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PROJECT AUTHRIZATION
 

Name of Country: Ecuador 

Name of Project: Revenue Generation for Development 

Nznber uf Project: 518-0036 

1. Pursuant to Sections 105 and 106 of the Foreign Assistance Act of
 
1961, as amended, I hereby authorize the Revenue Generation for
 
Development Project for Ecuador, involving planned obligations of not to
 
exceed One Million United States Dollars (US$1,000,000) in grant funds
 
("Grant") over a two (2)year period from the date of authorization,
 
subject to the availability of funds in accordance with the A.I.D.
 
OYB/allotment process, to help in financing foreign exchange and local
 
currency costs for the project. The planned life of the project is one
 
year and three months from the date of initial obligations.
 

2. The project ("Project") consists of assistance to the Ecuadorean 
Ministry of Finance and Public Credit and to the Ecuadorean Development 
Bank (BEDE) to develop mechanisms for improving revenue generation and 
fiscal management at both central and municipal levels of the Government 
of Ecuador, and to strengthen the capacity of trie organizations to 
maintain and expand those mechanisms. The Project will be executed under 
two separate Project Grant Agreements, one with the Ministry of Finance 
and Public Credit and one with EEDE. 

3. The Project Agreennt-, which may be negotiated and executed by the 
officer to whom such authority is delegated in accordance with A.I.D. 
regulations and Delegations of Authority, shall be subject to the 
following essential termns, covenants, and major conaitions, togeue with 
such other terms and conditions as A.I.D. may deem appropriate. 

4. a. Source and Origin of Comndities, Nationality of Services
 

Commodities financed by A.I. ). under the Grant shall have their
 
source and origin in the United States or in Ecuadoc, except as A.I.D. may
 
otherwise agree in writing. Except for ocean shipping and except as
 
provided in Section 4.d. uelow, the suppliers of comoodities or services
 
shall ve Ecuador or the United States as their place of nationality,
 
except as A.I.D. may otherwise agree in writing. Ocean shipping financed
 
by A.I.D. under the Grant shall, except as A.I.D. may otherwise agree in
 
writing, be financed only on flag vessels of the United States.
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A.I.D., evidence of a signed written agreement between BEDE and ar.y
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pilot revenue programs to ensure that these programs are carried out in
 
accordance with their planned scope and schedule; and 

(2) review its data processing capcity and to take whatever
 
actions may be nocessary to ensure that adequate data processing support
 
is provided to t1:e Project activities tnroughout the life of the Project.
 

d. Waiver of Nationality Requirements
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AND REC1IMfSUMMARY ATION 

A. Recommendation 

The Project Cornnittee recommends that the USAID/Ecuador Director approve 
the Revenue Generation for Development Project and authorize an P.I.D. grant 
for $1,000,000.
 

B. Background
 

Ecuador's declining economic prospects in the 1980s are having a direct 
and serious impact on fiscal revenues. Oil export revenues, which are a major 
source of GeE current income, have fallen well below projected levels over the 
past two years due to declining world prices and stagnating domestic
 
producton. At the same time, Ecuador's access to external commercial credit 
has been severely restricted as a result of an onerous debt burden acuired by
 
the military goverinents in the late 1970s. This fiscal irr)act is being felt 
by the central goverrunent and by municipalities which in recent years have 
grown heavily depxendent on revenue transfers from the central level. 

The fiscal situation pos'es an i-rTediate threat to Ecuador's devolojment. Tlhe 
1983 central government bu(dget imposes drastic real reductions on the budgets 
for all major economic and social sectors. Investment levels set forth in the 
1980-84 National DeveloiAnent Plan have been scaled back, and many important 
projects and programs introduced by the democratic government in recent years 
may not be rxiintainfii for lack of recurrent co!-t fundirg. This problem is 
particularly acute in municipalities which have invested heavily in basic 
infrastructure but now face the certainty of sharply declining revenues. In 
short, the excellent start which the GOE has made toward stimulating broad 
based, sustained develojilnnt maky die aborninj. 

The central government has recently attempted to improve revenues, primarily 
by reducing suhb;idies on gasoline arx] wheat. These rrasures, while easy to 
implement, have Iben highly unppular and have contributed to the weakening of 
the (ieirmratic re'limiwx. Mo)rover, they hav- failXi to close the deficit 
despite the simultaneous MSterity Ima.,urei; taken by the WE. The long term 
solution to Ecuador's f isca L di I( iru 1ies in imre effective administration of 
the principal (oiorttic revenue source:;. These include income and sales taxes 
at the central level and prolperty taxes and otler Lees at the municipal 
level. All of these sources are presently yielding well below their 
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potential. The abundance of oil revenues and external financing through the
 
1970s weakened the incentive to improve domestic revenue performance, and
 
administrative mechanisms deteriorated. 'Ilie WE is now keenly aware of the 
need to improve internal revenue generation, both to sustain the development 
process and to promote the more active participaition of municipxilities in that 
process, and has requested USAID assistance to achieve those objectives. 

C. Project Description 

The purpose of this project is to develop mecihanisi ; for improved revenue 
generation ard fiscal Hiknaqeent at both central and municipal lejels of the 
ODE. The proj.ct will consist priinrily of a ,;erie! of pilot revenue 
activities to be carried out over a period of 15 month;. In a(kition, various 
activiticS will be undertaken to build tie neces:;ary orqanizational capiacity 
to maintain and replicate the pilot revenue activities. 'hi; ,;hort, high
irqrxc' project intAb-(1, t,':-,ond the I ofi; to to ijflIfpdi.,it, 'conx.cern; the 
GeE. At the saie time, it will provide. the I i I !lI) thek;:; ftor dialxjue witi 
new WE a(bdinistration which will takc- office in AujuLt. 1984 reqardinq further 
effort- to expaind and strerrjtlien revenue cerieationl. 

Project activities at the central leve) will be cart ico out by the Ministry of 
Finance with su[43ort from long and ,;hort t,:rm technical advisors. 'Ilie pilot 
revenue program:s will focus on three major area:; of tion-coflj)liance where 
significant revenue gains can be mrrde in the short term: non-filintg, 
underrreportinn of taxes, and delirquent |xiiients. lIIirov(i information and 
administrative systems will be developed to help identify case!; of 
non-comnpliance and to evaluate Ministry follow-up efforts. 'The project will 
also support the more efficient aind effective operation of these revenue 
programs through (loc:ullnt lrcedure:;, recoiImIr!ations-ftreamlinted orocessi 
for rationalizat ion of the Mini.stry's tax a 'inis;tration functions, and short 
term training in iiKxlern tax tiidni.;tration coix~vjLt-. 

At the miunicipal level, project activitie., will I- cox)rdinatedl by the 
Ecuadorean Deve lotK-nt Iiank (IWE). The project will ;trengthen the capacity
of BFW's newly created municipal technical as:;i;tince unit to alullyze 
municipal revenue needs, plan pilot intervention:;, anl coordinate thle 
resources of other central level organization.; to carty out tho;e 
interventions. In a(dition to providing a lot( term aivi;or, the project will 
support the BL3DE unit through e!;tabli;.si-nt of a mun icipLl daLta 1bnk, .;hort 
term training, and .-hort torm nis:;i.stance in t:i, ,]o,:;iqn of t riinitry manuals and 
the planning of pilot activities. The project will also ,-upport the execition 

sirkill () ,f-I directof a nuitdr pilot ,ictivities; includitrF echriicil workslioP:; and 
technical assisftance to ';elVCt-d.( municipa,ltie:s. The pi lot activitie; will 
seek to imp)rove administration of spec if ic local revenue in;truiments- ,;uch as 
cadastres. They will also seek to strengthen municipal financial planning and 
management at; a means of increasir( the efficiency of revenue expenditures. 
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D. Sun ry Financial Plan 

- - - - Funding ($000) 

AID Grant National 

- - - -

Total 

Ministry of Finance Tax Administration 

A. 'Achnical Advisors 
B. Short 'lrm Training 
C. Fquij rert 

D. Minit;try IWj;ouLce!; 

Subtot a; 

ContinrqJencie.:; 

Totals - Mini!;tAy of Finance 

325 
169 

36 
-

530 

40 

570 

-

-

-
350 

350 

-

350 

325 
169 
36 

350 

880 

40 

920 

Munici1il -:unu:e Cnerdtion 

A. 
B. 
C. 
D. 
E. 

Technic,, 1 Adv :.oz :. 
Short r'1'e mI Tra in inj 
E.juijIjnnt aid Mtcrials 
Ifxj i:;t ic.-A !tiupxrt 

GOE Per.,;onnel lS.ources 

256 
10 
97 

7 
-

9 
-

27 
9 

80 

265 
10 

124 
16 
80 

Subtotals 370 125 495 

ContinIencii-! 60 25 85 

Totals - Municikl l 430 150 580 

PROJI.;C1' 'tI' US 1000 500 1500 
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project: 
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Econ. Patricio Rubianes Special Asistn t to the Minis;ter 
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Director 
Director 
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exlx.rt 

Dr. David Groytak Syracue Univen, ity, rmunic:ilkl re.venue export 



Dr. James Iicks, 
Dr. Ronald Johnson, and 
Mr. Richard llarper Research T'riarnjle Institut/Urban Financial 

Management Progran 

Dr. Mauricio Silva Private con!;ultant, municipdil developient and 
institut ion1 exjxrt 
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'Ihe projpt- wa!; review a a(I apptove 1 by: 

Robert Jorddn USAID AcLihj I)irector
 
Annette ,1vaw, legional 1,kql Nivisor
 



I. ~BCKGOiM 

A.--- Problem Settin9 

lli fisal situation of Bcuador's public sector has taken a dramatic 
turn for the worse in the early 1980s. The toots of this problem are cloar. 
Since Ecuador began to export oil in 1972, the public sector has grown
increasingly dependent on this source for current revenues. In addLtion,
during the 1970s the military governments embarked upon a strategy of 
"aggressi.ve indebtedness" to foreign commercial lenders to finance abitious 
infrastructure projects. Foreign lenders, lpressed with Ecuador's burgeoning
oil exports, confidently backed this strategy in fact, since 1975 the public
sector defLcit has been entirely financed by external borrowing. Under these 
circumtances, the incentives to ingrove Internal generation of fiscal 
revenues have been few. 

The legacios of the past decade are now taking their toll on 
acuador's fragile democracy. The unexpected drop in world oil prices and a 
reduced rate of growth In the exportablo surplus of oil have severely redxced 
current revenues, Looking to the future, oil exports, which supply about 30 
percent of central goverrnmt current revenues and which play a large role in 
6nicipal budgets, are expieted to peak In 1984 at 45 million barrels (net)
and decline steadily tharutater, according to the latest projections by the 
.Ministry of Natural Resources. 

At the sam tim, cuador's ability to go to international capital
markets for deficit financing has been sharply curtailed. At the end of 1982,
E9uadOr's external public debt (medium and long term) exceeded $4 billion and
service payments amounted to two thirds of export earnings. Ecuador has 
entered into renegotiation of rhe foreign debt, and a stand-by agreement has 
been reached with the W. As pert of it, agreemnt with the IW and to 
facilitate renegotiation or Its oxisting external debt, the W~e is comittod 
to reducing the public sector deficit from an estimated 7.5 percent of MP in 
1982 to four percent and to limit new external debt. 

The fiscal ilp t of thes circumstances is being felt%hroughout
the public sector. At the central goverrmont level, the most recent *stimte 
for 1902 indicate that current revonus would cover only 57 percent of total 
expemditures, ceoaroa to an average of 87 percent durLng 1976-1980. A 
Pincipal cause of the Increased deficit was the lower than anticipated prlces
for oil exporta actual 1982 export receipts by the central goverment were 
only 70 percent of the budgeted level. In 1983, restricted access to credit 
will have a major Impact on central government expenditures. The recently
approved 1983, budget aLows borrowitg equal to Only 44 percent of the previous 
yea. To minimize the deficit, the 1983 budget projects that current revenues 
will rim dramtically to coer 87 percent of total expenditures. lowever, 
the O 's consistent record of overestliated revenues leaves much room for
doubtl in particular, oil export revenues for the 1983 budget vro based on an 
average price of $30 per barrel, which Is $2-3 higher than the long term sales
contracts rocently signed by the state oil conpan. 

http:aggressi.ve
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Even if revenues were to meet expectations, the 1983 central 
government budget would impose stern austerity. The budgets for the economic 
ministries (agriculture, natural resources, industry, and public works) have 
been reduced by 6.1 percent in nominal terms from the estiiated 1982 levels. 

.
The soc ' ministries (including health and education) would realize only a
 
3.9 percent nominal increase in their funding over .1982. With inflation 
currently running at about 50 percent and expected to rise, it isclear that
 
the important develoitii-nt programs of these ministries stand to suffer drastic 
cuts in real terms. 

The revenue problems now visible at tHe central level of the public 
sector will soon affect local government. Under the public finance laws,
decentralized gclernment units (especially mulicila i ties and provinces) are 
strongly dependent on the central government to collect and redistribute tax 
revenues. Tihis dependency was aggravated by the large inflows of oil revenues 
which the central government channeled to local governments through various 
mechanisms. The principal mechanisms include the National Participations Fund 
(FONAPAR) for transfers and the Ecuadorean Development Rank (BEDE) for credits. 
In recent years, municipalities in H'uador have drawn hi.avily on these credits 
and transfers to finance new investments in social infrastructure ruch as 
water, sewerage, and electrification. They have also used transfers to cover 
a large portion of current expenditures. In 1981, municipalities funded only
46 percent of current operation; out ot own-source revnues, relying on 
central governnment transfers for the balance. This strategy has farso 

enabled municipalities on the wh( 'e to avoid deficits. in return, however,

municipalities have paid a large price in terms of reduced financial 
autonomy

and increased exposure to risks emanating from revenue reductions at the
 
central cgovernment level.
 

'Ihe ea;y money of tle 1970s h(as lelt qovermiunt units poorly
prepared to increase interna] revenues. At tle central governmet level, a 
series of studies; carri ed out i y thez U.5. Intetnal keve_-nue _Service between 
1977 and the 'Lf[esent (10X;Luilentt 1 A t rdtive weZ,1:nesses thehaS numerous d.'m(ilifi in 
Ministry of I.'inance whiich limit it!; c iac ity to coll,'ct interna] taxes,
particularly on and ro!. - w'eea knet:;t,;e,; refl lected in variousincome ,,1,;a 1 are 
statistic;. A 19771M1FM comlj ur i,;( (d,I lnine I.tin Amieri can countries at a 
-imilar level of developmi nt r,ink~x N.' :ijior a;t in termsw; of Lax effort 
(income and inir rcLa txe!;) as a jv.centq, of ()P. Incotiv, and sales taxes 
have each iiccouw,' d f or onLy 1(1- 5 icetlit of c(:nt. ral qovernjmTent current 
reveltd<U5 since IB M that. 1976. 1 II.et' in 1981 te incoK2 tax was 
yielding only dthOUt one siixth it; j)t it,.ia!I yield; despite this high 
potential, increases in inconIe, ta.x rew!nu,2.; lave only risen slightly faster 
than G)P in rcent years. A; would be e:x) , , eva;ion of both income and 
sales, tax ,v !nt;i.; r,,pont., esk-ci,jI ly ijiiong hi(;her i ncoi,'I cat.egories of 
taxpayers. (See Sec. I .C.1. for a detailed description of problems affecting 
Ministry oil linance tax adniinistration.) 
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Similarly, municipalities have telt little incentive in recent years
 

to boost local revenues. While central government transfers grew by an
 
average of 40 percent per year between 1975 and 1981, own-source revenues
 
increased by only four percent per annum; thus, in real terms, municipal
 
revenue generation has actually declined over that period. The Municipal Law 
vests municipalities with several potentially lucrative revenue authorities,
 
including property taxes, betterment levies, and users' fees. Howevez, none
 
of these sources is being fully tapped. Assuming a declining trend in central
 
government transfers, it is evident that municipalities will soon be facing
 
strong pressures to augment local revenues (see Annex I). The effectiveness
 
with which municipalities respond to this challenge will depend on a variety
 
of factors, including local administrative and technical capacity, local
 
politics, and institutional coordination and support at the national level.
 
(See Diagram 1 and the detailed analysis in Sec. II.C.2.) At stake is not 
only the capacity of the municipalities to operate and maintain the large 
infrastructure investments that they have made in recent years, but their 
capacity to play a more active, independent role in promoting decentralized 
development in Ecuador. 

B. GOE Actions and Request for Assistance 

Confronted by a rapidly deteriorating fiscal situation, the central 
government has taken several remedial measures in the past year to boost 
internal revenues. In October 1982, the executive decreed an average 100 
percent increase in tile domestic retail price for gasoline and eliminated the
 
subsidy on wheat. Early in 1983, the executive raised the prices of all other
 
petroleum by-products, and the legislature approved increased taxes for beer,
 
cigarrettes, and certain luxury items and imposed a new surcharge on imports.
 
These and other measures as well as increased local currency receipts for oil
 
imports due to the March 1983 devaluation are expected to increase 1983 
current revenue- by 45 percent over 1982, although as in the past these 
projections may be overly optimistic. At the same time, the COl realizes that 
the long term fiscal stability of the country depends on improved 
administration o0 the incoiwe, and sales taxes which are potentilally major 
sources of revenue. This is reflected in the GOE stabilization program 
recently accepted by the IMF as a basis for the stand-by loan; the GOE 
declared its intent to reduce the public sector deficit, in part by reducing 
tax evasion anc by hrin; inq more taxpayers onto the roll:;. To help achieve 
these goals, the Ministry of Finance has requested the USAID support an 
intensive technical :;tarce ef fort to decrease non-compliance and increase 
income and sales tax revenues over the short term. 

As previously indicated, there is growing concern about the future 
financial :soundnP!;; of iunicipaiLl governments. Among leaders of secondary 
municipalities recently interviewed there was nearly unanimous agreement on 
the need for increased I(x:al revenues to reduce vulnerability to declining 
central transfers and to increase financial autonomy. These concerns have 
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caused BEDE to consider expanding its support to municipalities beyond mere
 

project financing. BEDE, together with the National Preinvesbient Fund
 
(FONAPRE), held a series of regional meetings with municipal leaders earlier
 

this year to survey municipal concerns. Subsequently, BEDE has requested
 

USAID assistance in establishing a technical assistance function which would
 

address the broader needs of municipalities. In particular, BEDE recognizes
 

the importance of strengthening municipal revenue generation, bot'i to protect
 

its own portfolio and to help bring about a greater decentralization of the
 
development process in Ecuador.
 

C. USAID Response
 

USAID has responded quickly and positively to these requests. USAID
 

contracted a tax administration generalist and an IRS PASA specialized in
 

systems analysis to work with the Ministry of Finance during March 1983. The
 

result of their efforts was an updated analysis of key administrative
 

constraints and specific recommendations for programs to improve revenues in
 

the short term. They also recommended project activities for the longer term
 

organizational strengthening of the Ministry's tax administration operations.
 

The consultants' report has been reviewed and accepted by the Ministry. Given
 

the short time frame of -e project, USAID has already undertaken some of the
 

short term training activities recommended by the consultants for high level
 

Ministry officials usino PD&S funds. These activities include a two week
 

executive level orientation course in the IRS foz the directors of Revenue and
 

of Organization and Systems (data processing). In addition, the subdirector
 

of Organization and Systems was given an intensive orse week introduction to
 

the use of data processing to support tax operations in 115 field units in
 
Utah.
 

USAII), with the support of S&T/SD, PRE/11, and PPC, has also 
contracted a series of studies on municipal revenue generation. In
 
particular, USAID drew upon thr, local government finance expertise available
 

from Syracuse Univu.rsity and kesearch Triangle Institute. Tile portion of
 

USAII)'s 8:ociaL and Inst ittjt- ionail Profile (SIP) dealing with municipalities was 
also undertaken during inter:;ive review. Finally, USAID invited an expert in 
cadastres in Latin America to investigate possibilities for improving
 

municipal revenues from property taxes. Given the paucity of information 

regarding municipalities in .cuaaor, these studies were designed to provide a 

broad undcrstanding of the situation and problems of municipalities and heir 

potential role in the country's develofinent. At the same time, the studies 
addressed in depth Lhk- question of municipal Uinances and revenue generation 

capacity. The studies were carried out in clo';e collaboration with DIEDE and 
provided an excellent opportunity for BIDE to refine its thinking regarding 
its proposed technical ass;istance program. On the basis of these studies, 
USAID and BD2S have proceeded to outline a et of pilot and organizational 

develo[Anent activities to Ib!carried out undeL the project.
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D. Project Rationale
 

1. Relationship to USAID strategy
 

USAID's CDSS for 1985-89 reflects the dramatic turnabout in the 

Ecuadorean economy which has occurred since the initiation of the present 

A.I.D. program in 1979. The deepening fiscal crisis is recognized as a key
 

development constraint, limiting the capacity of government to maintain
 

important public services and to provide large scale ir[,rastructure which is
 

needed to stimulate private sector investment and growth. The CDSS proposes
 

to address the fiscal constraint by strengthening the in.,titutional base 

needed for increasing public s'ector revenues at the central and municipal
 

levels through technical assistance and training in tax administration. The 

present project, to be canpleted in FY 1984, is intended to help the GOE 

manage its immediate fiscal problens while setting the stage for the longer 

term efforts contemplated during the CDSS period. 

2. Relationship to A.I.D. polciy 

a) Institutional develom2ent. A.I.D. has assigned a high 
priority to institutional develop.ment as a ireans for providing a country with
 
the self-sustaining capacity to solve critical develolmient problems. The 
A.I.D. policy paper on institutional development specifically endorses efforts 
which seek to enhance a country's ability to imrshall its own financial
 
resources for c.velopnent, including irroved tax administration. At the same 
time, th2 policy paper recognizes the vital role of local institutions in 
supporting sustained, broad based development and encourages decentralization 
of public sector activities. uppleientary A.I.D. guidance on local 
government programs (82 STA'I'-E 199220) specifically encourages the 
strengthening of local revenue generation capacity to allow greater local 
responsibility and initiative in developiment proqrauis. 

b) Recurring costs;. There is strong reas-on to believe that 
the serious economic and fiscal problems are having in adverse impact on the 
GOE's capacity to Iinance the costs of maintaining iriixrtant developnent 
programns undertaken in recent years. Altlough a rigorous recurrent cost 
analysis is lbeyond the ;cope: of this; Project Pape.r, there (Ire indirect signs 
that a t'rotden, exists. These indicdtions include growing budget deficits, a 
freeze on public hiring an(i other austerity meas;ures, aod :substantial 
borrowing to finance current expenditUres. Moreover, the projected low rates 
of (29)1 growth over the next few years lfrtend increasing Lecurrent cost 
problems. Were recurrent cost problems appear to exist, A.I.D. policy is 
that necessary internal reformts should be undertaken. In particular, where 
the level of internal tax e! fort is, relatively low, aS; is demionstrably the 
case in 1-k:uidor , A.I.D. ilt; dietermined that aS:istance to improve tax 
admini.stration i; an appropritate resfx)nse. AJ.D. .v-,!;i!;tance of this nature 
is further just if id by the l ct that the ())I-" ha; a]ready taken ma;jor policy 
decisions in other areas, to help reduce the fisct,] deiicit, including removal 
of subsidiet;, increa!ied dons.,;ti.c prices, for fuel:s, and reduction!; of capital 
investLnt levels. 
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E. Other Donors
 

Other niajor international donors have addressed various aspects of
 

the GOE's revenue problems. Since the 1960s, the IBRD and IDB have invested
 

heavily in hydroelectricity generation. The first major generating capacity 
is now coming on line and will help improve Ecuador's fiscal situation by
 

reducing expenditures for imports of diesel fuel which is currently used for
 

thermal generation plants. The IBRD is also considering a major loan for
 

petroleum resource development which could have a more significant fiscal
 
impact by helping to sustain the exportable surplus of crude. Finally, a long
 

term IU; consultant is working in the Office ol the Controller General to
 

develop a standardized, consolidated accounting system for the public sector.
 

