV.

Officers, employees, and agents of a professional corporation
are fully and personally liable for any negligentact or omission,
unlawful act, or for any culpable conduct that arises from the
rendering of professionalservices on behalf of the corporation,
whether committed by such officer, employee, or agent or by
anyperson under his or her direct supervision or control. In
addition, the professional corporation is held jointlyliable up to
the aggregate value of its assets for the negligent or unlawful
acts or for the culpable conductof its officers, employees, and
agents while offering professional services on behalf of the
corporation. Butshareholders who were not involved in the negligent
or unlawful act or omission or culpable conduct arenot personally
liable for the damages caused by them. The professional corporation
is not liable for the

individual debts of its shareholders. Likewise, shareholders of
the professional corporation are not liablefor the liabilities of
the professional corporation that are not related to negligent acts
in the rendering ofprofessional services.

The annual report of professional corporations must certify that
its shareholders, directors, and officers areduly licensed,
certified, and registered to render the professional services of
the corporation in Puerto Rico.Non-Puerto Rico corporations may not
qualify as professional corporations.

(4) Close Corporations 14

Close corporations provide structural flexibility to
corporations owned by a relatively small number ofshareholders that
do not intend to go public within a short period of time. To
qualify as a close corporation,the certificate of incorporation
must include, among other clauses, provisions stating that:

regarding the transfer of shares:

shares subject to a purchase-sale agreement;

security, prior to the transfer of such security; and

classes of persons.

Securities Act of 1933.It is common to include a clause in the
certificate of incorporation of close corporations authorizing
theshareholders of the close corporation to manage the corporations
business. If the clause is included, it is notnecessary for the
shareholders to elect directors; rather, the shareholders may act
as the board of directors.However, in such cases, the shareholders
will be subject to all legal liabilities of the directors.

A close corporation may amend its certificate of incorporation
to become a regular corporation by followingthe amendment
procedures established for regular corporations; conversely, a
regular corporation canamend its certificate of incorporation to
become a close corporation.
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1513 L.P.R.A. 8680-8689.1613 L.P.R.A. 8680(1).

(5) Non-Profit Organizations

Puerto Ricos General Corporation Law provides for the
organization of non-profit corporations. Thecertificate of
incorporation must clearly state that the corporation is organized
for nonprofit purposes and isnot authorized to issue stock.

Instead of shareholders, a nonprofit corporation has members who
are not personally liable for the debtsof the corporation, except
by reason of their own acts. However, members have a fiduciary
responsibilitytoward the non-profit corporation similar to that of
a director in a regular corporation.

Also, the members of a non-profit corporation may elect a
governing body (typically called a Board ofDirectors) that has the
powers and responsibilities of a board of directors of a regular
corporation.

Non-profit corporations are required to file their annual report
with the Corporation Division of the PuertoRico Department of
State, but they pay lower fees of only $10, or, in the case of
non-profit religious, fraternal,charitable, or educational
corporations, no filing fee is required.

(6) Corporation Tax Treatment and the Subchapter N Election

(Corporations of Individuals) 15

Like partnerships, corporations typically face taxation at both
the corporate and shareholder levels. However,a corporation that
meets certain criteria can elect to be taxed under Subchapter N of
the P.R. Code as acorporation of individuals.16 In general, an N
corporation does not pay any income taxes at the corporatelevel,
and the corporations income and losses are passed through to its
shareholders. This pass-throughtax treatment is available, however,
only if the shareholders consent to the corporations election and
the

corporation meets a number of criteria. Specifically, the stock
of a corporation of individuals may be ownedonly by individuals who
are citizens or resident aliens of Puerto Rico, estates, and
certain trusts. Moreover,the corporation must:

only in Puerto Rico), but not an insurance company, a registered
investment company, a specialcorporation owned by employees, a
corporation exempt under any tax incentives or similar acts(except
under the Puerto Rico Tourism Development Act of 1993), a financial
institution, or acorporation licensed as a capital investment
fund,

All of these requirements must be met when the election is made
and at all times thereafter. Failure at anytime to qualify as a
corporation of individuals terminates the election, and as of the
date of termination, thecorporation is taxed as a regular
corporation.

