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Acts 20/22
main drivers of
Puerto Rico’s comeback

Nicholas Prouty of Putnam Bridge Funding put $200 million into La Ciudadela, a mixed-use development in the Santurce district of San Juan
that has now sold all its 312 condo units, primarily to longtime locals.
BY XAVIRA NEGGERS CRESCIONI

xavira@caribbeanbusiness.pr

H

ands-down without a doubt,
Puerto Rico is now the world’s
best tax haven for U.S. citizens, and
many say this new human and monetary capital is opening the door for
Puerto Rico to become the world’s
next turnaround story on par with
that of Singapore and New York
City’s successes.
We have passed the tipping point
of an economic turnaround, said Alberto Bacó Bagué, secretary of the
Economic Development & Commerce Department (DDEC by its
Spanish acronym), who projects
400 new companies and 600 new
residents will come to the island

this year under Acts 20/22 of 2012,
respectively.
This would raise to 746 the total
of Act 20 companies and 1,109 total
residents with Act 22 decrees on the
island.
The tipping point is that magic
moment when an idea, trend or social behavior crosses a threshold,
tips and spreads like wildfire. Just as
one person can start a social movement, so too can a small but precisely targeted push cause a fashion
trend, new product to be popular or
drop in the crime rate.
While Puerto Rico’s political realm
is filled with strife, the island’s private sector is forging ahead with the
help of several hundred new friends,
many of whom are millionaires and

some are billionaires.
For embattled long-term local residents, things still seem bleak after
nearly a decade mired in economic
recession. All they can see are a
public electric utility on the verge
of collapse; a government weighed
down with $72 billion in debt that
is looking bankruptcy in the face;
further tax hikes to people’s low
wages compared with the mainland
U.S.; and partisan lawmakers who
seem hell bent on hindering the island’s economic growth.
The most recent Puerto Rico report from Standard & Poor’s Ratings Services (S&P), dated Feb.
13, hasn’t helped matters either.
The credit-rating agency not only
pushed government debt further

into noninvestment grade, or junk
territory, but also warned of “political and policy instability.” On Feb.
19, Moody’s Investors Service also
downgraded Puerto Rico generalobligation (GO) bonds further into
junk territory and echoed similar
concerns as those of S&P.
However, Bacó remains firm that
it is darkest before the dawn.
“We are starting to grow. What we
have to do is get rid of these storm
clouds and provide investors certainty on how we are going to manage our debt and what kind of tax
reform we will have at the end of
the day to better redistribute the tax
burden. The sooner we do these two
things the better because investors
Continues on next page
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Alberto Bacó Bagué (left), secretary
of the Economic Development &
Commerce Department, said we
have passed the tipping point of an
economic turnaround.
Mohnish Pabrai—who founded
Pabrai Investments in 1999 with
$1 million in assets and presently
manages $700 million in the U.S.,
India, China and South Korea—
decided to set up shop in the Banco
Popular building in Old San Juan
after a one-day visit to the old city.
Pabrai is among the keynote speakers
at this year’s Puerto Rico Investment
Summit.

Continued from previous page

aren’t scared of restructuring debt
or tax reform, they are scared of uncertainty,” said Bacó, who also recognized the need to cut government
spending. “We can’t stop halfway.
Once we do these things, the panorama will be very bright.”
A stateside consumer bank that
plans to set up its consumer loan
servicing from Puerto Rico, employing about 1,000 people here, is
among the pending arrivals under
the island’s main package of six incentive laws, he said.
“Last year, hardly anybody in
Puerto Rico knew what Acts 20/22
were. Now, my friends’ children are
getting jobs with companies and
people under Acts 20/22 decrees.
Ask anybody who has rented or
sold their house to an Act 20/22er
whether these incentives are working,” Bacó said.
The tax incentives are a great way
to attract the capital Puerto Rico
needs—about $5 billion a year
over the next four years economists
say—to turn the commonwealth’s
economy around, said Miguel Ferrer, a veteran financial industry
executive who until July 2014 was
chairman of UBS Puerto Rico and
co-founder of Puerto Rico is the
Answer (PRANs).
PRANs is a nonprofit, action tank
of top professionals who donate
their time to push forward the plan
to energize Puerto Rico’s economy
through these incentives.
“These incentives are a powerful
motor for economic development.
If we do this right, Puerto Rico will

