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Bad economy is no obstacle to starting a business

Time is up

For local entrepreneur Edwin Rodríguez, opening Webzone Café & Restaurant
during a recession represented an opportunity to fill a need in local market
BY JOSÉ L. CARMONA

josec@casiano.com

Legislature’s and Governor’s approval required
before June 30, but it isn’t over until it’s over

W

hile most entrepreneurs would think twice
before embarking on a business venture
during a lingering recession, Edwin Rodríguez
and his wife Gloria saw it as the perfect time to
start their business, Webzone Café & Restaurant,
in Bayamón’s Forest Hills sector. The Internet
café and restaurant officially opened its doors
last January in a 2,682-square-foot commercial
space in the Forest Hills Plaza on busy PR-167
in Bayamón.
Some five years ago, Rodríguez, an expert
computer technician and father of two, came
up with the idea of establishing an expanded
version of the traditional Internet café concept
as a response to a growing concern over the
lack of a place in the area where teenagers, students, young adults and families could gather
and enjoy themselves in a safe and comfortable
environment.
Rodríguez at the time realized his business
idea was one that required further research and
development. It was not until last year that he
rolled up his sleeves and decided to turn his
business idea into reality.
“The fact that things were getting worse in
terms of the economy and the rising crime rate
confirmed to us that this was the right time to
offer an alternative where people could find a
safe environment, an oasis where they could feel
relaxed and disconnected from the daily stresses
of life and work,” Rodríguez commented to
CARIBBEAN BUSINESS. “You don’t open an

Edwin Rodríguez and his wife Gloria saw it as
the perfect time to start their business,
Webzone Café & Restaurant

umbrella factory during sunny weather hoping
for a rainy day.”
Realizing that the younger generation is
attracted to everything modern and technologyoriented, Rodríguez’ business idea consisted of
taking the Starbucks-type Internet café concept
a step further.
“Technology is cold, so we wanted to warm it
up through the kitchen by integrating a restaurant with the usual Internet café concept where
students, businesspeople and families alike
could come in and get connected to the Web
while enjoying a reasonably priced Puerto Rican
menu,” explained Rodríguez. “Webzone is really
a combination of several concepts because it’s
not a traditional Internet café or restaurant, nor
is it a fast-food place.”

Since a six-month extension of the Puerto Rico Tax Incentives Law of 1998 was approved by the Legislature, a multisector steering committee and a technical
committee have been revising—and rewriting—House Bill 3798 and Law 135 of 1997, aiming to establish the new 2008 Puerto Rico Socioeconomic
Development Incentives Act. The proposal will introduce economic development recommendations ranging from incentives for small and midsize businesses
and a broader definition of the manufacturing sector to intellectual property and new tax incentives.
BY FRANCES RYAN & CARLOS MÁRQUEZ

frances@casiano.com; cmarquez@casiano.com

A

much-awaited legislative proposal that is
expected to return economic growth and
development to the island will finally be
filed in the Legislature next week.
Less than a week before the proposed bill to
create the 2008 Puerto Rico Socioeconomic
Development IncentivesAct is filed, CARIBBEAN
BUSINESS gained unprecedented access to

the ongoing work of this top-secret legislative
initiative.
At press time Monday, a number of crucial issues were still being discussed and were yet to
be decided. Most importantly, the actual tax rate
for eligible companies covered by the law is yet
to be decided. But what follows is a pretty accurate description of the major provisions that
have already been decided upon, as well as a good
approximation in the case of the key issues still
to be resolved such as the effective tax rate.

The first stage of the saga involving the Puerto
Rico Tax Incentives Law of 1998 (Law 135 of
1997, or TIL) was over late last year when the
private sector changed directions and agreed with
House Speaker José Aponte to work together on
a new incentives law in exchange for a six-month
extension of the law—which was due to expire
Dec. 31, 2007—until June 30, 2008. But now
time is running out, and existing hurdles must be
resolved within the existing timeframe.
Continued on next page

The locale seats 108 people plus an additional 24 in the lounge-receiving area.

Initially Rodríguez and his wife evaluated the
possibility of buying property in the Bayamón
area to set up the business, but the asking prices
were out of their financial reach. That’s when they
began to look at the rental commercial spaces
available in the area and found one in Forest
Hills Plaza under the Social Security office.
The place, according to Rodríguez, required
a lot of work, but it was perfect for establishing the business. After creating a virtual rendering using a special computer software program,
the local entrepreneur knew exactly the look he
wanted for the business and what needed to be
done to make it work.
Starting with $200,000 from savings and a
mortgage loan, Rodríguez fixed and decorated
the place himself including doing all the wiring
and electronic equipment installation. Rodríguez
has also requested a small business loan with
the Keys for Your Business program from the
Economic Development Bank to use as working
capital in the months ahead.
In addition to a variety of gourmet Puerto
Rican coffees as well as breakfast, lunch and
dinner criollo menus, Webzone offers natural
juices and frappes but no alcoholic beverages to
propitiate a more family-oriented atmosphere.
The locale seats 108 people plus an additional
24 in the lounge-receiving area.
It features a separate area with six computer
stations with state-of-the-art equipment including LCD monitors up to 22 inches wide, CD and
DVD players and a network printer, which are
available for $4.99 for 30 minutes or $8.99 for
an entire hour.
For those who wish to bring and use their own
laptop computers, Webzone offers free Wi-Fi
Internet connection.
There is a large flat video screen connected to
a sound system that plays Christian and secular
music and videos from local and international
artists and even children’s cartoons. Live bands
occasionally play during the weekends on a
small stage set up in front of the large screen.
The restaurant is also available for business
meetings, large family gatherings and even
weddings.
Rodríguez, so far, has relied mostly on radio,
postcard flyers and word-of-mouth to promote
his business as he considers these the most costeffective. Although Webzone started on the right
foot by meeting sales projections, Rodríguez
admitted having the normal jitters that entrepreneurs experience in the beginning.
“We have been blessed with the support of
the community. It gives me great satisfaction to
know that I’m producing not just for my own
benefit, but for Puerto Rico’s as well through our
support of local suppliers, which certainly helps
the island’s economy,” added Rodríguez. 䡲
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IMIS distributes Wonderware to enhance operations systems
BY PETER JOHN ORTIZ