The election to be considered as a corporation of individuals
must be made by filing a Subchapter N Electionwith the Puerto Rico
Treasury Department. Generally the corporation can make the
election for any taxableyear: (1) at any time during the preceding
tax year, or (2) at any time before the 15th day of the fourth
monthof the tax year, if filed during the tax year the election is
to take effect.
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17General Corporations Act of 2009, Law No. 164; Chapter
XIX-XX.1813 L.P.R.A. 8630-8658.1913 L.P.R.A. 8680-8689.207 L.P.R.A.
301-503.

D. Limited Liability Company17

Limited Liability Companies are more flexible operationally than
corporations but can still provide legalprotection for their
managers and members. To form an LLC, one or more persons must file
a LLC Certificateof Formation with the Puerto Rico Department of
State, along with a fee of $100.00. A foreign LLC mayregister in
Puerto Rico by petition signed by an authorized person following
the procedures specified in theGeneral Corporation Act; once
registered, it shall have some powers as a domestic LLC, provided
thatits internal affairs and the liability of its managers and
members shall continue to be governed by laws of

the jurisdiction where the LLC is organized. LLCs may engage in
any lawful activity but must maintain aregistered office and
resident agent for service of process in Puerto Rico.

The management of an LLC is typically governed by an LLC
agreement that sets forth (1) the respectiveduties of the LLC and
its managers and members to each other, (2) the LLCs management
structure, (3) therights of the managers and members and (4) their
respective share of interest in the LLC profits and losses.

This agreement need not be registered.

Unless otherwise provided in the LLC agreement, managers and
members of an LLC cannot be heldpersonally liable for the LLCs
obligations solely by reason of being a manager or member. They may
rely ingood faith on the LLCs records and upon information
presented by other managers, members, officers,committees,
employees, or anyone else with respect to whom such reliance is
reasonable.

Like partnerships and corporations, LLCs are generally taxed at
both the business entity and shareholderlevels. But also like
partnerships and corporation, LLCs can file for pass-through tax
treatment under eithersub-chapter K18 or sub-chapter N 19 of the
Puerto Rico Internal Revenue Code.

Limited liability companies can be merged, consolidated,
dissolved, and/or wound up by the processes setforth for
corporations under Puerto Ricos General Corporation Law.

E. Business Trusts 20

The Puerto Rico Civil Code essentially incorporates the common
law of trusts while attempting to harmonizecommon law and civil law
concepts. The Civil Code defines trusts as an irrevocable mandate
wherebycertain property is transferred to a person, named the
trustee, in order that he may dispose of it as directedby the party
who transfers the property, named constituent, for his own benefit
or for the benefit of a thirdparty, named the beneficiary. The
Puerto Rico Civil Code trust provisions do not establish the extent
of theliability of a trust, if any, in relation to the debts of its
beneficiaries; common law rules would likely be appliedto determine
such liability.

F. Joint Ventures

A joint venture is formed between two or more parties who agree
to undertake economic activity togetherand share in the revenues,
expenses, and control of the enterprise. The venture can be for one
specificproject only, or a continuing business relationship. For
tax purposes, it is treated as a partnership.
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21 5 L.P.R.A. 4381-4667.225 L.P.R.A. 4387.237 L.P.R.A.
232-232x.247 L.P.R.A. 232u-232w.257 L.P.R.A. 232d-e.

G. Cooperatives 21

A cooperative is a not-for-profit entity founded by a group of
private juridical persons with a common socialinterest. The
cooperative will embody the members solidarity and efforts to carry
out socioeconomicactivities to fulfill individual and collective
needs.22 Generally, cooperatives must be formed by a minimum
ofeight persons (except workers cooperatives which need only five)
domiciled in Puerto Rico; they are formedby filing articles of
incorporation, bylaws, a feasibility study, and a revenue voucher
with the CooperativeDevelopment Administration of Puerto Rico. If
an inspector determines that all requirements for the formation

of a cooperative are met, he may then submit the documentation
to the Department of State for registration.The cooperative is duly
constituted when the Department of State registers the articles of
incorporation andissues the corresponding certificate of
registration.

A cooperative is managed by a board of directors, composed of no
less than three and no more thaneleven individuals.

Examples of the many types of cooperatives include: youth
cooperatives, labor cooperatives, housingcooperatives, production
credit cooperatives, consumer cooperatives, farm machinery
cooperatives, andsavings and credit cooperative unions. Some types
of cooperatives have their own special requirements.