“Puerto Rico has the unusual benefit of the
State Department thinking it’s part of the
U.S., while the Internal Revenue Service
thinks it’s a foreign country. Puerto Rico is
kind of in a twilight zone,” said Mohnish
Pabrai, who set up a $152 million hedge fund
here—called Dhandho Holdings—under Act
20 a little under six months ago.
be the ‘it’ place. This is our last
chance. If we don’t do this, that’s it
for us,” Ferrer said.
Act 22 grants new Puerto Rico
residents—(including, after a recent amendment, returning Puerto
Ricans who left before 2006)—a
0% rate on locally sourced interest

and dividends as well as all capital
gains accrued after they become
residents—a particular benefit for
active traders. Act 20 provides a
4% tax on service income, such
as hedge-fund fees. Puerto Rico is
the only place in the world where
U.S. citizens don’t have to pay

federal income taxes unless they
report stateside income. In contrast,
wealthy taxpayers who opt to re-establish overseas to a foreign country
have to surrender their U.S. passports and pay an exit tax of 23.8%
on unrealized capital gains.
To become eligible for the Puerto
Rico tax breaks, a person must live
on the island for at least 183 days
a year and prove that a preponderance of his or her social and family
connections are here. Any person
who moves to Puerto Rico signs a
contract with the government that
guarantees the tax break through
Dec. 31, 2035. Only congressional
action—or granting Puerto Rico
statehood—would put a stop to this.
(See Investment Summit supplement for more information and further incentives.)

BETTER THAN SLICED BREAD

“Puerto Rico has the unusual benefit of the State Department thinking it’s part of the U.S., while the
Internal Revenue Service thinks
it’s a foreign country. Puerto Rico
is kind of in a twilight zone,” said
Mohnish Pabrai, who set up a $152
million hedge fund here—called
Dhandho Holdings—under Act 20
a little under six months ago. “As I
did research, it dawned on me that
it was a no-brainer. The time to
go into a place is when it’s on its
knees.”
The tax lures were so good, that
Pabrai—an Indian-American entrepreneur, investor and philanthropist,
who founded Pabrai Investments in
Continues on page 16
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1999 with $1 million in assets and
presently manages $700 million in
the U.S., India, China and South
Korea—decided last year to set up
shop in the Banco Popular building
in Old San Juan after a one-day visit
to the old city. Pabrai said he would
save as much as $10 million a year
in taxes, as well as $500,000 in operating costs.
Dhando now employs three
people, one who makes well over
$100,000 a year and two more who
make more than $200,000 annually, and is looking for a fourth employee. In the running for the new
job, which pays $100,000 a year, is
a recent female chemical engineering graduate from the University
of Puerto Rico’s (UPR) Mayagüez
campus; Pabrai is using the UPR,
known for its engineering program,
to find new recruits.
To date, Acts 20/22 have created
1,539 jobs out of 6,057 jobs projected by existing companies and
residents, the DDEC reported.
“It’s not a problem that lots of
people are leaving Puerto Rico.
It’s a problem that the best people
are leaving because they cause all
positive development. The tax lures
won’t provide jobs for everyone,
but they will keep the best talent
here,” said Pabrai, who grew up in
India and moved to the U.S. when
he was in college.
Dhandho is “an active investment
operation” that recently bought
Louisiana-based Stonetrust Insurance, which specializes in workers’
compensation coverage, for $60
million.
Puerto Rico’s talented, bilingual workforce; access to American amenities such as name-brand
chain stores and Amazon.prime;
and availability of direct flights to
metropolises such as New York,
Boston and Miami, are among the
most cited reasons why new residents say they like Puerto Rico.
In addition to Pabrai’s hedge
fund, Randy Swan’s Swan Wealth
Advisors, Mark Graham’s Blue Alternative Asset Management, John
Helmers’ Long Focus Capital, Damon Vickers’ Nine Points Capital
Management, Peter Schiff’s Euro
Pacific Management, Steven Stewart’s Garrison Investment Group,
and Thomas McOsker and Nick

Meeting of the Act 20/22 Society in September 2014 at the Dorado Beach Ritz-Carlton Reserve

Puerto Rico’s talented, bilingual workforce;
access to American amenities such as namebrand chain stores and Amazon.prime; and
availability of direct flights to metropolises
such as New York, Boston and Miami, are
among the most cited reasons why new
residents say they like Puerto Rico.