This system is intended to improve the efficiency of public budgeting and
 
expenditures. None of these efforts, however, will directly improve internal
 
revenue generation which is essential for the long term fiscal soundness of
 

Ecuador. Nor have the major donors been actively involved in municipal
 

development. The only significant initiative ia this area is a $35.7 million 
loan for secondary city housing and urban development approved by the IBRD in 

1982. However, this prcxjran will have little direct impact on municipal 
administration or finance. 

F. Issues
 

The DAEC review of the PID for this project raised several issues 

(see guidance cable, Annex D). These issues are addressed below, with
 

reference to the corresponding paragraph of the PID guidance cable.
 

1. GOE couviitment to tax reform (para. 2). A 1981 11S study of 
the Ministry of Finance noted that bcuadorean tax law contains a number of 

provisions which inconvenience taxpayers, hinder elfective administration, and 
discourage compliance. '[he Director of [evenues has acknowledged these 
impediments and r(luested that, as part of its assistonce under this project, 

T'SA1I) suuipxrt an analy:;.is of the, tax law which wouild provide the basis for 

reforms. The two tax consultants who assisted in the design of the Ministry 
of Finance cumI jx:i.KnL of We I)LoJuct agrueo with tw: need for legal changes 
over the lor term. However, it was their conclusion that significant 
improvements ln revenue generation could be maue within the existing legal 
context and that legal reforms need not be made a precondition of A.I.D. 
assistance for this short term project. lather, they recommendex that the 
demonstration activities under this project be used as a means of graphically 
pointing out to Minis;try ofIicials how the elimination of specific legal and 
procedural constraints could enhance the long term effectiveness of Ministry 
tax administration. Thus', an important part of the scopes of work for thle 
project advisors wil 1 te to ident. fy and present to the Ministry specific 
reconmendations [or reforw;. These reforms could then be addressed as part of 
a longer term program. Given the sensitivities to the appearance of outside 

influence on E.uadorean tax law, UAI) Iblieves that this is the most 
effective strategy to pur;ue. 

2. Project iiW (ict (para. 3). The IAEC expressed concern that the 
broad scope of this :mal project would limit its impact. In this regard, 

http:analy:;.is
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USAID was requested to clarify the extent to which activities are intended to
 
have a high revenue impact in the short term or are intended as pilot
 
activities for future replication. Both components of the project are
 
expected to have short term revenue impacts. However, the magnitude of this
 
impact will be less at the municipal level since activities will only be
 
undertaken in a small sample of municipalities. Activities at both the
 
central and municipal level also are considered of a pilot nature. The
 
revenue activities in the Ministry of Finance will be carried out on a
 
selective basis using ad hoc teams of Ministry employees. It is expected that
 
the demonstrable success of these activities will lead to their expansion and
 
institutionalization within the Ministry, and that collateral legal and
 
procedural reforms will be made to increase their effectiveness. Similarly,
 
the municipal component will seek to demonstrate effective revenue generation
 
activities and also develop the institutional ,echanism for promoting their
 
replication in municipalities on a wide scale. (See Sec. III.A. for a
 
discussion of the replicability of the project pilot activities.) It should
 
further be noted that the scope of possible activities outlined in the PID has
 
been narrowed during intensive review. No efforts will be taken to improve
 
customs administration. Moreover, all of the pilot municipal activities will
 
be carried out in a coordinated fashion through BEDE.
 

3. Choice of organizations (para. 4). The DA1.EC questioned whether
 
BEDE was the most appropriate agency to carry out municipal development
 
activities. During intensive review, the various national level organizations
 
having an impact on municipal development were analyzed in depth. These
 
analyses conclude that BEDE is appropriate because: (a) BEDL enjoys a high 
level of credibility among municipalities; (b)other possible implemcnting
 
agencies have limited resources or multiple institutional objectives that
 
could attenuate their commitirent to municipalities; and (c)experience has
 
demonstrated that technical support functions are most effective when
 
organizationally linked to municipal credit. However, it was also reconmended
 
that at this time BEDE's role be one of coordinating the activities of other
 
organizations which have competence in particular areas. An important
 
objective of the project is precisely to test this mode of cooperation. (See
 
Sec. III.D.2. for further discussion of the institutional arrangements.)
 

4. FAA Section 660 (para. 5). The DAEC noted that A.I.D. is
 
prohibited from providing financial or other support for discernible
 
police-like functions. The project funded activities are limited to
 
developing more effective systems for identifying various forms of
 
non-compliance which will ltad to increased revenues assuming that the 
Ministry follows through on collections. The project itself will not 2rovide
 
any direct support to collections enforcement actions and will not introduce 
any changes to current co] lections techniques. ''he!;( techniques consist 
primarily of a series of written and personal notilications of tax[ayers 
regarding tax liabilities. Delinquency if; initially treated with modest fines 
and interest charges on overdue taxes. Continued failure to pay may result in 
the confiscation of personal property. Non-colipli iance is not consider- a 
criminal acL in Lcuador, ano offenders cannot be impri.soned. All stepL ,f the 
collections process are carried out by civilian employees o. the Ministry in 
complete independence of the police and other law enlorceirw2nt agencies. USAID 
has consulted with the RLA who has agreed that no aspects of the project are 
inconsistent with Section 660. 
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II. 	 PROJEC1' DESCRI1Pr'JN 

A. 	 Goal and Purpose
 

The project goal is to strengthen GOE capacity to finance broad
 
based development activities on a sustained basis. Sustained development will
 
be supported through the demonstration and replication of activities which
 
increase thc mobilization of internal resources. These resources will allow
 
the public sector to maintain or expand important services and investments 
while reducing budget deficits which divert capital from the private sector 
and impose long term debt service burdens on the balance of payments. Broad 
based d. elopment will be supported by strengthening the local revenue 
capacity of municipal governmuents. Enhanced revenue capacity will allow 
municipalities to play a more active role in promoting decentralized 
develo:nent. Increased local revenues will permit municipalities to maintain 
the quality of basic services and undertake important investments for which 
external resources aLe not available. 

The project purpose is to develop mechanisms for improved revenue 
generation and fiscal management at both central and municipal levels of the 
GOE. The FXJPS for the central level (Ministry of Finance) component of the 
project are: 

o 	 Institutionalization within the Ministry of improved procedures
 
for analyzing non-compliance among selected categories of
 
taxpayers (specifically, in the areas of tax filing, tax
 
reportinq, and collections). 

o 	 New collections of approximately s/ 315,000,000 from 
non-complyinrj taxpayers as a result of pilot revenue programs. 

The EOPS for the municipal comiponent are: 

o 	 BEDE technical assistance unit functioning with a program which 
includes at a minimum two technical workshops per year and 
technical assistance to 12 secondary municipalities per year. 

o 	 Average incrmast, .nunicipal ass(,s:JK~nts of: 

-	 50 jx rcent for cadastres, or 
-	 20 percent for betterment levies, or 
-	 50 percent for users' fees 

in ajp j.o;.: iLijt...y 1) secondary muicialities participating in 
pilot technical assistance activities in one of these revenue 
areas. 

(See 	Annex 1i for Ljical Framework.) 
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B. Project Strategy
 

The project will consist principally of a series of pilot activities 
carried out over a short period of time (15 months). A.I.D. inputs will 
consist primarily of technical assistance. A limited amount of short term 
training and equipment will be financed with the grant where these inputs are 
critical to the success of the pilot activities. The pilot nature and short 
time frame of the project re dictated by economic and political circumstances 
in Ecuador. During the latter part of 1984, a new regime of elected public 
officials, from the Presidency down to municipal mayors and councils, will 
enter office. Regardless of the political views of the newcoiimrs, they will 
face the worsening fiscal situation described above. This project will allow 
USAID to try out innovative mechanisms for addressing the fiscal problem at 
the central and municipal levels of government. The results can then be 
presented to the new administration. At that time, USAID will be prepared to 
discuss longer term cooperation to expand and replicate the pilot activities 
and thus achieve a greater fiscal impact. 

At the central level of the GOE, the project will test new procedures to
 
improve revenues from the income and sales taxes. These procedures will be
 
introduced on a selective basis, both geographically and in terms of taxpayer
 
categories, in order to maximize the revenue inpact. In the process of
 
project implementation, key administrative and legal bottlenecks will also be
 
identified. At the end of the project, USAID expects to enter into a dialogue
 
with the Ministry of Finance regarding a longer term effort to
 
institutionalize and expand the pilot activities and to pursue administrative
 
and legal reforms that would enhance their effectiveness.
 

At the municipal level, the project will test new ndes of providing
 
assistance to secondary municipalities to improve their revenue generation
 
capacity. The primary channel for this assistance will be BEDE which is
 
expanding its role vis-a-vis municipalities to include a technical support
 
function in addition to its creuit activities. The project will promote this
 
process by helping BEDE design and manage pilot activities in a small sample
 
of municipalities. BEDE will identity appropriate national level
 
organizations to participate in these activities (e.g., the National Cadastre
 
Directorate - DINAC, FONAPIRE, Association of Municipalities) and coordinate 
their efforts. By project end, USAID expects to have demonstrated various 
simple, low cost methods for improvii municipal revenues. At the same time, 
institutional mechanisms for supporting and replicating those models on a 
nationwide basis will also have been tested.
 



C. Project Activities 

1. Ministry of Finance Tax Administration
 

a. Analysis
 

The internal tax adminstration performance of the Ministry
 
of Finance has stagnated in recent years. With abundant revenues available
 
from exports and external credit, administrative procedures atrophied and 
enforcement became lax. Under these circumstances, tax evasion, 
underreporting of income, and delinquency prospered. 

In 1979, only about 40 percent of the economically active 
population (including businesses) in Ecuador filed income tax returns. Even
 
assuming that a large number of the non-filers had incomes so low that they 
owed no taxes, it is clear that tax evasion is a major problem. A recent 
study by the Center of Studies and Data (CEDATOS) indicates that only about 50 
percent of businesses are filinq income tax returns. Another study by USAID 
found that only about 28 percent of the estimated 120,000 professionals
 
(doctors, lawyers, etc.) in the country filed in 1979. Compliance in
 
reporting the sales tax may Le even worse. The best available data from the
 
Ministry indicate that about 28 percent of establishments rejistered to pay
 
the sa'es tax actually file. 

Unaerreporting of income and taxes is also prevalent. Of
 
the 985,000 taxpayers filing in 1979, only 17.3 percent paid any taxes. This
 
low figure suggests significant underreporting, even when the progressive
 
nature and various exemptionF of the Ecuadorean income tax are taken into
 
account. A second indication of underreporting is the declining average tax
 
per return filed. Between 1975 and 1979, when the economy was growing at a
 
seven percent annual rate in real terms, the average tax fell from 8,940
 
sucres to 6,660 sucres at 1975 prices. A final measure of underreporting is
 
the high return to audits. In 1982, 4,106 audit cases were completed with an
 
average proposed additional assessment of 389,000 sucres.
 

The inventory of delinquent accounts has risen from 3,354
 
million sucres in 1978 to 6,959 million sucres by the end of 1982. It is
 
estimated that about half of the inventory consists of non-tax bills. Thus,
 
there would appear to be a potential of about 3,500 million sucres in
 
uncollected tax bills. This is equal to about 60 percent of 1982 estimated
 
income tax revenues. 

This poor performance can be attributed in large part to 
administrative weaknesses in the General Directorate of Revenues (D.G.R.), the
 
key Ministry unit responsible for internal tax administration. These
 
weaknesses include: improlpr organization which dilutes responsibility for
 
carrying out prxjraij; and delays processing; the lack of a comprehensive 
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taxpayer accounts system; limited audit capacity; the lack of follow-up on
 

non-filers; and absence of controls on employers who should be withholding
 
taxes. In addition, the D.G.R. makes little innovative use of the taxpayer
 
data available in the Ministry's data processing system located in the General
 
Directorate of Organization and Systems (D.O.S.) to improve revenue
 
performance. (See Sec. III.D.l. for a more detailed institutional analysis of
 
the Ministry of Finance.)
 

b. Activities
 

The core of the Ministry of Finance conponent of the 

project will consist of three short term pilot programs to improve income and
 
sales tax revenues. These programs will be focused on functional and
 
geographic areas of greatest revenue potential. The three functional areas to
 

be addressed are returns filing compliance, tax reporting audit, and
 
collections of delinquent accounts. Innovative procedures in these areas will
 
be tested in the largest tax administration jurisdictions where revenue impact 
can be maximized (e.g., Quito, Guayaquil, Cuenca). An important part of the 
programs will be to strengthen D.O.S. support to D.G.R. in tax administration
 
functions. Recommendations for organizational and legal changes that would 
enhance the long term effectiveness of the progr~us will also be developed in 
the course of program implementation. 

The USAlD grant will finance a long term advisor to the 

Ministry to provide overall guidance and coordination for the project. The 
tasks of this advisor, who would preferably be a tax acninistration 
generalist, would include: (a) organization of Ministry working groups for the
 
various programs; (b) scheduling of program inlementation and visit of short 
term advisors; (c) handling of all logistical natters for :ihort term advisors; 
(a) preparatory work on the specific programs prioL to the arrival of the 
short term advisors, and follow up of the programs after the short term 
advisors nave departed; and (e) periodic progress reports to Ministry 
officials and USAID. The three revenue prograns will be carried out with the 
support of specialized short term advisors funded by the grant. Descriptions 
of the proposed programs are given below. The specific activities under each 
program will be refined by the project advisort, and their Ministry 
counterpar'.s at the outset of tie project. 

1) 'Return.; filing comtpliance. The objective of this 
program is to test procedures for selecting L.-xpayers on the Ministry's tax 
rolls who have stoppe_d filing and potential taxpayers who have never filed. 
The program will focu on categories of taxpayers from which high revenue 
returns can be expected (e.g., professionals, sell-employed businessmen, 
corporations and partnerships) . Taxpayers who have top1ed filing may be 
identificd through computer-generated compa rison, of earlier and most recent 
tax returns data. A similar analysis of employee withholding agents could be 

carried out on a manual ba.is. Taxpayers who have never filed may be 
identified through comparisons of comtiputer-generated lists of actual filers 
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and specially developed lists of the universe of potential filers. A
 

computer-based system for cross-checking businesses paying the income tax and 

those paying the sales tax could also indicate businesses which nay be 

reporting one but not the other. A sall cadre of field-level employees 
(auditors and analysts) will be assigned and procedures developed to follow up
 
on these leads. The program activities will be continuously assessed to
 

stimulate productivity and resolve problems as they ccur. A short term
 

advisor for four months will be re.quired for thi; program.
 

2) Tax reporting audit. The objective of this program 

is to test systems to identify underreporting of incone and sales tax receipts 
through broader audit coverage. More effective auditing is expected to result
 

in both increased collections and improved compliance in tax reporting. 
Broader coverage will be achieved through rapid, selective audit techniques 
which will complement the existing program ot comprehensive audits. More 

effective use of the Ministry's data processing system will again be critical 
for identifying potential audit targets. For exadlple, cross checks of income 
and mercantile transaction returns from the same business could indicate 
underreporting of one of those taxes. The conuter could also be used to 
develop taxpayer profiles which would assist in the identification of ret irns 
which appear to be below average. Tie short term advisor and responsible 
Ministry officials will develop specialized audit techniques and select and 
..nstruct a group of auditors to carry them out. The results of the rapid,
 
selective audits will be analyzed on a continuous basis to improve their 
efficiency. Five months ol sjpcialized advisory services will be rejquired. 

3) l xinquent collections. Thu objective of tLis 

program is to develop effective procedures for idelltilying large outstanding 
tax bills (Titulos de Cridito). The assistance ot the D.O.S. will be required 
to list and identity the largest delinquent accounts. It will then be 
necessary to determine which of these bills are in aiIxal s strtus ad which 

are collectible. ol tewi; as womkpliars thf.hll behjxcia ('lccLtions mid would 

developed and iplene nted at th ,efield level by the 1b.(.P. A!; in th(ie oth,.r 

prcxjranL;, a reor Ling sy:;tSeii will 1 5;t.l ii;ti ,& t" Aito! an :tiImula,te thete 

perforniance of the colcti ons t.aiL';. F.our ut li:; of t.chnic,l( as;.i ;tanc: 
%Villbe required. 

to eekirtl 1 li'llIM ,l15 tlOru1OLIhIn ilnalJion ;holt I, v11 

the three pilot tris, 14ojUct Will jxqqurt i01It.it .,ict; v it iesr the VaI 

with the objective of sti t ii'imiiiiithe orqlinztioil of th, tilnisty' ' tax 

. P' will ,. hi:.i g lilt)administration [qvJl im pi.: ivi I it Ih 1, , t i. lo 

effectiveness and expan-:ion ol t, rt.VIllutl, )Jl al1;. 

1) ko i:-1ll i iCilit (R(XU1it-lit l1 t4 ). N1' p4(A (l ur<,; 
will IAt.+ (¢+'i(111(-d] !(I +(t itin, 4l , l o V. i-(:,illralioi , lII1(1llntldivie+'lttiA ' JKi niz 


to u P!. , =1 l :;,£ , ': I l t. a,I)la rd d el a y s; J~ i 1 % I nli xo. n ; A Pit AJ l ll(K W, (itW will, l i. ++ 

e fii'nt I low:: of d< +m'.nt Ation will Ib' ,t aIdl i.til l,.twf., ID.(;.lP. -and 

Co:ti ol :;y:t(:ll ; llhIy ,I:;o o i l It r (xi t i t I'll ll tthatI tt.'P' l11(J ici inI 

(f:oe ;ult in . Fol.1, of t'tnicall 

as.,istance will be: Iund',d by tl: gnl t Ior tis pil A:;(', 
procussing d¢ not. r i l(:lt.:;r ( error!;. llnth te 
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2) Organizational study. This study will present
 
recommendations for improved organization of the Ministry's tax administration
 
services. The study will focus on the D.G.R., with attention also given to
 
other units in the Ministry whose functions bear directly on tax
 
administration. The study will include recoiatnkndat ions regarding overall 
organizational structure and lines of authority, as well as detailed job 
descriptions. Recoinendations regardingj the training of personnel will also 
be developed. This study will derive in part from the specific organizational 
constraints identified in the iu)lenK*ntation of the three revenue programs. 
The grant will finance four IIo)nthli of consultant services to perform this 
study.
 

3) Short teri training. Although a ,nill amount of 
observational and orientational training for high level Ministry officials is 
being undertaken prior to project initiation, project gront funds will support 
continued short term U.S. training. The general objective of this training is 
to strengthen concept!; ()f taix 1-iministration ,-n m.,1n. t The training is 
expected to facilitate jmnimentat ion of the project a; woll as provide the 
necessary skills to suplx)rt ]onqer term or(janiz,ition,l iuproveiint.8. The 
proposed training activities include:
 

o 	 addition,,l ()rli('liIt ion Visit!; to the 
115 lot high le..v,'l ol ticiat; ot the 
D.G.R. and D.)..;. who will oversee 
project ilpleii"Ltat ion; 

0 	 an II6 hr.J(il imt trdiiinqin course 
focuseon t01) ,;pecif ic f unctional 
areas. ,ddre,:;!f.(1 under the project, 
attend(d by lie-ld level chief; and 
suxervi .Sor;r'l )n ;iil( for the revenue 
program;; 

0 	 conference.s, (1 ses, nildpublications 
to povi(ho ).0..';. witt u da,,i( 
knowl edji of u;e (of computeIr techology 
to -utilip t tax i(mini!t;rotion. 

In addition to tc-thnict-l aind:t. arid trdinitY, tll! 
grant will finance tUrce micrxColuq.uter; ind .o twa tt tt. Nliri y ofHi: J 
Finance. The mlic ocomplIAitr ;will lt.t( l , , f f i. Ib. il t h'* l1111 f ice, 
(Quito, Guiyaquil, and Cuinc) in which th, pilot, ifl f.,I.. will t.ke- pljace. 
This cK|uipvw-nt will thel) provid( the! tyi,.; of inftornmit ion l)f-t(ded lor thee 
revenue pr(%jriv; to I- opt t te if'do. initiallytratooti'ofI ,]I Althougt
much of thi'; inforiftitionl will Io. pirovihled Irm !tyh': lifiist c.nt.ralthe cttimtor 
facilities, tie project will lp'lt, identily ti(- (.xtInt to which tle dlat bases 
and anal yres can lbe decentralized. The mcroc(cX,:t(APur:.; will A sl;o the:;Ujl4)rt 
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1They will allow the field officesdecentralization of document processing. to 
process incoming-returns more quickly and to perform various functions which 
are now done centrally with significant delays, such as initial data 

r-i-f~it-ion ac-king for disallowanoes;al-TheD.G.R. ha. showngreat 
interest in procuring this type of equipent but has been prevented from doing 
so by import restrictions and government austerity measures. 

2. Municipal Revenue Generation 

a. Analysis 

The fiscal problem facing municipalities (described in 
Sec. I.A.) are&a high dependence on central government transfers to cover 
operating costs accumulation of infrastructure projecta that will place a 
heavy mortgage on future municipal revenues! d n on central governmnt 
investment priorities which limit municipal autonoq in planning local and 
regional development. In the face of declining central government financial 
support and continuing locaL pressures, municipalities must ia rove their 
revenue generation capacity to ensure that infrastructure projects are 
copleted and maintained and to enable the municipalities to play a more 
active role in promoting decentralized developmnt. 

Three main revenue authorities are available to 
municipalitiesu property taxes, users'. tees, and betterment levies. All three 
sources are, in general, largely underutilized. Rural and urbanproprty 
cada tral surveys are often 10 years or more out of datel valuatons ate lso 
outdated. The property tax system is further wookenod by ln. mquata legal 

As a result, itIdentification of land parcels and poor collections system. 
has been estimated that property taxec, whicd, -4 account for about to thirds 
of municipal own-source rovonuos, are only retring about half their 
potential. Users' fees on services such as water, sewerageo 

to be highly subsidized and Insufficientgarbage collection, and markets tend 
to cover operation and maintenance. Tariffs for these services are* t by
 
each municipality and seldom revisWe collection is irregular and without
 
effective sanctions. iettermnt levies are rarely used in Ecuador. 

te various factors contributing to this poor local 
revenue performance are shown in Diagram 1. Thy may be classified as 
political, technical, and Institutional and are briefly analysed belows 

o Political. The lack of political will to take strong 
to improve local rovenuos is an ofton cited constraint. In its ammeasures 

studies of representative municipalities# MID has found that mayors (who 
cannot be r-lected) at generally aware of the renue problm and wi 1in: 
to act. More often that not, mover, ,they .nfront a .mnicipl conil 

tripe and ready to (oil the myor's sabitionis of a different political 
under the guise o the taiqwArs' defeder, Nevertheless, smral 
municipalities have taken positive steps, including the updating of cadastres 
and more vigorous collection&. 
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o 'Technical. The technical capacity of local 
government to administer effective revenue prjrailms is weak, especially amonq 
the smaller municipalities. The latter usually have only c ie professional irj 
their ranks (an engineer) if any. They lack ski] s in conducting urban 
cadastres and property valuations, and in analyzing costs to set users' fees 
for services. Financial plannirn is normally li iited to line ite expenditure 
budgeting for a given fis(:. I ya,,ii and is (tivo!c',dI flroim any urban/regional 
planning which may occuL. 

