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I SUBSTANTIVE REPORT 

A. Project Status 

1. General 

The .ix months period just completed presents a picture with mixedproject results. On the one hand, progress has continued in the revenue production areas, although even these not at the paceoriginally planned. On the other hand, much of the institutional
development centered around implementation of an approved
reorganization of the Direccion General de Rentas has fallen behind. 

The optimistic picture presented at the closure of the period of thelast report (March 31, 1986) was changed considerably during the early
months of the ensuing period. Delay in approval of the proposedreorganization and turnover in Ministerial officials were the culprits
behind the changed situation. In April, the Director General wasreassigned as Sub-secretario de Administracion in the Ministry ofFinance and the Chief of Audit was reassigned as Director General.
On June 5, the Minister of Finance resigned and subsequently a newMinister, Dr. Alberto Dahik was named. The latter, an outstanding
young economist, lasted approximately three months when on theevening of Sept. 21 he was politically removed from office by theCongressional majority in opposition to the President. A new Minister 
has not yet been named. 

Dr. Dahik appointed an outstanding top management team in theD.G.R., compcsed of the new Director Geireral and three Sub-directors
General and during his short tenure gave full support to getting thereorganizaior approved and in getting the project fully back on track.While the instability comencing in April has taken its toll, should thepresent top management team in the D.G.R. remain (and there is hopethat it will), it is anticipated that the project will fully recuperate
rapidly 

Despite the problems affecting the institution building aspects ofthe project, tax collection efforts have continued to produce goodresL ts. Through August, collections have reached S/53,512,116,500 or
67.4% over the same period in 195 in current terms and 37% inconstant 1935 sucres. In constant terms this amounts to 61% over the same period in the base year of 19'4. Using 1934 as the base year forproject collections, it is calculated that S/19,419,053,000 in additional 
constant sucres beenhas collected since project inception. It isfurther estimated that approximately S/3,:;73 million in collections
has resulted from the increase in rate in the transacciones mercantile 
tax from 6% to 10%. Reducing the S/19,419,053,000 by this amountindicates that S/10,541,053,000 of the S/25,000 million project goal
has been collected. 



2. Revenue Generation Activities 

a. Improved Collections and Returns Compliance Systems 

The new professional corps organized and deployed in Octobernow 19*5,is comprised of 43 agentes tributarios. Still pending, because ofthe lack of project funds (explained elsewhere in this report) is theselection and hiring of 20 additional agentes tributarios for thisproject. When the additional staff is selected, the 7 vacancies shouldalso be filled bringing the force up to a total of 70. The spirit de corpof this group has been somewhat damaged because of a 3 month period,May through July 1986, when they did not receive their salariesbecause of the bureaucratic system of appointing employees. Theircontracts terminated on May I when these posts were incorporated inthe budget. They were officially named on August i but governmentregulations prohibit payment of salaries retroactive to May I eventhough they continued to perform their duties during this period.Efforts are being made to extend their previous contracts to coverthis period and to pay these salaries from project loan funds. 

In April 1986, the agentes tributarios attended a three day courseon the delinquent sales tax returns prugram that was implemented inAugust in Pichincha and Guyas, the two provinces with the mosteconomic activity. The delinquent returns program is an expansion ofthe responsibilities of this new professional group so their duties nowcover two important and previously neglected compliance functions control of delinquent accounts and of delinquent returns. 

Delinquent accounts collections, in spite of the payroll problem,time dedicated to vacation, training and additional duties,continued to be very productive. From implementation on October 
have 

15,1985, to date, a total of S/1,254.4 million has been collected indelinquent tax acccunts through the efforts of this group. Withoutthese efforts most of this revenue may have been lost do to the 
statute of limitations on collections. 

The delinquent tax returns program implemented in August, is thefirst organized effort to foment the timely filing of sales tax returns.Using the mini-computer file of processed sales tax returns for 1985,those taxpayers who have stopped filing or missed months wereidentified for 4ollov) up by the agentes tributarios. This project also
induced coordination with other functional areas, i.e., referals 
 toaudit, processing and RUC Ljiddate_ .name/address/status changes tothe file number masterfile). Valuable information, a by-productobtained from direct contact by the agentes tributarios with taxpayerswho stopped filing during 19":5, is channelled to its proper end user.In addition to giving support to the delinquent returns program, with agoal of better, timely compliance, other long term benefits areobtained through better audits, more complete details on filing ofreturns and more up-to-date taxpayer records. The immediateincrease of revenue collected has not as yet been as large as expected
or desired, primarilly due to inadequate control of returns received inthe local offices and later input into the computer. Consequently, 



