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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:

H * Black-box view thet depicts the
BI.ISII‘IESS cu"text gavernars, suppliers, parttners and
M Ddel clients that Interact with the entarprise,

alang with their interactions

sShows horzantal accountability

S'ﬂr\fiﬂe Mndel relationshipa between service providars

in&n Enterprisa.

o4 chain of activities that an Entarprize

Ual ue Ch Hil'l performs in order 1o deliver a valuable

product of service for its Clients

BUSi“ESS Prﬂ Ccess » Reprasants the sequence flaw thraugh
a set of business activities required 1o
Mﬂdﬂls achieve a business chjective

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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3.1.4 Current Value Chain

The analysis of the current value chain allows us to link the improvement opportunities and
recommendations to specific valuable services that are created and deliverad by the Department.

KPMG confirmed that IRA's Current Value Chain (see Figure 6) is composed of three core
processes: Tax Return Registration, Contribution Calculation and Collect Contributions. The core
processes are constantly supported by Enforcement and Taxpayer Assistance procasses that help
IRA control the compliance with the Code and manage the quality of services provided to the

taxpayers.
g !Ii' arig
Submlssion of tax returns
form (Tax Filing) Collectiana
& [Eaniiupe
Tax Enforcement
Inspections Fizcal Audits
Figure 8 Current Value Chain of 174
a, Submission of tax returns form (Tax Filing): This core process consists of registration,

identification and verification of the information provided in the printed Tax Returns that are
filed. It also includes the follow up on the tax returns filed electronically by taxpayers.

Processing: This core process consists of returning of amounts paid in excess by the
taxpayers during a given tax year. |t also includes the process of receiving the income from
taxes according to the regulation and the electronic submission of information that is
required by law or regulation (Tax Registration).

Collections: With this core process the organization is focused on assuring the adequate
collection of taxes (Tax Collection), in accordance to the Tax Code dispositions, considering
different collection methods in case of debts and tax evasion. Includes the preparation and
exacution of the Contribution Collection Program, which is aimed at ensuring the collection
of tax contributions converted into tax receivables in accordance with Internal Revenue
Code.

Tax Enforcement: This support process also includes the planning and conducting of
audits and investigations on returns filed by taxpayers and monitoring the results of these
initiatives, Furthermore, this process includes the identification and investigation of
potential taxpayers that are not following the fiscal and tax laws of Puerio Rico. Also, this
process is focused on the selection of taxpayers and payrolls to investigate and obtain the




information required to provide recommendations to the correspondent Bureau on how to
proceed for the collection procedure. Once a taxpayer has been inspected and identified as
a tax evader or fraud, a formal criminal investigation takes place to dictate a court
sentencing. The evidence obtained on possible fraud or violations of fiscal laws are
submitted to the Department of Justice.

e. Taxpayer Assistance: This support process consists of providing assistance to different
taxpayers concerning any tax service provided by IRA, as well as issue resolution related to
contribution calculations. It also includes the development and execution of programs to
guide, regulate and train the community on topics related {o taxes.

3.1.5 Business Process Model

Section 3.1.5 provides insight on the value chain’s core processes within the Internal Revenue
Area, Each process has been drilled down in order to gain a deeper understanding about its
current status, including its objective, inputs and outputs. Additionally, in order to provide visual
aid, sach process presents a diagram based on Business Process Management Notation (BPMN
1.0}, considering the following nomenclature:

Represants work that is performed within a Business Process, An
Activity can ba modeled as a:

Sub-Process - a compound Activity that is defined as a flow of
other BPMN 1.1 slements, or

Task - an atormic Activity that cannot be broken down into a
smaller unit

As a sub-process, the Activity can be made a composite element that
links to a child diagram containing the flow of other BFMN elements

<<5ub Prooess>> Includes a series of activities supporting a businass process.

Defines the initiating event in a process,

Start Event

o Defines the terminating event in a process.

End Event




ltem Action

Error Evant

Defines an arror or disruption event in a process.

hesszge Event

Defines a specific type of event, due to notification sending.

Defines a decision point in a business process. If a condition is true, then
processing continues one way, if not, then another,

L

Defines a decision point in a business process, on which more than one
path may be taken. It is also used to indicate dependent activities that
nead to ba done in order to continue with the procass,

|




3.1.5.1 Submission of tax returns form [Tax filing]

The objective of the Submission of tax returns form [Tax filing] process is to present the tax
returns form to the Department of the Treasury with the details of the taxpayer's income,
expenses, exemptions, deductions and calculation of taxes, which are chargeable to the taxpayer
and to confirm that the tax returns form contains all the required infarmation.

Post Office

Clerk

Prelimimary Review Section
Processing
Assistant

Tax Technictan

Humeration
Clerk Il

Santio Data
Ennry Office

nmher?




Submission of tax returns form [Tax filing]

Individual Tax return forms

Inputs Corporate Tax return forms
Extension Forms
The process begins with the tax return form's submission to the Department
of the Treasury for processing.
The subrission sub-process includes the reception, classification and
numbering of the tax returns form and review of the information and
evidence submitted by the taxpayer.
The different types of tax return forms include :
Amended tax returns form
Tax returns form with payment (check or voucher)
1 Extensions Forms
Tax returns form of previous years.
Processing of the tax return forms requires different operational and review
lewvels through the process.
Diagram The Submission process involve 2 different levels:
description
Level | - Preliminary Review
The Tax Technician reviews manually the individual tax return form. Reviews
the information and the evidence submitted by the taxpayer. If it is
necessary a "reparo” form can be included in the documentation, as a signal
that the tax return form lacks evidence. This form also indicates objections
and corrections in the tax return form, using a blue color pencil. At the end of
this preliminary review, the Tax Technician classifies the tax return form.
Level Il - Numbering
Each tax returns form must have a serial number that will be used to trace
the document within the different units,
Individual Tax return form processed
Corporate Tax return form processed
Outputs

Extension form processed

"Repara” forrn completed, if necessary




3.1.5.2 Processing

The objective of processing the tax return form is to register the return in the system, analyze, and
review the data submitted by the taxpayer, and to verify if all the documentation supports the tax
return form submitted.
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Inputs Tax return form numbeared

Level lll - Data Entry

The data is registered into the electronic system after being processed in the
Processing Division. The data registered consists in the following:

-Index data: taxpayer’s data, which is found in the first page of the tax returns
form including: serial numbers, social security number, civil status,

- Biographical data: taxpayer’s data which is found on the first page of the tax
return form including: the full name of the contributor, date of hirth, address,
and spouse inforrnation, among others.

-Financial data: taxpayer's data which is found in fields of refunds, payment,
annexes, withholding tax and informative report included in the tax returns
form.

Level IV- Data Correction: At this level, Tax Technicians verify and correct tax

Dia i
araul return forms that have generated errars and send notification to the taxpayer.

description
The tax return forms on which a math error has been determined, are reviewed
and corrected by the Tax Technician, better known as “The Correctors.”

At this level the Tax Technician can identify “reparos” in the tax return form.
The “reparos” must be sent to the Office of Accounts Management to be
processed.

Level V - Corporate Unit: This level is reached only if the corporate tax return
form generated an error and could not continue within the course of the regular
process.

Level VI - Adjustment Office: |f the taxpayer has changed any component
within the tax return form such as income, exemptions, deductions or credits,
this may result in a refund or additional tax due, and should be notated in order




Processing

to be handled directly by the Adjustment Office for modification and
processing.

Level VI - Account Management: At this level, tax returns forms with

“reparos” are received in order to be processed. There are nine kinds of
“reparos” related to omission of information in the tax returns form.

Outputs Tax returns form processed




3.1.5.2.1 Electronic Filing

Taxpayer

Procoessing (Tax Filing)

Systom =
validate tax
return form
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Electronic Filing (e-filing)

Inputs Electronic Tax return form

E-filing process diagram reflects the steps that must be followed by
taxpayers to submit their tax return form electronically:

E-filing process allows taxpayers to complete, sign and file their tax return
form electronically. The process allows taxpayers or Tax Return Specialist to
download software programs used for e-filing and payment through
Fayments Online " Colecturfa Virtual”) in case they have any tax balance
due.

When an individual taxpayer or Tax Return Specialist initializes the electronic
filing process for a return, the system will validate certain information; if the
validation fails, the system will not return a code until it the correct
information is registered.

Once the tax return form is electronically submitted, the system (FileNet
application) will produce images of the tax return forms, and according to the
Diagram case, the system assigns the tax return form to the responsible area that
deseription must process it (e.g.: Data Entry, Perfection).

The Data Entry Section updates the tax return forms of those who have
some exception, including errors of direction, and those tax return forms
with biographical information (name of the taxpayer and / or spouse) that do
not match with the information registered in the systems. If the tax return
form does not have any error the process will finish normally.

In case of mathematical error, the Perfection Data Section manages it and
the passes the form to other areas with status Mot Finished in REFO
System. In this case a notification letter will be sent to the taxpayer and the
Perfection Data Section will wait 60 days for the taxpayer's response.

Mote:

1. An amended tax return form cannot be submitted electronically

2. The corrections to the tax return form are made through FileNet without
printing. The comments and annotations are made on the image.

Electronic Tax return form processed
Outputs

Motification to taxpayer




3.1.5.3 Tax Enforcement |
3.1.5.3.1 Fiscal Inspection — Sales and Use Tax

The abjective of fiscal inspections is to examine, identify and report, fairly and impartially, tax |
gvasion, under-reporting, under-assessment and loss of revenue that can be attributed to
negligence, inefficiency, omissions and commissions.

The Fiscal inspection process covers initiatives that are carried out to ensure correct, judicious and
legal application of rules and procedures and also make sure that taxpayers comply with the
Internal Revenue Code, related to their fiscal duties.

The inspections are conducted for incoming goods through the docks, as well as commercial '
property (Sales and Use Tax). There are two types of inspection: |

* Regular Inspection
*  Special Inspection

Inspections can be the result of a series of reports that are extracted from the different systems,
IVU alert, entertainment events to be held and complaints about VU Loto and cases referred from ,
the different Bureaus within the Internal Revenue Area. !
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mE
Fiscal Inspection - Use and Sales Tax
Inputs VU alert, complaints, PRITAS { N222 Report, special cases
Different inspections are conducted in the following districts: Humacao,
Aguadilla, San Juan, Arecibo, Bayamon, Caguas, Carolina, Ponce and
Mayaguez,
The cases are received by the District’s Interim Supervisor, who plans each
investigation or inspection to be executed.
Diagram The Internal Revenue Agents are responsible for conducting the field

description | Inspectionfinvestigation once the cases have been assigned

If a deficiency is detected during the inspectionfinvestigation, the Internal
Revenue Agents must complete a form 2924 (IVU Inspection) or form 2327
(Licenses Inspection). If no electronic device is available for logging
purposes, the form will be subsequently delivered to a Contributions
Technician V in order to process a debt taxation. After the taxation, the
system will immediately generate a notification to the taxpayer.