O ln:;titutional. Ecuauor is rich in central level 
organizations which have an impact on municik 1.affairs. As further described 
in Sec. 1II.D.2., many of tihe,;, orgdnization:: are seen by the municipalities 
as being overly [Lternal i ic' lwi obstructioni.,'. (Atl.:, pr mise worthwhile 
services but lack the r,";otuice:; tio he cffective on a wide basis. The very
proliferation of organization; aljars to be sel f-deleating. Training courses 
are offered in an ad h1oc, unlcoord inated fashion. 'Technical assistance, 
training, and financial services are usually housed in different agencies and 
are not usefully conhiined t:o address municipal needs. The newly created 
technical assistance unit in ILA, offers a promising opportunity to begin to 
bring about a more rational institutional framework for municipal support. 

b. Activities, 

The municip-il. component of the project will test various 
means of improving the technical capacity of. municipali ties to raise their own 
revenues. At tWe .cuIW I inn_, tn project will support Lhe inprovc d 
coordination of tecd ivi] .';utIrt. from central 1,wel organizations. These 
closely related objective; will h(! achieved by directing project activities 
through the techicil asi:st!ance unit of BElDl. 'The project will assist BED 
to analyze iuInicijp j I cvtnmo, r,9l:, , hut I)il()t ilAtLvelltiOll:;, and coordinate 
the resources of othimr cntr dl level organiz, ti= ,n:s appropriate to carry out 
the interventions. ,ctivitiK make ii cWAmow ofSix will t , ,l nent the 
project: (1) short term trini g for hI.:. (2) iltt-ozi anizational 
coordination; (3) e,:tad,lishmmut. o0 1 munticil)al ,t it,,tk; (4) preparation of 
manuals; (5) tccbiicl wI,,ndkv;tol,; ,, ()(0 )i lot. .t,clillical assistance 
activities to illtpt=e mount'l,,lI ,,wve ne!;. The I i :. pi lt 1ofthe project will 
be fx:tse on str,.njt hening; Ilhe iww I IJk, tuint mnl [piri,,'in( for pilot action 
activitien th t will tke plice d irbl tHe 1, li i,, ofI tie )lIo0j..,.t 

'11e, ,jtmt will lIa:ir a Iong, term advisor to Illk. This 
advi:or ;lould hiave e.xtensive, ,x[.,rie.icf wit.h iminici.ul W1velolnent 
organizations in tIher itin Almricin coutri.s;. Thi; advisor will provide 
day-to-day guidlance to 1,11'.1)I in th ,, ation ,in(l in(,rl:tiJrr1 oforldli the. new 
technical ass itnc,, unit. 'I'M ,I(vi;or will 11pll, Il to: (a) des:iqn a 
Ilnagiqnt in! ormut ion systm tud; ott the MUtHiCiIll idt,, homnk to I), created 
under the pl.ject; () analyze: tip, inlormnition to identity twiority municipal 
reventue Pjro0lf11~r; tp.esigli int~r=(mwt!; (o) local'(:0150 to(c) p'ilot cnutants 
as:i:;t i tl e pilot. tro'J ,iiIIt (ep) ,,.stiallis a pi umiim ev luation ,;y,;telnt; ar. 
(f) i(lntify ipq1hj; Iot .tiot. Ltrm tecinibcl ss.istc a tIraining to support 
and .s'trol)tthen thl hetI ~1 tinit (A lp i input s *ut14' notf il i iill( ' ct ivi ty 
d(if .: :IIpt. j'()11: wlIIIItI foIlI ow. 

http:iminici.ul
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(1) Short term training for 13EDE. The grant will finance
 

short term U.S. training for two or three members of the BEDE unit. This
 
training, to occur at the outset of the project, will provide a general
 
orientation to municipal revenue and development activities and will examine
 
experiences of similar technical assistance units in other Latin American
 
countries.
 

(2) Inter-organizational coordination. A series of
 

n-etings involving representatives from the various central organizations
 
related to municipal affairs will be sponsored by BEDE early in the project.
 
The purpose of these working level meetings will be to define municipal
 
technical support needs and to develop a strategy for coordinated action anmng
 
the organizations. BEDE counterpart funds will finance the logistical costs
 
of these meetings, including per diem of participants and materials.
 

(3) Municipal data bank. The project will assist BEDE to
 

gather tie considerable infornmtion which exists on municipalities and
 
organize a municipal data bank. The data bank will be kept on a microcomputer
 
and will be regularly updated. An important use of the data bank will be to
 
compare the financial performance of various municipalities in order to target
 
'IEDE's technical assistance activities on specific problems and specific
 
regions or municipalities. It will also provide guidance to BEDE's municipal
 
lending program. Finally, the data bank will be a valuable tool for
 
evaluating the revenue and financial impact of LBEDE's activities.
 

The grant will finance the purchase of a
 

microcomputer and software. Grant funding is justified because of the
 

importance of this equipment for the establishment of the BEDE unit and
 
because of import restrictioins arid budgetary limitations which prohibit BEDE
 
from making this procureiiKnt in the foreseeable future. riWo person/months of 
specialized short term technical assistance in setting up and using the data 
bank will also be provi(ud une: the grant. 

(4) Preparation Ol manuals. The project will finance the 

design of various insLructional manuals and technical bulletins to address the 
revenue, finatc; ia 1 laxiiriinj Ldii 1udgeting, and relat:Led administrative needs of 

,
municipali ties. Whr, ; :g;is-r;ih), IJTdI)E will ui (1l-l )nexisting manuals 
p-oduced locally and by Iriunicipal development organizations in other Latin 

I,. s1k; 1111(1 , intoAmerjckIui (: unLr mJ . in,0 will be 1;implb , [rdti L(_, taking 

account the needs and limitoed cabticitics of sl l].eL municipalities. The 
manuals will he testt(l underiet project an(l revi.;sd as nece.ssary. 
Approximately f.ive iv.mnual,; will be proCduced undeL-r the project. Among the 

1i;lIy !;u jt . ,li .iis Iii :;iilVey and illaj4)iiIJ I.':laiiqie:;, jtujli-.ty tegistry 
systemfq, land valuation, c(xh:;t(ral imantenance, calculation of betternient 
evies and Luser;' eo;, If ii ]ia Ti t-ecilmJeal. will.I l(1 ial 1)ann ing. Te bulletins 

be short-r wi.. wid(,ly dii :;e5i nated on a lxrijodic hlasis. They willand I)(--
provide genera ul JI :,t.ii ledtmuil :;ulrt (-rvices fromi Uto o :;I available 
central or(anizations; and rel(ate_ the experienc-.O; Of municipalities which have 
taken specif ic actJio01: to imp)rove Iinances.;, a(nitiiistrative systems, etc. 
Ab.ut six bu]letin's will bQbe prx-xuce( (luring the project.
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Grant funds will be used to finance two person/months
 

of specialized technical assistance and to co-finance 
with BEDE five
 

Grant and
 
person/months of local consultant services to develop 

the manuals. 


counterpart funds will be used for publication 
costs.
 

During the course of the(5) 'Technical workshops. 
for municipal officials. Like the
 a workshopproject, BEDE will sponsor 


earlier BEDE/FONAPRIE meetings, the workshop will 
be held on a regional basis;
 

ten regions over a three month
 that is, it will be repeated in nine or 


Appropriate central level organizations would also 
participate.


period. 
 Each workshop

BEDE intends to hold approximately two workshops per 

year. 


as financial management and planning,
would cover a specific topic such 

local revenueof basic services;, and administration of variousmanagement 
BEDE in planning and executing thesupportmechanisms. This project will 

serve as 
first workshop. The nWua]; to be developed under the project will 

refined based on the results. 
instructional aids in the workshops and will be 

will be for participants to develop action 
A key objective of the workshops 

what they learn in 
plans for their own municipalities to apply some asjrct of 

the workshop. 

The coordinator and general advisor will work with 

BEDE and other interested organizations in the design 
and implementation of
 

the initial workshop. Grant and counterpart funds will be used to finance
 

logistical costs of the workshop. 

(6) Pilot revenue activities. The project will support
 

pilot technical assistance efforts to improve revenue 
generation in a small
 

initial identification of potential municipalities
number of municipalities. 

the support of the municipal data base to be established

will be made with 
be required to inake the final 

under the project. Site visits by BLIDL will 
in a 

selections based on the willingness of the municipality to cooperate 


the potential for significant re.ven1ue0 impact. Once a
 
pilot program and 

will meet withthe general advisormunicipality is selected, BEDE ana 

municipal officials to plan the pilot activities. 
Agreement will be reached
 

the BEDE responsible for providing 
on the contributions of parties. will be 

agencies the necessary technical resources.
through centraldirectly or other 

a single pilot activity.
It is expected that a municipality would undertake 


of the typees of pilot activities are give,n below:

Examples 

0 Cadastre improvemcrnt. The cadastre pilot 

and rural cadastres. Prerequisites for 
activity would encompass both urban 

jurisdiction at 
this pilot include: aerial photographic coverage of the whole 

larger scale; listings of valid land inscriptions in the property
1:30,000 or 

involving rural parcels within the 
registry; all agrarian reform records 

municipal tax records. The cooperation of DINAC 
jurisdiction; ann listings of 
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for the rural cadastral work would be required. Technical assistance for the
 

urban cadastre and for maintenance of both would be coordinated by BEDE
 

through FONAPRE. Technical assistance will be required for various
 
cross
preparatory activities such as: the compilation of valid property deeds; 


referencing of municipal tax records with the deeds; the preparation of the
 

aerial photographs, agrarian reform material, and other data sources for the
 
Further assistance
rural cadastre; and the 	design of urban cadastre forms. 


will be needed to train 	field crews to carry out the cadastre. Finally, the
 

municipality will receive assistance in maintaining cadastral, valuation, and
 

time. This assistance will be complemented
property registry records over 
with the manuals to be developed under the project. It is expected that three 

cadastre pilots will be undertaken, each with a duration of about two months. 

used to finance a technicalGrant funds will be 

advisor in cadastres and to co-finance with BEDE a local expert for three 

months each. The grant will also pay for stereo-coipilation and drafting 
USAID for projectequipnent for DINAC. The cadastLe 	consultant contracted by 

design determined that, 	 although DINAC requires a substantial amount of 
its cadastral surveying program, these specific itemsequiptnent to strengthen 

are the minimum necessary to support the pilot activities under this 

project. DINAC has sought to acquire this equirment but has not received 

sufficient budget authority. Therefore, limited grant funding is warranted to 

ensure the quality of rural cadastres in the pilot activities. Under an 
interinstitutionLal agreemunt witLh IEDE, DINAC will secure aerial photoqraphy 

field crews to carry out the rural surveyingand enlargements and will provide 
and property valuation. Municipal personnel will participate and be trained 

and property valuation andin various activities, including urban surveying 
cadastre maintenance.
 

0 Users' I c. I'i.i 	 pilot activity would assist 

the municipality to analyze its current and projcted costs for various public 
aservices (water, sewerage, (etc.). 	 On tli .; b,:;i:; , more realistic rate 

the mun iCiipal it-y's deLined objective (e.g.,structure could be devised to Illeft 
full coverage of. operation ,nd i intenance, alirtial covur age) . Manulils would 

BEE would assist thebe used as instructional aids in this proce:;;. Finally, 


municipaility in preparing an imlplemintation 11an for the rate increases,
 

including a public education campaign. The participation of' the appropriate
 

sO.rvic, age2ncy , , 0 11oI((e.. I IX):; ()V ;(.mi-atutnol)Ul!; i I c: i i it (- ][i ,) would 

also be necessary in the pilot. Approximately three pi lots of two weeks each 
towould take place in the are'l oA. tuser;' fee:;. Grant ldi!; Wil] be. used 

finance one 1x-rson/month of. sp.:cialized u.:;. te.chnical as;sistance and to 

cost-shar' wiali1..fit.)I c ut'n, p}, two I)eron/lornth: ; (dI Io(xl onsl:,iltaut. 

services.
 

o ) .ttrilicnt. l(vie:;. The,i]xu-. for this 

pilot 	activity would be s;imilar to tho;e for uiieus' fee!.;. The i.lJE technical 
thre municipality inassistance statf and the (.enerol advisor would work with 
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analyzing the construction and maintenance costs of impLovements and in
 
determining the proper revenue policy objective (full or partial cost
 
recovery). Again, the analyses will make use of the manuals developed under
 
the project, both to reinforce the municipal learning process and to improve
 
the design of the manuals. It may also be instructive for officials of the
 
pilot municipalities to visit a municiixility which has sucessfully instituted 
betterment levies. About four pilot activities would be carried out in this
 
area, each lasting about two weeks. The grant will provide one person/month
 
of services by a specialized U.S. consultant and co-finance with BEDE two
 
person/months of local consultant services.
 

Additional technical support to the municipal 
component will be provided by a municipal coordinator to be contracted by 
USAID with PD&S funds for two years. The overall responsibility of this 
consultant will be to assist USAID in coordinating municipal related 
activities and in formulating a meOiumu term strahxjy for municipal and market 
town development in Lcuador. This will involve drawing tcxjether the findings 
of recent analyses carried cut for USAID and other exisiting research on 
municipal development. The coorinator will comilement this information as 
necessary with special studies. The coordinator will also pursue contacts 
which USAID has developed with various municipal :;upport organizations in 
relation to this project. These tasks will be clo:;ely linked to 
implementation of the municipal component of the project. In particular, the 
coordinator will help facilitate cornnunication wix)ing the municipal support 
organizations and bcyin to develop a consensus on the proper mechanisms for 
coordinating technical su)port to municipalitie!s. An important objective of 
these efforts will 1)e to forg(: linkages to support B.INE in carrying out the 
pilot activities under the project. The coordinator will also provide advice 
to BILDE and the foreign advisors as needed and will participate in the final 
evaluation of the project. 

D. Project Inputs
 

1. Budget 

... -Funding ($000)- - - 
Coonent/Activi.y AID Grant GOE Total 

I. Ministry of II nn'e T,,x Administration 

A. Technical A(1vi:;or:.
1. [ong term (14 l)/i) 	 140 - 140 
2. Short torm 

a. 	 I'~turrr. (',IjI iarR:,' (4 p/m) 35 - 35 
J I1,J 4r1). Pf .i t ,.,,il iance(1; p/tn ) 	 - 45 

C. (oll(ectiois; (4 p/w) 	 35 - 35 
d. Prx:,_";;i (4 J/si) 35 - 35 
Ce. leorqjniar.ition :;tU(ly (4 p/m) 35 - 35 
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B. Short Term Traininy 
1. IRS orientation (8 persons) 
2. IRS middle-management 

course (24 persons) 

3. Computer systems (1 person) 
4. Publications 

35 

125 
4 
5 

-

-

-

35 

125 
4 
5 

C. Computer Hardware/Software 36 - 36 

D. Ministry Resources 
1. Staff 
2. Computer services 

-
-

315 
35 

315 
35 

Subtotals 530 350 880 

Contingencies 40 - 40 

TCTAL - MINISTRY OF FINANCE 570 350 920 

II. Municipal Revenue Generation 

A. Technical Advisors 

1. General advisor to BEDE (14 p/m) 

2. Short term international 
a. Municipal data bank (2 p/m) 
b. Manuals preparation (2 p/m) 

c. Cadastre pilots (3 p/m) 
d. Other pilots (2 p/m) 

3. Short term local 
a. Manuals preparation (5 p/m) 
b. Pilots (7 p/m) 

140 

24 
24 

35 
24 

4 
5 

-

-
-

-
-

4 
5 

140 

24 
24 

35 
24 

8 
10 

B. Short Term Training for BEDE (2 pers.) 10 - 10 

C. Fquipment and Materials 
1. Microcomputer and software 
2. Cadastre ex]uipjnent 
3. Aerial phoLO Ld01hy 
4. Publication of manuals 

and hu let.hi; 

12 

80 
-

5 

-

-
22 

5 

12 

80 
22 

10 

D. Logistical :;UJ)1 r t 
1. Coordinationi meetings 

2. Workshops 

-
7 

1 

8 

1 

15 
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E. 	 GOE Personnel Resources
 
1. 	 BEDE technical assistance
 

unit (60 p/m) 18 18
 
2. 	 DINAC cadastre field
 

crews (24 p/m) 8 8
 
3. 	 Municipal officials for
 

workshops (15 p/m) 4 4
 
4. 	 Municipal officials 

for pilot activities (200 p/m) - 50 50 

Subtotals 	 370 125 495
 

Contingencies 	 60 25 85
 

TOTAL - MUNICIPAL 	 430 150 580
 

PROJECT TOTAL 	 1000 500 1500
 

2. 	 Description
 

The total cost of the project is estimated at $ 1,500,000. 
A.I.D. will provide up to $1,000,000 in grant funds and the OE will
 
contribute an estimated $500,000. USAID has budgeted a minimum FY 1983
 
obligation of $675,000 and will seek to obligate the project fully in FY 1983
 
if funding is available. Otherwise, the balance will be obligated early in FY
 
1984. 

The A.I.D. grant will finance primarily technical advisors as 
well as limited short term training and a minimum amount of conmrodities, 
materials, and logistical Support (e.g., per diem for local training 
participants) necessary to carry out the pilot activities. The counterpart 
contribution will consist of: (a) salaries for officials (both central and 
municipal) assigned to the project activities; (b) Ministry of Finance 
computer support services; and (c) various Materials and logistical support to 
carry out the pilot cadastre and other municipal revenue activities. The GOE 
will thus be required to assume the bulk of the recurring cost burden of the 
project activities from the start. 

III. 	PROJECI' ANALYSES
 

A. 	 Technical
 

1. 	 Ministry of Finance Tax Administration
 

The project seeks to improve income and sales tax revenues 
through a number of short term, selective programs focused on key tax 
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administration functions of the Ministry of Finance. These programs will be
 
supported by technical advisors working closely with Ministry counterparts at
 
the level of field operations. In order to evaluate the technical
 
appropriateness of this strategy, it is necessary to consider previous efforts
 
in this area and alternative strategies.
 

a. Previous efforts
 

A.I.D. has funded various activities over the past 20
 

years bearing on central govermient finances in Ecuador. A loan funded
 
Administrative and Fiscal Reform rrogran in the early 1960s was designed to
 
increase income and customs tax revenues and to improve the GOE's budgetary
 
and fiscal control systems. Tht program had mixed results. Political
 
sensitivities more than technical deficiencies contributed to the negative
 
aspects of this eftort. The fact that the Ecuador program was loan funded 
while similar programs being sujported by A.I.D. in other Latin American 
countries at the time were all grant funded caused a certain amount of 
antagonism in the GOL. This was aggravated by the fact that the GOE was 
required to administer the contracts and salary payments of high-paid foreign 
technicidis using those loan funds. Furthermore, the USG's access to internal 
GOE financial information also proved disruptive. kIter, at the request of 
the GOE* A.I.D. funded two studies by the U.S. Internal Revenue Service. The 
first, in 1977, was a cost reinfursable oiagnos;is of the then-General 
Directorate of Collections of the Ministry of Finance. The second, a 1981
 
study funded under the r[ra(ie and Development Program, analyzed the broad range 
of Ministry tax administration functions carried out principally by D.G.R.
 
with support from D.O.S. B)th studies uncovered numerous administrative as 
well as legal problems and included recomtnendations for technical assistance. 
The Ministry's lollow-up to the studies was minimal. This may be explained in 
part by the abundance of export revenues and ready availability of deficit 
financing at the time which reduced incentives for improved internal revenue 
generation. More important, perhaps, was the frequent turnover in Ministry 
leadership during that petiod. 

b. Alte-rnative - approaches 

Vat ious; ilteinative :;trategies to improve central 
government revenues ;hould Ibe considered: 

0 lx-q.1 l r: Both the 1977 and 1981 IRS studies1Iorn, 

pointed out the need [or relform of the tax law. Certain aspects of the law 
were perccived by the 1 to ,' overly prote;ctive of the taxpayer, thus 
encouraging non-compliance whi Ie hinder ini ef ficient tax administration. 
However, A. 1. D. '- reourcis: and ( )A, to the appearance ofliiiiite 0)ens.tivi ties 
outside interferonce in jivil ofV t(ax p)licy Iprovnt- a direct approach to tax 
relorm. Moroever, lt. WoL111( . unau(vitabi e o enter,I directly into a policy 
diaILue at this time, :;ince the current admini.-tration will be replaced in 
1984. UsAI' s pref -rrc.i ,pproach;i t.o lentily key legal and administrotive 
constraints in te contxt. of revenue prot(jrmr; which resxnd to the GOE's 
ijliikxiate concern.;. In tOij; way, USAID hopes:; to develop the credibility and 
e:xperience that will allow a productive dialogue with the new administration 
on tax policy. 
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o Reorganization. The IRS studies also noted the need 
for extensive reorganization in the Ministry to improve the efficiency and 
effectiveness of tax administration functions. Reorganization is a long term 
proposition which would require the full support of the new administration.
 
However, under the present short term project, organizational constraints will
 
be analyzed, again drawing on the concrete experiences of the pilot revenue
 
programs. USAID will then )e prepared to discuss] this problem and possible 
follow-on assistance with the new administration. 

o Participant training. The IRS studies have found
 
Ministry personnel on the whole to be well trained and capable. What they

require, rather than long term patrticipant traininig, is orientation to modern 
concepts of tax administration and specialized training related to specific 
organizational needs. For this reason, the project proposes a number of short 
term training activities for key Ministry administrators and mid-level
 
managers who will be directly involved in the revenue programs. 

o Eqjuilnment. Data processing support from D.O.S. has 
been identified as a critical element in strengthening the Ministry's internal
 
tax administration. A systems analyst from the 11S recently assessed the 
computer capacity of I).O.S. in riLatlion to the pro1K(:(, Y(revenue prcgrams to be 
implemented under thi; project. lie concluded thEat incre'ased capacity is 
highly desirable to (irr;ure the' efficient execution of tho.e program:; and is 
essential over the long run. [lk also found that the xi;ting capacity could 
be roughly tripled at no aiqrirgma] cost. In i(ight of these facts, USAID 
financing of major compluter hardware is not appropriate. H1owever, on the 
basis of the IRS report, USAlI) ho!s begun discLussing with the Ministry the need 
for expanding its computer capacity. A covenant will be included in the
 
project agreement to cnsure that the necessary capacity is provided to the 
project activities. In addition, USAID is prepared to finance the acquisition
of microcomputers as part of the pilot efforts to decentralize processing of 
tax documentation and data bases. 

c. Replicabil ity 

''he pilot revenue programs will be carried out in the 
three largest tax jurisdictions. Together, these jurisdictions account for
 
over 90 percent of. all internal tax revenues. Therefore, geographical spread
of the pilot activities is not an issue. Rather, the question of 
replicability should locus on the capacity of. the Ministry of Finance to 
maintain the programs and to follow up on the leads that are developed to 
reach an increasing por ion of the non-complying poppulation. in this respect,
it is imq)ortant to note that the types of proccdures to be tested under the 
project will not add to tlhe Ministry's existing workload. Instead, they are 
intended to create efficienci.,q and thereby jutify th( shift of personnel 
from current, relatively unp royluctiv taF. ,'or :xipm,]e, the Ministry's 
audit staff now appears to Ixe suboptimally utilized. The staff is adeqluate in 
size but is fully dedicatel to s;o-called compre en.;ive audits. By shifting a 
portion of the staff to more :;electivo, rapid "desk" auditf;, it is expected 
that the per auditor output can be ;'ignif icantly increased. I)emonstration of 
Cie revenue impacts of. the pilot activities ;hould iixt ivate the Ministry to 
assign more personnel ano re.s.ource,; to tho;e typf ,I ,,Iivities. 
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Two other project activities will also strengthen the capacity 

of the Ministry for replication. First, the formal and on-the-job training
 
activities will provide a skilled, experienced human resource base to maintain
 
and expand the programs. Second, the reorganization study will point out ways
 
in which the Ministry can eliminate duplication and inefficiencies, and thus
 
free up personnel to engage in priority revenue generating programs.
 

d. Conclusion
 

USAID has concluded that the project strategy for central
 
government revenue generation is an appropriate technical response. The
 
strategy takes into account the lessons learned from earlier activities in
 
this area. The risk of offending political sensitivities should be minimized
 
because: (a) more so than in the past, there now exists tremendous urgency in 
the GOE to improve fiscal revenues, and high Ministry officials have shown
 
openness to USAID involvement; (b) advisors will be assigned on a short term
 
Oasis to the specific revenue programs and will work primarily in the field
 
offices, thereby avoiding the appearance of involvement in the Ministry's
 
internal affairs; and (c) the advisors will be grant funded and their
 
contracts directly executed and administered by USAID. The disruptive effects
 
of high Ministry turnover should also be minimized under this short term
 
project.
 