about 50% of the taxpayers contacted have previously filed, causing awaste 
of time and effort and anticipated collections were inflated due
to inaccurate recording of returns filed.emphasised to management 
However, these results

the necessity of improving and maintainingadequate document controls which they are now dedicating resources 
to improve, 

b. Improved Audit System 

The early part of the period covered by this report was marked by ageneral lassitude in Audit because of the changes in leadership and alack of managerial direction. With the appointment of the newNational Audit Chief in late June, as a member of the excellent staffcurrently directing the tax Direccion General de Rentas, a significantchange in the esprit de corps of the Audit staff has taken place (atleast in Guito). The backlog of approximately 300 audit cases which heinherited has been eliminated, while continuing with the auidits oFregular theplan and the implementation of the two special programs(JDR-6 and Delinquent Sales Ta:xes). The average number of casesclosed per auditor per month has been raised from .6 to 2.0. Amonqthe improvements in managerial procedures is the discontinuation ofthe practice of rotation of supervisors back to thebasis and field on a regularthe giving of managerial training (See Training, below).
this has 
 Allbegun to inculcate a new spirit of professionalism in the
Department. 

The program for developing audit leads fromdocuments filed with tax 
the matching ofreturns has been implemented with thetransmittal of the first batch of cases to audit. This initial projectmatched payments by corporations (JDR-6) with amounts reported bythe recipients and has identified 597 taxpayers with differences ontheir returns and about 2600 possible non-filers. 

The first 57 referrals to audit developed by the agentes tributariosunder the delinquent sales tax program are priority cases in the auditstream. The program will transmit 15 to 20 referrals per week. Of thecases received in audit, 37 are taxpayers in Quito and 20 in Guyaquil,so that coverage is being expanded. The program appears toachieving one beof its aims, that of raising taxpayer consciousnesstaxpayers confronted with the as
data are requesting extensions to
prepare properly their documentation.
 

A preliminary survey revealed that an improved planning and returnselection system would be dependent on the development ofstatistical data validto be accumulated by the computerized audit timereporting system. The time reporting system will eliminate all manualcomputation of statistics at the group, provincial and national levels,monitor audit accomplishments and identify problems. It is scheduledfor implementation by 'the first of January, 19:7. In the meantime,further studies will be made toward developing improved methodologyfor return selection criteria and audit planning. 

The draft of the manual establishing the staffing, responsabilitiesand procedural instructions for the proposed Review Section to be 
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established in the restructured Regional Offices is under
consideration by the Audit Division. Efforts will continue towardestablishment of a pilot review section in Quito during the initial 
implementation phase of the reorganizaiton. 

3. Orqanizational Development Activities 

a. D.G.R. Reoroanization 

The proposed new organization of the D.G.R. that was submitted tothe Minister of Finance in February,19R6, languihried there for months,despite persistant efforts to secure its approval. It is difficult to 
assess the apathy at the Ministerial level that brought about thishiatus. Changes in high-level personnel within the Ministry
contributed to it, but it is felt that other ncnative influences had
their impact. As a result, the condition p-eceident for disbursal of
funds, other than for technical assistance, was not met and all suchdisbursal was suspended as of March 29. As a result, planned
seminars and procurement could not proce.,d. Other ar(-as of theproject were also bogged down awaiting the new organizational 
structure.
 

vWith the appointment of Minister Dahik in .June,an intensive revicw 
of the propose:d organization was again L'ndertal:er ,-.th the newDirectcr General and his too managerial group and a new proposal,
with very few minor changes from the origqnal proposal, was submitted 
to the Minister. The Ministerial Agreement approving the new
organization ,was signed by the Minister on August 22, 19E6. However,the bureauacracy took over once again and after review by the
Coordinacion de la Presidencia, with againa few insignificant changes,
the Ministerial Agreement was again signed by the MinLster
September 26 as one 

on 
of his last acts before leaving office. it is now

ir,the Office of the Registro Oficial awaiting official publication. 

While the above process has been going on, the new leadership ofthe D.G.P. has not been passive. Xey personnel for the new strtucture
have been identified, a study of office space to accomodate its new
organization is underway and initial plans have been made for
implementing the new organization once it has the force of law and 
upon return of the cadre of key officials that are now attending theInternal Revenue Service mangement traing program (See Training
below). 

b. Resiructured Processino Systems 

Mechanized programs completed during the period include: 1) JDR-6
audit program to compare third party information with individual
income tax returns (the DOS computer system was used); 2)
Transacciones mercantilos returns for 1985 delinquent filer system
using both DOS computer system and DGR mini-computer system; 3)
The transacciones mercantile system for 19;.:6 using the DGR
mini-computer system and; 4) A new RUC system was designed andprogrammed during the period, providing for substantial improvement 
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and reliability over the previous n6echanized system. Implementation
is in progress by DOS (the central computer office) and should be 
complete this fall. 