Report of Inspection
Qutputs Debt Taxations

Penalties




3.1.5.3.2 Fiscal Inspection — Ports

The objective of a port inspection is to examine, identify and report fairly and impartially, any tax
evasions or under-reporting due to negligence, inefficiency and omissions of incoming goods.
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Fiscal Inspection - Port

Inputs Bill of lading

Internal Revenue Agent validates the merchandise to be transported and
imported to Puerto Rico in the system. At the same time, the taxpayer must
notify the amount of goods that will be imported, and pay the respective tax.

The Internal Revenue Agent gathers information and uses their expertise to
determine whether the merchandise should be released at the time of the

Diagram arrival to the pier. If the merchandise was not released in the first instance,
description the Internal Revenue Agent should make a crossing of information,
Examining Records and analyze the needs to inspect the merchandise. If the
merchandise is not selected for inspection, it is released to the taxpayer to
be transported to its final destination. If the merchandise is selected for
inspection and found to have deficiencies, then the taxpaver is notified and
can make arrangements to pay the penalty fees in order to have the .
merchandise released. 5

Proposed penalty, if applicable

Outputs _
Release Mearchandise form (SC 2015)




3.1.5.3.3 Fiscal Audits

The objective of Fiscal Audits is to examine and determine if taxpayers are correctly reporting and
assessing their tax obligations. The role of fiscal audits must extend beyond merely verifying a
taxpayer's reported obligations and detection of discrepancies between a taxpayer's declaration
and supporting documentation.

Fiscal Audit covers the qualitative aspect of taxpayer declarations as well as the departmental
actions, including assessment of income, amendment of assessments and disposition| of other
matters.
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Fiscal Audits

1 Cases selected
Referred Casas

Inputs Complaints
I

The Fiscal Audits are conducted in the following districts: San Juan Metro |
Area, Arecibo, Bayarndn, Caguas, Hurmacao, Mayaguez and Ponce.
The cases are selected according to the following criteria: highest risk,
taxpayer non-compliance or specific projects.
The cases are included in the SAF system (Fiscal Audits System), in order to
be assigned to the different districts where the audits or investigations will
be conducted. The tax returns form must be requested by the Archive Office
prior to assignment.

Diagram '

Each district has a Supervisor who oversees operations and is responsible [

description for the assignment of cases to the different auditors.

Once the cases have been assigned, the auditor conducts the fiscal audit
and requests all necessary information specific to the taxpayer. Depending
on the results of the field inspection, two forms must be completed. If the
taxpayer has agrees with the deficiency, the auditor must complete the form
"Agreed Income Tax Cases.” If the taxpayer disagrees with the result of the
audit, a form "Disagreed Income Tax Cases” must be completed and sent to
the Chief of Review of investigated Cases, who is in charge of reviewing and
taxing, if necessary, using PRITAS system.

Agreed Income Tax Cases form
Outputs Disagreed Income Tax Cases farm
Audit Report

3.1.5.4 Collection Process
3.1.5.4.1 Collection Management and Sejzures

This sub-process is designed and implemented for supporting the collection of taxes, in
accordance to Fiscal Code dispositions, considering different collection methods in case of debts i
and tax evasion. .

This sub-process consists on the receiving, assigning and processing of debt lists by Contribution
technicians, who analyze, manage and execute debt collection due diligence. |

|
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Collections — Collection Management and Seizures

In order to initialize any collection effort, it is necessary to receive a list of

gyt debts which is generated and sent from the Technology Area.

Lists of debts need to be received and checked on a weekly basis, by the
Group Leader, in order to distribute cases within the pool of technicians,
The Group Leader uses M5 Excel to filter debt lists.

Technicians receive their assigned list of debt cases and process a debt
certification for each possible taxpayer debt case in order to confirm if it

dmaﬂ’;'p'ﬂ is necessary to proceed with Collection due diligence.
escription .
Collection due diligence reguires the submission of three MS Word

written notification letters and visits to taxpayers in arrears, with the aim
of agreeing a Payment Plan.

If a Payment Plan cannot be agreed with the taxpayer, Compliance team
can determine to execute a seizure procedure in order to cancel a debt.

Motification letters
Outputs

Payment Plan agreed




3.1.5.4.2 Deductions on Wages of Government Employees

This sub-process is designed and implemented to guarantee payments from government
employees should they owe any outstanding debt obligations to the Treasury Department.
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Collections - Deductions on Wages of Government Employees

In order to process and start applying a deduction on an employee’s
wage, it is necessary for the team in charge to receive any of the
Inputs following inputs or triggers:
| Debt list generated by Technology Area
Referred case from the Compliance Section
This sub-process supports a collection method which is focused on
applying deductions from a Government employes’s wages, in order to
cancel any tax arrears.
Diag_rm_n A Supervisor or Group Leader will only approve a deduction on wages if
description | the request form is first received and analyzed by a Technician.
The government employes receives a notification letter (form SC-3311),
wehich is prepared by the section’s Clerk,
Form SC776 reviewed and approved
Outputs ;s
Form SC-3311 reviewed and approved




3.1.5.4.3 Bankruptcy Cases

This sub-process is designed and implemented for supporting the adequate collection of taxes, in
accordance to Fiscal Code dispositions, considering different collection methods in case of debts
and tax evasion, In this scenario, Bankruptcy cases are processed to guarantee debt collection,
taking advantage of the mechanisms provided through the Federal Court,
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Collections - Bankruptcy Cases

The Bankruptey Section must receive an Order and Notice form from the ‘

EEENN | ‘

Jputs Federal Court in order to start processing a bankruptcy case
This sub-process is triggered by a notification letter (Order and Notice) .
that is sent by the Federal Court, to the Bankruptcy Section, where |
Technicians are assigned by a Group Leader, to evaluate and prepare
£Ases.

Diagram |

description | 'he preparation of a case may include debt certifications processing, tax
returns certifications, taxpayer financial status monitoring, and the
processing of a claim report that is sent back to the Federal Court, with
the objective of receiving a Taxpayer Payrment Flan, which has to be
accomplished in order to cancel the debt.

Qutputs from this sub-process are:
Debt Certifications

Outputs 1 Claim forms

3.1.5.4.4 Voluntary Compliance at Collection Center or at Payment Application Office

This sub-process is designed and implemented in order to ensure on-time payment taxes with a
minimum of intervention from the Collection staff.
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Collections- Voluntary Compliance - Collection Center / Payment

] Application Office.

This sub-process requires taxpayer or practitioner instruction in order to
Inputs start processing a payment transaction in accordance to the debt to be
| cancelled.

The sub-process begins with the receipt of an instruction of payment
from a taxpayer or representative at the Collection Center or Payment

£ Application Office,
Diagram : : i : :
description At this moment, the collections auxiliary receives the payment, validates

concept of payment and processes it in PRITAS. At the end, this process
must generate a payment receipt which is delivered to the taxpayer and
archived for record keeping and further consults.

Outputs Payment receipt.

3.1.5.4 .5 Virtual Collections

This sub-process is designed and implemented in order to ensure on-time payment of distinct
types of taxes, considering a self-service scheme, taking advantage of the Treasury Department’s
wehsite,
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Collections - Voluntary Compliance - Virtual Collectors

A taxpayer must first access his private portal to fully complete and
Inputs submit the electronic form provided in order to process any electronic
payment through the Treasury Department’s website,

This sub-process begins with the taxpayer’s log-in to the Virtual Collector
website provided by the Treasury Department. Taxpayer can select the
type of payment and completa an electronic form, in order to submit it
and receive a payment confirmation. Payment options are:

o Payment of the Second Installment - Individual Income Tax Return
I Payment of the Estimated Tax
I Payment of the Withholding of Tax at Source from Wages
Diagram I Estimated Tax Payment Section1123(f)
description | 7' Deposit Coupon of Tax Withheld at Source - Nonresident 480.37
2 Deposit Coupon of Tax Withheld on Royalties 480.32
B Payment ofthe Withholding of Tax at Scource from
Services Rendered (79%)
Automobile Importers Excise Tax Declarations
Carriers and Custom Brokers Excise Tax Declaration
Tax Alcoholic Beverage Declaration
Payment of the Real Property Special Tax

Fully completed electronic form
Qutputs

Paymant receaipt.




3.1.5.5 Taxpayer Assistance Process
3.1.5.5.1 Specialized Consults

This sub-process has been designed and implemented in order to support consults and requests
for recommendations from taxpayers, government offices or other entities who manage complex
contributory schemes. Also, specialized consults are presented in order to obtain correct
interpretation of the Fiscal Code.
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Taxpayer Assistance- Specialized Consults

. A taxpayer or representative must submit request form No. 5301 in

Inputs : :
P order to start processing any special consult request.

This sub-process begins with the reception of a request (form No. 5801)
from a taxpayer, representative, or government agency. The taxpayer
must pay for the special consult by making a reqguest with an
accompanying check for the services to be rendered. The Clerk at the
Internal Revenue Area (IRA) is responsible for registering the case, and
sending the check to the Payrment Application Office. In the same way,
the Clerk at IRA sends the case to the Clerk at the Bureau of Taxpayer

Diagram | Assistance and Specialized Consults, who receives and registers the
description | case in a log.

All case documentation is sent to the Group Leader, who organizes, and
distribute workload within the pool of technicians.

Technicians receive all case documentation, evaluate the request(s) from
the applicant, consult knowledge databases, and prepare a Review
Memorandum which is sent to the Supervisor, who in turn reviews the
Memorandum and requests the Assistant Secretary's final approval.

Outputs Review Memorandum form approved by the Assistant Secretary.

3.1.6.5.2 Taxpayer Services

Taxpayer Services processes are designed for providing effective, prompt and quality services to
facilitate immediate attention and resoclve different variations of taxpayer complaints. . Taxpayer
services are also aimed to boost taxpayer satisfaction, which may also help to increase
compliance.
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Taxpayer Assistance - Taxpayer Services

Triggers such as requests or consults may be presented through
Inputs different channels, such as the call center, mail and in-person requests at
service centers.

