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INCOME TAX RETURN FOR EXEMPT
BUSINESSES UNDER THE PUERTO RICO
INCENTIVES PROGRAMS

MESSAGE FROM THE SECRETARY OF THE TREASURY

T Dear Tagayer:

Through thisbooklet you can learn about the applicablelaw provisions to file your 2003
Income Tax Return.

| inviteyou to carefully read the information described herein and find out about any
amendment to the provisions of the Puerto Rico Internal Revenue Code of 1994. To
request additional information or if you haveany doubt regarding our services, you can contact
the Department of the Treasury'spersonnd at (787) 721-2020, extension 3611 or toll freeat
1-800-981-9236. Al so, you can accessour pagein the Internet, www.hacienda.gobier no.pr.

JuanA. HoresGalarza

Approved by the State Elections Commission
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RELEVANT FACTS

| NEW TAX BENEFITS |

% Atax credit isgranted for contributions made to the
Santa Catalina' s Pal ace Patronage equal to 50% of
the contribution made during thetaxableyear. The
same will be claimed on the line for other credits
provided on SchedulesK, O and V Incentives.

%  Corporations and partnerships areincluded within
the taxpayers eligible for the special tax rate with
respect to eligible interest earned on bonds, notes
or other debts issued by certain corporations and
partnerships, from mortgages over residential
property located in Puerto Rico. Also, such special
tax rateisreduced from 17% to 10%.

% There shall be tax exempt the income received by
financial institutionsfor interest, charges and other
proceeds derived from loans for the construction
or rehabilitation of, or improvements to, exempt
businesses under Act 78 of December 10, 1993, as
amended, and from the financing or refinancing to
paradores belonging to the Puerto Rico Paradores
Program.

| SIGNIFICANT CHANGES |

Heading

Use the industrial codes table included on page 32 of
this booklet in order to indicate the industrial code
corresponding to your business.

Part |

Line2isincludedtoindicatethetax on eligibleinterest
when the election to pay the 10% special tax isexercised.
Also, line 4(g) is provided to claim the income tax
withheld at source on such eligible interest.

ScheduleB I ncentives

Thisnew Scheduleis created to determinetherecapture
of investment credit claimed in excess.

ScheduleB1 I ncentives

Part I11, line 2 provides to indicate the recapture of
investment credit claimed in excessand line5 to indicate
thetax on éligibleinterest.

ScheduleK Incentives

Part I, line 11 provides to indicate the recapture of
investment credit claimed in excess.

ScheduleO Incentives

Part 11, line 8 provides to indicate the recapture of
investment credit claimed in excess.

ScheduleT Incentives

Part 1, line 16 provides to indicate the recapture of
investment credit claimed in excess.

ScheduleV Incentives

Part IV, line 3 provides to indicate the recapture of
investment credit claimed in excess.

ScheduleW I ncentives

Part 11, line 6 provides to indicate the recapture of
investment credit claimed in excess.

| AREA CODE |

You must indicate the area code (787 or 939) in the
parenthesis located in the spaces provided in the
heading of the return to write the phone number.

| RETURNED CHECK SFOR INSUFFICIENT FUNDS |

Every check drawn on behalf of the Secretary of the
Treasury that is returned because of non sufficient
funds, will be subject to a $20.00 charge that will be
debited from your bank account. This charge is in
addition to any other interest, surcharges or penalties
provided by the Code or any other fiscal law, for
ommissionsinfulfilling your tax responsibility.

[ FINANCIAL STATEMENTS REQUIREMENT |

If the entity had a businessvolumerelated to itsfully
taxable operations of more than $1 million, financia
statements reporting the operations of the taxable
year must beincluded with the return. Such financial
statements must include a balance sheet, an income
statement and a statement of cash flows. These
statements should be submitted with an Audit Report
issued by acertified public accountant (CPA) licensed
in Puerto Rico.

It is not acceptable a report that includes
consolidated financial statements, in which the
operations in Puerto Rico are presented as
supplementary information. Also, compiled or
reviewed statementsarenot acceptable. They must
beaudited.
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S GNATUREOFTHERETURNBY THE
SPECIALISTS

If you pay for thepreparation of thereturn, makesure
that it is signed by the specialist and that the
registration number and employer'sidentification
number isincluded. The Puerto Rico Internal Revenue
Code of 1994, as amended (Code), provides civil and
criminal sanctions to those Specialists who fail to
submit thisinformation.

The Specidist must declare under penalty of perjury that
he/she examined the return and to the best of higher
knowledge and belief, it is correct and complete.

If the return is prepared by an accounting firm duly
registered as a Tax Return Specialist, it must include
the employer's identification number, the registration
number and be signed by the authorized person.

CONTRACTSWITH GOVERNMENTAL
ENTITIES

Every person, natural or juridical, contracted by a
governmental entity, must comply with the Executive
Order 91-24, as amended, and the provisions of the
Circular Lettersin force at the time of processing the
contracts. According to said provisions, every contract
subscribed by a governmental entity must include a
clause to certify that the contracted party filed the
income tax returns for the last five years, and that the
income, property, unemployment, temporary disability
and drivers socia security taxes have been paid.

In addition, in order to approve a contract or purchase
order, the governmentd entity must requirethetax return
filing (Form SC 6088) and debt (Form SC 6096) catifications
from the Internal Revenue Area of this Department, the
property tax certification from the CRIM and the
corresponding certification from the Department of Labor
and Human Resources. These documents must be
requested annually.

In order to expedite the process of issuing the certifications,
every person who hasfiled incometax returnsfor thelast 5
years and who does not have tax debts, or if having debts,
hasformaized apayment plan, will receivethe Tax Return
Flingand Deht Certification (Form SC 2628) automaticaly
by mail For this purpose, it is necessary that if the
corporation is contracted by a governmental entity,
indicatesoin theheading of thereturn, pagel.

Sometimes a certification cannot beissued in connection
with the return corresponding to the last taxable year,
since such return may have not been aready processed.
Becauseof thispossihility, it isrecommended to persondly
hand in the origina return along with a copy, in order to
receive back said copy sealed with the Department’s

receipt stamp. Thisservicewill beoffered a the Department
of the Treasury, Intendente Ramirez Building in Old San
Juan, at the District Offices, at the Internal Revenue
Callections Offices, and at the Tax Orientation Centers.

COUPONSBOOKLET FORTHEPAYMENT
OFESTIMATED TAX (FORM 480.E-2)

Thefour ingtalments of estimated tax corresponding to the
2004 caendar year or tothe 2004-2005 taxable period, will be
meadewiththebooklet revised on 08.03. Paymentsmadewith
coupons revised previousto said date could have problems
intheir gpplication.

| TAXPAYER'SSERVICEFACILITIES |

Inthe Taxpayer's Service Offices, besidesinfor ming about
thestatusof your refund, other servicesare offered: Tax
Return Filing Certifications, Return's Copies, | nheritance
and Donations Cases, Individuals, Corporations,
Partnerships, Professiona Services Waivers and COLA
Certificates.

Following isthe address and telephone number of our
offices.

% SsanJuan
Intendente Ramirez Building
10 Paseo Covadonga Office 211
Telephone: (787) 721-2020 extension 3610
or 1-800-981-7666

% Bayamon
Road #2
2™ Floor Gutiérrez Building
Telephone: (787) 778-4949, (787) 778-4973 or
(787) 778-4974

% Caguas
Goyco Street, Acosta Corner
1 FHoor Governmental Building Office 110
Telephone: (787) 258-5255 or (787) 745-0666

% Mayagiiez
Governmental Center
#50 Nenadich Street Office 102
Telephone: (787) 265-5200

% Ponce
Eurobank Building
#26 Hostos Ave.
Telephone: (787) 844-8300

| TECHNICAL ASSISTANCE |

For additional information on the technical content of
this pamphlet or to clarify any doubt, please call (787)
721-2020 extension 3611 or 1-800-981-9236.
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HACIENDA MAKING CONNECTION |

The Department of the Treasury has a site in the
INTERNET. Here you can access information about
the following services, among others:

%
%

Electronic transfer for Individual Tax Returns

Program for the preparation of the Individual
Income Tax Return 2003

Income Tax Return of Taxable Corporations and
Partnerships

Puerto Rico Internal Revenue Code of 1994, as
amended (Spanish only)

Form SC 2898 - Change of Address

Form AS 4809 - Information of Identification
Number - Organizations (Employers)

Modelo SC 2800 - Planilla de Contribucién sobre
Caudal Relicto (Spanish only)

Moddo SC 2800A - Planilla Corta de Contribucion
sobre Caudal Reicto (Spanish only)

Modelo SC 2788 - Planilla de Contribucién sobre
Donaciones (Spanish only)

Informative Booklet to Provide Orientation about your
Income Tax Return (Spanish and English)

Informative Booklet to Provide Orientation on the
Income Tax Responsibilities of Federal, Military
and Other Employees

Informative Booklet Regarding the Withholding of
IncomeTax a Sourcein Caseof Professond Services
(Spanish and English)

Folleto Informativo Contribucion sobre Ingresos
de Sacerdotes o Ministros (Spanish only)

Folleto Informativo para Aclarar susDudas sobre
Aspectos Contributivos en la Venta de Ciertas
Propiedades (Spanish only)

Publication 01-03 (Aplication of Special Ratesinthe
Caseof Sdeof Capita Assets- ScheduleD Individua)

Employer'sQuarterly Return of Income Tax Withheld
(Spanish and English)

Withholding of Income Tax at Source on Wages
(Spanish and English)

You can accessour siteat: www. hacienda.gobierno.pr.
Also, you can | et us know your opinion through our E-
MAIL at: I nfoServ@hacienda.gobierno.pr.
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TAXPAYER'S BILL OF RIGHTS

The Taxpayer’sBill of Rightsgrantsthefollowing rights
under the Code;

Toreceiveaproper, considerateand impartial treatment.
Confidentiality of theinformation submitted.

All interviews must be at a reasonable time and place
for the taxpayer, in coordination with the employees of
the Department of the Treasury (Department).

The interview or audit must not be used to harass or
intimidate in any manner the person interviewed.

To receive an explanation of the process to which the
taxpayer will be exposed and subject, and the rights
that assist him.

Be assisted by an attorney, accountant, certified public
accountant or any other authorized person at any
moment during theinterview.

Be informed prior to the interview, of the intention to
tape the interview, and to be able to obtain an exact
copy of such recording prior to the payment of the cost
thereof.

Beinformed of the nature of your tax liability.

Be advised of your right against self-incrimination, to
remain silent and that your silence should not be taken
or commented against you, in case of a possible
exposureto acriminal action.

Consult, and be advised by an attorney, accountant,
certified public accountant, or authorized agent to
represent you within the Department, or to be able to
finish the interview even when it had commenced.

Be notified in writing of any adjustment made by the
Department as aresult of atax audit when it involves
the addition of interest, penalties and surcharges, as
provided by the Code, as well as the exact amount of
the adjustment and the reasons for such changes.

Waivetherightsdescribed in the preceding paragraphs,
if such waiver ismade knowingly and voluntarily.

Grant a written power to authorize any person to
represent you during a tax interview or process. Such
person shall receive, for purposes of theinterview, equal
treatment as you, unless you are notified that such
person is responsible for an unreasonable delay or
interference with the audit.

Not to be discriminated because of race, color, sex, birth,
originor social condition, or political, religiousideasor
association of any taxpayer or his representative. No
recordswill be kept containing tax information for these
purposes.

The Department’s employees will explain and protect
your rights during all phases of the process. If you
believe that your rights have been violated, you should
discussthis matter with the supervisor of the employee.
If you do not agree with the action taken by the
supervisor, youmay fileacomplaint with the Officefor
the Protection of Taxpayer's Rights.

OFFICEFORTHEPROTECTION OFTAXPAYER'S
RIGHTS

The Office for the Protection of Taxpayer's Rights
(Ombudsman of the Taxpayer) was created to assure
the compliance of the provisions of the Taxpayer’sBill
of Rights. Said officeislocated at the Department of the
Treasury in Old San Juan, Office 315. For assistance,
please call (787) 977-6622, (787) 977-6638, or (787)
721-2020, extensions 3303, 3304 and 3305.

The Ombudsman of the Taxpayer is responsible for
attending to the problems and claims of the taxpayers
and to facilitate the process between the taxpayers and
the Department of the Treasury. Also, the Ombudsman
of the Taxpayer has authority to prevent or correct any
infringement, by any employee of the Department, of
the rights of the taxpayer.

For additional information, you can request the booklet:
“Carta de Derechos del Contribuyente”.
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INSTRUCTIONS TO COMPLETE THE RETURN

WHOMUST FILETHISRETURN?

Every corporation or partnership engaged in a trade or
bus nessin Puerto Ricowhichderivesfully or partidly exempt
income under any of thefollowing acts:

% Puerto Rico’sIndustrial IncentivesAct of 1963, as
amended (Act 57 of 1963)

% Hospital Facilities Tax Incentives Act of 1968,
as amended (Act 168 of 1968)

% Puerto Rico Industrial Incentives Act of 1978, as
amended (Act 26 of 1978)

% Puerto Rico Tax IncentivesAct of 1987, asamended
(Act 8 of 1987)

% Tourism Incentives Act of 1983, as amended (Act
52 of 1983)

% Puerto Rico Tourism Development Act of 1993, as
amended (Act 78 of 1993)

% Puerto Rico Agricultural Tax Incentives Act, as
amended (Act 225 of 1995)

% Tax IncentivesAct of 1998 (Act 135 of 1997)

Furthermore, this return must be filed by a corporation
or partnership which derives income from the sale of
admissionticketsfor artistic and cultural showsthat are
performed according to the provisions of one of the
following acts:

% Specia Act for the Rehabilitation and Development
of Santurce, as amended (Act 148 of 1988)

% Spedial Act for the Crestion of the Thearical District of
Santurce (Act 178 of 2000)

% Specia Act for the Rehabilitation and Devel opment
of Rio Piedras (Act 75 of 1995)

% Specia Act for the Rehabilitation and Devel opment
of Castarier (Act 14 of 1996)

Also, this return must be filed by every corporation or
partnership which hasderived incomefrom aFilm Entity
engaged inaFilm Project or an Infrastructure Project under
thefollowing act:

% FilmIndustry Development Act (Act 362 of 1999)

In case of corporations or partnerships operating under a
tax exemption decreeeffectiveduring any part of thetaxable

year, they will usethisreturnto report al incomereceived
during the taxable year. The fully taxable income will be
reported on Schedule P Incentives.

