
 
 
 
 
 
 
 
 
 
 
 
 
 

 

BY ELECTRONIC MAIL   
 
June 10, 2022 
  
Hon. Francisco Parés Alicea 
Secretary of the Treasury 
 
Dear Secretary Parés Alicea, 
 
Thank you for your submission of Puerto Rico’s Tax Expenditure Report issued in March 2022 
(“the Tax Expenditure Report” or “the Report”). The Tax Expenditure Report reflects the 
Government’s third tax expenditure inventory. It represents considerable effort, a high level of 
comprehensiveness, and includes significant improvements over the 2017 and 2018 reports 
regarding comprehensiveness, forward look and policy-making relevance.  
 
The Report itemizes tax expenditures over a seven-year period, providing the reader the ability to 
identify trends over time. The Government’s choice of the seven-year-period is appropriate. 
However, future reports would be well served to include at least one year beyond the budget year 
(with five years of history), with past reports providing an increased historical view, and would 
ideally extend to five years into the future.  
 
The Report is also a forward-looking publication, providing estimated tax expenditures for the 
forthcoming FY 2023 budget year. Its timing, published on March 31, 2022, while not as early as 
desired to have maximum input to the executive budget proposal, is early enough to inform 
legislative deliberations on the proposed budget. Completion of subsequent reports by December 
31, including the historical years, budget year and out-year estimates, will allow the full purpose 
of the Report to be achieved. As issued, the Report allows for tax expenditure policy considerations 
to inform legislators in their consideration of Commonwealth expenditures. Completion of the 
Report by December 31 will provide the same insight for the Executive.  
 
Not only is the Report timelier and more relevant than prior years’ submissions, but it is also more 
comprehensive. Beyond the seven-year period of coverage, the Report includes expenditures from 
Act 257-2018 and Act 60-2019 and continues to reflect progress in important areas previously 
identified by the Oversight Board. The following table summarizes the status of the Report in 
addressing issues outstanding from prior years’ submissions. 
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2018 Report 
Issue Description The Report 

Completion Detail 

Magnitude of 
tax 
expenditures 

• The total magnitude of tax 
expenditures for 2018 was 
$21.4 billion.  

Incomplete 

• There are 438 tax expenditures 
accounted for in the Report, 
totaling $23.7 billion for 2023. 
This is a significant increase in 
comprehensiveness and relevance. 

The tax 
expenditure 
report is 
incomplete 

• The 2018 Report did not 
include tax expenditures arising 
from the Commonwealth 
portion of the property tax or 
erosions to municipal 
collections. 

• An explanation of the 
methodology for estimating 
depreciation is included, yet 
line-item estimates beyond 
regular corporate depreciation 
are not included. 

Partial 

• Property tax expenditures are not 
included. 

• Very importantly, Act 257-2018 
and Act 60-2019 tax expenditure 
estimates are included. 

• Similar statements on pages 10, 13 
and 14 are made regarding the 
inclusion of depreciation, but 
estimates are made only for 
regular corporate depreciation. 
Other depreciation line-items state 
“NEM,” or no estimate made. 

The tax 
expenditure 
report is 
nonactionable 

• The Report must be integrated 
into the planning, budget, and 
policymaking processes and be 
forward-looking. 

• Each tax expenditure should be 
periodically reviewed, there 
should be annual reporting of 
results and recommendations 
regarding the advisability of 
continuing each expenditure.  

Partial 

• The Report is forward-looking, 
and its earlier submission allows 
much improved integration into 
the budgetary process. This will be 
satisfied by an additional out-year 
estimate and release by December 
31.  

• There are no reviews of tax 
expenditures’ effectiveness or any 
recommendations regarding the 
sunsetting of provisions. 

Timely 
completion 
and 
submission 

• The Report was submitted on 
June 1, 2021, covering the 2018 
tax year.  

• The age of these estimates and 
their availability only 30 days 
before the beginning of FY2022 
significantly limit their utility. 

Partial 

• The Report was submitted on 
March 31, 2022, allowing three 
months of review before the start 
of FY2023, though it was 
submitted after the Oversight 
Board granted the Puerto Rico 
Department of Treasury an 
extension. 

• Release by December 31 with 
budget and one out-year will 
resolve this issue. 

Use of 
outdated data 
to estimate tax 
expenditures 

• Individual income tax 
expenditure estimates based on 
2019 tax returns 

• Business income tax 
expenditure estimates based on 
2016/2017 tax returns 

Incomplete 

• Dated returns remain the basis for 
estimated business and personal 
income tax expenditures. For 
greatest accuracy and meaning, 
estimates should be made using 
recent tax returns data. Much has 
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changed in Puerto Rico since 
2016.  

 
The Report notes a continuing program to improve the comprehensiveness of estimates, such as 
incorporating estimates of tax expenditures for corporations or individuals, sole proprietorships 
and non-corporate businesses, future inclusion of the Green Energy Incentives Act, more 
comprehensive inclusion of tax expenditures related to depreciation rules, reductions in the number 
of tax expenditures for which no estimates are made, estimates of newly enacted (but not yet in 
effect) tax expenditures, and harmonizing tax expenditure estimates to fiscal year periods. These 
are favorable additions. The Report also expresses a commitment to publish all future tax 
expenditure reports between January and March. However, to be maximally informative for 
executive budget policy, the Oversight Board reinforces the need for estimates to be published by 
December 31.  
 
From the perspective of the Oversight Board, the Report reflects considerable progress on areas of 
major concern, but there remains some distance to travel to for it to achieve its full potential as a 
budget and policy tool of the Commonwealth. Highlighted below are areas of continued 
improvement necessary to achieve this potential. 
 

• The tax expenditure report is incomplete. Notable progress has been achieved toward 
comprehensiveness with the incorporation of Act 257-2018 and Act 60-2019 tax 
expenditures. However, Commonwealth grants of property tax and municipal license tax 
incentives are not included. These should be incorporated, reflecting their full value in the 
form of property tax revenue and license tax revenue lost to both the Commonwealth and 
municipalities. The costs of Commonwealth initiatives via local tax expenditures, which 
are substantial, should be accounted for in the Report in order to fully understand the level 
of revenue committed. The Oversight Board’s own initial, albeit incomplete, estimate of 
real property tax expenditures is $1.2 billion (Appendix A). Furthermore, where no 
numerical estimates were made for specific expenditures due to a lack of data, it would be 
beneficial to provide further detail in the notes of the report as to the reasons such data is 
not available. In particular, like prior reports, an explanation of the methodology for 
estimating depreciation is included, yet line-item estimates beyond regular corporate 
depreciation are labelled “NEM,” or no estimate made. 

 
• The tax expenditure report is not fully actionable. For the inventory and estimates 

provided in the Report to be of value beyond a cursory reporting curiosity, they must be 
fully integrated into the planning, budget, and policy making processes. Tax expenditure 
reports provide information and insight that can valuably assist the Government and 
Legislature in identifying resource commitments and policy priorities. This can only occur 
if consideration of the estimates of the tax expenditure report are systematically 
incorporated into the budget development and approval process. Executive submission and 
formal legislative consideration of the annual tax expenditure report should be a required 
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component of the annual budget process and should occur prior to the adoption of the 
annual budget. This can only occur if the report is provided on a timely basis, is used in 
establishing the Executive’s proposed budget and is transmitted to the Legislature and its 
fiscal committees prior to December 31 and again with the Executive budget submission, 
with any revisions based on the proposals contained with the Executive budget submission.  

 
• Timely completion and submission. The Report was submitted on March 31, 2022, 

covering tax years 2017-2023. In accordance with the Certified Fiscal Plan, these reports 
should be submitted in December of each year, making them available to the Governor and 
the Legislature for a period of no less than six months before the beginning of the new 
fiscal year. Early publication of the Report is essential for its utility for budget policy.  
 

