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Act 60 Loophole

The Citizenship Trap

If you are a US citizen earning $500,000+ per year in capital gains, dividends, or investment income, your options for legal tax elimination are brutally narrow.

Every other strategy in this series — Georgia, Dubai, Singapore, Spain — requires you to leave the US tax system. But the US is the only major country that taxes its citizens on worldwide income regardless of residency. You can move to Dubai and pay 0% locally, but the IRS still expects its 37%.

The only way to fully escape US taxation is to renounce your citizenship — a nuclear option that costs a $2,350 exit fee, triggers an exit tax on unrealized capital gains, and permanently bars you from re-entry under the Reed Amendment if the IRS determines you renounced for tax purposes.

For most high-net-worth Americans, renunciation is not an option. They have family, business ties, and property in the US. They need a path that preserves citizenship while eliminating the tax.

That path exists. It runs through Puerto Rico.

IRC Section 933: The Constitutional Loophole

Puerto Rico is a US territory. Its residents are US citizens. But under Internal Revenue Code Section 933, bona fide residents of Puerto Rico are exempt from US federal income tax on income sourced within Puerto Rico.

This is not a deduction. It is not a credit. It is a complete exclusion from federal taxation.

In 2012, Puerto Rico enacted Act 22 (now consolidated into Act 60, Subtitle E — the Individual Investors Act) to exploit this constitutional quirk. Under Act 60, qualifying new residents receive:


	0% tax on capital gains realized and accrued after becoming a bona fide PR resident.

	0% tax on dividends from Puerto Rico-sourced investments.

	0% tax on interest income from Puerto Rico bank accounts and investments.

	4% corporate tax rate on export services (companies providing services to clients outside PR).



If you are a crypto trader who realizes $2 million in capital gains this year, the federal rate is 20% + 3.8% NIIT = 23.8%. That is a tax bill of $476,000. Under Act 60, that bill is $0.

The Critical Nuance: "Accrued After"

Act 60 does not retroactively shelter gains that accrued before you moved. If you bought Bitcoin at $10,000, moved to Puerto Rico when it was at $60,000, and sold at $100,000, only the gain from $60,000 to $100,000 ($40,000) is Act 60-exempt. The gain from $10,000 to $60,000 ($50,000) is pre-move appreciation and remains subject to federal capital gains tax.

This is the single most audited aspect of Act 60. The IRS has dedicated enforcement resources to scrutinizing pre-move vs. post-move gain allocation. Your accountant must maintain meticulous records of fair market value on the date you establish bona fide residency.

Who This Is Actually For

Act 60 is not for bootstrappers. The minimum overhead is substantial:


	Property purchase: You must buy a residence in Puerto Rico (no renting).

	Annual charitable donation: $10,000 to an approved Puerto Rican nonprofit.

	Annual Act 60 filing fee: $5,000.

	CPA and legal fees: $10,000–$25,000/year for proper compliance.



Total annual compliance overhead: $25,000–$40,000 before living expenses.

This only makes sense if your annual capital gains exceed approximately $200,000. Below that threshold, the compliance costs eat the tax savings. Above that threshold, the math becomes extraordinary: a $1 million capital gain saves $238,000 in federal taxes against $40,000 in compliance costs. Net savings: $198,000/year.

The Long Term Vision

Act 60 is not a temporary loophole. The Puerto Rican government designed this decree to import high-net-worth capital, incentivize local spending, and stimulate the real estate market. The decree is a binding contract guaranteed until December 31, 2035 (and potentially renewable). 

If you are a successful founder preparing to exit a company, a crypto trader sitting on massive unrealized gains, or a day trader generating heavy short-term capital gains, Act 60 is the most powerful tax shield available to a US citizen. You do not need a second passport. You just need to move your life to the Caribbean.



Residency Execution

The Residency Trap

Act 60's tax benefits are available only to bona fide residents of Puerto Rico. "Bona fide" is not self-declared. It is tested by the IRS against three independent criteria, and failure on any one can trigger a full audit with retroactive tax assessment, penalties, and interest.