Also, the selected strategy is preferred among various project 
alternatives. The central concern of this component of the project is to help
 
the GOE address its iiediate [iscal needs. The 116 study team concluded that 
significant progress in this area could be made through a short term technical 
assistance program focused on key tax administration functions, coupled with 
selective short term training. While broader legal and organizational changes
 
may enhance the long term benefits from this type of program, implementation 
of reforms is a prolonged process. As described above, the present project 
will begin to lay the groundwork for such follow-on efforts. Finally, the
 
project makes adequate provision for repliadtion of the revenue programs.
 

2. Municipal Revenue Generation
 

a. Previous efforts
 

A project of this type is virtually without precedent in
 
Ecuador. Various central level organizations have provided training courses
 

and technical assistance to munnicipalities in -;uhject areas directly related 
to the organization.-' inter -Af!; (f;ee Sec. III.D.2). However, these activities 
have not been sustained acnl tLheir impact is dil licuit to judge. 

On the other hand, several other Latin American countries 
bave undertaken with A.I.I). a.ssnistance programs to strengthen municipal 
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revenue and development administration. Some of these efforts (e.g., INFCM in
 
Guatemala, BANMA in Honduras) have achieved significant increases in municipal
 
own-source revenues through mechanisms similar to those to be tested under the 
present project, including short courses, direct technical assistance, and 
preparation of manuals. A comon feature that appears to have contributed to 
the success of these programs was the location of the technical support 
function in a single, central organization which was also the main public
 
sector lender for municipal development. This project will promote a similar 
linkage in BEDE, although BEDE's function would be primarily to coordinate 
with other organizations rather than directly provide technical assistance to
 
municipalities.
 

b. Alternative approaches 

One alternative approach to the proposed strategy would be 
to support the establishment of a municipal development bank which centralizes 
technical support functions and links them to a lending program. As noted, 
this has been a successful model elsewhere. However, this concept is 
premature for Ecuador. As described in Sec. II1.D.2., municipal support 
activities are dispersed among many organizations which are not eager to yield
 
those responsibilities. A second approach to strengthening municipal revenues
 
would b- to focus on developing the economic base of municipalities to
 
stimulate the growth that will feed the coffers. This involves the larger
 
issue of decentralized growth which USAID intends to pursue over the coming 
years. Meanwhile, within the current constraints, there is merit in helping
 
municipalities to tap a larger share of the existing revenue potential. This
 
will help municipalities decrease their dependence on central government
 
transfers and begin to play a more autonomous role in their own development.
 

c. Replicability
 

Several features of this project are intended to increase 
the probability that the pilot activities will be broadly replicated after 
project termination. First, the project will Locus on revenue problems which 
are nearly ubiquitous among Ecuadorean municipalities. As central transfers 
decline and local demands continue to rise, there will be widespread concern 
among municipalities to rectify these problems and increase own-Source 
revenues. Second, the project experience will be available for wide 
dissemination through manuals developed for various aspects of revenue 
generation and financial management. Third, the project will help BEDE to 
create a technical assistance unit that will serve as a central resource for 
municipalities seeking further assistance. Finally, the project requires BEDE 
co-financing for the recurrent costs that will be entailed in future expansion 
of the technical assistance program. These costs include the development and 
publication of manuals, consultants to design and execute workshops, workshop 
materials, and consultants to assist municipalities in carrying out pilot 
revenue programs. BEDE will also mobilize the support of other central 
organizations for the pilots. USAID will encourage BEDE to work toward 
putting its technical support programs on a self-financing basis. 
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d. Conclusion
 

The types of technical support activities contemplated

under the project have had proven revenue impact in other Latin American 
countries. Since there has been little experience with these activities in

Ecuador, a pilot approach is warranted. The proposed delivery mechanism for 
these activities takes into account the existing dispersion of technical
 
iuuport activities which prohibits a full-scale centralization at this time.

Tiowever, the project represents a positive move toward greater coordination.
 
Finally, there is a high likelihood that the pilot activities will be
 
replicated beyond project termination. For these reasons, the design of the
 
runicipal component is considered to be technically adequate.
 

B. Financial and Economic Feasibility
 

Revenue generation projects like the present one do not lend
 
themselves well to economic analysis. 
The transfer of resources (generally
from the private to the public sector) causes a change in investment and
censumption patterns which in turn may affect the economic return to those 
resources. However, it is not possible within the scope of this project
design to determine with precision the sources or uses of the transferred
 
resources.
 

Despite methodological problems, there are reasons to believe that 
-he economic impact of the project activities would be positive. At the
 
central government level, the current fiscal crisis will force major

reductions in national investment levels over the next few years and real
 
reductions in the operating budgets of key social and economic ministries.
 
The government has already invoked various austerity measures, including a
 
hiring freeze, to control public sector overhead expenses. In this context,
 
it is reasonable to assume that any additional revenues generated by the

central government will go primarily toward priority investjints and 
rDintaining basic services and progranv; of social value. At the municipal
le:vel, it has been noted that municipalities have been making large
investnents in basic infrastructure in recent years. With central governmentt ransfers projected to decline, mr1unicillities will need to use locally
generated revenues to n-iintain these invstmnent;. 

The analytical problem then reduc,:; to (humonstrating the financial 
feasibility of the pr#f _rrt-oj project alternative-,. qfie activities undertaken 
in the Ministry of' Fincnf: are exp.cted to have a significant impact relative 
tl the certral goverruixnt budget within tle life of tho project. 'or this 
reason, A difl-l (,()i i ,, i ( If rIject. co.;ts,; and I)(,t i t , (iricrlw .ntiI 
rcvenues) has been c(iLried out for the three revenue, pr(xrams durinq the first 
year of their implenintationi only. T11W 'AunIiry re:il t:, are presented below. 
(bee Annex II for the lull and calculations.)ass;wiptions 
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Additional Revenues ($)!/
 
- Returns filing conpliance 	 775,000 
- Reporting ccmzpliance 	 437,50U
 
- Delinquent collections 	 2,725,000
 

Total Revenues (Benefits) 	 3,937,500
 

Project Costs 	 920,000
 

Benefit/Cost Ratio 	 4.3
 

This benefit/cost ratio appears reasonable in light of tile fact that. 
the average Ministry auditor now generate., unap) eae(i ,s:;mnt.; equal to 11 
times his annual salary. The ratio is also based on tile assumptions that only 
50 percent of tile assessitw. nts developedi under the return,; i iliql and tax 
reporting compliance progrzums are collected during tile short life of tile 
project, and that only 25 percent of collectible delinquent accounts are 
actually collected through the pilot prograun. These collections rates, are 
corviensurate with past perlormance but nay ib,conservative given the 
Ministry's more active collections programu in rcent month!;. Continuation and 
expansion of the pilot revenue programs at low mrginal co;t (,in b*- expected 
to improve the benefit/cost ratio over a longer Iperiod. 

The 	pilot activities at the munLicilal ]Ve! will have a les 
pronounced revenue imIact during the lite of thie pioject. However, once 
instituted in a g iv,.,n ,ic UOV0ntu, canrun ml i ty, the vurlou:; ),r(xlr,,uin be 

expected to generate continuing [Aunet its in year; ahead. For this rea'son, a 
financial analysis of the r(ve.nLule coiiponent was: lxrlormeid lot a period of five 
years from project initiation, with xoth additional revenue:; and recurrent 
costs discounted. The sullulkiry data ate given below with details provideie in 
Annex H. 

Aditional vevemu,!; 
- Property tax 
- IBetterlKnt l(vle; 
- Users' tee:, 

($) 
532,703 
40,579 
98f737 

Total <eVni (l'nef its) 672,019 

lbt a l Cout/ 601,909 

Benet 	it/Co;t lUtio 1.1 

_/ 	Local curre:ncy (.;ur,'.) returns convrc,.d to dollar; at Play 1983 free 
market rftitt of 80 -ucrv.; i- $ 1.00. 

2/ 	Co!;t.,; for tli e mun i(Atil (:(mlnont include r-cur rent costS; of the lot 
activities. over the firy year piwri(xi of th analysis at; well as the 
initiarl ,1)rojf t :o(t.; (if thm, imulli:ciJ4i1 cowl rmef4t it"e'll . 
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Again, these results are conservative in that they do not take into account 
the opportunities for replication of the municipal revenue programs on a wide 
scale at low cost once the support systems are established under the project. 

C. Social Soundness Analyeis 

1. Ministry of Finance Tax Mministration 

a. Incidence of revenue program 

One of the stated purposes of the Ecuadorean tax law is to 
achieve a more equitable distribution of national income. The income tax 
schedule is decidedly progressive, with marginal rates ranging up to 40 
percent and a basic exemption which rises with the number of dependents. 2he 
other major tax addressed under this component of the project is the sales tax 
(actually, a value added tax in that it applies at all levels of elaboration 
of the final product), lTe current tax rate is five percent (but my soon be 
increased to six percent). However, basic foodstuffs (milk, bread, meat, 
eggs, wheat) as well as medicines and various agricultural inputs are exempt
from the sales tax. Thus, the impact on the low income consmwir and prooucer
Js reduced. Furthermore, the programs will be focused on specific ar6asof 
non-compliance which, as previously noted, appears to be relatively more
c01non among professionals and private businesses. Wages and salaries in 
these categories are higher than in the public sector or agriculture. This
%ould indicate that that the incidence of the targeted revenue programs my be 
somewhat more progressive than if the program were intended to improve 
collections across the board. 

b. Attitudes toward tax compliance 

A common Issue in tax administration progrm is whether 
*dministrative measures can have a significant impact in cultures where 
attitudes toward tax compliance are notably weak. While recognizing that this 
cultural constraint exists in scuador, there are reasn to believe that 
improved administration can be effective. First, among Latin Amrican 
ccuntries of a similar level of development and with similar cultural values,
Scuador's tax effort (as a proportion of GDP) is relatively weak. This 
indicates that even within the cultural context# there Is root for mrked 
Jrprovent. Second, unlike most other latin American countriest Nouador has 
ri'ently enjoyed a fiscal boom rosulting from the soaring prices of its oil 
esports. In this situation, it is to be expected that internal tax 
enforcement would deteriorate. Indeed, between 1975 and 1980, non-etrolew 
tax revenues rose more slowly than GDP. Third, reont efforts by the ministry
of Pinance tolmprove collections have had mmdist success, inally, In the
face of its weakening fiscal position, the Ministry has recently mounted a 
highly professional media campaign to alter public opinion and impove
caplian. it should also be recognized that the eveu pogram thmmelves 
shoild have a positive effect on taxpayer attitudes. nWl dge that the 
Ministry is bearing down on non-filers, undorreporting, and delinquonles is 
likely to bring about greater compliance. 
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2. Municipal Revenue Generation Activities
 

a. Nature and incidence of benefits
 

* 	 The magnitude and initial incidence of the increased 
revenue collections from the municipal pilot programs cannot be gauged with 
precision at this tine. Within any given municipality, the distributive 
effects of the revenue measures will presumably be progressive. On the 
sources side, property taxes are progressive by nature, while users' fees and 
betterment levies are directly tied to benefits received. With regard to 
uses, it is likely that the additional revenues will substitute for decreasing
central government transfers to operate and maintain the large infrastructure 
investments that most municipalities have recently undertaken. On a broader 
level, the project activities will be focused on medium and small 
municipalities. Administrative capacity and service levels tend to much lower
 
there than in the larger municipalities. Thus, the project will promote a 
more even distribution of municipal development capacity. 

b. Impact on municipal autonWy and decentralization. 

The present pLoject addresses two important aspects of 
decentralization: increased local government capacity and more responsive
central government institutions. Increased own-source revenues, which can be 
expected from the workshops and pilot programs supported by this project, will 
better enable municipalities to cope with the anticipated decline in central 
government transfers. Increased own-source revenues will also give 
municipalities greater control over expenditures and financial planning to the 
extent that transfers and loans are to varying degrees tied to specific uses. 
The issue of more responsive central institutions will be addressed by
channeling the project's technical assistance through BEDE. BEDE is a young
and still flexible organization which promises to play an leading role in 
municipal development in Emuador. Through this project, USAID hopes to 
influence the way in which WJM percoives and responds to municipal needs so 
as to promote municipal autonoW and decentralization of developnent processes. 

D. Institutional Feasibility 

1. Ministry of Finance, 

a. Commitment 

To ensure that sufficient revenues were available to 
finance the country's development, the 1980-84 National Dovelopmnt Plan 
called for the reduction of tax evasion. The recent revision of the Plan, 
taking into acounIt the country's now economic realities, is more specific in 
this regard. It calls for actions through 1984 tot (a) sot up system for 
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identifying non-filers; (b) strengthen tax auditing; (c) focus investigations
 
on upper income taxpayer categories which have high non-compliance rates; and
 
(d) expedite collections ot delinquent accounts. These objectives were
 
recently reiterated in the GOE's letter of intent to the IMF. The Ministry
 
has taken steps to addrss the fiscal problem. In addition to the public
 
media campaign, a survey type program to detect non-filers has been
 
introduced. The Ministry is also developing a new taxpayer control system
 
that would make access to public services contingent upon evidence that taxes
 
ha.;e been fully paia. However, the IRS team judged these measures to be only
 
marginally effective. What the Ministry needs is assistance to devise more
 
cost-effective systems. USAlD believes that, unoer the present economic and
 
fiscal conditions, GOE commitinent to improved tax administration is high and
 
that the needed assistance is justified.
 

b. 	Organizational constraints
 

The recent IRS team pointed out a number of serious
 
organizational weaknesses within the D.G.R. and in its relations with other
 
Ministry units. These weaknesses include:
 

o 	 Poorly defined and improperly aligned tax
 
administration functions, Licluding the absence of
 
clear responsibility for compliance enforcement
 
activities;
 

O 	 Confusion ot managerial and operational tasks within
 
the same offices and positions;
 

o 	 A poorly defined and only partially implemented
 
decentralization of operations;
 

o 	 Vague lines of authority at the central and field 
levels and between those levels. Compounding these 
formal organizationial problems is a deeply embedded 
notwork of personal working styles and telations 
which have oeveloped over the years and which make 
changes in organizational behavior more difficult. 

On the otur hano, Ule D.G.k. and D.O.S. staff is
 
'easonably capable. With the exception ot. the highest level officials in
 
D.G.R. who tend to be2 pX)liticul appoX)intCes, there is ] low rate of turnover 
a'J considerable experience anld (]edication. r'he;e units do not suffer from 
understa|Zfing htut do ')Jt dtA. i i I t-ently. N1nistry ol icials are conscious 
o. their organizati on-l -()1d , m; )1ut unable to devi se or implement solutions. 
They are in ne(.ei ol trainirig in iiKh.,tn iietnagelient techniques and specific tax 
administraition oera tionv t:it take advanta(le of automated information 
systemi. Personiiel it.tht, celltrl] level als;o tend to be overburdened, a 
problem that could he solved by a more conpicte decentralization of operations. 
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C. 	 Legal constraints
 

The capacity of the Ministry to address the country's
 
fiscal problems is also limited by various legal rules and procedures. These
 
were 	promulgated with the intent of protecting the taxpayer from overly
 
zealous tax officials, but they have had the effect of weakening tax
 
administration and encouraging evasion. According to the 1981 IRS study, the
 
taxpayer has an opportunity to disrupt and delay the assessment and collection
 
process at 20 different stages; there are no effective sanctions that can be
 
imposed for willfully delaying the payment of taxes. Some of the more notable
 
legal constraints are listed below:
 

o 	 An insignificant error in a tax bill (e.g., a 
misspelled name) is sufficient to nullify the bill 
and delay the collections process. 

o 	 Approvals for installment payments of taxes are 
permitted for - ano in practice giver almost
 
automatically to - all classes of taxpayers, 
regardless of immediate capacity to pay.
 

O 	 Legally valid notification of a taxpayer debt 
requires several attefrpts at personal contact and
 
witnesses.
 

o 	 The interest charged to unpaid taxes is fixed below 
the commercial rate. 

d. 	Conclusion
 

There exist serious organizational and legal constraints
 
to effective tax administration in the Ministry of Finance. The needed
 
reforms can only be achieved over the long run. Moreover, Ministry officials
 
are preoccupied with the short term fiscal problem and specifically requested 
USAlD assistance in that regard. 'The i1S team concluded that significant 
revenue gains could be made within the existing structures and that a 
revenue-oriented project would provide an opportunity to highlight the 
constraints to further revenue increases. The present project, therefore, is
 
conceived as an effort to address the Diurediate fiscal concerns while at the 
same 	time getting the Ministry to begin to focus on the longer range
 
institutional problems. An important task of the auvisors to the revenue 
programs will be to point out specific legal and organizational impediments 
encountered in carrying out the progrzma. The reorganization study will build 
upon 	these findings and past 116 studies to provide a systematic basis for
 
organizational ri form. USAID is satisfied that this stratecjy deals adequately 
with 	the institutional constraints.
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Municipal Support Organizations
2. 


a. Organizational profiles
 

There are several central level organizations related to
 
municipal development and administration in Ecuador. Some are involved in
 
budget and financial review and control (CONADE, Ministry of Finance,
 
Controller General), while others support investments (BEDE, FONAPRE,
 
technical agencies such as 1AV0). In practice, responsibilities and functions
 
are often unclear and overlapping. On the other hand, none of the 
organizations has developed a significant capacity to support municipal 
development in areas such as planning, revenue generation, and management of 
services. Brief proliles of the major organizations which affect 
municipalities follow:
 

o LcuddIrean l[)evelopimeint Bank (BE'1I) . BEDE was created 
in 1979 to "finance progra-ms, projects, works, and services in the public
 
sector". BEDE lends to public sector entities at all levels. Loans to
 
municipalities account for about one sixth of its total portfolio.
 
Nevertheless, from the municipal standpoint, BEDE,' is the major source of 
investment capital. BL)E's investment criteria are tightly linked to the 
priorities of the National Develojcnnt Plan which include water and sewerage, 
electrification, roads, and markets. In the past, IEDE has depended heavily 
on the assignment of oil rv.wenues for capitalization. However, to protect 
itself against re uot io1:; in tho n: transfers, JL.W Lit: iAjLun to 5(eek other 
source<;, incluinl(g Who, 1111) ai l)B. Also, 1 1 131. officials hav, acknowledgeu 
the need to increase the intetest rates on its loans - now slightly subsidized 
- to ensure aaequate rellows to support a growing investment program. 
Overall, 1. 1)I. ,,njo' : , ,oo( ivij, among mnunicit ,al i t i ,s. Nun icipalities do 
rankle at the perceived restrictiveness oif BI.LK's investment criteria and at 
the complexity and d(ilays of its project approval process. The recent series 
of municipal weut irni co-ni )T,oY:,r d by lA)1., and [ON1%E were designed in part 
to address th-so i;:;i . 

At thi:, st~l Ho, ki';I;3111. ; i:;ii l a, project hank and 

has adejuate stAull to cdrty GA t is limited iinaate,. 1tever, BIKDL wishes to 
expanu its supl urt to vm] i t nloicall o;sAitic ,l"id trainilng. Toward this 
erd, a smiall technical assi:stolice unit Ihs ben ruco ntly created. In p.art, 

is o in forthis unit .AlTi( to va;t;t IiclcilJ, lit i,. re-lpin n(t applications 
ir I)lD]on,. InI addit ion, 131.1Ik t,,cwjniiz_:; t t the viahili ty of its p×)rtfolio 
deocidsLl on the- long tlli ! lh,111(7cal Viability Of It:; InriCp.al clientele. 
T'herefor,', tHy teo:; ot rftrtin, lot tet.1edc i] ,:;istance urnit hivo b.en 
hroatunu to ncluo( :u t ,ur L for mnIl(2icil I indhc lloto reveolo[n'ent 
Uthlinmni stit it ini. 

o at. i Pt e iliVe;tiluet (FU.. L ,) . I' I('AP1hior:l ,und 

provides Loaii assisUinc., to municipalities for the preparation ot urban plans, 
cadastra] surveys, ano project feasibility studile:s. The latter cormnonly form 

http:InriCp.al
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the basis for applications for BEDE loans. FONAPRE has a well qualified stz ff
 
which provides assistance to municipalities in areas related to its loan
 
activities, such as accounting, contracting, and preparation of loan
 
applications. Like BEDE, FORNPRE is well received among municipalities,
 
though again there are frequent complaints about the complexity of the loan
 
application requirements.
 