A study on the micro-computer needs in word processing anddocument control was finished with recommendations for pilotoperations in 5 areas to provide processing control in the SecretaryGeneral office, word processing for increased production of "Official
Resolutions", statistical and spread sheet calculation for the planningoffice, audit time reporting (system in the latter was designed andprogrammed during the period), and support for the proposed
functional management departments under the new organization.
study was done in conjunction with 

This 
the ordering of the overallequipment needs of the project including vehicles, furniture,

typewriters and other D.G.R. office equipment needs. 

A study of the Pichincha Jefetura was completed with a priorityrecommendation to install a micro-computer to control the cash
receipts and titulos de creditos. This study has resulted in a proposal
for an overall pilot project which, if successful, will substantially
change the input of documents and of processing control in the D.G.R.
Because of the pilot project potential implications, the tax withholding
system planned for this period has been postponed. With themechanizaiton of the jefeturas, all withholding payments and
declarations will be input at that level and then transferred by
magnetic means to a centralized masterfile for control purposes. 

The study for the overall processing equipment needs in theregional computer centers was initiated in September after much delay
awaiting the reorganization and the assignment of proper personnelthe new Departamento de Sistemas. 

to 
Assignment of personnel has beenmade for the study grouo and overall objectives and time tables

established. Plans call f)r obtaining requirements, approvals and
ordering equipment during tho nex<t six month period of the project. 

During the period a new UNIX based mini-computer system was

ordered and delivered to 
 replace the present mini-computer in theD.G.R. central processing section. The system was installedSeptember !4 and conversion is presently under way. All 19:5 data
files have beer converted via personal computers. Remaining 
 to be
converted are the programs and the 19:::6 files before the oldermini-computer can be returned to the vender. At present the onl
 
means 
of communication from the old minicomputger to D.O.S. or to the newer UNIX based mini-computer system is by means of micrcomputers.
However, the rewer UNIX mini-computer .,,ill be equiped withcomrnunicaticn ,,rdvare and software to permit a direct connection viatelephone lines for fiE- and data conversiors durinc the ne:t reportperiod. The D.G.. has further strengthened its processing center by
requestig additional au;:ilary disk storage capacity and a portablemagnetic tape unit to be installed on the mini-computer system. This
will provide direct magnetic tape :ompatabillt/ with the Iinistry of 
Finances' larcer computer system. 
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Several courses on UNIX operating systems and "C" language weregiven in Quito during the period. However, few personnel from D.G.R.could take advantage of the courses since they were given in Englishby international instructors. The processing advisor and one D.G.R.employee attended these courses and are now responsible for training.in Spanish, of D.G.R. personnel. Training was started in September
and will continue during the month of October. 

4. TRAINING 

Five executi'.es from the Ministry of Finance attended the C.I.A.T.(Interamerican Center of Tax Administrators) annual confer-ence heldin Eue.os Aires in April 19:."6. The theme of the conference was Tax 

'vent,,-sever- ta: aUditors trom the Guyaq'ji! ;rea .ere given a 50hour' course in elenentarv tv': auditinq -- chriques. This course wasdesigned for ihose auditors with limited auditing knowledge and 
experience. 

flineteen aulditors were givcn instructor training and coursedevelopment Quioance to serve as the beqinning of an instructor corps
for the audit iunction. 

Forty-five agentes tributarios and twelve supervisors were given athree-day mini-course in the concepts and procedures of the new taxreturns compliance program and their roll in carrying them out. 

A three day management seminar was conducted, Thursday throughSaturday, at an inn located about 70 miles north of Quito. The seminarwas attended by the Director General, the principal SubdirectorGeneral and 1.: other officials from Quit6, Guayaquil and Cuenca whowill fill key positions in the new organizational structure. Briefly, theseminar covered the following: the functions of tax administration;
basic organization and management principals; the project agreement;the project strategy; and the reorganization of the D.G.R. Interspersedhroughout the seminar were questionnaire discijssions on managementtopics and the six management films based on Peter Drucker's series"The Manager and the Organizaiton". Also included was a brieftreatment of the first module of the I.R.S. management course coveringthe basic elements of the U.S. tax system and the I.R.S. organization inorder to prepare the group for its attendance at the I.R.S. Thecourse.
entire tax advisory team participated as discussion leaders 
 for 
various parts of the seminar. 

