BT S

p--AAT -5 -

| a3 7
AIRGRAM / - DEPARTMENT OF STATE o
% UNCLASBIFIED
i CLASSIFICATION
/ For each address check one ACTION | INFO DATE REG'D. s
DistRIBUTION | TO - AXn/s TOAID &4 203 %
ACTION ¢
ZA/ i 22
INFO.
(7137 .
. ol A e BQ DATE SENT .
Sep FROM - Managua en ST ER Septs 19 2969
%J SUBJECT - NONCAPITAL PROJECT PAPER {PRO?) - -
REFERENCE -

—
i

wrpe

Country: NICARAGUA Project No. 524-11=7§0-025,2

Submission Date: September 18, 1969

Original __ X Revision No _ ..

TAX AMINEZSTRATION REFORM (Tax Aduinistration
Modernization)

Fi=1964 through FY=1972
Physical Implementation Spams FY¥=1965 through FY~1972

Project Title:

U.8. Obligation Span:

Grose lifg~of~project financial requirementa: . - N

A U.S. Dollazs $ 1,339,000
/
M Cooperating Country
- Contzibution {in<kind) )
T
F ThA Total $ 1,338,000
TRSY
, PAGE I;AGES
A 1 oOF 7 .
DRAFTED BY . QOFFICE PHONE NO. JDATE APPROVED BY:; . ‘.
¥ ) ) -’L.l . ‘
HiMangerichysh PAD/TAX 9/18/69 | OD:RArvcsen
AlD AND DE%HER CLEARANCES )
\‘\ .. 2k
0D:CBJohnson URCLASSIFIED LEVEIN:AGoldstein
/ CLASSIFICATION 2
AlD-5-39 (11.65)

{Do not type below this lin

e)

PRINTED 3-67



. The AID/IRS Foreign Tax Assistance §eaff PASA Frogeas was comceived in Au gust
1261 at the Punce dol Bste pesting I Orugeay, wheve zepressntatives of lstia dssrics
"gmd the United States oot £o dzaft the chosger for thoe Allisces. for Progreea. — Uudsy
- £his charter the Ietin dwerican Nations pledzed an all cut tax zefurm effort. The

- Sqeyetary of Treasery promised to support this effert by wikipg svafilsbie RS Advisors

to Latin Amprican countries that ssked for &h@ﬂpv The fived suigh gmj@st m @Em
in Chile in 1962. _

- The Tox Adninistration ﬁ@d@mm&m Progoen for the Coverzsent @ﬁ Him&gu& (m}
scarted with a survey of ihe tex ayeZem fu Septenber 1263, A Tsan Leades arrdived. fn .
February 1964 but & full teom did mot srzive and begin fuscticmfeg wntil eaxly 1965,
Fhe tesm has consisted of 2 Tomw lender snd fer adulsors im the svese of Audiz,. . -
€ollection and Property Tomes: other shoxt 4g5m Sssistonce s beon provided @s nmd@d
{Soe PAR doted 12/26/68 for review of progressd.. It iz plawed to continve advievyy -
gexvices theough FY¥-1972 and ¢o expapd such dssiotames o fmcluds a! Teta @mm&sing
Advpiser and an Indiresct m Advisoez.

Significsnt resuvlss hava besa schieved in & numbew @ﬁ gmgs:m BEEDY ﬁsﬂs have. z.'mtm
in incressed tax colieciions. The fncoms Cax burden por copits rose fros gl:ﬁi in 1962

2o $4.18 fn 1968 and fncoms faxes vosa from 7.6 gercent of toval ruvenus go 3,2 .
percent. The propezty texes bupden por sapis wese f£xom $0.85 in 2962 to $3,30 dn
1968, While Incoms Eoxes Sncresssd by Z-fold fzom 1262-1968, and proparty Bitskd ¥ose
by more than 4~foid, the cm MatSoasl Prodush Qﬂ‘i? ¥o2s by ?5 mmq,

