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KPMG's role is limited 1o the services and deliverables articelated in the Contract for Profassional Services deted March 18, 2014 as subsaquantly
amanded (tha "Engagement Contract”), (Lis undarstood that amy actions taken by tha Government of the Commaniwesith of Puerto Rico relatad to these
sarvices and deliverables may Imsohes numerous factors that ere outside of the Contracts scopa. KPMG's sarvices and delivarables cannaot 1eka such
factors into account end, therefare, recammendations for such actions are nat implied and showd not be inferred Tram thass sarvices and defivarehlas.
Further, while such deliverablos may include analyses of cartaln legisiative initiatives, no service described In the Engagemant Contract andfor subseguent
amandments will invelve adising the Departmant regarding lobbying or etiver public poficy sdvocacy activiies related to legislation or regulation, inchuding
evalvating tha lkaliheed of ensctment of any proposed initiative or providing advice to the Depariment as 1o methodalogles to ensure enactment. KPRG
cennot undertake any rale in connection with the Coatract sendces that could be daemed lobbying, public poficy advoracy, orinpair the independence of
EFHIG a5 an awditor fos the Department of the Treasury such as dialting legislation end engaging in implementaton assistance.




1 Background

KPMG has been assessing the Puerto Rican tax structure to develop a set of alternative scenarios
for the Department of Treasury to evaluate how a revamped tax system will provide the desired
revenues through a more streamlined and effective system that results in more effective
aversight,

KPMG met with the Secretary of the Treasury and her colleagues to discuss in more detail the
parameters to be considered during the execution of this engagement. The Secretary stated that
her goals weare to:

Increase revenue to reduce or eliminate the deficit
Increase Puerto Rico's economic competitiveness
i1 Have an equitable distribution of the tax burden
1 Create a more efficient tax administration

The methodology used by KPMG to assist the Department of Treasury in achieving those
objectives requires understanding of how the department currently operates and performs. Our
understanding of the current state allows us to recommend actionable and implementable
improvement scenarios taking into consideration the Department's existing capabilities. Prior to
this raport, KPMG documented a generic current operating model that served as the basis for this
repart.




2 About this Report

2.1 Purpose of the Generic Actual Operating Model

The objective of the Current Operating Model Assessment is to broaden our understanding of the
operations and performance of the Department. This assessment is used as a baseline for
measuring the impact of possible improvement scenarios and furthermore creates consensus on
how the department currently operates. KPMG grouped this assessment of the current operating
model into six (6) components. The six components are as follows:

Services, Functions and Processes
Organization and Governance
Technology

Sourcing and Locations
Performance Management

People and Skills

LB ol T

The Current Operating Model Assessment identifies situations that need to be addressed in order
to start the transformation process towards the future state operating model design. The future
operating model is expected to provide the following benefits:

1 Operational focus on performance and primary outputs and deliverables
o Improved organizational structure, governance and capabilities in support of an
organizational change that enables the administration to achieve their tax reform strategy
as well as to sustain increased levels of performance
Focus on performance, exceptions and business priorities
I Improved, standardized and consistent business processes
1 Clear link between tax reform goals and operational measurements across the Department
' A motivated organization with ambitious, yet realistic goals

2.2 Report Scope

KPMG's analysis consisted of the following tasks:

| Met with key personnel within the Bureaus to understand the current operations of the
IRA and CFIA

1 Conducted walkthroughs of the main processes in each of the Bureaus to obtain first-hand
information and feedback from some of the operations personnel

I ldentify challenges that may impede future alignment of process owners with and the
Target Operating Model
Observations and recommendations

2.3 Document Structure

The report has the following structure:

' A more detailed description of the current operating model, describing its six logical
components, as listed in 2.1
" Public information regarding Tax Administration Systems in other jurisdictions in order




to have comparative information within the Internal Revenue Area processes {Section
4)

Gaps analysis and recommendations for improvement of the Internal Revenue
processes and operating model in general (Section 5)




3 Current Operating Model Components
Assessment

An operating model is the manifestation of the operations strategy of an enterprise. It describes
how the enterprise operates across the process, organization, and technology domains in order to
deliver the value defined by its business strategy. In essence, the operating model is the delivery
vehicle of the business model; it is what makes the business model's idea real.

Operating models have inherent complexity with many components interacting to deliver the
enterprise’s products and services. Therefore, operating model assessment and design requires a
holistic approach for dealing with complex systems. A design technique used to addrass complex
business problems is to break the problem into logical components to better structure the
assessment and design process.

3.1 Services, Processes & Functions

The assessment of current services, functions and processes allowed KPMG to demonstrate
major functional issues and inconsistencies with process design and IT architecturs. The
assessment of services and processes helped to highlight the core processes, major bottlenecks,
hand-off points and backlogs.

3.1.1 Business Architecture

The purpose of this section is to describe the current high level Business Architecture (BA) of IRA.
This BA is a holistic description of the context where the IRA operates, the value chain of the
current operations, the services it receives from internal providers or provides to external / internal
clients and the core business processes currently executed in IRA. This high level structure will
allow the Department to align the business' requirements with the application, data and
technology that will support its Target Operating Model,

The methodology that was used to understand the current context, value chain, services, and core
business processes is outlined in the figure below:
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Figure 1. Business Architecture Layers Assessad in IRA




3.1.2 Business Context Model

The business context model describes the high-level context under which IRA operates. This
model provides an outside-in view of IRA, identifies the actors (parties) that it interacts with and
the nature of those interactions. The actors are grouped as;

a) Target Groups: The recipients of the |IRA services, including Individual Taxpayers,
Corporations, Government Employees and Bondholders

b) Governors and Influencers: Those who direct, steward or influence the operations of [RA,
including Puerto Rico Central Government, United States of America Government,
Government Development Bank, Legislative Assembly

c) Suppliers (internal and external) of; Information Technology (ATI) and Contract/Temporary
Personnel Providers

d) Partners and Agents: including Customns, Municipalities, Banks and Tax Return Specialists
{authorized private companies that help individual taxpayers to complete and submit their
Tax Returns)
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