I

n 1991, PLC programmer José Luis Muñoz
attended a tradeshow in Chicago that changed
his life. At the time, Muñoz was working for AutoPak Corp., a packaging engineering company
and was looking to familiarize himself with the
latest innovations in engineering technology and
specifically for a new type of human machine interface (HMI) software that allows operators and
technicians to communicate with machines.
HMI software can control and monitor the energy mechanisms of control systems such as breakers and AMP meters, and Muñoz was hoping to
find an HMI that he could use to design and run
conveyor systems for the company. “We needed
an HMI that could start, stop, control and monitor
the speed of the conveyor, and we weren’t pleased
with the system we had.”
Fortunately for Muñoz, the tradeshow featured
a host of HMI software that looked impressive,
but there was one in particular that shined above
the rest. This was the program Muñoz had been

Biodiesel
Continued from page 47

that biodiesel might eventually be a solution for
relieving some of our energy and environmental
woes.
Contrary to what many believe, biodiesel
contains no petroleum and can be produced
from any fat or oil (such as soybean oil),
which goes through a chemical process called
transesterification. During this process, the
glycerin is separated from the fat or vegetable
oil resulting in methyl esters (the chemical
name for biodiesel) and glycerin, which can be
used in soaps and other products. Strict industry
standards must be followed when doing this to
ensure proper performance.

searching for: a product called InTouch made by
a young company known as Wonderware, and
the software was the company’s initial offering
in the market.
“InTouch gives you the tools to draw on and to
connect to the instruments that control any industrial system, and we were very lucky to find it,”
Muñoz said. “One of the special characteristics of
the program was that it was based on Microsoft’s
Windows operating system. Even though it was
starting up at the time and generally unknown, it
was clearly the innovation of the moment. But, as
we know today, Windows has evolved to become
the universal computer operations system while
InTouch has become a staple in the engineering
and industrial field, and Wonderware has become
the largest producer of industrial software in the
world.”
Shortly after Muñoz brought the Wonderware
product to Puerto Rico, it began to represent
the line exclusively throughout the island. And
in 1996, Muñoz established his own company,
IMIS, to represent Wonderware in Puerto Rico.

Today, Muñoz, through IMIS, continues to
represent Wonderware, which currently has
nine software products in the market. Aside from
InTouch, IMIS also distributes Industrial Historian, an operational documentation program that
records the variables in a control system such as
sensors and meters. It keeps track, for example,
of water temperature, pressure, status, production
cycles and energy consumption.
Two other popular Wonderware products are
MES and InBatch. MES stands for manufacturing execution software and is used to monitor
manufacturing order on the manufacturing floor.
InBatch, on the other hand, is similar to InTouch,
and is used to monitor the production of liquid
or paste products.
Wonderware software is used mostly by engineering and IT companies and is essential in the
control, security, monitoring and troubleshooting of operational systems. Locally, it has been
used in manufacturing plants, offices, government buildings, restaurants, shopping centers and
even exclusive residences. 䡲

Registered as a fuel and fuel additive with
the Environmental Protection Agency (EPA),
biodiesel meets clean diesel standards established
by the California Air Resources Board (CARB)
and has been designated as an alternative fuel by
the Department of Energy (DOE) and the U.S.
Department of Transportation (DOT). It can be
used as a pure fuel or blended with petroleum in
any percentage and has been proven to provide
significant environmental benefits with only a
minimum increase in cost for fleet operations and
other consumers.
And while more and more fleet managers have
opted for biodiesel as the best alternative in
complying with state and federal regulations, it
can also be used in any diesel engine with little or
no modification to the engine or fuel system. In

other words, fleet owners can retain their fleets,
along with their spare parts inventory, refueling
stations and mechanics while improving air quality
and reducing the country’s reliance on petroleum.
In terms of performance, in more than 50 million
on-road miles and numerous marine and offroad applications, biodiesel showed similar fuel
consumption, horsepower, torque and haulage rates
as conventional diesel fuel, with biodiesel lubricity
results showing a marked improvement.
As for the environmental effects, biodiesel
comes out a winner, with a study jointly
sponsored by the U.S. Departments of Energy and
Agriculture concluding that biodiesel reduces net
CO2 emissions by 78% compared with petroleum
diesel. The study showed biodiesel exhaust has a
less harmful impact on human health as well. 䡲
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Since October, when the Legislature approved
the six-month extension of the TIL, a multisector steering committee and a technical committee
have been revising—and rewriting—House Bill
3798 and Law 135, aiming to establish the new
2008 Puerto Rico Socioeconomic Development
Incentives Act.
Members of both committees have agreed to
keep a tight lid on the proceedings until April 28,
when details of the proposal will be shared with
key legislators and island mayors followed by a
presentation to a wider group of legislators and
mayors April 29 and a public presentation April
30. As a result, sources quoted in this story—all
members of either the steering committee or the
technical committee—agreed to talk to CARIBBEAN BUSINESS on background.

A substitute bill to H.B. 3798 is
expected to be filed on May 1.
Members from both major political parties, representatives from the private sector—small and
large companies—and political leaders from the
Legislature and Executive branch have devoted
thousands of man hours to the thorough review
of the law and the proposals that will make up the
new legislation.
Amazingly, for months they have managed to
stay above the political fray (for now) and leave
out of the discussions the accustomed aggressive
tone and good-for-nothing political rhetoric that
has paralyzed the island’s legislative and governmental efforts during the past years.
The proposal is expected to bring together aspects of the present TIL (Law 135) with House
Bill 3798 and new proposals presented by a technical committee made up of approximately 20