Costs of coliecgions have declined gradually Srum 6.66% fn 1962 w 3963% in 1957

which is a reliable indication of the jmprovenemits batf.ng attained dn fax adofoistration,

Yhe project goa‘e.s and Targese of this program oxe set forth in goms s
genua¥ work plans and the semi~znmual progress yepeste submittod uvmder the MMPACT

xeporting system of the SRS/FIAS FASA Temm, The objectives and prolegte cuglined therpia

summarizs the concept of achievimg fundsemtaily sound snd parmsnent imgrovessots 3a
tex sdainistration apd the insticutionsiizscion of wnasmm, audit, gza, pm@eﬁarw.

The economic cnvironment of Nicaragua is fundsmentmily agricultursl with a slow -
transition to- Industrialization. There is 2 graduslily evolving middie class and the
{income tax burden per capitn while rising is still quiRe nomioal. 3¢ hee insrcssed,
howaver, from less thep $2.00 per cepita 4in 1962 to §4.95 in 1968 asz compared to =

federal incoms 22% per capitz rate iv the Uniged States of sbput $500 $n 1862, Wu;,

of the Central Americse Republica, only Honduras mad Costa Rics had highst per capita
income tex burdens. Hilcaragua's total tax burden per cspita way the seeond highest
in the CAQM, . i
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éﬁ,&&@mgh fnteranl - bave fncressed ©o dmiﬁ@ﬁ@hﬁgf since 1962, tha @@@ﬂﬁm 4
fmport duties wesulting frem formald e Sedrhet hay coused @@m@mmbig
fiscal strinpency fm Eﬂ@@z&gm@a “IE i m@eﬂﬁ.@g@y S8 eule o aceelorate aud ﬁm&ﬂ,ﬂ - B
tutiopnlize changes and fnprovement o the dizest tag axen in wEder €9 CORPERSetE ﬁ%’ b
the shovemettioned docling, for & meber of restons. Whese irclude Lich factors 88"
the lisited cduchtions] standards achfaveds the Lo wuber of, snd sorginal, a@@@mﬁm
schools fn the countsy; ond ehe calibve of fhe eccounting practice In gemeral. _-e&mﬂ:@r
ehatecle ie the cheonfe prostics of kaw ewssion which exfists i Labin Awcics, This
has been_gbetted by ¢ha generally spathetds ter sixfufsteation strpeture which wes |
provided with no offecticvd punitive reagures ond Ritele initistive or. incentive to 3
chenge this steitede. . Yhe persouncl syshen, o leck of e, 8 m@f@&@g mj@z @ﬁ»@&é&n ,s
it ﬁ@%@ﬁmﬂg @%@bﬂﬂ@y ead progress 4n the 862 PIOgGls

'D

Emgr@m i dnstitutienalizing tax data o betes nade threugh e wﬁwﬂ:& mﬁag E
activities sud the cedsstzal progrom. A ostehligdims & cogputer. ceatrollen neotel fila.
of foupoyer accounte aed tremcssticns, fhe sccpuken sheuld contimue %0 wetve an offsctive
wih of Informabion within the couwstiy. e codestesl progess comcuswently w31 @a&aha
13ch ‘o comprahensiva sesord of propesties wud oxmmezshis. 4z chis dots ie scevmuiated
and oventually bocomes public it sheuld produse & substantiel pepulas fores for vE
eguitable ead uolfors enfepcenent Avvespective of the policiest CEVEEORERE @F szsquﬂ" .
ﬁmﬂ.&y @ﬁ the scts of ainisiacracion. _ Ji