Service centers are located in different districts and are responsible for
attending to taxpayer f claims and performing transactions,

The Bureau has eight {8) service centers located in: San Juan {Building
Ramirez and Mercantil Plaza Mayar), Arecibo, Bayamon, Mayaglez,
Aguadilla, Ponce and Caguas.

Taxpayer services within each Service Center are organized in the

Diagram | tollowing levels:
description

Service Level 1 - Immediate response

At this level, taxpayers present their consults to the Clerk in charge of
the information workstation in the main lobby. If the consult cannot be
reviewed at this level, the Officer uses Q-matic to assign a number,
which will be used to call for service.




Service Level 2 - General Assistance

If a consult has not bean resolved at Level 1, the taxpayer is sent to a
Clerk, who receives and evaluates the consult, Once the Clerk has
finished evaluating the consult, based on all necessary evidence, he
determines if the consult can be resolved at this level. If the Clerk
deterrines an action or response for this request, he is able to process
the corresponding transaction in the system. If the consult cannct be
resolved, the Clerk will assign another nurber, using Q-matic, in order
to refer the request to the Account Analysis section.

Clerks at Level 2 are also able to refer taxpayer consults to a pool of

Auditors within the Service Center, who are focused on  complex
cases,

Service Level 3 - Account Analysis & Contributive Assistance
Auditors

At Level 3, Technicians in charge of account analysis are able to
respnnd different types of consults concerning:
Request for tax return forms to Archive
Mathernatical errors (E-60 cases)
Refunds
Excises
Heritage
Exemption letters
VU registry
Adding a new VU location
Commercial registration certificate

, The case will be referred to the correspondent Bureau if the Tax
Technician determines that the case should be reviewed or analyzed at
the Bureau level

Outputs

Hesponse to Taxpayers according to the type of service provided,




3.2 Organization and Governance

The purpose of this section is to describe the current organizational structure of the Internal
Revenue Area, contrasting it with the leading and commaon practices. Additionally, this section
provides an insight in the organization’s staff numbers per Bureau and how they are hierarchically
structured. This section also describes the current levels of accountability, responsibility and the
span of control among the current structure,

It is of great importance to have a clear knowledge about the current organizational structure in
order to know how the Internal Revenue Area is organized and how their staff is divided. This
information is valuable because it provides the necessary input to identify the impact that a tax
reform could have on the organizational structure and how it can be modified to absorb the future
changes and improvements that could be implemented.

3.2.1 Organization Structure

Current Organizational Structure Overview
The Internal Revanue Area is currently divided into six Bureaus:

Collections Bureau: Responsible for collecting taxes which are due, assessed and
delinquent using enforcement measures.

Il Consumption Tax Bureau: In charge of the inspection, audit and compliance of the
sales and use tax (IVU) and excise taxes.
Fiscal Audits Bureau: Monitors compliance by selecting filed tax returns to audit and
verify the income, expenses and supporting information provided by the taxpayer and
making recommendations of cases that require further collection.
Processing Bureau: In charge of the registration, filing, processing and archiving of
taxpayer declarations and forms.

| Taxpayer Assistance & Specialized Consults Bureau: Responsible for analyzing and
processing taxpayer objections and appeals, including judicial reviews and hearings.
Taxpayer Services Bureau: Provides information to the taxpayer to help them
comply with their necessary requirements and obligations.

Taxpayer
Collections Fiscal Audits Processing [l Assistance &
Bureau Bureau Bureau Specialized

Figura 7 Internal Revencug Area Organizational Chart




According to the United States Agency for International Development (USAID), the national tax
revenues and tax administrations around the world have their staff and other resources normally
structured on four main traditional types of organizational structures:

T Type of tax: Departments or Bureaus are organized by the type of tax such as excise
tax, income tax, VAT, Sales and use tax, etc.
Functions Performed: Departments or Bureaus are responsible for a specific function
or service like audits, collections, taxpayer services, etc.

| Type of taxpayer/client: Departments are responsible for large enterprises,

smallfmedium enterprises, salary earners, etc.

1 Combination: Any mixture of responsibilities of two or more of the organizational

structures above,

"Type of Tax" was the most commonly adopted form of organizational structure for many years
but has recently been abandoned due to concerns surrounding duplication of efforts and
fragmentation of resources. Currently, tax administrators are utilizing the Functional Organizational
Structure, grouping together activities that require similar skills or specialties. The structure by
"Type of Taxpayer” tends to be used by countries that have most of their income provided by a
specific group of large taxpayers (usually this group accounts for 10 to 15 percent of their total tax
revenue).

Comparing the current organizational structure to the leading practices mentioned above, it can be
concluded that the Internal Revenue Area is currently using a combination of two types of
organizational structures. Of its current bureaus, five of them are organized by the type of function
performed but one of them, Consumption Tax, is structured by the type of tax that it manages.

Current Staff Structure Overview

This section describes the current hierarchical structure of the Internal Revenue Bureaus,
highlighting the different divisions and sections, total number of staff and the leadership position
they report to. The current structure of the Department of the Treasury can be describes as
follows, where the structures of the Supporting and Advisory areas do not necessarily follow the
Bureau/Division/Section structure:

1. Department of the Treasury (Secretary and Under-Secratary)

1.1. Supporting Areas, Advisory Areas and Operational Areas (Assistant Secretaries and
Under Assistant Secretary)

1.1.1. Bureaus (Directors and Sub-directors)
1.1.1.1.  Divisions (Chiefs of Divisions)
Tekilatik Sections (Supervisors or Team Leaders)

When a leadership role is vacant in a Division or Section, a lower level employee voluntarily
accepts the appointment to Division or Section Leader on an interim basis. Interim Supervisors or
Team Leaders can distribute workload, coordinate operations and recommend procedure changes
but they cannot take disciplinary actions against their subordinates, according to the rules of The
International Union, United Automobile, Aerospace and Agricultural Implement Workers of
America (UAW) and the Union General de Trabajadores (UGT).

The following tables describe the structure of the different Bureaus, indicating the current staffing
levels and their current leadership situation. The current organizational chart is also included.




3.2.1.1 Collections Bureau

Total taff

Current Leadership Situation

Director's Office 8 Director in place, there is currently no Sub-
Director assigned

Virtual Collections 10 This office reports directly to the Director’s
Office, currently the Supervisor position is
vacant '

Sales and Use Tax Collections 4 This office responds directly to the
Director's Office, currently the Supervisor
position is vacant

Accounting Division 8 Chief of Division formally assigned

Preliminary Interventions 11 Interim Supervisor assigned

Section

Account Control Section 7 Supervisor formally assigned

Claims and Refunds Section 10 Interim Supervisor assigned

Fiscal Reports Divisian 1 Interim Chief of Division assigned

Collections Division 3 Chief of Division formally assigned

Collections Section (7 District 579 Supervisor formally assigned in Bayaman

Offices) and Mayagiiez
Interim Supervisor Assigned in. Arecibo,
Caguas, Humacao, Ponce and San Juan.

Payment Application Section 12 Supervisor formally assigned

Compliance and  Collections 4 Chief of Division formally assigned

Division

Call Center 41 Supervisor formally assigned

Salary Discount and Analysis 7 Supervisor formally assigned

section

Collection Districts (10 District 121 Supervisor formally assigned in; Bayamén,

Offices) Caguas, Carolina and Mayagliez
Interim Supervisor Assigned in; Arecibo,
Guaynabo, Humacao, Ponca, San Juan and
Rio Piedras

Special Procedures Division 7 Chief of Division formally assigned

Auctions Section 0 Section currently not operating

Bankruptey Section 14 Interim Supervisor assigned
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3.2.1.2 Consumption Tax Bureau

Unit Total Staff Current Leadership Situation

Directors Office 19 Director and Sub-Director formally assigned.

Business Services Division No Chief of Division assigned.

Compliance Division Chisf of Division formally assigned.

Taxation Section 63 3 Supervisors formally assigned

District Offices (10 districts) 270 San Juan: 3 Ponce: 2 Supervisors
Supervisors formally assigned
formally assignad Mayaguez: Supervisor
Bayamon; 2 formally assigned
;Suparﬁlulrlsor; d Aguadilla: Supervisor
ormally asSIgned ¢, mally assigned
gﬁﬂ:iﬁ;irs Arecibo: 2 Supervisors
formally assigned farmallyassighied
Humacao: 2
Supervisors
formally assigned

Sales and Use Tax (SUT} 2 Mo Chief of Division assigned.

Intelligence Division

SUT Technology Section Unit currently not operating

Tax Filing Processing Section Unit currently not operating

SUT Audit Section 41 2 Supervisors formally assigned




Director's

Office

Sales & Use
Tax (SUT)

Intelligence |
Division

Tax Filing
Processing
Section

Business
Services
Division

Figura 8 Consumption Tax Organizational Chart

3.2.1.3 Fiscal Audits Bureau

Total Staff

Current Leadership Situation

District Offices)

Director's Office 6 Director in place, the Sub-Director position is
vacant

Operations Review Section 2 This office responds directly to the Director's
Office, there's no Supervisor in place

Investigations Division 4 Chief of Division formally assigned

Employer Investigations 13 Interim Supervisor assignad

Section

Interventions Section 19 Supervisor formally assigned

Specialized Investigations 18 Supervisor formally assigned

Section

Fiscal Audit Districts (7 166 Arecibo, Bayaman, Caguas, Humacao,

Mayagliez: 2 Supervisors formally assigned

San Juan and Ponce: 1 Supervisor formally
assigned




Total Staff Current Leadership Situation

Investigated Cases Review 9 Chief of Division formally assigned and an Interirn
Division Supervisor assigned as support

Operational
Review
Section

Case Seclectio
Comitea

Investigated 1
Cases Review
Division

nvestigations
Division

Employer Specializad
Investigations nvaestigations
Section Section

Fiscal Audit
Districts

Figura 10 Fiscal Audit Organizational Chart

3.2.1.4 Processing Bureau

Total Staff Current Leadership Situation

Director's Office: B Director and Sub-Director formally assigned.

