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PROJECT AUTHORIZATION

Name of Country: Guatemala

Name of Project: Fiscal Administration

Number of Project: 520-0371

1.

Pursuant to Sections 105 and 106 of the Toreign Assistance
Act of 1961, as amended, I hereby authorize the Fiscal
Administration Project for Guatemala, involving planned
obligations of not to exceed $9,000,000 in grant funds over
a forty-two (42) month period from 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 forty-two (42) months from
the date of initial obligation.

The project will assist the Government of Guatemala in a
comprehensive modernization of its system of fiscal
administration. The specific improvements tc be
implemented will reorient Guatemala's budgetary and tax
system toward greater equity and better allocetion of
public sector resources to Guatemala's pr10r1ty development
needs.

The Project Agreement which may be negotiated and executed
by the officer(s) to whom such authority is delegated in
accordance with A.I.D. regulations and Delegaticns of
Authority shall be subject to the following essential terms
and covenants and major conditions, together with such
other terms and conditions as A.I.D. may deem appropriate.

a. I and Origin of mmodit] ati 1li of rvi

Commodities financed by A.I.D. under the project shall
have their source and origin in the United States
(A.I.D. Geographic Code 000), the cooperating country,
or other countries included in the Central American
Common Market, except as A.I.D. may otherwise agree in
writing.

Except for ocean shipping, the suppliers of commodities
or services shall have the United States, in the
cooperating country, or other countries included in the
Central American Common Market as their place of
nationality, except as A.I.D. may otherwise agree in
writing.
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Ocean shipping financed by A.I.D. under the project
shall, except as A.I.D. may otherwise agree in writing,
be financed only on flag vessels of the United States.

ndition . i

Prior to the first disbursement under the Project, or to
the issuance by A.I.D. of documentation pursuant to
which disbursement will be made, the Grantee will,
except as the Parties may otherwise agree in writing,
furnish to A.I.D. in form and substance satisfactory to
A.I.D. the following:

(i) An opinion of the Ministerio Publico or other
counsel acceptable to AID that the Project Agreement
has been duly authorized and/or ratified by, and
executed on behalf of, the Grantee, and that it
consitutes a legally binding obligation of the
Grantee in accordance with all of its terms;

(ii) A statement of the name of the person holding or

, acting in the office of the Grantee and of any
additional representatives, together with a
specimen signature of each person specified in
such statement;

gy

Anthony J. Cauterucci
Director, USAID/Guatemala
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USAID/Guatemala
FISCAL ADMINISTRATION PROJECT
(PROJECT 520—0371)

I, PROJECT SUMMARY AND RECOMMENDATIONS
A. Recommendation:

. The Project Committee recommends that the
JSAID/Guatemala Mission Director approve the 42-month Fiscal
Administration Project and authorize grant funding in the
amount of $9,000,000. The Grantee will be the Government of
Guatemala, as represented by the Ministry of Finance.

B. Project Summary Description and Budget:

The Fiscal Administration Project will support
the Government of Guatemala's efforts to stimulate robust
economic growth, with greater participation in its benefits,
providing technical assistance to the Ministry of Finance to

(1) develop the analytic infrastructure
necessary for the Guatemalan public sector to
analyze the national tax and expenditure
structure and determine the economic impact of
any proposed changes and simplifications in
fiscal policy.

(2) substantially simplify and improve tax
administration, particularly of the income and
value-added taxes, and in customs.

(3) strengthen the national budgetary process
reorienting budget preparation from the current
numerical exercise to one which is based on

by

by

progran analysis, prioritization and monitoring.

(4) institutionalize the capability for
systematic analysis of budgetary and tax issues
through the establishment of an Institute for
Fiscal Analysis within the Ministry of Finance.



achieve:

The Project has four specific objectives to

1. Improvement in the Allocation of Resources

will be accomplished in three ways: (1) by
helping to find underlying structural problems in
the fiscal system that are not in step with the
economic programs of the country, and that
distort economic choices in ways that cause
losses to society; (2) by modernizing,
simplifying and improving the administration of
the fiscal system, and eliminating the resource
costs that operational inefficiencies impose on
society; and (3) by providing better information
to assist government officials in making fiscal
decisions.