• Use of outdated data to estimate tax expenditures. While we applaud the Puerto Rico 
Department of Treasury for its transparency regarding the data sources used to provide 
estimates of tax expenditures, we must voice our deep concern over the use of five-year-
old data. The use of data from 2017 (2016 for regular corporations and partnerships) tax 
returns to estimate corporate income tax expenditures in 2022 and to forecast into 2023 is 
problematic. The same concern applies to the use of 2019 tax returns to estimate individual 
income tax expenditures. Much has happened in Puerto Rico over the previous five years 
calling into question the overall accuracy of the reported estimates for current decisions.  
There should be a concerted effort to update these data sources prior to the publication of 
the next tax expenditure report.      
 

• Future looking. The Report represents the first release that includes estimates for the 
previous year, current year and budget year. This is an important forward step and greatly 
improves relevance and utility for policy making. Future tax expenditure reports should 
continue to expand this future horizon to aid fiscal planning with a minimum five-year 
outlook. This will be particularly advantageous as sunset provisions are incorporated into 
existing tax expenditures, allowing estimates to identify their implications in outyears. 
 

• Effectiveness assessment and sunset. To achieve its full value, the Report must extend 
beyond an accounting of magnitude to include a rotational review and evaluation of the 
effectiveness of tax expenditures at achieving policy objectives and the provision of 
recommendations for the elimination of ineffective tax expenditures and the introduction 
of recommended sunset and review periods for all tax expenditures. This requires that the 
Report identify the objectives of each tax expenditure and that the Puerto Rico Department 
of Treasury systematically cycle through a review of each to determine the effectiveness 
of achieving these objectives and annually summarize those finding within the Report. 
Each tax expenditure should undergo evaluation at least every fifth year. 

 
Achieving the Full Potential of the Report and Tax Expenditure Policy  
 
For the Tax Expenditure Report to achieve its full potential for improving policy and resource 
allocation in Puerto Rico, continued systematic progress should be made on the above six 
categories of issues. The Puerto Rico Department of Treasury should establish a plan for achieving 
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appropriate milestones along the way and share this plan with the Oversight Board not later than 
August 15, 2022, as a standard for evaluating progress made in subsequent tax expenditure reports.  
In addition, the Oversight Board continues to have concern over the Commonwealth’s use of tax 
incentives as a mechanism to try to attract investments and promote economic development. The 
Tax Expenditure Report provides a vehicle for facilitating the use of scarce public development 
resources. The Tax Expenditure Report and the processes it engenders should form the basis for 
reconsidering how these resources can be put to their highest and best use, which would include 
the option of returning them to the revenue stream (by eliminating individual tax expenditures) to 
provide funding for budgetary expenditures. 
 
The use of the Tax Expenditure Report as a vehicle for rethinking the scope and scale of the erosion 
of the tax base in Puerto Rico, and for reconsideration of the normative base and tax structure for 
each tax source, is important and can be used to facilitate improved tax policy. Placing Puerto Rico 
into context compared to other governments can aid this process.  
 
The aggregate level of expenditures through the tax system in Puerto Rico dwarfs their use in 
international, national, and comparative US state experiences. Puerto Rico is far more reliant on 
tax expenditures as a tool for incentivizing development. The magnitude of incentives offered 
through the tax code is introducing heavy distortions and nonuniformity into the tax system and 
significantly contributes to the development of an unfriendly underlying tax regime.  
 
Tax expenditures need to be rationalized both with regard to intended purpose and with direct 
expenditure programs, and processes of periodic review and sunset established to weed-out 
nonproductive, inefficient, duplicative, distortionary, and unnecessary tax expenditures. The tax 
expenditure budget should be treated in a manner equivalent to the direct expenditure budget. 
Targets should be set to significantly reduce the level of aggregate tax expenditures and existing 
tax expenditures should be culled to assure that these aggregate annual totals are not exceeded. All 
existing tax expenditures should face a requirement that they be periodically reviewed and re-
justified and only those for which there exists a compelling and decisive demonstration of merit 
should be retained. Rereview should be continuous. We expand on these magnitude concerns in 
the section below.  
 
Magnitude of Tax Expenditures 
 
The Report identifies 438 tax expenditures with a total magnitude of $23.7 billion.1 The total value 
of tax expenditures has increased from $22.5 billion in 2017. Almost two-thirds of the expenditures 
are in the form of preferential tax rates for foreign owned manufacturing companies offered as 
incentives for operating in Puerto Rico ($14.8 billion). Other large tax expenditures include Sales 
and Use Tax (“SUT”) exemptions on food ($820 million), health services ($785 million) and 
educational services ($717 million), and individual income tax preferential rates under Act 22 
($342 million).  
 

 
1 Note that it is generally ill-advised to sum the value of tax expenditures since each was estimated independently 
without accounting for interaction effects. The total is used here to provide context for the relative magnitude of tax 
expenditures. 
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Comparisons in the appendix of this letter of the scale of tax expenditures internationally, 
nationally and in the states to the figures in the Report clearly demonstrate the rather extreme 
position of Puerto Rico in allowing ad hoc departures from its normative tax structure. Puerto 
Rico’s tax incentives produce far greater tax base erosion than present in virtually every other 
comparison jurisdiction. Expressed as a share of the Gross Domestic Product (“GDP”) (or the 
Gross National Product (“GNP”)), Puerto Rico’s tax expenditures are nearly four times (or six 
times) that observed in Michigan (the jurisdiction with the next largest ratio of tax expenditures to 
economic output) and are also at least seven times larger than those offered by states with relatively 
low per-capita incomes such as Alabama, Tennessee, and Mississippi.  
 
In particular, Puerto Rico has (by far) the highest corporate income tax expenditures mainly due 
to preferential tax rates for foreign corporations, which are not common in US states. Tax 
expenditures of this magnitude put significant direct pressure on the sustainability of Puerto Rico’s 
underlying tax structure. These wide-spread, ad hoc incentives force the Commonwealth to impose 
a highly distortionary rate structure (with corporate tax rates as high as 37.5%) on the remaining 
business base. Further, due to the negotiated nature of the tax structure and final tax liability, there 
is considerable uncertainty and high transaction costs imposed in the process. Uncertainty, 
transaction costs and a rather predatory default tax structure produces a very poor business 
investment climate.   
 
For prudent fiscal policy, the magnitude of such tax expenditures should be strictly limited, and 
the tax structure should be reformed to broaden bases and reduce rates across all major tax 
instruments. This has been demonstrated to be a far more successful strategy for promoting 
economic development. As a first step, Puerto Rico should attempt to align both the size and the 
distribution of its tax expenditures to the best performing benchmarked states, with an ultimate 
goal of eliminating any tax expenditures for which unequivocal evidence for their retention cannot 
be established and then rationing resources directed to those which remain in a manner that 
produces the highest return to the development objectives of the Commonwealth.  
 
A general consensus within Puerto Rico strongly believes that the Commonwealth’s competitive 
advantage in terms of attracting investment lies in its tax incentives. However, this tool has been 
overused and, in fact, may be discouraging possible investment. It has created a cumbersome and 
highly complicated tax system that fails on all five pillars on which a tax system is measured 
(equity, efficiency, yield/buoyancy, administration, and political feasibility). To attract 
investment, the Commonwealth should consider broad reforms to the tax system with the twin 
goals of base broadening and rate reduction.  
 
Concluding Remarks 
 
We applaud the Puerto Rico Department of Treasury for its considerable effort and the high level 
of comprehensiveness in the Tax Expenditure Report. The Report is a significant improvement 
over the 2017 and 2018 reports.  
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We continue to encourage the Commonwealth Government, specifically Governor Pedro Pierluisi, 
the Legislature, and the Puerto Rico Department of Economic Development to rethink Puerto 
Rico’s development strategy, and to reduce the reliance on tax incentives as a tool for development.  
 
Finally, we look forward to the timely submission of the Tax Expenditure Report for tax year 2020. 
In accordance with the Certified Fiscal Plan, ultimately the tax expenditure report should be 
consistently delivered in December. 
 
 
Sincerely, 
 
 
Jaime A. El Koury 
General Counsel 
 
 
CC:  Hon. Governor Pedro Pierluisi 
 Hon. Manuel Cidre Miranda
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I. Overview of tax expenditures 

The report identifies 438 tax expenditures with aggregate cost of $23.7 billion. 