House Speaker José Aponte

Senate President Kenneth McClintock

representatives of the public and private sector.
These cover the following economic development areas: economic incentives for small and
midsize businesses; a broader definition of the
manufacturing sector; provisions to protect future
intellectual property; service-related benefits, tax
incentives and credits to attract, retain and train
world-class scientists; and energy-efficiency and
renewable energy initiatives and financing.
By all accounts there has been a very professional and intelligent yet intense debate on all key
areas of the existing law, and heated discussions
are expected to continue until the eleventh hour
before reaching consensus on what core incentives

the new law must provide.
“The statesman-like tone of those working on
this effort, an effort directed by House Speaker
José Aponte, will definitely surprise many. Most
importantly, it will provide Puerto Ricans with
a glimmer of hope such that perhaps they can
eventually regain trust in their leaders both from
the private and public sector. In addition to meeting our commitment to craft a piece of legislation
that will establish the basis for Puerto Rico to be
competitive in today’s global markets, the conduct
of this group and the commitment to the process
will be without a doubt one of the most important
accomplishments of this effort,” said a member
of the steering committee.
“This is not to say we haven’t had, and probably
will continue to have, our passionate debates and
share of disagreements. That’s actually good and
necessary in every democratic effort. But we all
know the people of Puerto Rico are watching. And
beyond the critical nature of this legislative initiative and the positive results that will be evident
once the bill is filed, all eyes are on us. People are
watching how we conduct ourselves; they expect
us to come together, set an example and show that
regardless of where we come from or what we believe in, we can still agree to disagree on matters
that are important to us all. Most importantly, that
at the end of the day we were able to put Puerto
Rico’s well-being above all,” he added.
Members of the Steering Committee include
House Speaker José Aponte; Senate President
Kenneth McClintock; Chief of Staff Jorge Silva
Puras; Economic Development Secretary Bartolomé Gamundi; José Julián Álvarez, president
of the Puerto Rico Chamber of Commerce; Edgardo Fábregas, president of the Puerto Rico
Manufacturer’s Association; Manuel Figueroa,
president of the Puerto Rico Products Association; and Francisco Rodríguez, president of the

Puerto Rico Corporate Income Taxes
($ in 000’s)
Year
2003
%
2004
%
2005
%
2006
%
2007
%
TOTAL
%

Corporations / Total
$1,776,985
1,831,027
1,870,937
1,872,458
2,007,902
$9,359,309

Tax-Exempt
$880,000
49.5%
924,000
50.5%
937,000
50.1%
1,306,000
69.7%
1,168,000
58.2%
$5,215,000
55.7%

Non-Exempt
$896,985
50.5%
907,027
49.5%
933,937
49.9%
566,458
30.3%
839,902
41.8%
$4,144,309
44.3%
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Puerto Rico Private-Sector Coalition. Another
21 members from various sectors are part of the
technical committee.
Here is an exclusive CARIBBEAN BUSINESS
preview of the proposal:

Save money and enhance the environment with propane gas
BY INDA M. RODRÍGUEZ

Overview
At a glance, the new legislation will indeed be
more diverse and encompassing of other economicrelated sectors that interact with the industrial sector than the existing TIL (Law 135). In that sense,
the new legislation will benefit not only the manufacturing sector but other industries as well.
However, it does not pretend to be everything
to everyone. Specifically, the new law will not
amend the tax code across the board to provide
for lower corporate tax rates to all businesses as
is being called for by many business sectors on
the island.
And in efforts to avoid duplication, the new law
doesn’t extend to some areas where other incentives laws already provide for economic development opportunities as is the case of tourism,
housing and other social and economic sectors.
Instead, the new legislation will primarily address the changing nature and needs of Puerto
Rico’s industrial sector and its competitiveness.
First, it broadens the definition of eligible businesses and changes the definition of manufacturing to include processes that are an “essential part
of the intellectual process.” In that sense, the kinds
of businesses that will be able to benefit from the
incentives are broader than under the old law.
It also takes into account the often-forgotten
local small- and midsize-business sectors which,
in many instances, benefit from the primary activities of the industrial sector.
“The situation for the island’s manufacturing
sector has worsened as a consequence of skyrocketing utility costs, a slow and inefficient permit
process, costly labor legislation that does not
promote employment creation and overregulation which further deteriorates the island’s overall competitiveness. The proposed legislation is
expected to address some of these issues,” said
a source.
In a nutshell, discussions and negotiations during the final stretch will primarily focus on the
following main areas: taxes, strategic projects,
a development fund and its board of directors,
energy credits, permits, the definition of research
and development and “pioneer” industries.

T

Chief of Staff Jorge Silva Puras

Economic Development Secretary
Bartolomé Gamundi

than 2% taking into consideration the economic
impact the activity could have on the socioeconomic development of the island.

A fundamental area of the new law will be the
expanded definition of eligible activities for tax
incentives, making sure it reflects today’s market
reality. This could result in the substantial growth
of companies—some already doing business on
the island, others new—that would benefit under
the law.

bill as of press time Monday revolve around fundamental issues such as tax rates, whether they
should be fixed or progressive, tax credits versus
tax deductions and royalty payments.
As expected, tax rates—including issues that go
from how much the so-called tax-exempt companies should pay to lowering the tax burden on
local small and midsize businesses—are still the
subject of intense debate within the steering and
technical committees, particularly in view of the
ongoing federal Internal Revenue Service (IRS)
tax audits of all Controlled Foreign Corporations
(CFCs.) The IRS is auditing all U.S. corporations
that had operating subsidiaries on the island under
Section 936 of the U.S. Internal Revenue Code
(IRC) and converted to CFCs. Tax liabilities for
billions of dollars in their treatment and allocation of reported corporate income and profits are
being challenged.
Options run the gamut from 0% income tax rate
and letting the general fund pick up the tab by subsidizing this tax revenue shortfall to a higher 10%
tax, to the increasingly popular recommendation
of a 5% flat tax including royalty payments. By
the time the bill is filed May 1, the final recommendation on taxes should be somewhere in the
middle.
Tax-exempt companies under the old law reported sales of more than $50 billion, earnings of
more than $35 billion and paid upwards of $540
million in taxes. According to the local Treasury
Department’s latest detailed reported figures to
the technical committee, which date back to 2002,
these companies are paying an average effective
tax rate on net income of approximately 3%. Nevertheless, according to CARIBBEAN BUSINESS
sources, in 2007 the real effective tax rate of these
companies ranged between 1.5% and 2%.