WHENANDWHERETOFILE?

Thisreturn must be filed not later than the 15th day
of the fourth month following the end of the taxable
year. In case of aforeign corporation or partnership
not having any office or place of businessin Puerto
Rico, the return must be filed not |ater than the 15th
day of the sixth month following the close of the
taxableyear.

Thereturn can be mailed to the following address:

(@ Returnswith Refund:
DEPARTMENT OF THETREASURY
POBOX 50072
SAN JUAN PR 00902-6272

(b) Returnswith Payment and Others:
DEPARTMENT OF THETREASURY
POBOX 9022501
SAN JUAN PR 00902-2501

The return can dso be ddlivered at the Department of the
Treasury, IntendenteAlgandro Ramirez Building, inOld San
Juan, the Internal Revenue Collections Office of your
municipaity, the Didtrict Offices of the Department, or the
Tax Orientetion Centers.

AUTOMATICEXTENSIONOFTIMETOFILE
THERETURN

A 90 days automatic extension of time will be granted
for filing the return if it is requested not later than the
duedatetofilethereturn. Thiswill be doneusing Form
AS2644.

In case of corporations under the provisions of Section
936 of the Federd Internal Revenue Code, the extension
of time will be up to the fifteenth day of the ninth month
following theend of thetaxableyear (five monthsafter the
prescribed date to file the return).

Every corporation or partnership must pay with theregquest
for an automatic extension of time, theentireamount of tax
determined, the specia surtax and the tollgate tax under
Act8of 1987, if applicable.

An extension of timetofilethereturn doesnot extend
thetimefor thepayment of tax or any ingtallment of the
same.
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SPECIFICINSTRUCTIONS FORM 480.30(11)

Every corporation or partnership that during the taxable
year derives partialy exempt income under one or more
tax or industrial incentives acts, tourism or tourism
devel opment acts, and other specid acts, must file Form
480.30(11), in addition to aseparate schedulefor each one
of the acts under which it earned said partialy exempt
income.

In those cases where the corporation or partnership istax
exempt under two or more tax exemption decreesissued
under thesameindudtrid, tax, tourismincentivesor tourism
devel opment act, only one schedule under the applicable
act must be filed. Such schedule should include dl the
operations covered by the applicable act.

If the corporation or partnership also derivesincomefrom
fully taxable operations, it must file Schedule P Incentives
along with SchedulesL, M, M1,N,N1,O,V, V1iandW
Incentives, as applicable.

The following instructions are applicable to every
corporation or partnership requiredto fileany Schedule
from L Incentives through W Incentives.

The scheduleswith theinstructions are availablein the
Department of the Treasury in Old San Juan, Forms and
Publications Division, Office 603. To contact said office,
please call (787) 721-2020 extension 2645 or 2646.

HEADING OF THERETURN

If thetaxable year of the corporation or partnershipisa
calendar year, there is no need to enter the dates on
which the taxable year begins and ends. Only the
corresponding year should be indicated. If it isafiscal
year, you must enter the datesin the spaces providedin
the return.

NAME, EMPLOYER'S IDENTIFICATION
NUMBERANDADDRESS

Enter the name of the corporation and the registration
number assigned by the Department of State. In case of a
partnership, enter itslegal name.

In addition, enter the employer'sidentification number
in the space indicated. The employer'sidentification
number isnecessary to processthereturn.

Corporations or partnerships that do not have an
employer'sidentification number, shal request it fromthe
Federal Internal Revenue Service and notify it to the
Department of the Treasury on FormAS4809.

Enter the compl ete physical addresswherethe principal
office of the business is located, and its telephone
number.

Inform the type of industry or business (principal
businessactivity). For example, if your principal activity
is construction of furniture, enter furniture
manufacturing, if it is retail sale of furniture, enter
furnitureretail trade. Use the industrial codes list
provided on page 32, in order to facilitate the
description of thecommercial activity and enter the
cor responding code.

If the corporation or partnership informs a change of
address a the moment of filing the return, check the
applicable box. Do not use the label and write the new
addressclearly andlegibleon thereturn. Onthe other hand,
if thechangeof addressismadeat any other moment during
theyear, youmust use Form SC 2898 (Change of Address).
Thesameisavailablea theFormsand PublicationsDivision,
Office 603 of the Departament of the Treasury in Old San
Juan, or youmay request it calling (787) 721-2020 exts. 2645
and 2646. Also you may abtain it through our Internet site
a: www.hadenda.gobiernopr.

PART | -TAX LIABILITY

Linel- Tax liability

Enter your total tax liability, as determined on Schedules
K, O, V and W Incentives of thereturn.

Line2-Taxon eligibleinterest

Enter thetax determined on eligibleinterest only if you
elected to pay the special tax rate of 10%.

Any corporation or partnership may elect to pay the
specid tax rateof 10% onthetota eligibleinterest earned
on debt issued by corporations and partnerships
engaged in industry or business in Puerto Rico from
new mortgages over residential property located in
Puerto Rico, or elect to include such interest as part of
the grossincome and pay the tax determined according
to the normal tax rates.

Thetermeligibleinter est meansany interest over bonds,
notes or other debts issued by a corporation or
partnership engaged in a trade or business in Puerto
Rico, provided that the proceeds from these debts are
invested only the industry or business in Puerto Rico
of said corporation or partnership within aperiod of 24
months or less from the issuance date of said debts.

Also, interest from mortgage loans over residential
property located in Puerto Rico which mortgages are
granted after July 31, 1997, insured or guaranteed by
the provisions of the National Housing Act of June 27,
1934, as amended, or by the provisions of the
Servicemen’sReadjustment Act of 1944, will qualify for
the aforementioned special tax rate of 10%.
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Line3- AdditiontotheTax for FailuretoPay Estimated
Tax

Enter the addition to the tax for failure to pay the
minimum estimated tax required, previoudy determined
on Schedule T Incentives. (Seeinstructionsto complete
the Schedules).

Line4- Payments

Enter on lines 4(a) through 4(g) the tax paid for the
specified conceptsto be credited against thetax liability
for theyear.

Line5-Balanceof tax due

If theamount on line 4(h) islarger thanthesumof lines
1(e), 2 and 3, there is a tax overpayment. The
overpayment may be credited against next year's
estimated tax or refunded, asindicated online 7 or 8. If
you filed the return after its due date or requested an
extension of time, but you did not pay the total amount
due, you must compute the interest and surcharges that
apply from the due date to file the return to the date on
which the return was filed. Refer to section I nterest,
Surchargesand Penalties.

Line6-Amount paid with thisreturn
Enter the amount paid for each concept, as applicable.

Makethe check or money order payableto the Secretary
of the Treasury. | ndicatetheemployer'sidentification
number and Form 480.30(11).

If you decideto pay in cash, you can do it at any of our
Internal Revenue Collections Offices. Make sureto keep
the official payment receipt provided by the Collector.

Line1l- Balanceof tax due

If youfilethereturn after itsdue date or you requested an
extension of time, but you did not pay the tota amount
due, you must compute the interest and surcharges that
apply from the due date to file the return to the date on
which the return was filed. Refer to section Interest,
Surchargesand Penalties.

Linel12-Amount paid with thisreturn

The payments made by check or money order must be
made payableto the Secretary of the Treasury. Indicate
the employer's identification number and Form

480.30(11).

If you decideto pay in cash, you can do it at any of our
Internal Revenue Collections Offices. Make sureto keep
the official payment receipt provided by the Collector.

TheSpecial Surtax must bepaidtotheSecretaryina
separ atecheck attached tothelncomeTax Return.

Line14- Prepayment of tollgatetax

Thistax shall be paid to the Secretary of the Treasury in
a separ ate check attached to the Income Tax Return.

Every corporation or partnership that requests an
extension of timetofiletheincometax return, must
includethe payment of the Prepayment of Tollgate Tax
with said request, in a separ atecheck.

Any payment made after thedue date, issubject tointerest
and surcharges. If you filed thereturn after itsdue date or
you requested an extension of time, but you did not pay
the total amount due, you must compute the interest and
surcharges that apply from the due date to file the return
to the date on which the return wasfiled. Refer to section
I nterest, Sur char gesand Penalties.

Line 15 - Tollgate tax applied against tax withheld
attributabletocurrent year distribution

Enter the prepaid amount during the year on which you
elected to apply thetotal tax paid in advance, if the tax
determined over the distributed industrial development
income(1DI) isequal to or larger than the prepaid amount.

Line19-Amount paid with thisreturn

Enter the amount paid for each concept, as applicable
(Seeinstructionsfor line 14).

Line 20 - Amount overpaid to be credited to estimated
prepayment of tollgatetax for next year

Any overpayment of thistax will be credited only against
the estimated prepayment of tollgate tax for thefollowing
year.

INTEREST, SURCHARGESAND PENALTIES
Interest

The Code provides for the assessment of interest at a
10% annual rate over any tax not paid by its due date.

Surcharges

In case that imposition of interest is applicable, a
surcharge of 5% of the amount due will be assessed, if
the delay in paying exceeds 30 days, but not over 60
days; or 10% of theamount due, if the delay exceeds 60
days.
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Penalties

The Code imposes a progressive penalty from 5% to
25% of thetotal tax for latefiling unless you can show
reasonable cause for the delay.

Any person required under the Code to file areturn or
declaration, who voluntarily failsto file such return or
declaration within theterm or termsrequired by the Code
or regulations, in addition to other penalties, shall be
guilty of amisdemeanor and punished by afine of not
more than $500 or imprisonment for aterm of not more
than 6 months, or both penalties, plus the costs of
prosecution.

If any person voluntarily failstofiletheabovementioned
return or declaration (withinthetermsrequired by the
Codeor regulations) withtheintention toavoid or defeat
any tax imposed by the Code, in addition to other
penalties, shall beguilty of afelony and punished by a
fine of not morethan $20,000 or imprisonment for a
fixed term of 3 years. If there were aggravating
circumstances, theestablished fixed jail penalty may be
increased to a maximum of 5 years; if there were
extenuating circumstances, it may be reduced to a
maximum of 2 year s, or both penalties, at thediscretion
of theCourt, plusthe costsof prosecution.

PART |1 -APPLICABLE TAXEXEMPTION ACTS

Check thebox correspondingtotheact under which the
operationsarefully or partially exempt. If you checked the
box for Act 26 of 1978 or Act 8of 1987, you must complete
Partlll.

PART 111 -CONDITIONSTHAT EXONERATE FROM
THE PREPAYMENT OF TOLLGATE TAX

Completethisquestionnaireif the entity derivesincome
from partially exempt activitiesunder Act 8 of 1987 or
Act 26 of 1978. Generally, every entity operating under
these acts, must make atollgate tax prepayment of 5%
ontheindustrial development income (1DI).

If theentity isnot subject to thetollgate tax prepayment,
please check the applicable box. In case that the tax
exemption decree providesand establishes special rules
for the distribution and taxation of the IDI, you must
attach to the return a schedule indicating such rules.

PART IV -COMPUTATION OF PREPAYMENT OF
TOLLGATE TAX

Linel- Net operatingincomefor theyear

Enter the amount shown on Schedule M Incentives or
N Incentives, Part 1, line 1, whichever applies.
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Line2-Adjustments

Enter on line 2(a) the interest income from eligible
investments (Section 2(j)) derived from obligations
issued by the Government of Puerto Rico, its
instrumentalities or political subdivisions.

Enter online 2(b) any adjustmentsrequired to determine
the amount of IDI that constitutes income and profits
availablefor dividend distribution. You must submit a
detailed schedule. For example:

1) Expensesincurred but not deductible (i.e. med and
entertainment, charitable contributions, etc.)

2 Income earned but not taxed on the return (i.e.
proceeds from life insurance when the beneficiary
of the policy isthe corporation, etc.)

3) Specia deductions granted by the Act which do
not represent a cash disbursement (i.e.
deduction of $400 for each severely handicapped
employee, etc.)

Line4 - Tax determined on industrial development
income

Enter on line 4(c) any tax paid to the United States, its
possessions and foreign countries attributable to the
IDI. You must submit with thereturn evidence of the
tax paid and claimed asa credit, such asacopy of the
federal incometaxreturn.

Line6 - Deter mination of prepayment of tollgatetax

Enter in the corresponding box the 5% tax rate, unless
theentity'sdecree providesfor special distribution rules
and it has been convened through a Closing Agreement
with the Secretary to pay 50% of the applicable rate.
Multiply line 5 by the applicable tax rate and enter the
amount on thisline.

Line7-Dividendsdeclared from current earnings

Enter the amount of dividends declared and paid related
to earnings accrued during the current year.

