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HONCAPITAL PROJECT PAPER
Countxy s PARAGUAY . Prom Ro, SMLMBOI

Sutmission Date: /Septerier 30, 1969
Projoct. Titles TAX ADMINISTRATION

U.8. Obligation Span: FY 1965 througsh FY 1975
Yhysical Implementntion Span: FY 1965 through FY 1975
Crogs lifo-of-projoct financial requirements:

U.S, Dollars %ﬂ’m
COP Contribution 43,000 (in kind) (equivalent)
GOP-owned PL 480 20,000

$7,000

A, SUMIARY DESCRIPTION OF PROJECT

Lo Projost Jugtificgtion: The need and justification for a project for an improved
tax adnindgtration system in Paraguay is identified in the FY 1970 Progrem !omorandum
Appondix & and the 'Y 1971 CFS Appendix C; as well as in the PAR dated Jamuary 14,
1969, igh priority is assipned to the project because of its relevance and sipgnifi-
cange in fuzrthering the U.5. objeetivo of helping Parapuay to increase its capacity to
ware cffoctivoly nobilize its financial resources and to increase central ¢
savings. ‘udmun fmpact of the project on the ahove objective will continue to depind
¥ a larpe demreo on top-lovel ccordinated policy action on the part of the USAID,

oo Uil vibasgy, and internationad agencies, working within the context of the
approvad strategy of using CIAP oelf=help requirements for extracting improved GOP
fiscal porformance, In inplementing this policy, it chould be noted that USAID tex
adnnigtretion activities under this project are being closely coordinated with OAS
tax aggiotance in tho field of loglelation and tax policy,

2. Project Coalg pnd Tareota: Over the projected ll-year implanentation peried
ef the projoct, the following major poals and tarpets are identified:

@0 Develogrent and inotitutionalization of substantislly improved aystems and
procedures in tax adninistration, e

(1) Preparation of uritten manuals to reflect procedures, forms, PO
acribod methods for recaiving and procossing doeumsnte, position 4
and finctioas, and the liko,

BLCIASSOYED
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m&mummum perecmmel ﬁtm
w ® :
coursss will routinely be made sveilable te mew employess and to exployess ‘
changing to new ¢echnical or aduinistretive positioms.

(3) Devolopment of a centralised planing fwnstion for monitoring the
written prooedurss and making psriodic review of internal and extermal fomms,
and porsonnel and firencial budgsts.

b, Incresssd wolumary onmpliande with the country‘s tax laws, resulting in
memmmmmmm(wammmnrm
takes, sales twxms, and taxes un incows and resl property.

S Improved sdeinistrative provisions in new and reviged tax legislation.
(Teds taz;gm. %0 o achiovad through coordination of USAID activities mﬂ thoao ‘of OAS
adyi 30%8).

3. Flan of Action
8o m.’ SQ_m'_P 8 “rUOSommmm ‘
entixe implensstaticon pericsd of the pm.jcet be the techniocal gervices of U.S.

Internsl Revenmus mmuumn,mmmmmumm.
1.5, funds aloo are provided for participant training in the U.S. and 3rd comntries,
invitatienal. travel, and for limited amounts of commodities required by the U.S.
advigord 16 carvy cut the project. The GOP contribution consists of “in-kind® faclili-
ties and services for logictical support of the projest, A amall smouwnt of GOP-owned
PL 480 fwddng alles ig budgetsd for supplies and equipment,

M ATy g l :.."'t: g, T3 08 B0 TN
ummmnmmofamm
technisnes mey bo ineospurated not oply in the present sdministratiwe strusture bwt
aleo my survive ciccreding eduindistrationg, Political eond derations having am
W@ﬁ@%mmjmmmmmaumuham—c (9
Pert IIX of PAR, Jumasry 1969, for more detailed discussion of both positive and
negative aspecﬁaoftmmwottbmﬂo Algo, the GOP will be required to teke
specific moli-halp actiome within the context of the CIAP recomsndations, including
praparaticn and enacimord of new and reviesd tax legislation,