Multiple proposals on tax rates

‘Pioneer’ activities

Expanded definition of
eligible activities

Most of the critically undecided aspects of the

The tax rate for “pioneer” activities could be less

Royalty payments
There is also a withholding tax on nonresident
companies of 10%, which provided $742 million
in revenue to the general fund last year. Pharmaceutical companies paid $437 million, accounting
for close to 60% of this tax. Nevertheless, this
payment could be in jeopardy for future years due
to the IRS’ relentless and ongoing audits and potential federal policy changes regarding CFCs.
Although local-capital companies represent approximately 70% of all tax-exempt companies
covered by the TIL (Law 135), 20 to 30 multinationals (most of them in the pharmaceutical
sector) represent more than 80% of the reported
sales, income and taxes paid. The pharmaceutical
sector employs about 21,000 workers down from
35,000 in 2000.
Of all taxes paid by the entire corporate sector in Puerto Rico in 2007, more than 50% came
from the so-called tax-exempt companies, i.e.,
companies covered by the old TIL (Law 135).
(See chart).
On one side of the tax-rate argument, specifically those dealing with locally exempt companies, is the fear that if tax rates go up too much it
will prompt many of them to pack up and leave
Puerto Rico given the fact that right now their effective tax rate is estimated to be between 1.5%
and 2% and, in any event, not more than 3%. Yet,
to others, having a 0% tax rate subsidized by an
already dried out, near-bankrupt general fund,
sounds like a tough sell.
“Puerto Rico can’t afford to have companies
leave. Instead, we are working on a solution that
allows us to protect what we have and create
Continued on next page

he more factories and industrial
plants burn fossil fuels such as
coal and oil to satisfy the increasing
worldwide demand for heat, transportation and manufacturing, the
higher the level of carbon dioxide
released into the atmosphere will be.
And many scientists agree on the
fact that carbon dioxide is one of
the greenhouse gases that contributes the most to hastening the rise
in global temperatures, a phenomenon that has been closely related to
the global warming that is currently
under way.
Moreover, oil prices have skyrocketed with the fact that world
oil demand has grown, and this,
consequently, has triggered a spike
in energy prices. Therefore, either
because of global warming or higher
electric bills, the time to look for
alternative fuels has come. “And
propane gas is an option that should
seriously be considered today more
than ever since it burns cleaner than
fossil fuels, and it’s a lot cheaper
as well,” expressed Empresas de
Gas President Ramón González
Simounet.
Devoted to social responsibility,
Empresas de Gas embarked on the
task of raising consumer awareness of the benefits of propane gas
40 years ago when global warming
was not even an issue and $100+ per
oil barrel was simply unimaginable.
“Since 1968, Empresas de Gas has
been contributing to protect Puerto
Rico’s environment by replacing or
alternating the use of electric energy
with propane gas,” commented
the executive. However, although
the company has been distributing propane gas for a long time,
González believes that now is the
time to launch it more aggressively

propane gas burns a
lot cleaner than diesel.
“Needless to say, this
system makes it a lot
easier for them to comply with strict environmental regulations.”
Besides fuel switching services, Empresas
de Gas also has a division called Empire
Alternative Fuels dedicated to converting comEmpresas de Gas distribution plant and storage at pany car fleets to run on
liquefied petroleum gas
Corujo Industrial Park in Bayamón, Puerto Rico
(LPG). “By using this
dual-fuel system, comto the local market given the growing concern for the environment panies with a large fleet of vehicles
and skyrocketing energy costs. may save between 50 and 70 cents
And as Empresas de Gas boasts a per gallon, while at the same time
wide variety of clients from various complying with their social responindustries, it is clear the company’s sibility by enhancing the environaggressive efforts have yielded very ment,” indicated González.
positive results.
The company caters to individual
consumers, government agencies
and several private business sectors
including manufacturing, construction, hotels and restaurants among
others. What type of solutions does
Empresas de Gas provide to all
these industries? “Fuel switching,
Empire alternative fuels and an inhouse engineering department are
just a few of the company’s wide
variety of solutions,” he said.
“For instance, we provide pharmaceuticals and other manufacturing companies with fuel switching
services consisting of converting
their boilers from diesel to propane
gas. For these large companies,
fuel switching can represent a 15%
decrease in energy consumption
which may translate into millions
of dollars in savings,” explained
González Simounet, noting this
switch may also have a very positive
impact on the environment since

What’s your biodiesel IQ?
BY CB STAFF

A

recent clip on the Weather
Channel asked people on the
street how much they knew about
biodiesel fuel—what it was made
of, how it was used and its benefit to
the environment. Most weren’t sure,

with some believing it was a cornor petroleum-based product that requires specially designed engines.
Biodiesel.org, which provides basic information on the revolutionary
fuel in layman’s terms, is optimistic
Continued on page 48

“In addition, we provide realestate developers and contractors
with quality installation and design
services through our in-house architects and engineers,” González highlighted as another of the multiple
benefits the company offers.
Other benefits the company offers
include 24-hour, seven-day-a-week
availability, quality professional
service from well-trained experts in
their industry and more than 20 million gallons of propane gas readily
available to fulfill the demand.
“If we really want to make a positive impact on our environment,
everybody should comply with their
social responsibility and consider
using propane gas for their energy
demands,” González said. “And on
top of that,” he added, “by using
propane gas, everyone can save a
great deal of money.” 䡲
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Enigin insists that doing nothing is costing us
BY LIISA NIDO NYLUND

T

oday, the rising costs of energy
are draining everyone’s pockets, and companies are constantly
looking for ways to reduce their
energy consumption and therefore
reduce their monthly energy bills.
Enigin de Puerto Rico has focused
its attention on helping companies
reduce their energy consumption by
40% and consequently reduce their
energy costs.

“It is important that everyone
knows that doing nothing costs
more than doing something,” said
José L. Quiñones, regional director
of Enigin.
When a company reduces its
energy consumption, it is contributing to the fight against global warming, which is a matter that is being
taken seriously but still has a long
way to go. “The amount of energy
a business requires to operate translates into the amount of energy and

carbon emissions the Puerto Rico
Electric Power Authority releases
into the atmosphere. By saving
energy, we help eliminate our carbon footprint,” said Quiñones.
To help companies with this very
real preoccupation, Enigin has
created EnergyMap, which is a
unique four-step system that guarantees the reduction of a company’s
energy consumption by 40%. “The
system consists of four steps. We
install a piece of equipment called
Eniscope, which allows us to evaluate the amount of energy a company
uses on a 24-hour basis,” informed
Quiñones. This equipment is monitored via the Internet and, after a
three-month period, which is more
or less the time it takes to complete
the in-depth reading, it remains
installed in the facility for future
readings and the customer’s use as
well.
The second step consists of
staff training, which, according to
Quiñones, automatically reduces
energy consumption up to 20%
depending on the kind of business operation. “Once we train a
company’s staff to follow simple

energy-saving steps the company
automatically starts saving energy,”
he said. The third and fourth steps
are about analyzing the energy readings, producing an audit report and
making recommendations to build
an energy-saving plan that accommodates each particular company
dealing with illumination, air conditioning, refrigeration and electricdriven motors and guaranteeing
savings of up to 40%.
“The fight against global warming is in our hands, and it has
become clear that it is not only an
environmental responsibility but a
social one too,” said Quiñones, who
added, “We can’t control the price
of energy, but we can control our
energy consumption and contribute
to the decrease of carbon emissions.
If you help in the fight against global
warming by reducing your energy
consumption, then you will reduce
your electricity bill.
“That’s why we say that doing
nothing is costing you. At Enigin we
want to help you contribute to the
environment, which is something
we know how to do best,” concluded
Quiñones. 䡲