Line 8 - Prepayment of tollgate tax attributable to
current earnings

Enter 5% of line 7. If the entity issubject to atollgatetax
rate|lower than 10% becauseits decree provides special
distribution rules, and it has been convened through a
Closing Agreement with the Secretary to prepay 50% of
the aforementioned tollgate tax, you must enter 50% of
your tax rate in the space indicated and determine the
applicabletollgate tax prepayment.
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Line10(b) - Other credits

Any business exempt under Act 8 of 1987, including
those covered under previous laws, that invests in
Puerto Rico part of itsIDI for aparticular taxableyear in
plant expansion, purchases of products manufactured
in Puerto Rico, research and development of new
productsor industrial processesandin eligibleactivities
under Section 2(j), isentitled to acredit against thetax,
but subject to certain terms and conditions. For
additional details, refer to Section 4(b) and (d) of said
act.

Also, if the parent company of an exempt businessis
under Federal Bankruptcy proceedings, the exempt
businessisentitled to claim acredit against theincome
tax payment and the prepayment of tollgate tax, subject
to compliance with certain conditions. For additional
information, refer to Section 3(a)(3) of Act 8 of 1987.

For the credits under Act 26 of 1978, refer to Section
4(h) of said act.

Any exempt businessthat has aconverted decree under
Section 3(i)(2a) of Act 26 of 1978, is entitled to
carryfoward as a credit for future taxable years, an
amount equal to two thirds of the netincometax paid as
a result of the conversion, against any taxes paid or
withheld at source on current dividend distributions
andinliquidation.

PART VAND VI - COMPARATIVE BALANCE
SHEET AND RECONCILIATION OF NET

INCOME (OR LOSS) PER BOOKSWITH NET
TAXABLEINCOME (ORLOSS)PER RETURN

The financial statements and reconciliation must be
totally completed in order to consider thereturn asfiled.
Do not submit this information in loose sheets to
substitute the statements or the reconciliation. Returns
that do not comply with theserequirements, will be
retur ned tothetaxpayer.

SIGNATUREAND OATH OFTHERETURN

The return must be signed and sworn before a notary
public by the president, vice president or other principal
officer and by the treasurer or assistant treasurer or agent
of the exempt business.

INCOMPLETE RETURN

The return must be completed in al of its parts. All the
information of the Income Statement, Balance Sheet and
Reconciliation or Retained Earnings Statements must
be detailed. Returns that do not comply with this
requirement will beconsidered asnot filed.

11
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INSTRUCTIONS TO COMPLETE THE SCHEDULES

SCHEDULE B INCENTIVES-RECAPTURE OF
INVESTMENT CREDIT CLAIMEDINEXCESS

Use this schedule to determine the recapture of
investment credit claimed in excess.

PART | -RECAPTURE OF INVESTMENT CREDIT
CLAIMEDINEXCESS

In colums A, B and C you must enter the name and the
employer's identification number of the entity to which
theinvestment credit claimed in excessbel ongs, and check
thebox that identifiesthe act that regul atestheinvestment
mede.

Enter the credit claimed in excessin previousyears as
aresult of theintervention of the Secretary or Director
of the Agency or Department, or the Board who
regulates each of the following acts: Puerto Rico
Tourism Development Act (Act No. 78 of September
10, 1993, asamended), Solid Waste Authority Act (Act
No. 70 of June 23, 1978, as amended), Agricultural
Incentives Act (Act No. 225 of December 1, 1995, as
amended), Capital Investment Fund Act (Act No. 3 of
October 6, 1987, as amended), Act for the Creation of
the Theatrical District of Santurce (Act No. 178 of
August 18, 2000), Act for the Development of the Film
Industry (Act No. 362 of December 24, 1999), Act for
Tax Credit from Investment in Housing Infrastructure (Act
No. 98 of August 10, 2001), Act for Tax Creditsfor Investment
in the Congtruction or Rehabilitation of Renta Housing
Projectsfor Low or Moderatelncome Families(Act No. 140
of October 4, 2001) and Act for Credit to Investorsin an
exempt businessthat isintheprocessof dosngitsoperaions
in Puerto Rico (Act No. 109 of August 17, 2001).

Thetotd investment carried out by the exempt businessin
the project is subject to the revision of the Secretary or
Director of eechAgency or Department, or the Special Work
Board (Board) in caseof the Theetrica Didrict of Santurce. If
the investment credit claimed by the investors exceeds the
investment credit computed by the Secretary, the Director or
the Board, this excess shdll be due asincometax. In some
cases this debt must be paid by the investors in one
ingtalment, andin other casesintwoinstalmentsbeginning
with the first taxable year following the date in which the
unfulfillment or revocation of thecreditsisdetermined or any
other dateprovided by law. The Director, other Secretariesor
theBoardwill notify the Secretary of the Treasury theexcess
of credit claimed by theinvestors.

The provisions of credit recapture previously
mentioned will not apply to participantsand investors
that arenot developersin aproject under theTourism
Development Act or the Solid WasteAuthority Act.
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Ontheother hand, theprovisionsof credit recapture
under theAgricultural Tax I ncentivesAct will apply to
participantsor investorsin agricultural businesses.

In case of condohotels, the integrated leasing program
operator must filean annual report to the Director and to
the Secretary identifying the participant units in the
integrated leasing program. Said report must indicate
the parti cipation beginning date of the participant units,
aswell as the date or dates in which one or more units
werewithdrawn from the program.

In case of Act No. 178 of 2000 (theatrical business), Act
140 of 2001 (rental housing), and Act No. 109 of 2001
(business closing operations), if any unit or businessis
withdrawn from the program, cease its operations or do
not comply with any of the requirements provided by the
corresponding law before the expiration of the 10 year
period or other period provided by law, the investor will
owe asincometax an amount to be computed as provided
by law or asfollows, asapplicable:

Balance of the
10 year period
10

Income Tax Total investment
credit claimed X
for the unit or business

owed =

Theincome tax amount owed must be paid in one or two
ingtallments, whichever applies, beginning with the first
taxableyear following thedate of thewithdrawd of theunit,
the firgt taxable year following the cease of operations or
any other date provided by law.

Line 1 - Enter the total excess of credit notified by the
Director, the Secretary or the Board, or in the case of
condohotels, theatrical business, business closing
operations or rental housing projects for low income
families, the total of income tax debt according to the
formulapreviously mentioned or established by law.

Line 3 - Multiply line 1 by 50% and enter the result.
Transfer the resulting amount to Schedule K
Incentives, Part |, line 11, to Schedule O Incentives,
Part 11, line8, to ScheduleV Incentives, Part 1V, line3, or
to Schedule W Incentives, Part 11, line 6, asapplicable.
If part of the excesswas paid in the previousyear, enter
the balance owed.

On this line you must also include the recapture of
investment credit claimed in excess related to any of
thefollowing laws: housing infrastructure act and rental
housing act.

Line 4 - If this is the first year that you make the
recapture, subtract line 3 from line 1 and enter the
difference. Thiswill bethetax debt to be paid for next
year. If thisis the second year of recapture, subtract
lines2and 3fromline 1.
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SCHEDULE B1 INCENTIVES — CREDIT FOR
PURCHASE OF PRODUCTSMANUFACTUREDIN

PUERTO RICO AND PUERTO RICAN
AGRICULTURAL PRODUCTS

PART | -CREDIT FOR PURCHASE OF PRODUCTS
MANUFACTUREDINPUERTORICOFORLOCAL SALE
AND CONSUMPTION (SECTION 1040E)

Section 1040E of the Code provides a credit to every
eligible business that buys products manufactured in
Puerto Rico and which are sold locally for their use or
consumption in Puerto Rico. The credit is 10% of the
increase in the purchases of products manufactured in
Puerto Rico during thetaxable year inwhich the creditis
claimed, over the average of the purchases of such
products made during the previous 3 taxable years, or
that part of such period that may be applicable.

Eligible business is every enterprise engaged in trade
or business in Puerto Rico whose annual sales volume
does not exceed $5,000,000.

This credit may be used to reduce up to 25% the tax of
the eligible business.

Enter inthe spacesprovided for each manufacturing busness
fromwhich you acquired the products, thename, employer's
identification number, manufacturing businessidentification
number and the value (cost) of  each purchase. In case of
manufacturing businesses with atax exemption decree, the
manufacturing business identification number will be the
decree number. If the business does not have adecree, enter
thenumber assgned by thelndustrid Devel opment Company.
The digible business must keep the necessary records
evidencing the value of the purchasesfor which the credit is
clamed. Do not include purchases of products which have
been manufactured in Puerto Rico by persons related to the
eigiblebusness

Line6 - Enter theamount of credit carried from previous
yearsduetothe25% limitation. Submit adetailed schedule
showing the breakdown of said carry forward.

PART |1 - CREDIT FORINCREASE IN PURCHASES
OF PUERTORICANAGRICULTURAL PRODUCTS
(SECTION 1040F)

Section 1040F of the Code provides a credit to every
eligible businessthat increasesthe purchases of Puerto
Rican agricultural productsin substitution of imported
productsfor local sale.

Thecredit will be not lessthan 5% and up to amaximum of
20% of theincrease in the purchase vaue of agricultura
products harvested, produced and e eborated in Puerto Rico
during thetaxableyear inwhichthecreditisclamed, overthe
average of the purchases of such products during the
previous 3taxableyears, or that part of such period that may
beapplicable.
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Eligible business is the one that acquires Puerto Rican
agricultural products through a contract between such
business, the Secretary of Agricultureand an agricultural
production group promoted by the Department of
Agriculture or an Agricultura Sector organized under the
Puerto Rico Agriculture and Livestock Industry Regulating
ActorwithaQudified Farmer.

This credit may be used to reduce up to 25% the tax of
the éligible business.

Enter inthe spaces provided, thenameof each Agricultural
Production Group, Agricultura Sector or Qudified Farmer
from which you made the purchases; the purchases
increase; the percentage granted; and the amount of each
credit according with the Tax Credit Certification issued
by the Department of Agriculture.

L ine 2- Enter theamount of credit carried from previous
yearsduetothe25% limitation. Submit adetailed schedule
showing the breakdown of said carry forward.

SCHEDULEE -DEPRECIATION

Thisschedulewill beusedtoinform each of theproperties
for which depreciation expense is claimed. Spaces are
provided for current, flexibleand accel erated depreciation;
improvements depreciation and amortization.

The following information must be provided on the
schedule:

property classification;

date acquired;

allowable cost or basis;

depreciation claimed on previous years;
estimated useful lifeto determinethe depreciation;
depreciation claimed thisyear.

FEEEEE

Part (b) - Flexible Depreciation

Tobeentitled toclamflexibledepreciationinstead of current
depreciation, the Coderequiresto maketheed ectionthrough
asworn statement to befiled not | ater than 30 daysafter the
closeof thetaxableyear. Said option may beexercised only
over property acquired by the taxpayer prior to June 30,
1995,

Part (c) - Accelerated Depreciation

The €election may be exercised only over property
acquired by thetaxpayer during taxable yearsbeginning
after June 30, 1995. The election, once made, is
irrevocable.

Refer totheCodeand itsregulationsto determinewho
will qualify for theflexibleand acceler ated depreciation
deduction, and therequirementsthat must bemet in
order tobeentitled tosaid deduction.
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Submit ScheduleE with your return.

SCHEDULEK INCENTIVES-COMPUTATION
OFTAX

PART | -NORMAL TAXAND SURTAX

Line 1 - Enter the net income subject to tax in the
corresponding line asdetermined on SchedulesL, M, N
and P Incentives.

Line3 - Enter $25,000 in the corresponding column. If
you have more than one operation covered under an
exemption decree or partially exempt under a special
act, or totally taxableincome, you may claim only upto
$25,000in the aggregate.

Also, if the entity is a member of a controlled group, as
defined in Section 1028 of the Code, the credit will apply
only to the controlled group. If an entity isamember of a
controlled group as of December 31, thecredit allowed to
said entity for the taxable year which includes such
December 31, will be equd to $25,000 divided among the
number of entities that are component members of the
controlled group. Neverthel ess, the controlled group may
€lect, through an agreement, for adifferent apportionment
plan, as long as the sum of the amounts prorated among
the members of the group does not exceed $25,000.

If theentity isamember of acontrolled group, it is
necessary toincludewith ther etur n of each member of
the controlled group a schedule detailing the
apportionment plan, the name and employer's
identification number of each entity that isamember
of thegroup.

Line5 - If the entity is covered under the Industrial,
Tax or Tourism IncentivesAct, or Tourism Development
Act, you must multiply line 2 by 22%.

If the entity has partially exempt income under Act 225
of 1995, Act 148 of 1988, Act 168 of 1968, Act 75 of 1995,
Act 14 of 1996, Act 178 of 2000 or has fully taxable
income, you must multiply line 2 by 20%.

Line 6 - Multiply line 4 by the applicable tax rate and
enter the result on the corresponding column.

If theincomeis derived from operations covered under
Act 52 of 1983, Act 57 of 1963, Act 26 of 1978 or Act 8 of
1987, thesurtax is:.