H. International Banking Entities (IBE) 23

The Puerto Rico International Banking Center Regulatory Act
provides for the formation of InternationalBanking Entities that
are exempt from income, property, and municipal license taxes.24
The formation andoperation of an IBE requires a license from the
Commissioner of Financial Institutions.25

An IBE may be formed by a juridical entity or a unit thereof
(but not a natural person) organized under thelaws of any country.
It must have a minimum capitalization of $5 million, of which at
least $250,000 must befully paid at the time its license is issued,
and it must maintain at least $300,000 of unencumbered assets
oracceptable financial securities. IBEs must maintain their
principal office in Puerto Rico and retain a minimum offour
full-time employees on the island. The name of an IBE must includes
the word International, Foreign,Overseas or another similar word
that connotes the international nature of the activities of the
IBE.
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2626 L.P.R.A. 101-4513.2726 L.P.R.A. 801.2826 L.P.R.A.
304(2).2926 L.P.R.A. 648-662.3026 L.P.R.A. 4301-4327.31 26 L.P.R.A.
4302(4). In addition to basic International Insurers, the IIRA
provides for International Insurer Holding Companies, Branches

(of foreign international insurers), and Segregated Asset Plans,
structures that provide flexibility to international insurance
companies seeking to operate in Puerto Rico.3226 L.P.R.A. 4324.3326
L.P.R.A. 4324(4).3413 L.P.R.A. 8701-8725.

Tax Tax Rate 32

Income Tax 0%

Branch Profit Tax 0%

Dividends / Other Distributions of Profits 0%

Distributions in Liquidation 0%

Municipal License Tax 0%

Property Tax 0%

I. Insurance Companies 26

Insurance Companies include any person engaged in the business
of making contracts of insurance asdefined in the Insurance Code of
Puerto Rico. The insurance code and regulations issued by the
InsuranceCommissioner establish requirements regarding: (a) funds,
(b) deposits 27, (c) capital or surplus 28,(d) investment in Puerto
Rican securities 29, among others.

In addition to domestic insurance companies, Puerto Ricos
International Insurer and Reinsurer Act 30

(IIRA) provides for the creation of international insurers and
reinsurers. To qualify as an international insurer

or reinsurer under the IIRA, an insurance company must be
approved by the Insurance Commissioner.Generally, an International
Insurer is one that provides direct insurance only for risks
outside of Puerto Rico,although it can provide surplus lines
coverage and reinsurance for risks located in Puerto Rico.31
InternationalInsurers, Branches, and International Insurer Holding
Companies are given attractive tax treatment:

In addition, they are not required to file tax returns, and the
revenues they distribute to non-residentshareholders are also
exempt from taxation.33

J. Real Estate Investment Trusts 34

A Real Estate Investment Trust (REIT) is a tax designation
reserved for corporations investing in real propertythat reduces or
eliminates corporate income taxes. The term real property includes,
among other things:hospitals and related facilities; schools and/or
universities; public and private housing; transportation
facilitiesand private or public roads; office and residential
buildings; buildings occupied by government agencies,departments or
corporations of the Commonwealth of Puerto Rico; manufacturing
buildings and relatedfacilities; recreational centers; parking
facilities; shopping facilities and centers; buildings purchased
from theGovernment of Puerto Rico, its agencies and
instrumentalities; and hotels.
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To qualify as a REIT under the Puerto Rico Code, an entity
must:

relating to REITs);

taxable year; and

the outstanding shares or participation certificates owned by
more than five individuals.

A REIT needs also to comply with the following type-of-income
and source-of-income requirements.Specifically, 95% or more of the
gross income of the REIT must be derived from:

property and interests in mortgages on real property) that is
not inventory, amounts received oraccrued as consideration for
entering into agreements either to make loans secured by
mortgages

on real property or to purchase or lease real property; and

Moreover, 75% or more of the gross income of the REIT must be
derived from:

in Puerto Rico; -

fies as inventory;

of shares of transferable stock, certificates, or participation
in another REIT; and

by mortgages on real property and/or rights to real property
located in Puerto Rico, and/or to buyor lease real property and/or
rights to real property located in Puerto Rico.

REITs organized under the laws of the United States or a state
of the United States (U.S. REIT) must meetthe following
requirements to be treated as a REIT under the P.R. Code:

taxable year.