Processing Division 0 Unit not operating, Supervisors of the Sections
under this division report directly to the Director
of the Bureau

Classification and 11 Interim Supervisor assigned

Murmbering Section

Preliminary Revision 45 Interim Supervisor assigned

Section

Tax Filing Adjustrment and 25 Interim Supervisor assigned

Reguirements Section

Account Administration 15 Intarim Supervisor assigned

Section

Information Systems' o Unit not operating, Supervisors of the Sections
Support Division under this division report directly to the Director

of the Bureau
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Unit Total Staff Current Leadership Situation

Data Correction Section 52 Interim Supervisor assigned

Data Entry Section 157 Two Supervisors formally assigned

Fiscal Compliance and 0 Unit not operating, Supervisors of the Sections

Archive Division under this division repart directly to the Director

of the Bureau

Corporate and Estimated 20 Interim Supervisor assigned

Tax Filing Form Section

Archive and Photocopies 22 Interim Supervisor assigned

Section

Director’s
Offico

Fiscal

Infermation
Systems'
Support
Division

Tax Filing
Processing |

Compliance
and Archive
Division

Division

Data
' tion
Section

Classilication
and

Adjustment
and

HRequirements Filing Form

Section | Section

Archive and
Photocopy
Section

Preliminary
Hevision
Section

MNumbering
Seclion

Figura 11 Frocessing Bureay Organizational Chart

3.2.1.5 Taxpayer Assistance and Specialized Consults Bureau

Unit Total Staff Current Leadership Situation

Director's Office 2 No Director or Sub-director formally assigned.
The Bureau reports directly to the Assistant
Secretary of Internal Revenue, assisted by 2
Contribution Executives.

Division of Tax 6 Chief of Division fo rmally assigned
Fractitioners' Regulations
and Education




Total Staff

Current Leadership Situation

Publications and Forms B Interim Chief of Division assigned

Division

Administrative Reviews and 14 Interim Chief of Division assigned

Lagislations Division

Administrative Decisions 0 Mo personnel formally assigned to this Section,

Section its activities are distributed among the other
sections of the division

Special Societies and 0 Due to law changes, this Section is currently

Individual Corporations not operating

Section

Pansion Plans Section 0 Mo personnel formally assigned to this Section,
its activities are distributed among the other
sections of the division

Inheritance and Donations 20 Interim Supervisor assigned

Section

General Consults Section 5] Mo supervisor or Interim supervisor assigned.
Personnel reports directly to the Chief of the
Administrative  Reviews and  Legislations
Division

Tax Exemption Division B Interim Chief of Division assigned

Division of Ta
Practitioners’
Hegulations
and Education

Putiications
and Forms
Division

Division of
Bininistrative

ax Exemtions)
Division

Heviews and
Legislations

Decisions

Section

Inheritance
land Donations
Section

Figura 12 Taxpayer Assistance and Speclalized Consults Bureau Organizational Chart
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3.2,1.6 Taxpayer Services Bureau

Unit Total Staff Current Leadership Situation

Director's Office 12 Diractor formally assigned and an Interim Sub-
Director assigned. There are no divisions in this
Bureau, all Service Center Supervisors report
directly to the Director of the Bureau.

Special Project 23 Mo Supervisor or Interim Supervisor assigned
Immediate Respond 20 Interim Supervisor assigned
San Juan Mercantil Plaza 34 Supervisor formally assigned

Service Center

San Juan Intendente 37 Supervisor formally assigned
Ramirez Building

Bayarmon Service Center 12 Supervisor formally assigned
Call and Mail Center 34 Interim Supervisor assigned
Ponce Service Canter 15 Interim Supervisor assigned
Aguadilla Service Center 10 Interim Supervisor assigned
Arecibo Service Center 13 Interim Supervisor assigned
Mayaguez Service Center 17 Supervisor formally assigned
Caguas Service Canter 15 Supervisor formally assigned

Immediate
Hespond

Service
Centers [8)

Flgure 13 Taxpayer Servicaes Bureaw Organizaltional Chart




3.2.1.7 Personnel Composition

This section describes the level of staffing and how staff is divided among the bureaus, taking
into consideration the personnel that is contracted through external companies and that occupy
core positions. It is important to have a clear knowledge of the current composition of the staff in
order to identify the changes and maodifications it could experience if a tax reform is implemented.

The internal revenue area currently has a total of 1,904 employees las of May 2014), this staff
generated general fund net revenue of US$8,502,235,000 from July 2012 to June 2013.

The graphs presented below show the results of KPMG's analysis regarding the composition of
the personnel by bureau and a brief description of the actual situation. The personnel have been

classified into 3 categories:

Permanent: Staff that is hired directly by the Department of the Treasury.

Contracted: Personnel that are contracted throughout the external companies Kelly
Services and Caribbean Temporary Services (CTS).

Temporary: Staff that is hired directly by the Department of the Treasury but for a defined

period of time,

Contracted
(Kelly & CTS)
33%

Temporary
0%

67 %

Contract
ed (Kally
& CTS)
1%

Permanent
99%

-

Collections Bureau: Currently a total
of 847 total amployees, divided as
follows:

BG5S permanent staff (67%)
277 contracted by Kally and
CTS (33%)

5 tempaorary employees (less
than 1%)

31% of the total employees are
contracted and are occupying core
positions.
Consumption Tax: Currently a
total of 403 total employees,
divided as follows:

348 permanent staff

{989 %)

5 contracted by Kelly and
CTS (1%}

Mo lempaorary employess

Contracted personnel occupy
mainly administrative position with
the exception of one Advisor
position,
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Fiscal Audits Bureau: Currantly a
total of 237 tatal employees, divided
ag follows:

229 permanant staff {97 %)

1 contracted by Kelly and

CTS (less than 1%] |
7 temporary employees (3%)

Temporary and contracted personnel (
occupy mainly administrative |
positions.

Processing Bureau: Currently a total of |
350 total employess, divided as
follows:

192 permanent staff (55%)
158 contracted by Kelly and
CTS (45%)

i Mo temporary employases

24% of the total employees ara
contracted and are occupying core
positions.

Taxpayer Assistance and Specialized
Consults Bureau: Currently a total of
62 total employeas, divided as follows:

37 parmanent staff (B0%)

1 25 contracted by Kelly and
CTS (40%)
Mo termporary employees

11% of the total employees are
contracted and are occupying core
positions,

Taxpayer Services Bureau: Currently a
total of 242 total employees, divided as
follows:

1 100 permanent staff (41%)
141 contracted by Kelly and
CTS (58%)
1 temporary employee {Less
than 1%,

A total of 45% of the employees are
contracted and are occupying core
positions. [




3.2.2 Governance Structure

This section evaluates the governance structure of the Internal Revenue Area while emphasizing
two main aspects: the accountability level and the average span of control. The purpose of this
analysis is to describe the current level of control, accountability and responsibility among the
Bureaus of Internal Revenue and its operational activities.

It is important to have a clear understanding of the formal governance structure throughout the
Internal Revenue Area in order to identify the key resources that could lead the possible changes
and modifications during implementation in the near future,

3.2.2.1 Current leadership situation

The following table shows the total numbers and corresponding percentage of the current
manager positions throughout all levels of the Internal Revenue Area.

Formally Occupied: Leadership positions where employees are formally assigned as
Director, Chief and Supervisors,

Interim: Leadership positions filled with Team Leaders working as interim Director, Chief or
Supervisors,

Vacant; Unfilled leadership positions.

Manager Formally

Positions Total Occupied % Interim % Vacant %

Directors 5] 5 B3% 0 0% 1 17%

Chists of 17 8 41% | 4 | 24% | s | 20%

Division

Supervisors 81 45 55% 29 36% 7 9%
Overview:

Directors: The Taxpayer Assistance and Specialized Consults Bureau is without a formal
Director
Chief of Division: 24% of the current positions are filled by a Team Leader on an interim
basis and 29% of the positions are vacant.

| Supervisors: 36% of the current Supervisor positions are filled by a Team Leader on an
interim basis.

*Refer to the Appendixes section to find the complete tables by bureau.
3.2.2.2 Span of Control

Span of control refers to the total number of subordinates that an individual can manage
effectively. The more people that report to a manager, the wider the span of control is. It is
important to consider span of control when creating an organizational structure in order to help
ensure optimal functioning and improved response time at each leval.




Span of control should be as broad as possible without sacrificing efficiency. However, there is a
limit to the number of positions one person can effactively be responsible for.

At the senior manager leval roles the general consensus is that the optimal ratio for senior 'I
levels is 6 to 12 subordinates.

At the lower manager level, the span of control can range from 7-30 subordinates,

depending on the nature of the work, the complexity of the activities performed and time the ' |
manager has available for supervising duties. '

The following tables show the percentage of leadership roles that are vacant or occupied by an |
interim leader, and the average span of control among the Bureaus of Internal Revenue by
management level. The level and optimal ratio will be defined as following:

Level 1 - Directors — Optimal Ratio: 6-12 subordinates per manager,
Level| 2 - Chiefs of Divisions — Optimal Ratio: 6-12 subordinates per manager.
a0 Level 3 - Supervisors — Optimal Ratio 7-30 subordinates per manager.

Results

Within the =0ptimal
Optimal Ratio Ratio

Overview:

Level 1: 60% of the Directors have more than 12 direct reports.

Level 2: 33% of the Chiefs of Divisions have less than 6 direct reports, 33% have more than 12
diract reports,

Level 3: 11% of current Supervisors have more than 30 direct reports.

*Refer to the Appendixes section to find the complete information tables by Bureau.

3.2.2.3 Accountability and Responsibility

This section describes the level of accountability and responsibility for the different processes |
mentioned on section 3.1 Services, Processes and Functions. The objective is to provide an |
overview of the distribution of activities among the control levels of the erganizational structure.

The following statements will provide a general insight into the activities performed by the

participating roles among this processes:

*Refer to the Appendixes section for the complete RACI analysis.
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Submission:

This process is performed by the Preliminary Review Section and the Numbering and
Classification Section, both under the Tax Filing Processing Division of the Processing
Bureau.

e Clerks and Tax Technicians are responsible for enumerating and verifying that the
required information is included in the tax filing form.

» Supervisors are accountable for generating productivity reports and distributing
warkload.

= The Director is informed of the daily productivity.

Calculation:

This process is performed by the Accounts Administration Section, Tax Filing Adjustment
and Requirements Section, Data Correction Section, Data Entry Section, Archive and
Photocopies Section and Corporate and Estimated Tax Filing Section of the Processing
Bureau.

e |n general, the operational and administrative positions such as Data Entry
Operator, Office Clerks and Tax Technicians are responsible for performing manual
and repetitive functions such as process, correct, verify, analyze and archive tax
filing forms.

e Supervisors are accountable for checking the daily productivity, providing guidance
to their staff and performing administrative duties.

« The Director is informed of the performance of the Processing Bureau and is
accountable for ensuring that the tax filing forms are processed within the
established timeframe.

3. Fiscal Inspection — Sales and Use Tax:

This process is performed in totality by the Compliance Division of the Consumption Tax
Bureau, through its Taxation Section and District Offices.

