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KPMG's rola is lirited Lo the services end deliverables articulated in the Contract for Professional Seivices dated March 18, 2014 as subsequenily
amended {the "Engagement Contract”). ILis understood that any actions taken by the Government of the Cemmonwaealth of Puarto Rito related to
lhesa sarvices and deliverables may Involva numaerous lactors that are outside of Lhe Conlracl's scope. KPMG's servicos and deliverables cannot
lake such factors into accounl and, therefore, recommendations for such aclions are not implied and should notbe inferred lrom these services and
deliverables, Furlher, whilé such delivarablas may includs analyses of certain legislalive initiatives, no service desedbed in lhe Engagemenl Confract
andfor subsaequent amendments will involva edvising the Dapariment regarding lobbying or other public policy advocacy aclivities ralated 1o
lagislation or regulation, Including evaluating the likelihood of enactment of any proposed initiative or providing advice to the Department as to
methodologies to ensure enactment. KPME cennol undsrtake any role in connection with the Contract services Lhal could be desmed lobbying,
public policy advocacy, or impair the independence ol KPMG as an aydilor for tha Department of the Treasury such as drafting legislation and
engaging in implemenlalion assistance.
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1 introduction

1.1 Purpose of the Report

The purpose of the Comparable Jurisdictions Operating Model Report is to provide the
Department of the Treasury {Department) general information on comparable tax administration
operating models across the following components:

i Services, Functions and Processes

Ti Organizations and Governance

I Technology

11 Sourcing and Locations

71 Performance Management

l'i Poople & Skills
These jurisdictions have been salected from Revenue Bodies' with similar responsibilities to the
Internal Revenue Area (IRA) in jurisdictions with similar Economic and Governance characteristics
to the Commonwealth of Puerto Rico (hereinafter, Puerto Rico”). The information gathered is a
valuable input for the Department to understand how comparable jurisdictions collect target
revenues, maintain competitiveness, reduced the tax burden, and operatoe an efficient tax
administration. This report, in conjunction with the Current Operating Model Assessment report,
forms the basis to define the Department’s future-state Operating Model and to identify
recommendations for an improved, efficient and effective Tax Administration and Compliance
Organization.

1.2 Scope

Qur team consulted KPMG’s Tax Administration specialists in preparing this report. Furthermore,
datasets from representative organizations and international studies on efficient and improved
Tax Administration were carefully selected. This report contains information collected from the
following publicly available sources:

Li The World Bank twww.worldbank.org)
"1 Transparency International (www.transparency,org)

' The Organisation for Economic Co-pperation and Developmaent {OECD) refers 1o focal institutions or agencies responsible for
collecting revenues and taxes as 'Revenus Bodies'.
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t The World Economic Forum (www.weforum.org)
‘1 Inter-American Center of Tax Administrations — CIAT (www.ciat.org)
LI U.S. Agency for International Development — USAID (www,usaid.gov)
1 Organization for Economic Co-operation and Development -- OECD (www.oecd.org)

1.3 Approach
The main activities of the analysis included:

0 Identifying and selecting comparable jurisdictions based on similarities of the Economic
and Governance characteristics published in the datasets of The World Bank,
Transparsncy International, and The World Economic Forum

"1 Analyzing published datasets of the Inter-American Center of Tax Administrations (CIAT),
the U.S. Agency for International Development (USAID) and the Organization for
Economic Co-operation and Development (OECD) to compare current Tax
Administration’s Performance of comparable jurisdictions with Puerto Rico

1 Analyzing tax and compliance administrations from comparable states in the US

1.4 Structure of this document
This document is organized in two sections:

1 Qur analysis of the Economic and Governance characteristics used to define the
comparable jurisdictions and how their Tax Administration Performance compares to
Puerto Rico

it An overview of our conclusions and considerations based on the comparison of
representative Tax Administrations and Compliance Organizations
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2 Comparable Jurisdictions

This section describes how KPMG used the Economic and Governance KPls from the
international organizations mentioned in Section 1.2 and general information about the
Operational Components in each jurisdiction to define comparable jurisdictions. The attributes of
comparable jurisdictions were then used to compare Puerto Rico's Tax Administration to its peers
around the world. The objective of the analysis is to provide a basis for identifying improvement
opportunities and Tax Administration leading practices for Puerto Rico’s Treasury Department to
replicate in the futurs. Our recommendations will consider lessons learned and benefits obtained
from the improvement initiatives of these jurisdictions.

