
  

  
 
 
 
 
 
 

 

 

 
On September 30, 2015, the Governor of Puerto Rico signed into law Act 159 of 2015 (“Act 

159”) which, in general, contains various amendments both of a technical and non-technical 

nature to Act 72 of May 29, 2015, commonly known as the “2015 Tax Reform Act” (“Act 72”). 

The following is a summary of the amendments introduced by Act 159. 

 

Sales and Use Tax (“SUT”)  

 
Before the enactment of Act 72, certain services, classified as “taxable services”, were subject 

to SUT at 7%.  Act 72 increased the SUT on taxable items (including the taxable services) to 

11.5% (10.5% Commonwealth SUT and 1% Municipal SUT) and established a 4% Special 

SUT, effective October 1
st
, 2015, with respect to services that were classified as “professional 

designated services” and as “services rendered to other merchants”. Act 72 also established an 

obligation to self-assess the SUT with respect to services rendered by persons that are not 

engaged in a trade or business in Puerto Rico (hereinafter ‘non-residents”). Act 159 introduced 

certain exclusions from the definitions of “professional designated services”, “services rendered 

to other merchants” and “taxable services”, so that services described in such exclusions are not 

subject to SUT.  

 

Act 159 also clarified the scope of the application of SUT with respect to services rendered by 

non-residents.  

 

 Self-Assessment of SUT with respect to services by non-residents 

 
Services provided by a non-resident person to a person located in Puerto Rico, directly or 

indirectly related to the operations or activities of such person in Puerto Rico, regardless of 

the place where the service is rendered, are subject to SUT at a 4% or 10.5% depending on the 

nature of the service rendered. That is, “designated professional services” and “services 

rendered to other merchants” are subject to the 4% Special SUT and “taxable services” are 

subject to 10.5% SUT, both payable to the Puerto Rico Treasury Department (“Treasury”) by 

the recipient of the service. No Municipal SUT is applicable to such services. 

 

 Services that are not subject to SUT 

 
The following services were added to the list of services that are not subject to SUT, in 

accordance with Act 72, as amended by Act 159. Unless otherwise specified, the below list of 

services that are not subject to SUT refers to services excluded from any or all of the categories 
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of “professional designated services”, “services rendered to other merchants” and “taxable 

services”. 

o Legal services 

 

Legal services provided by members of the legal profession authorized by the Puerto 

Rico Supreme Court to practice law in Puerto Rico, or by the corresponding entity in a 

foreign jurisdiction, are not subject to SUT. The exclusion applies with respect to fees 

for services related to legal representation before the General Court of Justice, the 

Federal District Court of Puerto Rico, the U.S. Court of Appeals for the First Circuit 

and the U.S. Supreme Court, or administrative agencies of the Government of Puerto 

Rico, and legal advisory services and notarial services. However, SUT applies to 

services provided by law professionals authorized by the Puerto Rico Supreme Court 

that can be provided by any other professional, including, but not limited to, financial 

consulting, lobbying, and administrative processing services (“servicios de gestoría”).  

 

o Services rendered by members of the same group of controlled corporations in the 

following situations are not subject to SUT: 

 

 Services provided by members of the same group of controlled corporations or 

group of related entities, including insurance companies, if both the entity 

rendering the service and the one receiving it are engaged in trade or business in 

Puerto Rico; and 

 

 Services provided by a person engaged in trade or business outside of Puerto Rico 

to an entity that operates with a tax incentives decree under Act 73 of 2008, known 

as the “Economic Incentives for the Development of Puerto Rico Act” (“Act 

73-2008”), Act 83 of 2010, known as the “Puerto Rico Green Energy Incentives 

Act” (“Act 83-2010”), or Act 20 of 2012, known as the “Act to Promote Export 

Services” (“Act 20-2012”), or any analogous previous or subsequent acts, entities 

subject to the provisions of Act 55 of 1933, known as the “Bank Act”, or entities 

organized or authorized under the National Bank Act, if both the entity rendering 

the service and the entity receiving the service are members of the same group of 

controlled corporations or group of related entities. 

 

o Manufacturing services (toll manufacturing/contract manufacturing), if the provider of 

such services obtains a Collection Waiver Certificate from the Secretary of Treasury;  

 

o Maritime, air, and ground transportation services, including charges directly related to 

the maritime, air and ground delivery. 

 

o Services provided to home owners associations or council of condominium owners for 

the common benefit of their residents, and to housing cooperatives organized pursuant 

to Act 239-2004; if the association, council, or cooperative units are used, at least, 85% 

for residential purposes are exempt from SUT.  