1995.

the first taxable year in which it wishes to be regarded under
the P.R. Code as an exempt REIT. Asworn statement with the
information is required by the Department.
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K. Registered Investment Company35

Investment companies are engaged primarily in the business of
investing, reinvesting, or trading in securities.They may be
organized as corporations, partnerships, associations, joint stock
companies, trusts, funds,or any organized group of persons, whether
incorporated or not. It is also possible for a receiver, trustee
inbankruptcy, or liquidating agent to qualify as an investment
company. If certain requirements are met, aninvestment company may
elect special tax treatment.

An issuer is an investment company if it:

securities of the U.S. government, the Commonwealth of Puerto
Rico, political subdivisions,organizations, agencies, or
instrumentalities thereof, and cash items;

no more than 75% of the outstanding securities of any other
issuer;

of such securities; and

than 100 persons.

An investment company must register with the Office of the
Commissioner of Financial Institutions before itcan: offer for
sale, sell, or deliver after sale, in the Commonwealth of Puerto
Rico, any security or any interestin a security it issues; control
an investment company that does any of the acts listed above;
engage in anybusiness in the Commonwealth of Puerto Rico; or
control any company that is engaged in any business inthe
Commonwealth of Puerto Rico. To register, an investment company
must:

who are residents of Puerto Rico;

Commissioner of Financial Institutions), unless otherwise
authorized; and

until firm agreements are made by not more than 25 persons to
purchase and pay an aggregatenet amount that, added to the net
worth of the company, will equal at least $100,000.

Registration requires the payment of a registration fee equal to
0.1% of the total dollar value of the capitalstock issued or
proposed to be issued.

L. Special Employee-Owned Corporation 36

The special employee-owned corporation (SEOC) is a hybrid
between a regular corporation and a cooperative.SEOCs are owned and
controlled by members who are similar to shareholders in a
corporation. A SEOCmay have regular members, special members, and
corporate members, but there are stringent limitationson the roles
of special and corporate members. Only natural persons who are
employed by the SEOC in

3510 L.P.R.A. 661-683; 13 L.P.R.A. 8659.36General Corporation
Act of 2009, Law No. 164; Chapter XVI.
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an indefinite full- or part-time work relationship, and who
render their services directly, may be admitted asregular members.
A SEOC must have at least three regular members who are not related
within the fourthdegree of consanguinity and second degree of
affinity. In addition, at least 80% of the workers of a SEOCmust be
regular members. The SEOC has up to four years to meet the 80%
requirement. Each regularmember is entitled to have one membership
certificate and one vote regardless of the amount of
capitalcontributed by such member to the SEOC. In any matter in
which the vote of regular members is required,they have the right
to cast no less than 55% of the total number of votes.

A SEOC is formed by filing a certificate of incorporation with
the Corporation Division of the Puerto RicoDepartment of State. The
initial capital of a SEOC is $1,000. A SEOC may not issue common
stock or anyother type of voting stock. All the voting power of an
SEOC is in its members. However, an SEOC may issuepreferred stock
(without voting power) and bonds like a regular corporation.

A SEOC is considered a for-profit corporation. The regular
members of an SEOC are considered self-employed in relation to
labor-protective legislation, except for purposes of workmens
compensation lawsand the Puerto Rico Employment Security Act.

Membership certificates may not be transferred or encumbered in
any way. However, if at any time amember ceases to be an employee
of the SEOC or is no longer interested in being a member, he or
shemay request the corporation to repurchase the membership and
reimburse him or her for the balance of thecorresponding internal
account.

Persons that may qualify as special members are:

M. Public-Private Partnerships 37

Law 29 of June 8, 2009 codified Puerto Ricos policy favoring the
use of Public-Private Partnerships(PPPs)contractual agreements
between government agencies and a private or non-governmental
entityor entitiesas a means for achieving greater private sector
participation in the development and financing ofinfrastructure and
services, especially for priority projects, which include:

37Public-Private Partnership Act of 2009.
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Law 29 creates a Public-Private Partnership Authority as a
public corporation of the Commonwealth of Puerto

Rico, attached to the Government Development Bank for Puerto
Rico (GDB). The Authority is designated

as the sole government entity authorized and responsible for
implementing the public policy on partnerships

and for determining the functions, services or facilities for
which such partnerships are to be established. The