O National Planning Council (CON)1). CTONADE is the 

overall planning body for Ecuadorean development. Its greatest impact on
 
municipalities is at the budgeting level. CONADE must review and approve all 
municipal budgets to ensure that they are adequately supported by revenues, 
technically sound, and in accordance with public expenditure laws. With a 
staff of only eight assigned to review all municipal and provincial budgets,
 

.)EDL,
delays are cormmon. QONADE also reviews IONAPIR, and other loans to 
municipalities prior to their approval. CXNADE has provided some technical 
assistance to municipalities in the areas of. planning, housing, and urban 
development. This assistance is sporadic and generally provided centrally ouc
 

of Quito. CYJNADE would like to expand its assistance but currently lacks the
 
staff to do it. Of all central lovel organizations, CONJE is probably the
 

most commonly perceived by municipalities as interfering in their affairs and
 
limiting their autonomy.
 

o National Cadastre Directorate (DINAC). DINAC is the 

unit of the Ministry of Finance wi Lh responsibilit.y fori tra ilca( a.tre surveyi 
and land valuation. 1lNA(, i ;:t( the rural propci-t.y t ax hill!, which are 
collected by the municipalities. DINAC is in thle prOc.ess of ufxiatiLng and 
completing the nIdt.ionhil tIhi 1 cii(adtre. lfowev(-, tth(, 0r;,inizat 10t1 iw ::no 
recent experience in rural cadastre surveying and lacks the basic equi[lxient. 
The technical staff is ad(equate in size and capacity, but requires some 
technical as;istance in carrtyil(A out cadastral ,;tav(eys. 

o blMlintzry of Finance. 'lhr Miris,:try controls transfers 
to municipalities. 'l'her are several sources of the:;, fiuno!:;, the mos-,t 

importdnt heing the National P'articipjtions Rund (.NAP'/h) . A part of these 
transf.ers can be used only for priority invTitnot. 'Irle'tically , (U)NA)E 
provides tle Ministry witLh guidanice on these fin iLi:; In fact, dX.tloes 
not follow through on thi.s resx)rnsibility, a1d tie M iti;y a;igns its own 
priorities in approving the disburscnt Lof tUie tran.lhr ftenids. Just recently, 
the Ministry has begjun to iipart courses ol hudgeting to municipalities. 

o Controller eneral. 'Tht Cottrol[l 'I. perionU; 

administrative and Financial audit.; Of all )ublic Or(isiiis. Municilkl audits 
are specilically r(Iuir(d undex the MUlli ipal IWIW. neroLeI tie )res;ent 
leadership, the Control .lerha:; deix)(_Jt IILUI4JIe(A oLI](i ii15; roml luwnlicil :i i ies 
- both large and sniiill - lot imp)rotxer conduct. Tlhi:; , ls:en done, however, 

with an inrk-e of. lairness alld objectivity which ha. .rnd the re;pect of 
municipal leader;. 'The oflfice In:; al.,o e;tabli;hI u u l t rainingpret ii(,iu'; 
center with 12 permanent instructor; to provide courses in law, accounting, 
audit, and project control for public official.;. 
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o Association of Municipalities. The Association was 
created in 1979. Under the Municipal Law, all municipalities are members and
 
contribute financially to support the Association. The Municipal Law also
 
vests the Association with the responsibilities ot representing municipal
 
concerns before the central government and providing training and technical
 
assistance to municipalities. In practice, the Association devotes most of
 
its scarce resources to the former task. Of the Association's eight permanent
 
staff members, only two are assigned to technical support. The Association 
perceives the need for support in the areas of contracting, budgeting, 
personnel administration, property valuation, revenue generation, and 
planning. To expand its resources, the Association recently signed an 
agreement with the International Association of Local Governments (IULA). 
Under this agreement, the Association will act as the Ecuadorean agent for a 
program of training and international exchange that IULA is planning for local 
administrators throughout Latin America. However, this arrangement will also 
impose additional responsibilitips on the Association staff; they estimate
 
that they will have spend 30-40 percent of: their time on the international
 
program. The leadership of the Association is traditionally shared by the
 
mayors of Quito ana Guayaquil, and smaller muncipalities argue that the
 
.ossociation is oriented toward the interests of those cities and the
 
provincial capitals. The Association, of course, disputes that view but
 
::urrently lacks the resources to prove otherwise.
 

b. Choice of implementing organization
 

'here if-a clear need to rationalize these dispersed
 
.fforts to reduce wasteful duplication and ensure that technical support is
 

,irectea to priority municipal needs. Thie centralization of all support 
activities in a single organization - a mechanism deployed with success in 
other Latin American countries - is not feasible at this time given the 
substantial commnitments that many organizations have made. A viable 
;alternative is coordination through a single organization. For this purpose, 
1?EDE is the most appropriate organization for three important reasons. First, 
as inoicdtuo, [ .,;,ahigh (egi e o1 credibility aniong municipalities. 
S- cond, experience ehewhere has oemonstrate file advantage of locating 

technical support and municipal credit in the same organization. The leverage 
gained by the central orjanization can often provide the external incentive 
and justil icdtiori nu: iby municipal official.; to undertAke necessary, but 
p)litically unpopular, administrative reforms. Also, this model causes less 
C Aus 11I ) IWJ, i ,,i1CipaJit i.;K * r fedu(Ce5 bUreatjict.ot ic [,aperwork. Finally, 
[31-DE ha:s (nrnstratd its; strong interest in expanding its support to 
municipalities. The croation of the technical as.sistance unit is an important 
ourjanizd.Li ,-l coimli tm I_ I IloweviA tt1 ist ti,. end. , unit sma ll and 

inexperienced. 'his furthier agues,; for a coordinating function at the 
outset. The present project will assist the unit in developing its capacity 
to carry out that function. 

http:ourjanizd.Li
http:bUreatjict.ot
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E. Environmental Soundness
 

A negative determination was recommended in the PID. The threshold
 
decision, which concurs with the USAID reconendation, is presented in Annex F.
 

IV. PR1XECr IMPLIENWTAIION 

A. Implementation Schedule
 

The key implementation events for each of the project components are
 
listed below.
 

Ministry of Finance Tax Administration
 

Project Agreement signea August 1983 
First IRS orientation group August 1983 
Long term advisor on board September 1983 
Second IRS orientation group September 1983 
First IRS middle-management course September 1983 
Audit advisor arrives September 1983 
Filing compliance advisor arrives October 1983 
Collections advisor arrives Jan-iary 1984 
Follow-up visits by audit and 

filing compliance advisors Jan.-April 1984 
Processing advisor arrives March 1984 
Second IRS middle-nonagement course May 1984 
Follow-up visits by collections and 
processing advisors May-August 1984 

Reorganization study consultant arrives July 1984 
Final evaluation October 1984 
PACD October 31, 1984 

Municipal Revenue Generation
 

Project Agreement signed August 1983 
Inter-organizational coordination meetings Aug.-Sept. 1983 
Long term BEDE advisor on board September 1983 
Short term U.S. training for BLDE September 1983 
Preparation of iainual.; (with short term 
advisors) Oct.-Uec. 1983 

Installation of microc(miputer and arrival 
of short term advisor for data bank November 1983 

Technical workshops LJan.-April 1984 
Cadastre pilots (with short term advisors) Feb.-May 1984 
Other pilots (with short term advisors) May-Sept. 1984 
Evaluation October 1984 
PACD October 31, 1984 
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B. Contracting and Procurement Responsibility
 

Given the short term nature of the project, USAID, in consultation
 
with the implementing agencies, will directly contract the long term advisors
 
and other short term U.S. technical assistance. USAID will make direct
 
payments against these technical assistance contracts as well as for U.S.
 
short term training. USAID will also directly procure all imported

comodities. These include stereo-compilation equipment for DINAC and
 
microcomputers for BEDE and the Ministry of Finance (see Annex G for detailed
 
procurement list). 
 Initial steps in procuring these commodities will begin

prior to formal project initiation. USAID will consult with SER/IRM to refine
 
the specifications for the microcomputers and to obtain authorization for
 
their purchase. 
USAID will also seek expert advice in developing

specifications for the cadastre equipment. 
Shortly after project initiation, 
requests for offers will be prepared and publicized in the U.S. Payment will 
be made through Direct Letters of Cotnitient. 

BEDE will contract local short term consultants and purchase local
materials. USAID will reiiid)urse 13)E for these expenditures upon presentation
of proper documentation. 

C. Monitoring and Evaluation Arrangenents 

Detailed implementation plans will be drawn up for .ach project
component once the long term advisor is 
on board. The USAID General

Development Office will monitor the project withL support the Oflicefrom of
Development Resources. Monitoring techniques will include: 
(a)day-to-day

liaison with the project advisors; (b) periodic, progress reports submitted by

the long term advisors; 
 (c) periodic joint review meetings with the 
,.mplementing agencies; (d)periodic internal USAID project comittee meetings;

(e)utilization of USAID's computer-based project financial and implementation

r.rackinq systems. 

For~iil evaluation will btjin shortly 1el ore project termination. It

will be carried out by the Long term advisors to the Ministry of Finance and

BEDE and by thc 1D&S fun(eod municip.al coordinatot. The evaluation will

a7.sess: (a) the success with which revenuenew generation procedures and
nrnthods were developed( and imllemfented; (b) the revenue impact of the pilot
activities; and (c) the organizational coiuiitniront which has developed for ru intaining aino expjnin(g thesoe, activities:;. l'Aje;(] irlf, datu lor estimal 4-,g the 
revenue impact of the pro j(:t act ivities will 14. (o]1 ',ct.d at the outset of 
tie project. The eVdaluItLIoLL reiu I t; will he 'A ct it. icai input to c ecisions by
USAID rinagement on whetLher and how to pioceed wi tL a lo,'jer term follow-on 
effort in the area o) reVnte, (Jefrl.ation. 

D. Conditions,, Covenaints, and k_oj t iaLt n{j h.tdtus 

'lWo separat, project, a(r(u&nts; willII I;ned , one! with the
Ministry of Finance and the other with 1I1k.. 'Ihie agreement with the Ministry
of Finance wi l contain two cove-nont!;. The Ji rst will, be to assign working 

http:municip.al
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groups of specific individuals, both at the central and field units of the
 
Ministry, to carry out the revenue programs. The second covenant will express
 
the Ministry's intent to review its central computer hardware facilities and
 
take the necessary action to enlarge that capacity in the degree needed to
 
support the pilot revenue programs. The project agreement with BEDE will
 
include a C.P. to disbursements for the pilot cadastre programs requiring that
 
BEDE enter into formal agreement with cooperating organizations for the
 
execution of the various pilot activities.
 

Draft project descriptions have been provideu to the Ministry of 
Finance and to BEDE. The drafts reflect numerous working level meetings
 
between USAID and these agencies as well as the conclusions of the project
 
design studies which have also been shared with host country. Therefore,
 
USAID anticipates no serious substantive impediiients to negotiation of the 
agreements and the obligation of funds.
 

E. Waivers
 

The success of this short pilot project is heavily dependent on the
 
ability of the technical advisors to transmit practical skills to their
 
Ecuadorean counterparts in a rapid and effective manner. For the Ministry of
 
Finance component, this type of expertise is readily available from the U.S.
 
At the municipal level, there is a need for advisors with extensive experience
 
in municipal finance and devel nent institutions. Several Latin /unerican
 
countries have established effective institutions of this nature, often with
 
assistance from A.I.D., whereas U.S. experience in this area is minimal. To
 
be able to draw upon the expertise developed in Latin Aunerica, the Project 
Committee recomnends that a nationality waiver be approved to allow
 
procurement of technical services from A.I.D. Geographic Code 941 countries.
 
The total amount of this waiver may not exceed $200,000. The waiver will be
 
approved by the USAID Director as [art of the Project Authorization.
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 1. Income and sales tax re-i 1. Ministry of Finance statis--Ecuador's exportable oil surplus
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 peaks in 1984 and declines throug]
icentral government current
finance broad based leve _c-.ent 1gvrmn the rest of the 1980s.
urn
:revenues to 35% by
activities on a sustiined ba-is.; 1988. in 1982 


World oil prices do not rise
 

significantly in real terms
2. Municipal oun source re-: 2. Controller General Statis-1. through the 1980s.
 
venues 
as a proportion of 
 tics.
 
total municipal revenues Ecuador's access to external
 
(current and capital) in- credit for public sector debt
 
crease from 20% in 1981 to financing is limited through
 
30% by 1988. the 1980s.
 

GOE commitment to increasing
 
internal revenues remains strong,
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!. 	Central level 
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 - A.I.D. funding available.
 

ment records.
 
a) 	Teclnical advisors 
 - GOE reports of counterpart - GOE cash counterpart and
b) 	Short term training 
 - contributions, staff resources available.
 

c) Computer hardware/s'ftwar
 

d) Ministry Resources 
 350
 

e) Contingencies 40 -


SUBTOTAL 
 570 	 350
 

2. 	 Municipal level 

a) Technical advisors ...
r 9
 

b) Short term training 1
 

c) Equipment and materials 97 27
 

d) Logistical support 7 9
 

e) 	GOE personnel resources 
 - 80
 

f) Contingencies 
 60 25
 

SUBTOTAL 
 430 	 150
 

PROJECT TOTAL 
 1,000 	 500
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OFICIO 2 

REPUBLICA DEL ECUADOR 	 Quito, a JUL.19n3 
MINISTEBJO DE FINANZAS 

r'' 

Sefior 

Orlando Llenza, L 
DIRECTOR DE LA MISION USAID EN ECUADOR 
Ciudad. -

Seior Director:
 

El Ministerio de Finanzas y Credito P6blico, 
en respuesta a la seria situaci6n fiscal que el pals atraviesa, 
y de acuerdo con los objetivos del actual Plan Nacional do Desa 
rrollo, ha considerado necesario tomar medidas para incremontar 

1 , ,ON a corto plazo las rentas fiscales, como uno de los medios para 
- reducir el d6ficit del Presupuesto Nacional, asegurando al mis

mo tiempo los niveles adecuados de gastos a fin de mantener los
F- . proyectos y rprogramas prioritarios dn desarrollo que esta lle-

ON vando a cabo el Gobierno Nacional. 

a + "Entre 	 las medidas m~s importantes es este sen"'"A I. 	 tido, est5n aquellas teridientes a roducir los niveles de incum

, (11C 	 pliriento en -l pago de los impuestos a la Renta y a las Transac 
ciones 	Mercantiles, que en la actualidad producen mucho menos 
-
quo lo que ream,nte deberlan producir y que podrfan contribufr 

4-F al mejoramiento de la situaci6n fiscal del 'significativamente 

m .Gobierno.
 

- ..En base a estas consideraciones, el Ministerio
A "- de Finanzas y Cr6dito ['iblico, con el apoyo do consultores eng *...... materia de Administraci6n T-butaria obtenidos a travs do la -

j 	 A.I.D. a principios do este aFio, ha elaborado un proyocto quo 
busca establecer programas dirigidos a incrementar los ingregos 
fiscals, en el tiempo m~s corto posible, on las greas anterior 
monte descritas, y que tambi6n ayude a fortalecer la capacidad
del Ministorio, para expandir y mantener estos programas a un -
plazo mas largo.
 

Los programas para mejorar los ingresos esta
r~n dirigidos a las tres principales Areas do incumplimiento do 
pago de los Impueston a la Renta y a las Transacciones Mercanti 
les: La falta do declaraci6n do impuestos; la incorrecta procn 
tac16n do declaraciones, y lou pagos en mora. Los programas do 
sarroliaran procedimieritos y siutemas de informaci6n quo permi

.1/ 	 Y 
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REPUBLICA DEL ECUADOR 

MINISTERIO DE FINANZAS 

tan la identificaci6n rapida y precisa de los casos de incumpli
miento en estas areas.
 

Los programas estaran dirigidos a categorlas se
leccionadas de contribuyentes de los cuales pueden esperarse los
 
mayores ingresos por concepto de Impuestos a la Renta y a las Tran
 
sacciones Mercantiles. Inicialmente, estos programas ser~n desa
 
rrollados y probados en las Jurisdicciones Tributarias m~s gran
des del Ecuador (Por Ejemplo: Quito, Guayaquil, Cuenca). Los pro
 
gramas seran realizados por la Direcci6n General de Rc 'tas, inclu
 
yendo las Delegaciones Cenerales y las Jefaturas Provinciales. El
 

ranizai n y Sistenas ser5 fun
 
apoyo de la Direcci6n General do 


damental para pro.orcionar la informaci6n y an.lisis de datos ne
cesarios para la ejecuci6n exitosa de estos programas.
 

Adicionalmente, el proyecto contempla varias acti 
vidades tendientes a fortalecer la Direcci6n General de Rentas pa 
ra llevar a cabo estos programas on la forma mis 6ptima y eficien 
te y para mantenerlos y expandirlos en los afios futuros. Estas 

actividades incluyen: La elaboraci6n y establecimiento de los -

procedimientos mnkis eficientes para el procesamiento de las decla
raciones; un estudio especial tendiente a preparar recomnendacio
nes para la mejor estructura organizacional del Ministerio on cuan
 
to a las funciones de administraci6n de impuestos so refiere; y
 

capacitaci6n a corto plazo en administraci6n, manejo y t6cnicas 
tributarias para personal seleccionado del Ministerio.
 

Con estos antecedentes, el Ministerio do Finanzas
 
y Cr6dito Pblico solicita do la Agenicia para el Desarrollo Inter
 

nacional, financiamiento mediante fondos no reembolsables por un
 

valor aproximado do US 570.000 D61ares para la ejecuci6 n del pro
yecto descrito anteriormente. La participaci6 n nacional equival

drS aproximadamente a US 350.000 D61ares, quL consistira do contri
 

buciones en especie en la forma do recursos do personal, servicios
 

de apoyo de computaci6n y otros servicios provistos por el Minis
-
terio. Los aportes A.I.D. y del Ministerio serin entregados en 


un perlodo do quince moses.
 

Todas las actividades descritas anteriormenteo re
 

querir~n del apoyo tecnico do A.I.D. con el objeto do fortalecer
 
la implemontaci6n del programa propuesto.
 

Deseo reiterarle el alto interes quo el MinisteriO 

do Finanzas y Cr6dito Piblico tiene por este importante programa 
y eaperamos contar con la cooperaci6n do A.I.D. para poder ilevar 
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REPUBLICA DEL ECUADOR 

MINMSTERIO DE FINANZAS 

a cabo las varias actividades en la oportunidad ms cercana.
 

DIOS, PAT IA Y BERTA'
 

Ing. Pedri Rubians,
 
MINISTR6 DE FINANZAS Y
 

CREDITO PUBLICO
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OFICIO Ng BEDE-GG-83-1974
 

Quito, a 14 jUL 9j 

Seior
 
Orlando Mlmiza
 
DIRECTOR DE LA
 
AGENCIA PARA El, DESAROLLO INTERNACIONAL
 
Ciudad.
 

Ectimado sefior Director:
 

El Banco de De!;arrollo del Ecuador , consciente do] papel quo ]e 
corresponde en el aicance de los objetivos sefialados por el Go
bierro Nac:ional, ' como parto de su plan do extendier los benefi
cinor: dcl de - rrol]o hacia zonas distinta:m de 1o.; mayores contros 
urbarios, hi r,].aborado un programa especifico d. trabajo, que bus 
ca fortalecer Ia capacidad administrativa y financiera quo actual 
monte tiez,:n las Municipalidades, para lievar a cabo sus activi
dades prioritaria!; de de;arrollo.
 

El BEDE, (HI cooperaci6rl coin e] FONAPRE y otros organismos nacio 
nales, y con ],- as :;tl.ia do la A.I.D., ha adu]atado ya algu
nas actividaldes, que cotvittituyen uia ase firme para la ejecuci6n 
de] program,, propuc,,to. Dentro de esa c'ientaci6n, so realizaron 
nueve reiu r(, regioni lv ; que congro(earon a dirigentes y t6cni
cos de ]a.* r.i:licip aldade s, Crar;ojo, Provinciolu:; y organ i.Inos do 
desarro]lI( ievjional, paro ,,iiilizar ]o; prob] ema y necesidades do 
esas institw,iones. 

Por otra parte,, fe con.;tituyo recienternente, dentro del BEDE, una 
unidad orqper:cij1 que tendnicrono funci6n fundamental canalizar la 
asistencia t01&'nica y o:; procjramas de cajpacitacJioll que so jk-nea 
realizar, ,,o)bjoto de coftribuir a la s;olucion de problemas y no 
cesidader; V!(1'tC-iales, dl 1as Municipalidades. 

Do esta maunfr,,,, so espera conplementar e iiiten.;ificar los progra
mas qu 11]. va a cabo el I1:DL actualimente, para financiar e impul
sar la ejecuci6n de obra, do lnfraestructura municipal. 

En lon 12 a 15 monao venidoros, to prov6 quo el BE[E auspiciar5,
 
conjuntamente con otrau orginiza, iones aproplacdas, varios tipos
 

.. dt, actividadas do apoyo a ]as Mu-icipalidaden. Do modo especlal
 

I {'(65 y 111lrelr DMvillis .14I11, 551 770 - 551 I1170 - ,ogll, 3/3 - CtIbI III D1) 26!)5. Mimi ru. l(" 
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se ha pensado en concentrar la asistencia directa a un nimero ini
cialmente mas bien reducido de Municipalidades.
 

Estas actividades de apoyo estar'n dirigidas principalmente a obtener un mayor ,csarrollo do las areas do administraci6n financie
ra y especialmente a procurar el incremento de recaudaciones provenientes de 
fuentes locales de ingreso (por ejemplo, impuestos
a la propiedad urbana y rural, contribuci6n especial por mejoras),
asi como el avarce on la planificaci6n financiera y presupuestaria.
 

Para alcanzar estos objetivos, la 
nueva unidad de asistencia tecnica del BEDE anahlizari los requeritnientos do ciertas Municipalida
des, y podr5, do este modo, planificar y precisar los tipos do 
ac

tividad.s arria doscritos.
 

Esto redundarg, por ejemplo, on el establecimiento do 
un banco de
datoz municipal, en la proparaci6n do boletines t6cnicos y manualos de capacitaci6n, y on la capa,.itaci6n a corto plazo para el
 
personal del BEDE.
 

Todas a!.; actividah;,,; irriba descritti.; rc'queriran do la asistenciade asesores t6cnicos que trabajen directarnento con el BEI)E,

asegurar el 6xite del programa propuesto. 

para
 

Con ostos antecedentes, el BEDE so]icita a la Agencia para cl Desarrollo Internacional 
 un financiamiento, mediante fondos no roombolsables, pr un Valor aproximado de 4130.000 ,61rozpara 1,aeje
cuci6n del proyecto descrito anterioimente. 
La participaci6n nacional equivaldih1 a aproxinmidamente 150.000 (10] re;, v consiLtir5 en contribucionic.,; en recursos de peorsonal del IIEDE y de otrasorganizaciones participan Ler, y tambien en 
interiale; e instala
cione.s nece:sarios para l1uvar a cabo ,as diferceLte actividade.;
antes referida:;. I/js aporttes ';ern entreados en un perfodo de
 
15 moses.
 

Desoo reiterarle ol alto inter6s que el im[E tiene por esLe Importanto program~i, y ex1resarle mi confianz, do quo e] Banco podracontar con la CQOJ.er)oj .6nI d! A.I.D. )p,ira I]evar a cabo las acti
vidades que r;o 
 han ilalaido en eta not,.
 

Atentamon.e, 

flatricio. Vi v~iIIc Viorrfo 
SLIOjG I:1N'I': (;:Ji.IeA,, I:tCAP AIK)
DI," LA GE;III (: IA (,I:41;l(Alo. 
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ENVIRONMI-NTAL THRESHOLD DECISION 

Project Location : Ecuador 

Project Title and NHuber • Revnue Generation for Development 
518-0036 

FLn~in 2[ • $675,000 Grant 

Life of Project • FY 1.983 

IEE Prc pared Bv : randall W. Roeser, USAID/Quito 
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Action : Copy to Paul Fritz, USAID/Ecu~dor 
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: Copy to Randall W. Roesur, USAID/Ecuador /-*
 

: Copy to IFE file 
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James S. iester 
Chief Envi vorcimuntal Officer 
Burcau for Latin Ainerica
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INITIAL P.N IRONMAL XAMINATION 

Project Location: 	 Jik-wador 

Project Title:-	 Revenue Generation for Developmnt (518-0036) 

Funding: 	 FY 83: Grant $675,000 
LOP: Saie 

TEPreored bv: 	 Randall W. Rloeser, Capital Develornt 
Officer. DLccmber 4, 1982 

Reccmnivyed Threshold 	 lbe USAID/EL',:.dor Proj,-ct Cojmittce has 
Decision: 	 undertaken a cEnv'L,. i 3. rv''..eonv:tr I 

Enamination of the y-),[.ential rr[c.u of the 
propose< project an'J c". arrivn z.t: a recoui
mendatio:i for a N-,qat. ,eflterinii .,ion. (Sc. 
Section entitled "Ex,,w.mtion oi. iAu ., 

Scope, and t4agnituce of. Enviroi:i.'ntal 
Impacts" and t)e "'ilre.iJulf.t Deuiiri Reccar' 
menaAtions" Subscction tdereunuer.) 