 

o Services provided to social interest housing projects that receive federal or state rental 

subsidies.  
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o Services provided to a person engaged exclusively in the storage (including the leasing 

of tanks) and processing of gasoline, jet fuel, aviation fuel, gas oil, diesel oil, crude oil, 

crude oil derivative products and any other hydrocarbon mixture in a Foreign Trade 

Zone or Sub-zone; excluding any person engaged in distribution and transportation of 

such products. 

 

o Services provided to bona fide farmers. 

 

o Services provided to labor unions or syndical associations organized under Act 

130-1945 and 45-1998, as amended. 

 

o Services provided to a public or private entity that enjoys full exemption from all types 

of taxes under their Organic Law.  

 

o Rights to the use of intangibles. 

 

o Production services provided by any producer of radio or television programs or 

commercials produced in Puerto Rico. 

 

o Advertising, promotion and advertising time in any media. 

 

o Services rendered by a person with an annual volume of business of $50,000 or less. 

 

o Subcontracted services, but only with respect to construction and telecommunications 

services. Other subcontracted services are subject to SUT, unless the subcontracted 

service falls within another SUT exemption. 

 

o Employment agency services, but only with respect to the gross salary of employees 

properly identified as such in the invoice.   

 

 Determination of sales price in the context of construction services 

 
In the case of services rendered by other merchants for commercial, industrial or residential 

construction projects directly related to the project, the “sales price” of such services, for SUT 

computation purposes, is 35% of the invoiced total cost. This amendment does not apply to 

designated professional services (e.g., services provided by engineers and architects) directly 

related to the construction project. 

 

 Tangible personal property and services related to the maintenance, repair and 

reconditioning of aircrafts (MRO operations) 

 
Act 159 amends the definitions of “machinery and equipment used in manufacturing” and 

“manufacturing plant” to exempt from SUT the machinery and equipment, including parts, 

tools, and components, used in the repair, maintenance, and reconditioning of aircrafts by 

concessionaries of a tax incentives decree under Act 73-2008, or any analogous previous or 

subsequent act.  
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Also, services provided to an entity engaged in the business of repair, maintenance, and 

reconditioning of aircrafts covered by a tax incentives decree issued under Act 73-2008, or a 

previous or subsequent analogous act are not subject to SUT.  

 

Finally, repair, maintenance, and reconditioning of aircrafts services provided by a 

concessionary with a tax incentives decree issued under Act 73-2008, or a previous or 

subsequent analogous act, and such services are covered under said act; are not subject to SUT.  

 

 Other SUT amendments 

 
o The exemption limited to text books is substituted by a broader exemption for printed 

books. This exemption does not include periodical publications. 

 

o The SUT grandfather provisions for pre-existing contracts and biddings, to which 

included construction projects commenced as of May 31, 2015, were amended to, 

among other things, include the certificates to be issued by the Secretary of Treasury 

under such provisions, and to establish that in the case of construction projects for 

tourism and hospital units, the SUT grandfather will be for the term of the project.    

 
Value Added Tax (“VAT”) 

 

 Transactions that will not be subject to VAT 

 
The following transactions were added to the list of transactions that will not be subject to VAT, 

in accordance with Act 72, as amended by Act 159. The below list refers to transactions, either, 

excluded from the definition of “services” or included as an “exempt transaction” for VAT 

purposes. 

 

The following services or transactions will not be subject to VAT: 

 

o Legal services 

 

Legal services provided by members of the legal profession authorized by the Puerto Rico 

Supreme Court to practice law in Puerto Rico, or by the corresponding entity in a foreign 

jurisdiction, will not be subject to VAT. The exclusion applies with respect to fees for 

services related to legal representation before the General Court of Justice, the Federal 

District Court of Puerto Rico, the U.S. Court of Appeals for the First Circuit and the U.S. 

Supreme Court, or administrative agencies of the Government of Puerto Rico, and legal 

advisory services and notarial services. However, VAT will apply to legal services provided 

by law professionals authorized by the Puerto Rico Supreme Court that can be provided by 

any other professional, including, but not limited to, financial consulting, lobbying, and 

administrative processing services (“servicios de gestoría”);  
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 Services provided by members of the same group of controlled corporations or 

group of related entities, including insurance companies, if both the entity 

rendering the service and the one receiving it are engaged in trade or business in 

Puerto Rico; and 

 

 Services provided by a person engaged in trade or business outside of Puerto Rico 

to an entity that operates with a tax incentives decree under Act 73-2008, Act 

83-2010, or Act 20-2012, or banks, if both the entity rendering the service and the 

entity receiving the service are members of the same group of controlled 

corporations or group of related entities. 