Authority shall establish priorities in the development of
projects, in order for partnership contracts to address

infrastructure needs or services that hold priority for the
Commonwealth. The Authority, with the support of

GDB, shall conduct analysis on the desirability and convenience
of the project as necessary to determine

whether it is advisable to carry out the project and establish
such partnership. 38

Generally, contractors in a partnership established under the
PPP Act receive special tax treatment. For

example, such contracts will typically pay only a fixed income
tax rate of ten percent (10%) over the net

income derived from the operations provided in the partnership
contract and receive exemptions from

paying taxes on personal property. For more detailed rules on
the tax treatment afforded to contractors in

PPPs under Law 29, see Law 29 and the Puerto Rico Revenue Code.
39

2. Basic Requirements & Procedures for Starting a
Business

A. Requesting and Registering an Employer Identification
Number

Except for sole proprietorships that do not employ anyone (other
than the sole proprietor), every entity

engaged in a trade or business in Puerto Rico must obtain a
federal Employer Identification Number (EIN)

from the U.S. Internal Revenue Service (IRS) by filing Form
SS-4.40 Upon obtaining an EIN, the entity must

file with the P.R. Department of Treasury a Form SC-4809, a copy
of the certificate of incorporation, and a

copy of Form SS-4.41

B. Merchants Registration Certificate 42

All merchants seeking to engage in a trade or business in Puerto
Rico must register with the Registry

of Businesses at the Puerto Rico Treasury Department at least 30
days prior to commencing business

operations. The Certificate of Registration issued by the
Treasury Department must be placed in a location

at the trade or business that is visible to the general public.
A merchant may not transfer its Certificate

of Registration or Certificate of Exemption unless the transfer
is previously approved by the Secretary of

Treasury. Any merchant who acquires taxable items for resale or
any manufacturing plant may request a

certificate of exemption43 of the sales and use tax. Every
certificate of exemption is valid for three (3) years.

The exemption certificate is important because every merchant
who has been issued this certificate will not

have to pay sale tax when he or she purchases the items listed
in the certificate.

C. Compulsory Business Registry44

All businesses operating in Puerto Rico must register with the
Compulsory Business Registry by July 15 of

each year. Registration requires certain statistical information
and can be done on the Internet. Forms and

information are available from the Puerto Rico Trade and Export
Company.45

38For additional information about Law 29, the Authority, and
the procedures it uses to let PPP contracts, see the Authoritys
website athttp://www.p3.gov.pr/Index_eng.html.

3913 L.P.R.A.
8401-8725.40http://www.irs.gov/businesses/small/article/0,,id=102767,00.html?portlet=4.41
http://www.irs.gov/pub/irs-pdf/fss4.pdf.4213 L.P.R.A. 9096.4410
L.P.R.A.
2523-2525.45http://www.comercioyexportacion.com/comercioyexportacion/lowmenu/default2.asp?AFC_IDKEY=AFC_RC&AFC_MainMenu_Idkey=CEE_ComerLoc.
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D. Municipal License Taxes 46

Within 30 days of commencing operations, a business must provide
written notice to the Director of Financeof each municipality in
which it has commenced operations and request a provisional license
for the quarterin which it commences operations.

E. Bidders Registry47

Any person (natural or juridical) who wants to pursue business
with any agency of the executive branch of the

Commonwealth of Puerto Rico is required to register with the
Bidders Registry, which is administered by theGeneral Services
Administration.48 Among the requirements are the payment of an
annual fee, and evidenceof the payment of municipal and
Commonwealth taxes.49

F. Financial and Accounting Records50

As a general rule, a taxpayer must keep and maintain financial
and accounting records sufficient to computeboth net income under
General Accepted Accounting Principles and taxable income under the
P.R. RevenueCode. The General Corporation Act of 2009 provides that
every foreign corporation authorized to do businessin the
Commonwealth shall keep and maintain in Puerto Rico those
accounting books, documents andrecords (including inventory
records) which are sufficient to:

operations in Puerto Rico that will be declared in its Puerto
Rico tax returns, and

corporation, and the amount of capital spent in conducting
business in Puerto Rico.