Mis/sion Director's 

Di rectorL 
USA.D/tjt: 'or 



generation and fi.scal managenvujnt at both central and muznicipal leivels of: 
thGoenmn of Ecudo: (GQX0'). These iirprovements will strengthen the. 

aS., v.of, he GOB to, carry out imortant da-velopmznt program onz a 
liywill u 3 o suppot a more active role for. munizipalsutio- ais, 

a broadgaerraent., in developnt plonitig.of andl f.raince,,r. thu., ensuring 3eddeve5 , uador.based and potn i s eelop.. r hirost artroe renueof thet W:proelvs projct 

offotoe~nica 
oh 

w 
a 

.the, project will f inanceaewha numbe-r mn.ip U.Toachieve bai.cuthis.purpose,'a£ ai resustai o aywl uprt o c~utve rle= 
cupon.to the GOeto ar ouent level.itianleveoni~n proratsane 

scoJearO, denigned to twir. variown apactivities nwitobEu..or (imtCJ. 

g). im-tarssrist-a
tiona cetiduros thdigprojets#wi.LLfi epn a of 
beprovide d to e Ministry.. op Fin. and rnce thu nuarieg -Lxcioa 
proble affectL-g incoetax admios.i-dretion (eg.obilling ani coUe. 

aiue mlay b, give in the. p , ofzer sl-ctraut "i ionso" oustacnii adti n Jong. 

wia be, c ouL L lve3La in a coordinated io ,. th.ivdz1evied two 

rgoted,l to. key national level.as~sistan-e am] selectiveprovidetraining will be tchnici upportao )=alorganizations which irmoial or 

government., of particula interest is tho IE-uadoruan Developiini Bank 
suctor firanrng. Dsource of publ4e: MV, seeksS(BE}%), a major dayestic t.oeae J oveirx with techni .acosuhiaccu 

local .tovertent revenue ri fiscal mv,,gwnt syata. Te project wil. 

hell 11n,, .rocJ Lo ethhop aispacity rd keepin). Simll r ofsilt 

to con.len"t roinmlig 

e cnial fitce= ,to m outside ofarea.o stos. a munitctil.lainay b 
Quitorad Guoyagoil, A.I.U.I i ietuce will b £oc d on the

project al 
theA o cages f ib mtechnical whvices covionent of. N while UWpE wpol 

r agMvicipal infrastructure warks as part o the pilot program. 1ope 

oie locaionr 4 yps of. infrastructure iuck in0 ba inie.IvJ, seMks 

be iden iei at tnis ti. In tech past# MnE tinhe.1 n tom nicannot 

stater, seweraget coctrifz aha k~en primarily for potable cproeWp.oiities Svniar asfistanco ojyj pniot progr may W=tion avnroads. s 
out wilhothor nm onal level organizaion though on. a more l otad 

uniiO Clulia oz, utnaio:sc althan with1n14-1%. Pilot civitonwigJ toi noacmunicll cr , ti n bugjutwhl , and .ll, ,ey n volve stron plof aiA 
-.mluicil infr a~structuo%,r'OmKr work. o. . p 
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a =Q11l ntumber of inunicipali-
The project will also work directly with 

and fiscal ii~nmgement b-ynt(.fl5. An im-
approach±-or utrength-,

tiesLhs sistanceJwDi-be designed -to-tea 
revenue generationeninq4municipal .w.icipqU 

portant objective of this acsitatwmu in to develop-within th 
to draw on th.: rocouro'. ot the nationml 

ties the capacity and congidunce 
them with local revenues for carry

and to complementlevel organizations 
ing out local and regional develpni;,-nt progrwuis. 'ilia proIi~.'t nriy altio 

its capacity to 
work with Ui Associationf, of Municpalities to cUvelop

and Uhe I .ionvl Lvol
liwison-- betwfn the municipalitiesserve as 

rcuwi n O~jun4.v4 * i
organizations to help ensure that the latteo 
cipal needs. 

Discussion of nvironninta IMpacts 

fwided inputs under the projcct will be limited to consultants, 
wil lxA.I.D. and training. This assistiWmt ,rectcd at 

technical advicora, 
revnnuu generation and fia 

the design and ;izlem&nt4otion of inroved theso.i.en.iolvW.,In and ofmanaIement systems in the pulic cector. 
n j ct . no vignificant physical environWJfactivities will have 


to the project aro likely to
 
Any identifiable physical Impacts ralated 

uy Lboelinked toSoi A.I.D. as itam a 
occur at the municipal level. 

funded mun.cipal infr.tructure worlut tunuod py. 
counterpact 

1 , t r Oiven ahl)ve. %b c'~rifka rlitructure works 
Ilutait, o~e 4S 04 04...
will be identitied duritiy jpijeCt 

its hailjlL~lincrease the doveloca.flt impact agi
strategy- nf helping B=D an envir: nto.al &s-.that . prep irinvestment,- US, willreque t 

and will pro
eewnrit of vaca infrastructure work linked to the project, 

at this tim tuiere are roavons 
vide any needed assistance. Nevertheless, 

thuse worIlou will be 
to preswiv. that the adversu physicLl impacts or 

in thu p.acAt htuva Wuan of limtaA.
First, similar invesLanitsnegligible. &c:otions 

and huye usually involved the extension of uo rvJcan to now 
size, W,-rastructuro.
of the municipality or the iqrovnxtnt of exutb,3 

in areasnthat are already
Second, all of, the constuction work will occur 

roev=es fuelwood
In some caces (e.g., getrification which

urbanized. 
the physical lapact my be positive.,use), 


of the project is expected to be favorablo.
 
The net socioeconomic impact 

the pilot programs, will affect
All project activities, including 

isdtapted to main
urbanized groups that 1mve to a large extent ivloptod or 

7he pilot progr Iams will oL9ton involve the 
stream cultural practices. are higliy valued by the low incons 
extension of basic servicos which 

the attractions which drew rural 
beneficiaries and were probably among 

not expected toZhus, the project is
migrants to the imniciplities. on the other 

an adverse affect on cultural traditions or values.
have 

the project will hAve substantial poritiva Socioconmic boroffjts .
 
hand, 

of municipalitiow will r pcidvo variodr,Lb.
 
The poor in marginal arc-as 

the pilot pr'~l1'to
not its from the extension of basic setvices tayde 
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PROCUREMENT LIS
 

The following are the major commodities to be procured under the project 
and their estimated costs. It is expected that all of these commodities will 
be imported from the U.S. 

1. 	 Stereo-comiler and automatic draftirg board
 
for photoyrunnetric compilation of rural
 
cadastre nips - for DINAC 	 $ 80,000
 

2. 	 One microcomputer with minimum 64K I"M,
 
12-inch high re.solution monitor, numeric
 
keyboard, hard disk drive and expandable
 
external IMNL[ry, mktrix printer, uninter
ruptable xwer supply, and software (data
 
base management, statistical analysis, word
 
processing spreadsheet, graphics) - for BEDE
 
technical as!;istac' unit 12,000
 

3. 	 Three microcoquttr:., e.ach with minimum 64K
 
and expandablfIPAM, 12-inch hiqh resolution
 
screen, nUnriric keypad, hard disk drive and
 
expandable ext( 'nal IIXfK)ry, matrix printer,
 
teltcorrnun icat ions port and -;erial card,
 
uninterruptable 1ower supply, and software 
(data ba;e rranagjeI nt, statistical analysis) 

for the Ministry of 1inanc., 36,000 
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BENEFIT/OOST CALCULATIONS
 

A. 	 Ministry of Finance Tax Administration 

The revenue programs in the Ministry of Finance component of the 
project are expected to have a significant impact relative to current returns
 

to income and sales taxes within the life of the project. Therefore, a simple
 

calculation of benefits (increased revenues) is made for the first year of
 

implementation only aiAd compared with project costs. The assumptions and 

calculations for each of the three revenue programs are given below. 

1. 	 Returns Filing Compliance
 

Given:
 

(1) 	Filing data for the two major categories of taApayers for 
1979 (the most recent year with complete data) 

Pct. of Filers Avg. Tax
 
Categoy Taxable Paid
 

Renta Global 28% s/ 25,000 
Personas Juridicas 62% s/ 375,000 

(2) 	Average production of an auditor is now s/ 1,700,000 per
 
year
 

Assume:
 

(1) 	23 auditors assigned to this program (half the number
 
assigned to Ministry's current "canvass" program for tax
 
filing compliance) 

(2) 	 Progrim l'ully ifple..,ntod for 6 months under project 

(3) 	 5 individual taxpayers (Renta Global) and 1 business 
(Per;ona Juridica) can be contacted by an auditor in one day 

(4) 	 50% of new assessments actually collected during project 
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Calculations:
 

Renta Global Personas Jurfdicas
 

No. of auditors 21 2 
Contacts per day 5 1 
Working days 120 120 
TOTAL OJNTACTS 12,600 240 
% of contacts taxable 28% 62% 
Taxable contacts 3,528 149 
Avg. assessment (s/) 25,000 375,000 
GROSS ASSESSMENIS (s/) 88,200,000 55,875,000 

GROSS PROGRAM ASSESSMENTS 	 s/ 144,075,000
 
Less 	Normal Audit Production 

23 x s/ 1,700,000 x 1/2 year 19,550,000
 
NET PROGRAM ASSESSrMS s/ 124,525,000
 
% of assessments collected 50%
 
IOTAL PROGRAM REWI'URNS 62,262,500
 

2. 	 Tax Reporting Audit 

Assume:
 

(1) 	 25 auditors asigned to program for 6 months during the 
project 

(2) 	 8 audits per auditor per month 

(3) 	 New selective audits only half as productive as current 
comprehensive audits (unappealed yield of s/ 154,000 per 
case)
 

(4) 	 50% of hew assessments actually collected during the project 

Calculations: 

GROSS ASSESSMENTS
 
25 auditors x 6 mos. x 8 audits/mo.
 
x (s/ 154,000 x 50%) 	 s/ 92,400,000
 

Less 	Normal Audit Production 
25 x s/ 1,700,000 x 1/2 year 21r250 000
 

NET PIROGRAM ASSESSM-I'"S s/ 71,150,000
 
% of assessiaenLs collected 50%
 
'IOAL PIROGRAM 1U;rUNS 35,575,000
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3. Delinquent Accounts 

Given:
 

(1) Current delinquent account inventory of s/ 6,959,000,000
 

(2) An estimated 50% of inventory is tax accounts
 

Assume:
 

(1) 50% of delinquent tax accounts are in appeals status and
 
25% are prescribed or otherwise old and uncollectible
 

(2) Program would be able to collect 25% of collectible amount 
during the project 

Calculations:
 

Total accounts s/ 6,959,000,000
 
Tax accounts (50% of total) 3,500,000,000
 
Collectible tax accounts (25%) 875,000,000
 
% of collectible accounts collected
 

under program 25% 
TOTAL PROGRAM REUIRNS s/ 218,750,000 

4. Summary 

Program Net Return (s/rounded)
 

Returns Filing Compliance 62,000,000
 
Tax Reporting Audit 35,000,000
 
Delinquent Accounts 218,000,000
 

rRY1AI, IE'URNS (BENEFIT ) s/ 315,000,000 

Conversion at s/80 = $1.00 $ 3,937,500
 

PROJECP LOST $ 920,000 

BENEF IT/COST WOIO 4.3 
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The benefit/cost ratio is a conservative estimate for two
 
reasons:
 

(1) The ratio only takes into account first year benefits
 
(returns) whereas the pilot programs can be continued and 
expanded over future years at low marginal cost;
 

(2) The programs may be expected to have a favcrable indirect 
impact on revenues; that is, it collections resulting from
 
the programs are enforced, the incentives for voluntary 
taxpayer compliance will be increased.
 

B. Municipal Revenue Generation
 

The municipal component of the project will include a limited number 
of pilot revenue activities in a sample of secondary municipalities. The 
short term revenue impact of these activities relative to project costs is 
expected to be considerably less than that achieved in the Ministry of Finance 
component because of (1) the "start-up" costs of establishing institutional 
mechanisms in BEDE which will support the long term replication of the pilot 
activities, and (2) the limited revenue raising capacity of individual 
municipalities. For these reasons, a longer term financial analysis is 
warranted. A period of five years is selected. It is assumed for this 
analysis that three cadastre improvement pilots and four pilots each for 
betterment levies and users' fees will be implemented under the project. The 
assumptions and benefit/cost calculationa are given below. 

1. Cadastre Improvement 

Given (based on random sample of. eight Sierra municipalities): 

Urban Area Rural Area
 

Average population 34,000 52,000
 
Avg. property tax revenues (1980) s/2,800,000 s/1,700,000
 
Avg. property tax per capita s/ 84 s/ 32 
Highest observed prop. tax p.c. s/155 s/ 72 

Assume:
 

(1) 3 cadastre pilots in Sierra
 

(2) All municipalities start at average property tax per capita. 

I, 
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(3) Pilot municipalities increase property tax collections by
 
50% of the difference between average and highest observed
 
per capita revenues during first year. Attain highest
 
observed level in second year and maintain that level.
 

(4) Property tax revenues would have remained the same in real
 
terms without pro-,ect intervention.
 

(5) Recurring annual costs of maintaining cadastre and
 
administering collections in a given municipality:
 

(a) Reconciliation of land transfers
 
(deeds) and mapping 3 p/m
 

(b) 	Surveying new parcels 2 p/m
 
(c) 	Additional collections
 

administration 2 p/m
 
(d) 	 Updating land valuations 3 p/m 

Total 10 p/m 
Cost per municipality at 

s/ 10,000 per person/month s/ 100,000 
- U.S.$ equivalent (s/80=$1.00) $ 1,250 

Calculations:
 

Years
 
1 2-5
 

Urban Area
 

Avg. p.c. rev. (s/) 120 155 
Avg. p.c. increase (s/) 36 71 
Avg. population 34,000 34,000 

Avg. total increase (s/) 1,224,000 2,414,000 
- For 3 municipalities 3,672,000 7,242,000 
- U.S. $ (s/80=$1.00) 45,900 90,500 

Rural Area
 

Avg. p.c. rev. (./) 52 72 
Avg. p.c. increase (s/) 20 40 
Avg. population 52,000 52,000 
Avg. total increase (s/) 1,040,000 2,080,000 
- For 3 municipalitior' 3,120,000 6,240,000 
- U.S. $ (5/80U$1.00) 	 39,000 78,000
 

,
 

http:5/80U$1.00
http:s/80=$1.00
http:s/80=$1.00
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O AL 	NET REVENUE ($) 84,900 168,500 

'IOTAL RECURRING COSTS ($) 	 3,750 3,750 

At a discount rate of 12%:
 

Net present value of revenues = $532,703
 
Net present value of recurring costs = $ 13,515
 

2. 	Betterment Levies
 

Given (based on sample of eight Sierra municipalities for 1980)t 

Average population 34,000
 
Average betterment levies s/ 1,795,000
 
Average per capita betterment levies s/ 52.8
 

Assume: 

(1) 	 Four pilot municipalities under project. 

(2) 	 20% improvement in real term.- over 1980 average per capita 
levies.
 

(3) 	 Major taxable improveTints (betterinents) occur in a given 
municilplity ewry othier year. 

(4) 	 Annual recut r i)(I (,:ot!; a;ocitc wi th new betterment levy 
program: 

Calcula-Ition ol levieM; 2 p/m 
Aditiona] col i Itiomn 2,ihnini.;tration 
Total 4p/m 
Cost Ixr unicipality at. 

s/ 10,000 per per;on/monUi s/ 40,000 
- U.S.$ equivalent (:V;/80.$1.00) $ 500 

http:V;/80.$1.00
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Calculations:
 

Years 1, 3, and 5
 

Average p.c. revenues (s/) 64
 
Average p.c. increase over 1980 11
 
Average municipal population 34,000
 
Average total increase (s/) 374,000
 

- for 4 municipalities (s/) 1,496,000
 
- converted to $ (s/80=$1.00) 18,700
 

Recurring costs for 4 municipalities ($) 2,000
 

Present value of benefits = $ 40,579 
Present value of recurring costs = $ 4,340 

3. 	 Users' Fees
 

Given (based on estimates of USAID Sanitary Engineer for
 
secondary municipality water services):
 

Average users' fee per household per month (s/) 20
 
Monthly household fee required to cover 

oneration and mintenance of systems (s/) 100 

Assume: 

(1) 	 Three pilot activities 

(2) 	 Hounehold rate raised to s/30 in year 1, s/40 in year 2, 
and :;/')0 years 3-5 

(3) 	 lPte:; would not have charxled in real terms otherwise 

(4) 	,I &t-,tcctt ()I households hiiv, water 

http:s/80=$1.00
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(5) 5 persons/household
 

(6) Incremental annual recurring costs associated with new
 
users' fee program:
 

Calculation of new rates 1 p/m
 
More active collections 2 p/m
 

'T1AL 3 p/m
 
Cost per municipality at
 
s/ 10,000 per person/month s/ 30,000
 

- U.S.$ equivalent (s/80=$1.00) $ 375
 

Calculations:
 

Years
 
1 2 3-5
 

Monthly household
 
rate (s/) 30 40 50
 

Increase over
 
current rate (s/) 10 20 30
 

Annual increase (s/) 120 240 360
 
Avg. no. of households
 

per municiility 3,600 3,600 3,600
 
Avg. annual increase 

per municipality (s/) 432,000 864,000 1,296,000 
- for 3 munic. (s/) 1,296,000 2,592,000 3,888,000 
- convertLd (!;/60=$1.00) 16,200 32,400 48,600 

Recurriryj costs for
 
3 munici i;lit io:; ($) 1,125 1,125 1,125
 

Present value of benef iti; = $ 98,737
 
Present valuo of recurring costs -$ 4,054
 

I 

http:60=$1.00
http:s/80=$1.00
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4. Summary 

Net Present Value (in $) of: 
Benefits Recurring Costs 

Cadastre Improvement 
Betterment Levies 
Users' Fees 

532,703 
40,579 
98,737 

13,515 
4,340 
4,054 

Initial (project) costs 580,000 

TOTAL 672,019 601,909 

Benefit/cost ratio 1.12 
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ANALYSIS OF MUNICIPAL REVENUE SITUATION
 

Excerpted from: "Ecuador: Analysis of Municipal Financial Status and
Recommendations for Improvement", report prepared for USAID by James F. 
Hicks, Jr., Richard K. Harper, and Ronald W. Johnson of the Research 
Triangle Institute under Contract AID/SOU/PDC-C-0392, April 29, 1983.
 

1. Assessment of Municipal Financial Conditions
 

An earlier analysis of national level totals by David Greytakl/ David
 
Greytak, "Observation and Considerations of tie Structure and Operation of the
Ecuadorean Development Bank and Some Observations on Municipal Finances",

prepared for USAID/Ecuador, February 25, 1983.J noted that municipal revenues
 
went from 2.5 billion sucres in 1975 to a little over 11 billion in 1981, an

increase of 377 percent in current sucres, or a still staggering increase of
277 percent in constant sucres. Although those increases do include some at

the local, own source level (23 percent), of far greater magnitude is the
 
increase in central government transfers, nearly 67 percent.
 

The 11.3 billion sucre municipal revenue in 1981 can be broken out into

three basic categories,2/0 Source: Contralorfa General del Estado, 1982.fl

distinguishing among own source, non-loan external transfers, and loans:
 

- Own source -- 20.6 percent
 
- Non-Loan External 
-- 53.1 percent
 
- Borrowing -- 26.3 Iercent.
 

If both loan and non-loan source revenues are combined, less that 21 
percent of total municipal revenues in 1981 were generated from local 
sources. It should be noted, however, that tuture loan repayments of the 26percent borrowing could cone either fom own sources or non-loan external 
transf er,;. In oithi. ;, the current dependency ol mun icipal goverrments onexternal sources is large and, from Greytak's analysis noted above, is

increasin(g. 1Wethr or not this depe.ndency ai.s problem, of course, dependson several factots, includirg the continuing availability of central
governiment revenue.;, th,- relative efticiency of national revenue collection 
ver,;us local collection, arnd one's views on the behavioral virtues of
collecting and :;jpntirg at Ue ,;aine level of government. The asulrmed contextfor our analysis is a future decrease in the rate of increase of central
goverftwuint t t'l lu;i Pt!, it not in actual reversal ot the current trendi. Thus,,
for our de .- of central 
available to local (jov[erwift:; liKt 

put pa;e:;, the ceas ijg ,iKunt goverrunent transfers 
'gl'n either that. future local service levels 

must it(.,,in 1bs,;olut,, torir; or at. least. relntive to current increases, or
that future local revenu,,:; mu,;t. ncrt..a;e if current local service arelevelt; 
to be rwintained( or ilrovvo. 

(I,
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Examination of the expenditure side of municipal finances in 1981 reveals
 
that only 9.3 billion sucres actually were spent, 2 billion less than
 
revenues. Explanation for this difference points to two factors. First,
 
according to the report of the Contralor'a General del Estado (1982), the
 
increases in total municipal revenues have been so rapid that not all
 
municipalities have the capacity to utilize all available funds. Second,
 
according to interviews with officials of the Contralorfa, as well as with
 
official from other Ministr.es, including BEDE, CDNADE and FONAPRE, and with 
municipal officials, centr;,l government regulations may prevent effective 
expenditure in the year for which authorization already has been granted. 

Of the 9.3 billion sucres actually spent in 1981 at the local level, the 
expenditure distribution by objectYf/ Source: Informe de la Contraloria 
General del Estado, 1982.n was as follows: 

-	 Current Expenditures -- 30.4 percent 
-	 Capital Expenditures -- 46.2 percent 
-	 Debt Service -- 16.1 percent 
-	 Other (including cash balance) -- 7.3 percent 

This distribution indicates that there is a very heavy investment emphasis 
among municipalities. It may be argued that high investment represent sound 
social, political and economic decisions. However, current investments may be 
expected to generate future high debt service and operation and maintenance 
costs. These financial demands may be expected to produce serious financial 
management problems for municipalities if central government transfers cannot 
keep up their current pace or if local revenue sources cannot be strengthened. 

If we make three policy assumptions, a flow of funds diagram may be 
developed, illustrating the current relationships among different sources of 
revenues and the potential uses of these revenue!; on the expenditure side. 
These assumptions are:
 

1. own source fuiids should cover current oxratinj expenses, including 
operation and maintenance of capital fr:ilities, general municipal
 
service provision, and debt service. 

2. 	 Borrowinq ';hould ix u!.;(, as a source of funds only for capital 
i.vestUment;. 

3. 	External, non-loan sources should be used for investment purposes 
rather than current expenditures. 

http:Ministr.es
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Although these assumptions may be disputed, they represent the current, 
general position of the Government of Ecuador. Even the large flow of 
petroleum funds into the national treasury is not intended to be used as a 
subsidy for current municipal expenses. Of the assumptions, only the third 
varies substantially from country co country. That is,although it is not the 
current policy position in Ecuador, policy decisions based on the distribution 
of social welfare benefits, the relative tax collection efficiencies of 
different levels of government, and other arguments could justifiably support 
central government revenue transfer support of municipal current operating 
expenses. General Revenue Sharing in the United States, for example, is a 
non-loan central government transfer thay may be used either for capital 
investments or current operating expenses. In Ecuador, the formal policy is 
that central government transfers are to be used for investment type 
purposes. Informally, however, it is acknowledged that some funds may be 
used, and are, for non-investment type activities.
 

Given those assumptions. Exhibit 1.1 indicates a significant gap in 1981
 
at the national level between the expenditure requirements assumed to be met 
by municipal own source revenues and the actual current revenue available, a
 
gap of 2.7 billion sucres (linkages represented by arrows lettered a).
 

_X'IIBIT 1. 1 

FLDW OF I-INDS ANALYSIS OF MUNICIPAL RLVENUES
 
AND EXPENDI'JIURE PUIU{)SES: 1981 NATIONAL LEVEL
 

Revenues Expenditures 

Own Source a Current lxpcnses* 
(2.3 billion) a (2.8 billion)
 

a Debt ;ervico
 
(1.5 billion) 
Other 

Borrowing (0.7 bill ion) 
(3.0 billion) b 

External, Nori-loiani c Capitdl o:'litvw.%UxntS 
(6.0 billion) (4.3. billion) 

* include.; oixjArtt ion dtld iinto.ndince (co:;t./ f) pr,viou:; in vestments. 

[Igeryl: a u.;e of currnt, revenrt,. to iNY for xolicy

b re.z :icted tr:;,, of lxniminq f caplital 

C ji)li(cy-dIef iIn d, ilnty'lod u-lW. 10r IOnl-loafl 
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Similarly, represented by linkage b, there is a gap between amount
 
borrowed and amount spent on capital investments of 1.3 billion. Linkage c
 
represents the use of part of the available external, non-loan revenues to
 
cover the gap (b)of 1.3 billion. However, an additional 4.7 billion in
 
non-loan exteraal revenue is available for investments. Of this, 2.7 billion
 
goes to cover the current expense deficit, and 2.0 remains in the Central
 
Bank, not drawn down by the municipalities for the reasons cited earlier.
 

Thus, of the 6.0 billion originally available from external non-loan 
sources for invesment, 22 percent was actually used in 1981 for investments, 
45 percent was used to cover a current budget deficit, and the remaining 33 
percent was not drawn upon at all. 