“The fight against global warming is
in our hands, and it has become clear that
it is not only an environmental responsibility
but a social one too.”
—José L. Quiñones, regional director of Enigin

Take

control of

your energy costs
while Reducing Your Carbon Foot Print and Enhance Your Environmental Image

opportunities for new companies to come in as
well as for local companies to effectively compete
in global markets. That is possible, even if exempt
companies have to pay higher taxes. How much
higher, however, that is the question. How much
is the incremental marginal tax rate that could be
levied is the unresolved question,” an industry
source close to the process told CARIBBEAN
BUSINESS.
On the other hand, a counter argument to the
earlier position is: “We definitely have to protect
what we have, but not at the expense of sacrificing everyone else or our prospects on emerging
technologies.”
“The transformation of the manufacturing industry worldwide, not just in Puerto Rico, continues
to point us to new areas of opportunity within that
sector. Most importantly, it is forcing us to accept
the fact that, more and more, traditional manufacturing will continue to shrink. Intelligently,
we can’t continue to depend on that revenue base
because, if we do, we run the risk of becoming
extinct,” said another source.
On the other hand, of all these large tax-exempt
companies, just 20 to 25 of them carry the lion’s
share of paying taxes within the manufacturing sector indicating the industry’s transformation points
to the rapid shrinking of that tax-paying base.
This has left others more in favor of increasing
the existing tax rate inclined to take a prospective
look at what areas of the industry—including other sectors within the manufacturing value-added
chain—as well as other economic sectors can be
developed through tax credits and other tax incentives. Here’s where the expanded definition of
“eligible activities” under the law could open the
door for Puerto Rico to insert itself in new biotech,
high-tech and life-sciences opportunities by establishing an incentive structure that could help the
local industry shift from traditional manufacturing
activities to a cutting edge R&D and service-based
economy, another source said.

It’s not just taxes
Another major area of discussion—and consensus—has been bringing to the forefront of the
discussions on economic development two major
issues deemed the main culprits for strangling
Puerto Rico’s competitiveness: skyrocketing energy costs and the bureaucratic permit system.
From early on in this legislative effort, members of both the steering and technical committees unanimously agreed Puerto Rico’s soaring
electricity costs and bureaucratic permits system
are two of the main culprits for asphyxiating the
island’s business community and keeping away
prospects from investing locally.
“To the question of increasing taxes on these
companies, many of the closings we have had
(more than 750 in the last 10 years) respond in
great part to a combination of factors, but almost
none of them as a result of higher taxes,” the
source continued saying.
“Among those factors are skyrocketing costs of
electricity and the completely denied access by

José Julián Álvarez, president of the
Puerto Rico Chamber of Commerce

Edgardo Fábregas, president of the Puerto Rico
Manufacturer’s Association

the Puerto Rico Electric Power Authority (Prepa) in Puerto Rico,” a member of the steering comto the private sector—even if the private sector mittee told CARIBBEAN BUSINESS.
wants to invest in alternatives—to work on joint
“During the same meeting, several of the exsolutions.”
empt companies said they wouldn’t even mind
paying higher taxes within a reasonable range
Tax credit for job creation
if Puerto Rico can guarantee them the permits
The new law includes a $5,000 credit per job process can be substantially simplified and they
creation during the first year of operation or ex- can deal with one central authority instead of hunpansion. Since 1982, the Puerto Rico Industrial dreds of agencies and municipal staff that don’t
Development Co. (Pridco) has offered a $400 in- communicate with one another, and that viable
centive per employee while in other jurisdictions energy alternatives that enable them to control
this credit fluctuates between $3,000 and $5,000 or reduce their energy costs are in place in the
per employee. The Treasury Department recom- immediate future.
mends the credit be limited and an annual ceiling
“For many of them, the time, money and huimplemented.
man resources they waste in dealing with these
issues sometimes weighs more on their corpoDateline for permits
rate decisions than the potential of paying higher
“On the permits side, we make the process to taxes,” said the source, adding that despite the
secure permits extremely complicated and long. island’s increasing cost of living, Puerto Rico still
By the time a company has a permit, it doesn’t represents an attractive market for many of these
matter how many tax credits or incentives it re- companies and prospects, particularly nowadays
ceives from applicable tax-incentive grants. Their when a weak dollar makes the Europe and Asia
losses over time may not even make up for the markets more expensive for companies.
When asked, accountants and CFOs of several
incentives they receive. The foregone opportunity
cost is much higher than the tax benefits received,” of the exempt companies doing business in Puerto
said a source close to the process.
Rico specifically cited the extreme complexity
The proposal is expected to put the burden on of doing business on the island, from 78 municithe government allowing a period of 60 to 90 palities with their individual idiosyncrasies, an
days for approval. If no action is taken by the unstable political environment, more than 30 incorresponding government agency, the permit is tervening agencies in the permit process, an averdeemed to be granted. Consensus on the permits age of two to three years to secure construction
approval period has yet to be reached.
and critical expansion permits, inconsistencies in
Members of the steering committee met with the public policies with permits granted later brought
accountants and chief financial officers (CFOs) to question, and complicated local regulations on
of some of the major tax-exempt companies with top of federal regulations and world-class ceroperations in Puerto Rico to gather their input for tification processes. These are but a few of the
the process. “Interestingly, higher taxes or taxes in things that turn many of these companies off when
general, while one of the factors they will evalu- considering Puerto Rico as a potential market or
ate when determining new market allocations and future expansion.
expansions, is not the only criterion nor the one
they’re most concerned with when doing business
Continued on page 28
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Royalty payments
Although Puerto Rico law allows for 10% to
15% withholding tax on royalty payments to
CFCs, the bottom line is that those that make more
than 80% of tax-sheltered profits pay less than 2%
effective tax rate and those that make less than
20% pay a higher rate. Therefore, some of the
members of the technical committee are proposing a combined marginal tax rate of 5%.