G. Audited Financial Statements 51

Every person engaged in a trade or business in Puerto Rico whose
volume of business exceeds $3,000,00052must file financial
statements, certified by a certified public accountant (CPA)
licensed in Puerto Rico, alongwith their income tax, property tax,
and volume of business returns. All foreign corporations must also
file abalance sheet of their Puerto Rico operations, certified by a
CPA licensed in Puerto Rico, together with the

Annual Corporation Report.

H. Internal Revenue Licenses 53

A license from the Puerto Rico Treasury Department may be
required to carry out certain activities, including:selling
cigarettes, gasoline, vehicles and parts and accessories of
vehicles, jewelry, cement, arms andammunitions; operating
coin-operated machines; operating duty-free port stores; selling
firearms and

munitions; and operating public carrier businesses. Such
licenses may not be transferred without theauthorization of the
Puerto Rico Secretary of Treasury. A manufacturer of articles whose
sale requires alicense is not required to have such license,
provided the manufacturing operations are completely apartfrom any
location in which an activity subject to such a license is
conducted.

4621 L.P.R.A. 651l.473 L.P.R.A.
931a.48http://www.gobierno.pr/ASG/RegistroUnicoLicitadores/. For
application see
http://asgapps.gobierno.pr/reglic/files/SolicitudIngreso.pdf.49See
http://asgapps.gobierno.pr/reglic/files/Requisitos.pdf.50General
Corporations Act of 2009, Law No. 164, 15.01(b).51 General
Corporations Act of 2009, Law No. 164, 15.01(a)(1).52Special
Partnerships and Corporations of Individuals must file audited
financials with their income tax returns if their gross income is
$500,000 or more5313 L.P.R.A. 9056-9067.
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I. Municipal Revenue Collection Center (CRIM)54

In Puerto Rico, property is classified for property tax purposes
as real property (land, buildings and structures,and machinery
permanently attached to the land or building) and personal property
(practically all otherproperty, including intangibles, machinery,
money, cattle, and shares of stock). The Municipal
RevenueCollection Center (CRIM) is responsible for making this
classification. The CRIM is also responsible for thevaluation and
appraisal of all taxable property in Puerto Rico.

In addition, certain documentsincluding, for example, contracts
that create, modify, transfer, or terminate

a right or lien in relation to a real property right; any lease
of real property for a term of six years or morethat is to have
effect as to third parties; powers of attorney; and last wills and
testamentsare generallyrequired to be executed in deed form in
Puerto Rico and recorded in the Property Registry. In order to geta
property registered in said Property Registry, the CRIM will
certify that the real property is free of any liendue to taxes.

J. Construction and Use Permits 55

A business seeking to construct a new structure or modify an
existing structure must obtain a constructionpermit. These are
discussed in more detail in Chapter 6 below, but generally
construction permits are obtainedby the architect or engineer who
has prepared and certified the blueprints for the project. They are
acquiredfrom the regional office of the Regulations and Permits
Administration and, in the case of construction inan Autonomous
Municipality, from the Municipalitys Permit Office. To apply for a
construction permit, thenecessary documents should be filed in ARPE
(Administracin de Reglamentos y Permisos), which is the

agency in charge for the issuance of such permits.56

A Use Permit is the authorization issued by ARPE for the
occupation and use of certain lands, buildings,or structures. This
permit is required when the construction (for which a construction
permit was issued)is completed. The Use Permit will be issued only
for the use identified in the certificate of construction; incase a
special use permit is required, it will be issued separately. Use
Permits are also acquired from theregional office of the
Regulations and Permits Administration and, where the operation
will be located in an

Autonomous Municipality, the Municipalitys Permit Office. The
application for a use permit is completedthrough ARPE the same way
as an application for a construction permit. 57 For the use permit
to be issued,the business will need to have the Sanitary License
and the Fire Department Inspection (discussed below).

K. Sanitary License 58

A Sanitary License is required for the operation of certain
public establishments, including any type of preparedfood vendor
(fast-food, cafeteria, restaurants, bars, nightclubs, etc.), public
pools, vending machines, and

beauty salons. This license is issued by the Department of
Health and can be requested from ARPE alongwith a Use Permit or
directly from the Department of Health.

5421 L.P.R.A. 5801-5854.55Rule No. 6494, Reglamento para la
Certificacin de Obras y Permisos (2002),


http://www.arpe.org/index.php?option=com_jdownloads&Itemid=105&task=finish&cid=25&catid=9&m=056The
application document is online at
http://www.arpe.org/index.php?option=com_content&view=article&id=133.
Note, Puerto Rico recently enacted a law to revise

various permitting processes. The new processes, however, are in
the implementation process and will not be inaugurated until 2011.
Permit Process Reform Act of2009, Law No. 161 of December 1,
2009.