In summary, municipalities ore Covr inq only 46 per ctiL of te cost:; 
associated with current operations from current revenues, relying on central 
government, non-loan transfers for the balance of '4 xI-1tcnt. houl tl,e 
availability of central governmeint funds decreas,., a; expected, inunicijxilities 
will be in an incfLas illjly un;oun(! financial lx,:.it ion, t.:;ln.;ially in I iht. f 
the continuing heavy invesbrent expnditures (46 letcr.- of total 
expenditures) which inevitably will prxlo additional future opelratlons and 
maintenance and debt service co;t;. 

2. Projections of. Municipaul Revenues Under Alter native As.n;tm1qtions 

2.1 tethodolojy 

'Ihere are two xisic alternative ways in which to project municipal 
revenues at the national level. First, historical, or time ;eries, data on 
the various source,; of municipol roevenues; may 1...,ll.ayz,... From h :; 

analysis, an econoitmetr ic mnodel in-ay be est ii-ited for pjrojct ion;, with 
municipal, entiogenou!; and udtU . t0 lfCt t ltliVvariile; ParIl 'ter:! il.Ju1.td.,1 1 Of 1 

policy determinat ions, a; wel 1,; ce rtlin 4t'x(t;eon)tlI (i(uCn(Xtli(" variable! 
(e.g., revente; of [,.ttoletluhm ,xjrts, rat, ol 1 i.,,t '1l11 rat inh1lola d 
product jrowth). (Oce fie projoction irxdel i:s calirai tt, inldeI.n(h'nt 
estimate.; of the variot; MA'l[C4'1; Of ituni'inic i I'VeIIL e:; tfm.ay IN- im.a , .1Ad 
municip al total re',. u,; Imty 14 tl l(o:o to v.,, wunie'il ptet t ht io,:; ,.xt.-ie iture 
cateqorie:s, ba:eton is;auqlnot 1 n:; lx)ut. l(x i,, 1-ind tati,t 1m.1 l I, i j loio t I5; 
and imple en,tation in,;trUmeWn ';. '11i:'; al to,1 ,11tive* .to*Il lo lJy 1a, l,. 
advantage of )j iidvjx: i . im 01 viu:iij'llillowii c!'Ant ts 0l '.c1 I,evei-i, 

category. lit ever , it re(quit,15 is his;tori('til ,1t.a l.,, with , llih d(h.,re,. of 
empirical rigor, alix , equally i; l0tllx taart,, a: .oflal c,,la ,Ity to lja) ict 
accurately policy (irections and vWIO,,t esuch anicorudn vx(Wx|vou!; i 1,1,.:i 
population growth and ditribution. 
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An alternative methodology for projecting municipal revenues is to
 
begin the analysis with a projection of municipal expenditures. The expected
 
expenditure level may be based on an estimation of what may reasonably be
 
expected of municipal governments in terms of providing local services. Once
 
the expected level, or levels, of future municipal expenditures is
 
established, then the various sources of municipal revenues rr.ly oe projected 
according to various assumptions about the revenue potential of each source. 
If the central focus of the analysis is on the national perspective of 

municipal revenues, this approach has the advantage of allowing the analysis
 
to concentrate on ilternative municipal revenue sources necessary to attain an
 
expected level of effort inmunicipal provision of local services. Thus, this
 
alternative is more normative in orientation, when compared to the first
 
alternative, which emphasizes a deterministic approach to prediction.
 

For the purposes of this rePort, the second alternative is preferred
 

for the following reasons:
 

The central focus of this study is on municipal financial management 
capacity rather than on historically based projections of municipal 
revenues. in other words, the priuviry concern is with "what may be", 
given changes in municipal tinancial management perforir "ce, rather 
than "what will Ibe" based on past performance and exIpecttd exogenous 
changes. 

An initial asstmn)Lion of this study is that local dependence on 
central goverrulent non-loan transfers will decline over time. Thus, 
the metho(Ioyxoy selected should conce itrate not only on the question 
ot what tilf ,tl ernatiV mull cipal revenue sources may be projected to 
be, but a2i;o on tOle normuvtive question of. how these alternative 
revenue ;ources iry ibe improve(] in order to uwt local service demand. 

The ,1: ye,, ' consul liullici pal I ,vnue awd.;L 1, Whili 0idated 

ex endittire (, the,national 1981.cnt:; 1ire avail0)le at level if; 

There art-e no 'oml- irat)le iccount; t ,:idi lale for years.ly avaii forirmer 
Thus, altiIuiiqt .1 ecl)Inoi Liric ap))rooct to projecting municipal 
revenu,.!; to 1986 could 1hIo imlk n;it)iiity of. quicklydon., Li 
obtaininI -ire.I i 1) 14i for thi.; r h is approachtata kif:;vs )lurjA),2- m-,., 

I).yond t i. ;(r .,' of :rft.ent';jtiuy. urtehf iKro,:he tI4' tell-'2:oen 

alitern;t ivi'- re:;.lit ti-nol to rt-coiirvc-nd it.th.,dvantItijO; ablovw 

'I'tli . !;tl,j t our (1 IIt(1 toI ilft il iuilrnI irl; ()ell.t olo-ly 15; .lect 

an appjrop i't " 'v,. . , ii (- i t1 ,1 x. Iit tt ;,n; in 1116. 'or thi., we i:s;ur' 

that, at ,I Iiilliillulll, til-' I'Ve wtilrlicik'ill V [ruiVidtE.(l il I91Jh -;hould be,I of :,,' JC':; 
tijll oh!;4-Ii Ve- 1:, tih,'ino let'n t.int ill 19111. It it lultho.'r ,|s;;lr .(I t.hal if,a 

direct. r ,I.lt lon: lhif I ,t tI I lilIt n I I 'I(I :,' V'l '5 11011totalI lol Ii( 'p l r'itVot'I if'f1 
fplu iltl 1,, , dv,:;iraht-,
th,,n K,'tilhit ).I1i;,,I 1,id1,- J;~n t hl minkvi'lly 

Imtlnici ll -XJ1,× 4- 980., i, iL 1.11n dit'met itr.r':; thtt. the:1)litl ,'.vol or 

19111 nation.l d revei.nu,,; tot id 11.3
,,it1vits', mInicil.il billion sucren, 

http:revei.nu
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compared to 9.3 billion sucres in total expenditures. The difference of 2
 
billion sucres may be attributed to the incapacity of the municipal
 
administration to utilize fully all the potential revenues available to them,
 
and/or to statutory obstacles.
 

As a minimum expenditure level necessary to maintain the current
 
level of municipal services in 1986, therefore, we establish the value of 9.3
 
billion sucres in 1981 prices. It should be emphasized that the 9.3 billion
 
figure is not a predictioni in fact, it is hopefully a pessimistic figure.
 
Rather, within the methodological approach established, we are not so
 
concerned with absolute levels of future expenditures as with what sources of
 
revenue a given level of expenditure will be paid. The key question thus
 
becomes what kind of revenue mix will be capable of producing this level of
 
expenditures, given the assumption that the current proportion of total
 
municipal revenues provided by central government non-loan transfers will
 
decline over the projection period.
 

The basis of our revenue simulations for 1986 may be described by a
 
serie6 of simple equatiors.
 

Let 1R = Total Municipal Revenues 
OS = Municipal Own Source Revenues 
B = Municipal boarrowing 

and ENL = Municipal Revenues from Fxternal Non-Itan Sources; 

Then: (1) 'M = 0S + H + ENE 

(2) E2NL = e T, where e is a variable proportion of TR 

and (3) 11 " b(OS 4 EN!,) , a!...uni _jthat municipil debt levels 
,;lhould be defined a!- d prolx)rtion, b, applied 
to the !;U1l1 of, OS and .NI. 

For our s imiulation purj )st,.;, t he key Vjriiat 4,; ite ULe )rolx)rLions e 

and b def inedt (2) (3) Fr oh th, /in equaLions -ild . aalys; pres-ented above, 
the national inunic ipal revenll- ,iccoult,.i in 1981 pr._-. *nted thme followint values: 

TR 1U,1l 'lt, ; - 9.3 e.,M ,li.C~liflt. ilix;:xl itilli0 bill j ii 5th( the 2.0 

iVJ .c IVt: ;) iiL;bill iOli l I: ; of01i, tILIVnot + 

OS 2.3 billion ir.':;; 

B 3.0 bIll ion IICI t 

ENL 4.(0 I:: , the 2.0 billion sucrosbill 4'!;iqt in di,countirvj 
of av i i I t,-tJtes not tIxent. 
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Therefore:
 

e = ENL/TR = 0.43 and
 
b = B/(OS + ENL) = 0.48
 

In 1981, the proportion of external non-loan revenues to total 
revenues was 43 percent, and the proportion of borrowing to the sum of own 
source and external non-loan revenues was 48 percent. Both figures may be 
considered high: the first because of the policy assumption that external 
non-loans will decrease over the projection period; the second because of 
limited municipal debt capacity, particularly with the perspective of
 
decreasing external non-loan revenues. Therefore, for our simulations the
 
following values for e and b are established:
 

e = 0.43; 0.301 0.201 0.10; 0.001 and
 

b = 0.48; 0.40; 0.30; 0.20.
 

In ruuiary, our 1986 simulations are based on total municipal 
revenues (equals total municipal experditures) of 9.3 billion sucres at 1981 
prices; the proportion ol external non-loan revenues to total revenues varying 
between 0.43 and 0.00; and the proportion of borrowing to the sum of municipal 
own sources andi external non-loan revenues varyirx* between 0.483 and 0.20. 
From Equations (1) to (3) albove, it may be noted that with 'M fixed, assigning 
simulated value; to (Uand 1) z1kes it possible to solve for all the other 
variables in the V(euation.;. 

2.2. ;irmlt ion I':sult : 

'laible 2.1 j ~r'ent s tte re:;ult.; of the :;imulatlon, with 20 
combirat Jon; ol0 ITicn i;ji l bo, owing rates;, ),and the rate of external 
non-loan tIrariser, '.. ll tt. :us tHt ownthi; table, he i; onl ItiunciJl 
source revou(i,:se!e(;5" IZ to ete;jx)nd to th(- (il er elt cvo(W)inat ion.; of Lho tro 
rates,, in ozde to Iiiiiit-.iii tih *s;Umhed iun1iil seIrvict level e'esntedVt by 
9.3 billion :;u'r,. 

'Tl i 1 oltili l T.1ble 2.1 , I,t the II t o-l valV(In .:;('Ithe
. 1 Hlit, or :.bx)rrowii,1 rat 10 !cond,.'o1# the I IV,' ,]t,.r,itivi tia i r.itt are 

)r(s lten't]t-,1U11I oo 11 r r l t ,at. 'I'll' ((A411) 5;()t , iltijCi. of(u tWi Jout w 
dejkirt.iv$ I , t el lql4 t11t, ion (I iz:.t 1,,w ()I th1. taible) is- jee; ,ite'c ill te 
thiid :ol uzmi. |"u e,'×,u'j le, if e i .IvlfI i 1,t' uftec ease ft(zn ( .4i ( (.2, 
with thf' 1:,i (.W l;I - in: at the' I(,19811 ( i04 t' .Di'id)i ,h.,iny- 0.411, own,5 , 

elCV11111':. I .ii l, l i. e,.1',4 11 ,111" .' I if) '1.4 l I I 0c, .,' ,", .cIl Ie I 'il" I" )1f 1 

pero llt.. With owini, lwI i ,11 ins '! 1 t() ' li1111 $Y I' 1 IaIl4 . .1,l 0.2, ',. i ll 
tcrv't; fit owqn :.()t ' funo', willI f,.-(. 116' 1tw.ilut r 19111 :,'iV|l,, lev ln. 
i l lJy, i I 1 : 1.u .; .' 1.l' (-1 1uii.i-i t w t-ouic-eI v" '8Ilust Itao' to (6.2l, |v'filtIe 

bill ion :;ts if th| b,I,,)itowiov;lrei l,t 0 andl 7.8r,.s ioitate l 0.418, Lo hillioll
 
ulcreti if llr |(Win; fallt to 0.2.
thoI at Istt, 

http:dejkirt.iv
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TABLE 2. 1 

Sim,ulotin of Municipal Own S,(-*j£:ercv I ,ver N:.i rls Given 

Diffetrent Rates o--f B,:,rrc.-wi n crid Ex 'r),1 IZo-,". ,:,rn Tr;,n,-frr 

, r, igRate (b) T .-- f:. -R.e (e) .Pi I I i. ,-,f, 

.48
4P 

.43 
3( 3. 

.48*48 
.2. 
.10 

4.45.1j 

*tic .00 .2 

.40 .43 . 

4. . 0 .7 

.430Uh3 

.3.10 
.10.43.3L.4 

5." 

30 ..10 .5..00 7.2 

.20 .43 3,a 

0 .10 5.0 

00 7.8 



ANNEX I
 
Page 9 of 11
 

2.3 Municipal Financial Management Implications
 

In Table 2.2, the similation results of Table 2.1 are presented in
 
descending order of external non-loan transfers. Note that the sum of the
 
three revenue sources must equal 9.3 billion sucres. When there are equal
 
values of transfers, this demonstrates the trade-offs available to
 
municipalities between increasing debt and increasing own source revenues.
 

The first row of Table 2.2 presents the 1981 profile of municipal 
revenues. Moving down the transfer column demonstrates the high sensitivity 
of own source and borrowina revenues to this external revenue. If transfers 
decrease from 4.0 to 3.9 billion sucres with a borrowing level of 1.6 billion, 
then own source revenues must increase to 3.8 billion sucres, an increase of 
65 percent over the 1981 amount. 

If the 1981 borrowing aniount of 3.0 billion sucres remains cor.stant, 
then the simulation shows four combinations of transfer and own source 
revenues, as presented in Table 2.3. 

In sumnmry, municipxilities will face difficult trade-offs if external 
non-loan transfers decrease as expected. If, tor example, the 1981 rate of 
borrowing is maintained, municipalities will need to increase their own source 
revenues by approximately 50 percent if the proportion oL total revenues 
supplied by external non-loan transfers drops to 0.30. 'Thisimplies that the 
debt capacity of municipalities will have to be much more carefully managed 
than in the past. 

,\Li
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"lADLE 2.2
 
Si 11.t2 0 t I ,r.-n cf 5-:rr.-,w i rtl adr d !iur, i c n I flr, !1-7-11.- ,,-I-C , -r, 1-, rs
 

Req t i r wc.,ra t ,r rit vu 1 i)(L L,.,r, .
Di 	 f c:r 1., , f [ t r:wr1 I!,r- ' it f uri',r
Di 1 1 i,:,r,!; c-,f 198 1 5 ,ucres 

E xt -Pra' . --n,,r-Loar, Tr.,r.ft..r, D,:,rr,:,w.i nP 't.r,i ::,r : 

4. 0. 	 .3. 0 3 
4.0 	 2.7 6.6 
3.9 	 2.2 3.2 
3.9 	 1.C 3.8 
3. '1 	 -11 . 
2.8 	 3.F 
2.7 	 .C. 0 
2.77 	 L.7 9
1.9 	 3. vi /9.4 
1.8 	 2.1 4.8 
1. 	 2. I5. 9 

0.9 	 2..7 . 
0.9 	 

0.9 	 1.0C. 13 
0.9 3, e. 
0..1 3.o 6.d 
0.0 	 F. 7 G. 
0.0 	 .1I 7.P 
0. 	 1. F 7.6 

http:Tr.,r.ft
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TAPI'..E 3.3Trdv,-Of f. ,tw .r Ext er:',a1 ,,-L:a Twr sferts and 

Owi 5,;,1 . rvero.,t,.,r, Ivp 1 ,:,f 'r,*- ,:,l, rni',wj
C-ITP Sucr'es 

Dr:' ' ,r~t I tsr. -,j , t ) 

r:40i',,0i 1,1 "r r ';f't-. Sc.u., Own' fr,',mlL V s)TTr Owr, 

3.0 . ". 5 

3.0 1.9 4.4 91 

3.0 0.9 5.4 134 

3.0 0.1 6.2 170 

- -- -*----
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ORM CHEKLIST 

A. GENMM CRITEIA 
ELIGIBILITY 

FOR OjUNTRY 

1. FAA Sec. 481. Has it been de-
termined that the Government 
of the recipient country has 
failed to take adequate steps 
to prevent narcotic drugs and 
other controlled substances 

It has not been so determined. 
The G(E has an active narcotics 
program with USG support. 

(as defined by the Comprehen
sive Drug Abuse Prevention and 
Control Act of 1970) produced 
or processed, in whole or in 
part, in such country, or 
transported through such coun
try, fron', being sold illegally
within the jurisdiction of 
such country to U.S. Govern
ment personnel or their de
pendents, or from entering the 
U.S. unla fully? 

2. FAA Sec. 620c)_. If assist-
ance is to a government, is 
t he Jovervrr.nt liable a!s 
iqbtor or uncornditional1 

'JLiJiIrtorI ()r iny (Jebt to a 
U.S. (: i ti. -n ()? (Ixx!!; or 
:;erViV(e'e. Wtlin*.aoid or ordered 

No such case is known. 

wheare (a) .;uC11 CILiZ?'lA has 
tixhau;to available legal 
rej*dio,; til (b) the debt is 
not ,Iena'.I or c(,nt!.;tv-d by 
:itk31 ' )v. iutv-nL'i 

3. FAA3.++-++. 02('.c.__ILi",u_,_9[!_ . t an- oNo. 
IT to i |( )Vl rtiwrrnt, 

hax:i it ( icludirj qjovernire~nt 
Il' or aitiiviniont) 

takten any octLion which haq tho 
effrrt !ofniat(orvilizirrj, ex
ijlOlj)i.1tL1Pj, 01 otlherWl-,W) 

l;"i! ilIJ"ail'.)i i n,itrol 
of I)oi)"?ty ()I U.-1. CltiZMiiMl 

0L ofntlit 1.,t 1', iciailly owned 
ri LheUn witLhoit tak ityl .tLep

i,! th-chlie. itli ohi giations 
Of;~ill ni.kh ci t I /eiati Or anti
tieiia 
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4. 	 FAA So. 532(c), 620(a), No. 
620(f), 620D FY 1982 Amro-
Priation Act Secs. 512 and 
513. Is recipient country a
 
comnist country? Wi1l as
sistnce be provided to Ango
la, Canbodia, Cuba, Laos,
 
Vietnam, Syria, Libya, Iraq,
 
or South Yemen? Will assist
ance be provided to Afghanis
tan or Mozambique without a
 
waiver?
 

5. ISDCh of 1981 Secs. 724t 7279 WA 
728 and 730. For specific 
restrictions on assistance to 
Nicaragua, see Sec. 724 ot the 
ISDCA of 1981. For specific 
resLrictions on assistance to 
El Salvador, see Secs. 727, 
728 and 730 of the ISDCA of 
1981. 

6. 	 FAA See. 62011). Has the No. 
country permitd, or failed
 
to take adequate measures to
 
prevent, the damage or de
struction by mob action of
 
U.S. property? 

7. FM,Sec. 620(1). Has the Yes. 
country iledbto enter into 
an agreement with OPIC? 

8. 	 FM Sec. 620(o), FishermenIa In coordance with the 
Pro 	 tive ACt 0o 1967 AS AMinistrator's taing into 

n (aa iathea 	 consideration mm ated Janua 
country OWdor imposed any 31, 1983 there have been no sc 

penalty or sanction against, saflres by Ecuador. 
awy U.8. fishing activities in 
international waters? 

(b) If so, has any deduction No.
 
requirer by the Irlshemen's
 
Protective Act been made?
 



I 
9. FM Sec. 620(g) i FY 1982 


Appropriation Act Sec. 517.
 
(a) Has the government f the 
recipient country been in de
fault for more than six months
 
on interest or principal of
 
any AID loan to the country? 

(b) Has the country been in 

default for more than one year
 
on interest or principal on
 
any U.S. loan under a program 
for which the appropriation 
bill appropriates funds? 

10. FM Sec. 620(s}. Ifcontem-
plated assistance is develop-
ment loan or from Economic 
Support Fund, has the Adminis-
trator taken into account the 

amount of foreign exchange or
 
other resources which the 
country has spent on military 
equipment? (Reference may be 
made to the annual "Taking
 
into Consideration" memou 
"Yes, taken into account by
 
the Administrator at time of 
approval of Agency OYB." This 
approval by the Administrator 
of the Operational Year Budget 
can be the basis for an af
firmative answer dui tng the 
fiscal year unless significant 
c g incircumstances 
occur.) 

11. F 6Has thetplomtic 
relations with the United
 
States? If ao, have they been 
resmod and have new bilateral 
assistance agreemnts been 
neotiated and entered Into 
since such rermpgion? 
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No.
 

No.
 

Yes. in accordance with the
 
AdmLnistrator 'a taking into 
consideration mero dated January 
31, 1983, these factors have 
been taken into account. 

No. 
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12. 	 FAhSec. 620(u). Wat is the Payment status is current. 
et status o the coun

try's obligations? If the
 
country is in arrears, were
 
such arrearages taken into
 
account 	by the AID Adminis
trator in determining the 
current 	A Operational Year 
Budget? (Reference may be 
made to 	the Taking into Con
sideration memo.) 

13. FM 	Sec. 620A FY1982 : o- No. 
priLattih Act Sec 520. Ha thle 

country 	ai lla or lEted by 
granting sanctuary from prose
cution to, any individual or 
group which has comitted an 
act of international teror-

Im? Has the country aided or
 
abetted, by granting sanctuary 
tram prosecution to, any indi
vidual or group which has or
mitted a war crime? 

14. 	 FAA Sec. 666. Does the coun- No. 
try ob ect, on the basis of 
race, religion, national ori
gin or sex, to the resence of 
any officer or eployee of the 
U.S. who is present in such
 
country to carry out economic
 
development program under the
 
FM?
 

15. DA 	See, 669t 670. H the No. 
E---E T after- uat 3, 1977,
 
delivered or received nulear
 
nricsmt or eprocessngV
 

equipmo mtetials, or tech
nology, without specifieod


art mto,or safeguards?.
 
Hba tranferred a nuclear
 
et,..iv device to a non
nudlaW6apon state, or If
 
sucha state, either reeived
 
or detonated a nuclear evlo
sive device, ater August 3,
 
19777 (PA So. 6205 permits a
 
upeolal waiver of Sec. 669 for
 
Pakistan.) 
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16. ISDCA of 1981 Sec. 720. Was Yes. 
the country represented at the 
Meeting of Ministers of Foreign
Affairs and Heads of Delega
tions of the Non-Aligned 
Countries to the 36th General Yes. 
Session of the U.N. of Sept.

25 and 281 19811 and failed to
 
disassociate itself from the
 
com nique issued? If so, has In acordance with the 
the President taken it into Administrator's taking into 
account? (Reference may be consideration memo dated January
made to the Taking into Con- 31, 1983 these factors have been 
sideration memo.) taken into account. 

17. ISDCA of 1981 Sec. 721. See WA. 
special requirements for 
assistance to Haiti. 

18. Further Continuir_ 2te President has not issued 
AM=op /ations Acts 1983, Sec. such a certification for Ecuador.114- Notwithstanding any 
oUr provision of this joint 
resolution, none of the funds
 
apropriated under section
 

(B)of this Joint resolu
tion may be available for any
 
country during any 3month
 
period beginning the certifi
cation of the President of the
 
ongress that such country is
 
not taking adequate stop to
 
coaoratie with the Unitee
 
States to prevent narcotic
 
drugs and other controlled 
substances (as listed in the 
schedules inSection 202 of
 
the Comprehensiv Drug Abuse
 
and Prevention Control Act of
 
1971, 21 U.S.C. (812) which 
are produced, processed, or
 
transported in such country 
from entering the United 
States unlawfilly. 
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B. FUNDING SOUM CRITRA FOR 

1. Develomnt 
Criteria. 

Assistance Country 

2, 

a. FAA Sec. 116. Has the De-
pertient o- State determined 
that his goverment has en-
gaged in a consistent pattern
of gross violations of inter
natonally recognized human 
rights? If so, can it be de
monstrated that conterelated 
assistance will directly bene
fit the needy? 

cnmtc UlOt Fund Countr 

The Department of State has not 
datermined that Ecuador is a 
violator of human rights. 

criteria. 

a. MSe. 52. Has it 
been determined tiat the coun
try has engaged in a consist
ent pattern of gross viola
tions of internationally re
cognized human rights? if so, 
has the country made such sig
nificant inprovenents in its 
humn rights record that fur
niaLng such mistance is In 
the national Interest? 