Although certain types of tax expenditures are not included in the Tax Expenditure Report, such as 
accelerated depreciation, tax benefits for pass-through businesses, and property tax incentives, among the 
tax expenditures reported, the expenditures appear to be concentrated in incentives offered to manufacturing 
companies operating in Puerto Rico.  

 
Table A.1.Tax expenditures by count  
   

Deductions Exclusions Exemptions 
Preferential Tax 

Rates Deferrals 
Grand 

Total 
Individual Income Tax           27                       8                  12                    54                      14                   -              115  
Business           88                     18                  16                    76                      44                  21  263 

Regular Corporate Income Tax           21                       4                    7                    39                        5                  10               86  
Incentives Acts (CIT)           35                       5                   -                       -                        21                    1               62  
Non-corporate business           32                       9                    9                    37                      18                  10            115  

SUT            -                        -                      4                    27                       -                     -                 31  
Excise Tax              1                      -                    16                    12                       -                     -                 29  

Total         116                     26                  48                  169                      58                  21            438  
 
Table A.2. Tax expenditures by dollar amount ($ in millions) 

  Credits Deductions Exclusions Exemptions 
Preferential Tax 

Rates Deferrals 
Grand 

Total 
Individual Income Tax $97.1 $338.0 $338.6 $1,364.0 $799.0 $0.0 $2,936.7 
Business $169.7 $20.2 $93.4 $194.9 $15,208.0 $270.3 $15,956.5 

Regular Corporate Income 
Tax $68.5 $5.4 $16.7 $96.3 $29.0 $160.6 $376.5 
Incentives Acts (CIT) $70.6 $6.6                  -                       -    $15,054.3 $9.9 $15,141.4 
Non-corporate business $30.6 $8.2 $76.7 $98.6 $124.7 $99.8 $438.6 

SUT            -                        -    $606.7 $3,664.1                      -                     -    $4,270.8 
Excise Tax $14.8                     -    $493.9 $12.4                      -                     -    $521.1 

Total $281.6 $358.2 $1,532.6 $5,235.4 $16,007.0 $270.3 $23,685.1 
 
Table A.3. Total value of tax expenditures by Report 
  2017 Report 2018 Report The Report 

2017 $21,192 $22,344 $22,510 

2018 -- $21,422 $21,080 

2019 -- -- $21,537 

2020 -- -- $21,665 

2021 -- -- $22,085 

2022 -- -- $23,287 

2023 -- -- $23,685 
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Figure A.1. Change in tax expenditures relative to 2018 value 

  

 
Figure A.2. Tax expenditures by year and tax type 

   

22%

17%

7%

26%

12%
14%

-5%

0%

5%

10%

15%

20%

25%

30%

2018 2019 2020 2021 2022 2023

Individual Income Tax Regular Corporate Income Tax Incentives Acts (CIT)
SUT Total tax expenditures Non-corporate business
Excise tax

70.6% 67.0% 66.3% 63.7% 65.6% 64.0% 63.9%

1.4%
1.5% 1.6%

1.6%
1.6% 1.6% 1.6%

0.3%

1.9% 1.9%

1.9%

1.9%
1.8% 1.9%

9.4%
11.4% 12.1% 12.0%

12.5% 12.3%
12.4%

16.2%
16.0% 15.7% 18.5%

16.1% 18.1% 18.0%

2.1%

2.2%
2.3% 2.3% 2.3%

2.2% 2.2%

$0

$5,000

$10,000

$15,000

$20,000

$25,000

2017 2018 2019 2020 2021 2022 2023

Incentives Acts (CIT) Regular Corporate Income Tax Non-corporate business Individual Income Tax SUT Excise tax

$22,510
$23,287

$22,085$21,665$21,537
$21,080

$23,685



APPENDIX A 
Tax Expenditures in Puerto Rico Relative to Other Jurisdictions  

(Page A-4) 

 

 
Figure A.3. Total tax expenditure as a percentage of GDP for FY2020* 
 

 
 
 
Puerto Rico’s tax expenditures are larger than those of other countries or jurisdictions in this sample. 
Expressed as a share of GDP, Puerto Rico’s tax expenditures are almost double that observed in United 
Kingdom (the jurisdiction with the second largest ratio of tax expenditures to GDP).   
 
 
 
* 2021 for Puerto Rico, United States, Massachusetts and Oregon. 
 
Sources:  

1. Puerto Rico Department of Treasury. (2022). 
https://hacienda.pr.gov/sites/default/files/tax_expenditure_report.pdf  

2. United States Department of Treasury (2022). https://home.treasury.gov/system/files/131/Tax-
Expenditures-FY2023.pdf 

3. UK, Australia, Brazil, France, Italy, Spain, Argentina: Global Tax Expenditures Database (2022) 
https://gted.net/data-download/. Data for Spain and France is for 2019. All other country data is 2020. 

4. Oregon Department of Revenue. (2022). https://www.oregon.gov/dor/programs/gov-
research/Documents/TE2123-Final.pdf 

5. Massachusetts Department of Treasury. (2022). https://www.mass.gov/doc/2021-tax-expenditure-
budget/download  
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Figure A.4. Total estimated tax expenditure as a share of Gross State Product 

  

Puerto Rico’s tax expenditures are larger than those of any of the sample states and the US federal 
government.   

Expressed as a share of GDP, Puerto Rico’s tax expenditures are almost four times that observed in 
Michigan (the jurisdiction with the next largest ratio of tax expenditures to GDP). Puerto Rico’s tax 
expenditures are also much larger than those offered by poorer states such as Alabama and Tennessee.    

 

 

NOTE: Gross States Product (GSP) data is gathered from the Bureau of Economic Analysis (BEA). We also calculate, for Puerto 
Rico, total tax expenditures as a share of Gross National Product (GNP) to be 31.1%. GNP includes net income from foreigners, 
GSP does not.  

Alabama, Connecticut and Ohio do not include tax expenditures that arise from federal income tax. A previous version of this 
report showed much higher tax expenditures for New York because the state’s tax expenditure report included an appendix 
reporting tax expenditures resulting from federal exclusions from income. In 2018, New York state decoupled from several federal 
tax provisions, and since then, this appendix was no longer included as part of the New York tax expenditure report. 

No state produces an entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between states is 
due to differences in levels of this comprehensiveness. 

*South Dakota’s tax expenditures are for 2020, Alabama and Michigan’s expenditures are for 2019. The remainder of the tax 
expenditure estimates are for 2021. The US tax total is not reduced for the cost of the refundable portion of tax credits, including 
the Earned Income Tax Credit (EITC). 

 

20.0%

6.4%
5.5%

4.2%
2.9% 2.4% 2.4% 2.4% 2.4% 2.1% 1.6% 1.3% 1.2%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%
31.1% using 

GNP



APPENDIX A 
Tax Expenditures in Puerto Rico Relative to Other Jurisdictions  

(Page A-6) 

 

 
Figure A.5. Total Tax expenditure as a share of total taxes 

 

Puerto Rico’s total tax expenditures sum to more than two times total tax revenue, by far exceeding levels 
observed in all other states in the analysis (as well as the US federal government).   

 

 

 

Note: Total tax expenditure includes tax expenditures associated with total individual income tax, corporate income tax, SUT, and 
excise tax, as well as other taxes included in state tax expenditure reports (excluding property tax). Similarly, total taxes include 
all taxes other than property tax.  

Alabama, Connecticut and Ohio do not include tax expenditures that arise from federal income tax. Further, no state produces an 
entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between states is due to differences in 
levels of this comprehensiveness. 

A previous version of this report showed much higher tax expenditures for New York because the state’s tax expenditure report 
included an appendix reporting tax expenditures resulting from federal exclusions from income. In 2018, New York state decoupled 
from several federal tax provisions, and since then, this appendix was no longer included as part of the New York tax expenditure 
report. 
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II. Individual income tax expenditures 

Figure A.6. Individual income tax expenditures as a share of individual income tax 
 

  

Puerto Rico’s individual income tax expenditures are larger relative to revenue than for the US federal tax 
system or the sample of states. This is predominantly due to the inclusion of tax expenditures that accrue 
to some pass-through entities, expenditures on income from outside of Puerto Rico, preferential rates on 
personal income tax from Incentive Acts exemptions for dividends, and Act 22-2012. 

