
Estate Planning 
& Tax Strategies 

for Puerto Rico 
Residents

U N D E R S T A N D I N G  T H E 
P U E R T O  R I C O  

I N C E N T I V E  C O D E



P
R

IV
A

T
E

 W
E

A
L

T
H

 A
S

S
E

T
 M

A
N

A
G

E
M

E
N

T

2 Investment Advisory Services offered through Private Wealth Asset Management, LLC.

Estate Planning & Tax Strategies for Puerto Rico Residents
Understanding the Puerto Rico Incentive Code

Have you, or are you, considering a move to Puerto Rico? There are many benefits to gaining 
residency via the Puerto Rico Incentive Codes (Acts 20, 22 and 60)1. To take advantage of 
these incentives, proper planning is essential.

Without proper planning, you may 
not be entitled to any tax benefits. 

Additionally, if you pass away in 
Puerto Rico, your domestic estate 
plan could become moot.

1The Puerto Rico Exemptions originally enacted under Acts 20 and 22 were later incorporated into Act 60 as of July 1, 2019.
2Ferraiuoli LLC. “Tax Savings Opportunities for US Individuals Moving to Puerto Rico.” March 8, 2023.

A L R E A D Y  A  R E S I D E N T ?

H A V E  Y O U :
•	 Received your Individual 

Investor Grant?

•	 Filed annual reports with 
the Office of Incentives?

•	 Purchased residential real 
estate in Puerto Rico within 
two years after receiving your 
Individual Investor Grant?

•	 Donated at least $10,000 
annually to Puerto Rico Not-
For-Profit Organizations?

•	 Created a Puerto Rico 
Revocable Trust?

C O N S I D E R I N G  A  M O V E ?

T H I N G S  Y O U  N E E D  T O  K N O W
•	 An individual is considered 

to be a Puerto Rico resident 
under the rules set forth in 
Section 937 of the U.S. Code.

•	 You must meet the requirements 
of these three tests:

•	 Presence Test;

•	 Tax Home Test;

•	 Closer Connection Test;

D O  Y O U  O W N  A  P R I V A T E 
B U S I N E S S  O R  N O N - P U B L I C 
I N V E S T M E N T S ?

M A J O R  P U E R T O  R I C O  B E N E F I T S 2

•	 0% capital gains tax

•	 4% ordinary income tax on 
Puerto-Rico-derived income
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3 Investment Advisory Services offered through Private Wealth Asset Management, LLC.

F R E E  D I S P O S I T I O N 
P O R T I O N  ( $ 5 0 M )
May be given freely to 
anyone; all of this portion 
can go to Jane.

S T R I C T  P O R T I O N 
( $ 5 0 M )
Must be distributed equally 
between direct heirs (living 
spouse and children), 
regardless of age.

With planning, John’s 
estate can be distributed 
according to his estate 
plan. Thanks to the 
Puerto Rico Revocable 
Trust, Jane inherits 
his total estate.

$ 1 2 . 5 M

$ 5 0 M

$ 1 2 . 5 M

$ 1 2 . 5 M

$ 1 2 . 5 M

$ 1 0 0 M  G O E S  T O  J O H N ’ S  W I F E 
B Y  D E S I G N  O F  T H E  T R U S T

Estate Planning: Inheritance
Puerto Rico has specific rules regarding estates and inheritance. If you pass away in Puerto Rico, inheritance is subject to forced 
heirship rules3. This means your direct heirs will automatically inherit your estate, even if your estate plan states otherwise. 

E X A M P L E :  J O H N ’ S  F A M I L Y

John, his wife Jane and three children moved from the U.S. to Puerto Rico recently. John’s current estate plan 
dictates that the entirety of his estate (valued at $100 million) shall be passed down to his wife upon his death, 
as the children are still young. 

W I T H  N O  
P . R .  P L A N
Per P.R. Civil Code, 
John’s estate will be 
automatically divided 
into two portions.

W I T H  A  
P . R .  P L A N
A P.R. Revocable Trust 
can protect against 
forced heirship rules.

J O H N ’ S  E S T A T E 
( $ 1 0 0 M )

3The provisions discussed in this document regarding forced heirship rules are effective since November 28, 2020, due to the enactment 
of the new Puerto Rico Civil Code (Act 50-2020).

Without planning, 
Puerto Rico Civil Code 
overrules John’s estate 
plan. His young children 
receive $12.5M each, 
while Jane receives a 
total of $62.5M.