The IRS actively audits Act 60 participants. In 2023, the IRS announced a dedicated enforcement initiative targeting "potentially abusive" Act 60 arrangements. This is not a theoretical risk.

The Three Tests

Test 1: The Presence Test

You must be physically present in Puerto Rico for at least 183 days during the tax year. Days of arrival and departure count. Days spent in transit through US airports do not.

The tax planning calendar:


	January through June: spend the majority of your time in Puerto Rico.

	By July 1, ensure you have already logged 100+ days.

	Use Q3 and Q4 for US travel (business meetings, family visits) while maintaining your PR base.



Test 2: The Tax Home Test

Your tax home — defined as the principal place of business or employment — must be in Puerto Rico. If you are a remote worker for a US company, your tax home is wherever you perform the majority of your work. That must be Puerto Rico.

Practical requirements:


	Your home office must be in Puerto Rico.

	Your business communications (email signature, LinkedIn, client contracts) should reflect a Puerto Rico address.

	If you maintain a US office or coworking membership, it must be secondary to your PR base.



Test 3: The Closer Connection Test

You must demonstrate that your closer connection is to Puerto Rico, not to any US state. The IRS evaluates this holistically:


	Where is your personal residence? (Must be PR.)

	Where is your driver's license issued? (Should be PR.)

	Where are you registered to vote? (Should be PR.)

	Where is your bank? (Should have a PR-based primary bank — Banco Popular, FirstBanco, or Oriental Bank.)

	Where are your social and professional memberships?

	Where do your children attend school?



The IRS has denied Act 60 benefits to individuals who maintained a US home, US driver's license, and US voter registration while claiming PR residency. You must actually relocate, not merely establish a mailing address.

The Property Purchase Requirement

Under Act 60, you must purchase residential real property in Puerto Rico within 2 years of your decree being granted. Renting does not satisfy this requirement.

Market reality (2026):


	Condado/Isla Verde (San Juan beachfront): $400,000–$800,000 for a 2-BR condo.

	Dorado Beach/Palmas del Mar (gated luxury communities): $800,000–$3,000,000+.

	Old San Juan (historic district): $300,000–$600,000 for a renovated colonial unit.

	Rincón (surf town, west coast): $250,000–$500,000.



For the Tax Hacker ICP, Condado is the standard choice: walking distance to restaurants, a 15-minute drive from SJU airport, and a concentration of other Act 60 residents who form the core networking community.

The Application Execution


	Hire a PR-specialized law firm. Firms like BDO Puerto Rico, Kevane Grant Thornton, or CPA firms specializing in Act 60 handle the full application. Typical legal fee: $5,000–$10,000 for initial filing.

	Submit your application to the Puerto Rico Department of Economic Development and Commerce (DDEC) via their online portal.

	Receive your Act 60 decree. Processing time: 60–90 days.

	Complete post-decree requirements within 2 years:
	Purchase residential property.

	Open a PR bank account.

	Transfer driver's license.

	Register to vote (optional but strongly recommended for closer connection evidence).





	File annual reports with DDEC and pay the $5,000 annual filing fee + $10,000 charitable donation.



The IRS Audit Shield

Document everything. Maintain a presence log (daily record of your physical location). Keep boarding passes, Uber receipts, grocery receipts — any evidence proving you were in Puerto Rico on a given date. The IRS will request your travel history. Your CPA should file Form 8898 (Statement for Individuals Who Begin or End Bona Fide Residence in a U.S. Possession) in the year you establish residency.

The cost of perfect documentation is $0. The cost of imperfect documentation under audit is potentially hundreds of thousands of dollars in back taxes, penalties, and interest.



Exit Tax Trap

The Unrealized Gains Nuance

The pitch for Act 60 is simple: 0% capital gains. But the IRS is not going to let you hold $10 million in highly appreciated Apple stock, move to Puerto Rico on Monday, sell it all on Tuesday for a 0% tax rate, and move back to New York on Wednesday.

Act 60's 0% rate only applies to capital gains that accrue while you are a bona fide resident of Puerto Rico.

It does not apply to "built-in" gains that accrued while you lived on the mainland.