¢ Internal Revenue Agents are responsible for receiving referred cases of possible
tax evaders, elaborating inspection plans, performing inspections on the
corporations and preparing the final report of the inspection, depending on the
case.

o Tax Technicians are responsible for calculating the debt and notifying the taxpayer.

« The Chief of the Compliance Division is accountable for analyzing all cases and
generating a consolidated report, which is sent periodically to the Director of the
Bureau,

Fiscal Inspection — Ports:

This process is performed in totality by the Compliance Division of the Consumption Tax
Bureau, through its Taxation Section and District Offices.

« |Internal Revenue Agenits are responsible for verifying the merchandise that will be
introduced into Puerto Rico and for inspecting the goods directly at the ports.

» |Internal Revenue Agents are accountable for determining the applicable tax and
releasing the merchandize.

s The Chief of the Division is accountable for keeping track of the worked cases and
the Director of the Bureau is informed of the productivity,

Fiscal Audits:

This process is performed in totality by the Fiscal Audit Bureau, through its two Divisions:
Investigations and Investigated Cases Review.
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The Case Selection Committee is accountable for selecting randomly cases for
investigation.

The Chief of the Investigation Division is responsible for distributing cases among
the Fiscal Audit Districts.

The Supervisor of the District is responsible for assigning cases to the Auditors
based on their expertise. Auditors are responsible for performing the investigations,
requesting information and notify the taxpayer of the investigation results,

District Supervisors are accountahle for closing the cases on the system.

The Chief of the Investigated Cases Review Division is responsible for receiving
cases that could not be resolved by the Fiscal Audit Districts, assigning them to an
Auditor from its Division that would be responsible for analyzing the case.

The Chief of the Investigated Cases Review Division is accountable for performing
the quality assurance of the investigated cases and also for adjusting, canceling or
approving the deficiency amount on the system.

6. Collection Management:

Frocess performed by the Collections Bureau, specifically by the Compliance and
Collections Division, through the District Offices and Call Centers.

In this process, the Tax Technicians are responsible for notifying and visiting
delinquent debtors, they are also responsible for reaching a payment agreement
with the taxpayer and completing the necessary forms for a property seizure.
Supervisors of the Collection Districts are respansible for assigning and distributing
cases among the Tax Technicians.

They also provide guidance and advice in complex cases and are accountable for
approving the payment agreements and property seizures.

The Chief of the Division also provides guidance and advice, and is accountable for
the cancelation of the property seizures,

The Chief of the Compliance Division is also responsible for generating monthly
performance reports for the Director of the Bureau.

7. Deduction on wages:

8.

Process performed by the Collections Bureau, specifically by the Compliance and
Collections Division, through the Salary Discount and Analysis Section.

Tax Technicians are responsible for analyzing cases of delinquent debt of
government employees.

The Supervisor is responsible for distributing cases among the personnel and is
accountable for approving the deductions from the government employeas’ wages.
The Supervisor is also responsible for tracking the productivity and informing the
Chief of the Division,

Voluntary Compliance:

Process performed by the Collections Bureau, specifically by the Collection Center Division
through the Collection Center District Areas and the Payment Application Section.

The Collectors at the Collection Center and the Supervisor of the Payment
Application Section are accountable for receiving the payments directly from the
taxpayers, processing the payments on the system, generating the receipts and
transferring the payments to the bank.

Supervisors are accountable for keeping track of the amounts collected by District.
The Chief of the Division is accountable of the compliance of the Division's
collection goals,




9. Taxpayer Services:
This process is performed by the Taxpayer Services Bureau, through thair Service Centers.

o Tax Technicians, Tax Auditors and Clerks are responsible for providing taxpayer
service by phone, mail or in person; they also are responsible for analyzing consults
and verifying all the necessary documentation provided by the taxpayer.

» Tax Technicians are accountable for closing resolved cases in the system.

o The Supervisors of the Service Center are accountable for generating production
reports and performing administrative duties.

e The Director of the Bureau is informed through the Q-Matic system, about the daily
progress of the services provided and is accountable for coordinating the operation
of the Service Centers and managing the available resources.

10. Declarations:

This process is performed mainly by the Bureau of Taxpayer Assistance and Specialized
Consults, specifically by the Division of Administrative Reviews, with some support from
the Internal Revenue Area, since the Director position is vacant.

+ Clerks are responsible for receiving the Requests for Declaration from the taxpayer
representatives and are accountable for collecting the mandatory payments
required for these Declarations; they also register the case in a log.

« Tax Specialists are responsible for analyzing the complex cases and making a
recommendation based on the rulings and regulations established in the Code and
other legislation.

« Supervisors are responsible for assigning cases and providing advice to the Tax
Specialist on cases that require detailed knowledge of the Code.

« Since the Director position is currently vacant, the Internal Revenue Assistant
Secretary is accountable for approving the recommendations prasented by the Tax
Specialist and to attend meetings with the taxpayers’ representatives supported by
two Tax Executives.




3.3 Current IT Organization

The Information Technology Area (ATI) of the Department of Treasury is directed by the Assistant
Secretary's Office. ATl is organized into the following functional areas, which are described in the
following organizational chart:

DEPARTMENT OF TREASURY
INFORMATION TECHNOLOGY AREA [ATI) CRGANIZATIONAL CHART

| peparTMENT OF TREASURY |

|
TECHROLOGY INFORMATION
AREA

I
ABZISTANT ZECRETARY 2 OFFICE

SECURITY SYSTEMS TECHROLOSY INFCRMATION CUSTOMER SERVICE AND FROJECT MAHAGEMENT
OFFKE EIHE{:‘IWQH'S g ACMIRISTRATICN OFFICE m% I{E:UHTRDL
|
AHALYSIS AND HETWERK AND OPERATIONS AMD - DATA BASE AHD
PROGRAMMHD TECHMICAL SUPPORT CONTROL EYSTEMS

The Bureau of Information Technology (BIT) is responsible for defining the strategy, organization,
processes, and tools for the Department of Treasury. This includes risk awareness, reporting and
tracking of results, risk mitigation, and timely resolution of issues.

BIT facilitates the aggregation and reporting of results identified by the various reviews taking
place within the Departmeant of Treasury -a.g., external auditors. The results, any significant
findings, and corresponding corrective action plans are communicated to the T Office of the
Deputy Clerk and relevant parties to follow up until its resolution.

BIT also includes the Business Continuity Services team, which provides governance for the
business continuity and disaster recovery tests across the Department of the Treasury, Business
continuity activities are coordinated and facilitated within each of Department of Treasury regions
by the local business continuity organizations. Finally, BIT provides the Collection Centers
{"Colecturias™) with the necessary tools to facilitate baseline knowledge of control requirements,

The Office of Information Security has an initiative to create a System Audit area, since there is no
such function at the time of this report. In recent months the Office of Information Security has
done risk analyses of critical applications and components, which have detected a number of
faults, and for which action plans are being developed to correct. Some of the actions being
wiorked on include:

1 Active monitoring of internal control systems
I Ongoing monitoring occurs in the course of operations and includes regular management
and supervisory activities, as well as other actions personnel take in performing their duties.
The scope and frequency of detailed evaluations, on the other hand, depend primarily on an
assessment of risks and the effectiveness of ongoing maonitoring procedures.
Upon the discovery of internal control deficiencies, they are reported upstream, with
sarious issues immediately reportad to top management and the Board.




i A Corrective Action Plan mechanism that directly follows the process allows management
to track issues arising out of the self-assessment exercises that covers the complete issue
litecycle — from identifying risks to resclving identified deficiencies

1 Monitoring of systems’ performance is accomplished through ongoing monitoring activities
and separate point-in-time evaluations

3.3.1 Current Infrastructure

The information in this section captures the infrastructure at the time of this report.

BIT contracted IT service provider “EVERTEC" in September 2013, to update and manage the
internal and external networks (Hardware and Software) of the Department of the Treasury to
provide redundancy and ensure adequate communication services for the Internal Revenue Area.

The diagram below shows the main locations and interconnections of the Department of the
Treasury. The interconnections between the Department of the Treasury, Collaction Centers and
government entities systems are done using a heterogeneous set of network technologies.
Access to the Department of the Treasury intranet is managed by ATI using a Fortigate firewall,
which restricts external access to internal systems.
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Figura 14 - Dapartment of Treaswry actval network diagram

The Department of the Treasury, specifically the area of Internal Revenue, uses five core systems,
which are described below. These systerms run on IBM Mainframes using the Z/0S operating
system, with the data stored in (DB2) databases from IBM or Adabas (Adaptable Database
System) from Software AG.




Additionally, there are other peripheral systems that support key applications and various types of
physical and virtual Windows distributed operating systems hosted in nine servers.

BIT hosts the systems and provides redundancy for business continuity.

3.3.2 Current Applications

The Bureau of Information Technology supports various systems and applications within the
Department of the Treasury such as credit card payment systems, trading desk applications,
general ladger, accounting and financial reporting systems.

Below is an overview of the core and peripheral systems used within Internal Revenue. In
addition, this section provides an overview of the interactions between the core and peripheral
systems.
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3.3.3 Current Security

Currently the administration of the IT Security Policies is informal - employees have a general
understanding of the risks and controls associated with the technology environment. New
amployeas receive information on the proper use of the systems at the time of hiring during the
induction process. In an effort to establish information security practices, the Department of the
Treasury is creating an information security policy that spans the entire business, under the
responsibility of the Office of Information Security. The policy will be made available through the
intranet (which is also under implementation) and will be communicated across the enterprise.
The policies and standards will be updated to ensure consistency with the overall strategy and
industry leading practices.

The Information Security Organization will include all operation and technology functions
associated with information security. A community of Business and Technology Information
Security Officers should help ensure that each functional unit is represented and aware of
information security practices and their applicability to the team’s business-as-usual activities. It is
necessary to complete annual training on relevant information security topics, and training
completion is monitored, tracked, and escalated as required to help ensure full compliance with
the requirsment.

Mewly hired employees and service providers, are expected to be aware of the information
security policies and standards adopted within the enterprise and to have completed a training
program about them. Training complation should be tracked and the timely training completion
manitored and escalated to the head of information security through a Security Metrics Reports.

Department of the Treasury management has established minimurm standards for user
authentication for the various information resources (Distributed Systems, Enterprise Systems,
and Infrastructure Applications) of the enterprise. The Office of Information Security team has
developed specifications and parameters for each platform and system. The security
specifications typically incorporate requirements for security settings, authentication controls,
installed additional software packages le.g. antivirus), and default user 1Ds. In general, the
authentication standards also require that end-users access the systems through the use of a
unigque user name and password; which must meet predefined criteria, including lenath,
complexity, history, and lockout after a number of unsuccessful attempts.