Special Fund for
Economic Development
The proposal provides for the creation of the
Special Fund for Economic Development, which
will be funded by 5% of taxes paid under the new
law.

Addressing the cost of energy
The proposal contemplates including certain
energy-generating operations as businesses eligible to enjoy special tax benefits. Targeted credits
are also being considered with that objective in
mind.
Currently, the cost of the kilowatt per hour
(KwH) from Prepa averages as much as 25
cents compared with eight to 10 cents in other
jurisdictions.
Tax credits of up to 10% of the electricity bill
paid by tax-exempt companies are being considered to be included in the new legislation. The
cost will be initially paid by the general fund and
then Prepa will start assuming part of the cost of
the credits in annual percentage increments. The
average tax credit for electric energy is estimated
to be between 3% and 3.5%.
“The ridiculously high cost of energy and the
backwards mentality of Prepa in dealing with
the issue were atop the list of frustrating factors for those companies,” said a CARIBBEAN
BUSINESS source.
As part of the companies’ input, the majority of
them confirmed they have on several occasions
offered Prepa multiple solutions to jointly address
the energy situation to no avail. In fact, a couple
of the companies interviewed said they would
rather move their operations elsewhere than deal
with the local power authority.
“Either we break the monopoly Prepa has, or the
monopoly will break us,” said a source.
“The problem of the high cost of electricity in
Puerto Rico is so critical and Prepa’s arrogant attitude so untenable and the union so callous that
very soon it won’t matter if we have the most
generous economic incentives law in the world;
Puerto Rico won’t have a fighting chance of ever
becoming the competitive and world-class economy it once was,” said an inside source, capturing
the overall sentiment of the talks about the energy
situation on the island.
In an effort to counter the energy situation on the
island, the new law will include attractive credits,
incentives and deductions to promote the production of electricity with renewable energy sources
such as wind, solar and others.

Manuel Figueroa, president of the Puerto Rico
Products Association

Francisco Rodríguez, president of the Puerto Rico
Private Sector Coalition

“Inevitably, as all the areas of competitiveness
are addressed, Prepa will remain as the major
stumbling block in the way of Puerto Rico’s future economic development. And something will
have to give,” said a source close to the steering
committee.

and the investment in the development of new
products or industrial processes. Total deductions
under Law 113 are estimated at $3 million a year,
according to Treasury Department statistics.

Incentives for strategic projects
At editorial closing Monday, sources close to the
legislative process confirmed the proposed bill is
likely to include eight to 10 strategic initiatives of
the 18 originally submitted in H.B. 3278. Companies involved in these strategic projects will be
considered eligible to receive tax incentives under
the new law.
Five of these strategic initiatives have already
been approved by the steering committee and
more are expected to be approved and written
into the final text of the bill this week. Among
these initiatives are the construction of dams, the
clean up of waste disposal facilities and renewable
electric energy generation.

Intellectual property
“The area of intellectual property is one of the
most exciting for Puerto Rico. If we make a real
push to develop our scientific base and invest in
developing and attracting world-class researchers,
sound intellectual property incentives and validation processes will protect our investment in
the long run. These intellectual rights will be our
new currency in a diversified knowledge-based
manufacturing economy,” explained an industry
source.

Tax break for scientists
Meanwhile, House Bill 4220, a separate legislative initiative co-authored by Antonio ‘Toñito’
Silva Delgado (NPP) and Hector Ferrer Ríos
(PDP) and recently approved in the House of
Representatives, aims at providing tax credits to
facilitate the recruitment and retention of worldclass scientists.
This proposal gained acceptance within the
steering committee and, according to Treasury
Department statistics, it is not anticipated to
have a significant negative impact on the local
tax revenue for the government. If an average of
50 scientists with an average $200,000 annual
salary each are recruited on an annual basis, the
economic impact of this proposal is only $300,000
a year.

Tax credits for ‘Made in
Puerto Rico’ purchases

The new bill offers big hope for small companies. A 10-point incentives platform should lighten the economic burden of many local small and
midsize companies who pay an average 28% in
annual corporate taxes, not to mention the towering cost of doing business on the island. Chief
among those, the 200% increase in the monthly
electric bill, another 100% in water utility bills,
skyrocketing road tolls and food costs, have cost
Incentives for research
hundreds of local small and midsize companies to
and development
close up shop. In store for the small and midsize
One of the benefits under consideration in this companies (Pymes, by their Spanish acronym), is
area is the credit for investment in research and the proposed credit for companies that purchase
development (R&D). Currently, Law 113 grants a
Continued on next page
deduction that is equal to the total cost of research

company save by replacing its
traditional lamps with induction
bulbs? “Let’s take for example 200
street poles. By using traditional
high-pressure sodium (HPS) 250W
lamps, the poles will consume
approximately $52,000 in electricity in a year. However, if you
replace all those HPS lamps with
our 100W induction bulbs, the total
energy consumption of all 200 poles
throughout that same time span will
be under $17,000, which represents
one-third of the original amount,”
pointed out García, stressing energy
savings are directly related to high
lighting efficiency.
Why exactly are these induction
lamps so energy-efficient? What’s
their trick? García, who has 17
years’ experience within the lighting retail industry, said the basic
technology for induction lamps is
not particularly new. “Essentially,

an induction lamp is an electrodeless fluorescent lamp that relies on
the fundamental principles of electromagnetic induction and gas discharge to create light. Consequently,
the elimination of filaments and
electrodes results in an unmatched,
long-life lamp,” explained García,
noting this lamp may last 100,000
hours or 25 years. “To put it into
perspective, this system can outlast
100 incandescent, five HID or five
typical fluorescent lamp changes,”
he clarified.
Therefore, given its long lifetime,
induction lamps are ideal for large
commercial and industrial sites such
as warehouses, production floors,
buildings, parks, supermarkets, hotels,
highways, gas stations and street
lighting among others. “Actually, it
is the only option of its kind in Puerto
Rico,” remarked García. This product
is already being tested at the Puerto

Street poles’ total energy consumption may be dramatically reduced by replacing
high-pressure sodium (HPS) 250W lamps with 100W induction bulbs.