The Bifurcation Calculation

If you hold an asset (stock, crypto, real estate) before you move, you must bifurcate the gain when you eventually sell it.


	Mainland Gain: The increase in value from the day you bought it until the day you officially establish PR residency. This portion is taxed by the IRS at the standard US capital gains rate (up to 20% + 3.8% NIIT).

	Puerto Rico Gain: The increase in value from the day you establish PR residency until the day you sell it. This portion is taxed by Puerto Rico at 0%.



The Execution: On the exact day you establish your Tax Home and Closer Connection in Puerto Rico, you must document the exact fair market value of your entire portfolio. Take screenshots. Download statements. Have your CPA formally establish the baseline.

The 10-Year Rule

If you sell your pre-move assets within your first 10 years of living in Puerto Rico, you pay the standard IRS tax on the "Mainland Gain" portion.

However, if you hold those pre-move assets for 10 full years after moving to Puerto Rico before selling them, Puerto Rico imposes a 5% tax on the "Mainland Gain" portion, but it generally shields you from the IRS. (Consult your CPA, as the interaction between IRC 933 and Puerto Rican law on the 10-year hold is highly technical and specific to the asset class).

For most crypto investors, the easiest path is simple: sell everything before moving to reset the cost basis, pay the mainland tax, and re-buy the assets once you land in San Juan. All future gains are then cleanly 100% Puerto Rican sourced.

The Exit Strategy

What happens if you move to Puerto Rico, stay for 3 years, hate the hurricanes, and want to move back to Miami?

You can leave whenever you want. There is no "clawback" of the tax savings you enjoyed during those 3 years. The 0% gains you realized and cashed out while you were a bona fide resident remain yours.

However, the moment you fail the 183-day Presence Test or re-establish your Tax Home in the US, you lose your Act 60 decree. From that day forward, all new gains are subject to standard IRS taxation.

The decree itself is a contract valid for 15 years, but it is entirely dependent on your ongoing physical and economic presence on the island. Leave the island, lose the shield.



Irs Audit Shield

The Audit Reality

Let's be clear: If you claim the Act 60 exemption and report $2 million in 0% capital gains while maintaining a US passport, you will be audited by the IRS.

The IRS views Puerto Rico's Act 60 program with extreme skepticism. They launched a coordinated enforcement campaign in 2021 specifically targeting high-net-worth individuals who claim PR bona fide residency but actually spend most of their time on the mainland.

If you fail the audit, the IRS will retroactively revoke your bona fide residency status, hit you with the full mainland capital gains tax, and apply massive penalties and interest for tax evasion.

To survive the audit, you must definitively pass all three components of the Bona Fide Residency test defined in IRC Section 933.

1. The Presence Test

This is the easiest test to pass because it is purely mathematical. You must spend at least 183 days of the taxable year physically present in Puerto Rico.


	Keep a meticulous log.

	Do not rely on your memory. Use an app like Nomad Profile or TaxDay that tracks your phone's GPS coordinates.

	Save all flight itineraries, Uber receipts to/from the San Juan airport, and local grocery receipts. If the IRS challenges you, you drop a binder of GPS data and receipts on their desk.



2. The Tax Home Test

Your "tax home" is the general area of your principal place of business, employment, or post of duty. If you do not have a principal place of business, it is your regular place of abode.

To pass this test, your primary business operations must be anchored in Puerto Rico. If you run a mainland US business, you cannot simply declare PR residency while flying back to New York every week to manage a warehouse. The IRS will rule that your "Tax Home" is still New York.

For remote workers, day traders, and crypto investors, this is easier: your Tax Home moves with your laptop.

3. The Closer Connection Test (The Trap)

This is the subjective, qualitative test where most audits fail. The IRS asks: "Where is the center of your vital interests?"

If you spend 183 days in Puerto Rico, but your spouse and kids live in a house you own in Connecticut, your cars are registered in Connecticut, you vote in Connecticut, and your country club membership is in Connecticut… you fail the Closer Connection test.