2. Greater Fairness in the Distribution of Tax
Burdens and Expenditure Benefits that result from
the administration of the fiscal system implies
the development of a more horizontally equitable
system whereby like taxpayers will be treated the
same way.

3. Mobilization of Resources to Cover the Cost

of Public Services though improved administration

of the tax system and the system for delivering
public services.

4. Improved Government Ability to Plan and
Monitor its Fiscal Decisions will be accomplished
by creating institutions capable of continuing
this work, because comprehensive fiscal reform is
an ongoing process. The Project will include a
substantial training and data computerization
program, as well as the development of analytic
models. The purpose of these components is to
put permanently in place within the Ministry the
capability to evaluate the implications for
future revenue and expenditure, and for income
distribution and growth, of changes in public
policy or external economic conditions. These
will enhance the Ministry's ability to monitor
the efficiency of its operation, and to plan its
programs rationally.




The summary project budget appears on the
following page as Table I-1. The Project Committee has
reviewed the technical, economic, financial, institutional, and -
social aspects of the project. Based on this review, the
Committee recommends the authorization of the project for
$9,000,000 in grant funds.

The project meets all applicable statutory
criteria. The project will not have a8 detrimental impact on
the environment, and a categorical exclusion was granted for

the IEE.

C. Resolution of PID Issues:

The following information responds to the design
issues raised at the Mission review of the Fiscal
Administration Project Identification Document (PID), held on
February 22, 1988.

The specific issues raised were:

l. Potential Negative Perception of USAID
Activities: The Mission Review Committee members
agreed that it would be necessary to develop the
pProject in a way that minimizes divisive aspects
and that maximizes opportunities to forge a more
collaborative approach bcliween public and private
sectors in fiscal matters. The project has also
been designed in a way that has given a :
broad-based sense of ownership within the highest
levels of the Guatemalan government. Sections
IITI and V.B elaborate on this theme. 1In
addition, the project paper annexes include a
letter of request from the Ministry of Finance.

2. Funding: The Mission Review Committee
members considered the question of loan versus
grant funding. This discussion has been
overtaken by the AID/W decision that DA-~funded
activities will no longer be financed with loans.

3. Review of Previous- Experience with Similar
Projects: The Mission Review Committee
recommended that the design team review the
Successes and problems associated with previous
similar projects in Guatemala and elsewhere.

This information was provided to USAID by CDIE,
and was used by the design team in developing the
project.
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TABLE I-1

PRQJECT SUMMARY AND FINANCIAL PLAN BY PROJECT
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Cosprehensive Fiscal Refora Concept raper
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§ualeuala Office
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TOTAL PROJECT

(US$)
USAID 606
F L
226,126 33,525
2,52 118,813
291,736 118, a8
1S,495 55,980
143,437 55,302
39,039 50,224
31,821 54,628
31,821 33,597
283,502 100,65
190,362 £2,070
36,617 29,090
. 92,636 75,05
108,772 31,785
52,831 55,750
74,09 55,750
50,488 14,585
1,985,534 , 945,355
459,709 441,543
107,500 346,604
186,385 395,64
1,436,910 475,970
3,590,505 1,659,763,
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1,348,977 161,721
118,500 27,29
190,000
1,087,683

" (Us$)

TOTAL
259,650

121,339
410,552
175,479
198,751
89,26
36,245
85,378
364,178

172,432
89,707
167,687
140,537
108,597
129,848
15.215
2,430,892

1,401,2¢
754, 104
1,182,024
1,912,879
5,&0\),&
1,029,353
1,510,598
145,796
199,000

1,087,683

9,000,000 3, 144,£91 12,144,681



4. Proiject Scope and Magnitude: The Mission
Review Committee correctly pointed out the
difficulty in analyzing and designing a
comprehensive fiscal administration project
within the time frame required for an FY 1988
start. Subsequently, the Mission decided to
postpone the project until FY 1989, in order to
accommodate a more comprehensive design process.

5. Social Implications: The Mission Review
Committee considered the question of whether
attitude surveys of willingness to pay higher
taxes should be conducted as part of the project
design. Because the project as designed does not
have increased taxation levels as an objective,
such surveys are not relevant. The social
soundness implications of the project are covered
in Section VII.D. of the project paper.

