
Sales and UseTax on Pre Existing
Contracts and Bids Extensions,
Back to School Holiday andValidity
of SUT Certificates Under the Sales
And UseTax
By Federico Aguirre-Rivera

Recently, the Puerto Rico Treasury Department (“Department”) issued several
publications related to the Sales and Use Tax (“SUT”) provisions in the Puerto Rico
Internal Revenue Code of 2011, as amended (the “Code”), regarding the procedures to
request an extension on the SUT exemption for certain construction projects, the back to
school SUT exemption period and the validity of certificates under the SUT pursuant to
the repealing of the VAT. Those publications are the following:

CIRCULAR LETTER OF TAX POLICY NO. 16-05 (“CC PC 16-05”)

Background

Act No. 72 of May 29, 2015 ("Act 72-2015 ") amended the Code, to, among other things,
modify the Commonwealth’s SUT rate from 6% to 10.5% and eliminated the SUT
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exemption for services provided by
merchants and designated professional
services, effective July 1 and October 1,
2015, respectively (“Pre Existing SUT”).
Furthermore, the Act 72-2015 amended
Section 4070.01 of the Code to exclude
from the Pre Existing SUT change, certain
contracts and bids awarded prior to July 1,
2015.

Section 4070.01(d) of the Code, added by
Act 72-2015, established a special registry
for the construction of commercial,
industrial or residential projects ("Building
Projects"), which construction had started
as of May 31, 2015, with the purpose that
taxable items acquired for such projects,
including services provided by merchants,
be subject to Pre Existing SUT applicable
to such items as of June 30, 2015
(“Pre Existing Contracts”).

On June 24, 2015, the Department issued
Circular Letter of Tax Policy No. 15-10
("CC PC 15-10") to clarify which Building
Projects’ contracts and bids were eligible
under Section 4070.01(d) of the Code to
be considered Pre Existing Contracts as of
July 1, 2015 and to establish the
procedures to apply for a written
authorization from the Secretary of the
Treasury ("Secretary") for the purchase of
taxable items or for providing services at
the Pre Existing SUT.

As per CC PC 15-10, to be considered as
a Pre Existing Contract the merchant
needs to obtain from the Secretary a
Certificate of Registration of Projects and
Construction for the corresponding
Building Project. Such certificate, as a
general rule, will grant a twelve (12) month
period ending on June 30, 2016 or until the
date the contract ends, whichever comes
first, to be considered as a Pre Existing
Contract.

Subsequently, Act No. 159 of September
30, 2015 ("Act 159-2015 ") amended
Section 4070.01 of the Code to, among
other things, establish that the Pre Existing
SUT for the Pre Existing Period was in
force up to June 30,2016. However, such
expiration date could be extended, upon
request of the merchant and subsequent

approval of the Secretary, for an additional
period not to exceed twelve (12) months
or, in the case of tourism projects or
hospital units, for the term of the
construction work.

CC PC 16-05

On June 6 2016, the Department issued
CC PC 16-05 to explain the procedures to
request the above mentioned Extension no
later than July 31, 2016.

To request the twelve (12) month period
extension, the applicant must use the Form
Model SC 2921 A, "Request for Extension
of Qualified Contracts pre existing under a
Construction Project”). Applicants eligible
to submit Form SC 2921 A to the
Department, are:

1. Any owner of a Building Project who
has a Certificate of Registration of
Projects and Constructions (Form SC
2980);

2. Every primary contractor on a Building
Project awarded in a bid ("Bidder"), to
whom a Qualified Contract Certificate
has been issued;

3. Any owner of a Building Project or
Bidder that submitted an application
for Certificate of Registration of
Projects and Constructions or a
Qualified Contract Certificate,
respectively, and has not yet received
a response from the Department.

The Extension request submitted by the
owner of the Building Project or bidder of
a preexisting bid will shelter all primary
and secondary contractors that are part of
Building Project or preexisting bid,
provided that their contracts comply with
the provisions of the Code.