The group of 20 participants for the 4 weeks I.R.S. management
course (the same group that attended the seminar), left for Miami onSeptember 22. After 2 weeks in Miami, they will continue on to Austin,Texas for an additional 2 weeks of combined classroom trainingdirect participation with executives of 

and 
the I.R.S. District Office. Thisis the second group to attend the local management seminar and theI.R.S. rourse. It is gratifying to note the interest shown by the twotop executives of the D.G.R. in attending the seminar as well as the 

http:executi'.es
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I.R.S. course, which is a continuation of the exellent leadership they
have shown since coming to the D.G.R. three months ago. 

Subsequent to the management seminar which was attended by theChief of Audit, at the latter's suggestion, a series 	of short seminars
using 	 the Drucker films was given to 20 	 audit supervisors andmanagers in Quito and 20 potential audit supervisors. The six films
(20 - 25 minutes duration) served as a basis for an 8 hour program forthe 40 	supervisory personnel which was given 4 hours each day with a
half-day interlude to complete assignments on the material. 

B. Plans for The Ne;:t Six Month Period 

i. General 

Collections in 19L6 are expected to reach 32 bilion sucres or 
67% over 19;5 collections. 

2. Revenue Collection Activities 

a. Irrmproved Collections and Returns Compliance Svste-,s 

27 new Agentes Tributarios will be recruited and 
trained. 

The delinquent returns will beprogram e;:panded to
include registered businesses (starting with
corporations) which havr? never filed sales tax returns. 

Study will be initiated to seek more agile enforced
collection procedures to induce improved taxpayer 
payment compliance. 

The new Sub-direccion General de Control Tributario will
be established and functioning under the new 
organizaitional structure. 

The five new Regional Departmentos de Control
Tributario will be established and will be functioning
within the pattern of the new crganizaitonal structure. 

b. 	 ,IrrprovelAudit System 

The computerized audit time reporting system will be 
insta~led and functioning. 

An audit program to prov:de for increased coverage of 
Transdcciones Hercantiles (sales tax) returns will be 
developed and implemented. 

A pilot Review Section will be established in the Quito 
area audit function. 



The new Sub-direccion General de Determinacion 
Tributaria (Audit) will be established and functioning
under the new organizational structure. 

The five regional Departamentos de Determinacion 
Tributaria will be established and functioning within the 
pattern of the new organizational structure. 

3. Orqanization Improvement Activities 

a. 	 D.G.R. Rerqanization 

The first phase of the reorganization establishing the
functional management departments at the national level 
will be implemented. 

The second phase of the reorganizaiton, establishing the
basic regional structure, will be implemented.. 

Training to support these phases of the reorganization 

will be conducted (See Training, below). 

b. 	 Restructured Processinq System
 

The Transaccion Mercantiles 
mechanized system will be
converted to a data base design on the Tower 
mini-computer. 

The Pichincha Jefetura's micro-computer system for
cashier, titulo de credito and document control will be
designed, programmed and implemented. 

A study will be conducted for a withholding agentsprocessing system, based upon success of the Fichincha 
jefetura pilot project. 

The improved R.JC system will te implemented. 

The audit time reporing syster .7i be zc'rputerized. 

A processing plan will be prepared for ir.mplementation in
the 5 regions under the new organizaiton. 

Specifications for the regiunal computers v.,ill be 
developed and procurement inititatec. 

c. Professional Inspection Service 

No activity is planned for this area during the next 
period. 
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d. 	 Public Relations Program
 

The Departamento 
 de Difusion y Publicaciones Tecnicas 
will be established under the reorganizaiton. 

4. Training 

- Fifteen new chiefs se]ected for key positions in the new
organizaiton will receive orientation seminars in their new 
duties. 

- A management seminar will be conducted for 15 key regional
and national personnel. 

- Fifteen key regional and national personnel 'rill attend thespecial 4 weeks management course given in the United States 
by the U.S. Internal Revenue Service. 

- Forty journeyman level auditors (20 in 	Guyaquil and 20 in
Quito) 	will attend the standardized Audit course developed by
the instructor cadre. Instructors for the courses will be 
selected from this cadre. 

- A seminar on processing systems will be conducted for 5
regional processing chiefs: and several key national processing 
personnel. 