2.1 Economic and Governance Characteristics

This section describes characteristics used to select the comparable jurisdictions. We have found
that the following characteristics provide a sound basis to find commonalities amongst tax
administrations:

i Ease of doing business index (EoDB}): EoDB ranks economies from 1 to 189, with a
number 1 ranking being the best. A high ranking score {a low numerical rank} means that
the regulatory environiment is conducive to business operation. The index averages the
country's percentile rankings on 10 topics covered in the World Bank's Doing Business
report. The ranking on each topic is the simple average of the percentile rankings of its
component indicators.

7 Gross Domestic Product (GDP): GDP at purchaser's prices is the sum of gross value
added by all resident producers in the economy plus any product taxes and minus any
subsidies not included in the value of the products. It is calculated without making
deductions for depreciation of fabricated assets or for depletion and degradation of natural
resources.

i Exports of goods and services as a percentage of GDP (EoG&S): EoG&S represents the
value of all goods and other market services provided to the rest of the world. They
include the value of merchandise, freight, insurance, fransport, travel, royalties, license
fees, and other services, such as communication, construction, financial, information,
business, personal, and government services. They exclude compensation of employees
and investment income {formerly called factor services) and transfer payments.

Global Competitive Index {(GCl): The GCI assesses the competitiveness of 148
economies, providing insight into the drivers of their productivity and prosperity.

i Corruption Perception Index (CPl): The CPl 2013 measures the perceived levels of public
sector corruption in countries worldwide, scoring them from 0 (highly corrupt} to 100 {(very
ethical).

i Government Effectiveness (GovEff): GovEff reflects perceptions of the quality of public
services, the quality of the civil service and the degree of its independence from political
pressures, the quality of policy formulation and implementation, and the credibility of the
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government's commitment to such policies. The values presented in the table in Section
2.2 are the percentile ranking among all countries {ranges from 0 (lowest) to 100 (highest)
rank}.

Regulatory Quality (RegQual): RegQual reflects perceptions of the government's ability to
formulate and implement sound policies and regulations that permit and promote private
sector development. The values presented in the table in Section 2.2 are the percentile
ranking among all countries (ranges from 0 {lowest) to 100 {highest} rank}.

Control of Corruption (CtriCorr): CtrlCorr reflects perceptions of the extent to which public
power is exercised for private gain, including both petty and grand forms of corruption, as
well as "capture” of the state by elites and private interests. The values presented in the
table in Section 2.2 are the percentile ranking among all countries {ranges from 0 {lowest)
to 100 thighest) rank}.




2.2 Comparable Countries

Based on the Economic and Governance Characteristics discussed in the previous section,
KPMG used the following comparable jurisdictions for the analysis because they have similar
Economi¢ and Governance key performance indicators and are identified as leading tax
administration jurisdictions:

't Canada

.1 Chile

.+ Denmark

7 Estonia

i Ireland

> Korea

i New Zealand

"+ Portugal®

11 Singapore

The Economic and Governance key performance indicators for the comparable jurisdictions are
presented in the table below.

GCl ( 1%':,'__ GovEff RegQual CGtrlGorr -
Jurisdiction  (1isthe (in Millions ,,00ee - (lis 1 - (Highost  {Highest —{Highest
best) of USD) {% of GDP) the ethical Rank = Rank = Rank =
hest) 100} 1] 100)
Puerto Rico 37 101,495 79 62 30 66 78 71
Canada 17 . 1,779,634 ”-567 T 14 o “-E_!-'lihdﬂ v-LE}_Bw'-HMW-‘Q-é” -M—_—ég“m
[ chile 34 269869 = 34 34 71 87 93 91
" Denmark 6 315163 55 15w es %8 100

2 Portugal was included as par't of our analysis of the perfarmance of the tax administration and not considered for
the analysis of their operating model due to lack of publicly available information
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GG} . RegQual  CtriCarr
EoG&s {1is {(Highest {(Highest {Highest |

