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Current tax provisions in Puerto Rico require that intercompany expenses incurred or

paid during a taxable year be disallowed at a 51%. However, commencing on tax
year 2019 the Puerto Rico Internal Revenue Code of 2011, as amended (“Code”)
provides a tax advantage for entities that incur or pay expenses to related entities

that are not engaged in trade or business in Puerto Rico. This option allows for such

expenses to be fully deductible, provided the entity submits a transfer pricing study

report.
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What is a Transfer Pricing Study report?

Atransfer pricing study (“TPS”) is an analysis of the transactions among related entities and
a comparison of those transactions with the results of similar transactions among unrelated
parties to determine if the charges are arm’s length. Its main purpose is to analyze specific
transactions of goods, intangible property, or services and compare these with the industry’s
standard in what is known as a “benchmark” to determine whether transactions held

between related parties are performed at arm’s length.

In addition to this, the TPS report also analyzes the entity’s industry, its competitors,
performance throughout the years, and potential risks. It is considered a comprehensive
report that dives into the core business functions and compares it to similar operations
within the industry. It also provides valuable insight of the company’s performance and,
ultimately, dictates whether the transactions between related parties are within an

acceptable range or not.

The Code establishes that for income tax purposes only 49% of the following expenses can
be deducted:

e expenses incurred or paid to a related person not engaged in trade or business in
Puerto Rico, if such payments are attributable to the conduct of a trade or business
in Puerto Rico and are not subject to withholding at source under the Code during
the taxable year in which it occurs or

e expenses incurred or paid to a home office located outside of Puerto Rico, by a
foreign corporation engaged in trade or business in Puerto Rico through a branch

operation.
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Taxpayers subject to the limitation explained above, have the option to claim 100% of
intercompany expenses if a Transfer Pricing Study is performed following the United States
transfer pricing rules established in Section 482 of the US Internal Revenue Code and its
regulations thereunder. This TPS must be submitted along with the filing of the income tax

return in order for taxpayers to be entitled to claim 100% of the expenses described above.

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.
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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 action on any issue
G ra nt Th O rnto n dealt with this update. Information provided in this publication may change in the future and such change may be
applied retroactively. Kevane Grant Thornton LLP does not assume the responsibility to update this communication if
the applicable laws change.
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