Upon receipt of a duly completed Form SC
2921 A, the Department will preliminarily
extend, the qualification of the pre existing
contract until June 30, 2017, or until the
ending date of the qualified contract or the
Building Project construction, whichever
comes first.

In the specific case of the construction of
tourism projects or hospital units, which
construction is expected to end after June
30, 2017, the extension of the qualification
of the pre existing contract must be
requested for each year of the
construction, by filing Form SC 2921 A, no
later than July 31 of each calendar year.

Those merchants whose application for the
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Certificate of Registration of Projects
and Constructions or Qualified
Contract Certificate has been denied
and filed a complaint with the
Assistant Secretary of Adjudicative
Procedures of the Department, and
this complaint is pending or on
appeal as of June 30, 2016, may
submit a duly completed Form SC
2921 A together with a letter to the
Director of the Tax Consumption
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This publication supports Alvarado Tax & Business Advisors’ marketing of
professional services. It is intended for information purposes only and should not
be regarded as written advice or recommendation to undertake any position, tax
related or otherwise. Readers should not consider the information contained in
this publication to be complete, nor act solely on the basis of the material contain
herein. Moreover, due to changing laws and associated authoritative literature, that
information may not continue to apply to a reader's situation. Therefore, we
encourage the readers to contact us or another qualified professional advisor to
thoroughly evaluate their specific facts and circumstances; to determine if any
information contained in this publication remains valid and; to discuss the potential
application of such information to their particular situations.

As provided in Department of Treasury Circular 230, this publication is not
intended or written by Alvarado Tax & Business Advisors, to be used, and cannot
be used, by a reader or any other person or entity for purposes of avoiding tax
penalties that may be imposed on any taxpayer under the Internal Revenue Code.
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Bureau explaining the reasons why the
request should qualify, no later than July
31, 2016.

CIRCULAR LETTER OF TAX
POLICY NO. 16-04 (“CC PC 16-04”)

On June 1, 2016, the Department issued
CC PC 16-04 for the purpose of
establishing the back to school SUT
exemption periods of (“Back to School
SUT Exemption ") on the sale of uniforms
and school supplies for the fiscal year 2016
-2017 and to list the items that will be
exempt from tax during that period, as
provided by Section 4030.20 of the Code.
These items are limited to uniforms and
school materials, as defined in Section
4030.20 (b) of the Code and the CC PC
16-04.

Section 4030.20(b) of the Code, exempts
school uniforms and materials, as defined
therein, from the payment of SUT for a
period of two (2) days in July and two (2)
days in January of every year. For fiscal
year 2016-2017 the two sale periods for
uniforms and school supplies exempted
from the SUT payment will be as follows:

• The first period will start at 12:01 a.m.
on Friday, July 15, 2016 and will end at
twelve midnight on Saturday, July 16,

2016; and

• The second period will start at 12:01
a.m. on Wednesday, January 4, 2017
and end at twelve midnight on
Thursday, January 5, 2017.

ADMINISTRATIVE
DETERMINATION NO. 16-10 (“AD
16-10”)

Pursuant to Section 4030.20(a) of the
Code and as indicated in the PC CC
16-04, printed books are exempt from
paying the SUT throughout the entire
year. For purposes of this exemption, the
term "printed books" means any printed
unitary publication, not periodic, that is
edited once or by intervals, in one or
more volumes or parts thereof, of
scientific, cultural or artistic character,
excluding publications by electronic
means, magazines and newspapers.
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pursuant to the
procedures established by

CC PC 16-05.

Furthermore, all merchants that
were granted a Reseller Certificate
and Municipal SUT Exemption
Certificate, Eligible Reseller
Certificate, Manufacturing Plants
Exemption Certificate and the
Contract Manufacturing Collection
Waiver need to be pending to their
expiration dates. Merchants with
Eligible Reseller Certificates in
particular should review their
current certificates to determine if
they have expired and make sure
that they start the renewal process
with enough time before the
expiration date since the
repercussions to the taxpayers may
be significant.