UNCLASSIFIID


mailto:invlWA~.@?aJ

G 652 - - 574 = 43

R Tanle 1 PROP DATS
Page 1 of 2 Original  9/30/69
Country: FPARAGUAY Rew, No. _

a Project Title: TAX ADMINISTRATION Project lic. 526=51-790-018.1
Fiscal L/G Total Cont ¥ Personnel Serv. Partid.ﬂe Cormodities oum‘ Conts
Years “AID PASA con . U. s, ~ Dir  CcOoNT Dir &

Aguld.es UoSoAg UOSOA‘
&
Prior

E Act . FY 69 ¢ 212 - - - 19 b3 | - - -

g Oper,

§ Fro ¢ 8] - - 60 - 2 8 - - -
Pudg,

TN G 101 - - W - 6 5 - o - £
Bel é
FY 72 ! 105 - - g6 - L 5 - - -

Be 2

73 e 113 - - W05 = 4 A = - -

B+ 3

2 /8 ¢ 9% - - 85 = b 2 - - -

[ 2]

A A
Subs, 75 G 59 - - 53 = b 2 - - -
Total
1ife 37 - = -

Meworandum (nonadd) columa

QK

Column,

ASUNCION  TOAID A~

$8,000 for “othur costs” for full time PASA Advisor g {nsiwded in the Ferasansl Services
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Table 1
Page 2 of 2 Exchg rate 41 £ 126 Cuarmntes & Progect i, 526-51-790-018.1

Flecal Years AlD-ocontrolled Other Cagh

28 =5

Prior through

Acto F'! w - bl 15
ro

1911”70 - 8 3

Budg.

nn ® - 5

Bsel

n 72 - [ 3 5

Be 2

FI'7 - 12 5

Be3

FY 74 - - 5

ALl

SMQ 75 - n_: _2

Total ,

Life - a0 43

2/ As of proparation date
3/ PL 480 funda

4/ MUinistry of Finance office, staff and facilities
oupport,
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ppo
tar. area and put this phase of the
threat of adverse political action from the buginess commmity and other groups
the 1968 GOP presidential election pericd was cne of the main causes for the Ministry
of Financs's suspension of the speeial three-year audit program for incoms tax.
During the latter part of 1968, howewer, the situation
the Minister of Finance made important changes in key leadership positions in the
finistry, 1.0, the Sub-Secretary of the Hlauewy and the Searetary Gmeral, with the
rcw officials being younger professionally-trained smx eeonosd
provious oxperionce in the Department. Most of the political problsme in the real
cstate area aleo were solved when the former Director of the Real Egtate Tax Depart-
ment dicd and a new Director was appointed who is more progressive and receptive to
rccomnendations for improvements.

 ‘ho threat of a seriows GOP buigetary deflcit crisis in 1968 was the major issue
in tho CIAP msetings in August/September 1968, with the final CIAP recomsndations
including spocific self-help fiscal requiremente to be met by the GOP. To date, GOP
porformance in meeting these requiremsnts has been cossendable. In December 1968 and
in Harch 1969, for example, the GOP enacted the first six tax measures reccmsnded by
CIAP, ond thess measurss are expectad to produce at least an additiomel (500 million
in tax rewenues for 1969.% (Por more detalled dissussion of GOP self-help performance
in tho ficcsl. area, oee TOAID A-198, June 20, 1969)

In swmary, as shown above, the overall getting for the adoption of procedares and
other recommendaticns for improwing ths level of tax sdministration in Paragay bas
improved condidsrably in the last year, and it is expected that the GOP role will
continue to make an increzsingly pouitive impact on the ashiswment of project targets
in I90 and futurs yeurs.

Below the level of the Mimiater of Finance ths USAID Tax Advigor hes fowr win-
cipal countorparts, the Directors of the three tax offices with which he's primarily
concerned (Indircct, Real Propsriy, and Incous and Sales Tax) and the Inspeetor
Genoral of tho [inlstry of Finanos, All are compstent admimistrators end, axoept for
the Diroctar of the Real Property Tax Office, all have had considerable, sucoessful
experienss ag povernment adminiatrators.