(% of GDP) the .ethical Ranlc = Rank = Rank =

EoDB GbP

Jurisdiction  (1is the (in Millions
best). of USD).

best) 0) 100) 100} 100)
Estonia 21 22,390 91 32 @68 78 ap 80
| iveland 15 210,771 108 28 72 92 94 80
" Korea 6 1129508 57 25 & 84 77 10
New 3 171,281 29 18 91 96 99 100
Zealand
" Portugal 29 212273 39 51 62 B 76 78
7 E T T R

Note: EoDB=Ease on Doing Business, GDP=Gross Domestic Product, EoG&S=Expoils of Goods and Services, GCI=Global Compatitiveness Index,
CPl=Carruption Perception Indax, GovE[[=Govarnment Elfeclivenass, RegQual=Regulatory Qualily, CrilCorr=Control of Corruption.

Additionally, KPMG researched the operations of Revenue Bodies in the States of Florida,
California, and New York because they administer similar taxes as Puerto Rico.
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2.3 Comparable Jurisdictions Profiles

The tables in the following pages summarize high level information publicly available about the
operational components (Services, Functions and Processes, Organizations and Governancs;
Technology, Sourcing and Locations, Performance Management, and People & Skills) of the
comparable jurisdictions,

The information gathered for this Report was found on the websites of the Revenue Bodies from
each jurisdiction. KPMG focused its research on identifying topics related to each operational
component since detailed current Operational Models for these jurisdictions was unavailable. The
main areas covered on the Revenue Bodies' websites include:

' Current Functions of the Revenue Body
‘I Main Tax Collected by the Revenue Body
1 Organization Chart of the Revenue Body
i+ Systems or applications the Revenue Body uses to interact with taxpayers
i Number of Regional Offices
Main statistics published by the Revenue Body
i1 Number of staff employed by the Revenue Body
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The following table indicates the availability of information related to the operational component
of each comparable jurisdiction:

surisdistion | Funetioneand | o a :Technolog‘y | Sou;:ihg I;‘iﬂg;":;"m
Processes Govarnanoe Locations
Canada if \f | W 4 ?f
Chile L 4 ¥ 24 ¥ 4
Denmark W W W X W
Estonia 1’? V? x x x
Ireland w’? W x *? v
Rep. of Karea W # x ﬁ? ﬁ
New Zealand ¥ L4 ) 4 b 4 ¥
Singapore W ¥ L X L4
Shte o v v | v | ¥ | ¥
g:t?itfilgia v ¥ \ ¥ ¥
., | ¥ v el v ¥

Available operational component information for each jurisdiction is outlined on the following
pages. .
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2.4 Comparable Performance

The following tables show the current Tax Administration performance of the comparable
jurisdictions, based on published reports of the Organization for Economic Co-operation and
Development (OECD), the U.S. Agency for International Development (USAID), and the Inter-
American Center of Tax Administrations {CIAT). The tables will present a comparison between
Puerto Rico and the comparable jurisdictions if information regarding Puerto Rico’s Tax

Administration performance was available

We have included the following comparable jurisdiction for the analysis of the tax administration

performance:

2.4.1 Total Tax Revenue
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The Figure above shows that jurisdictions with similar GDP as Puerto Rico {New Zealand, and
Portugal) have total tax revenues approximately more than seven times the amount collected

Figure 10 Total Tax Revenue in USD Billons (2012)

by Puerto Rico. The current Revenue gap between Puerto Rico and its peers highlights the
critical need to review how taxes are administered and collected in the Commonwealth. To

i:




have a better understanding of how Puerto Rico currently administers and collects taxes you
may refer to Deliverable 3-03.




2.4.2 Tax Revenue as a Percentage of GDP

Tax revenue refers to compulsory transfers to the central government for public purposes.
Certain compulsory transfers such as fines, penalties, and most social security contributions are
excluded. Refunds and corrections of erroneously collected tax revenue are treated as negative
revenue.