m GOH hag bechme awmire of the fiscal pblens ﬁ.@ ﬁ&z@@gn e fzstituted 8 mz:iea eg -
mﬂzﬁ'@@@ tazes in 19638 and 1960 in om atter: )~ 0 docTeuss intermel tam celiectiomssiy
The Government voosarly hom alloeated a0di~?~ oI funds sad persomusl. o both 4Ahe tek.
offico and fha endoekss¥ pregrom fn an effvet 4o dncresse cpllcctioms frem theem .
sourdes. Havertheless, both of these areas weguired contismed cfforts sad the TRS/EIAS
tm @f@gm s ddrectnd sowards @ng@g Ehalk Em@ﬁa@&‘ Srprovarsents are wade. ok
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Emgmm fostox: @ige fnhibit lucrensed tex colllections Jespite 88 effotds.. -
For-exszple, @ congidencdle coount of zevense-is forecore §n BleaTesys 25 @ xosull of
fiscal incemtives. 4Any Atbeupt to veduce or eliminsie portiens of cuch ducentives... -
. swsits CACH setion threusd emactment of the Fisesl Bewconizetson Protosel. Usilatesal
action cannel, snd shouid zo%, be tcken in chis sves o€ this time. Thee wepioask f&seal
bovoenization, sad in ¢he long wzum, Qex hereomiseticon, are egsential to cngusze thet .. -

e L2

Hisavagus, &8 u@ﬁ.& oz other CAGHE couptrics, continue ¢o improve their tax pociticm. ..
o s | . e W

R E PR PP )
sl
P T I

mm PrOgESEY aims %o x&%@%@? en affeckive m@i eificient fnstitutisn in the E-Eﬁmasry g
@E ‘Plvonce thae will be #ble te sdeisictor @ sonpretensive dizecy LUK PrOgreSH AA- m‘ﬂ-, crd )
a8 &@* ﬁmgsma a@mﬁmi@@m@ﬁ.@m zed collectiop of ﬂa@ﬂm@& LaRER L

‘ padeetwednion/tox sdulinistration asaistarea m@gm contesploves a coatiseing’, .~ Y
mvm of the t=x structure, ideagificstion of problens, recomwadations of the ' - -
dblution of these problens snd soupifstones in the juplensmistion of thuse m@mﬁaﬁnﬂ !
The svess of intercst and sueifstince sre conyfold @ndd endespess the vkeole roage oF Cax 5
aduinistzation but with prineipal cophagle ow such high iupaet aress as awdit. procedures, ;
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a @@n@@&ﬂm afforta, ﬁx&xﬁmgag @ﬁ @m

. Hiscfon the mesns o offsek @&ﬁ%@@ﬁ%ﬁ@@ﬁﬁm@ﬁ%&@*@@w@“ @%ﬁam?:ﬁm
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. maspa 205 g ' mmm "f’h ? .

coonzal &mﬁ REBPayER m@mm@@ p&wﬁ@m &@m@&m
Seiormaeion and educsticn. Assistimes wﬁn& alse e glven Zn such aress as @@:gmmm
. oud mEpagemenl; stabisticss personmel adainistratiemi fecilitice menfgmsenty meoueR- .~
" propstation, codification of wegvintiens end Eou lawss tasmg@,y@:r @@@Eﬁm@ m@gm&a«:‘gs
e m@@m@gsﬁms@m@@@mﬁg@ b@@@@ﬁﬁg@m@ mﬁa&@ém@@@ P

- m@f@gwmﬁ@@maymwﬁmW%t&a@éﬁi@@i@ﬁﬁﬁ@@@@@@ﬁ%@hﬁ@ﬁ@&sgﬂw&m
© fm Biewvagus. - Under the Cedostral leem, the Hission ds denllag with i n-@'er—em & $he -
P adminietsation, valvaticn snd collcctdon of proporky taxes, ile Basic Cumip amigw

' lgpod spoeiffe fisesl ecndftiens sndl hes brought the Mlesio wowe agem@ilg? ﬂm@ Lhe .
Soverment's f8seal posturs i@ skrustive. -These thees seigrixe, thus, heve given che
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poiitey, particulerly in the Sizeck 253 AzEs. L Ty

