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Estate planning notes
Deductions and credits available to
Puerto Rico individuals

The following deductions are available in
Puerto Rico for PR individuals (residents
of Puerto Rico that will be taxed at the
time of death on their worldwide assets
and for federal tax purposes only on the
assets located in the United States):

Marital deduction - The value of property
transferred by Will to the surviving spouse
(other than the share in the community
property) is allowed as a deduction from the
gross estate. The deduction will be limited to
the amount that the decedent can transfer
without impairing the rights of forced heirs
(Puerto Rico Civil Code).

Fixed exemption - A fixed exemption of
$1,000,000 is allowed as a deduction from the
gross estate of a decedent who is a resident of
Puerto Rico at the time of death. This
deduction must be taken before the deduction
for property located in Puerto Rico and is
prorated among the estate assets based on the
fair market value of the assets. The basis of
the property acquired from a decedent is
increased by the prorated allocated exemption
independently if the asset qualified for the
deduction for property located in Puerto Rico
or for the credit for the responsible taxpayer.

Property located in Puerto Rico - A deduction
for the value of the property located in Puerto
Rico (PLPR) on the date of death but the
definition of PLPR has some special
requirements in the case of entities owned by
the decedent.

If a decedent owned more than 10% of the
stock or interest (by value or voting power) of
entities organized under the laws of Puerto
Rico, the entity must derive at least 80% of its
gross income from the active conduct of a
trade or business in Puerto Rico during the
three-year period ending with the close of the
taxable year preceding the death (gross
income test). For this test, the gross income
of any entity in which the Puerto Rico entity
owns directly or indirectly, more than 50% of
the stock should be taken into account. In the
alternative, 100% of its assets should consist
of PLPR (assets test). If none of these tests
are satistied, the stock or interest in the entity
will not qualify for the deduction for PLPR.
If the decedent has stock or interest in a
foreign entity (i.e. not organized under Puerto
Rico laws), the same will qualify for the
deduction for PLPR, if it complies with the
gross income test.
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Other examples of property that qualifies for
the deduction for PLLPR are: bonds, notes and
other obligations of the government of Puerto
Rico, qualified annuities, individual retirement
accounts, deposits, certificates of deposit and
savings accounts.

Funeral expenses - the deduction for
expenses paid for the funeral of the decedent
is limited to $6,000.

Professional services fees - The maximum
deduction for fees paid to accountants,
lawyers, appraisers, partitions, executors and
surveyors is 5% of the gross estate. Qualifying
fees are those actually paid until the date of
filing the final estate tax return.

Other deductions - decedent’s debts or
mortgages, taxes, accidental losses not
compensated by insurance, legacies or
bequests for public and charitable or religious
purposes.

Tax computation based on net taxable estate -
once the net taxable estate is determined the
tax will be a flat rate of 10%. However, the
Law provides some tax credits to offset the tax
as follows:

Tax credit for the responsible taxpayer -
Estate of a decedent resident of Puerto Rico
who at the date of death does not have tax
debts pending payment (including any entity
owned 10% or more by the decedent) and
whose executor timely complies with the
payments of the tax obligations due after the
death could offset 100% of the Puerto Rico
estate tax.

Other credits - Death taxes paid to any state
or the District of Columbia, federal death
taxes paid and gift taxes paid or tax on prior
transfers are also creditable.
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We can help you understand the complex
estate tax rules and create an estate plan
with you. We provide sound and practical
solutions to minimize the effect of taxes on
your estate.

Formalize your wishes in an estate plan. It
is an important step that cannot wait.
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