Rico Convention Center, the Capitol
buildings and municipalities such as
Caguas and Carolina.
García started to do the market
research in Puerto Rico about three
years ago and, given the prevailing

high-energy costs in Puerto Rico,
he’s now introducing induction
lamps more aggressively into
the local market as the only one
distributing this product in Puerto
Rico. 䡲
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Amendments to Section 243
of the Federal Internal
Revenue Code proposed

Universal Solar: provides cost-saving energy alternatives
BY CB STAFF

F

or the past 43 years, Universal
Solar Products Corp. has been
providing customers with the latest
technology designed to help conserve energy. By providing viable
energy solutions for a wide range
of needs, the company has set itself
apart as a leader in solar thermal
manufacturing and, in 2006, became
an Energy Star Partner. “Part of our
corporate mission is to contribute
to energy conservation and help
our society by offering alternatives that are good for the economy
and the environment,” said Moises
Almansa, president of Universal
Solar Products Corp.
Given the high cost of energy that
companies and households throughout the island are forced to pay as the
result of rising oil prices, Almansa

believes it is time for people to take a
closer look at what solar technology
has to offer. “You can produce your
own electricity with the sun’s help,”
he said. “All you need to do is install
one of our photovoltaic (PV) systems,
which is capable of generating 25% to
100% of your electricity needs.”
With the system installed on a
building’s rooftop, Almansa pointed
out that the amount of electricity
generated depends on how much
the user wants along with the type
of inverter employed. He explained
that an inverter is the component
of the system that changes direct
current produced by solar panels to
the alternate current that is used by
household appliances. “In addition
to savings on your electric bill, the
investment in a solar system is very
safe,” he said, adding that all solar
panels are guaranteed to last for 25

BY CARLOS MÁRQUEZ & FRANCES RYAN

In addition to PV solar systems,
Universal Solar Products also carries
solar water heaters, water tanks and
other renewable energy systems.
years, with most inverters carrying
a 10-year warranty.
Another advantage of going solar is
the ability to sell excess power back
to the power authority. Recently, the
local government enacted some key
provisions for investment in renewable energy such as the net-metering
law and related tax incentives for
2008. Almansa explained that net
metering defines the interconnection standards applicable to renewable energy systems such as solar
PV and the power grid managed
by the Puerto Rico Electric Power
Authority (PREPA). “Under such a
mechanism, you can sell back to the
grid the excess power your solar system produces,” he said. “Therefore,
you achieve savings in your electric
bill while diversifying into nonpolluting energy sources.”
Given the growing popularity
and worldwide demand for solar
technology, Almansa said most

manufacturers are actually struggling to meet market needs. “Our
sales projections for 2008 are to
install 10,000 solar panels,” he
said. “In order to achieve this goal,
our company has made substantial
investments in new inventory.” He
also said this will serve to keep
prices lower as well.
In addition to PV solar systems,
Universal Solar Products also carries solar water heaters, water tanks
and other renewable energy systems. “Our products and service put
global technology within reach of
those who really want it,” he added.
“We can all help Puerto Rico progressively free itself from its dependency on fossil fuels by investing
in products that use clean, renewable, nonpolluting energy sources.
For more than four decades we’ve
been helping people do that, and the
future requires that we take further
steps in that direction.” 䡲

Induction lamps may help you
save a lot of money in electricity
BY INDA M. RODRÍGUEZ

I

n times when stagnant growth,
higher costs and rising inflation
are the order of the day, private companies and public agencies must be
on the lookout for ways to lower
their operational costs as much as
possible to stay afloat and/or keep
competitive.
So, how about saving money on
electricity? Skyrocketing fuel prices
and operational costs, particularly
in utilities, are greatly affecting
public agencies and private companies regardless of their size. “For
instance, businesses operating in
Puerto Rico are paying around 20

cents per kilowatt, one of the highest
tariffs in the world,” noted Miguel
García, manufacturer representative
of a new LVD Induction lamp factory in China, as the reason why it is
so important for companies to start
working on a sustainability strategy
entailing improvements and adjustments in lighting systems.
“LVD Induction lamps can help
companies cut back on operation
costs by reducing their energy consumption by 50% to 90%. How much
you will save on energy will strictly
depend on the lamp’s wattage and
amperage,” explained García.
But, how much money can a
Continued on next page
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Growing frustration with Prepa’s soaring electricity
costs continue to dominate discussions as
House of Representatives finalize proposal for 2008
Socioeconomic Incentives Act. “Either we break the
monopoly Prepa has, or the monopoly will break
us,” a frustrated source –and member of the House
steering committee--told CARIBBEAN BUSINESS.
Cost of the kilowatt per hour (KwH) from Prepa
averages as much as 25 cents compared with eight to
10 cents in other jurisdictions.

products made in Puerto Rico. The credit is expected to be equivalent to between 15% and 25%
of the incremental purchase of these products using
previous year averages.
Tax credits for buying locally manufactured products eliminates an existing base period and includes
certain services. This credit amounted to $6.3 million in 2002, apparently the most recent numbers
available at the Treasury Department. Only 27 tax
filers used this credit.

Incentive for eligible
investment activities
Income generated by certain eligible investment
activities would be exempt from income, property
and municipal taxes.

Conversion mechanism
No new applications for tax-exemption grants will
be allowed under Law 135. Nevertheless, amendments to existing tax-exemption grants will be
allowed.
To promote conversion to the new law, efforts
are being made by House Speaker José Aponte to
include Puerto Rico as a qualifying jurisdiction in
a revenue procedure that is currently applicable
to all U.S. state jurisdictions (IRC Section 243)
which allows for all state jurisdictions to benefit
from special dividend deductions to stockholders
and parent corporations. A successful adoption of
this revenue procedure to Puerto Rico will ensure
a conversion mechanism to the new law to secure
establishment of new R&D, biotech and distribution facilities (See sidebar). 䡲