%

%

:

E

;
4

|
|

2
5

|

# Of the six measureg, the two most important are the sales tax whieh
produce more than (300 aillion and the increased stemp tex rate whieh
meo .

L
l
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Cooporation from the Direstor of the Indirest Tax Office is exesllemt. The USAID
Tax Advisor has been invited hy that Direstor to scesmpany him on field trips desigaed
wmnmmmmmhmw'nu.,mhmmwm
including Real Froperty/Inccms/Sales Tax functions within the Reglonel Offfces mow
seporvised by the Divector of Ind rect Tax Offies,

mm,mwuamepmmemwmmammp-
erated with the USAID tax peoject.

A% the top, the Minister of Finanse, sarlier this year, approved, almost 1008 of
the USAID tax projecl’s suggested work plan for CY 1969 for the tax offices.

The foregoing ia not i say there are still no problems. There is a pressing
need for example for the creation of the ofiice =2 Director General of Revermes so
thal, the efforts of all the sub-offices may de coordimated. 7To date, the Minieter hLas
given this proposal no support, praferring that the cowterparts meotiones zaport
directly to him. Algo, there is no centralised plamning function for the o
In tho present climats howewsr, we are fiopafel. - that this effice will de o
Tho Hinieter does not favor sending his exeeutives to specisliced tralsing cowrses in.
the U.S. and other coumries, He would orefer that Zoreign comtries send experte
here to direet such courses, Howevar, weire/ that we'll sse an early change
in this attitude, .

Politieal congidarations, especislly where the ruling Colorado party is invalved,
often override ctherwise ceszingly loglcal courses of astion, Howewer, in epite of
he foregedng, Paraguay is changing ita attitwdes tovard mot cnly the Ly for
adequate and efficient adwinistration of ite taxss, ut also teward the mecessity
for providing an adequate acrosa-the-buard systen of reising sufficlient
mesy the country’s heavy {issal obligations. A new sales tax law was enasted earlier
thig year - the firsd in Peraguay, Several beneficial changss were mads te existing
real property laws. The tax on imported cigarettes was incresssd substentially. A
tax obacrvation group compoged of Peraguaysn congresssn and the Minister's Techadidal
Advisor has just completed a four-country tour, studying existing insome tax sysbems.
oz dau - Gxpectod 4o be pasend by OT 1970, “The Thtery e et Lo o Lo
tax «~ expected to be passed by o s ) \
toward USAID recommndations for effeciive administration im all of thees aress. The
USAID's appraisal would bs, therefors, that while the setting im Paragusy fer the

UNCLA SSIFIED
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adoption of more modern tax adminigtration procadures amd practioces is far from perfeet,
it i cond derably better than it has beens in the past. R

C. SyRATEOY

As stated in the preceding mmoary, s maximm impact from the USAID's tax adxinie-
tration assistance will contims to depend to » on
action and eupport of the USAID Director, the U.S. Esbasay, &3d isternational agencies
in implementing the CIAP gurategy for obtaiming GOP action on recommended fieeal recom-
mondations. Within this overall context, the main thrust in USAID's opsrational strat-
egy vill de he persistent pushing, implementation, and follow-up of project astivities
leading to plamned objectives. '

Additionally, plans are now being mede by the AID tax advisor to meet periodically
with membera of the Paragnayun Congress, particularly msobers of the Committes on
Finance, to exchange views on administrutiwe implications in tix ve
tax law now being propossd. A paper setting forth soms of his views has been made
avgilable to the Minister of Finanse, members of the previcualy menticned tax obessrva-
tion group, and the Director of tho Intome Tax office,

Do

Over the ll-year implomentation span of the project, now scheduled to terminats
at the and of FY 1975, the gemeral objective of the AID tax aduinistration effort in
Paraguay is to assist the Hinistry of Finanoce in the dewvelopment sad Institutional-
jzation of substentially improved systems and proocedures in tax aduinistration.
Institutionalization contemplates that by the tiwe the project is terminated, proce-
dures, forms, prescribed methods for receiving and proceseing documents, position
descriptions and functions, and the like, will be reflested in written mamwmls,
gubject to piriodic review and rovigion, It also contemplates that traiming programs
will be organized, centiralissd and routinsly made available to new technical employses
and to employsss changing to taclmical or adminigtrative pesitions. During the life
of the project such training is expsetad to be supplemsntsd by AID spongored coursee
in the U.3, and other countries for supervisors and exsoutives.

