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In recent years, we have witnessed several campaigns and efforts implemented by

the Government of Puerto Rico ("Government") to fight tax evasion.
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Among such measures, the Government has executed agreements with the Internal Revenue
Service (“IRS”) to collaborate and share information, among others. It has also implemented
new technology and established taxpayer rehabilitation programs, amnesties, and
garnishments. In a recent press conference, the Secretary of the Puerto Rico Treasury
Department ("the Secretary"), Mr. Francisco Parés Alicea, explained that the garnishment
procedures performed by the agency constitute the last step in the efforts to collect tax
debts. Note that tax garnishments are never executed without informing the taxpayers. In this
article, we shed light on the basic concepts of tax garnishments, provide a brief background
and a general overview of the process, and share our recommendations on how to proceed if
you receive a garnishment notice.

What is a tax garnishment?

A garnishment is a legal seizure of the taxpayer's personal and real property to ensure the
collection of tax debt when the taxpayer has failed to comply with the terms granted for its
payment.

Section 6060.01 of the 2011 Internal Revenue Code of Puerto Rico, as amended ("the Code”)
authorizes the Secretary to collect any outstanding taxes, fees, fines, interest, surcharges,
and penalties (“Tax Debt”) that a taxpayer refuses to pay within the prescribed payment
period in the Code by means of an attachment and sale of the debtor's property (not
exempted from attachment). To such effect, the Secretary is authorized to require any
person that owns any property, property rights, credits, or money payable to the taxpayer,
on any account, including salaries, accounts receivable or bank deposits belonging or
payable to the taxpayer, not exempt from attachment, to withhold from such properties or
rights the amount notified by the Secretary, to cover the outstanding tax. Recently we
became aware that the Puerto Rico Treasury Department ("PRTD"] is also making collection
procedures on investment accounts belonging to taxpayers with outstanding balances.
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When did this initiative start?

Tax garnishment procedures have always been part of the collection efforts provisions of
Puerto Rico tax laws. Chapter 6 of Subtitle F of the Code contains dispositions regarding the
process for the garnishment and sale of goods from delinquent taxpayers.

According to Puerto Rico Circular Letter 12-11, on July 19, 2012, the PRTD began a pilot
program to implement the "Mechanization Program of Attachments in Depositary"
["Progrcm"]. Such Program was extended until December 6, 2012, after which the PRTD
evaluated the results obtained to get the Program to work in an automated manner. The
purpose of this Circular Letter was to establish the necessary and initial steps to implement
the Program. The objective of such Program was to facilitate the handling of information and
to generate the most efficient banking procedures regarding the filing of garnishments
through the transmission of electronic files. With this goal, the Program had these four main
purposes: (i) to speed up the delivery and frequency of garnishments, (i) to optimize existing
resources, (iii) to reduce the handling of attachments by paper, and (iv) reduce the manual

searching processes to determine if there exists a banking relationship with the taxpayer.

The enforcement of the Program is no stranger to the public eye. One of the most notable
garnishments was performed in 2016 by the former Secretary, Mr. Juan C. Zaragoza Gémez
(2014-2016) as part of a strong tax garnishment campaign to El Ziperle restaurant, an iconic
restaurant in the Hato Rey metropolitan area that was forced to close after this incident. The
garnishment was due to the outstanding balances of Puerto Rico Sales and Use Tax.

Garnishment Process

With the implementation of the Unified System of Internal Revenue ("SURI"), the PRTD has an
updated tool that facilitates the identification of delinquent taxpayers and communication
exchanges with the taxpayers.

The Secretary, Mr. Francisco Parés Alicea, recently reported that the tax lien procedures
performed by the PRTD are eighty-six percent (86%) correct. According to their historical
information, around nine (9) out of ten (10) cases proceed. Currently, the PRTD performs the
identification of delinquent taxpayers with the aid of the SURI system. It communicates with
taxpayers and starts the automatic collection process through a garnishment for all debts
that have been notified to the taxpayer, once the prescribed appeal period for the taxpayer
has expired. Following, we provide an overview of the garnishment process conducted by the
PRTD:

e  every garnishment process begins with a notification sent to the debtor by certified
mail, return receipt requested, and/or through the SURI Platform.

e from the date of that notification, the debtor has thirty (30) days to pay the tax debt
before the PRTD or clarify the situation.

e after thirty (30) days, the PRTD has the authority to proceed with the seizure of real or
personal property.

e once the garnishment has been executed, the financial institutions are required to remit
the total amount seized to the Secretary.

e for any balance not covered by the initial procedure, the Secretary may resort to any
other action in order to collect the debt without the need for additional notifications.

Section 6060.02(j) of the Code mentions that the Secretary may collect, in addition to the
Tax Debt, the costs incurred in the custody and deposit of the seized property, together with
a 10% fee of the principal of the tax owed, without surcharges when the seizure of property
or the notification to the debtor, their relatives, or dependents is performed in conformance
to the Code. Such amount will be payable to either the person who made the notification or
the General Fund if the notice has been made by the Secretary or another employee of the
Government.
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What can you do if you receive a Garnishment Notice?

Any outstanding tax related to a seizure notice issued by the PRTD can be paid through the
SURI Platform. If the taxpayer has evidence of the payment made or understands that the
debt is not applicable, must immediately call the Automated Call Center at 787-721-2020 or
present such documentation to a representative of the nearest Bureau of Collections of the
PRTD. The key is to be proactive on notices issued by the PRTD. The agency has various
alternatives for taxpayers, such as payment plans and offer and commitment of payment
options. In cases where the taxpayer becomes aware that there are outstanding filings that
will result in tax liabilities, the Treasury also offers the option of a Voluntary Disclosure
Agreement. This option is for amounts that have not been assessed yet by the Puerto Rico
Treasury and provides the opportunity to the taxpayer to file the outstanding returns with
even a possible reduction to the additions to the tax.

For your reference, we included the following link, which contains the phone numbers of the
Collections Bureaus in the different districts: Link to Collections Bureaus list.

We are committed to keeping you up to date with all tax-
related developments. Please contact our Tax Department
should additional information be required regarding this or
any other tax issue. We will be glad to assist you.

Maria de los A. Rivera Francisco Luis Isabel Hernéndez
Tax Partner Tax Partner Tax Partner | IBC Director
E maria.rivera@pr.gt.com E francisco.luis@pr.gt.com E isabel.hernandez@pr.gt.com
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