States that consider personal exemptions a tax expenditure have generally higher individual income tax 
expenditures than other states.  

 

Note: To the extent possible, this analysis measures individual income tax expenditures and revenue by combining personal taxes 
with taxes from non-corporate business such as S Corp., LLC, Partnerships, and Sole Proprietorships. However, states vary 
significantly in how they classify income accruing to various forms of business organization. 

Tennessee’s income tax is only applied to interest and dividends and South Dakota has no income tax. Therefore, these two states 
are not included in this figure. Alabama, Connecticut and Ohio, do not include tax expenditures that arise from federal income tax. 
Further, no state produces an entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between 
states is due to differences in levels of this comprehensiveness. 

The base of the individual income tax is generally defined as the net income above what is required for subsistence and, since 
personal exemptions help define the level of income required for subsistence (i.e., the base), they should not be classified as a tax 
expenditure. Nonetheless, some states (Alabama, Michigan, and Oregon, in above chart) choose to include these exemptions as tax 
expenditures.    

*Connecticut estimates are low for several reasons: They do not have many deductions/exclusions/credits; they do add backs from 
the Adjusted Gross Income (AGI) and do not consider federal exemptions.  
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Figure A.7. Home mortgage interest deduction as a share of individual income tax 
 

  

Puerto Rico has the largest tax expenditures for the home mortgage interest deduction relative to income 
tax revenue.  

It is unclear why this is the case. One potential reason is that some states have a cap on the amount that may 
be deducted. Another potential reason is the relatively low household income in Puerto Rico and higher 
marginal tax rate, which would result in a larger relative tax effect for a given deduction. 

Not all states allow this deduction. 

 

Note: Home mortgage interest deduction refers to the deductibility of the interest paid by owners/occupants on mortgages on 
primary or secondary homes. Deductibility varies across states. Connecticut, Michigan, and Ohio do not have a deduction for home 
mortgage interest.   

Tennessee's income tax is only applied to interest and dividends and South Dakota has no income tax therefore these two states are 
not included in this figure. 

Alabama, Connecticut and Ohio do not include tax expenditures that arise from federal income tax. Further, no state produces an 
entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between states is due to differences in 
levels of this comprehensiveness. 
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Figure A.8. Pension/retirement tax expenditures as a share of individual income taxes 
 

 

Puerto Rico’s pension and retirement tax expenditures are equal to or smaller than those in half of the 
jurisdictions in the sample.     

 

 

Note: Pension/retirement tax expenditures include various types of tax incentives related to contributing to and withdrawing from 
retirement savings including pensions, IRA, cafeteria plans, social security, and others.  

Tennessee’s income tax is only applied to interest and dividends and South Dakota has no income tax. Therefore, these two states 
are not included in this figure.  

Alabama, Connecticut and Ohio do not include tax expenditures that arise from federal income tax. Further, no state produces an 
entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between states is due to differences in 
levels of this comprehensiveness. 
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Figure A.9. Health insurance & medical expense tax expenditures as a share of individual income 
taxes 

 

 

Puerto Rico’s health-related income tax expenditures are greater than all, but Minnesota. This is likely 
because the deduction is a function of Puerto Rico’s higher marginal tax rate. 

 

 

 

Note: Health insurance and medical expenses include various types of tax incentives including exclusions of employer/self-
employed contributions to medical insurance and deductions of medical and dental expenses.  

Tennessee’s income tax is only applied to interest and dividends and South Dakota has no income tax. Therefore, these two states 
are not included in this figure. 

Alabama, Connecticut and Ohio do not include tax expenditures that arise from federal income tax. Further, no state produces an 
entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between states is due to differences in 
levels of this comprehensiveness. 

  

16.5%

12.8%
12.1%

10.7%

9.4% 9.4% 9.0%

0.2%

1.5%
0.8%

0.1%
0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

States that include tax 
expenditures that arise from 
federal income tax 
conformity 

States that do not 
include tax 
expenditures that 
arise from federal 
income tax 
conformity 



APPENDIX A 
Tax Expenditures in Puerto Rico Relative to Other Jurisdictions  

(Page A-11) 

 

 
Figure A.10. Charitable contribution tax expenditures as a share of individual income taxes 
 

 

 

Puerto Rico’s tax expenditure for charitable contributions is in line with other jurisdictions in the sample.  

Not all states allow a deduction for charitable contributions. 

 

 

 

Note: There is variation in how states define eligible contributions. Michigan eliminated deductions for charitable contributions in 
2011-12; Massachusetts, Ohio and Connecticut do not provide a deduction for charitable contributions.  

Tennessee’s income tax is only applied to interest and dividends and South Dakota has no income tax. Therefore, these two states 
are not included in this figure.  

Alabama, Connecticut and Ohio do not include tax expenditures that arise from federal income tax. Further, no state produces an 
entirely comprehensive set of tax expenditure estimates. As a result, some of the variance between states is due to differences in 
levels of this comprehensiveness. 
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III. Corporate income tax expenditures 
 
Figure A.11. Corporate income tax expenditures as a share of corporate income taxes  
 

 

 

 
Puerto Rico has (by far) the highest corporate income tax expenditures, compared to other jurisdictions in 
the sample. This is mainly due to the high tax expenditures for preferential tax rates for foreign corporations.   

Puerto Rico has relatively small tax expenditures for other deductions, exclusions/exemptions and credits 
(as shown in the following charts). This may indicate smaller incentives for local corporations. 

 

Note: For this analysis, we consider corporate income tax to be any tax levied on the net income of corporate entities. There is 
variation across states in naming this type of tax, variations include: Corporate Franchise Tax, Tax on Business Activity, and Bank 
Tax among others.  

South Dakota and Ohio do not levy a corporate income tax. However, Ohio does levy a gross receipts tax. Therefore, they are not 
included in this figure.   

*Tennessee’s tax expenditure budget focuses mainly on the sales and use tax. Some expenditures related to the Corporate franchise 
and excise tax are listed, but this is not a comprehensive accounting of all related tax expenditures. Further, Tennessee’s tax base 
itself is less comprehensive and not entirely net income based.  
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Figure A.12. Preferential tax rates as a share of corporate income taxes 

  

 
Puerto Rico has very high levels of tax expenditures due to preferential tax rates, which mainly benefit 
foreign owned corporations. Preferential rates are granted via the Incentives Acts. Examples include Act 
135-1997, Act 73-2008 and Act 20-2012. 

Preferential tax rates are not common in US states. Some preferential tax rates are found in federal tax 
expenditures and amount to 16% of tax expenditures, the bulk of which are reduced tax rates on active 
income of controlled foreign corporations (normal tax method).  

 

Note: South Dakota and Ohio do not levy a corporate income tax. However, Ohio does levy a gross receipts tax. Therefore, they 
are not included in this figure.   
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Figure A.13. Deductions as a share of corporate income taxes 
 

 

 
Puerto Rico has one of the lowest levels of tax expenditures for corporate deductions. In part, this may be 
due to Puerto Rico’s exclusion of accelerated depreciation from its set of measured tax expenditures (despite 
its inclusion in the introductory text of the Report). 

 

 

 

Note: South Dakota and Ohio do not levy a corporate income tax. However, Ohio does levy a gross receipts tax. Therefore, they 
are not included in this figure.  

Notable deductions include: Deduction for foreign-derived intangible income from trade or business within the US; deductibility 
of charitable contributions; expensing of research and development costs; net operating loss carry-forward; deductions related to 
preferred depreciation schedules; and expensing of business property. In Puerto Rico, notable deductions include a special 
deduction for human resources training and improvement and deductibility of charitable contributions.   

*Alabama starts with AGI and then deducts federal income taxes paid/accrued within the taxable year. This accounts for a large % 
of deductions. Excluding this, Alabama’s deductions as a share of Corporate Income Tax (CIT) receipts would amount to 18%.   
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Figure A.14. Exclusions/Exemptions as a share of corporate income taxes 
 

 

Puerto Rico has one of the lowest levels of tax expenditures for corporate exclusions and exemptions.   