- Pech phise of thae m@gcgm g fuiciared ond conwdcd obf with @ viow tovards |
denfeshbie institutional stabilizy and salf-ceificicncy thak will cnsble o phese-osl .-
of che sseistance propray % coue fdomtiffcbla futurs dete. ' While progress towands
this korizon waries at eiwes, fhove 8 abotentiol evidense of el wd sendrete pree
prass. JTbe politicsl seabdliey of the country hwe beoen & contxibuting Soctor fa theae .
zehiovemamts. The turscover of poveoncel and Caw dizectors Loe beem dowen peebably. |
than ir mest ofther L4 cecmizies end hoppily o dste she ﬁ@@ﬁa@@ﬁm of the E&s&ﬁ@ﬁ
@@mb@mm@@&@n&mﬁ@ﬁﬁ@&m@mmﬁmm .

. '
. RN .
™ e i i At

resdily befls é?’}{ Fien @gz@&ﬁﬁ@ gorpsts of .’Ei%ff& DROREAT @@aﬁ. with develepmrat of
offcctive and officliei? precefures ond edsindetration in the @@@@m@ GEERS dﬁ@a@@ﬂ&@é’
balew.

4mEE : _
' Lehieve sn affaceive and egoitable sudit progren uith moxizes econcwie and gsographis '
covessge. Develop proguons to obtain maximen perforssnce 4t to doprove ho epdit

cepehilicy of ghe tuchnisal qopisyens. FTlan procedurss ¢o lusure maxizum profucticn ; :
eonaiszont with vniforn and eguitable applicstien. .

- o
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Eevsiop mﬁ}f@gmgw@ sollection progren 2o supplemert 8he "Sulveanaisf ayoton; Ea&ab*
tish & moster Filo of scopunts and purilfy the delinguent segcun? regiskrins, Previde
for ad eradn gevenne 9fffcers. Trovide for perstmnl cUntacks with delivpvent Sams -

pavezs £o cnecwrdpe payrent. Tellewewp with soferemce of muses £o f£iceal stRorueys
for enforced evilestion 4f nocscsaty. Use All sessvres pessibis 2o comtims to refuce
the cost of collcetion per vpit of sevemues
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. NegTA - m}}&z&ﬁ - L. mmasemmmr o850 7, 0

Providg ﬁmﬁnﬁmg gu&@ma o the iﬂ@ﬂ'@mm&m whe arg ﬁ@ @@@s@@@ @%ﬁ’;@ m@ﬁma :
Send perticipants to the United States and to thisd sountzics i@@ trainisg. @%@m
ECVESE %&@E’ﬁﬂmﬁg &ceas& becks, &zg&ﬁ,snimg afds, @tt@o B .

Previde for tawpaver Gecistance and cducation so they will kmew thefw ﬁﬂg&iﬁa‘mﬁ .
‘gosponsibiiities. ¥eepure apd publish tax sslendszs to facilitate cosperetiom. FEeo !
g@@@m@g@&@ﬂﬁ@v@ﬂ%ﬁ&mﬁﬁ&i@f@%&@@&@ﬁ@@ﬁ@w@m& S

- . . o,
Continue to expond cfferia under the cadsstsel and otber progsews e Adentify .
end tax preperties mot declowed. Deteruine smd wevies velses om propssties daciared.
Iotegrate new valuations determingd by the cadaskzal progres inte &he ﬁﬁm%? &&m ’
billdng system. Improve Fegistrics snd nalutenines of values dotemnined.

. Previde f@z: an iepeztial ravios @i taxpayers gppecls and @f@mm to dwsuge

uniform and equitshle spplication of the Liw and serulations. Tnctizutieuslise dsaéééaa -

im&ﬁ@ﬂﬁ wadn amdee the procsdures.