/A. 

b. XS/A of 1981 SeC. WAS 

to Aientina has 
the President certified that 
(1) the Govt. of Argentina has 

made significant progre in 
human rights; and (2) that the 
provision of such assistance 
is in the national interests 
of the U.S.? 
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c. ISDCA of 1981, Sec. N/A. 
726(b) If ESF assistance 
to be furnished to Chile, 

is 
has 

the President certified that 
(1)the Govt. of Chile has 
made significant progress in 
human rights; (b) it is in the 
national interest ot the U.S.; 
and (3) the Govt. of Chile is 
not aiding international ter
rorism and has taken steps to 
bring to justice those in
dicted in connection with the 
murder of Orlando Iiptelier? 
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PROJEr CHECKLIST 

A. 	 GENERAL CRITERIA FOR PIOJECI' 

1. 	FY 1982 Appropriation Act Sc.
 

523; FAA Sec. 634A; Sec.
 
653(b). 

(a) Describe how authorizing 
and appropriations comittees 
of Senate and House have been 
or will be notified concerning 


the 	project; (h) is assistaice 
within (Operat ional Year 

Budget) country or interna-
tional organizationria llocation 

reported to Congress (or not 

more than $1 million over that 

wY)unt)? 

2. 	 FAA Sec. 611(a) (1) . Prior to 

obligation in excess ot 
$100,000, will there be (a) 

orengineering, financial 
other plans necessary to carry 

out the assistancu and (b) a 
firm ;tiiTvite of.reasonable 

the cost tc tw U..5. of the 

ass istance? 

3. 	 FAA Sec. 611(a)(2). If tur-
is rether leg i, at lye act ion 

quireI withiii, rcoui'-nt COUI 

i; basi; ior reasom}ntry, wh at 
tlt. ;uch acable exlx ctati(oll 

tion will ko coimplet{e in tiiw! 
to Ixr.mit 1(tdfrly {acol i:;h

ment ()I Jfl, o!( of thu ;if St

ance?
 

4. 	 FAA !(c-. 01.1(h) ;'7 1982 
Ac;t S~. ,)01. 

If.I 	 or water or wAter-relatedf7 
ion,land reo;Ource? .ru ruc;L{t 

has p)rojc ( t itI( t i ;tmindards 

and crite:riai!;a ;#t fottil in 

the Princil (' d St.,mIhI(kird!; 
Wltf~dfor 	 i,]anninq Water and Ind 

25, 	 1973? 

a. The Project was described 
on a Planned Project Sunmry 
Sheet in the 1F 1984 
Congressional Presentation.
 

occurFornkII notilication will 
throughian Activity xL Sheet; 

Obi igtiull of. fun(lilJ i: 

cont iqeri'tipon Conqressional 
concurrence. 

b. 	 Y';. 

a. 	 A l ill, cial plan is included 
in the PP. 

b. 	 Reasonably firm estimates of 

costs are presented in the 

PP. 

No such action is 	required.
 

N/A. 
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5. FAA Sec. 611(e). If project N/A. 
is capital assistance (e.g., 
construction), and all U.S. 
assistance for it will exceed 
$1 million, has Mission Direc
tor certified and Regional As
sistant NMnministrator taken 
into consideration the coun
try's canability effectively 
to maintain and utilize the 
project? 

6. FAA Sec. 209. Is project sus-
ceptible to execution as part 
of regional or multilateral 
project? If so, why is pro-
ject not So eX,2cutc(,? Inlor-
mation and conclusion whether 

No. The project is designed to 
address Ecuador's fiscal 
situation based on detailed 
analyses of specific 
institutional constraints in the 
Ministry of Finance and 

assistance will encourage re- Municipalities. 
gional develoruent programs. 

7. FAA Sec. 601(a) Inforxmation 
and conclusions whether pro-

The project purpose is not 
directed to any of these areas. 

ject will encourage efforts of 
the country to: (a)increase 
the flow of international 
trade; (b) l posttr,rivate ini
tiative and cotiqztition; and 
(c) encourage(develojixient and 
use of cool.prat ives, arid 
credit unions;, and s,vings and 
loan association.:;; (6) d is
courage 11io1iolx)l is.t ic prac

tice;; (2) ilIJ)1o()Ve t cid ii cal 

efficiency of indu;try, agri
culture in(d com;ui-rci; mid (f) 

strengthen Iree lathr unions. 

8. FAA Sec. 601 (b). Inloriut ion 
and conclusion; on how project 

The project could indirectly en
courage U.S. private investnnt 

will enicoturd., II.8. pri val, in l-kiador by improving internal 

trade arid invf, :;t l,,nt atbroad revenue (neration and thereby 

arid encoO , P[ ivt_, .8. re(du:Ci rg the need to contract 

parcticipa.i i 1 Ia!ii( ll a - e(xtrn il debt to firionce public 

sis tan(:o ir(xrojrv' (in iI ltiri( 
use of. priwvote trad(le (tannl,;f 

:-;ector del icit:;. A reduced ex
tend( deib would, in turn, pro

and tho 5',.1Vi eo Ij.;. pri- vido,grvater incerltives; to 

vate entor pri;e), foreign inve.s;tment. Also, the 
project will I nanc( technical 

services provided by private 
U.S. consul rants. 

J-
I 
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9. 	FAA Sec. 612(b), 636(h); FY Host country contributions,
 
1982 Appropriation Act Sec. including in-kind support, are
 
507. Describe steps taken to estimated at 32 percent of total 
assure that, to the maximum project costs. 
extent possible, the country 
1z contributing local curren
cies Lc meet the cost of con
tractual and other services,
 
and foreign currencies owned
 
by the U.S. are utilized in 

lieu of dollars.
 

10. 	FAA Sec. 612(b). Does the No. 
U.S. own excess foreign
 
cu.rency of the country and,
 
if so, what arrangements have
 
been made for its release?
 

11. 	FAA Sec. 601(e). Will the Yes. 
project utilize comltitive 
selection procedures for the 
awarding of contracts, except 
where applicable procurement 
rules allow otherwise?
 

12. 	FY 1982 Appropriation Act. N/A.
 
Sec. 521. If assistance is
 
tor 	 the production of any com
modity for exlx)rt, is the com
moity likely to Ix- in surplus 
on world markets at the time 
the 	resultinq produlctive cO 
pacity b-coges oprative, and 
is such assistince likely to 
cause substantial injury to 
U.S. procucers of tie :;,m ,
 
similar or comnpotiiy; corii xlity?
 

13. 	 FAA 118(c) aind (d). 1)W!s the Yes. An Initial Environm ntal 
project comply with the en- Examination was performed as 
vironmental procedures .;et part of. the PII. The IAC 
forth in All) Reulation 16? Envirorwiental officer issued a 
Does the project or projrimi negJLive tLhre:;hold deci;ion. 
take into consideration the 
problem of the d,..struction of 
tropical forests? 
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14. FAA 121(d). If a Sahryl proj-
ect, has a determination been 
made that the host government 
has an adequate system for ac-

N/A. 

counting for and controlling 
receipt and expenditure of 

project funds (dollars or 
local currui icy gentf'[att'd 
therefrom)? 

B. FUNDING CRI'IUIA PUR PRICJ.W 

1. Development Assistance Project 
Criteria 

a. FAA Sec. 102(n) , 111, 113, 
281(a). Extent to which acti-
vity will (a)etfectively in-
volve the xx)r in develolim-nt, 
by extending aces; to 4conOny 
at local levl, increasing 
labor-inten;ive prrxuct ion and 
the use of appropriate tech-
noloqy, spre.adin inve!;tinexnt 
out from cities to !iTklll towns 
and rural areiasf, an'' ins!urir-j 
wide akrticipit ion of the poor 
in the bene iL: Oof nteoliK nt_ 
on a ,;u!;t lld : i:., ti!;inq 
the aljxopriit U.S. in!;titu-
tions; (b)help deveol01 (oX)[lX-
rative.s, b,:*cia l tyt tech-
nical asti:t ' , 1o a:;:;ist 
rural iii ulrikn p;l(x) t) hel) 
thern elve!; toward letter life, 
and otht-rw i: ;, (,ncou.r iq demo-
cratic private and lxcal go-
verruniint al i rist i L.ut. ion.;; (c) 
supx)nt tJi. :;-.11-1 p:of orts 
of duvelopilvn cou tlie.; (d) 
profcto th,. 1.r tic ipt.,ion of 
developinl' c , ti ig,.:; indi tLhe 
in)rov,.i*n t,(d wm ,ni!;';,.atLu:;; 
alii (e) ut, I aiz,iiio ,ncouraqJ 

regional uxjl.itljy b de-

velopinoj c(U11tri..;? 

(a)The project will help spread 
benefits to the poor on a wide, 
sustained basis by developing mech
anisirms for strengthening the finan
cial capaicity of secondary mnunici
palities. This capacity will sup
pxort the (Ilcentralization of invest
meunts to areas which have tradi
tionally been largely isolated from 
the develoxwnet process in Ecuador. 
Municipallities will also be in a 
stronger financial position to pay 
the recurring costs associated with 
t]n:2:; i Ive.ti,.int:; and ULius ensure 
tki.:t tLhe lbnefits are sustained. 
(b) By :;trenitheninq municipal 
r(,venuet_ ctene'r ition caaXcity, the 
prol]ect will contribute toward 
,tronsl t , uw )rf! Autonomou..; local 
goverrJ:nt in Ecuador. 
(c) 'IIhe project i :; (1e:;ignoXd to in

crease the caljicity )f D-cuadorean 
qov rrninnt to iix)tilizo dc(icstic re
sources, an ,:.entia corlition for 
;';it -iIel ,d0 oe lolx -int's. 
(d) A projct of thi.s nature cannot 
t. tiiet, d fit W(AiiIn or any !_.ocial 

qroil , in lrti icular. It i; asstuivdl 
thi t tl Ii inre',-; l 'Ve1)u(l':; will bo 
U:;0 for Pr iot i t.y inve:;Uwnnt:; and 

tio, oi Ull. t Itli iq)rti t (lwt.d lop
iivnt 1lr(qr uiv; whlicl (o lhenel it, 

(e!) 'hluzou,11i :.hioit. te-rn Iriity ac

tvit i,; ,nd t,,chticlc , :;istince, 
hte pi ole' will J iKAite, Ilie inter

ch,(n ,w of idl,..:; .indt knowlhl e re
tiir'lityl ix ,iminij i .ittio-i iryl miu,
nic:tiil i,,-v,,lllnt. in .itLin / xri

('it. 



b. FAA Sec. 103, 103A, 104? 

105, 106. Does the project 

fit thE criteria for the type 

of funds (functional account) 

being used? 


c. FAA Sec. 107. Is emphasis 
on use of appropriate technol-
ogy (relativwely smaller, cost-
savinig, labor-using technolo-
gies that are generally most 

appLopriate for the smtiall 
farms, s imll businesses, and 

small incomos of the poor)? 

d. FAA Sec. 110(a). Will the 

recipient country provide at 
least 25% o the cost of the 
progran, project, or activity 
with resXct to which the as
sistance is to Ib furnished 
(or is the latter cost-sharing 
recquireiient
"relatively 

x.ing waived for a 
dee;t(]velolxxl" 

country)? 

e. FAA Sec. 110(b). Will grant 
capital ass;istance be disbur
sed for pr(,jJ(:t over imOre than 
3 years? I f ;o, haFs ti f i
cation s;ati';s actory to Con
gress been made, and efforts 
for other financing, or is tie 
recipient country "relatively 
least develolpe"? (M.O. 
1232.1 defin] a capital proj
ect as "the cons;truction", ex
pansion, t.guiping or altera
tion of a phy.sical facility or 
facilities financed by All) 
dollar a(Aitance riot les,; 
than $100,000, inclIding re
lated a(Ivi';ory, Irkiridg.-I ial d4 
training service!;, and noL tun
derLaken a.; part of, a project 
of a predoninantly t echnical 
assistance chiari(:Utr.
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Yes. Consistent with Sec. 105, the 
project is intended to strengthen 
public administration in Ecuador, 
specifically in the area of revenue 
yenl-riLi n In ial nt.fi(t cXI rviliaq 
Particularly at the local level, 
the project will improve the capac
ity of .jov -mornt organizations to 
finance and administer develotwent 
programs that will more effectively 
involve the poor. 

Althougl the project does not in
volve prxductive technologies, it 
does seek to promote the use of
 
sim)le, low cost methods for im
proving revenue administration.
 
These iiw.thcxl!; are appropriate to 
the legal, organizational, and
 
human resource context of revenue 
generation in Ecuador. 

Yes.
 

No.
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f. FAA Sec. 122(b). Does the 
activity give reasonable prom-
ise of contributing to the 
development of economic re-
sources, or to the increase of 
productive capacities and self-
sustaining economic qrowth? 

Yes. The project will 
contribute to the mobilization 
of domestic resources which will 
support the development of the 
country's physical and human 
infrastructure which, in turn, 
is necessary for sustained 
economic growth. 

g. FAA Sec. 281 (b). Describe 
extent to which projra l recKj-
nizes the particular needs, 
desires, and capacities of the 
people of the country; uti-
lizes the country's intelec-
tual resourcus to encourage 
institutional development; and 
supports civil education and 
training in skills required
for effective pa[ticipation in 
governmental processes essen-
tial to self-government, 

The project responds to the 
setious fiscal needs of Ecuador 
and seeks to provide solutions 
which are consistent with the 
capacities of the public sector 
inplementinq organizations. The 
project will provide technical 
assistance and training to 
develop institutional capacity 
of central and municipal levels 
of government. At the municipal 
level, in particulaL, the 
project will demonstrate 
mechanisms for increasing 
financial autonomy and thus 
promote more active, responsive 
local government. 

2. Development Assistance 
Criteria (loans Ony)_ 

Project 

a. FMA ;ec. 122(b). Inforumv-
tion and conclu:Sion on capaci
ty of the country to repay the 
loan, at a re,.;onale rate of 
interest. 

N/A. 

). .'AA Sec. 620(d). If as -
sistance is for aniy pr(xuctive 
enterpri s, whiclh will conqxete 
with U.S. vntrf)r i';cs, i; 
there an igriirtp-wni by the re
cipient country to Jprovent ex
port to Lth u.8. Of PLO than 
20% of the enterfprise's annual 
production durin'j the life of 
the loan? 

N/A. 

c. IS A of 198t, Sec. "24 c). 
oil (d.I "fi(Nicaragua, 
doeli the loan aqIcuiLnt [e
quire t|r.t the tuiyl.; be, used 
to the JMkIX linili vxt n t Jss,blei 

N/A. 

for the privato !;ecftor? Doet; 
the project provio for IOnli

torinq unfor FAA :;e c:.624(j)? 
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3. Project Criteria Solely for 
Economic Support Rund 

a. FAA Sec. 531(a). Will this 
assistance proinY)to c onoIiic or 
political stability? To the 
extent possible, does it re
flect the policy directions of 
FAA Section 102? 

N/A. 

b. FAA Scc. 531(c). Will as-
sistance under this chapter be 
used for military, or para
military activities? 

N/A. 

c. FAA Sec. 534. Will i4F 
funds be used to finance the 
construction ot the operation 
or maintenance of, or the sup
plyinj of fuel for, a nuclear 
facility? it so, lu5 the 
Presidene certitied that such 
use of funds is indispensable 
to nonproliteration objec
tives? 

N/A. 

d. FAA Sec. 609. It coi i~di-
ties are to be gtanted so that 
sale proceeds will accrue to 
the recipient country, have 
Special Account (counterpart) 
arrangements been made? 

N/A. 
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STANDARD ITM4 LIST 

A. 	Procurement
 
It is expected that technical
 

1. 	FAA Sec. 602. Are there arran- services will be provided by
 
gements to permit U.S. small U.S. individuals and/or small
 
business to participate equi- firms. Commodities will be
 
tably in the furnishing of procured in accordance with AID
 
commodities and services fi- procedure which encourage small
 
nanced? business participation.
 

2. 	FAA Sec. 604(a). Will all Yes.
 
procurement be from the U.S.
 
except as otherwise determinea
 
by the President or under de
legation from him?
 

3. 	FAA Sec. 604(d). It the co- Ecuador does not discriminate
 
operating country discrimi- against U.S. marine insurance
 
nates .marint mirin,, in!;iurance compinies.
 
companie!, authorized to do
 
business in the U.b., will
 
commodities be insured in the
 
United States against marine
 
risk with such a coniainy?
 

4. 	FAA Sec. 604(e); ISIX2A of 1980 N/A.

Sec. 705(a). f off-shore
 
procurement of agricultural
 
couinooity or prcxluct is to be
 
financed, is there provision
 
against such procurement when
 
the domiwstic price of such
 
coarioxiity is 1es;; thjn parity?
 
(Exception where c(mnxxlity fi
nanced could not resonably be
 
procured] ill I.S.)
 

5. 	I'M !;(sce. ()04 (I)" WilIIcon- No. 
structon or engineering serv
ice.; be procure i from firmn of
 
countries otherwi!;e elegible
 
under Code 941, but which have
 
attained a cuij2LitaLive capa
bility in international mar
kets inone of these areas?
 

'N
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6. 	FAA Sec. 603. Is the shipping No.
 
excluded from compliance with 
requirement in section 901(b)
 
of the Merchant Marine Act of
 
1936, as amendod, thot -t lest 
50 per centum of the gross
 
tonnage of counodities (com
puted separately cay
uOL bulk 
carriers, dry cargo liners,
 
ana tankers) financed shall be
 
transpx)rted on privately owned
 
U.S. flag conlinercial ve!is(ls
 
to the extent that such
 
vessels are available at [air
 
and 	 reasonable rates.? 

7. 	 FAA Sec. 621. It te-hnical It is expected that a large 
assistance is financed, will share of the U.S. technical 
such assistance be furnished services financ1 inder the 
by private enterprise on a project will be provided by U.S. 
contract basis to the fullest private individuals and/or small 
extent practicable? If the fa- firms. To the extent possible, 
ciliLie:; of othtci (Ierdl however, thei - project will nu ke 
agencie s will be utiliZel, are use of tax administration 
they particularly suitable, advisors from the U.S. Internal
 
not competitive with private Revenue Service which is
 
enterprise, and ma(e available particularly suited to the needs
 
without undue interference of this project. The IRS
 
with domestic programs? 	 maintain., a sxecial 

internat ional technical 
assistanc(- unit apart from its 
d(xnestic operations which 
provide!; trainirj ani] other 
services not comipetitive with 
private enterpris,;es. 

8. 	 International Air Transport. Yes, the Project Agreement will 
Fair Ccmpetitive Practices so state. 
Act, 1974. If.air transporta
tion o1 Ierso's or property is 
financed on grant basis, will
 
U.S. carriers be used to the 
extent such service is avail
able?
 

9. 	FY 1982 Appropriation Act Sec. Yes, direct contracts entered
 
504. If the U.S. Government into by A.I.D. under this 
Tsi pkrty to a contract, for ,roject will contain such a 
procurirw-nt, d(ex; the contract provision. 
contain a provi;ion authoriz
ing termination of such con
tract for tLho convenience of
 
the United Staitoe;?
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B. 	Construction
 

1. 	FAA Sec. bOl(d). If capital N/A.
 

(e.g., construction) project,
 
will U.S. engineering and pro

fessional services to be used?
 

2. 	FAA Sec. 611(c). If contracts N/A.
 

for construction are to be fi

nanced, will they be let on a
 

competitive basis to maximum
 
extent practicable?
 

N/A.
3. 	FAA Sec. 620(k). it for cons-

truction of productive enter
prise, will atgrejite value of
 
assistance to be furnished by
 

Lie 	U.S. not eXcetd $100 mil

lion?
 

C. 	Other Restrictions
 

1. 	FAA Sec. 122(b). It develop- N/A.
 

ment loan, is interest rate at
 

least 2% per annun (luring
 
grace period and at least 3%
 

per 	annum theruatter? 

2. FAA Sec. 301(d). It fund is N/A.
 

established solely by U.S.
 

contributions an(d auministered
 
by an intenational organiza
tion, does CuqnLnroller General
 
have audit rights;?
 

3. 	 FAA I;ec. 620(h). Do arrange- Yes.
 
ments exist to insure that
 
United tat -,"foreiqIn aid is
 
not used in a imanner which,
 

contrary to the best interests
 
of the UmiLted "L"g, promotes
 

or assist.s the foreign aid
 
projects or activitie; ot the
 
Comnunist-bloc countries?
 

Yes, for all items.
4. 	Will arrangements preclude use 

of financing:
 



a. FAA Sec. 104(f); F'Y 1982 

Appr opriation At. Sec. 5251 
(1)'M pay for perlorinance of 
abortions as a method of fami
ly planninj or to motivate or 
coerce perSons to pt.i€tiie 
abortions; (2) to pay [or per
formance of involuntary steri
lization as iethci of family 
planninj, or to c x-tce or pro
vide financial incentive' to 
any pxet son to unhd zt, :,t.erili
zation; (3) to pay [or any 
biomedical research which re
lates, in whole or part, to 
methods or the pc_ rlormance of 
abortions or involuntiry ste
r ili /ation:; asn ; n ,,,n5; ot 

family planning; (4) to lobby 
for abortion? 

b. FAA -Sec. 6 20 (y). 'Ib com
pensate owners for expropri
ated nationalized property? 

c. FAA Sec. 660. '1o provide 
training or advice ot provide 
any fin',ici,,I mpi~l,ott for 

police, prison!;, or other law 
enforcement fcrce;, except for 
narcot ics pt xJrul c;? 

d. FAA Sec. 662. For CIA 
activitie.'s? 

e. FAA Sec. 636(i). For pur
chase, saL!, 1, s.J-teriI lease, 
exchange or juaranty of. the 
sale of iitor v(iicleS:; itIOlu

factured outside U.S., unle.,s 
a waiver is ohtutinL? 

f. F'Y 1982 AppropIation Act, 
Sec. 503. To ,*y jX1,;,Oni5, 
annuiti-,, retirement pay, or 
adjustwJ service comIpIun.ation 
for military personnel? 
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g. FY 1982 Appropriation Act,
 
Sec. 505. 'To pay U,N. asess
ments arrearages or dues?
 

h. nY 1982 Appropriation Act, 
Sec. 506. To carry out provi
sions of FAA section 209(d) 
(Transfer of FAA funds to mul
tilateral organizations for 
lending)? 

i. FY 1982 Appropriation Act, 
Sec. 510. To finance the ex
port of nuclear equivw nt, 
fuel, or tfchnolhgy or to 
train foreign nationals in 
nuclear f ields? 

j. *.Y 1982 Ai~ropriation Act t 
Sec. 51L. W ll a.;1. t,,ce b 
provided for the vi rl. ;e of 
aiding the ef fort:,; of the go
vernment of s;uch cot try to 
repres.s the lejitinnkiLc rights 
of the populiation of Such coun
try contrary to the Universal 
Declaration of iluirn Rights.? 

k. 'VY 1982 Amiopr LionIA:t, 
Sec. 515. 'To bc. us;ed for pub
licity or pr()jX aundi putpose; 
witlin U.S. not author ized by 
Congress? 
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