 

o Manufacturing services (toll manufacturing/contract manufacturing), if the provider of 

such services obtains a Collection Waiver Certificate from the Secretary of Treasury.  

 

o Maritime, air, and ground transportation services, including charges directly related to 

the maritime, air and ground delivery. 

 
o Services to home owners associations or council of condominium owners for the 

common benefit of their residents, and to housing cooperatives; if the association, 

council, or cooperative units are used, at least, 85% for residential purposes.  

 

o Services to social interest housing projects that receive federal or state rental subsidies.  

 

o Services provided to a person engaged exclusively in the storage (including the leasing 

of tanks) and processing of gasoline, jet fuel, aviation fuel, gas oil, diesel oil, crude oil, 

crude oil derivative products and any other hydrocarbon mixture in a Foreign Trade 

Zone or Sub-zone; excluding any person engaged in distribution and transportation of 

such products. 

 

o The sale of articles and services for the agriculture to bona fide farmers. 

 

o Services provided to labor unions or syndical associations. 

 

o Services provided to a public or private entity that enjoys full exemption from all types 

of taxes under their Organic Law.  

 

o Rights to the use of intangibles. 

 

o The retail sale of electric solar equipment. 

 

o Maintenance fees paid under a Timeshare and Vacation Club Plan, pursuant to Act 252 

of 1995, or any analogous previous or subsequent act.  

 

o Services provided to a merchant engaged in the generation and sale of electricity in a 

commercial scale. 
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 Medical devices 

 
Medical devices acquired by hospital units were included under the definition of “articles for the 

treatment of health conditions”, this means, in general, that the importation and sale of medical 

devices will be considered an exempt article and exempt transaction, respectively, for VAT 

purposes and also, merchants engaged in the sale of medical devices will be able to take a credit 

for the VAT paid on their inputs, as an exception to the credit allocation rules. 

 

 Articles and services related to the maintenance, repair and reconditioning of 

aircrafts (MRO operations) 

  
Machinery and equipment, including parts, tools, and components, used in the repair, 

maintenance, and reconditioning of aircrafts by concessionaries of a tax decree under Act 73 of 

2008, or any analogous previous or subsequent act, will not be subject to VAT upon 

importation. The sale of these articles to a Manufacturing Plant will be subject to a zero VAT 

rate (0%).    

 

As in the case of SUT, services provided to a Act 73-2008 grantee engaged in the repair, 

maintenance, and reconditioning of aircrafts will be exempt from VAT. Such repair, 

maintenance, and reconditioning services will also be exempt from VAT if covered by a grant 

under Act 73-2008, or a previous or subsequent analogous act.  

 

 Export Services 

 
Act 159 clarifies that export services covered by a tax incentives decree issued under Act 

20-2012 or Act 73-2008, or any analogous previous or subsequent acts, will be subject to the 

zero VAT rate (0%), provided that such services do not have a nexus with Puerto Rico.  

 

 VAT Credit 
 

Merchants mainly engaged in the sale of gasoline, aviation fuel, gas oil or diesel oil, crude oil, 

unfinished oils, and end products derived from oil, and any other hydrocarbons mixture, will be 

able to take a credit for the VAT paid in their inputs, as an exception to credit allocation rules. 

 

 VAT fines and penalties 

 
Act 159 establishes administrative fines and penalties for the non-compliance with the VAT 

provisions and obligations.   
 

Excise Tax 

 
 The excise tax exemption for non-for profit institutions on the first $5,000 of a non-luxury 

vehicle, is limited to only two (2) vehicles per calendar year, except for vans and minivans 

(for which the limitation of two vehicles per year does not apply). 
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Income Tax  
 

 Alternative Minimum Tax (AMT) 
 

The AMT computation remains the same but Act 159 clarifies that the waivers of the 20% on 

expenses paid to related parties or home office will be for a maximum of three years, with the 

option of requesting a new waiver after that period. For taxable years commencing after 

December 31, 2014, waivers will be limited to 60% of such expenses, except in the case of 

banks. Since May 28, 2015, the Secretary of Treasury does not have the authority to reduce the 

AMT rate on purchases of personal property from related parties for taxable years commenced 

after December 31, 2014. 