: Fropete. moze @ff@caém somputer ustps in 2he tom oystem. InScre pretacticn of :
rocords through “grandfather®™ tapas, sefes, off-site storvepe ad other devices. Frovide
for training of ay@i?@m{& spalycks O povmit song ofifvctivs cooperetion befveen coaputer .
sestien and the upits serviced. Forify-ccoprnis sminteined im the coupoter omd s -
celerete dillinge procedvses, : : . o]

fesise in clerifying lawm end pesvletioss phueush codfficarien where prasticebla:
Frovide instructisns end guidelines for tas porcomnel mmd teazpayers. dAssfiet im sim=
piﬁﬁm@ﬁ@m of gtatus to Tagiiicats a@mﬁmﬁa&m&ﬁ@mo

Asist fm the dsvelopment of inproved stetieticsl zepextinmg to provids essengis® -
nErdgement data and mﬁ.ﬂ@‘bﬁ@ stacisticel fafcemstion. Assist fim the coomdivatisn oF -
s@@%ﬁ%ﬂ@aﬁ m@@fm b@w@m the uaive agencias 7

ssaize in tho development and publication of procedures memudle. Ivgpove the
inpernel commmicetions procedurss within the Zax Dopecboemg. Review and ﬁ@ﬁ@ﬂ@af;@m
and eseeblish offcctive contzvic of declaxsticony sod files. Izprove the perseumel- .
@f@gﬁm ﬁn@@@@ﬁm@g resruitnent, coployment, oricmtagion, m&u@fgi@mg traiodng, @@mml '
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. _emd rolated mitRers. Assist 4m &ia@ pﬂamiag md aresution of Eﬁm Tax d@pam& bm;isat. :
Fromote deiegation of suthority to the Iowest levels practicable, . Devslop intezmml-
contzol aystems wmd checks. Provida adsguate spsca fop @p@@&@m ﬂmﬁd@rg éevalop
&g @%i@e in such maa&sé aT0ES A% eivevmptonces warzant.
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The PASA srrangement with the Tressury Depseiment, Tnlted States Interaal Revenus
Servies, Foreigs Tax Assisbamcw Staff thag prosently pidvides for fowr lomg ferm
advigors fn tax administration will be coutinued @nd may be sxpeuded 4% conditisas
varzenk. It is anticipated thet gthis arreogement and Tu¥ Teswm cowpeeitionm wiil be' |
continued through PY-1072 dopending wpon the svailability of funds aud the eveilsbiliey
ef soch zdvicors from the IES, In sddition Ro the long Smie Losm mesbhers, shork m
gdvisors ﬁn variouz spagiaitics will be wsed Erom ﬂ:ﬁm to timm i the need exises,’ -

Iz 4a conteopisted that oShe COX will give dug m@é@x&&ﬂw zed mi@ﬁ&y e m
prejects covered under this program gnd «ill assist in the gifpeiive ﬁa@ﬁm&m
of roforme and that 1t will provide office apacae and eovizesat for the OB Soom &0
the cxtont practiceble. The G0N vecontly hes nsds edditiondl & funda sod speee mﬂv ‘
shie to the tax offica and has sgresd to double the sm of 4ts budoe i E‘?ﬂo o
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70410 A 203

HaRAGCUA

. ) PROP BATE Mo/Day/Yr
Gountry: HICARADUA Project ﬁﬁmn@n mx ATMTRTSTRATION RERIGRYM Original e
. T (Ren Adeinistration Bedernloneior) Bove MOo oo
Froj. oo 524<1k°7j0-025.2
£ Grhar Coatd
Q v, US CONE  Dix CONE  Dir &
Fiseal ¥Yoawes AP L€ Zotal AID PASA CONT Agoucies US Ame B8 Ag.
Peior
througsh .
Ast. E¥=89  AQ 6 437 375 62
Oﬂ)@rn i
. FE=1970 45 8 247 165 70 12
Budg. '
Fy-1971 .6 26 ' 209 70 w
B+1 ' : :
Fi=1972. A5 g 238 209 14 15
B+2
FY-1973
B+ 3
FY=1974
All Suba.
Total i 5
Life .0 nnleerry 088 T 958 154 106