To build an impenetrable Audit Shield, you must aggressively sever ties with your former mainland state:


	Sell the mainland house. If you cannot sell it, rent it out to an unrelated third party on a 12-month lease. Do not keep it empty for your personal use.

	Move your family. Your spouse and minor children must live with you in PR.

	Change your driver's license and voter registration. Surrender your mainland IDs.

	Move your core banking. Open accounts with Banco Popular or FirstBank PR.

	Establish local social ties. Join a local gym, yacht club, or country club in Puerto Rico. Keep the membership receipts.

	Move your pets. The IRS literally checks vet records to see where your dog lives.



The rule is simple: You cannot fake it. You must actually move your life to the island. If you treat Puerto Rico like a tax-advantaged timeshare, the IRS will destroy you.
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Real Estate Mandate

The Buying Requirement

In recent years, the Puerto Rican government added a specific stipulation to the Act 60 (formerly Act 22) Individual Resident Investor decree:

You must purchase a residential property in Puerto Rico within two years of receiving your decree.

This property must be your primary residence. You cannot buy a cheap shack, rent it out on Airbnb, and live in a luxury hotel. You must own the home you live in.

This mandate radically shifts the math of Act 60. It is no longer just a tax play; it is a major real estate commitment.

The San Juan vs Dorado Divide

When high-net-worth expats move to PR, they generally cluster in two areas, creating a massive price premium in these specific markets.

San Juan (Condado / Ocean Park / Isla Verde)


	Vibe: High-density, urban, walkable, beachfront. It feels like Miami Beach in the 1990s.

	The Market: Inventory is extremely tight. A renovated, move-in ready 2-bedroom condo in Condado will easily cost $800,000 to $1.5M+.

	Pros: Excellent restaurants, fast fiber internet, close to the airport.

	Cons: Noise, aggressive traffic, and the condos are generally older buildings that require constant maintenance due to the salt air.



Dorado (Dorado Beach / Ritz-Carlton Reserve)


	Vibe: The ultra-luxury, gated, golf-cart community 40 minutes west of San Juan. This is where the billionaires, crypto whales, and Logan Paul live.

	The Market: Hyper-inflated. Entry-level homes start at $3M. Premium properties are $10M to $30M.

	Pros: Utterly pristine, heavily guarded, massive private generators ensuring zero power loss, top-tier international school (TASIS).

	Cons: Extremely expensive, socially isolated ("the Dorado bubble"), and you must drive 45 minutes into San Juan for serious nightlife or specialized healthcare.



The Infrastructure Reality

You cannot discuss Puerto Rican real estate without discussing LUMA Energy (the power grid) and PREPA (water).

The Puerto Rican power grid is famously fragile. Power outages are not occasional anomalies; they are a weekly reality across much of the island, even outside of hurricane season.

If you are buying a property to fulfill your Act 60 mandate, you must ensure the property has a heavy-duty, automatic transfer switch generator (Cummins, Generac) and a backup cistern (water tank).

If you buy a condo, you must verify that the building's HOA maintains a "full power" generator that runs the air conditioning inside the units, not just the "partial power" generators that only run the elevators and hallway lights.

The Hurricane Threat

Puerto Rico sits squarely in the Atlantic Hurricane alley. Hurricane Maria (2017) destroyed the grid and left parts of the island without power for months.

When you buy, you must factor in the cost of Hazard Insurance (Wind/Storm). Because of recent storms, premiums have skyrocketed. A $1M property in Condado might carry an annual insurance premium of $10,000 to $15,000.

The Strategy

For the Tax Hacker looking to minimize capital outlay while fulfilling the mandate:


	Rent an apartment in Condado for the first 12 months. Use this time to explore the island, establish your presence test, and find a reliable local real estate attorney.

	Look at emerging, secondary markets slightly outside the main expat bubbles—areas like Palmas del Mar (Humacao) or the west coast (Rincón). Prices are lower, though the commute to the San Juan airport is longer.

	Buy a modest, structurally sound house for $400k–$600k, immediately install solar panels, Tesla Powerwalls, and a water cistern. You have now met the mandate, secured your 0% tax rate, and insulated yourself from the failing local grid.
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