 

 8% Special tax on dividend distributions and prepayment of deemed distributions 
 
Any dividend distribution made during the period between October 1, 2015 and December 31, 

2015 or any amount designated as a deemed distribution for which an election and payment is 

made within the referred period will be subject to a special tax of 8% of the total amount 

distributed or deemed distributed. In the case of actual distributions, the special tax will be in 

lieu of any other tax imposed by the 2011 Internal Revenue Code (the “2011 Code”), including 

the AMT and the alternative basic tax, but in the case of deemed distribution, the special tax will 

not be applicable to taxpayers that are subject to the AMT related to the purchases of personal 

property from related parties. This special tax is not applicable to dividends paid by public 

corporations. 

 

 Net operating loss 
 
Carryovers for taxable years commencing after December 31, 2014 continue to be limited to 

80% of net income, but Act 159 clarifies that, in the determination of the net operating loss, no 

deduction will be allowed for expenses incurred by a taxpayer and paid or payable to related 

persons or home office not resident of Puerto Rico, except in the case of operations covered by a 

tax exemption grant. 

 

 Disallowance of expenses 
 
The waivers or reductions against the 51% deduction disallowance for regular tax purposes 

regarding payments to related persons for services rendered outside Puerto Rico and not subject 

to Puerto Rico income taxes will be limited to a maximum of three years, with the option of 

requesting a new waiver after that period. For taxable years commencing after December 31, 

2015, waivers will be limited to 60% of the expenses for such services, except in the case of 

banks. 

 

Act 159 clarifies that the disallowance of the deduction for expenses related to services and the 

deductions for the cost of property or depreciation when the applicable sales and use tax or 

value added tax has not been paid does not apply when the taxable item is subject to an 

exception or exclusion from SUT or VAT.  
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 Long Term Contracts 

 
Entities engaged in the development of land or structures will be considered as deriving income 

from long-term contracts, but may only use the percentage of completion method or other 

method authorized by the Secretary of Treasury through regulation, circular letter or 

administrative determination. They may not use the completed contract method. 

 

 Tax Credits 
 

o Act 159 clarifies that the tax credits under moratorium may be used to reduce either the 

income taxes imposed under the 2011 Code or under any other special law. 

 

o Act 159 introduced a new tax credit of 15% of the expenses paid by a television channel 

for the purchase or transmission of a television program made in Puerto Rico by 

independent producers where 90% or more of artists employed are Puerto Rico 

residents. The payments to related entities will not be considered in the determination of 

the amount of the credit and this credit will not be available for a program covered by 

the tax benefits under the Puerto Rico Film Industry Economic Incentives Act. This 

credit will be available to reduce up to 15% of the income tax liability of the television 

channel and any remaining balance will not be carried over to future years. 

 

 Financial Statements 
 

As part of the Supplementary Information that accompanies the Financial Statements, the 

auditors will have to confirm if the exempt sales and the auto-consumption of inventory are duly 

reported by the merchants for sales and use tax purposes. 

 

 Nonprofit Entities 
 
No entity will be considered a nonprofit entity unless it can prove to the satisfaction of the 

Secretary of Treasury that it pursues a public interest. For this purpose, there will be a rebuttable 

presumption that the entity has a private interest. Incurring in extravagant expenses; expenses 

that are not clearly related to the exempt purpose of the organization; expenses that represent a 

for profit purpose of the directors, officers or employees; or personal or family expenses of the 

directors, officers or employees is prohibited and will be considered a cause for the revocation 

of a tax exempt determination if incurred. 

 

 Corporation of Individuals 
 

A corporation of individuals that voluntarily revoked its election for taxable years commencing 

after December 31, 2010 and availed itself of the benefits of the prepayment of the deemed 

dividend at the special tax will not have to wait 5 years to reelect the corporation of individuals 

status. 
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 Closing Agreements  
 
Act 159 provides a list of agreements that will be prohibited under the Closing Agreements 

between Treasury and the taxpayers, including prepayment of tax debts, extension of statutes of 

limitation, waiver of interest and surcharges, and waiver of filing of tax returns. 

 

Other Amendments 
 

 The “Cooperative Savings and Credit Unions Act of 2002”, Act 255 of 2002, as amended, 

and the “Puerto Rico General Cooperative Associations Act of 2004”, Act 239 of 2004, as 

amended, were amended to establish that the cooperatives and credit unions authorized 

under such acts, respectively, are not exempt from the SUT increases and the VAT.  

 

 Act 42 of 2015 is amended to provide that one of the two payment mechanisms that 

professional services providers must offer to their customers has to be debit or credit card, 

electronic fund transfer, internet payment or direct payment. Criminal and administrative 

fines for the non-compliance with the provisions of Act 42 of 2015 are established. 
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