 

Note: South Dakota and Ohio do not levy a corporate income tax. However, Ohio does levy a gross receipts tax. Therefore, they 
are not included in this figure.   

Notable exclusions/exemptions: Exemption of credit union income; exclusion of life insurance death benefits; and exclusion of 
interest on state and local bonds. Puerto Rico notable exemptions/exclusions: Obligations of the US government, states, territories 
or political subdivisions, and income derived from discharge of debts.  
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Figure A.15. Credits as a share of corporate income taxes 
 

 

Puerto Rico has one of the lowest tax expenditures for corporate tax credits.   

 

 

 

Note: South Dakota and Ohio do not levy a corporate income tax. However, Ohio does levy a gross receipts tax. Therefore, they 
are not included in this figure.   

Notable credits include: Credit for research activities; credit for low-income housing investments; investment and employment tax 
credits; fixed capital credit; and enterprise zone tax credits. In Puerto Rico, notable credits include investment credits as part of Act 
73-2008; investment in film industry credits; and credits for purchases related to tourism development.  

*Michigan’s high level of credits is driven by the Michigan Economic Growth Authority (MEGA) credit, which alone amounts to 
33.3% of CIT.   
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IV. Sales and use tax expenditures 

Figure A.16. Sales and use tax expenditures as a share of SUT 
 

 

 

 
Puerto Rico has a relatively large tax expenditure under its SUT. Much of the reason is that Puerto Rico 
includes exemptions for services as a tax expenditure, while many other states do not. Relatively high levels 
of exclusions in Puerto Rico are for food purchases for home consumption, drugs and medical devices, and 
utilities. 

Michigan more comprehensively considers services tax exclusion than do many other states and, as a result, 
shows the highest level of overall SUT tax expenditures, but lower non-services tax expenditures. 

 

Note: For this analysis we consider sales and use tax to be a broad-based ad valorem tax (generally levied at a uniform rate) on the 
sale or use of any product or service with the exclusion of any specific, unit or ad valorem additional taxes levied on specific 
targeted or classes of products or services, such as cigarettes or alcohol, which generally fall under the category of excise tax.  
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Figure A.17. Food tax expenditures as a share of sales and use taxes  

 

Puerto Rico’s SUT tax expenditures for food are very high compared to other states in the sample. This is 
potentially due to high food consumption as a share of income in Puerto Rico (roughly 14% of personal 
consumption in Puerto Rico compared to about 7% for the US as a whole) due to lower average incomes.  

Ohio exempts food from the SUT but does not include the revenue foregone from its exemption as a tax 
expenditure. The 0.2% represents the exemption of food sold to students on school premises. 

 

 

Note: Food tax expenditures include all food sales to the end consumer including sales in vending machines, sales using food 
stamps, food sold in school cafeterias and others. Most states fully tax prepared foods sold in restaurants.  

*Tennessee does not exempt food from the SUT. Rather, it is taxed at a lower (4%) rate. 

**Alabama and South Dakota do not exempt food from the SUT. Estimates in the figure include purchases made with food stamps.   
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Figure A.18. Drugs and personal use medical device tax expenditures as a share of sales and use 
taxes   

 

 

Puerto Rico SUT tax expenditures for drugs and medical devices are higher than most other states in the 
analysis.   

 

 

 

 

 

 

Note: Drug and personal use include all sales of prescription and non-prescription drugs and medical devices and products not used 
for commercial purposes. In Puerto Rico, this includes the exemption of prescription medicine for human consumption, including 
jars, lids, security tags and bags inherent to the office of prescription drugs.   

*Estimates of South Dakota’s health related tax expenditure are not disaggregated and include both goods and services.   
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Figure A.19. Utility and fuel tax expenditures as a share of sales and use taxes 
 

 

Utility/fuel tax expenditures in Puerto Rico are on the high side of the range observed by most comparison 
states.  

 

 

 

 

Note: Utility and fuel include all motor fuel or any type of fuel used for final consumption, electricity, and water. In Puerto Rico, 
this includes gasoline, aviation fuel, gas oil or diesel oil, crude petroleum, oil byproducts and finished products, and any other 
mixture of hydrocarbons, except propane gas and its byproducts or gases of a similar nature, electricity generated by the Electric 
Power Authority or any other organization that generates electricity, and Water supplied by the Aqueduct and Sewer Authority.  

*Alabama taxes utilities and fuel under excise taxes and omits them from the sales and use tax. However, the taxation of a 
commodity under the excise tax does not alleviate its potential tax liability under the general SUT. Failure to consider this exclusion 
is not normal.   
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Figure A.20. Medical services tax expenditures as a share of sales and use taxes  
 

 

Puerto Rico’s tax expenditure for the exemption of medical services is comparable to that provided by 
several other states in the sample.  

Not all states include estimates for tax expenditures related to medical services. Nonetheless, medical 
services are exempt in almost all US states.  

 

 

 

Note: Medical services are exempt from the SUT in all of Alabama, California, Minnesota, New York, Ohio, and South Dakota. 
However, estimates of tax expenditures related to these services are either not included in reports or not quantified.  
 
*Estimates of South Dakota’s health related tax expenditure are not disaggregated and include both goods and services.   
 
**Estimates for New York include medical emergency alarm services and veterinarian services 
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Figure A.21. Vehicle tax expenditures as a share of sales and use taxes 

 

Puerto Rico’s vehicle tax expenditures are higher than those in most other states in the sample. 

Puerto Rico taxes vehicles under the motor vehicle excise tax and considers the exclusion of vehicles from 
the SUT a tax expenditure. This treatment may be problematic, as it may be for other US states. 

Some US states exclude motor vehicles from the SUT in order to apply a separate excise tax on the sale of 
motor vehicles. The SUT exclusion still may be a tax expenditure, but interpretation is difficult because of 
the separate tax. In some states the excise tax is equal to the sales tax (Maryland). If the foregone revenue 
from excluding vehicles from SUT is to be included in the calculation of tax expenditures, it may be 
appropriate to net out the revenue accrued from the separate tax on motor vehicle sales.  From a conceptual 
perspective, it depends on the purpose of the excise tax. If simply to tax consumption, the excise tax is the 
same as a sales tax. If it is for regulatory purposes, the sales tax should also be levied. 

Note: Exemptions of vehicles from the SUT include tax-on-the-difference in the case of trade-ins, and exclusion of vehicles 
purchased by nonresidents. 

Alabama taxes automotive vehicles at a lower 2% rate instead of normal 4% rate. Connecticut, Massachusetts, Michigan, 
Minnesota, New York, and Ohio provide an exemption for trade-in allowances where vehicles purchased in a trade-in transaction 
are only subject to the SUT on the excess of the purchase price over the amount credited for the trade in. Connecticut, Michigan, 
and Ohio, as well as most other states, also exempt vehicles purchased by nonresidents and for out of state use, keeping with the 
principal of levying a consumption tax based on the location of consumption and not tax expenditures. Tennessee provides an 
exemption for motor vehicles purchased by active-duty military personnel. California does not provide an exemption for trade-ins. 
South Dakota does provide for an exemption for trade-in allowance. However, the amount of the related tax expenditure is not 
provided.  
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V. Excise tax expenditures 

Figure A.22. Excise tax expenditures as a share of excise taxes 

 

 

 

Puerto Rico’s tax expenditures for excise taxes are higher than most states in this sample, although some 
states appear to have much lower excise tax expenditures. 

Low estimates in some states may reflect an inappropriately narrow conception of the baseline excise tax 
against which the actual excise tax system is measured. Low measured tax expenditures do not necessarily 
imply the absence of tax breaks, broadly conceived. This seems likely to be the case for New York, which 
provides no estimates at all. California, South Dakota, and Tennessee only provide estimates for a few 
excise taxes. A more detailed analysis is required to fully understand differences between state estimates  

 

Note: For this analysis, we consider excise taxes to be any specific, unit or ad valorem tax levied on the sale or use of specific 
targeted or classes of products or services, including cigarettes, alcohol, gasoline, among others. Puerto Rico’s excise taxes include 
taxes on vehicles, cigarettes, fuel, crude oil and petroleum products, and distilled spirits and alcoholic beverages.  