Tax Revenue as a Percentage of GDP
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Figure 11 Tax Revenue as a Percentage of GDP (2012)

According to Figure 11, the median of the Tax Revenue as percentage of GDP in the !
comparable jurisdictions ranges between 21% and 33% and for Puerto Rico it is below 10%. '
The above results indicate again that Puerto Rico has major improvement opportunities for the ‘
current Tax Administration, specifically for Collections and Enforcement areas. o




2.4.3 Value Added Tax Rates (VATR)
VATR is the percentage rate at which most goods and services are taxed under the value added

tax. Most countries have a variety of reduced rates for certain basic goods, such as basic food
stuff, and have a zero rate on exported goeds.

Value Added Tax Rates (VATR}
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Figure 12 VATR for Comparable Jurisdictions for 2012-2013 {Source; USAID}

Currently Puerto Rico does not have VAT in place; however, Figure 12 presents the current Value
Added Tax in the comparable jurisdictions as a reference for the Tax Reform project. Most tax
regimes of these comparable jurisdictions have a VAT rate of above 15%.




2.44 Value Added Tax Collections as % of GDP {VATY)

VATY is the level of net VAT collections as a percent of GDP. Values are net unless otherwise

indicated.
Value Added Tax Collections as Percentage of GDP (VATY)
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Figure 13 VATY of Comparable Jurisdiclions for 2012-2013 {Source: USAID)

The media of VATY for the comparable jurisdictions ranges 6% to 8% of their GDP, which
ropresents, for New Zealand and Portugal, approximately between $17 and $18 Billions of Tax
Collections per year. As Puerto Rico is considering reforming its consumptions tax, the evidence

shows that collections of VAT as a percentage aof GDP is significant.




2.45 Corporate Income Tax Rate (CITR)

CITR is the percentage rate of the corporate income tax. In most countries, only one corporate
incorme tax rate is applied to corporate profits. In addition, in most countries, owners of sole
proprietorships or unincorporated parinerships pay personal income taxes and not corporate
income taxes.

Corporate [ncome Tax Rate (CITR)
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Figure 14 CITR of Cornparable Jurisdictions for 2012-2013 (Source: USAID)

Figure 14 shows that the media of CITR ranges between 17% and 25% in comparable
jurisdictions and Puerto Rico’s CITR is 20%, which is inside the range of the jurisdictions under
analysis.




2.4.6 Corporate Income Tax Collections as % of GDP (CITY)

CITY is the level of corporate income tax collections as a percent of GDP.
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Figure 15 CITY Comparisons for 2012-2013 {Source: USAID)

The CITY in Figure 156 shows that the median ranges from 2.3% and 3.1% for which Puerto
Rico is 0.9 percentage points below the minimum of this range. Additionally, jurisdictions like
New Zealand and C have CITYs above 3% which implies that Puerto Rico can collect more
corporate income taxes with proper enforcement and collection efforts.

-




2.4.7 Minimum Personal Income Tax Rate (PITMINR) and Maximum Personal
Income Tax Rate (PITMAXR)

Minimum Personal Income Tax Rate is the lowest non-zero positive tax rate applied under the
personal income tax and Maximum Personal Income Tax Rate is the highest tax rate applied
under the personal income tax system,

60%
52%
50% = 46%6———
40%
30%
20% m PITMINR
T1PITMAXR

10%

0%

Figure 16 Comparisons of PITMAXR and PITMINR tar 2012-2013 (Source: USAID)

In most of the comparable jurisdictions a scheme to increment how different Personal Income
Tax Rate (PITR) is applied based in different conditions of the taxpayer. Only in Estonia this
scheme to increment the PITR is not notorious. In the case of Puerto Rico there is a difference
of thirty one percentage points between the minimum and the maximum tax rate. Additionally,
the PITMINR for Puerto Rico is in the lower boundary compared to the other jurisdictions for
which the media ranges between 6% and 13%. The PITMAXR is also one of the highest
compared to jurisdictions under analysis.




2.4.8 Personal Income Tax Collections as % of GDP (PITY)

PITY is the level of personal income tax collections as percent of GDP.
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Figure 17 PITY Comparisons tor 2012-2013 (Source: USAID)

Figures 17 shows that for the comparable jurisdictions the media of PITY ranges from 8% and
17%. In the case of Puerto Rico the PITY is only 2% even though the PITMINR is the highest
and the PITMAXR is one of highest {presented in Figure 8), compared to the jurisdictions under
analysis
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