At ATBA we can assist you with the
preparation and filing of the
Extension pursuant to CC PC
16-05, the renewal of the
certificates provided by CC PC
16-08 and 16-09 and with any other
SUT concerns that you may have.

AlvaradoTax &
Business Advisors LLC

104 Acuarela Marginal Street

Martinez Nadal Expressway

Guaynabo PR 00969

PO Box 195598

San Juan PR 00919-5598

T. 787.999.4400

F. 787.999.4646

E. taxadvisors@alvatax.com
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The Department, taking into consideration
that both electronic textbooks (e-books)
and notebooks are an essential part of the
curriculum of studies, determined that the
term "printed books" for purposes of the
SUT exemption provided by Section
4030.20 (a) of the Code, includes those
textbooks, on printed and electronic
format, that are required on an official list
of textbooks from a school or university,
which are purchased at retail. For these
purposes, the term "textbooks" are those
printed and electronic books to be used
for a particular grade or course, including
music books and notebooks, regardless of
its size.

PC CC 16-04 provides that e-books which
are not included in the textbook list from a
school or university will be subject to SUT.
However, printed text books are not
required to be in a textbook list from a
school or university since all printed books
are exempted from SUT regardless their
use.

Note that the SUT exemption provided in
the previous paragraph for e-books that
are required on an official list of textbooks
from a school or university will be available
for the entire year.

CIRCULAR LETTERS OF TAX
POLICY NO. 16-08 (“CC PC 16-08”)
AND 16-09 (“CC PC 16-09”)

On June 28, 2016, the Secretary issued CC
PC 16-08 and 16-09 with the purpose of
establishing the validity of the Reseller and
Municipal SUT Exemption Certificate and
an Eligible Reseller Certificate; and the
Manufacturing Plant Exemption Certificate
and the Contract Manufacturing Collection
Waiver, respectively, under the SUT
provisions subsequent to the repeal of the
Value Added Tax (“VAT”) provisions in
the Code.

Administrative Determination 16-04 (“AD
16-04”) established that the expiration
date of all certificates valid as of December
31, 2015 will be automatically extended
until further notice. Subsequently,
Administrative Determination 16-09 (“AD

16-09”) repealed AD 16-04 and provided
indefinite validity to the Reseller Municipal
SUT Exemption Certificate and the
Manufacturing Plant Exemption Certificate.
Furthermore, the AD 16-09 provided that
the Eligible Reseller Certificate will expire
as of June 30, 2016.

The Department, pursuant to the repealing
of the VAT, issued CC PC 16-08 and
16-09 to provide the validity for the above
mentioned certificates as follows:

Manufacturing Plant Exemption
Certificate (“Manufacturing
Certificate”)

The Department determines that all
Manufacturing Certificate which expire on
or before August 31, 2016, will have until
August 31, 2016 for its renewal.
Nevertheless, the merchants need to
ascertain to maintain the corresponding
bond with the Department.

Contract Manufacturing Collection
Waiver (“Waiver”)

The Department determines that all
Waivers will remain valid and their validity
will remain the same as the duration of the
manufacturing contract.

Reseller Certificate and Municipal
SUT Exemption Certificate

The Department determines that all
Reseller Certificates that had an expiration
date as of December 31, 2015, will
continue valid until the Department
establishes the new procedures for the
renewal of these certificates.

Eligible Reseller Certificate

The Department determines that all
Eligible Reseller Certificates will expire by
the date indicated in its certificate.
Therefore, all Eligible Reseller Certificates
which expired on or before June 30, 2016
are no longer valid and will need to be
renewed.

ATBA COMMENTS

Those merchants that are the owners of a
Building Project or a Bidder that submitted
an application for Certificate of
Registration of Projects and Constructions
or a Qualified Contract Certificate, must
start the process of submitting the
additional 12-month extension to the
Department not later than July 31,2016,