6. Venue of Project Paper Review: Subsequent to
the Mission review, the Mission, in consultation
with the LAC Bureau, decided that the project
paper would be reviewed and approved in the
field. A representative of LAC/DP will attend
the Mission Project Paper review meeting.

D. Project Committece:

The USAID/Guatemala Project Design Committee for
the Fiscal Administration Project had the following membership:

Samuel L. Skogstad, Chair and Chief of the Office of
Economic Policy Analysis

Ana Vilma Pocasangre, Project Officer, Office of
Economic Policy Analysis

Joseph Lombardo, Office of Project Development and
Support

Michael Alban, Controller's Office

Thomas Kellerman, A/Program Officer

The principal consultants participating in
project design were:

Dr. Roy Bahl, Georgia State University i
Dr. Jorge Martinez, Georgia State University
Mr. Kenneth Stacey, private consultant

Dr. Charles McLure, Stanford University

Mr. Oakley Austin, private consultant



Dr. Melissa Birch, University of Virginia

Dr. David Greytak, Syracuse University

Dr. John Due, emeritus, University of Illinois
Dr. Thomas Vasquez, P’eat Marwick

Dr. Sergio Madrigal, Peat Marwick

Mr. Francis Greaney, Peat Marwick

Dr. Darwin Johnson, Peat Marwick

The members of the USAID Executive Project Review
Committee were:

Anthony J. Cauterucci, Mission Director and Chair
Paul E. White, Deputy Mission Director

Thomas Kellermann, Dcputy Program Officer

Christina H. Schoux, Chicf, Project Development and
Support

Mary C. Ott, Deputy Chief, Office of Economic Policy
Analysis

Joe O. Hill, Jr., Controller

Gordon Straub, Chief, Rural Development

Liliana Ayalde, Chief, Human Resources Development
Linda Whitlock, Acting Executive Officer

Michael Williams, Regional Legal Advisor

John McAvoy, Regional Contracts Officer

James Fox, LAC/DP



II. PROJECT BACKGROUND AND RATIONALE:
A. Introduction;
. 1. Project Setting:

Recent improvements in the standards of
living of low-income Guatemalans, particularly residents of the
rural western Highlands,.have been hard won. In Guatemala, the
allocation of scarce development resources among competing
potential uses involves tremendously difficult decisions, owing
to the enormous number of valid but unmet demands. Once
budgetary decisions are made, inefficiencies in the way public
expenditures are managed reduce the effectiveness of the
programs funded. As a result, Guatemala lags behind its
regional neighbors in nearly all socioeconomic indicators, from
health status to educational attainment to level of
infrastructural development. These indicators directly reflect
past low levels and limited effectiveness of public
expenditures.

USAID/Guatemala, like other international
agencies, manages a project portfolio directed at development
areas which both we and the Guatemalan government consider to
be of greatest need and highest potential impact. These
activities include road building, bilingual education,
agricultural diversification, health, and nutrition. One of
the principal objectives of all foreign assistance activities
is to provide access to fundamental services to all segments of
the population, including in particular those who traditionally
have been left behind. However, to make these improvements a
permanent feature of the Guatemalan public sector, fiscal
management will first have to undergo dramatic improvements in
efficiency and fairness. That is the principal reason for the

proposed project.

How public sector revenues are generated is
as important as the level of funds collected. A bad tax system
can distort incentives to produce and actually lower GDP
relative to its potential. 1In Guatemala, the level of tax
effort (tax revenues as a percent of GDP) is_one of the lowest
in the world, around 8 percent in 1988. While it is difficult
to argue that the private sector suffers from an onerous
aggregate tax burden, the tax base suffers so seriously from
lack of enrollment that the few who do pay taxes can suffer
under a heavy and unfair burden. Moreover, the tax structure



appears out of sync with national development objectives.
Excessive dependence on revenues from the external sector, for
example, thwarts Guatemala's recent adoption of an export-led
development strateqgy. The high costs of compliance with
certain taxes on business operations cause investors to base
decisions in part on tax administration concerns, rather than
on pre-tax rates of return.

