Kevane
GrantThornton

Tax

Taxpayer

Your estate plan - four
changes brought in by the =
new Puerto Rico Civil Code

November 11, 2020

The purpose of an estate planning is not only planning for life after you die; it is also
about planning for what happens with you and your property if you become
disabled. You should have clear objectives and goals to plan for the future and you
need to review your estate plan on a regular basis to make sure that it meets your
goals and objectives. Proper and timely planning will save time, situations, and

money to your loved ones once you are not able to support them.

An important trigger for a review of your plan is changes in applicable laws. The following is a summary of four changes

brought in by the Code that could affect your estate planning.

Civil Code (1930) Civil Code (2020) Planning opportunities

The portion of the estate The portion reserved for forced heirs in a will is The portion of free disposition in a will
reserved for forced heirs in a will | reduced to 50%. was increased one third to one half of
is two thirds. the estate. Therefore, if married, you

50% of the estate is equally split among forced heirs | could increase your marital deduction

In the absence of a will (intestate | and 50% is available to be distributed to whoever that will defer taxation to the second to

estate), estate is distributed the testator wishes (free disposition) die and the designation of assets

equally among forced heirs. located in the United States to defer US
In the absence of a will, estate is still distributed taxation, when applicable.

equally among forced heirs.
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Civil Code (1930)

Civil Code (2020)

Planning opportunities

Surviving spouse is in a third order
of succession. First order were
descendants, second ascendants
and in the absence of both,

surviving spouse was the heir.

Surviving spouse is a forced heir.

The Code adds the surviving spouse to the first order
of succession as forced heir. Therefore, as an
example, in an intestate estate with community
property regime and three children, each will inherit
25% of the estate. In this same case if there are no

children then the surviving spouse will inherit 100%.

A will may be used to formalize your

wishes with respect to this new change.

Gifts to forced heirs are treated
as an inheritance advance and
should be included in the estate to
determine any adjustment to

other forced heirs.

Gifts to forced heirs are still treated as inheritance
advance but have a term of 10 years to be considered
as part of the estate. Therefore, if 10 years or more
from the time of the gifts had already passed at the
time of death, the same will be excluded from the

estate computation.

The Code also excludes from the estate computation
usual gifts, food, education, and assistance in

relative diseases within the fourth degree, even if the
decedent did not have an obligation to pay for those

expenses.

Plan to make lifetime gifts and formalize

them through deeds and gift tax returns

to document effective date of the gift

and elapse of ten-year period.

Gifts between spouses are
prohibited.

Eliminate prohibition of gifts between spouses.
Rule of 10 years or more will apply with certain

exceptions.

Plan to make lifetime gifts and formalize

them through deeds and gift tax returns

to document effective date of the gift

and elapse of ten-year period.
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The following questions will help in the review and update of your estate tax plans due to recent changes
in the law:

What taxes could affect your estate?

Have you considered federal tax implications? Are you aware of possible changes in the

future?

Who owns the property?

Are prenuptial or postnuptial agreements still valid after death?”?

What are the options to transfer your estate to your heirs or beneficiaries?

If you have a family business, do you have a proper succession planning for disability or
death?

Do you need to create a trust or an entity for asset protection?

Are the rights beneficiaries named in your insurance policies and other investment
instruments?

Are plans updated to include digital assets?

Are named executors or fiduciaries still alive, sound mind and body or ever still the desired
executors or fiduciaries?

Has there been change in domicile, key life events (birth, death of loved ones, marriage,
remarriage, blended families, divorce, disability, etc.)?

Remember to take care of your loved ones, formalize your wishes in an estate plan. It
is an important step that cannot wait.

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.
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