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Fiscal Year 2017 Results
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235M

Ahead of Forecast
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First two months Fiscal Year 2018

120M

Ahead of forecast
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Inventory Movement

Tax Policy Area

4,308 2,784 (5,121)

Open Cases New Cases - Cased Closed
Dec. 2016 during 2017 during 2017

54%

Reduction of Inventory
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1,971

Final Inventory
Dec. 2017
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Procedures Reviewed

61

68%

Procedures reviewed

129
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Compliance Focus

Sharing Economy

Large Taxpayers

SMEs/PyMEs

Individuals

Shadow Economy

WPy
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General Revenue Fund

($157.3M)

Net Internal Revenue
Lost
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*Revenues Agosto 2017 $120M — (S277.3M) lost
due to hurricane Maria
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Why is this the Right Time?

* |Intimes of economic adversity, governments look at their tax systems
as a tool to provide growth or relief to its taxpayers.

* After a decade of economic recessions and fiscal deficits, we have seen
that increasing taxes is not the right solution.

e Given current limitations, the Government is not in a position to
increase spending or access capital markets to invest back in the
economy and push growth.

* Areduction in tax rates is the only viable option to increase the
purchasing power of citizens to incentivize investment, consumption

and savings.

* Now is the time for a comprehensive tax reform. Puerto Rico will have
the liquidity to give individual taxpayers much needed relief.

* Reductions in corporate tax rates will make Puerto Rico more
competitive and will help the economy face the impact of the federal
tax reform.
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Investment in Private Sector

(Smm’s)
INICIATIVA EXPLICACION FY18 FY19 FY20 FY21 FY22
= Reduccién en tasas de individuos [ ]
INDIVIDUOS que resultaran en una tasa -100
marginal menor de 30% -273 -284 -291 -294
= Reduccidn en tasas corporativas e
CORPORACIONES gue resultardn en una tasa =0
marginal menor de 30% -188 -196 -202 -204
0
= Reduccién en B2B de 4.0%, a ]
IVU-B2B 2.0% en FY19 y de 0% in FY20. -79
- -165 -169 -172
0
REDUCCION = Reduccién en tasa de 10.5%, a
COMIDAS 6.0% en comida preparada en
PREPARADAS FY19. -85 -87 -87 -87
TOTAL ———1
REFORMA -150
-625 -732 -748 -757
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TAX
REFORM

MORE jobsl FAIRER taxes| BIGGER paychecks
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Risks of Enacted Federal Tax Reform

Reduction
of Current

Income Tax
Payable
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Puerto Rico
Tax Reform
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Comprehensive Tax Reform

* Puerto Rico has introduced a comprehensive tax reform which
incorporates the principles and structural changes for an updated fiscal
plan.

 This reform is based in the best practices performed by Fiscal Agencies
across the world.

* First inherent principle: Economic Development.
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Individual Income Taxation

e Reduction in Regular Tax Rates

* Earned Income Tax Credit of more than $200M

* Promotes a Withholding at Source Scheme

* Introduction of the “Premium Return System” (Self Employed):

— Requires taxpayers to keep books and records with a certain level
of sophistication

— Provides various types of tax incentives (full deduction of business
expenses).

— Lower audit selection risk (Proactive review will be performed by a
third party)
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Individual Income Taxation

Current ABT Tax Rates:

Net Basic Alternative Taxable Tax Rates:
Income:
From $150,000 but not over $200,000 10%
Over $200,000 but not over $300,000 15%
Over $300,000 24%
Proposed ABT Tax Rates:
Tax Rates:
1%
3%
5%
10%
20%
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Individual Income Taxation

Proposed changes to ABT: Deductibility of Expenses

Other
Expenses

Pre-reported (e.g. W- Easily
2/480.6 A&B) Verifiable

Compliance with Needs Submission of Needs External
Informative Returns Supporting Evidence Validation
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Premium Return System

What is the External Validation:

A taxpayer might opt to include with his/her income tax return an Agreed Upon
Procedures or Compliance Attestation prepared by an Authorized Public
Accountant (CPA) with valid license in Puerto Rico.
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Individual Income Tax

Optional Tax Computation for Self-employed Individuals

Any individuals who's only source of income relates to self-employment can opt to be
taxed under an optional computation. In order to qualify all the income generated by
the self-employment income must be subject to withholding at source at stated by
Section 1062.03 and the income must be informed in any informative return.

Tax Rate:
5%

10%

15%

20%
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Fiscal Measures on Small & Medium Size Entities

Effective : ETR
Tax Rates 3.9% Net Operations
: : : Currently
(ETR) i ----------------

Full Deductions

Modified Net
Income Taxed
at Lower Rates
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Corporate Income Taxation

Reduction in Regular Tax Introduction of the
Rates Premium Return Syst.

Promoting Income Tax
Withholding System

29% Similar to Individuals Similar to Individuals
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Corporate Income Tax —Regular Tax

Current Tax Rates: Proposed Tax Rates:
Normal Tax: Normal Tax:
20% 17%
Surtax: Surtax:
Up to 19% Up to 12%
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Corporate Income Tax - Withholding

Optional Tax Computation for Professional Services Corporations

Any corporation who's only source of income relates to the rendering of services can opt
to be taxed under an optional computation. In order to qualify all the income generated
by the corporation must be subject to withholding at source at stated by Section
1062.03 and the income must be informed in any informative return.

Tax Rate:
5%

10%

15%

20%
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Corporate Income Tax - AMT

17%

AMT Rate
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Sales & Use Tax

Reduction of 4.5% SUT on the sale
of prepared foods via authorization

Elimination of B2B 4% Tax in two
phases by promoting electronic

payments of the Secretary

* First Phase - 2% Reduction e Authorization must be issued
effective July 1t, 2018 by the Secretary

* Second Phase — Full Elimination * Reduction will only be
effective July 15t, 2019 applicable for items paid

electronically
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Other Tax Matters

 Empowerment of taxpayers by allowing to access macroeconomic information

* We have reduced Inventory in Tax Policy Area by 54% (more than 5,000 cased
closed during 2017)

 We have reduced in 46% the inventory of our “Estate and Gift” division
* We have electronic equipment available at Hacienda for employer’s who does
not have power energy or telecommunications services in order to file their

informative returns

* We are reviewing Circular Letter 17-05 “Rehabilitation Program”
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Join us to a Journey be our best speaker
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