ARIBBEAN BUSINESS learned the technical committee evaluating the proposal
for the 2008 Puerto Rico Socioeconomic Development Incentives Act is considering proposing amendments to Section 243 of the Internal Revenue Code (IRC) of 1986.
Section 243 would be amended to treat qualifying U.S. possession corporations as domestic corporations for purposes of the dividendreceived deduction only regardless of whether
such corporations are subject to U.S. income
taxes.
The proposed amendments to Section 243 are
meant to treat certain corporations organized
in U.S. possessions (including Puerto Rico)
as domestic corporations only for purposes of
allowing dividend-received deductions to their
stateside corporate stockholders. To qualify,
the U.S. possession corporations must derive
at least 80% of their income from the active
conduct of a trade or business within a U.S
possession.
Under the IRC Section 243, a corporation
is entitled to a special deduction of 70% of
dividends received from a domestic corporation
that is subject to income tax. If the stockholder
owns 20% or more of the stock in the distributing corporation, then the deduction allowed is
80% of the dividend. The effect of this deduction is to reduce the effective rate on the dividend received to 10.5% or 7%, depending on
whether the 70% or the 80% is allowed.
A 100% dividend-received deduction is allowed in connection with certain qualifying
dividends. Qualifying dividends are those received by a corporation that is a member of the
same affiliated group as the distributing entity.
In this context, an affiliated group includes one
or more chains of includable corporations connected through stock ownership with a common
parent corporation which is also an includable
corporation.
Ownership of at least 80% of the stock (by
vote or value) is required. The term includable
corporation under Section 1504(d) excludes
foreign corporations.
Nevertheless, IRC Section 246 imposes certain limitations on the maximum amount of deduction that may be claimed. Such limitations
would apply to the stateside stockholder of the
U.S. possessions’ distributing entity.
Section 1504(b) would also be amended to
include U.S. possessions that comply with
the 80% active business requirements as

“This alternative should be
neutral from a political
standpoint. Different from
prior proposals, it seeks to
make available to U.S.
possession corporations a
deduction that is already
available under the U.S. IRC,
thus providing partial equality
with corporations
organized in the U.S.”
“includable corporations” for purposes of the
100% dividend received deduction under IRC
Section 243.
Stateside stockholders would pay federal income taxes on distributions received from the
U.S. possession corporation with the benefit
of the dividend-received deduction. No federal
taxes would be paid if the stateside stockholder
received a qualifying dividend and thus is allowed to claim the 100% dividend-received
deductions.
This alternative would impact corporate
stockholders that are subject to federal income
tax and that directly own a U.S. possessions
corporation. Entities with more complex corporate structures may not receive direct tax
savings although other benefits are expected
due to the potential increased availability of
suppliers within the possession.
This alternative promotes the distribution of
dividends into the U.S. and, at the same time,
promotes the organization of Puerto Rico companies for operations on the island.
According to CARIBBEAN BUSINESS
sources, “this alternative should be neutral
from a political standpoint. Different from
prior proposals, it seeks to make available to
U.S. possession corporations a deduction that
is already available under the U.S. IRC, thus
providing partial equality with corporations
organized in the U.S.”
It also has an important precedent. Recently,
Congress allowed capital gains tax rates to apply to certain dividends paid to individual U.S.
shareholders by qualified foreign corporations
including foreign corporations. 䡲
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Bills to reduce income tax to small and midsize,
non-tax-exempt corporations, individuals;
United Retailers with major input
BY FRANCES RYAN & CARLOS MÁRQUEZ

all Puerto Ricans and corporations to invest
in energy-saving practices and equipment as
a means of becoming more competitive.

frances@casiano.com, cmarquez@casiano.com

T

he technical committee evaluating
the proposal for the 2008 Puerto Rico
Socioeconomic Development Incentives
Act is considering a list of recommendations
from the United Retailers Association (CUD,
by its Spanish acronym) to reduce income tax
for small and midsize, non-tax-exempt corporations, CARIBBEAN BUSINESS has learned.
In addition to the proposed corporate tax reductions for small businesses, additional forthcoming legislative proposals will recommend lowering personal income tax rates from the current
maximum of 33% to 28%.
CUD, the largest trade organization of its kind New Socioeconomic Incentives bill offers big hope
with more than 12,000 active members, is pro- for small companies. A 10-point incentives platform
posing a series of tax incentives, credits and should lighten the economic burden of many local
deductions that will level the tax field for the small and midsize companies who pay an average
small corporations compared with the traditional
28% in annual corporate taxes. The United
benefits large tax-exempt companies have re- Retailers Association collaborated with the drafting
ceived under the Puerto Rico Tax Incentives Law
of the economic incentives proposed for
of 1998 (Law 135 or TIL) which expired Dec.
Puerto Rico’s small business sector.
31, 2007. Here is an exclusive CARIBBEAN
BUSINESS preview of some of the incentives
• Deductions during the fiscal year on computer
proposed to benefit small and midsize, non-taxequipment acquired by corporations with net
exempt corporations.
income under $5 million, an important deducBy definition, a small business will be considtion compared with the existing three-year
ered one whose annual income doesn’t exceed $5
depreciation deduction requirement. Given
million. Incentives will vary according to three
technology’s fast-changing pace, this would
net-income categories, $1 million, $3 million
enable small businesses to invest in the latest
and $5 million.
equipment.

Proposed incentives:

• A single tax of 20% for corporations whose
net income doesn’t exceed $5 million, a significant reduction compared with the existing 39%. And for those whose net income
exceeds the $5-million, net-income threshold,
the maximum tax would be 25%, still considerably lower than the existing rate.

• Small business corporations will be able to
deduct, within two years from purchase, the
cost of equipment, transportation (not cars)
and energy-efficient equipment used in the
business. Currently, the depreciation threshold is five years. This proposal is in line with
the Socioeconomic Incentives Act push for

• For businesses with net income under $1 million, the opportunity to get a deduction in
their business income tax for the cost of individual health insurance and up to 50% in any
federal income tax filing. Currently, there are
no tax deductions on these business costs.
• A tax credit for qualified investors for any
cash investment to acquire an existing business that is on the verge of closing operations. The proposed tax credit, currently not
available, could help capitalize local small
businesses.
• Recommendations also include eliminating
the definition of personal property for businesses with net income of $5 million or less.
This would eliminate the existing taxes small
corporations pay on personal property, which
includes inventory, office furnishings and
equipment.
• Another proposal recommends doubling a
business minimum sales threshold to be considered for tax exemption purposes from
$150,000 to $300,000, and the tax-exempt
amount, currently $50,000 to be raised to
$100,000.
• Instead of paying 100% municipal taxes on
businesses with net income of $1 million or
less, the proposal suggests reducing municipal
tax liability to 40% (or 60% exemption).
• Small businesses which currently do not enjoy the benefits of the State Insurance Fund
would be allowed to participate under the new
proposal. 䡲