57The application document and process can be found online at
http://www.arpe.org/index.php?option=com_content&view=article&id=133.58Rule
No. 6090, Reglamento General de Salud Ambiental (2000),


http://www.salud.gov.pr/Publicaciones/Reglamentos/Pages/ReglamentoGeneraldeSaludAmbiental.aspx
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L. Fire Department Inspection 59

An inspection by the Fire Department is required for the
construction of a new building or to obtain a Use

Permit for the establishing of a public operation. The
inspection can be requested from ARPE along with the

application for the Use Permit. It must be requested annually.
The fee for this inspection will vary according

to the measurement of the premises to be inspected. A Fire
Department inspection is also needed in order

to obtain a permit for the operation of a special event.

M. Emergency Generator Operation Permit 60

If a business owns or operates an emergency power plant, it must
have a construction and operation permit

from the Environmental Quality Board (EQB). An emergency plan
for the prevention of diesel spills may also

be required.

5925 L.P.R.A. 331h.6012 L.P.R.A. 8001-8006.
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1. The U.S. Tax System

A. Individuals Residing in Puerto Rico 61

Like residents of the United States, residents of Puerto Rico
are subject to federal income tax on their

worldwide income. However, U.S. Code Section 933 permits a bona
fide individual resident of Puerto Rico

to exclude Puerto Rico source income from his gross income for
U.S. tax purposes. The determination ofbona fide residence in
Puerto Rico for income tax purposes is established by the
application of three tests

established in U.S. Code Section 937: the (a) presence test, (b)
tax home test, and (c) closer connection

test. Of course, even bona fide residents of Puerto Rico will be
subject to U.S. income tax on income from

sources outside Puerto Rico.

The exclusion of gross income from Puerto Rico sources for U.S.
income tax purposes does not apply

to the salary received by U.S. government employees working in
Puerto Rico, who must include federal

income from work done in Puerto Rico as part of their gross
income for both U.S. and Puerto Rico income

tax purposes. However, income tax paid by U.S. government
employees on their salary to the Puerto Rico

Treasury Department may be credited against their U.S. income
tax liability, subject to limitations.

B. Puerto Rico Corporations 62

Puerto Rico corporations are treated as foreign corporations for
U.S. income tax purposes. Thus, Puerto

Rico corporations are subject to a 30% U.S. income tax
withholding on, among certain other types ofincome: interest,
rents, wages, premiums, annuities, compensation, remuneration,
emoluments, and other

fixed or determinable annual or periodical gains, profits, and
income from sources within the United States.

Dividends received by a Puerto Rico corporation from a U.S.
corporation, however, and provided certain

conditions are met, are subject to only a 10% U.S. income tax
withholding instead of the 30% rate applicable

to other foreign corporations. The conditions that must be met
for the 10% rate to apply are:

corporation at any time during the taxable year in which the
dividend is distributed;

the conduct of a trade or business in Puerto Rico or the United
States for the three-year period

ending with the close of the taxable year of the Puerto Rico
corporation or for such part of said

period that the corporation has been in existence; and

to satisfy obligations to persons who are not bona fide
residents of Puerto Rico

or the United States.

Notwithstanding the above, Puerto Rico corporations are subject
to regular U.S. tax rates on their income

effectively connected to a trade or business in the United
States. When using a Puerto Rico corporation,

care should be exercised as to the possible applicability of
U.S. Internal Revenue Code provisions related

to controlled foreign corporations, passive foreign investment
companies, and foreign personal holding

companies.

Chapter 3: Tax Systems

61 26 U.S.C. 933, 937.6226 U.S.C. 1442. Specifics also provided
in 26 C.F.R. 1.881-5t.
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C. United States Corporations

U.S. corporations are taxable in the United States on their
worldwide income. Therefore, U.S. corporationsthat derive taxable
income from Puerto Rico sources must include such income as part of
their gross incomefor determining their U.S. income tax
liability.

If a U.S. corporation decides to establish its operations in
Puerto Rico through a Puerto Rico subsidiary, thelatter will not
constitut
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