I F  J O H N  P A S S E S  A W A Y  I N  P U E R T O  R I C O . . .
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4 Investment Advisory Services offered through Private Wealth Asset Management, LLC.

Estate Planning: Taxes
Puerto Rico residents who were born or naturalized in the U.S. are still subject to federal estate tax, 
no matter where their assets are located. However, steps can still be taken to save money.

4Ferraiuoli LLC. “Estate Plannning Strategies for Puerto Rico Residents.” February 2023. 
5Congress.gov. “H.R.1 - 119th Congress (2025-2026): One Big Beautiful Bill Act.” July 4, 2025. https://www.congress.gov/bill/119th-congress/house-bill/1.

E X A M P L E :  J O H N ’ S  F A M I L Y  ( C O N T I N U E D )

John’s estate is subject to the federal estate tax, as he was born in the U.S. Upon his 
and his wife’s death, the tax situation will depend on the planning done beforehand.

F E D E R A L  E S T A T E 
T A X  ( 2 0 2 5 )

•	 40% Maximum Tax Rate4

•	 $15M Tax Exemption for Individuals, 
$30M for Married Couples5

•	 Estimated to be $25M and 
$50M by 2040 (with inflation) 

J O H N ’ S  F A M I L Y 
M O V E S  T O 

P U E R T O  R I C O

2 0 2 0

J A N E  P A S S E S 
A W A Y 

Estate Value: $100M

2 0 4 0

J O H N 
P A S S E S 

A W A Y 

2 0 3 9

W I T H O U T  A  P . R .  P L A N

With inflation, let’s assume John and Jane have 
a total $50M exemption by 2040: 

$100M Estate - $50M Exemption = $50M

$50M taxed @ 40% federal tax rate = $20M tax
Estimated Estate Tax: $20M

J O H N ’ S  F A M I L Y 
M O V E S  T O 

P U E R T O  R I C O

J O H N  C R E A T E S  A  P . R . 
I R R E V O C A B L E  T R U S T  W I T H  J A N E

Funds and uses $30M exemption to get entire 
estate into an irrevocable trust

2 0 2 52 0 2 0

J A N E  P A S S E S 
A W A Y

Trust Value: $100M

2 0 4 0

J O H N 
P A S S E S 

A W A Y 

2 0 3 9

W I T H  A  P . R .  P L A N

As a bona fide resident of P.R., you need to create a Puerto Rico Irrevocable Trust 
if you do advanced wealth transfer planning. As with John’s case, doing so can 
help reduce or even eliminate your estate taxes.

Estate Tax: $0M
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5 Investment Advisory Services offered through Private Wealth Asset Management, LLC.

Capital Gains
One of the greater benefits for bona fide Puerto Rico residents under Act 60 is a 0% capital gains tax rate.  
In other words, you pay no tax on any capital gains incurred during the time you qualify as a bona fide Puerto Rico 
resident. To demonstrate how the exemption works, consider this example of buying and selling a public stock.

S E L L I N G  A  P U B L I C L Y  T R A D E D  S T O C K :  U . S .  +  P U E R T O  R I C O

Factoring in a move to Puerto Rico, the 0% capital gains benefit comes into play:

The 20% federal capital gains tax only applies to capital gains incurred while living 
in the U.S. After moving to Puerto Rico and becoming a bona fide resident, capital 
gains fall under the 0% P.R. capital gains tax rate.

$100 U.S. Capital Gain taxed @ 20% federal tax rate = $20 tax

$200 P.R. Capital Gain taxed @ 0% P.R. tax rate = $0 tax

S E L L I N G  A  P U B L I C L Y  T R A D E D  S T O C K :  U . S .  O N L Y

$300 U.S. Capital Gain taxed @ 20% federal tax rate = $60 tax 

2 0 1 52 0 1 0

B O U G H T  X Y Z 
S T O C K 

Stock Value: $100

2 0 2 0 2 0 2 5

S O L D  X Y Z  S T O C K 
Stock Value: $400 

$300 Capital Gain

2 0 1 52 0 1 0

B O U G H T  X Y Z 
S T O C K 

Stock Value: $100

2 0 2 0

M O V E D  T O 
P U E R T O  R I C O 
Stock Value: $200 

$100 Capital Gain

2 0 2 5

S O L D  X Y Z  S T O C K 
Stock Value: $400 

$200 Capital Gain

Total Tax: $20  |  Net Proceeds = $380

Total Tax: $60  |  Net Proceeds = $340

D I D  Y O U  K N O W ?
S E L L I N G  A  R E S I D E N C E

Did you know your 
Puerto Rico residence 
does NOT qualify for 0% 
capital gains treatment 
if it ’s owned personally 
at the time of sale? 