The Information Security team has implemented various controls to help ensure that the
computing equipment and data center facilities are accessible to authorized personnel only.
Personnel are onsite to monitor the perimeter and premises using cameras deployed across the
property. Security guards also perform walk-through inspections for unusual activity and register
all visitors that need to access any IT department or computer facilities. Data center premises and
the computer rooms are secured with keycard locks, to ensure that only authorized personnel
have access.




3.4 Sourcing & Locations

The activities that are currently outsourced were assessed to identify the current issues arising
from those arrangements, determine if SLAs are in place and to identify any constraints that those
arrangements impose on the current model. Likewise, the locations assessment focused on the
geographical footprint of IRA evaluating the locations of buildings, operations centers, their
running costs, and approximate occupancy utilizations.

3.4.1 Current Contracts

Currently IRA manages the contracts for different technical and professional services. Based on
information provided by the Administration Area on May 2014, IRA will spend in technical services
contracts approximately $800,000 until June 2014, The technical services contracts are related to;

' UPS Systerns Maintenance
.1 Security Boxes Maintenance
i Application Licensing
1 Diesel Plant Maintenance
7 Data Base Managernent
It Maintenance of Computers

11 Armored Transportation
Technical Contracts
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Figure 18 Cost of Technical Contracts




In professional services contracts, IRA currently spends approximately $2.4 MM. The contracts
are related to:

7 Consulting

' Fiscal Investigation

I Legal Services
Fublicity
Translation Services

Professional Services Contracts
1,800,000

$1,451,000

$1,400,000

$1,200,000

$1,000,000

£800,000

H600,000

E400,000

£200,000

Fi6, 000

s =l

Consulting Fiscal Investigation Lagal Publicity Translation

Figure 17 dnnual Cosis of Professional Services

The actual management of the Service Level Agreements and Quality of the Service/Product is
the responsibility of the Bureau that requests and approves the contract. The Administration
Office in the Department gives support to the Bureaus preparing the contract, following up on the
required signatures and providing Legal Assistance if necessary.




3.4.2 Current Locations |

IRA has 164 locations throughout Puerto Rico, divided in four regions (South, East, Metro and |

North).
&l DmA |

13 Collactontes Calegoey |

®
15 Collectorates Category Il
0

27 Coleclonates Category Il
34 Colectorstes Category IV

|:| Spacialead Consults

. Taxpaysar Services
&. Tax Returns Processing

ﬁ Tax Enforcament

The location rentals represent an annual cost of approximately $3.5 MM, Some of the locations do
not pay monthly or annual rent. The locations are rented from private owners or from the Authority
of Public Buildings (Autoridad de Edificios Pablicos — AEP).
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Figure 18 Amount of Locals par Region

The Regional Offices in Metro Region represent 74% of the Total Annual Rental Costs.

Rent per Region (USD)
$3,500,000
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Figura 19 Comparison of Annual Costs for Regional Offices
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3.5 Performance Management |

This section assesses the Critical Success Factors (CSFs) for the current operating model and i
which Key Performance Indicators (KPIs) are used to track thern. The assessment also evaluates

how well the information required to manage IRA's performance is generated, governed and

analyzed to improve the performance.

Currently, IRA uses the Reports to:

e detect the performance of the business processes with the objective of defining |
corrective actions that will allow |IRA reach the goals and cover the corresponding CSFS

+ compare the performance of the current pericd under avaluation {month, year} with the
previous period

= inform the Executive Team (Assistant Secretary of all the Areas) the performance of the
business processes at the end of a specific period or when it is specifically requested

During KPMG's waork it was identified that currently most of the information is registered and
managed and prepared in MS Excel. Some of the information is imported from the current
Information Systems that support IRA's information, like: PRITAS, PRIFAS, REFOS and SISPLA.

The analyzed information was provided by different personnel of IRA who are responsible for
preparing and analyzing the data, reviewing KPls and presenting the current Reports to the
different IRA’s Directors and Assistant Secretary.

The following sections will detail the Management Reports, CSFs, and Analytics Baseline currently
managed in IRA for the Core Processes {Submission, Calculation and Collection) and Fiscal Audit:
based on the information provided to KPMG from IRA’s personnel.

3.5.1 Submission of Tax Return Form (Tax filing)
3.5.1.1 Management Reports

Currently, IRA produces the following Management Reports:
Tax Returns Received on Time and Late by Type of Tax Filing
Amount of Extensions Requested by Type of Tax Filing |
Amount of Tex Returns Enumerated
Tax Administration Measurements

IRA's current Critical Success Factor for the Reception of Tax Returns is: |

Submit effectively and efficiently all the tax returns filed by taxpayers ;




3.5.1.2 Analytics Baseline

The current performance baseline for the submission of tax returns IRA monitors in its Scorecards

use the following reports:

a. Report of Received Tax Returns per Type of Return (Individuals)
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b. Report of Received Tax Returns per Type of Return (Corporate)
Estadisticas de Planillas Corporativas 2013

viernes, 02 de mayo de 2014

Mote: POF dalivared by IRA
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c. Tax Returns Enumerated by Type of Return
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d. Tax Returns Received Late that resulted in Refunds (FY2012)
Tax Returns Received Late FY12 - Refund
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3.5.2 Processing
3.5.2.1 Management Reports List

Currently, IRA produces the following Management Reports related to its work for Calculating
Contributions:

Tax Returns Calculated by Type of Return
Yearly Comparison of Tax Returns Calculated by Type of Return

3.5.2.2 Tax Administration Measurement

|RA's current Critical Success Factars for Calculation are:

Assure the weracity and integrity of the information required to calculate the
contribution
Calculate the contribution effectively and efficiently




3.5.2.3 Analytics Baseline

The current performance baseline for calculating contributions, IRA monitors in its Scorecards, is:

Mote:

a. Yearly Comparison of Tax Returns Calculated by Type of Return
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3.5.3 Collections

3.5.3.1 Management Reports List

Currently, IRA produces the following Management Reports related to its work collecting
contributions:

I Monthly Collections per District
© Monthly Amount of Property and Fitment Seizures per District
¥ Year to Date Comparison of Collections per District
Amount of Approved Payment Plants for Current Debt

3.5.3.2 Tax Administration Measurement

IBA confirmed that the Critical Success Factors it measures for Tax Administration are:

! Collect the contributions effectively and efficiently
I Manage required actions or sanctions to collect pending contributions

3.5.3.3 Analytics Baseline

The current performance baseline for collecting contributions and managing required actions or
sanctions, IRA monitors in its Scorecards, is:

a) Projections and Achievements

Projections and Real - December 2013
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According to the data collected by the Processing Bureau, 85% of the goal establish for 2013 was
achieved. This goal was § 3,796,890.00.




b} Tax Returns Submitted Late for Refunds (Compared by Fiscal Year)

02011 w2012
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According to the data collected by the Processing Bureau, the late submission of the tax filling
forms has increased from 2011 to 2012 by 9%.

¢l Tax Collected from 2010 to 2013

$50,000,000.00

§50,000,000 00

£40,000,000.00

F30,000,000.00

Agmaer ColTed

F0,000000.00
— ‘:::'
$10,000,000.00 ' - # et
¥ .
e '_—_r-’,:q. -
e —
I3
Areciba Bayaman Caguas Caralina Guaynabo  Humatap  Mayaguez Pones Rio Piedras  Sandvan
Diaircty
=e=Cofernef The Yoar JO00- 2011 =—#=Colleclof Tex Year 2011- 2012 =4-Coackol Tax Ves 1043 - 3013

The collections for the fiscal period 2012-2013 decrease by 31% compared to the fiscal period
2011-2012 and also decreased by 29% compared to the fiscal period 2010-2011.




a) Goals and Achievements - until March 2014
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According to the data collected by The Processing Bureau for current period 2014, the following
districts have complied 100% with the projected deficiency: Mayaguez, San Juan Metro Area,
Specialized Section and Interventions Section.

On other hand, the total cases projected for 2014 period, amount to 2,305 of which 63% has been
reached at March 2014.

d) Seizure Report
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3.5.4 Fiscal Audit

3.5.4.1 Management Reports List

Currently, IRA produces the following Management Reports related to Fiscal Audits: [

71 Audits Executed by Inspector by District and Pending Contribution Collected '
I Projection of Audits and Real Execution
1 Summary of Audits Executed and Contribution Collected by District O

3.5.4.2 Tax Administration Management
IRA's current Critical Success Factors for Fiscal Audits are:
i Perform efficient and effective audits or investigations to prevent or detect .

inappropriate or missing contributions
i1 Carry out corrective actions for taxpayers that filed incorrect contributions '

3.5.4.3 Analytics Baseline

a. Audits Executed by Inspector by District and Pending Contribution Collacted
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b. Projection of Audits and Real Execution

Prajections and Achlevements - March 2014
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¢. Summary of Audits Executed and Contribution Collected by District

RESUMEN DE LA LABOR REALIZADA
MARZO 2014
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3.6 People and Skills

The purpose of this section is to provide a high level assessment of the positions that currently
perform the core processes of the Internal Revenue Area. The analysis provides a brief overview ,
of the current roles and job descriptions and a skills assessment to understand the current staff I
skill level, comparad with the required skills of the positions. This will identify the skills constraints '
to consider in the target operating model design.

Due to the implementation of the Tax Reform, it is advantageous to assess the employses’ skills
identifying their weaknesses, and thershy creating a development plan to improve them.

Periodic assessments would help the Department gain a better understanding of each employee's
abilities. The objective of the skills assessment process is to recognize achievement, evaluate job
progress, and then to design training for the further development of skills and strengths, A careful
review will stimulate employee’s interest and improve job performance. The assessment provides
the employee, the supervisor, the Director, and the Human Resources Area an objective, formal
feedback mechanism on an annual basis.

3.6.1 Human Resources Overview

Currently there are 10 employees in the Hurman Resources Area. They are grouped as follow:

One (1) Labor Affairs Director
One (1} Labor Affairs Clerk

One (1) HR Assistant Secratary
Twao (2) in Recruitment Section
Two (2) in Appointment Section
Two (2} in Classification Section
One (1) Office Recaptionist

' Hiring and Recruitment: The Hiring and Recruitment process starts when an Area or
Bureau reports the need to fill a vacancy.HR Area then posts the general information
about the position on: http:/fwww.hacienda.gobierno.prfconvocatoriasfindex. html, for
external and internal interest. Also, the vacancies are published on bulletin boards and
on the Government Agency websites. The job post has to be posted for 10 days
according to the HR policies and procedures, however, these positions are posted for
more than 10 days in order to get more potential candidates.