Paidas’ BloxTrade are only some of
the financial funds that have set up
shop in Puerto Rico. And none of
these are little players.
Before this onslaught, there were
only two hedge funds in Puerto
Rico, San Juan Asset Management
and Ferré Rangel’s private, family
hedge fund.
“Currently, there are many hundreds of millions of dollars on deposit at local banks and, in the future, this will become billions,”
Robb Rill, head of the Act 20/22
Society, previously said.
Also fueling the wave of new residents and investments are tax-rate

hikes on the wealthy stateside.
Since 2013, when rate hikes on
the wealthy and a 3.8% Obamacare
tax on net investment income both
kicked in, the top effective combined federal and state tax rate on
long-term capital gains and qualified dividends has been 32.7% for
New York City residents, 33% in
California and 29% in Connecticut.
On short-term gains and taxable
interest, it is now a hefty 52.3% in
New York, 52.6% in California and
48.6% in Connecticut, according to
Forbes magazine.
“Frankly, for Americans, it’s sort
of an unprecedented thing,” said

Alex Daley, a technology investment strategist, to the Associated
Press about changing residence for
tax reasons. He moved to Puerto
Rico from Vermont with his wife in
December 2013.
Daley said he felt the U.S. mainland had become a more hostile tax
environment under President Barack Obama. “They try to hold the
people with the most mobility and
the most wealth captive,” Daley said
of the U.S. government. “People are
getting angry about that.”

ECONOMIC IMPACT

The company Million Air at San
Juan’s Isla Grande Airport, which
counts billionaire John Paulson
and singer/songwriter Jimmy Buffet among its growing clientele, is
doing booming business, as are accountants, attorneys and other professionals who provide services to
this group of new residents, said
many local executives.
New residents have spent more
than $1.2 billion buying new homes
in Puerto Rico, according to DDEC
estimates, which notes that each Act
22er spends about $3.5 million on
the island as part of their move.
If this metric is applied to the new
22ers who the DDEC projects will
move this year, that is another $2.1
billion for the commonwealth’s
economy.
Continues on next page
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High-profile investors such as
Paulson of Paulson & Co., Nicholas Prouty of Putnam Bridge Funding and Steven Stuart, former vice
president of Goldman Sachs who
co-founded Garrison Investment
Group, have invested $2 billion to
date in local real estate.
With $1.5 billion, Paulson snapped
up the Condado Vanderbilt Hotel, La
Concha-A Renaissance Resort and
the accompanying Vanderbilt towers in San Juan; the St. Regis Bahía
Beach Resort, office spaces and a
parking lot in Hato Rey; and empty
lots on the boutique-lined Ashford
Avenue in Condado, primed for
new high-rise condos.
Prouty put $300 million into Puerto del Rey Marina in Fajardo and La
Ciudadela, a mixed-use development in the Santurce district of San
Juan that has now sold all its 312
condo units, primarily to longtime
locals.
With $200 million, Stewart
bought and is upgrading Punta Candelero Beach Resort and the Palmas
del Mar Yacht Club & Marina in
Humacao.
Paulson and Prouty are among
those who are passionate about Puerto Rico’s economic opportunities.
“We are investing here because
we think we are getting involved
on the ground floor,” Paulson told
investors at last year’s Investment
Summit, and famously predicted
that Puerto Rico will become “the
Singapore of the Caribbean.”
“Puerto Rico is in the process of
a great reinvention. We are at an inflection point and, after years of decline, asset values here are creating
generational opportunities,” Prouty
added in a recent speech.
Puerto Rico’s liquidation sale will
continue through March, at which
time the Federal Deposit Insurance Corp. will eliminate its 80%
guarantee on local banks’ toxic assets and banks will either have to
had sold them or write-off these
investments.

CRITICAL MASS

While it is easy to invest when
things are down, all around Puerto
Rico there are many things quietly
happening that indicate Bacó’s
vision—the tide has turned toward

Above, the financial district in Hato Rey. Many hundreds of millions of dollars are currently on deposit at local banks
as a result of hedge funds that have moved to the island under Act 20.