To qualify, create a 
Puerto Rico LLC to own 
your home instead. 
When you’re ready to 
move, sell the LLC and 
pay 0% capital gains tax.
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6 Investment Advisory Services offered through Private Wealth Asset Management, LLC.

W I T H O U T  A  P . R .  P L A N

W I T H  A  P . R .  P L A N

⅔ of timeline falls under U.S. capital gains tax 
Time Calculation: ⅔ of $19.9M Total Capital Gain = $13,266,665

⅔ of timeline falls under U.S. capital gains tax

1 / 3 of timeline falls under P.R. capital gains tax 
Time Calculation: 1 / 3 of $19.9M Total Capital Gain = $6,633,335

1 / 3 of timeline falls under P.R. capital gains tax

2 0 1 5

2 0 1 5

2 0 1 0

2 0 1 0

S T A R T E D  X Y Z 
C O M P A N Y  I N 

T H E  U . S . 
Basis: $100,000

S T A R T E D  X Y Z 
C O M P A N Y  I N 

T H E  U . S . 
Basis: $100,000

2 0 2 0

2 0 2 0

M O V E D  T O 
P U E R T O  R I C O 

Company Value: Unknown 
Unknown Capital Gain

M O V E D  T O  P U E R T O  R I C O , 
C R E A T E D  P . R .  L L C 

XYZ Company Value: $1M 
$900,000 Capital Gain

2 0 2 5

2 0 2 5

S O L D  X Y Z 
C O M P A N Y 

Sell Value: $20M 
$19.9M Capital Gain

S O L D  X Y Z 
C O M P A N Y 

Sell Value: $20M 
$19.9M Capital Gain

Of the total 15 years 
before the company was 
sold, 10 years (2 / 3 of the 
time) were spent in the 
U.S., and 5 years (1 / 3 of 
the time) were spent in 
Puerto Rico. Thus, the 
20% federal tax applies 
to 2 / 3 of the total capital 
gain, and the 0% P.R. 
tax applies to 1 / 3 of the 
total capital gain. 

Because XYZ Company 
underwent a valuation and 
was sold with the move 
to Puerto Rico, the U.S. 
capital gains tax burden is 
greatly lessened.

$13,266,665 U.S. Capital Gain taxed @ 20% federal tax rate = $2,653,333 tax

$6,633,335 P.R. Capital Gain taxed @ 0% P.R. tax rate = $0 tax

Total Tax: $2.65M
 Net Proceeds = $17.35M

Total Tax: $180K
 Net Proceeds = $19.82M

$900,000 U.S. Capital Gain taxed @ 20% federal tax rate = $180,000 tax

$19.1M P.R. Capital Gain taxed @ 0% P.R. tax rate = $0 tax

With a qualified valuation, XYZ Company is valued at $1M , 
making the U.S. Capital Gain $900,000.

The company is sold to the newly created P.R. LLC and 
the U.S. capital gains tax is paid.

Capital Gains: Selling a Privately-Held Company
If you start a private company in the U.S. and sell after moving to Puerto Rico, federal tax rates will still apply to 
the capital gains it incurs. Proper planning can greatly increase the net proceeds from the sale.

$2.47M 
T O T A L  T A X 
S A V I N G S  W I T H 
P . R .  P L A N N I N G 
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7 Investment Advisory Services offered through Private Wealth Asset Management, LLC.

Disclosures

This report is intended for the exclusive use of clients or prospective clients (the “recipient”) of Private Wealth 
Asset Management and the information contained herein is confidential and the dissemination or distribution 
to any other person without the prior approval of Private Wealth Asset Management is strictly prohibited. 
Information has been obtained from sources believed to be reliable, though not independently verified. Any 
forecasts are hypothetical and represent future expectations and not actual return volatilities and correlations 
will differ from forecasts. This report does not represent a specific investment recommendation. The opinions 
and analysis expressed herein are based on Private Wealth Asset Management research and professional 
experience and are expressed as of the date of this report. Please consult with your advisor, attorney and 
accountant, as appropriate, regarding specific advice. Past performance does not indicate future performance 
and there is risk of loss.