If the net income subject to Thetax shall be:

surtaxis:

$0 - $75,000 D%

$75,001 -  $125,000 $6,750 plus19% of
the excess over
$75,000
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$125,001 - $175,000 $16,250 plus20%cf
the excess over
$125000

$175,001 -  $225,000 $26,250 plus21%0f
the excess over
$17/5000

$225,001 -  $275,000 $36,750 plus 22%
of the excess over
$225000

$275,001 -  ormore $47,750plus23%0f
the excess over

275000

If theincomeis derived from operations covered under
Act 78 of 1993, the surtax rate will be computed as
follows:

If the net income subject to Thetax shall be:

surtax is:

$0 - $75,000 6%

$75,001 - $125,000 $4,500 plus 16%
of theexcessover
$75,000

$125,001 - $175,000 $12500plus160f
the excess over
$125000

$175,001 - $225,000 $21,000plus18%cf
the excess over
$17/5000

$225,001 - $275,000 $30,000plus19%0f
the excess over
225000

$275,001 -  or more $30,500plus20%0f
the excess over
275000

If theincomeisderived from partialy exempt activitiesunder
Act 168 of 1968, Act 148 of 1988, Act 75 of 1995, Act 225 of
1995, Act14.of 1996 or Act 178 of 2000, or fromfully taxable
income, thesurtax will be:

If the net income subject to Thetax shall be:

surtax is:

$0 - $75,000 5%

$75,001 - $125,000 $3,750 plus 15%
of theexcessover
$75,000
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$125,001 $175,000 $11,250plus16%of

the excess over
$125,000

$175,001 $225,000 $19,250plus17%of
the excess over
$17/5000

$225,001 $275,000

$27,750plus18%of

the excess over

25000
$275,001 -  or more $36,750plus19%0of
the excess over

$275000

Line7- Thistax shall apply toactivitiescovered under Act
168 0f 1968, Act 780f 1993, Act 1480f 1988,Act 75 of 1995,
Act2250f 1995, Act 14 of 1996 or Act 178 of 2000, or tofully
taxableincome. If thenet taxableincomeof theentity exceeds
$500,000, a 5% tax will be imposed on said excess.
Nevertheless, thetotal tax determined shall not exceed 42%
for operations covered under Act 78 of 1993; and 39% for
operationscovered under Act 168 of 1968, Act 148 of 1988,
Act750f 1995,Act 14 of 1996, Act 2250f 19950r Act 178 of
2000 or tofully taxableincome.

Line9- Enter theamount determined online46 of Schedule
D Corporation and Partnership - Gains or Losses from
Sdeor Exchange of Property.

If duringthetaxabl eyear thecorporation’snet longterm capitd
gainsexceadedthenet short term capital 10sses, thecorporation
may dect to pay thedternaivetax.

The alternative tax is determined on the net income at
the normal tax rates, without including the long-term
capital gain, plus 12.5% or 25% of such gain, as
applicable.

Line 12(a) - Enter the amount determined on Schedule
C Corporation and Partnership - Credit for TaxesPaidto
the United States, its Possessions and Foreign
Countries.

If the tax was paid in a foreign currency, you must
determine the equivalent valuein dollars at the date of
payment. You must submit with the return a schedule
indicating the conversion in dollars, and copy of the
United States or foreign countries tax return and
cancelled checksto show thetax paid or accruedin said
country.

Line12(b) - Enter the credit granted under Article 41 A-
6 of the Regulations under the Puerto Rico Income Tax
Act of 1954, as amended, as aresult of an adjustment
made by the Federal Internal Revenue Service under
Sections 936, 61, 162 and 351, or any SUCCessor provision.
Only foreign entitiesactively conducting atrade or business
in Puerto Rico under Section 936 of the Federd Internd
Revenue Code of 1986, as amended, are digible for this

15

credit. Thiscredit islimited to 50% of thetax determined for
eachyed.

Line 12(c) - If thesubsidiary of aparent company of an
entity doing business in Puerto Rico and operating
under Act 8 of 1987, isunder bankruptcy proceedings,
a credit against the Puerto Rico income tax payment
can be claimed, subject to compliance with certain
requirements. To qualify for this credit, the parent
company must:

% pe incorporated under the laws of any state of the
United States,

% pe under bankruptcy proceedings, and

% reflect alossin the consolidated federal incometax
return after including the income of the exempt
entity.

This benefit will be granted as a credit, which is
determined asfollows:

Average employment
during the taxable year
Employment required in
the tax exemption decree

Tax for the particular
year of the loss

Nevertheless, said credit islimited to the total tax for the
particular year in which thelosswasincurred.

Thiscredit shall berequested from the Secretary through
asworn statement and it will be subject to recapture at
the time the parent company recovers said loss.

Line 12(d) - Enter the amount determined on Schedule
Q

To claim this credit you must submit the following:
1) SchedulesQ and Q1 duly completed.

2 A document indicating or evidencing the credit
generated by theinvestment on the different capital
investment funds or direct investments, such as
Solid Waste Disposal Facilities, Agricultural
Incentives, Feature Films, as well as Tourism
Development.

3 Copy of the certification issued by the pertinent
agencies.

Copy of the natification made through a sworn
statement issued by said agency, in which the
digtribution of thecreditisinformed.

Line12(e) - Enter thetax credit acquired, if any, during the
year through purchase, exchange or transfer made by a
primary investor.

To claim this credit, the assignor and the cessionary must
submitwiththeincometax return, asworn satement notifying
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the Secretary the cession, in the year on which the same
took placeand in every year inwhich acredit isclaimed.

Line 12(f) - Enter theamount determined on Schedule Q.

Line 12(g) - In those cases in which the entity has paid an
dterndiveminimumtax ontheincomederivedfromfully taxable
operationsfrom previousyears, it may dlaim acredit against
theregular tax fromthetaxableoperations, aslong asit complies
with cartainreguirements Tobedigibletothiscredit, theregular
tax of theyear must exceed thedternativeminimumtax for sad
year and have paid the dternative minimum tax for previous
years. Thecredit will bedetermined asfollows:

1. Normal Tax (Schedule K
Incentives, Part |, Column C, line 5)

2. Less: Tentative Minimum Tax
(Schedule A Corporation and
Partnership, Part V, line 31)

3. Regular Tax Subject to Credit
(Subtract line 2 from line 1)

4. Credit for Alternative Minimum
Tax Paid on Previous Years
(Schedule K Incentives, Part I,
Column C, line 13 of the return from
previous years which has not been
used. Submit schedule)

5. Allowable Credit (The smaller of
line 3 or 4)

If line4 exceedsline3, thebalancewill becarried forward
tofutureyears.

Line12(h) - Enter thecredit atributableto dividendsreceived
from industria development income corresponding to the
3% of theinvestment made by thebranchintheacquisition,
construction and enlargement of buildings and other
structuresused in manufacture, in excess of theinvestment
in such properties possessed by the subsidiary asof March
31,1997.

In those cases of corporationswhich have not enjoyed
tax exemption under Act 57 of 1963, Act 26 of 1978 or
Act 8 of 1987 for two taxable years, thiscredit will be
granted to the parent company for the increase in
investments made by the subsidiary after the end of
its second year of tax exemption.

To be entitled to the credit, the investment should have
been made prior to January 1, 1993.

This credit can be carried forward to the following
taxableyears. Nevertheless, investments madein real
property to obtain the exemption indicated on
paragraph 6, Subsection (a) of Section 4 of Act 8 of
1987, cannot be used for the purpose of this credit.
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Line 12(i) - Enter the contribution made up to $500 to
the Educational Foundation for the Free Selection of
Schools.

The contributions made in excess of the allowed credit
can be claimed as a deduction under charitable
contributions, up to the limit provided by the Code.

Toclamthiscredit, you must submit acertification from
the Educational Foundation for the Free Selection of
Schoolsor copy of the cancelled check asevidence of
the contribution made.

Line 12(k) - Enter the total amount of other income tax
credits not included on the preceding lines, for example
but not limited to credit for the purchases of products
manufactured in Puerto Rico available to exempt
businesses under Act 135 of 1997 and previous tax
incentivesacts, credit for extraordinary investment in
housing infrastructure, credit for investment in new
construction or substancial rehabilitation of rental
housingunitsfor low or moder ateincomefamilies, credit
for industrial investment in an exempt businessthat is
in the process of closing itsoperationsin Puerto Rico
and credit for contributionsmadetotheSantaCatalina's
PalacePatronage.

The exempt businessmay claim acredit against thefixed
rate onthe DI, for purchases of products manufactured
in Puerto Rico including component parts and
accessories, equal to 25% of the purchases of such
products during the taxable year in which the credit is
claimed (subject to certain limitations). For additional
infor mation, refer to Section 5(b) of Act 135 of 1997,
asamended by Act 110 of August 17, 2001.

Act No. 98 of August 10, 2001 grants a tax credit for
infrastructure investement to developers of housing
projects. It consists of two parts:

= credit for infrastructure investment which benefits
social interest or middle class housing projects
that belongs to the petitioner, and

= credit for infrastructure investment required by a
governmental agency which benefits housing
projects or other projects that do not belong to the
petitioner, or inwhichthe petitioner, itsstockhol ders,
partners or persons do not have a majority
proprietorship interest.

The amount of the credit will be:

® 75% of the infrastructure's cost that benefits social
interest housing projects of the petitioner;

= 50% of theinfrastructure’scost that benefitsmiddle
class housing projects of the petitioner; and

= 100% of the infrastructure's cost that benefits
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housing projects and other projects that do not
belong to the petitioner.

The petitioner must file an application with the Housing
Department, with copy to the Department of the Treasury.

Thecredit will beavailable;

®  Once the infrastructure work and the housing
project is compl eted;

®  The Secretary of the Housing Department certifies
the investment;

®  The Secretary of the Treasury certifies the
availability of the credit; and

®  The infrastructure work be completed within a
maximumterm of 3 yearsfromthedateinwhichthe
Secretary of the Housing Department issues the
corresponding Approval Certification.

Every credit not used in ataxable year may be carried
over to subsequent years, until totally used.

For additional detailsrefer toAct No. 98 of August 10,
2001 and itsregulations.

On the other hand, Act No. 140 of October 4, 2001
providesthat every owner of arental housing project
for low or moderate income familiesmay qualify for a
tax credit of $0.50for every $1.00 of digibleinvestment
used in a new construction or substantial
rehabilitation of housing units for rent to low or
moderateincome families.

The petitioner must filean application with the Housing
Finance Authority.

Thetax credit may be used once a credit certification
guarantees the following:

®  The total construction or rehabilitation has been
completed within theterm provided by law;

®  Theéeligibleinvestment wasrealized as established
in the detail of costs of the new construction or
substantial rehabilitation of the housing project
as it was submitted by the petitioner in the
application; and

®  Thetotal housing units have been rented to low or
moderateincome familieswithin theterm provided
by law.

Every credit not used in the taxable year may be carried
over to subsequent years, up to amaximum of 10 years.

For additional detailsrefer toAct No. 140 of October
4,2001 and itsregulations.
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Also, Act No. 109 of August 17, 2001 providesthat every
investor may claim an industrial investment credit equal
to 50% of its digible investment to be claimed in two
installments: the first half in the year that the digible
investment wasmade, and theba ancein subsequent years.

Every investor must request an Administrative
Determination to the Secretary of the Treasury before
claming theindustria investment credit.

Everyindudrid investment credit not usedinthetaxableyear
may be carried over to subsequent years, until totally used.

For additional detailsrefer toaAct No. 109 of August
17, 2001.

Act No. 166 of July 24, 2003 grants a tax credit for
contributions made to the Santa Catalina’s Palace
Patronage (Patronage) equal to 50% of the contributions
made. However, such credit cannot exceed $250,000 for
taxableyear 2003.

To claimthistax credit you must submit the certification
issued by the Patronage evidencing that the
contribution was made and accepted.

Such part of the credit not used in the taxable year in
which the contribution was made, may be carried over
to subsequent years, until totally used.

Remember that contributionstothePatr onage generate
atax credit. Therefore, such contributions cannot be
claimed as part of the deduction for charitable
contributions.

If onthislineyou induded cr editsfrom different concepts,
you must submit a schedule showing a breakdown of
such credits You must alsosubmit documentsor evidence
tosupport such credits.

Line 14 - This tax will apply only to income derived
from taxable operations. Said tax will be equal to the
excess, if any, of:

1) theTentative Minimun Tax for thetaxableyear over,
2 theRegular Tax of theyear.

The Tentative Minimum Tax for the taxable year will be
22% of thetotal for which the Alternative Minimum Net
Incomefor thetaxable year exceedsthe exempt amount.

Enter the amount determined on ScheduleA Corporation
and Partnership, Part V, line 33.

Line 15 - In addition to any other tax imposed by the
Code, those foreign corporations and partnerships
engaged intrade or businessin Puerto Rico that operates
as branches, are subject to a 10% tax of the amount
equivalent to the dividend or profit distribution for the
taxableyear.
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This provision shall not be applicable to any taxable
year on which theforeign corporations and partnerships
engaged in trade or business in Puerto Rico derive at
least 80% of itsgrossincome during the 3 taxableyears
period ended at the closing of said taxable year, from
sources within Puerto Rico or from income effectively
connected or treated as effectively connected with the
conduct of atrade or businessin Puerto Rico.

Thecorporationssubject tothisadditional tax must
fileForm AS2879 Branch ProfitsTax and includeit
with your return.

Line 16 - Enter the sum of lines 13 through 15 of
ColumnsA, B and C.

PART I - COMPENSATIONTO OFFICERS

Enter thetotal compensation paid or accrued to officers
of the entity for salaries or other allowances. Also, you
must include the name, social security number and the
percentage of stocks or shares possessed, if any. The
total amount reflected in this part as compensation, will
be equal to theamount claimed on SchedulesL, M, N, P,
V and W Incentives. If the entity files more than one of
these schedules, the amount entered in this part must
be equal to the sum of the amounts reflected on each
schedule for this concept.

PART 111 - RECONCILIATION OF TAXABLE
INCOME IN PUERTO RICO (FORM 480.30(1 1)) AND
INTHE UNITED STATES(FORM 1120)

Enter in Column A the income and deductions as
presented on Form 480.30(11). Enter in Column B the
income and deductions reflected on Form 1120. Any
difference among both income must be reflected in
Column C, explaining the reason for such difference
(i.e. Section 263A of the Federal Internal Revenue
Code, depreciation adjustment, etc.).

PART IV -RECONCILIATION OF PASSVEINCOME

In the Reconciliation column of Form 1120, enter the
passive income reflected in the financia statements
and on line 2 enter any adjustment to reconcile the
incomereflected on Form 1120.

In the Reconciliation column of Form 480.30(11), enter
the passive income reflected on the financial
statements. Enter on line 2 any adjustment made to
obtain the income reflected on Form 480.30(11) such
as, income from sources of the United States.