*Connecticut’s high estimate is a result of a $700 million tax expenditure for the exemption of sales and transfers of fuel to licensed 
motor vehicle fuel distributors. This one item makes up roughly 55% of Connecticut’s excise tax expenditures.  
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Figure A.23. Alcoholic beverage tax expenditures as a share of alcoholic beverage excise taxes   

 

Puerto Rico has significantly higher alcoholic beverages excise tax expenditures than do other states in the 
sample.  

Puerto Rico’s tax expenditures reflect $42.3 million of exemptions of sales to armed forces of the US, 
including the National Guard of Puerto Rico, and a $10.8 million exemption and preferential rate to beer 
and malt extract. These are very large compared to similar tax breaks offered by US states.   

 

 

 

Note: Alabama, Ohio, Oregon, and Michigan governments directly control the sales of alcoholic beverages, specifically distilled 
spirits. Revenue in these states is generated from various taxes, fees, price mark-ups, and profits. We added Louisiana to the analysis 
for this figure.   
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Figure A.24. Fuel tax expenditures as a share of fuel tax receipts 

 

Puerto Rico’s tax expenditure for fuel is large compared to most US states in the sample. 

Connecticut estimates are very high and mainly driven by the exemption of sales and transfers of fuel to 
licensed motor vehicle fuel distributors. 

 

 

 

 

Note: Expenditures related to the generation of power are excluded from Puerto Rico’s estimate since other states do not include 
these expenditures.  

269.1%

9.4% 3.7% 2.9% 0.9% 0.8% 0.6%
0%

50%

100%

150%

200%

250%

300%

These States do not provide an 
estimate of the tax expenditure. 



APPENDIX A 
Tax Expenditures in Puerto Rico Relative to Other Jurisdictions  

(Page A-26) 

 

 
VI. Further background on tax expenditure methodology 

There is significant variation among states in the methodology and comprehensiveness of their tax expenditure (TE) budgets, the table below provides 
a summary. This makes it difficult to meaningfully compare measured tax expenditures across states. Variations are often experienced when 
comparing tax expenditures across jurisdictions, including factors related to:  

Comprehensiveness: The more comprehensive the baseline tax system, the larger measured tax expenditures will be. 

Conformity: Conformity to the federal income tax system is one important sub-issue. Generally, states that do not conform, do not incorporate 
federal exclusions and deductions in their tax expenditure reports. 

Relative importance of tax: The relative importance of tax sources also can influence measured TEs. Some states rely more heavily on consumption 
taxes, while others rely more heavily on income taxes.   

Tax baseline: States have very different sales and excise tax baselines, and many deviate significantly from any reasonable idea of an appropriate 
comprehensive base for such taxes. Some states impose very small or no income taxes, and do not count the lack of tax on many types of income as 
a tax expenditure. In contrast, other states with broader income taxes, count even modest tax reductions as tax expenditures. 

Focus of TE analysis: Another issue is whether states choose to focus their TE budget on the general fund revenue or all revenue funds. Ohio and 
South Dakota limit their analysis to the general fund revenue and this results in lower observed TEs (in dollars, but not necessarily as a percent of 
revenue). 

Table A.4. Tax conformity and tax levies by state 
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Table A.5. Summary of total estimated tax expenditures ($ in mm) and share of tax 

 
*Gross States Product (GSP) data is gathered from the Bureau of Economic Analysis (BEA).  

**Property tax estimates only consider real property. In Puerto Rico, there is a significant difference between what is levied and what is collected. In 2021, $839 million in real 
property taxes were levied, of which only $678 million were collected. In this analysis, we use the tax levy figure.     

Source: The tax expenditure numbers are gathered from the most recent publicly available state-by-state tax expenditure reports. The tax revenue numbers are collected from the 
state-by-state publicly available budget/CAFR/revenue reports for the same fiscal year as the tax expenditures data are gathered. Data on Puerto Rico revenue is gathered from the 
Government of Puerto Rico Department of Treasury website. 

Notes: See next page.  

 

 

 

State Puerto Rico United States Alabama California Connecticut Massachusetts Michigan Minnesota New York Ohio Oregon
South 

Dakota Tennessee

Gross State Product $106,576 $22,996,086 $247,093 $3,356,631 $296,498 $636,514 $568,413 $412,001 $1,853,926 $736,450 $266,943 $61,206 $418,294
Total taxes (w. property tax) $12,561 $3,094,789 $13,966 $181,288 $21,703 $29,796 $43,507 $36,914 $82,376 $32,524 $25,212 $2,101 $19,742
Total taxes (w/o property tax) $11,722 $3,094,789 $13,498 $181,288 $21,703 $29,796 $28,214 $26,587 $82,376 $32,524 $16,867 $2,101 $19,742
Individual income tax $2,145 $2,044,377 $5,580 $105,254 $10,340 $17,389 $11,784 $14,369 $54,967 $10,405 $9,909 $0 $11
Corporate income tax $2,722 $371,831 $974 $16,007 $1,153 $2,523 $1,698 $2,404 $5,110 $0 $651 $0 $2,658
SUT $3,120 $0 $3,410 $40,995 $5,276 $6,846 $10,554 $6,755 $14,146 $14,151 $0 $1,249 $12,358
Excise taxes $2,744 $0 $2,448 $11,179 $1,211 $1,372 $2,096 $1,549 $1,972 $4,258 $921 $404 $2,154
Property tax $839 $0 $468 $0 $0 $0 $15,293 $10,327 $0 $0 $8,600 $0 $0
Total tax expenditure (w. property tax expenditure) $22,420 $1,467,070 $5,215 $78,904 $15,559 $7,653 $43,700 $22,157 $28,776 $9,491 $13,163 $1,489 $9,955
Total tax expenditure (w/o property tax expenditure) $21,263 $1,467,070 $5,164 $78,904 $6,996 $7,653 $31,333 $17,268 $28,776 $9,491 $7,656 $1,489 $9,955
Individual Income Tax $2,601 $1,349,910 $2,865 $59,156 $470 $9,749 $10,456 $7,422 $11,758 $2,298 $7,238 $0 $0
Corporate Income Tax $14,147 $117,160 $405 $6,578 $313 $2,196 $1,021 $941 $1,628 $677 $377 $16 $141
Sales and Use Tax $4,006 $0 $1,308 $13,021 $4,471 $5,456 $19,430 $8,261 $13,820 $5,692 $0 $1,456 $9,487
Excise Tax $509 $0 $178 $49 $1,284 $0 $68 $277 $0 $126 $38 $1 $6
Property tax $1,157 $0 $50 $0 $8,562 $0 $12,367 $4,889 $0 $0 $5,507 $0 $0
Total tax expenditure (without property tax) as a share of:
Total tax expenditure share of GSP 20% 6% 2% 2% 2% 1% 6% 4% 2% 1% 3% 2% 2%
Total tax expenditure share of total taxes 181% 47% 38% 44% 32% 26% 111% 65% 35% 29% 45% 71% 50%
Individual Income Tax 121% 66% 51% 56% 5% 56% 89% 52% 21% 22% 73% NA 0%
Corporate Income Tax 520% 32% 42% 41% 27% 87% 60% 39% 32% NA 58% NA 5%
Sales and Use Tax 128% NA 38% 32% 85% 80% 184% 122% 98% 40% NA 117% 77%
Excise Tax 19% NA 7% 0% 106% 0% 3% 18% 0% 3% 4% 0% 0%
Property tax 138% NA 11% NA NA NA 81% 47% NA NA 64% NA NA
Taxes as a share of total taxes
Individual income tax 18% 66% 41% 58% 48% 58% 42% 54% 67% 32% 59% 0% 0%
Corporate income tax 23% 12% 7% 9% 5% 8% 6% 9% 6% 0% 4% 0% 13%
SUT 27% 0% 25% 23% 24% 23% 37% 25% 17% 44% 0% 59% 63%
Excise taxes 23% 0% 18% 6% 6% 5% 7% 6% 2% 13% 5% 19% 11%

* 

** 
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Table A.6. Summary of tax expenditures by major tax expenditure items ($ in mm) 

 
Continued 

Note: Total tax expenditure includes tax expenditures associated with total individual income tax, corporate income tax, SUT, and excise tax, as well as other taxes included in state 
tax expenditure reports (excluding property tax). Similarly, total taxes include all taxes but excludes property taxes, which accrue to jurisdictions other than the state. The property 
tax and property tax expenditure data are provided for states if covered in state tax expenditure reports. 

