Tax 2007-03

MN McCoNNELL VALDES

MEMORANDUM TO CLIENTS AND FRIENDS
January 16, 2007

2007 Puerto Rico Retirement Plans Update - Part 11

PR Treasury Issues Revised Form 480.6B To Report Distributions From Qualified
Retirement Plans / Attorney Rejoins McV Employee Benefits Practice Area

L Form 480.6B

The Puerto Rico Department of the Treasury (the “PR Treasury”) recently issued a revised
Form 480.6B, “Informative Statement - Income Subject to Withholding” (see attached sample).
Form 480.6B is generally used to report the payment of various types of taxable income, including
lump-sum distributions on account of separation from service from qualified retirement plans, and
the applicable Puerto Rico tax withholding on said amounts. The revised Form 480.6B now includes
a new box no. 12 (first column) to report amounts distributed from May 16 to December 31, 2006
(the “Window Period”), which either were subject to the special 5% tax withholding or for which
the participant prepaid the 5% special tax, both pursuant to the provisions of Act 87 of May 13, 2006
(“Act 87"), as amended. The 5% tax withheld or prepaid should be reported in box no. 12 (second
column).

Lump-sum distributions on account of separation from service and the 12.5% or 20% tax
withholding, as applicable, should be reported in box no.11 (first and second columns, respectively).

Note that distributions which are not subject to income tax withholding (e.g. distributions
other than lump-sum distributions on account of separation from service) should be reported on
Form 480.6A, “Informative Statement - Income Not Subject to Withholding” (see box no. 8 in the
attached sample of form 480.6A), except for amounts for which the tax was prepaid under Act 87,
in which case they should be reported in Form 480.6B (first and second columns of box 12), as
described above.

Neither the Puerto Rico Internal Revenue Code of 1994, as amended, nor the regulations
1ssued thereunder (the “PR Code Regs.”) require at any time prior to distribution the reporting of
amounts for which the tax has been prepaid under Act 87.

I. Most record-keepers have decided to include a note in the participant’s account statement indicating the plan
account balance for which the tax was prepaid and the amount of the prepaid tax, so that those amounts for which
the tax was prepaid are not subject to any tax withholding upon distribution and the amounts distributed (and related
tax prepayment) are appropriately reported on Form 480.6B.
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At this time, it remains unclear how amounts distributed from a qualified plan during the
“Window Period” for the exclusive purpose of the prepayment of the special 5% tax pursuant to Act
87 should be reported.” We expect guidance on this matter from the PR Treasury in the following
days.

I1. Attorney Rejoins McV - Tax Department Emplovee Benefits Area

We are pleased to announce that Ariadna Alvarez has rejoined the firm as Special Counsel
in the Tax Practice Group. Ariadna commenced her legal career at McConnell in 1994, where she
became a Partner. In 2005, Ariadnajoined Banco Santander de Puerto Rico as Senior Vice President
and Executive Trust Officer and Director of Santander Trust. During the years in which Ariadna was
responsible for the administration and direction of Santander Trust, the division held approximately
$7 billion in assets under management, was the second largest trust in Puerto Rico, and was listed
among the 100 largest trust in the U.S. Ariadna will concentrate in the areas of Employee Benefits
and Trust and Estates.

k ok %k ok k
If you have any questions or comments, or wish additional information regarding these

matters, please contact any of the attorneys listed below, all members of our Employee Benefits
Practice Area:

Juan Luis Alonso 787-250-5655 jla@mcvpr.com
Ariadna Alvarez 787-250-2602 aar(@mcvpr.com
Roberto L. Cabarias 787-250-5611 rlc@mcevpr.com
José M. Falcon 787-250-2603 imfl@mcvpr.com
Yamary Gonzalez 787-250-5687 yg@mcvpr.com
Alba L. Joubert® 787-250-5649 aj@mcvpr.com
Xenia Vélez Silva 787-250-2620 Xv{@mcevpr.com

The content of this memorandum has been prepared by us for information purposes only. Itis not intended as, and does
not constitute, either legal advice or solicitation of any prospective client. An attorney-client relationship with
McConnell Valdés cannot be formed by reading or responding to this memorandum. Such a relationship may be formed
only by express agreement with McConnell Valdés.

2. The PR Code Regs. provide that amounts distributed under Act 87 for the prepayment of the special 5% tax will
not be subject to tax upon distribution.

3. Admission pending (January 2007).

2.
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