Randy Swan’s Swan Wealth Advisors, Mark Graham’s
Blue Alternative Asset Management, John Helmers’
Long Focus Capital, Damon Vickers’ Nine Points Capital
Management, Peter Schiff’s Euro Pacific Management,
Steven Stewart’s Garrison Investment Group, and Thomas
McOsker and Nick Paidas’ BloxTrade are only some of the
financial funds that have set up shop in Puerto Rico. And
none of these are little players.

positive economic development
that will continue growing—is
happening.
This week’s activity in tourism and
Puerto Rico’s potential economic
development are among the portents of things to come. Activities

include the Site Selectors Guild’s
annual conference, this year’s 2015
Puerto Rico Investment Summit
and a Taste of Puerto Rico Festival,
which is estimated to attract 2,000
visitors on Saturday. The apex of
all the hubbub was Wednesday,

when 17,847 passengers from six
cruiseships—Quantum,
Disney
Fantasy, MSC Divina, Carnival G,
N. Amsterdam and the Eurodam—
docked at the Port of San Juan and
Continues on page 18
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descended onto Old San Juan, according to the Puerto Rico Tourism
Co.
“It’s not all about Acts 20/22. It’s
about medical tourism. It’s about
the fact that cruiseship-passenger
visits to Puerto Rico are up 30%;
the government has found a quality
developer for the former Roosevelt
Roads Naval Station [in Ceiba]; and
we are growing in new sectors with
tremendous potential such as the
aerospace industry,” DDEC’s Bacó
said. “Within the next few weeks,
we are going to announce something good about the Port of the
Americas in Ponce.”
On that note, the commonwealth
selected Clark Realty Capital to
oversee the $3.2 billion development of some 3,000 acres at
Roosevelt Roads over the next 30
years. Clark Realty’s proposal for
Roosevelt Roads is a mixed-use
plan that includes hotels, malls,
residential housing, light manufacturing, port facilities for cruiseships
and rapid launches, schools, offices,
restaurants and entertainment areas,
among other projects that will create 30,000 jobs once completed.
Medical tourism today stands at
about 11,000 people who visit the
island each year for some form of
medical procedure, generating $30
million to $100 million in revenue.
Through promotion, government
officials hope to attract an estimated
30,000 medical tourists a year and
$300 million in revenue by 2017,
according to the Medical Tourism
Corp. of Puerto Rico, which was
recently formed to spearhead the
effort.
Aerospace is also growing. Today, Puerto Rico’s aerospace industry employs 5,000 people and accounts for more than $500 million
in exports.
Lufthansa Technik’s maintenance,
repair & overhaul (MRO) operation
is slated to open in July, and once
in full operation is projected to contribute $600 million a year to Puerto Rico’s gross domestic product
(GDP) and create up to 400 direct
jobs, according to commonwealth
estimates. Other MROs are also in
the works.
“We are interested in everything
that can be developed. Everything
that flies or sails will end up being

Last week, meanwhile, Gov. Alejandro García Padilla launched the
Gigabit Island Plan, a strategy for
the expansion of high-speed broadband networks across Puerto Rico.
The goal is to have 99% of households with access to 10 megabit per
second (Mbps) download speeds
and 70% of households with connection to 1 gigabit per second
(Gbps) download speeds by 2020.

SINGAPORE OF THE CARIBBEAN

Above, former Roosevelt Roads U.S. Naval Base in Ceiba. The commonwealth
selected Clark Realty Capital to oversee the $3.2 billion development of some
3,000 acres at the former U.S. Naval base over the next 30 years and that will
create 30,000 jobs once completed.

“It’s not all about Acts 20/22. It’s about
medical tourism. It’s about the fact that
cruiseship-passenger visits to Puerto Rico are
up 30%; the government has found a quality
developer for the former Roosevelt Roads
Naval Station [in Ceiba]; and we are growing
in new sectors with tremendous potential
such as the aerospace industry.”
—Alberto Bacó Bagué

fixed in Puerto Rico,” Bacó said.
Also in the works are Boriken
Space Ventures Inc.’s plans to establish a commercial spaceport at
José Aponte de la Torre Airport in
Roosevelt Roads.
The continuing Bahía Urbana
project in the Puerta de Tierra area
of San Juan and the $405 million
Mall of San Juan, which Michiganbased Taubman Centers Inc. is developing and is scheduled to open

next month, also are signs of better
things to come. No Act 20/22er, or
Act 20/22er’s spouse or partner,
is going to have to suffer austerity when it comes to a rapid fix of
designer luxury goods—Hollister,
Saks Fifth Avenue, Nordstrom,
Coach, Hervé Léger, Jimmy Choo,
Kate Spade, Louis Vuitton, Omega
and Versace, among others, will be
opening stores at the Mall of San
Juan.