  

State Puerto Rico United States Alabama California Connecticut Massachusetts Michigan Minnesota New York Ohio Oregon
South 

Dakota Tennessee
Individual Income Tax $2,601 $1,349,910 $2,865 $59,156 $470 $9,749 $10,456 $7,422 $11,758 $2,298 $7,238 $0 $0

Pension/Retirement $169 $223,390 $501 $16,840 $64 $3,414 $1,590 $2,406 $2,367 $118 $1,612 $0 $0
Health Insurance/Medical expenses $276 $248,290 $84 $9,900 $12 $1,569 $1,264 $2,371 $97 $79 $934 $0 $0
Social Security Benefits $159 $27,440 $192 $4,400 $167 $1,112 $735 $446 $1,564 $338 $881 $0 $0
Home mortgage interest deduction $209 $29,370 $173 $4,000 $0 $0 $0 $83 $651 $0 $564 $0 $0
Charitable contribution $38 $62,520 $213 $2,300 $0 $64 $0 $183 $596 $0 $329 $0 $0
Personal exemption $0 $0 $195 $0 $0 $0 $1,418 $0 $0 $0 $654 $0 $0

Corporate Income Tax $14,147 $117,160 $405 $6,578 $313 $2,196 $1,021 $941 $1,628 $677 $377 $16 $141
Deductions $11 $34,740 $314 $471 $91 $500 $1 $241 $454 $0 $112 $0 $0
Exclusions/Exemptions $32 $18,200 $0 $2,920 $0 $570 $234 $164 $0 $0 $16 $0 $0
Credits $133 $42,830 $91 $2,822 $220 $680 $765 $103 $1,009 $0 $1 $0 $141
Preferential rates $14,424 $19,520 $0 $350 $0 $0 $0 $0 $107 $0 $0 $0 $0

Sales and Use Tax $4,006 $0 $1,308 $13,021 $4,471 $5,456 $19,430 $8,261 $13,820 $5,692 $0 $1,456 $9,487
Food exemption $933 $0 $52 $5,598 $491 $875 $1,558 $1,100 $2,239 $24 $0 $6 $454
Perscription drug and medical device $276 $0 $289 $3,328 $461 $609 $779 $559 $1,737 $584 $0 $315 $908
Utility/fuel Total $365 $0 $0 $2,338 $747 $1,128 $269 $803 $1,057 $361 $0 $41 $1,300
Health and medical services exemption $750 $0 $0 $0 $415 $0 $3,818 $0 $49 $0 $0 $315 $2,464
Vehicle exclusion $222 $0 $340 $0 $154 $126 $127 $10 $1,061 $254 $0 $0 $6
Services $295 $0 $0 $2,217 $799 $1,146 $14,337 $3,914 $2,039 $252 $0 $284 $5,984

Excise Tax $509 $0 $178 $49 $1,284 $0 $68 $277 $0 $126 $38 $1 $6
Tobacco/Cigarette Tax $0 $0 $101 $0 $21 $0 $18 $49 $0 $16 $0 $0 $0
Alcoholic Beverage tax $53 $0 $7 $0 $0 $0 $0 $3 $0 $4 $4 $0 $0
Fuels $58 $0 $26 $49 $1,279 $0 $50 $7 $0 $0 $6 $0 $0

Property tax $1,157 $0 $50 $0 $8,562 $0 $12,367 $4,889 $0 $0 $5,507 $0 $0
Total tax expenditure (w. property tax expenditure) $22,420 $1,467,070 $5,215 $78,904 $15,559 $7,653 $43,700 $22,157 $28,776 $9,491 $13,163 $1,489 $9,955
Total tax expenditure (w/o property tax expenditure) $21,263 $1,467,070 $5,164 $78,904 $6,996 $7,653 $31,333 $17,268 $28,776 $9,491 $7,656 $1,489 $9,955



APPENDIX A 
Tax Expenditures in Puerto Rico Relative to Other Jurisdictions  

(Page A-29) 

 

 
Table A.7. Summary of tax expenditures as a portion of the taxes collected from each tax category (%) 

 

  

State Puerto Rico United States Alabama California Connecticut Massachusetts Michigan Minnesota New York Ohio Oregon
South 

Dakota Tennessee
Individual Income Tax 121% 66% 51% 56% 5% 56% 89% 52% 21% 22% 73% NA 0%

Pension/Retirement tax expenditures as share of ind. Income tax 8% 11% 9% 16% 1% 20% 13% 17% 4% 1% 16% NA 0%
Health Insurance/Medical expenses tax expenditures as share of ind. 
Income tax 13% 12% 2% 9% 0% 9% 11% 17% 0% 1% 9% NA 0%
Social Security tax expenditures as share of ind. Income tax 7% 1% 3% 4% 2% 6% 6% 3% 3% 3% 9% NA 0%
Home mortgage interest deduction as share of ind. Income tax 10% 1% 3% 4% 0% 0% 0% 1% 1% 0% 6% NA 0%
Charitable contribution tax expenditures as share of ind. Income tax 2% 3% 4% 2% 0% 0.4% 0% 1% 1% 0% 3% NA 0%
Personal exemption 0% 0% 3% 0% 0% 0% 12% 0% 0% 0% 7% NA 0%

Corporate Income Tax 520% 32% 42% 41% 27% 87% 60% 39% 32% NA 58% NA 5%
Deductions as share of corp. income tax 0% 9% 32% 3% 8% 20% 0% 10% 9% NA 17% NA 0%
Exclusions/Exemptions as share of corp. income tax 1% 5% 0% 18% 0% 23% 14% 7% 0% NA 2% NA 0%
Credits as share of corp. income tax 5% 12% 9% 18% 19% 27% 45% 4% 20% NA 0% NA 5%
Preferential rates as share of corp. income tax 530% 5% 0% 2% 0% 0% 0% 0% 2% NA 0% NA 0%

Sales and Use Tax 128% NA 38% 32% 85% 80% 184% 122% 98% 40% NA 117% 77%
Food tax expenditures as share of SUT 30% NA 2% 14% 9% 13% 15% 16% 16% 0% NA 0% 4%

Perscription drug and medical device tax expenditures as share of SUT 9% NA 8% 8% 9% 9% 7% 8% 12% 4% NA 25% 7%
Utility/fuel tax expenditures as share of SUT 12% NA 0% 6% 14% 16% 3% 12% 7% 3% NA 3% 11%
Medical services tax expenditures as share of SUT 24% NA 0% 0% 8% 0% 36% 0% 0% 0% NA 25% 20%
Vehicle tax expenditures as share of SUT 7% NA 10% 0% 3% 2% 1% 0% 8% 2% NA 0% 0%
Services tax expenditures as share of SUT 9% NA 0% 5% 15% 17% 136% 58% 14% 2% NA 23% 48%

Excise Tax 19% NA 7% 0% 106% 0% 3% 18% 0% 3% 4% 0% 0%
Tobacco/Cigarette tax expenditures as share of excise taxes 0% NA 59% 0% 6% 0% 4% 8% 0% 2% 0% NA NA
Alcoholic Beverage tax expenditures as share of excise taxes 20% NA NA 0% 0% 0% 0% 3% 0% 4% NA NA NA
Fuel tax expenditures as share of excise taxes 9% NA 3% 1% 269% 0% 4% 1% 0% 0% 1% NA NA