For monitoring the written proocedirss and meking periodic review of internal end
external foms, personnsl and financisl budgets, a csntralimed plaming function
will b2 required, : '

Attairment of the principsl goal, an overall improvemmnt in the level of tax
adrinigtration in Paraguay, should assure a sharp increass in the area of the meeh
important by-product of good tax wisinistration, 1,0, voluntary complianes with the
nation's tax lawe. This, of course, would normally be accompaniud bty imcreass. im
collections of tax revenues in aress of concsutration that would exseed, relatively,
anmal increasss in the grogs national product.

UNCIASSIFIRD
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Any setimate for projcted increases in tax revanues will obvicusly be affested by
mmmwuﬂmm)ummmnmmoc&-
tienal other considerstions) ss well ag through isprovemsat .
mnn tyor‘?:"ﬂummuuum. Collostions in the srea of the tax projests
mmm)mummmlm(maw.umemm--
Ml

Indirect taxes ¢ 1,902,800,000
Real Property taxrs ¢ 35,400,000
tanse (Passed Peb. 1969)

An ammal increass approximating 0K a year, without regard to the non-edxinistre~
tion influences, previously msntionsd, should be sasily attainable,
improvements recommonded by the AID tax toam are adopted. Further, increased inooms
tax revenuss that would gwerage oonsiderably more than .
project would almost ocsrtainly be realised, parti ly if three of four of the key,
adainistatively desiradle, articles reccxmsnded by the tax team ware
into the propoged new income teax law (mojocted for passags early in 1970),

The general objective of the tax yTojeat ie reflscted in more Ae’:Al in the
speciflc objectives inoluded in tiew following Section B, of this PROP,

E. CQURSE OF \CTIG

Specific activities will be almed atl rvalizing specific targets, all of wiioch will
bs directed toward the ultimato goul of institutionglizing tax aduinistration modermi-
sation in Paraguay. This will require identification of the required astivities and
monitoring not only their installation tat also their effectivensse cnoe installed.
The latter can be partially done during the life of the project through a oongtant
follow-up by the USAID Tax Advisor. Howswer, to assure their contimustion specifie
Para fficials must be responsible eventually for the monitoring and effestiwe
nmmmmmmmum effort. It is contemplated therefore thet
boen adoptad, bt sPfective writien prosediLes for mmitoring. erlsting ad sitoring
been adopted, effoctive written procedures monitoring, :
them will bs an integral part of the resulting tax adwinistration system. This would
involve not only the incorporation of new procedures, forms and attitudes, but alse
routine training coursss for all technicians and Mm.ﬁ’. p 5o
beginnings of the ostablishment of something akin to a efsid/S wmiesdien: to
t:.mumunamungwmmmum»muwuh-m
t” .‘ mto 3 ' -
clnsamificntiogxf (For exuuple, through a systeu of job descriptions and uhn

Inplamerdation of the general course of action to achieve the tex aduinistrediien
projest objectives will revolve maluly arcund the services of USAID-funded IRS
advisors, A "staffing pattern® for these ssrvices is showm in Table Mo, 2.

;

UNCLASTIFIED
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Iable ¥9.. 2

(MW

Mocal Tear

servi

DMINISTRATION SIATTANE SALLD

aSo Revenws Ssrvice AMdviers)

(T 1965-2973)

9enior Tex Adwigor
(Puli-tins Team Loader)

Real Property Tax Advisc®
(Short-temm six wesks)

Real Property Tax Advisor
(Full-tims two years)

Dgta Prosessing Specialist
(TDY four months)

Collections Speeiglist
(TDY four merths)

Collection/Procsasing Adwieor
(Mali-time two years)

Ragl Property Tax Specislist
{TDY theem months)

Data Proceseing Sp &%
(TDY thres months

Audit Adeisor
{(Pali-time twe y=ars)