GENERAL INSTRUCTIONSFOR SCHEDULESL,
M,N,P,VANDW INCENTIVES

If an entity made an election under Section 3(f) of Act 8
of 1987 or Section 6(f) of Act 135 of 1997, it must submit
with the return a copy of the sworn statement through
which such election was made.
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PART Il - SCHEDULESL,M AND PINCENTIVES
(SCHEDULENANDW INCENTIVES, PART |11 AND
SCHEDULE V INCENTIVES, PART V) - GROSS
PROFIT ONSALESAND OTHERINCOME

Inthispart youwill determineyour gross profit on sales,
production or other income. Check the applicable box
toindicatethe appraisal method for theinventory at the
beginning and end of the year.

Detail inPart 1V of SchedulesL, M and P Incentivesthe
Other Direct Costsclaimed online5 of Part I1. If you are
completing Schedules N and W Incentives, detail the
Other Direct Costsin Part VV and claim the samein Part
[, line5. If you are completing ScheduleV Incentives,
detail inPart VIl and claimthesamein PartV, line5.

Theflexible depreciation of assets used in manufacture
will be claimed only on the Other Direct Costsitemin
Part IV, line 11 of Schedule P Incentives. The flexible
depreciation of other assets will be entered in Part 111,
line 37 of said schedule.

The assets used in any activity that generates partially
exempt income under Act 52 of 1983, or Act 57 of 1963,
Act 168 of 1968, Act 26 of 1978, Act 8 of 1987 or Act 135
of 1997, Act 78 of 1993, Act 362 of 1999 or Act 178 of
2000 or Act 225 of 1995 cannot bedepreciated under
theflexibleor acceler ated depreciation method.

PART Il -SCHEDULESL,M AND PINCENTIVES
(SCHEDULESNANDW INCENTIVES,PART IVAND
SCHEDULE V INCENTIVES, PART VI)-
DEDUCTIONSAND NET OPERATINGINCOME

Inthispart of SchedulesL, M, N, P,V andW Incentives
enter the deductions related to your operations.
Following we present information related to some of
theseitems:

a. M eal and entertainment expenses

You may deduct the 50% of thetotal expenses actually
paid or incurred, up to 25% of the grossincome for the
taxableyear for meal and entertainment expensesdirectly
related with the conduct of atrade or business or with
the production of income. Do not consider those that
do not congtitute ordinary and necessary expensesfrom
the trade or business.

No deductions shall be allowed for meal and
entertainment expenses considered sumptuous or
extravagant.

b. Contributions to pension and other
qualified plans

Enter the amount contributed to pension plans, profit
sharing or other qualified plans approved by the
Secretary of the Treasury. This deduction is subject to
certain limitations.
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To claim this deduction, you must include with your
return a schedule showing the information required by
the regulations under the Code.

c. Current depreciation and amortization

Submit detail of thecurrent depreciation, improvement
depreciation and amortization in Parts(a), (d) and (e),
respectively, of Schedule E - Depreciation.

The maximum basi sto depreciate an automobile acquired
and used in the trade or business, or for the production
of income, is $25,000. This rule also applies to those
automobiles acquired through financial leases that are
equivalent to a purchase.

Inthe case of an ordinary lease, thetotal amount of rent
paid during thetaxableyear, excluding financial charges,
shall be considered as current depreciation.

An automobile may be depreciated over a3 year period
if itisused exclusively in selling activities, and over a5
year period if it isused for other purposes.

The basislimitation ($25,000) and the useful lifeterm do
not apply to those automobiles acquired by corporations
or partnerships engaged in the leasing, or transportation
of passengers or freight businesses.

Also, adeduction for goodwill amortizationisgranted, as
long asthe goodwill ispurchased from third partiesduring
taxableyearsbeginning after June 30, 1995. Thisdeduction
will be determined using the straight line method and an
useful lifeof 15years.

d. Flexibledepreciation

Enter the amount of flexible depreciation you areentitled,
and submit a copy of the authorization for the flexible
depreciation option.

Thedetail of theflexibledepreciation will beincluded in
Part (b) of ScheduleE - Depreciation.

Thisdeductionisapplicableonly against thefully taxable
income (Schedule P Incentives) and islimited to property
used in the activitiesindicated in the Code.

Said option may be exercised only over property acquired
prior to June 30, 1995.

e.Accelerated depreciation

In order to be entitled to thisdeduction, an electionto use
the Accelerated Depreciation Method must be exercised
with the return. Said election can be exercised only for
property acquired by purchase during taxable years
beginning after June 30, 1995. Oncetheoptionisexercised,
thesameisirrevocable.
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Thisdepreciation method does not apply to automobiles,
property used outside Puerto Rico, property used by
exempt entitiesand property used totally or partialy in
activities under the Industrial, Tax and Tourism
Incentives Acts or Tourism Development Act,
Agricultural Tax IncentivesAct or any other special act
or to intangible property.

Thedetail of theaccderated depr eciation will beincluded
in Part (c) of ScheduleE - Depr eciation.

f.Bad debts

Enter the accounts receivable that are considered
uncollectible. For taxable years beginning after June 30,
1995, the corporations and partnerships cannot use the
reserve method to compute the deduction for bad debits.
Instead, they may claim a deduction for debts that
become uncollectiblewithinthetaxableyear (direct write-
off method).

If the corporation or partnership has used the reserve
method, it shall includein its grossincome 25% of the
bad debts reserve balance determined at the close of
thelast taxable year beginning prior to July 1, 1995. In
thefollowing 3years, it will recognize 25%, asdetermined
inthefirst year.

g. Other deductions

Those expense items for which a specific line is not
providedinPart 11 (SchedulesL, M and P Incentives),
Part IV (Schedules N and W Incentives) and Part VI
(ScheduleV Incentives) will be added and thetotal will
be entered as Other Deductions. Among these
deductions include the amount of contributions to
educational contribution accounts for the employee's
eligible beneficiaries up to the maximum amount of
$500 for each beneficiary, as provided by law.
Employer'scontributionswill be considered as ordinary
and necessary expenses of the industry or business,
and can be deducted as such in the year they are made.
This contributions must be included as part of the
employee'sincome by the employer intheyear they are
made, and can be claimed as a deduction by the
employee in the same year. The trust's constitutive
instrument must state that the participantswill bethose
individual sthat through a contract or application claim
the benefits provided by such trust. For more
information, refer toAct No. 409 of October 4, 2000.

Submit with the return a schedule detailing these
deductions.
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SCHEDULE L INCENTIVES- PARTIALLY

EXEMPT INCOME UNDERACT 168 OF 1968,
ACT 52 OF 1983 ORACT 78 OF 1993

This schedule must be used by those entities that
operate under Act 168 of 1968, Act 52 of 1983 or under
Act 78 of 1993. Check the applicable box for the act
under which theentity operatesand indicate the effective
period income, and the actual and required number of
jobsdirectly related with tourism devel opment.

Act 168 of 1968 excludefrom the payment of incometax
the 50% of income from medical-hospital services
rendered in a“hospital unit”.

"Hospital unit" means:

() Generd hospitals, of tuberculosis, of mentdl illnesses
or any other kind of hospital engaged inthetreatment
of human illnesses, as well as the facilities related
withtheir normal operation.

(@ Extensionsor expansionsintheexistentingtitution

that are constructed within the hospital grounds.

In order to qualify an extension or expansion, itis

necessary that it constitutes a substantial

investment to improve the medical- hospital
servicesand it must be notified to the Secretary of
the Treasury and the concerning agencies. Under
no circumstance a "hospital unit" will be

considered as such if it is operating without a

license issued by the Health Department.

(® Nursing, and resident and intern physicians

homes, when this units are located within the

grounds of the hospital to which they belong.

@  Clinicsand convalescent homesfor sick persons.

"Net income derived from medical-hospital services
rendered in ahospital unit" means:

(D Thegrossincomederived from, or related with the
medical-hospital services provided to the general
public, in the different facilities which constitute
such "hospital unit”, reduced by those expenses,
losses and any other deductions that can not be
specifically assigned to anitem or any kind of gross
income. The proportional part will be based onthe
proportion among the grossincome derived from
the previous indicated source and the total gross
income.

(@ In case of extensions or expansions which
congtitute a“ hospital unit”, the net income derived
from medical-hospital services rendered in a
“hospital unit”, for the purpose of their tax
exemption under this Act, will be the proportion
among the services offered in the extension and
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the total of services offered in such hospital
facilities, including the referred extension, with
respect to the extensionstotal net operating income
of the hospital facilities subject to the extension
or expansion.

Thehospital unit incomenot derived from medical-
hospital servicesrendered, asdefined, istotally taxable
andisreported on ScheduleP I ncentives.

In the case of acorporation or partnership that operates
under Act 52 of 1983 or Act 78 of 1993, and hasmadethe
election under Section 5(b) or 3(a)(1)(D) respectively,
must submit with the return a copy of the notification
addressed to the Secretary of the Treasury making such
election.

Any exempt businessunder Act 78 of 1993, must include
with the return acopy of the order issued by the Director
of the Tourism Company indicating the date the
exemption began.

PART | - NET INCOME SUBJECT TO TAX

Line 2 - Enter the carryover balance of net operating
loss reflected at the end of the preceding year. The net
operating losses under tourism incentives or tourism
development acts can be deducted only against income
derived from touristic activities, likewise, net losses
from operations under the hospital units act can be
deducted only against theincome derived from medical-
hospital services rendered. The net operating losses
not covered under any of the previously mentioned
acts, may be deducted only against the totally taxable
income. You must submit with thereturn aschedule
supportingthededuction claimed.

Theexcessof incomelossfrom touristic activities from
preceding years can only be carried over and claimed
against income from touristic activities.
Also, the excess of incomelossesfrom medical-hospital
servicesrendered can be carried over and claimed only
against income from medical-hospital activities. Said
loss will be deductible up to an amount equal to the
percentage in which the income from touristic or
medical-hospital activities would have been taxable.
The losses will be carried over in the order in which
they wereincurred.

Any net loss incurred during the year on which the
entity made the election under Section 3(a)(1)(D) of
Act 78 of 1993, can be carried over and taken as a
deduction only against the tourism development
income derived by the exempt business in which the
election was made under said Section. In case of an
entity that has renegotiated its decree under Act 78 of
1993, may take as a deduction the net operating losses
incurred from operations under previous decrees
(Industrial or Tourism IncentivesAct).

2003

(REASUR,

o

NOWWO,
W
S

1o rico

e
rioe ®



Losses incurred on a year on which the election was
made under Section 5(b) of Act 52 of 1983 or under
Section 3(a)(1)(D) of Act 78 of 1993, may beclaimed as
a deduction against income from touristic or touristic
development activities for which the election was
made.

Line 4 - Enter in the space provided the exemption
percentage to which you are entitled in accordance to
the Resolution under the Hospital Units Incentives,
Tourism Incentives or Tourism Development Act.

Multiply the net operatingincomefrom digible activities
subject to the computation (Schedule L Incentives), by
the applicable exemption percentage. Enter the amount
onthisline.

SCHEDULE M INCENTIVES - FULLY OR
PARTIALLY EXEMPT INCOMEUNDERACT 57

OF 1963 ORACT 26 OF 1978

Thisschedule must be used by those entitiesthat derive
fully or partially exempt income under Act 57 of 1963 or
Act 26 of 1978. Check the applicable box for the act
under which the entity operates and indicate the period
inforcefor income, and the current and required number
of jobsdirectly related with manufacture or designated
service. If the entity has partially exempt operations
under both acts, a schedule for each activity must be
used. If thereareno specificinstructionsfor aparticular
line under this section, refer to the Generd Instructions
Section.

PART | -NET INCOME SUBJECT TOTAX

Line 2 - Enter the income derived from qualified
investments under Section 2(j) of Act 57 of 1963 and
Act 26 of 1978, whichever applies.

Line4 - Enter the carryover balance of net operating loss
reflected at theend of the preceding year. Thenet operating
losses under the industrial incentives acts may only be
deducted against thelDI. Thenet operating losses derived
from operations that are not covered under any of the
previously mentioned incentives acts, may only be
deducted against fully taxableincome.

Theloss excess of IDI from the preceding years, may
only becarried over and claimed asadeduction against
the IDI. Said loss will be deducted up to an amount
equal to the IDI percentage that would have been
taxable. Losseswill be carried over inthe order inwhich
they wereincurred.

Line9(a) - Enter in the space provided the exemption
percentage to which you are entitled, according to your
decree under Act 57 of 1963 or Act 26 of 1978.

Multiply the net operating industrial development
incomeafter the adjustments by the applicable exemption
percentage. Enter the amount on thisline.
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SCHEDULE NINCENTIVES - PARTIALLY
EXEMPT INCOME UNDERACT 8 OF 1987

Thisschedule must be used by those entitiesthat derive
partially exempt income under Act 8 of 1987. Indicatein
the corresponding box the effective period for income,
and the current and required number of jobs directly
related with manufacture or designated service.

PART | -NET INCOME SUBJECT TOTAX

Line 2 - Enter the income derived from qualified
investments under Section 2(j) of Act 8 of 1987.

Line 4 - Enter the carried over balance of the net
operating loss reflected at the end of the preceding
year. The net operating losses covered under the Tax
Incentives Act may only be deducted against the IDI.
Thelossexcessof IDI from previousyearscan only be
carried over and claimed as a deduction against the
IDI. Said losswill be deductible up to an amount equal
to the IDI percentage that would have been taxable.

Any lossincurred in the year in which the entity made
the election under Section 3(f) of Act 8 of 1987, can be
carried over and claimed totally as adeduction against
the DI derived by the exempt business under the decree
in which the election was made under Section 3(f) or
against the I DI percentage that would have been taxable
in case that the entity has not made the election.