For each vacancy, the HR Area has to interview ten (10) candidates according to the
Department’s policies,

The hiring and recruitment process takes about three (3) months per candidate. For
each interview, an HR representative has to be present in order to ensure the
transparency and smooth execution of the complete process. |

Job Promotions: To promote employees, HR policies proscribe that the employee
has to be working one (1) year for the Department. The employee’s Supervisor must |
submit a request for promotion and assess the employee through a Performance
Evaluation. Also, there is a review and appraisal from the HR Area. Once all the
requirements are completed, the HR Area has to give the final approval. |




Salary & Job Classification: The Salary & Job Classification were last updated in
1986. The HR Area has selected a consultant company to update and redesign the
Salary and Job Classification. The project has been put on hold due to budgeting and
fiscal issues, but must be implemented no later than 2015 under recently negotiated
collective bargaining agreements.

Succession Plan: Currently there is no applicable Succession Plan within the
Department. In previous interviews within the Internal Revenue Area, KPMG has
identified no knowledge transferring process. Also, on some core positions there is
only one employee performing those duties or activities.

Performance Evaluation: Employees are assessed a probationary period once they
are hired. New employese performance evaluations are performed on the date in which
the employee reaches one year of fulltime Departrment employrment, The performance
evaluations are based on each Bureau's objectives and its results are taken in
consideration for an employee’s future promotion.

Staffing outsourcing: Based on interviews with the HR Area team, the expenses
paid for professional services to KELLY Services and Caribhean Temporary Services
{CTS) reaches up to USD10.0m per year. Kelly and CTS are external consultants that
recruit and hire some of the operational positions, including some core positions for
the Internal Revenue Area. These employees are paid by the external company and
are assessed by their Department Supervisor.

Based on interviews with the Internal Revenue team, the large number of interim
appointments to leadership roles can be attributed to the growing number of
Department vacancies. Additionally, some Supervising positions remain unfilled for
issues related to political matters.

The "Team Leader” role is a common, but unofficial term by the Internal Revenue
Area. The Team Leader position has not been reviewed and approved by the HR Area.
This role is commonly referred to as an "Acting” Supervisor within different Bureaus
of the Internal Revenue Area.

Training: The Department’s Training Academy provides an introductory course for all
the new hires. Currently, the HR Area has developed and established, with the
support of all the Directors and Supervisars, a Supervisor Training Academy Plan up to
2016. This Training Plan includes topics such as: Skills Development, Managerial
Development, Project Management, and Organizational Topics. The Training Plan also
includes the required training hours needed and the possible trainers/providers. Also,
according to the Department’s policies each employee has to perform 20 hours of
gthical and moral course every two (2) years.

Benefit; Employess from the Commonwealth of Puerto Rico receive attractive
benefits compared to the private sector. The common benefits include: thirty (30) days
of vacation time, eighteen (18) days of sickness leave, Christras Bonus of 1200 USD,
Medical & Hospitalization Insurance, Daycare Center, Holidays, Retirement Plan,
Employee Associations with a savings program, Services Discount, credit cards and
loans with competitive interest rates. Additionally, only the Collector paosition, under
Law 95, can achieve a Collection Bonus.



Human Resources KPI's: Currently, the HR Area has not identified KP|'s and CSF’s in
order to evaluate its success, or to evaluate the success of a particular activity in
which it is engaged. According to interviews with the HR Area team, they are
including to start measuring KPI's on their HR Strategic Plan for the upcoming 2015
fiscal year. However, the HR Area team has at their disposal reports such as:
headcounts, labor case management and hiring process.
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3.6.3 Skills Assessment

This section describes the results of the current staff skills level assessment. The analysis was
performed using information provided by the Directors of the Bureau and takes into consideration
the knowledge and skills required to perform roles. The skills that were assessed are the
following:

MS Office Key Applications Competencies
' Excel® it PRITAS o Teamwork
Internet 2 REFO Flexibility
Explorer® © SECPRO 1 Communications
i Dutlook/Email 1 FBR1 . Service
PowerPoint® C N222 orientation
Word® CheckPoint Integrity
I LexisMNexis Responsibility
Microjuris L Creativity
L BMA Portfolios Crientation to
details
' Decision making

a. The MS Office applications assessment provided the following results:

MS Office - Current Personnel Skill Level

120%

100%

B80%

60% u Fulfill the required lavel
m Below the required level

40% - —

20%

U% b T T T
Exceal® Internet  Outlook/Email PowarPoimt® Word®
Explorer®




Key finding:

3b% percent of the Internal Revenue staff is below the required level of MS Excal. Also
57% are below the required level of PowerPoint, but this application is only used by a
small group of employees,

b. The Key Applications assessment provided the following results:

Key Applications - Current Personnel
Skill Level

120%

100% A

BO%

B80% - | Fulfill the required lavel

m Balow the required level
40% -

20% -

0% -

PRITAS REFC SECPRD  F551 M222

Key finding:

The majority of the staff assessed show proficiency in the use of the key applications
needed to perform their daily duties. Nevertheless, there are others applications that may
be acquired in order to improve and develop the employee skills that will ensure an
efficient performance on assigned tasks. These applications are the followings:
CheckPoint, LexisNexis, Microjuris and BNA Portfolios, useful for the Fiscal Audits Bureau
and the Taxpayer Assistance & Specialized Consults Bureau. In the majority of the cases,
the staff does not manage adequately these applications, because only the executive
levels have access to them. Therefore, for any consultancy of information on them, they
have to contact their Bureau Director,




c. The Competencies assessment provided the following results;

Competencies - Current Personnel Skill
Level

100%
0%
B0%
0%
60% -+
B0%
40%
0% -
20% A
10% -
0% -

m Fulfill the required leval
® Below the required level

Key finding:

56% of the staff of Internal Revenue Area is below the required level in the Decision Making
competency. This could be a consequence of the high percentage of staff currently occupying
Interim Manager Positions and that unionized employees are not empowered to make
administrative decisions,

Other findings are: 45% of the staff is below the required level of the Communication
competency and 35% of the staff has not developed the Creativity competency.




4 Tax Administration Reference Models

Research was conducted to find Operating Models from jurisdictions that have transformed their
tax administration with the objective of reducing the taxpayers’ burden of interacting with
Revenue Bodies and compliance with the corresponding tax acts or codes. Specific operating
models of jurisdictions were not publicly available, however KMPG performed the Assessment of
IRA’s current operating model based on Models, Frameworks, Tools and common practices
published by:

International Monetary Fund (IMF)
Organization for Economic Co-operation and Development (OECD)
Inter-American Center of Tax Administrations (CIAT)
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6 Appendix

|



« Span of Control by Bureaus

This charts show the amount of direct reports per manager. As explained in Section 3.2 -
Crganization and Governance, the Optimal Ratio for Directors and Chiefs of Division is 6-12
subordinates per manager and the Optimal Ratio for Supervisors is 7-30 subordinates per
manager.

Description:

m Highlighted in yellow: manager positions that are above the optirmal ratio of
subordinates
m Highlighted in gray. manager positions that are currently vacant

Collections
Direct Optimal

Position Managers Reports Ratio
Director's Office 1 12 6-12
Accounting Division ] 10 6-12
Preliminary Interventions Section 1 10 7-30
Account Control Section 1 4] 7-30
Claims and Refunds Section 1 7-30
Fiscal Reports Division 1 1 G-12
Collection Centers Division 1 10 B-12
Payment Application Section 1 11 7-30
Collection Center Section (7 District
Offices)
Arecibo 1 15 7 -30
Bayamdn 1 11 7-30
Caguas 1 14 7-30
Hurmacao 1 14 7-30
Mayagiiez 1 19 7-30
Fonce 1 2 7-30
San Juan 1 T2 7-30
Compliance and Collections 1 15 6-12
Salary Discount and Analysis Section 1 6 730
Collection Districts (10 District
Offices)
Arecibo 1 16 7-30




Collections
Direct Optimal

Position Managers Reports Ratio
Bayamadn 1 8 7-30
Caguas 1 12 7-30
Carolina 1 13 7-30
Humacao 1 9 7-30
Guaynabo 1 9 7-30
Mayagilez 1 14 7-30
FPonce 1 12 7-30
Rio Piedras 1 7 7-30
San Juan 1 11 7-30
Call Canter 1 40 7-30
Special Pracedures Division 1 7 6-12
Auctions Section 0 0 7-30
Bankruptey Section 1 13 7-30

Consumption Tax

Direct Optimal

Position Managers Reports Ratio
Director's Office 1 25 6-12
Business Services Division 0 4 6-12
Compliance Division 1 21 6-12
Taxation Section 3 60 7-30
District Offices (10 districts)
San Juan 3 72 7-30
Bayaman 2 33 7-30
Arecibo i 26 7-30
| Aguadilla 1 25 7-30
Mayagiiaz 1 24 7-30
Ponce 2 23 7-30
Caguas 2 29 7-30
Hurmnacao pi 23 7-30
Sales and Use Tax {SUT) Intelligence 0 0 6-12




in

EER
EEE
EER

Consumption Tax

Position Direct Dptil_nal
Managers | Reports Ratio
Division
SUT Technology Section 0 0 7-30
Tax Filing Processing Section 0 0 7-30
SUT Audit Section 2 39 7-30

Processing
Direct Optimal

Position Managers Reports Ratio
Director's Office 1 16 6-12
Procassing Division 0 0 6-12
Classification and Numbering Section 1 10 7-30
Preliminary Review Section 1 44 7-30
Account Administration Section 1 14 7-30
Tax Filing Adjustment and Beguirements
Section 1 25 7-30
Information Systems' Support Division 0 0 6-12
Data Entry Section 2 150 7-30
Data Correction Section 1 51 7-30
Fiscal Compliance and Archive Division 0 0 G-12
Corporate and Estimated tax filling form
Section 1 19 7-30
Archive and Photocopies Section 1 19 7 -30

Fiscal Audits

Direct Optimal
Position Managers Reports Ratio
Director's Office 1 10 6-12
Investigations Division 1 13 6-12
Employer Investigations Section 1 12 7-30
Interventions Section 1 18 7-30
Specialized Investigations Section ; 17 7.30