Iteliigancs Specdaliah
(T0Y three months)

Colisstions Speciciiet
(TDY thres monthe)

965 966 67 68 69 0 7L 72 T3 W™

¥ X x X x X X x X X X

X

a/ Present OPRED requirements proclude recruitzsnt of this full-time
advisor but the position is included in the staffing pattern bechuss
of its high priority in acliideving effective inplenentation of prajest
activities and the possibility that circumstances may changs e &8
to permit £31ling thegeassrprep Position at o later date, -



ASDMCION  TOAID A~ M7 UNCLASSIPIED » 15

A relatively smali USAID-financed icipant traiming progrem (343 thousend
projacted over the life of the project) is included in the ovewall project plea of
action.* Ths program provides for U.S. and Ivd-country training, with esphasis en
sonding key persormel to the INTAX training program conducted by the U.S. Intermal
Rovenue Servios, USAID-finsmced invitatienal travel aleo is included in the
with ito main use being the sending of strategically-plased GOP offivials end menbeve
of the GOP congress on wisite to the U.S. and cthwr latin Amrican comtries %o
oboerve and stady the opezation and adninistration of efficient tax sywtems.

GOP comtritmiicns will incinde cash contributions frem gevermmat revenuss %o the
badget at the In-Service Traiming Center, governasat tramspertation for field
to cutlying officse, salary and other finanoial suppert for tedwicisng e
attonding training schools, both in and ovt of the comdry, as will as in-kind asn-
tributione of office spaes, fwaitwre and squipment.

The principis ramuirerment for GOP sslf help actiem would bs the erestion of &
climats within the Mimistry of the Treassry (with a miniwmm of pelitieal imtevferumes)
in vhich tay adndniatration irprovwwasat tachnicques msy be mst only incerpsrated iate

* The reasn for the relatively smll sise of the participesst recsuree ingat is Ao
degir of ths presant Minieter of Finanoe to keep his beet pesple en #5e Sob ia
Paragiay snd to maxinise the uss of local in-esrvies training st swia fasilitise
as the In-Serviee Training Center of the Matiomal University.

UNCLASSIFIRD
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the present tax administration structure, but also may be incorporated in such a form
as to survive micceeding adninigtrators. Ve have noted a very favorable change im thie
direction in the attitude of tho {inistry during the past year,

This new interest has been demonstrated in neasurable form, for exsaplse, wuu
Mnistry’s increased contributions to the budget of the In-Service Training Conter and
the paymen? of salaries, transportation and per diem costs for officials attending a
ocourge in tax administration and policy in Buenos Aires.

Also the new interest has been evidenced by the approval of, and initiation of
projects included in, a work plan submitted by thwe U.S.A.I.D. tax project. This work
plan contaimad, principally, objectives included with those listed eleehere in this
report, all desipgned to assist the Paraguayan government in modernizing tax adminiee
tration in the country,

Folloving is a more detailed description of the general work plan for achieving
the project poals describod.

Cenera] Vork Flan
(FY 1969-75)
1, Audit Activitieg: Developmont of a comprehensive sudit program for ai. taies

susceptible to audits, with emphaszis on increasing skills of technical employees im
Incm? Tax offive,

2. Appgglss Establishmont of an equitable system of taxpayer appeals for all

offices, vith emphasis on development of & hearings function in the Real Property tax
office and an improved appeals gysizm in the incoms tax office.

3. Initiation of noeded andi% and £11ing chgares In the Indirect Tax office.
including *he follewing aetivitiess

8o Dovelop and subwit o the inietsr of llacienda a budget of perecnarid
needed to earzy out, the audit mission of the Indirect Tux office.

b Ingtall a magter file forx all taxpayer in the Indirect Tax office,

bo - Updating of Saxgyer sod vrepsriy recorde ,
including proporty valuations, epscifically ineludings

a. Initiation of procedures to bring the lists of taxpayers wp to date.

UNCLASSIFIET)
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Establisiment. of procedures for adding new properties to existing tax |
1‘1190

Updating of vaiues of real estate in the capital.