Line9(a) - Enter in the space provided the exemption
percentage you are entitled to claim according to your
decree under Act 8 of 1987.

PART |1 - SPECIAL SURTAX SECTION 3(a) OFACT
8 OF 1987

This special surtax applies to every entity that has
derived a total gross income from industrial
development larger than $1,000,000 during the taxable
year.

For purposes of this computation, the term gross
income from industrial development includes the
following:

1) Incomederived from certain investment activities
eligibleunder Section 2(j).

2 Netincomederived from patent sales, royaltiesor
any other entitlement to receiveincome, related to
activities or intangible property resulting from
exempt operations under Act 8 of 1987.

3 Income derived from insurance policies for
business interruption, as long as there is no
reduction on the job employment level of the
exempt business as a result of the action that
motivated the collection of such income.
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The tax will be .00075 of the sales volume of the exempt
business, but never morethan haf of onepercent (.005) of the
netindustrial development income.

SCHEDULEOINCENTIVES-OPTIONAL INCOME
TAXFOREXEMPT BUSINESSESPURSUANT TO

SECTION3AOFACT 80F 1987

If the corporation elected the computation of the
Optional Income Tax under Section 3A of Act 8 of 1987,
please compl ete this schedule.

PART II -COMPUTATION OF OPTIONAL TAX

Line 2 - Include the income from interest of eigible
investments (Section 2(j)), except exempt interest from
obligationsissued by the Government of Puerto Rico,
itsinstrumentalities or political subdivisions.

Line4 - Check the box corresponding to the applicable
tax rate. If the entity has a decree that has another tax
rate, enter the same on line 4(d).

Line9(b) - Any exempt businesswith aconverted decree
under Section 3(i)(2a) of Act 26 of 1978, isentitled to
carry forward as a credit for future taxable years an
amount equal to two thirds of the net income tax paid
as aresult of the conversion, against any income tax
payment or withholding at source on current dividend
and liquidation distributions.

If the entity is exempt under Act 8 and the parent
company isunder Federal Bankruptcy proceedings, the
exempt businessisentitled to claim acredit against the
income tax and tollgate tax payment, subject to
compliance with certain conditions. For additional
information, refer to Section 3(a)(3) of Act 8 of 1987.

Enter also onthislinethecredit claimed for contributions
made to the Santa Catalina's Palace Patronage. For
details, refer totheinstructionsof ScheduleK I ncentives,
Part |, line12k.

SCHEDULE PINCENTIVES-INCOME FROM
FULLY TAXABLE OPERATIONSORPARTIALLY
EXEMPT INCOME UNDERACT 148 OF 1988,

ACT 750F 1995, ACT 225 OF 1995, ACT 14 OF
1996 AND ACT 178 OF 2000

This schedule must be used by those entities that in
addition to enjoy exemption under a decree, derive
incomefrom fully taxable activities. Those entitiesthat
derived partially exempt income under Act 148 of 1988,
Act 75 of 1995, Act 225 of 1995, Act 14 of 1996 or Act
178 of 2000 must aso use this schedule. Check the
corresponding box if your activitiesarefully taxable or
if they are partially exempt under one of these acts.

If you have fully taxable operations, and at the same
timeyou have partially exempt operations under one of
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these special acts, aschedule for each activity must be
used and check the corresponding box. If thereareno
specificinstructionsfor aparticular line on this section,
refer to General Instructions - Schedules L through W
Incentives.

Thoseindustriesor businessesestablished in a special
planning zoneor in atheatrical district that do not
deriveexempt incomeunder Act 148 of 1988, Act 75 of
1995, Act 14 of 1996 or Act 178 of 2000, must use
Form 480.20 or 480.10.

PART | -NET INCOME SUBJECT TOTAX

Line 2 - Enter the carried over balance from the net
operating lossreflected on thereturn of previousyears.

Line 4 - This line must be completed only by those
entitiesthat derived exempt income under one or more
of thefollowing acts:

Act 148 of 1988, asamended
Act 75 of 1995, asamended
Act 225 of 1995, asamended
Act 14 of 1996, asamended
Act 178 of 2000

If the operations are partially covered by Act 148 of
1988, Act 75 of 1995 or Act 178 of 2000, enter the 50%
exemption of net income derived from the sale of
admission tickets for artistic and cultural shows
performed in new structures, substantially rehabilitated
or subject to improvements for a 5 years period,
beginning on the date the construction, substantial
rehabilitation or improvement iscompleted. In order to
be entitled to those benefits, said construction,
rehabilitation or improvement must be performed within
5 years beginning on the date of the designation of the
zone in which the business will be located.

If the operationsare covered under Act 14 of 1996,
enter 90% of the exemption from the net income
derived from thesaleof admission ticketstoartisanal,
agricultural, artistic and cultural fairs, and sport
events, if you meet thefollowing requirements:

1) The activity or event must be celebrated within
one of the special designated zones established
by the Puerto Rico Planning Board in accordance
to said Act;

2 At least 50% of the persons employed in the
activity or event by the person claiming the
exemption, must be bonafideresidents of Castafier.

The Department of the Treasury established by
regulations the procedures to be entitled to this
exemption.
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If theoperationsarepartially exempt under Act 225 of
1995, enter the 90% exemption, if you meet the
following requirements:

1) Youhaveacertificationissued by the Secretary of
Agriculture of Puerto Rico, certifying that you are
a bona fide farmer dedicated to an agricultural
business;

2 Youhavederived at |east 50% of your incomefrom
agricultural activities; and

3 You have not elected the provisions of Section
1023(s) of the Code.

Thisexemption of incometax payment appliestotaxable
yearsbeginning on January 1, 1996. Thisexemptionis
not extensive to income from interest, dividends,
royalties or gains derived from the sale of assets,
including those assets used in the agricultural business,
or any other income derived by bona fide agricultural
businesses and that does not come directly from the
agricultural activity.

To claim such exemption, you mustincludewith thereturn
a copy of the certification issued by the Secretary of
Agriculture of Puerto Rico and a schedule showing the
income percentage derived from agricultura activitiesover
thetotal income of the entity.

For purposes of calculating 50% or more of the gross
income, income from all sources will be considered,

realized and recognized, adjusted or reduced by the
followingitems:

0]
(if)

The cost of raw material used, if any;

In case of sale of real property, the capital
restoration which is considered the adjusted basis
of such real properties, and excluding:

(@ the total amount of exclusions from gross
income under Section 1022(b) of the Code;

(b) the total amounts received for which credits
areallowed under Section 1026(a) of the Code;
and

(©) those amounts that by law do not constitute
income.

Line6 - Enter 85% of the amount recelved asdividends
or profits from a domestic corporation or partnership
subject to taxation under the Code, but limited to 85%
of the net income of the corporation or partnership.

If the dividend received isfrom industrial devel opment
income derived from operations covered by the
provisions of Act 57 of 1963, the credit will be 82.70%
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of theamount received, but limited to 82.70% of the net
taxableincome.

This credit does not apply to dividends or profit
distributions derived from operations covered under
Act 78 of 1993 or Act 8 of 1987.

However, the Code providesthefollowing exceptions:

1) Inthecaseof asmall businessinvestment company
operating in Puerto Rico under the* Small Business
Investment Act of 1958, there shall be allowed as
acredit an amount equal to 100% of thetotal amount
received as dividends or profits from a domestic
corporation or partnership taxable under the Code.

2 In accordance to certain requirements imposed by
the Code, acredit of 100%isallowed against the net
income from thetotal amount received as dividends
from corporations organized under the laws of any
state of the United States or of the Commonwealth of
Puerto Rico, whose principa incomeisderived from
IDI accrued during taxable years beginning prior to
January 1, 1993 and invested in obligations of the
Commonwealth of Puerto Rico, itsinstrumentalities
or political subdivisions, or invested in mortgages
secured by the Puerto Rico Housing Bank and
Finance Agency or in loans or other securities
guaranteed by mortgagesgranted under any pension
or retirement system of a general character
established by the Legidative Assembly of Puerto
Rico, the municipalities and the agencies, entitiesor
public corporations of the Commonwealth of Puerto
Rico.

3 A 100% credit will begranted against thenetincome
from the total amount received as dividends by
corporations organized under thelaws of any state
of the United States or of the Commonwealth of
Puerto Rico, whose principa incomeisderived from
IDI accrued during taxable years beginning prior
to January 1, 1993 invested in obligations of the
Governmental Development Bank for Puerto Rico
or any of its subsidiary corporations, for the
financing through the purchase of mortgages, or
the construction, purchase or housing
improvementsin Puerto Rico started after December
31,1984.

4) A 100% credit will begranted against the net income

of thetotal amount received asdividends or profits

from a domestic controlled corporation or
partnership.

PART |11 - DEDUCTIONSAND NET OPERATING
INCOME

If there are no specificinstructionsfor aparticular line
in this section, refer to section of General Instructions
for SchedulesL, M, N, P,V and W Incentives.

2003

(REASUR,

o

NOWWO,
W
S

&
R70 RGO

e
rioe ®



Following we explain certain special deductions
applicableto operationsthat qualify for benefitsgranted
under Act 148 of 1988, Act 75 of 1995, Act 14 of 1996
andAct 178 of 2000.

Any industry or business established in a special
planning zone in Santurce, Rio Piedras or Castafier in
the period beginning on the designation date of said
zone or in a theatrical district, may claim a special
deduction based on the following:

1) 10%of theleasepaidfor aperiod of 10 yearsinthe
zone of Santurce and Rio Piedras, and 15% for a
period of 5 yearsin the Castafier zone.

2) 5% of theminimum wage applicablefor every new
job created. To be entitled to this deduction, it is
necessary that the new job does not eliminate or
substitute a job existing prior to the approval of
thisAct, be acomplete working week of 40 hours
per week (35 hours per week in case of the Castafier
zone), and be occupied in a continuous basis by
the same person for a period of not less than six
months. This deduction is for a 5 years period
beginning on the date the business is designated
to that zone by the Planning Board.

SCHEDULET INCENTIVES-ADDITIONTOTHE
TAXFORFAILURETOPAY ESTIMATED TAXIN

CASE OF EXEMPT BUSINESSESUNDER THE
PUERTORICOINCENTIVESPROGRAMS

Use this Schedule to determine the addition to the tax
for failureto pay the minimum estimated tax required.

PART | -ESTIMATED TAX REQUIRED

Line 1l — Add line 2 of Part | of the return, lines 10
(ColumnsA, B and C), 11 (ColumnsA, B and C) and 14,
Part | of ScheduleK Incentives, lines7 and 8, Part |1 of
Schedule O Incentives, lines2 and 3, Part |V of Schedule
V Incentives, and line 7, Part 11 of Schedule W
Incentives.

Line 2 — Enter the sum of credits corresponding to
foreign taxes paid and to withholdings at source, and
other similar credits provided by the Code or any other
specia act that may be applicable. Include also the
amount of tax paid in excessin previousyearsthat you
elected to credit to the estimated tax for the taxable
year. Add lines4(a), 4(c), 4(d), 4(f) and 4(g), Part | of
thereturn,line12(l) of Part | of ScheduleK Incentives,
line 9(c), Part Il of Schedule O Incentives, and line
4(f), Part 1V of ScheduleV Incentives.

Line6—Completethislineif anincometax return was
filed for theimmediate previoustaxableyear. Otherwise,
goto line 8 and enter the amount from line 5.
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If an income tax return was filed for the immediate
previous taxable year, enter the tax to be paid without
considering the estimated tax payments. Subtract lines
3(a), 3(c), 3(d), 3(f) and 3(q), Part | of thereturnfromline
1(e), Part | of previousyear return.

Example: The information of previous taxable year
incometax returnis:

2002 incometax return

Net Income
from exempt operations -

Schedule N Incentives $380,000
Credits 5,800
Withholdings at source 1,000

The estimated tax for the current year, based on previous
taxable year income tax return information but using
the current tax rates would be:

Norma Tax $83,600
Additional Tax 66,150
Alternative Minimum Tax 0
Tax Liability $149,750
Less:

Credits and Withholdings 6,800
Estimated Tax based on previous
year incometax information $142,950

Line 7 — If an income tax return was filed for the
immediate previous taxable year, determine the
estimated tax based on theimmediate previoustaxable
year income tax return. For purposes of this
computation, you must use current year tax rates.

Section A—Estimated Tax tobePaid per I nstallment
Placing the Net Incomeon an Annual Basis

Line 9 — Enter the months of the taxable year el apsed
before the month for which the payment of the
installment is required. For example, if the taxable
year is a calendar year and operations began on
January 1, in column (@), (b), (¢) and (d), you must
enter 3,5, 8and 11.

For lines 10 through 16 submit a schedule breaking
downthepartially exempt and totally taxableoper ations.

Line 13— Determinethe normal tax on the net income
from totally taxable operations and on the net income
from partially exempt operations, according to normal
rates or to the rates corresponding to the applicabl e tax
incentives act.

Line 14 —Determinetheadditional tax onthenetincome
from totally taxable operations and on the net income
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from partially exempt operations subject to additional
tax, according to the additional tax corresponding to
totally taxable operations or to the applicable tax
incentives act.

Line 15 — Determine the recapture on the net income
from totally taxable operations and on the net income
from partially exempt operations, according to therates
corresponding to totally taxable operations or to
operations under the applicable tax incentives act.

Line 20 — Enter the total tax credits and withholdings
at source for the taxable year.

Line 22 — You must complete Section B of this part
(Estimated Tax Required).

PART Il -FAILURETO PAY

Line 30 — Check calendar year if your taxable year
ended on December 31. Otherwise, check fiscal year.
Enter in column (a), (b), (c) and (d), the date
corresponding to the 15" day of the fourth month, sixth
month, ninth month and twelfth month of the taxable
year, respectively.