Property tax 138% NA 11% NA NA NA 81% 47% NA NA 64% NA NA

Total tax expenditure (w. property tax expenditure) share of GSP 21% 6% 2% 2% 5% 1% 8% 5% 2% 1% 5% 2% 2%

Total tax expenditure (w/o property tax expenditure) share of GSP 20% 6% 2% 2% 2% 1% 6% 4% 2% 1% 3% 2% 2%

Total tax expenditure (w. property tax expenditure) share of tax 178% 47% 37% 44% 72% 26% 100% 60% 35% 29% 52% 71% 50%

Total tax expenditure (w/o property tax expenditure) share of tax 181% 47% 38% 44% 32% 26% 111% 65% 35% 29% 45% 71% 50%
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Table A.8. Sources 
Tax expenditures sources 

Alabama https://phs4j.com/alison/docs/2022_Tax_Expenditure_Report 

Connecticut https://www.cga.ct.gov/ofa/Documents/year/TER/2020TER-20200203_Tax%20Expenditure%20Report%20FY%2020.pdf  

South Dakota https://bfm.sd.gov/budget/rec20/FY20TaxExpenditures.pdf  

California https://dof.ca.gov/wp-content/uploads/Forecasting/Economics/Documents/Tax_ExpenditureReport_2020-21.pdf  

Massachusetts https://www.mass.gov/doc/2021-tax-expenditure-budget/download  

Michigan https://sigma.michigan.gov/EI360TransparencyApp/files/Tax%20Expenditure%20Reports/Tax%20Expenditure%20Report%202018.pdf  

Minnesota https://www.revenue.state.mn.us/sites/default/files/2020-02/2020%20Tax%20Expenditure%20Budget_0.pdf  

New York https://www.budget.ny.gov/pubs/archive/fy22/ex/ter/fy22ter.pdf  

Ohio https://tax.ohio.gov/static/communications/publications/fy22-23taxexpenditurereport.pdf  

Tennessee https://www.tn.gov/content/dam/tn/finance/budget/documents/2022BudgetDocumentVol1.pdf  

United States https://home.treasury.gov/system/files/131/Tax-Expenditures-FY2023.pdf  

Oregon https://www.oregon.gov/dor/programs/gov-research/Documents/TE2123-Final.pdf  

Tax revenue sources 

Alabama https://revenue.alabama.gov/wp-content/uploads/2021/12/2021-Annual-Report.pdf  

Connecticut https://www.osc.ct.gov/reports/annual/2021/OSCAnnualReport_Budgetary_2021.pdf  

South Dakota  https://bfm.sd.gov/cafr/SD_CAFR_2018.PDF#view=fit  

California 

https://www.ebudget.ca.gov/2022-23/pdf/BudgetSummary/FullBudgetSummary.pdf  

https://www.ebudget.ca.gov/2020-21/pdf/BudgetSummary/FullBudgetSummary.pdf  

http://www.ebudget.ca.gov/2019-20/pdf/BudgetSummary/RevenueEstimates.pdf  

Massachusetts https://www.mass.gov/doc/fy20-annual-report/download  

Michigan  
https://www.michigan.gov/budget/-/media/Project/Websites/budget/Fiscal/Executive-Budget/Current-Exec-Rec/Current-Supporting/Fiscal-Year-2023-Executive-Budget-
Book.pdf?rev=948bd48bee624cbe9660ea83c9955c5f&hash=E06C7E695D746A81B6BBD32FF7792490  

https://www.michigan.gov/documents/treasury/STAR_2019-20_730605_7.pdf  

Minnesota https://mn.gov/mmb/assets/2021%20-%20Final%20ACFR%20-%20accessible_tcm1059-513497.pdf  

New York https://www.osc.state.ny.us/reports/finance/2021-fcr/appendix-3-state-receipts-major-source  

Ohio https://archives.obm.ohio.gov/Files/Budget_and_Planning/Operating_Budget/Fiscal_Years_2022-2023/ExecutiveBudget/Book1_BudgetRecommendations/Sections/BudgetRecommendations_FY2022-
2023_SectionB-EconomicForecast.pdf  

Tennessee https://www.tn.gov/content/dam/tn/finance/budget/documents/2023BudgetDocumentVol1.pdf  

United States https://www.whitehouse.gov/omb/budget/historical-tables/  

Oregon https://www.oregon.gov/das/financial/documents/2021-23_gb.pdf  

 

https://phs4j.com/alison/docs/2022_Tax_Expenditure_Report
https://www.cga.ct.gov/ofa/Documents/year/TER/2020TER-20200203_Tax%20Expenditure%20Report%20FY%2020.pdf
https://bfm.sd.gov/budget/rec20/FY20TaxExpenditures.pdf
https://dof.ca.gov/wp-content/uploads/Forecasting/Economics/Documents/Tax_ExpenditureReport_2020-21.pdf
https://www.mass.gov/doc/2021-tax-expenditure-budget/download
https://sigma.michigan.gov/EI360TransparencyApp/files/Tax%20Expenditure%20Reports/Tax%20Expenditure%20Report%202018.pdf
https://www.revenue.state.mn.us/sites/default/files/2020-02/2020%20Tax%20Expenditure%20Budget_0.pdf
https://www.budget.ny.gov/pubs/archive/fy22/ex/ter/fy22ter.pdf
https://tax.ohio.gov/static/communications/publications/fy22-23taxexpenditurereport.pdf
https://www.tn.gov/content/dam/tn/finance/budget/documents/2022BudgetDocumentVol1.pdf
https://home.treasury.gov/system/files/131/Tax-Expenditures-FY2023.pdf
https://www.oregon.gov/dor/programs/gov-research/Documents/TE2123-Final.pdf
https://revenue.alabama.gov/wp-content/uploads/2021/12/2021-Annual-Report.pdf
https://www.osc.ct.gov/reports/annual/2021/OSCAnnualReport_Budgetary_2021.pdf
https://bfm.sd.gov/cafr/SD_CAFR_2018.PDF#view=fit
https://www.ebudget.ca.gov/2022-23/pdf/BudgetSummary/FullBudgetSummary.pdf
https://www.ebudget.ca.gov/2020-21/pdf/BudgetSummary/FullBudgetSummary.pdf
http://www.ebudget.ca.gov/2019-20/pdf/BudgetSummary/RevenueEstimates.pdf
https://www.mass.gov/doc/fy20-annual-report/download
https://www.michigan.gov/budget/-/media/Project/Websites/budget/Fiscal/Executive-Budget/Current-Exec-Rec/Current-Supporting/Fiscal-Year-2023-Executive-Budget-Book.pdf?rev=948bd48bee624cbe9660ea83c9955c5f&hash=E06C7E695D746A81B6BBD32FF7792490
https://www.michigan.gov/budget/-/media/Project/Websites/budget/Fiscal/Executive-Budget/Current-Exec-Rec/Current-Supporting/Fiscal-Year-2023-Executive-Budget-Book.pdf?rev=948bd48bee624cbe9660ea83c9955c5f&hash=E06C7E695D746A81B6BBD32FF7792490
https://www.michigan.gov/documents/treasury/STAR_2019-20_730605_7.pdf
https://mn.gov/mmb/assets/2021%20-%20Final%20ACFR%20-%20accessible_tcm1059-513497.pdf
https://www.osc.state.ny.us/reports/finance/2021-fcr/appendix-3-state-receipts-major-source
https://archives.obm.ohio.gov/Files/Budget_and_Planning/Operating_Budget/Fiscal_Years_2022-2023/ExecutiveBudget/Book1_BudgetRecommendations/Sections/BudgetRecommendations_FY2022-2023_SectionB-EconomicForecast.pdf
https://archives.obm.ohio.gov/Files/Budget_and_Planning/Operating_Budget/Fiscal_Years_2022-2023/ExecutiveBudget/Book1_BudgetRecommendations/Sections/BudgetRecommendations_FY2022-2023_SectionB-EconomicForecast.pdf
https://www.tn.gov/content/dam/tn/finance/budget/documents/2023BudgetDocumentVol1.pdf
https://www.whitehouse.gov/omb/budget/historical-tables/
https://www.oregon.gov/das/financial/documents/2021-23_gb.pdf
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