At this point, we can only say that the
Guatemalan tax system seems out of <tep with national
objectives. 1In fact, the Mirnistry of Finance does not at
present possess even rudimentery capability to assess the
impact of the tax and expenditure structure on the national
economy. Because of this deficiency, Guatemalan national
debate on tax and expenditure issues rests first on polemics,
assertions, and political expediencies; second on theory, and
barely at all on hard empirical evidence. This is particularly
costly to national policymaking, as taxation and expenditure
issues are unusually sensitive in Guatemala.

This document presents a proposal for a
USAID/Guatemala Fiscal Administration Project directed at
making substantial and rapid progress in improving the
efficiency of the national expenditure and tax system. The
three areas of budgetary management, tax structure analysis,
and tax administration will be the focus of the preject. It is

mportant to note from the outset that the QrOJegg progose

here is fundamentally different from other DA-funded efforts we
manage.

While USAID/Guatemala can contract to build
a bridge ur a road, or train teachers, only Guatemalans can
analyze, decide on, and effect improvements in the national
budgetary and revenue process. What USAID/Guatemala can
provide are the tools. The project we propose will finance the
technical assistance necessary to bring about a rapid
improvement in the Ministry of Finance's capacity to plan,
execute, track and finance public sector expenditures. The
Ministry of Finance, through the Minister and all three Vice
Ministers, has committed itself to the project. The Ministry
staff have demonstrated the rcadiness to begin the hard work
and concerted effort that, together with the technical
assistance we provide, will result in much improved public
sector resource collection and allocation. An important
feature of the project design is that most of the GOG
counterparts will be pre-selected to participate in a project




process that ‘will provide them with training and experience to
qualify them for fast track career development in the Ministry

of Finance.

This project is an essential component of
our overall program because we believe USAID's mission in
Guatemala to be not merely one of supplementing present day
- public expenditures, but rather assisting the country to meet
its objectives with such efficiency that it will deserve and
win public confidence in its ability to deliver.

2. Macroeconomic Setting:

The year 1986 marked the beginning of
Guatemala's return to democracy. In the same year, the
debilitating recession of seven years' duration ended, not
coincidentally, due to the serious economic policies adopted by
the Cerezo government. The economic program included both
short-term stabilization policies and measures to effect
longer-run sustained growth, export promotion and improvement
in the real income position of the poor. By 1987, the
Guatemalan economy was growing at a real rate of 3.1 percent.
Agricultural production, total employment and private sector
investment were all up significantly in 1987. 1In 1988, real
GDP growth is estimated to have reached 3.5 percent.

Signs of economic recovery hide several
persistent areas of weakness. On the external side, the
current account deficit is still large, and the country remains
dependent on significant levels of balance-of-payments
assistance. This is due to robust increases in import demand
that have accompanied growth, and poor performance in the
traditional export sector. The short-term external debt drain
on Guatemilan resources is significant (about one-third of
export earnings), but not large by comparison with other Latin
American countries. The Cerezo government has restrained
monetary expansion and imposed two devaluations to bring the
external imbalance under control. Additional corrective
measures will be necessary in the near term to close the
external gap.

Fiscal performance is also weak, but not in
the usual sense. The fiscal deficit in Guatemala has been
maintained in recent years at about 2.5 percent of GDP or
lower, small by world standards. In Guatemala, however, it
masks what is generally considered to be an inadequate level of
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public services. Government expenditures in Guatemala are low
by comparison with almost any country --less than 12 percent of
GDP in the general government sector. The nonfinancial public
enterprise sector is also relatively small --less than two
percent of GDP.

Revenues to the public sector are also
minuscule by world standards. The ratio of taxes to GDP is
less’ than 10 percent, and the surplus of nonfinancial public
enterprises is estimated to be less than one percent of GDP.
The tax system is levied on a narrow base, revenues have not
grown adequately inh recent years, and a heavy revenue
dependence on international trade taxes makes the budget
inordinately sensitive to external events. The 1987 decline in
coffee prices compromised that year's budget, for example,
forcing a 3.3 percent reduction in current expenditures and
offsetting some of the revenue gains that were attributable to
inflation, administrative improvements and the expansion in the

economy .