Updating of walues of real estate in municipalities away from the
capital.

wmnofmmwtmmmmumm
books, a;egt Fresent, to individual cards. To be limited, initially
to Asunc o

Development of a plan for increasing all present (1957) values, to be
submitted to Mimastor during last half of yoar,

Improvement of a presemt procedure for identifying new construction,
initially in Asuneién,

6. Dowalopmant of an oversll ot
Eeonoxty tox balanges, ineludings

8o

Lo

Co

d.

Initisticn of a mailcuy program to delinquent. property taxpayers in
dewntown Asuncisn,

inttiation of p mailout program to delinguent taxpaysrs in urban and
suburban arsas of Asuncidn,

Iritiation of a rmilout program to selected delinquent taxpayers outelde
of the capital city,

Dovelognment of a plan for eystematically reducing penalties on delinquent
real estate taxss,

Egtablishment. of a now minimum tolorance below which tax Hlls will 2ot
be mailed out, nor will collcetion efforts bo made.

RICLASSIFIED
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7o p.? -
office, including

8. Proparation of a study of exempt properties and submission of the analysis,
with appropriate obscrvations, to congregs through the Ministry.

b, Lvoluation of administrative cost of enforcing the minimam tax rate.

0. EFxploration of ths possitility of locating resl property tax reresmtatives
in key regional cffices.

4. Dotablighnent of » procedurc for automatically following up on Sales
Tax Rasponsibles who fail to file returms,

b, Updating of a curremt procedure for following up on registered taxpayers
who fail to present income tax returms.

¢, Establishment of a procedure for locating non filers in selscted areas
of tho country.

mednn o ermined

Tougonable vigoroug, adminigueabive effort,
a. Fotablichmont of a force of tax collectors in the real properiy office.

b. Preporation and implemontation of a plan for collections of delinquent
indivoct texas, within present budgetary.limitations.

10. Ingtadlation of procederos Lo asguys the gmooth
documents and other data through the income tax office, including the following
activities:

Qo 'Review of procedures for receiving tax documents and payinnta, and
recormend changes and additions in both central and regional offices.

b, Proparation of £low charts and procedures designed to improve the flow
of data through the audit section.

UNCLASSIFIED
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110 Wﬂ tl sroalick nNa ) p
M&M M‘ﬂne the follon
act.ivit.ions

a. Dovolop & tochnieal time report for the crystalization of gtatistics
by technical personndl.

b, Noviow internel Pfomns mggesting improvements, delstions and additions.

€. Noview the aystem of internal control for cash, stamps, and other nl\nhlu'
in the Roglongl offices.

12, Improved Adminig¢rative Provisions in

a"‘ A"a < ‘.\" 1“

Liselt 1o offintort: eI

bo lighabligipemt of necesgal
the, Incomy Tax lew.

13, OreandzaHion and Un
2. Decentraliartion of the real property and income tax offices.

sladih Sy

L.  Develnmmond of a plaming function.
e, Instaiintion of the positicn, Director General of Tewss.

d. Incouragrusrt for the eventual egtablishment of a competitive €ajcer
gexvwlice in vhe &sx offizes.

. heglstamco in She development of an efficient intermal inepsction
Menc

2, Dovolojmsmt of a system that will enabla persoanel tudget planners te
anticinate chances ia ghafiing regeirenents.

g Doveloppent of prusedures for corpdling accurate persomnel and fiuamsial

bwlpets for the faiz officen.
. Tanogyer ldvesbion wnd Relstiomgs Dowlopnuun positive attituds toward

taxpayer education informtinn and relstiona in the various tax offices, including
the following activitiea:

a, Developman? of a publicity program for advising taxpayers M lu-,
gales and property taxee can bo paid in regional indivect tex offises.

RICLASRIFIED
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b mmor.mmmummmmum
murl mmm.tam,mnmummmdm
at ong ra o i

Development of a procedurs, to be sulmitted for ministerial spproval,
roriasdng “official” receipts to taxpayers in regienmal offioces.

15. ZTox Inmtellisenss: Demonstration of the need for routine enforcemsnt of
sanctions and other remedies for discouraging tax frand.

PCLASSIFIRD