Commonwealth officials’ plans
are mimicking the blueprint Singapore followed to grow its economy.
Singapore’s recipe was first to increase the capital base through tax
lures; then grow jobs by getting capital to invest in small and midsize
enterprises; provide cutting-edge
information technology to facilitate
business; and finally increase tourist
traffic and residents’ quality of life
by providing iconic entertainment
and shopping venues, such as Universal Studios and Orchard Road.
The development strategy has
drawn hundreds of thousands of
foreign workers and executives to
the country.
By strictly applying and promoting this model, Singapore was able
to increase its GDP from only $74.5
billion in 2000 to $348.7 billion
last year, according to Singapore’s
Infocomm Development Authority
(IDA).
As Puerto Rico struggles with a
dramatic population reduction—
from about 3.8 million in 2010 to
3.5 million today—Singapore went
from 4 million people in 2000 to 5.4
million today.
In 2000, Singapore had $270.2 billion in bank assets. Now, the islandnation is Southeast Asia’s financial
hub and among the world’s top-four
financial centers. Today, Singapore
is home to more than 200 banks,
which had nearly $2 trillion in total
assets in December 2013.
More tellingly, average per capita
income skyrocketed from $23,000 in
2000 to $78,763 in 2013—the fourth
highest in the world, and well above
the 10th-ranked U.S., with $53,042,
according to World Bank rankings.
Puerto Rico’s average per capita income is about $34,752, which gives
the island a World Bank ranking of
29th. Singapore’s financial standing
Continues on next page
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today is a long way from the $400
residents earned when the country
became independent in 1965.
“Puerto Rico and Singapore have
a lot of shared challenges and opportunities,” said Steve Leonard,
executive deputy chairman of Singapore’s IDA, one of the keynote
speakers at this year’s Puerto Rico
Investment Summit. “This is the
case because our size is somewhat
similar to theirs and the fact that we
don’t have big domestic markets
means that we have to think about
the world.
“We have a lot of the same goals.
We both want entrepreneurs and innovators to see our homes as places
where they want to build and do
things,” Leonard added.
Challenges include population
density and an aging population,
while opportunities include using
the educated workforce to serve as
regional hub for finance and other
services, he indicated.
When CARIBBEAN BUSINESS
visited Singapore in 2012 and told
Vasu Menon, research head at the
wealth management unit of OCBC

Steve Leonard, executive deputy
chairman of Singapore’s IDA, one
of the keynote speakers at this year’s
Puerto Rico Investment Summit.
“Puerto Rico and Singapore have
a lot of shared challenges and
opportunities,” Leonard said.

Bank Co., about the recent arrival of
the Acts 20/22 tax breaks and other
investment lures, he said:
“So go! All you have to do is promote the heck out of it, as we did
here. It isn’t very complicated. You

By following a similar development strategy as is
now being implemented by Puerto Rico, Singapore,
shown here, was able to increase its GDP from only
$74.5 billion in 2000 to $348.7 billion last year,
according to Singapore’s Infocomm Development
Authority (IDA).
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will see the results rather quickly.
We benefited from riding the wave
of growth in the Asian countries surrounding us, especially China. But
you have many and vast countries
in Latin America that are growing
nicely, and the U.S. and Canada,
which will strengthen their [economic] recovery soon. So you can’t
go wrong.”
It took Singapore less than a decade to dramatically change its financial position, Menon added.
Former Gov. Luis Fortuño passed
the Acts 20/22 incentives created
under former DDEC Secretary José
Ramón Pérez-Riera with little publicity in 2012, and then the García
Padilla administration began touting
these tax breaks upon taking office
in January 2013. So, it will still be
a while before we see the full effect
of local tax lures.
Key to this strategy working is the
government’s involvement in terms
of investing in the promotion, marketing and salesmanship needed to
successfully attract new human and
monetary capital to Puerto Rico,
and this is something the DDEC is
doing through events such as the
P.R. Investment Summit, which is

now in its second year.
Luckily, Puerto Rico’s package
of tax breaks has transcended party
lines and has strong support from
the private sector through groups
such as PRANs.
“It takes promotion, marketing
and salesmanship, and that requires
state investment and going out and
getting the businesses. But I’ll tell
you, it’s the best investment you can
make. It’s the only way you’re going to get companies to notice you
and get your companies to penetrate foreign markets and grow. The
competition among investment sites
has become fierce. You have to be
more aggressive than anyone else,”
Tan Choon Shian, deputy managing
director of the Singapore Economic
Development Board, said in 2012.
Once the word gets out, it can
spread like wildfire once it reaches
the tipping point, investors said.
“You light a flame and then eventually it takes on a life of its own,”
Pabrai said. “The biggest challenge
is for Puerto Rico to get the message
out….Then it’s all about focusing
on the serious unabated import of
talent and capital.” !
See Editorial on page 20