Fiscal Audits

Direct Optimal

Position Managers  Reports Ratio
Fiscal Audit Districts {7 District
Offices)
San Juan 1 42 7-30
Bayamdn 1 16 7-30
Arecibo 1 19 7-30
Mayagiiez 1 24 7-30
Ponce 1 21 7-30
Caguas 1 17 7-30
Humacao 1 21 7-30
Investigated Cases Review Division , 8 5-12

Taxpayer Assistance & Specialized Consults

Manager Direct Optimal

Position S Reports Ratio
Director's Office 0 6 6-12
Division of Tax Practitioners'
Regulations and Education 1 5 B-12
Publications and Forms Division 1 5 6-19
Administrative Reviews and
Legislation Division 1 20 6-12
Inheritance and Donations Section ; 18 7.0
Administrative Decisions Section 4 0 7-30
Special Societies Section 0 0 7-30
Pension Plans Section 0 0 7-30
General Consults 0 B 7-30
Tax Exemption Division 1 7 6-12

Taxpayer Services Bureau




==
Direct Optimal

Position Managers Reports Ratio
Director's Office 1 21 6-12
Immediate Respond 1 19 7-30
San Juan Mercantil Plaza Service
Center 1 33 7-30
San Juan Intendente Ramirez Center 1 6 T
Bayamon Service Center 1 11 7-30
Call and Mail Center 1 33 7-30
Ponce Service Center 1 16 7-30
Aguadilla Service Center 1 9 7-30
Arecibo Service Center 1 12 7-30
Mavélguez Service Center ] 16 7-30
Caguas Service Center 1 14 7-30




B. Governance

Responsibility charting (also known as BAC| charting) is a technique used for charting
organizational roles and responsibilities in a consistent manner. The four types of responsibility
code that can be assigned to an activity are:

Responsibility 'R’ - the individual(s) who actually completes the task, the doer. This
person is responsible for action or implementation. Responsibility can be shared. The
degres of responsibility for each role in a shared activity is determined by the
accountable individual,

Accountability "A’ - the individual who is ultimately responsible. Includes yes or no and
veto power.

Consult 'C' - the individual(s) to be consulted prior to a final decision or action. This
incorporates two-way communication.

Inform ‘I' - the individual(s) who needs to be informed after a decision or action is
taken. This incorporates one-way communication.




The following tables show the analyzed responsibilities according to the processes performed:

B.1 Submission

| Subimisston

KEV AGTIVITIER

Tax Payar

Prafiminary: Renimec= Clack

Fraliminany Review=Tx Tachpician

1 |Send taxbling foem

2 |H.a|:a|l.a and classifyihe laxform

2 |vallidate taxform balch

3 |4ssign balch in SECPRO system

4 |Analys the taform batch

5_|Register the bakch in the SECPRO sislam

6_|Verifybalch in SECPRO system

7 IFI'iI\Lierlﬂl numbeer in SECPRO systam

8_|assign bakh

9 | Print serial numaration s 2 fling form

10 |Final check of sach txform.




B.Z Calculation

FEVAGTIVITIES

| caleulation

Data Entry -Storehouse Sleck

Data entry ~Data Entry Operator

Crata Gerraction - Clark

= Tax Tachnlcian

1 |Receive he boses of tax fling form

2 |Assign i index, biographic daia

3 |Analyze statstics dala

4_|Collect taxform

5 |Rmha boxas of sk forms 8nd send itlo dala correction

& |ﬁaslgn packages In syslam SECPRO

7_|fnaiyes package ve. REFO

B EGIassifﬁr tha taxform refum o be addressed 1o other seclion

9 |Update system CYSPLA

10 |Send processed taw filing form to archives secion




B.3 Fiscal Inspection — Sales and Use Tax

KEY AGTIVITIES
|Fiscal Audit

()
L5}
=
=t
£
]
(]
G
(v
jT
i
£
[ ]

"Contribation Technician V

Internzl Revenue Wl

Interpal Revenue Agent

-

IRacaiw ME22, raferrad cases, WU aler or list of public shows

|Pnah'ze cases bo be conducted

I|EIE| borate inspeclion plan

e

|Gnnduct the Inspection

|Camplate form 2924 or 2377 according to the case

|FprE|I'B final Raport Inspection

|Tm-alion Dabl

[Nutify Taxpayer

|Fna|:,rzﬂ and consolidate report

RiA




B.4 Fiscal Inspection — Ports

Regional Inspection

Taxpayer

KEV ACTIVITIES |

EFiscaI Audit

1 |Inpul informalion via wab | R c
2 |Release merchandise | LA
3 |Mmake payment |_R

4 |Cmss information checking history | |l R
5 |ﬂnalyaa nead for inspeclion | R
G |In5penl]on | A
7 |Determine tax difierance | EEH R
] |Pa~_.r tax difference | R I
9 |Ra!easa merchandise for removal | R
10 [S::an inspection of wagon I .. R
11_|Removal of cleared merchandise I R

Responsible |




B.5 Fiscal Audits

igated Cases Raview

ap=Flscal Andit DistrlcE

Auditor =FiscalAndiED]strict

&
8
E
E
Sl
L]
=3
2
o
L
7]
(7]
g
4
i
(4]

Taxpayer

KEY AGTIViDES
|Fiscat Audit

1 |Devsiop Audit Flan

2 |¢asa Selaction

3 |Update fuditPlan

L] [Rag[atar[:aaas in Sysiem

6 |Requast Tafiling form b Archive Olfice

6 |analyes and distibute cases bo tha disticts | R I
7 |ksslgn cases accarding to the exparise of the auditor | A I
] |ma|;g¢ the cases and search Informalion required | R
g8 |l'«h:|l1r3|I Tawpayer | R !
10 |conducttha Aud | R
11 lnaﬁﬁgnw- Frosent Adjustment bo laxpayer | R C
2 _|Fillin Agreed Income TaxCases (SC-3114) | R 1
13 |Deficiencyaccepled - Sscura TaxRetum | R ik
14 |Cioss Audit Case in System ] A
185 | Moty Taspayer | R !
16 _|Recai all tha cases fiom the diierent disticts | R
17 |$and.1|:| Anchive Saclion reaolve cases ] R I
18 | Cuality review | A
19 |dabt taxation in Pritas system | R
20 |Prepare Motice 3108 | R
21 |Reviaw ameunt of refund | R
22 I.ﬂtgisl, cancel, or approve the amount In Prilas System | A
23 |Bend to Archive Section | | BR I

24 |Prepere & Send Molice 2108 | R




B.6 Collections Management

cliections,

'3

£~ District Cantar

- antributions Techniclan - District

Information Tachnofogy Araa
Chiof ofthe Gompliance.and

|
g : : 5!
g 2 § s
[catisetions Management '
1 |Ganara1a dablg lisl | R |
2_|Receiw Excal Dabls list_ I R | i
3 |Procese and filer sxsel debis st | R | |
4 |nssign dabtcase | = R e
5 |Rau:>a|ve dell case l R
& _|Onen DeblGase in Systam (F625) ] R
t_|Pracess Dabt Carfication | | ®
] |Dabtdua:n'lpr¢c==d- Process ends | ; | A
9 _|Dabtprocesds with a Government Empioyes - Refer case to Salary Discount Saction | SR I
10 |Dabi procesds - Stars eallaclion pracess | | i3
11 |Sand Mofificalions letiar o taxpayer | R
12 |Emculau-ai11.u1wpapr | 1 R
13 |Reach a payment agreemant | e CiA R
14 _|Band Paymant |_r A A
15 _|Mo payment sgreemeant is mel - Exaculs seinire process | B ol R

16 |8-ain:raum:>ass |z cancelled | 1 R A




B.7 Deduction on Wages

|peductions on wages

]
=
k)
[=5 |
E |
[FT]}
a
=
a
=
=
=
S
[=]
Ll
fi
L5
=
Lok
=

Infermation Technology Area

strict Office

Contributive Technician =Analysisand

Contributive Technician = B

1 |Generate debis list

2 ]Haﬁar Government Employee Dabt Case

3 |Recoive Dbl CaseiList

4 |Distibuted debt caseist

5 iﬁnahlm Casa c R
6 |DebtDoesnt Proceed - Process ands | A
7 |Debtproceed - Complete Form SCT76 (Deduction on wages form) | g R

-]

iﬁpprmaa form SCTTE - Daduction on wags is applied

|F-:nrrn SCT76 is not approved - Deduction on wage is not applied




B.8 Voluntary Compliance

Taxpayer

E
ne
(&=

m

N
T
=
5
%
=

a

=

=

m

o
]
7y

o
k|
b=

i

i

0.
o=
o

Collector - Collectorates

[Payment Applications
1 IS&nd paymeni ] R
2 |Receive Payment | R
3 |F'rm:sss paymant In syslem PRITAS | R R
4 |cenerate Recaipt | R _R
5 |ﬁppliﬂs payment | RIA _RA




B.9 Taxpayer Services

KEYAGTIVITIES
1Im mediate Response

Clerk - Receptionist

Clerk - General Guidance

i=
=
2
(%)
L&
=1
{
=
e
k5
=
=
@
=
=4
.10

Auditor = Contributions Guidance

Director ~Taxpayer Services Burean

1.1 | Submit consuliation

1.2 |Reoeiua consultation R
1.3 [E'u'aluala consultation R
14 | Asslgn number on Q-matic R I

1.5 |Henaiva consullation

1.6 |Ew||uala conaullation

1.7 |"u’arlry necessany evdance

18 IGomplala Evidence - Solvad Consull

19 IRes ponsea is nol available - Assian number on Q-malic

2 |Ancwﬂt analysis

24 IREEBWB consultation

2.2 IE\aIuate consuliation

2.3 I"l.l"e rify necessary evidence

2.4 | Solved Consult
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B.10 Declarations
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KEY AGTIVITIES
[Deciaratians
1 lF’mseanaquaslﬁur adminisirafive latier | R
2 |Raml\a request for Declasalion and Paychack | R
3 [R&qﬂsbr Case and payment | R
4 |Send Check to Payment Application Process | R A
5 tSﬂng Case o Taspaver Assistance and Speclalized Consulls Bureau | R
& _|Receie and ragistercase In log |
T |$and case documents b the Supandsor |
B IRBGE".B caga documenis t
o _|Distibute and Asslgn case documanis |
10 |.ﬁnaryza case documents I [+ R [+
i1 |P‘ra|:|are memorandum | R
12 |Receie memorandum | cil
13 |Recelve and appreve memerandum | A
14 INquffa-nd daliver memaorandwm bo taspayer | R
15 |Deliver Memarandum | &)










