Kevane

Grant Thornton

An instinct for growth’

Tax Alert: Year-end tax
planning benefits in Puerto

Rico

November 22, 2017

®:®

During this difficult situation caused by Hurricane Maria in Puerto Rico, what could

be better than planning how to move on, help your employees and at the same time

save taxes. Here is a list of benefits that you could take into consideration during the

year-end tax planning process.

For additional information
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www.grantthornton.pr

Puerto Rico tax relief for victims of disasters

As a result of the crossing of Hurricane Maria through Puerto Rico on September 20, 2017, the
Puerto Rico Treasury Department (“PRTD”) issued Administrative Determination No. 17-21
(“AD 17-217), which establishes a temporary exemption for “Qualified Payments for Disaster
Assistance” (“OPDA”) made by an employer in favor of his employees, to repair, mitigate or
repay damages and losses sustained by individuals as a consequence of the hurricane. The
payments made to employees will be deductible by the employer to determine net income

subject to tax.

As a general rule, the relation between an employer and an employee does not allow
donations, and all payments received by the employee need to be treated as a salary

subject to tax. Fortunately, AD 17-21 provides a temporary exemption for QPDA.

Pursuant AD 17-21, the term QPDA means any amount paid to, or for the benefit of an

individual:

e tosupply or pay necessary and reasonable expenses to the individual or his family;

e to pay necessary and reasonable expenses incurred for the repair or rehabilitation of the
principal residence, or repair or replacement of its content;

e payments made by the Federal, State or Local Government; Agency; or Instrumentality of

these, not covered by an insurance or otherwise
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To qualify as a QPDA, the payment shall comply with the following requirements:

e must be delivered to the individual between September 21, 2017 and December 31, 2017;

e in the case of payments made by an employer, the amount should be additional to the
ordinary compensation; there must be no discrimination in favor of highly paid
employees, as defined in Section 1032.06(d)(2) of the PRIRC; is limited to $1,000 monthly;

and it cannot be attributed or related to the position or salary received by the employee

Moreover, pursuant AD 17-21, all employers that offer loans, without interest, to its employees
during the period of September 21, 2017 and Jun 30, 2018 to cover necessary and reasonable
expenses of him or his family; and expenses for the construction or repair of his principal
residence as consequence of Hurricane Maria, does not have to recognize any income
related to the loan, as long as the total of loans provided does not exceed $20,000 per

employee.

Net operating losses deduction
Pursuant Section 1033.05 of the Puerto Rico Internal Revenue Code (“PRIRC”), an individual
(trade or business), corporation or partnership shall be allowed to claim as a deduction

losses sustained during the taxable year and not compensated for by insurance or otherwise.

In addition, as stated on Section 1033.14 of the PRIRC, net operating losses not claimed
during the taxable year shall be carried-over to succeeding taxable years, for 10 years,

following the rules stated in this section.

Losses deductions applicable to individual taxpayers
Section 1033.15 of PRIRC provides relief for individuals who sustained:

e |oss of residence from fire, storms and other casualties; and the loss was not
compensated for by insurance or otherwise; and/or

o losses with respect to automobiles, furniture, household goods and other chattels,
excluding the value of jewelry or cash, not compensated for by insurance or otherwise;
due to earthquakes, hurricanes, storms, tropical depressions and flood occurring as
result of such casualties in an area declared by the Governor of Puerto Rico as a disaster
area. In this particular case, the deduction is limited to 35,000 [32,500 for those spouses

who live together and elect to file separate returns).

Distributions from qualified retirement plans and individual retirement accounts

due to Hurricane Maria

Recently issued AD 17-29 allows resident taxpayers to withdraw funds from qualified

retirement plans and from individual retirement accounts to cover expenses or losses caused

by Hurricane Maria.

e the first $10,000 withdrawn will be tax exempt.

e any withdrawal over $10,000 will be subject to tax at 10%

e no Treasury penalty will be imposed, although the financial institution could impose any
penalty applicable to the instrument.

e the maximum withdrawal allowed is $100,000.

e taxpayers have from September 20, 2017 to June 30, 2018 to make the withdrawal.
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Additional planning ideas for individual taxpayers

deduction for contributions made to a qualified Individual Retirement Account (traditional
IRA). The maximum deduction for an individual is $5,000 ($10,000 for married taxpayers
filing a joint return)

deduction for contributions made to a qualified plan for benefits of an individual, Keogh
Plan. These benefits apply to individuals that have a business or receive income subject
to self-employment tax (professional services)

if you have stock with losses, you could consider selling them to realize and claim the loss
to offset any gains. Please be aware, if you buy back the stock sold within 30 days
(before or after the sale) the deduction will not be allowed since it is considered as a
“wash sale”.

if you choose to share some wealth with others and in the future it will be subject to
Estate Tax if maintained by you, tax-free gifts of $10,000 per person are allowed in Puerto

Rico until December 31 ($20,000 for married taxpayers filing a joint return)

Note: The content presented in this publication is regarding Puerto Rico taxes. The

Internal Revenue Service (“IRS”) provides specific deductions for disasters not

mentioned in this communication. Recently, the IRS approved Law No. 115-63 of

September 29, 2017, known as Disaster Tax Relief and Airport and Airway Extension Act

of 2017, which includes specific relief for hurricanes Harvey, Irma and Maria. We will

issue a publication in the near future with the details after the IRS provides guidance.

Please contact our Tax Department should additional

information is required regarding this or any other tax issue.

We will be glad to assist you.
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DISCLAIMER: This update and its content do not constitute advice. Clients should not act solely on the basis

of the material contained in this publication. It is intended for information purposes only and should not be
| | regarded as specific advice. In addition, advice from proper consultant should be obtained prior to taking
/ ra n o rn 0 n action on any issue dealt with this update.

© 2017 Kevane Grant Thornton LLP All rights reserved. Kevane Grant Thornton LLP is a member firm of Grant
Thornton International Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. Services are

An i nstinct for g rowthm delivered by the member firms. GTIL and its member firms are not agents of, and do not obligate, one another

and are not liable for one another’s acts or omissions. Please visit www.grantthornton.pr for further details.

grantthornton.pr

Tax Alert: Tax Alert: Year-end tax planning ° 3



