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Puerto Rico Extends Window for Reduced Taxation on 
Retirement Funds until January 31, 2015 

Puerto Rico Law 238 of 2014 extends the end of the window for taking advantage of special tax 

rates on retirement plan distributions and prepayments from October 31, 2014 to January 31, 

2015.  

Background  

Puerto Rico’s Tax System Adjustment Act allowed participants and beneficiaries of retirement plans to pay tax at 

special rates on their plan benefits during a limited time from July 1, 2014 to October 31, 2014. To take advantage 

of this opportunity, participants and beneficiaries had to either receive a distribution from the plan or prepay tax on 

their plan benefit during that window of time. The special tax rates were 15% for nonqualified plans and 8% for 

Puerto Rico qualified plans and Individual Retirement Accounts (IRAs). Please see our previous For Your 

Information publications from July 24, 2014 and September 23, 2014 for further details.  

Law 238 of 2014 Extends Window for Special Tax Rates until January 31, 2015  

On December 22, 2014, Puerto Rico enacted Law 238, extending the end of the window for taking advantage of the 

special tax rates until January 31, 2015. To take advantage of the special 15% tax rate for nonqualified plan 

distributions and prepayments, Law 238 requires that the nonqualified plan must have been established by written 

agreement before November 1, 2014.   

Penalty Lowered for Distributions of Prepaid Amounts from IRAs before Age 60  
The penalty tax has been lowered to 15% for individuals who prepay the tax on their IRAs balances to take 

advantage of the 8% rate during the window and then withdraw the prepaid amount from their IRA prior to attaining 

age 60. Previously the penalty tax on these amounts was 30%.  

Hacienda Guidance Addresses Practitioner Questions about Prepayments  
Tax Policy Circular Letter #14-02 (item number 10) clarified that when prepaying tax for an accrued benefit under a 

defined benefit plan, the present value of the accrued benefit must be determined using the actuarial assumptions 

specified under Section 417(e)(3) of the US Internal Revenue Code. This guidance also clarified that plan sponsors 

are required to maintain basis records based on prepayments reported to them by plan participants. 

http://hrlaws.services.xerox.com/wp-content/uploads/sites/2/2014/07/hrc_fyi_2014-07-24.pdf
http://hrlaws.services.xerox.com/wp-content/uploads/sites/2/2014/09/hrc_fyi_2014-09-23.pdf
http://www.oslpr.org/files/docs/%7B57716B2A-9476-427B-8A34-7518068CCBD1%7D.doc
http://www.hacienda.gobierno.pr/sites/default/files/publicaciones/2014/09/carta_circular_de_politica_contributiva_14-02_1.pdf
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Tax Policy Information Bulletin #15-01, issued on January 9, 2015, clarified that previously issued forms can 

continue to be used to make prepayment elections using Form SC 2910 for IRAs,  Form SC 2911 for qualified 

plans, and Form SC 2912 for nonqualified plans. The instructions to these forms have not yet been updated to 

reflect the extension of the window period.  

In Closing  

January 31, 2015, the deadline to elect to take advantage of these special tax rates, is closing in. If they have not 

already done so, retirement plan participants and beneficiaries who reside in Puerto Rico may wish to consult with 

a tax advisor to find out whether a prepayment would be beneficial given their personal financial situation. Plan 

administrators should be prepared to field any last minute inquiries.   

Even plan administrators who will not handle the Puerto Rico income tax prepayment for participants and 

beneficiaries should be prepared to provide supporting documentation to Puerto Rico residents about their accrued 

benefits (e.g., participant statements, benefit calculations, or other administrative documents) to allow them to file 

their prepayment directly with the Puerto Rico Treasury. To ensure that no more Puerto Rico income tax is withheld 

from future distributions than necessary, they must also be prepared to credit a participant with Puerto Rico income 

tax basis if the participant provides them with a stamped prepayment receipt from the Puerto Rico Treasury.     
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