ANNEX
 

LOGICAL FRAMUMORK
 

OUTPUTS: 

Progress to Date 

Revenue Administration 

1. IMpioved collections sy t ,m 

- Pro]fessional corps of 35 - Corps of 25 established. 
persons established in Yr. 

- 5 technicians trained by - 25 trained in collection of de-Yr. . linquent accounts. 

- Improved collections pro- - Delinquent accounts program devecodures and mnwerial loped and implemented.
functn'ics fully instituted 
by Yr. 5. 

-. Improved returns filing com

pliance system 

- Professional corps of 35 - Corps of 20 established. 
persons es tabiished in Yr. 
2. 

- 35 technicians trained by - 2O trained in delinquent returnsYr. Z-. program. 

- New programs and manage- - Delinquent returns program deverial functioIs fully ins- loped and implemented.
tituted by Yr. ,I. 

3. Improved audit .. ,t-,. 

- Selective office Rjdit
functions initi-ted Yr.by 

- 100 technicir,; trained - 51 audi.tors of' limited experienceit] audit procedures by Yr. trained in elementory auditing
4. techniques.
 

- Improved audit procedures 
 - Third pnrty information programand managerial functions implemented;fully instituted by Yr. 5. - 30 auditor supervisors given li
mited motivational and managerial 
trai n ng. 
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Oranizational Improvements 

1. Reorganization of MXR 

- Reorganization plan ap-

proved in Yr. 1.
 

- New organizational struc
ture in place by end of
 
Yr. 3. 

- 60 executives and managers 

trained in-country by Yr. 

2.
 

- 10 managers given ad-
vanced U.S. training by 

Yr. 4. 

2. Restructured processing system
 

- Integrate master file pro-
cessing system in DOS com-
pleted by end of' Yr. 4. 

- 30 technicians t;rnined by 
Yr. 4. 

3. Professional inspection service 

- Unit established and staff 
of about 20 in place in Yr. 

- Program and procedures ins
tituted in Yr. 

4. Pblic relation program 

- Uinit es'tab]ished in DCR 
for developing instructio-

nal materials and publica
tions. 

- Effective media techniques 
tested and identified by 
Yr. 3. 

Progens, to Date 

- Reorganization plan approved.
 

- 35 executives and managers given 
management seminar. 

- 35 executives and managers given 
I.R.S. management course in U.S.
 

- Upgraded mini-computer (TOWER) 
performing limited processing 
for DGR. 

- 8 computer technicians now recei
vring course in Unix operating 
System.
 

- Awaiting reorganization implemen
tion. 

- AwaiLing reorganization implemen
tation.
 



Progress to Date
 

Studies
 

1. Revised procedural laws
 

- Study and recommendations
 
for revised revenue code
 
and procedural tax laws 
completed and approved 
by Yr. 2. 



II. ADMINISTRATIVE REPORT 

A. EXPENDITURES 

CategorY 

Salaries & Wages 

Fringe Benefits 

Administrative Costs 

Differential & Allow. 

Travel & Transp. 

Other Direct Costs 

Profit of Fee 

GRAND TOTAL 

Bud/et Amount 

$ 1,559,775 

99,937 

-54,685 

355,540 

373,084 

102,030 

254,505 

$ 2,799.556 

Expenditures to Date 

$ 359,249.94 

51,924.73 

15,512.02 

66,842.14 

94,924.32 

58,157.50 

64,656.53 

$ 711,267.18 
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B. PERSONNEL EMPLOYED
 

1. 	Field
 

a. Long Term Advisors 

Chief of Party 

Audit (2 + 2) 

Processing, Sy.:tems 

Delinquent Collections 
& Returns Compliance 


Total Long Term 


b. Short Term Advisors
 

Audit 


Training 


Management 

Total Short 'Term 


c. Local lire Suport 

Secretary 

Administrative Assistant 

Total Local [ire 

TOTAL t:'IELD 

2. 	Home Office S.,upuort 

Company President 

Vice President Planning 
& Budget 
Secretary - Treasurer 

Office Clerical ,ipport 

iOAL., [OME OFFICE 

IDTAL PERSONNEL i!PL0YED 

Work -

This Period 

6 

4 


6 

2. 

18.50 

2 


3 


0 

5 

6 


1.5 


7.50 


31.0 

2.6 

2.2 


6.-1 


10.9 


41.9 


Months
 

Accumulated 

'13.5
 

10.5
 

12.0 

8.5 

44.50 

3.25
 

4.0 

0.50 

7.75
 

13.0
 

1.5 

14.50
 

66.75
 

5.8
 

3.0 

2.2
 

13.3
 

24.3
 

91-05
 

to Date 