If you filed an extension of time to file the Estimated
Tax Declaration, enter in column (a) the date granted to
filethe same.

Line 31 — If you do not use the method of placing
the net income on an annual basis to determine the
minimum estimated tax required per installment, and
the obligation to file the estimated tax declaration
wasmet for thefirst time, beforethefirst day of the
fourth month of the taxable year or if you were
required to file an Estimated Tax Declaration during
the previous taxable year, enter in each one of the
columns 25% of line 8. If the obligation was met for
the first time after the last day of the third month
and before thefirst day of sixth month of the taxable
year, enter 33% of line8in columns (b), (c) and (d). If
the obligation was met for the first time after the
last day of the fifth month and before the first day of
ninth month of the taxable year, enter 50% of line8in
columns(c) and (d). If the obligation was met for the
first time after the last day of the eighth month and
before the first day of twelfth month of the taxable
year, enter 100% of line 8 in column (d).

Line 32 —Enter in column (@) the total estimated tax
amount paid not later than April 15 of the taxable
year (the 15" day of the fourth month of the taxable
year if you have a fiscal year); in column (b), the
total estimated tax amount paid after April 15 of the
taxable year (the 15" day of the fourth month of the
taxable year if you have afiscal year) and not later
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than June 15 of the taxable year (the 15" day of the
sixth month of the taxable year if you have afiscal
year); in column (c), the total estimated tax amount
paid after June 15 of the taxable year (the 15" day of
the sixth month of the taxable year if you have a
fiscal year) and not later than September 15 of the
taxable year (the 15" day of the ninth month of the
taxableyear if you have afiscal year); andin column
(d), the total estimated tax amount paid after
September 15 of the taxable year (the 15" day of the
ninth month of the taxable year if you have afiscal
year) and not later than December 15 of the taxable
year (the 15" day of the twelfth month of the taxable
year if you have afiscal year).

Line 33 — If various payments were made in the
periods described in the instructions for line 32,
indicate the amount and date of the payments.

Line 34 — To determine the amount to be entered in
columns (b), (c) and (d), you must completelines 35
through 40 of previous column.

PART 11l —ADDITIONTO THETAX FOR FAILURE
TO PAY

Line4l —If thefailure to pay on line 37 was covered in
only one payment (overpayment) made after thedue date,
multiply line37 by 20%. If thefailureto pay online 37 was
covered in two or more payments (overpayments) made
after theduedate, donot writeanything on thislineand
complete the table corresponding to the installment,
located on page 2 of this Schedule.

Line 42 - If thefailure to pay on line 37 was covered in
only one payment (overpayment) made after thedue date,
enter the number of days elapsed from the date in which
the estimated tax payment must have been paid and the
date in which the payment (overpayment) was made.

Any overpayment, after covering the estimated tax
payment of the corresponding installment, will be
attributed first to the amount of estimated tax of previous
installments due and not paid and then to the subsequent
ingtallments.

If the failure to pay on line 37 was covered with two or
more payments (overpayments) made after the due date,
donot writeanything on thislineand completethetable
corresponding to the installment on page 2 of this
Schedule. Determine the days el apsed from the due date
of the estimated tax installment and the date of each one
of the payments or overpayments applied.

The date of the overpayment applied, will be the date
in which the payment that caused such overpayment
was made.
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Line43- If thefailureto pay on line 37 was covered
in only one payment (overpayment) made after the
due date, divide the number of days entered on line
42 by 365 and multiply the result by line 41. If the
failure to pay on line 37 was covered with two or
more payments (overpayments) made after the due
date, enter the total from the table corresponding to
the installment, located on page 2 of this Schedule.

PART IV - TABLES TO CALCULATE THE
ADDITIONTOTHE TAX FOR FAILURE TO PAY
THEINSTALLMENTSOFESTIMATED TAX

Calculate the penalty for each one of the amounts
due by the dates of their respective payments, using
the tables on page 2 of this Schedule.

Example:

The minimum estimated tax for the current year was
$4,000. The net income was not placed on an annual
basis to calculate the minimum estimated tax, thus,
the taxpayer had to make four estimated tax
installments for 4/15, 6/15, 9/15 and 12/15 of the
current year of $1,000, respectively. The following
payments were made:

Date Amount
4/15 600
5/30 150
6/15 1,000
9/15 1,100
12/15 1,000

The current year tax was totally met on the date
prescribed by the Code to file the same, without
considering any extension of time. Therefore, the
taxpayer totally paid the current year tax by April 15
following the close of the taxable year. The
computation of line 21 will be:

SCHEDULE V INCENTIVES - INCOME FOR
EXEMPT BUSINESSESUNDERACT 1350F 1997

This schedule must be used by those exempt businesses
under Act 135 of 1997. Indicatein the corresponding boxes
the enforcement period for income, and the current and
required number of jobsdirectly related with manufactureor
designated service.

PART | - QUESTIONNAIRE

Line 1 - Indicate if the exempt business exercised
the option provided in Section 3A of Act 8 of 1987 or
if it was subject to afixed tax rate stipulated on the
decree during any of the years included in the
computation of the basis period income.

Line2- If youanswered "Yes', the2(j) income, uptoan
amount not over the 2(j) incomefor the basisperiod, will
also be subject for the remaining exempt period of the
renegotiated preceding decree, to the rate applicable to
the basis period income under the preceding act.

Line 3 - Indicateif for any of the yearsincluded in the
basis period you had 2(j) tax exempt income and 2(j)
taxableincome. The2(j) basisperiodincomewill betaxable
or exempt in the same proportion that the 2(j) exempt
incomebearswiththe 2(j) total income subject toincome
tax earned during the basis period.

PART |1 -COMPUTATION OFTHE BASISPERIOD
AVERAGEINCOME

Line 4 - Enter the amount of Column (a) in Part I11,
line 8. If the 2(j) income was subject to the Optional
Tax or was taxable under special dispositions of your
decree during all or part of the basis period, enter
the amount of Column (b) on Schedule O Incentives,
Part 1, line 2.

TABLE 1 - Payments to Meet the First Installment Made After its Due Date (4/15)
Amount due|  Amount of Date of payment or Days elapsed from the due date | Multiply (a)
and not paid| payment or overpayment by 20% by
beforethe | overpayment (d)
payment 35
@ (b) © (d) G
> $400 $150 5/30 45 $10
> 290 100 915 153 21
150 150 4/15 35 30
Total: Add Column (€) and transfer to Part 111, [ine 43, Column (@) .......ccovevvieeieieciseeseeeese e $61

=—> Line 37 of Column ()
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> Subtract the amount in Column (b) of the preceding line from the amount in Column (a) of the preceding line.
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PART 111 -NET INCOME SUBJECT TOTAX

Line 2 - Enter the income from qualified investments
under Section 2(j) of Act 135 of 1997.

Line 4 - Enter here the net operating losses from the
preceding year, including the share on losses from
special partnerships which own or operate tourism
businesses under Act 78. You must submit a schedule
with the case number, amount of the lossand carryover
computation.

Line 8 - Applies only to exempt businesses which
renegotiated their decrees under Act 135 of 1997.
Enter this amount on Schedule M or N Incentives,
Partl,line8.

Line9- If line9issmaller than line 8, enter the net
operating income of the year (Part Ill, line 1 of this
schedule) on Schedule M Incentives, Part |, line 1, if the
preceding renegotiated decree wasissued under Act 57
of 1963 or Act 26 of 1978; or on Schedule N Incentives,
Part I, line 1, if the preceding renegotiated decree was
issued under Act 8 of 1987, and complete the
corresponding schedule.

If when the decree was renegotiated under Act 135 of
1997, the exempt business had in force the option under
Section 3A of Act 8 of 1987, ScheduleM or N Incentives,
whichever applies, and Schedule O Incentives must be
compl eted.

If line 9 islarger than line 8, enter the basis period
income on Schedule M Incentives, Part I, line 8, if the
preceding renegotiated decree wasissued under Act 57
of 1963 or Act 26 of 1978; or on Schedule N Incentives,
Part I, line 8, if the preceding renegotiated decree was
issued under Act 8 of 1987, and complete the
corresponding schedule starting from said line 8.

If when the decree was renegotiated under Act 135 of
1997, the exempt business had in force the option under
Section 3A of Act 8 of 1987, you must enter the basis
period income on Schedule O Incentives, Part 11, line 1
and complete said schedule.

PART IV-TAX COMPUTATION

Line4- Incaseof exempt businesseswhich renegotiated
their decrees under Act 135 of 1997 and are entitled to
claim the same credits against the basis period income
tax and over the fixed rate under Act 135 of 1997, said
credits can be claimed, at the exempt business option,
up to the total amount allowed by law against the basis
periodincometax or against thefixed rate; or allocated,
up to the amount allowed by law, between the basis
period incometax and the fixed tax rate. The sum of the
allocated amounts cannot exceed the total amount of
the credit.
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Line 4(b) - The exempt business can claim a credit
against the IDI fixed tax, for purchases of products
manufactured in Puerto Rico including component parts
and accesories, equal to a 25% of said products
purchases during the taxable year on which the credit
isclaimed (subject to certain limitations). For additional
information, refer to Sections5(b) of Act 135 of 1997, as
amended by Act No. 110 of August 17, 2001.

Line4(c) - Any exempt businesswith adecree granted
under Act 135 of 1997, that is a subsidiary of an U.S.
parent company, that reflects alossin the consolidated
federal return or isunder bankruptcy proceedings under
thefederal regulations, will beallowedto claim acredit
against the fixed tax applicableto the DI earned during
thetaxableyear of theloss. For additional information,
refer to Section 5(a) of Act 135 of 1997.

Line 4(d) - Some exempt businesses may request
authorization to credit the excess of a hundred million
dollars ($100,000,000) of annual taxes withheld over
royalties, rents, rates and license fees, with respect to
certain high technology products, against the tax
imposed by Section 3 of Act 135 of 1997 over such high
technology products. In order to identify the exempt
businesses which qualify for the credit, the definition
of high technology products and additional information,
refer to Act 143 of August 6, 2000.

Line 4(e) - An investor who buys an exempt business
that isin the process of closing its operationsin Puerto
Rico may claim, with certain limitations, acredit equa to
50% of theeligibleinvestment, intwo installments: half
in the year that the eligible investment is realized and
the balance in subsequent years.

A tax credit is granted for contributions made to the
Santa Catalina’s Pal ace Patronage. For details, refer to
theinstructionsof ScheduleK Incentives, Part I, line
12k.

GENERAL INSTRUCTIONSFOR SCHEDULES
M1,N1ANDV1INCENTIVES COMPUTATION

OF THE SPECIAL DEDUCTIONS

PART | - COMPUTATION OF THE SPECIAL
DEDUCTIONS

Use this schedule to determine the special deductions
allowed among: payroll deduction, human resources
training and improvement expenses deduction, research
and development expenses deduction, and special
deduction for investment on buildings, structures,
machinery and equipment.

PAYROLL DEDUCTION
ScheduleM 1 1ncentives- Computation of the Special

Deductionsfor Exempt Businesses Under Act 57 of
1963 or Act 26 of 1978
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Deduction under Act 26 of 1978 for exempt businesses
engaged in manufacturing operations, except under
Section 3(n).

Enter thelarger of thefollowing amounts:

1) 5% of your total production payroll up to an
amount that does not exceed 50% of the net
industrial development income, or

2)  $100,000if thenet industrial development income
issmaller than $500,000.

For purposes of item (1), the production payroll shall be
for wages paid by the exempt business to personnel
directly related with the manufacture of the exempt
product, excluding the salaries of executives,
supervisors and administrative personnel, and any
payment for professional services rendered under
contract by independent firms not related to the exempt
business, aslong asthe aboveisnot in conflict with the
definition of production employee adopted by the L abor
Statistics Bureau of the Department of Labor and Human
Resources of Puerto Rico.

For purposesof item (2), if the exempt business engaged
in manufacturing is amember of a controlled group of
corporations and partnerships that are exempt
businesses, or is controlled in more than 50% by one or
more personswho directly or indirectly own an exempt
business, the business may €elect, with the consent of
the Secretary, the manner in which the total amount or
part of the $100,000 deduction will be apportioned among
one or more of the controlled exempt businesses.

Thesedeductionsdo not apply to cor porationsunder
Section 3(n) of Act 26 of 1978.

ScheduleN1 Incentives- Computation of the Special
Deductionsfor Exempt BusinessesUnder Act 8 of 1987

Enter thelarger of thefollowing amounts, asapplicable:

(1) 5% of itstotal production payroll up to 50% of the
net industrial development income, if the eligible
business:

d enjoyedindustrial tax exemption under any of the
previously mentioned industrial incentives acts
and said tax exemption was authorized prior to
January 1, 1985, and then converted its decree to
thedispositions of Act 8 of 1987 for theremaining
part of its exemption period; or

b) wasoperating in Puerto Rico under adecree as of

January 1, 1985 and subsequently obtained anew

decree covering previously exempt operations

based on negotiations in view to special
conditions, and then requests to convert its new

decree under Act 8 of 1987.
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(2) 15% of the production payroll up to 50% of your net
industrial development income, if in any taxable year
you generate a het income from the exempt operations
of lessthan $30,000 per production job and said eligible
business:

d enjoystax exemption under a new decree issued
under Act 8 of 1987; or

b)  hasatax exemption decreeissued after December
31, 1984, but has not enjoyed tax exemption prior
to that date, and converted said decree under Act
8 of 1987 for the remaining part of the exemption
period originally granted. For these purposes, the
production payroll shall include the salaries of
personnel directly related to the manufacture of
the exempt product, excluding executive salaries
and any payment for professional services
rendered through contract to the exempt business
by independent firms.