The public sector is also hampered by an
inefficient administration which makes the actual tax yield far
less than the potential yield. Some of these problems are due
to deficiencies in the tax structure, which makes taxes
difficult to assess and collect, some owing to inefficient
procedures, and others to inadequate staff. Tax administration
problems are one reason why the Cerezo government is having
trouble moving toward its taxation target of 10 percent of GDP
by 1990,

There are important administrative problems
on the expenditure side of the budget as well. The budgeting
process appears to be in disarray and there is little by way of
analysis of the costs and benefits of alternative investments.
There are also implementation problems. It is reported, for
example, that less than half of the investment budget was
actually executed in 1987. Guatemala's "success" in
controlling the public deficit has serious negative
implications for economic growth in the future, which will
depend in part on the level of public investment made now.

Fiscal policy problems could grow more
severe in the near term. There is persistent public pressure
to increase levels of publicly provided services, as
consolidation of the democratic process unleashes pent-up
social demand.
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Dissatisfaction with implementation of the
tax system and the expenditure budget is widespread, vocal and
growing. A tax reform attempted by the Cerezo government in
1987 could have been a significant step in the right
direction. Because of political and administrative
difficulties, however, the reform did not fully accomplish the
objectives of increased revenue and reduced distortion to the
economy it was intended to promote.

The Guatemalan Government is now confronted
with an urgent need to prepare for another round of tax reform,
and to make improvements in the budgetary system to carry out
its development programs and provide the safety net it desires
for low-income citizens. The proposed Fiscal Administration
Project will assist the Government to undertake improvements to
its budgetary and revenue system in a way which is supportive
of the country's broader development objectives.

B. Project Rationale:

1. Relationship to Mission Strateqy:

Guatemala is unique among Central American
nations, in that its public sector is too small to deliver what
is widely recnonized as a minimal acceptable level:-of public
services. The Fiscal Administration Project will pave the way
for a rational and limited expansion. Its role in this respect
will be discussed below. First, however, it must be recognized
that the public sector can only set the foundation --basic
supporting infrastructure-- for sustainable real growth. The
private sector will have to take the lead in saving, investing,
producing and providing the jobs. This will only happen if it
has confidence that the public fisc will be managed in such a
manner that the Government is the private sector's ally in the
pursuit of growth, and not a foe that squanders resources
through inefficiency and partisan political posturing. The
Government has made a start in this direction, but recognizes
that it still has serious skepticism to overcome. By
undertaking an internal, visible and participatory effort in
improving fiscal administration, the Government hopes to make a
fast and dramatic advance toward winning the confidence of the
private sector.

The Mission's Country Development Strategy
emphasized the need to increase Guatemala's performance in
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construction of basic rural infrastructure, availability of
rural research and extension; and provision of education,
nutrition and health services. '

Progress toward these objectives, both in
the immediate period and in the longer term, demands that
Guatemala be able to adequately plan, carry out and finance the
- required investments. In addition, improved development
infrastructure carries a burden of increased future recurrent
costs for which Guatemala must budget. Ability to capture
funds to finance investment and recurrent costs, in turn,
depends on an adequate administrative capability. A Fiscal
Administration Project to strengthen public finance in
Guatemala is essential for the country to meet the objectives
espoused in its development strategy.

The proposed project is also a cornerstone
of Mission strategy, as outlined in the FY 1990-91 Action
Plan. The CDSS notes Guatemalan commitment to "maintain the
political will to accelerate development investments as a
natural consequence of the democratic expression of popular
demand." The document describes the willingness of the U.S.
and other donors to assist planned Guatemalan interventions
which include:

R crédible administration of fiscal affairs;

-- systematizing the national budget process so
that investments are consistently focused each year on
the highest priority socioeconomic needs, and are
successfully expended;"

The words of the original FY 1986 CDSS
document continue true today, namely that "Guatemala lacks the
modern redistributive mechanisms of industrialized nations to
spread broadly the benefits of growth." The CDSS points out
the inadequacy of simple income redistribution as a means of
improving national living standards. The document and its
update supplement both note the lack of public investment in
key areas such as education, rural infrastructure and health
services. The documents conclude that one of the ways to have
more broadly based growth in Guatemala is through improved
administrative capacity in the public sector to give available
resources their greatest impact in priority development areas.
At the same time, the CDSS documents call for improvement of
the tax structure and administration to provide more reliable



-13-

flows of revenues, without unduly distorting or discouraging
private production.