The net income per production job will be obtained
dividing thenet industrial devel opment income derived
from the exempt operation, by the number of production
jobs reflected on the production payroll.

(3) Enter the first $100,000 if the net industrial
development income is smaller than $500,000 and the
business has kept an employment average of 15 persons
or more during said taxable year.

The exempt business that claims this deduction, will
not be ableto enjoy the deductions previously indicated
initems(1) and (2).

If the exempt businessis controlled in more than 50%
by stockholders or corporations in common, with the
consent of the Secretary, it may decide the manner in
which all or part of the $100,000 deduction shall be
assigned among one or more of the controlled exempt
busineses.

Schedule V1 Incentives- Computation of the Special
Deductionsfor Exempt BusinessesUnder Act 135 of
1997

In addition to other deduction provided by law, every
exempt business with a decree under this act engaged in
the manufacture and that generates a net income from its
exempt operations (computed without taking into
consideration the benefit of the special deductions
providedin Section 4 of thelaw) smaller than $30,000 per
production job, will be alowed to claim a specia payroll
deduction equivalent to a15% of the production payroll of
the exempt business, up to 50% of the IDI, computed
without the benefit of the production payroll special
deduction.

The exempt business that has a decree under this act
engaged in manufacture, which 1Dl computed without
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the benefit of the specia deductions providedin Section
4 on any taxable year is smaller than $500,000, and that
has kept an average employment of 15 or more persons
during said taxable year, is allowed to deduct the first
$100,000 of saidincomein order to betotally exempt from
the payment of the DI fixed tax rate provided in Section
3(a) of thisact. For additiona information, refer to Section
4(a) of Act 135 of 1997.

HUMAN RESOURCES TRAINING AND
DEVELOPMENT EXPENSES DEDUCTION

A specia deduction will beallowed for training expenses
incurred to improvethe productivity and quaity control,
to promote total quality management and to improve
employees communication skills, incurred in excess of
the annual average of said expensesduring the 3 taxable
yearsended prior to January 1, 1998.

RESEARCH AND DEVELOPMENT EXPENSES
DEDUCTION

A specia deductionwill beallowed equal to the expenses
incurred in the research and development of new
productsor industrial processes, or theimprovement of
said products and processes, that are deductible in the
taxable year under the Code (subject to certain
limitations).

SPECIAL DEDUCTIONFOR THEINVESTMENT
ON BUILDINGS, STRUCTURES, MACHINERY
AND EQUIPMENT

Every exempt business that has a decree under this act,
isallowed to elect to deduct on thetaxableyear incurred,
instead of any expense capitalization required by the
Code, thetotal expenseincurred after the effective date
of thisact, inthe purchase, acquisition or construction of
buildings, structures, machinery and equipment, aslong
as said buildings, structures, machinery and equipment
have not been used or depreciated previoudy by any
other business or person in Puerto Rico, and are used in
the manufacture of productsor to render the servicesfor
which said benefits were provided under this act.

Line9 - Inthose casesin which the exempt businessis
allowed to claim morethan one of the special deductions
mentioned before, and the sum of said deductions after
determining the amount that is allowed before taking
into consideration thelimitation based onthe DI, results
in an excess of the I DI for said year, or that the exempt
business cannot claim thetotal benefit of said deduction
for said year, it will determinethelimitation of the specia
deductionsfollowing the order indicated in Part I1.

SCHEDULE W INCENTIVES-INCOME TAX
FILM ENTITY UNDERACT 362 OF 1999

This schedule must be used by those Film Entities that
deriveincomedirectly fromFilm Projectsor Infrastructure
Projectsunder Act No. 362 of December 24, 1999.
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Thefixed incometax rate (7% ) will beinforcefor al10
year period starting onthe day on whichthe Film Project
or Infrastructure Project begins operations, but never
beforethefiling date of aLicenserequest for the benefits
of thisAct.

PART | -NET INCOME SUBJECT TOTAX

Line2- Enter thecarryover balance of the net operating
loss at the end of the previous year. If the Film Entity
incursin anet operating loss from a Film Project or an
Infrastructure Project, said loss will be deductible and
will be used only against income from the Film Project
or Infrastructure Project, whichever applies.

Onthe other hand, oncethe exemption period for income
tax purposesisexpired (10 years), thenet lossesincurred
being carried over at the expiration date of said period,
may be deducted from any taxable income in Puerto
Rico, subject to the limitations provided by the Code.

PART I - COMPUTATION OF TAX

Line4 - TheFilm Entity'sincome derived directly from
Film Projects or Infrastructure Projects will be subject
to afixed incometax rate of 7%, instead of any other tax,
if any, provided by law.

PART 11l - GROSS PROFIT ON SALES AND
OTHERINCOME

Lines 9 and 10 - The gain or loss from the sale or
exchange of the Film Entity's assets will not be
considered directly derived from Film Projects or
Infrastructure Projects.

For moredetailed infor mation, refer toAct 362 of 1999.

FORM 480-E-ESTIMATED TAX DECLARATION

The Estimated Tax Declaration (Form 480-E) must be
filed not later than the 15th day of the fourth month of
the taxable year, except when the requirements to file
aremet for thefirst time:

1) Afterthelast day of the third month and prior to
the first day of the sixth month of the taxable
year, the filing date will be not later than the
15th day of the sixth month of the taxable year;
or

2 Afterthelast day of thefifth month and prior to the
first day of the ninth month of the taxable year, the
filing date will be not later than the 15th day of the
ninth month of the taxable year; or

3 After thelast day of the eighth month and prior to
the first day of the twelfth month of the taxable
year, the filing date will be the 15th day of the
twelfth month of the taxable year.
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The Declaration must befiled with the Internal Revenue
Collections Office of theMunicipdity wherethetaxpayer
resides or sent to:

DEPARTMENT OF THETREASURY
RETURNSPROCESSINGBUREAU
POBOX 9022501

SAN JUAN PR 00902-2501

You must enter in the heading of the Declaration, the
name, address and employer'sidentification number, and
check the applicable box to indicateif itisamended. In
addition, you must indicate the taxable year to which
the estimated tax paymentswill be applied, and thetype
of taxpayer.
Linel-  Determine the estimated tax to be paid for
the indicated taxable year. This amount
cannot be less than the smaller of the
following amounts:

B 90% of thetax to be paid at theend of the
taxableyear, or

B 100% of the tax paid in the previous
taxableyear.

Line2- Enter as estimated credit the amount
withheld for servicesrendered by the entity
or the amount withheld on distributable
profitsfrom Specia Partnerships. If youare
filling out an Amended Estimated Tax
Declaration, also enter on thislinethetotal
amount of the installments paid, if any,
before thisamendment.
Line4-  Enter ascredit thetax paid in excessin the
previous year applied as estimated tax
payment in the income tax return. If you
choose to claim this credit against one of
the determined installments, enter zero and
gotoline5.
Line6-  Dividetheresult online5 by the number of
remaining installments.
Line7-  Enter thetax paidin excessinthe previous
year applied as estimated tax payment in
the income tax return that will be claimed
against the amount of any installment. If
such credit was already considered on line
4, it cannot be considered again.

PAYMENT OFESTIMATED TAX
If the Declaration is filed before the first day of the

fourth month of the taxabl e year, the estimated tax will
bepaidin four installments:
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Istinstallment: the 15th day of the fourth month

2ndinstallment: the 15th day of the sixth month

3rdinstallment: the 15th day of the ninth month

4dthingtallment:  the 15th day of the twelfth month
If the Declarationisfiled after the last day of thethird
month and before the first day of the sixth month of
thetaxableyear, theinstallmentswill be;

Istinstallment: the 15th day of the sixth month

2ndinstallment: the 15th day of the ninth month

3rdinstallment: the 15th day of the twelfth month
If the Declaration isfiled after the last day of the fifth
month and before thefirst day of the ninth month of the
taxableyear, theinstallmentswill be:

Istinstallment: the 15th day of the ninth month

2ndinstallment: the 15th day of the twelfth month

If the Declarationisfiled after thelast day of the eighth
month and before the first day of the twelfth month of
the taxable year, the total estimated tax will be paid on
the 15th day of the twelfth month of the taxable year.

The estimated tax installmentswill be paid along witha
payment coupon (Forms480.E-1 or 480.E-2). Taxpayers
whofiled aDeclaration onthepreviousyear, will receive
abooklet of 4 coupons (Form 480.E-2) preprinted with
their name, address and employer's identification
number. Taxpayers who have not received the coupon
booklet, must visit the Error Corrections and Estimated
and Employer Manual Coupons Section (Office 401) of
the Department of the Treasury (Old San Juan), wherea
payment coupon bookl et (Form 480.E-1) will be prepared.
For additional information, call (787) 722-1499 or (787)
721-2020, extension 2446 or 2456.

Estimated tax payments must be made at participant
banks (if you have the preprinted coupon), at the
Internal Revenue Collections Offices or at the Returns
Processing Bureau at the address previously indicated.

Payments with checks in the participating banks must
be made payabl e to the order of such banks. Payments
made at the Internal Revenue Collections Offices shall
be made with manager's checks, persona checks or
money orders payableto the Secretary of the Treasury.

EXTENSONOFTIME

If for areasonable cause, ataxpayer isunabletofilethe
Declaration or pay thetax asindicated, an extension of
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time to file the Declaration may be requested to the
Secretary. No extension of time will be granted for a
period longer than 3 months. The extension shall be
requested by using Form AS 2650.

AMENDED DECLARATION

If after filing the Declaration it is determined that the
estimated tax will be substantially increased or reduced
asaresult of achangeinincome, deductionsor for any
other reason, an amended Declaration must be filed.
The Amended Declaration must be identified by
checking the applicable box. Theincrease or reduction
of the estimated tax will be proportionally distributed
among the remaining installments. Any Amended
Declaration filed after the 15th day of the ninth month
following the beginning of thetaxableyear asaresult of
anincreaseinthe previously estimated tax, must include
the total amount of said increase. The Amended
Declaration in this case will be unnecessary if on the
date prescribed for itsfiling, thefinal incometax return
has been filed and the balance of tax due has been paid.

PENALTIES

The Code establishes penalties for not filing the
Declaration and for not paying the estimated tax
installments. Also, apenalty isimposed for determining
asubstantially lower amount of estimated tax.

31
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NORTHAMERICAN INDUSTRY CLASSIFICATION SYSTEM (SCIAN)

SECTOR CODE ECONOMIC ACTIVITY DESCRIPTION
111 Crop production
AGRICULTURE AND FISHING 113 Fishing
115 Agriculture services
212 Mining
ENERGY AND MINING 221 Electric power generation and transmission
222 Collection, treatment and supply of water
236 Residential and not residential construction
CONSTRUCTION 237 Construction of water, electricity, telecommunications and transportation systems
238 Construction services
311 Food manufacturing
312 Beverages, tobacco and cigarettes manufacturing
313 Textiles, carpets, curtains and other products manufacturing
315 Clothing manufacturing
316 Shoes manufacturing
321 Wood products manufacturing
322 Paper manufacturing
323 Books, newspapers and magazines printing
MANUFACTURING 324 Petroleum refining
325 Chemical products manufacturing
326 Plastic products manufacturing
327 China, bricks, tiles, cement, pipes, lime, plaster and glass products manufacturing
331 Iron, steel, aluminum and tools manufacturing
333 Agriculture, fishing, construction, and others machinery manufacturing
334 Computers and electronic products manufacturing
335 Electrical equipment, appliance and component manufacturing
337 Furniture and related products manufacturing
431 Food and beverage wholesaletrade
432 Clothing and shoes wholesale trade
433 Pharmaceutical and personal care products wholesale trade
435 Machinery and equipment wholesale trade
436 Motor vehicles wholesale trade
TRADE 437 Other products wholesale trade
461 Food and beverageretall trade
462 Departments stores retail trade
463 Clothing and shoesretail trade
464 Pharmaceutical and personal care productsretail trade
466 Furniture and electrical goodsretail trade
467 Hardwareretail trade
468 Motor vehicle, gasoline, diesel and partsretail trade
469 Others retail trade
481 Air transportation
483 General water transportation
484 General freight trucking transportation
485 Transit and ground passenger transportation
TRASNPORTATION 486 Crude oil transportation
487 Scenic and sightseeing transportation, land and water
488 Airports and ports administration
491 Postal services transportation
492 Couriers and messengers services transportation
511 Newspapers, magazines, books and software publishers
INFORMATION 512 Production and distribution of movies, television programs and music publishers
513 Production and broadcasting of radio programs
521 Commercia and mortgage banking
522 Credit intermediation and related activities
FINANCE AND INSURANCE 523 Brokers and securitiesdealers
524 I nsurance companies, agents and independent insurance carriers
531 Rental of real property and real estate brokers
REAL ESTATEAND RENTAL 532 Rental of personal property (automobiles, machinery, etc.)
541 Professional, scientific and technical services
PROFESSIONAL, SCIENT. & TEHCNICAL SERVICES 59 Employment, collection, security and waste disposal agencies
EDUCATIONAL SERVICES 611 General education schools, non university
621 Ambulatory health care services
HEALTH SERVICES 622 Hospitals . ) .
623 Nursing and residential carefacilities
624 Social assistance
711 Promoters of public shows and artists
ARTSAND RECREATION 713 Recreation and sports centers
721 Hotels, motels and boarding houses
ACCOMMODATION AND FOOD SERVICES 722 Restaurants, food preparation services, drinking places and night clubs
811 Automotive mechanicd, body, pant and interior repair, and maintenance of automobilesand trucks
OTHER SERVICES 812 Personal care services, beauty salons, laundries and funeral homes
813 Professional, |abor and civic associations and palitical organizations
PUBLIC ADMINISTRATION 931 Public administration in general
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