The Mission sees the national budget and
revenue process as the missing link between macroeconomic
policy change, as supported by the Mission ESF program, and
sector-specific assistance to the line ministries through DA
- projects. The former addresses the size of the fiscal deficit,
and through the Core Development Budget, the composition of
public expenditure. However, to go beyond the broad aggregates
and link ESF to the details of fiscal management, the
Government's institutional capacity to enact such improvements
must first be strengthened.

DA support to line ministry activities
finances specific investments. The Mission routinely raises
the issue of management of ministry resources, but cannot
effectively use DA grants to individual ministries to address
the question of how resources are allocated amomg ministries
and sectors. The proposed project bridges this gap by
directing resources to improve the Ministry of Finance
budgetary process and the mechanisms to raise necessary
revenues.

2. .Relationship to Other Donor Assisgtance:

During the early eighties, very little donor
assistance was offered to Guatemala in the area of public
administration and finance, due to a lack of political will to
make needed improvements. When the Cerezo government took
office in 1986, the Ministry of Finance embarked on a program
of reorganization, technical improvement, and managerial
reform. As part of this effort, the Ministry sought external
assistance across a wide range of areas in tax administration
and budgeting. At present, there are six main technical
assistance projects underway in the broad field of fiscal
administration. They are:

o RTU/CC/Interamerican Development Bank

(IDB)/Interamerican Center for Tax Administration
(CIAT): A project team has been working for 5 to 6
years in developing the current account for tax
collections.

o} GTZ, Government of West Germany: A three-member
German team providing tax and budget admlnlstratlon
‘technical a551stance
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o - ni Nations Developm Program (UNDP): A
three member team of Guatemalans providing the
coordination of Ministry of Finance efforts to
restructure, debureaucratize, and modernize.

o Cadaster, Government of France: A French contractor
managing the Cadaster project.

o] ustoms: Several small-scale activities - training by
Governments of Mexico and Spain and computerization
funded by UN and USAID.

o Qther: One technician from CIAT is providing general
advice on taxation and one technician from the
International Monetary Fund (IMF) is examining the
payroll system.

Annex A and the technical reports contained
in the Project Paper Bulk Annex examine each technical
assistance activity in turn.

There were serious problems evident in the
Ministry's past approach to coordinating technical assistance,
problems tha: will be corrected as par: of the implementation
of the proposed project. Tax administration and budgeting
require cooperation among many offices of the Ministry, all of
which are interrelated in sharing information, computer
llnkages, and policy deliberations. On the taxation side,
there is a further concern. A Guatemalan may be legally liable
for income tax, vehicle tax, value-added tax, property tax,
corporate taxes and import duties. For this reason, efficient
management and supervision of the overall system of taxation
require that information on each tax be linked for each
taxpayer. Within this context, the past policy of the Ministry
of managlng each item of technical assistance as a separate
unit, and in some cases impeding communication among donors,
has engendered many of the problems described in Annex A.

The Minister of Finance has made a firm
commitment and has taken steps to improve coordination of donor
activities. The Fiscal Administration Project will be an
essential input into the project in forming an “umbrella" of
coordination into which all donor activities will be drawn.

The Minister of Finance will serve as coordinator of the
"umbrella" group, with the project technical assistance team
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advising him. Through the "umbrella" mechanism, the Minister
will coordinate and supervise all externally-fund2d4 technical
assistance, in contrast to the decentralized supervision by
each Ministry Office that occurred in the past.

The Fiscal Administration Project will
provide a focal point for the integration of other donor
activities into a coherent policy framework (see Comprehensive
Fiscal Reform: Fiscal Analysis Integration, Section III.B.l.a
below.) This approach will avoid duplication of efforts,
ensure that the individual elements work more effectively
together and assist the Minister to fill in areas of needed
technical assistance which are currently unmet. The general
role of the Fiscal Administration Project is further affirmed
in the Minister of Finance's request for assistance (Annex G).

The sections of this project paper which
describe the specific technical assistance activities elaborate
more fully on how other donor projects will be coordinated.
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III. ROJECT DE P N:
A. i iv Str :

The goal of the Fiscal Administration Project is
to support the Government of Guatemala's efforts to stimulate
robust economic growth, with a structure reflecting broad
participation and optimal utilization of Guatemala's particular
resource endowments, given cost-price relationships in world
markets. The Project is ‘designed around the Government's
economic and social policies and is cognizant of the
constraints imposed by the economic and political setting.

The purpose of the Project is to assist the
Government of Guatemala in a comprehensive modernization of its
system of fiscal administration. The Project has four specific
objectives to achieve:

1. Improvement in the Allocation of Resources will be
accomplisned in three ways: (1) by helping to find
underlying structural problems in the fiscal system
that are not in step with the economic programs of the
country, and that distort economic choices in ways
that cause losses to society; (2) by modernizing,
simplifying and improving the administration of the
fiscal system, and eliminating the resource costs that
operational inefficiencies impose on society; and (3)
by providing better information to assist government
officials in making fiscal decisions.

2, Greater Fairness in the Distribution of Tax Burdens
and Expenditure Benefits that result from the
administration of the fiscal system implies the
development of a more horizontally equitable system
whereby like taxpayers will be treated the same way.

3. Mobilization of Resources_to Cover the Cost of Publig
Services though improved administration of the tax
system and the system for delivering public services.

4, Improved Government Ability to Plan and Monitor its
Fiscal Decisions will be accomplished by developing
the institutional capability to continue this work,
because comprehensive fiscal reform is an ongoing
process. The Project will include a substantial




-17-

training and data computerization program, as well as
the development of analytic models. The purpose of
these components is to put permanently in place within
the Ministry, the capability to evaluate the
implications for future revenue and expenditure, and
for income distribution and growth, of changes in
public policy or external economic conditions. These
will enhance the Ministry's ability to monitor the
efficiency of its operation, and to plan its programs
rationally.

Cutting across all of the objectives is the goal
of decentralization. Decentralized participation in government
decision making, strengthened capacity of local governments to
finance and deliver services, and decentralized central
government fiscal administration activities are all encompassed
within this goal. Actions in these three areas would, in the
eyes of the Government, (1) improve the allocation of resources
by reducing the underinvestment outside of Guatemala City, (2)
make the system more fair by reducing some of the rural-urban
disparity in public services, and (3) improve the Government's
ability to choose the best mix of public services by removing
what might be an undue Guatemala City bias.

Certain general principles will guide this
project and it would be well to state them at the outset. The
first is that administration depends on policy. An underlying
problem with the revenue system may well be its strutcture. It
may be so complicated as to be beyond the capacity of the
Government to properly administer at a reasonable cost. It may
be so unfair that payment of taxes will be resisted no matter
how much the administration improves. To jump too quickly to
administrative reforms would miss these underlying structural
problems. To be sure, there are administrative reforms that
can and will go forward without policy changes, but it is very
important that the public sector understand the extent to which
the true underlying causes have to do with structure rather
than administration.

The second general principle is that fiscal
administration and structural changes should be formulated to
be consistent with the Government's broader economic policy
package. . The present Government's development strategy
involves overcoming restraints implicit in small Government, by
relying far more than is usual upon the private market
mechanism and its price system as the "traffic cops" of
resource allocation. Consistent with this is the expectation
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that exports of goods with hish labor and land content will
lead the way. If the tax system implies low rewards for
investment in these directions, it simply will not happen.

A central part of the work will be the generation
and interpretation of empirical evidence about the operation
and impact of the fiscal system. In other words, the project
will collect and analyze taxpayer records, budgetary data and
other information potentially available from Ministry
day-to-day activities, to provide information on questions such
as who pays taxes and who benefits from government
expenditures. The availability of reliable information will
lift the debate on the policy program to a much higher level
than has been seen in Guatemala to date, by removing the
mythology and hearsay about the impact of proposed changes in
the fiscal system.

The third principle makes institution building a
primary concern in all activities of the project. It is not
enough to assist the Government in a comprehensive one-time
reform of the fiscal system. It is also necessary to leave
behind a capability to maintain and update these reforms and
operational changes in the future. Formal and on-the-job
training, computerization of tax administration, data base
development, and the development of analytic models will all be
an important part of the work.

To put these three principles into practice, the
project design includes three types of activities for each
component. Each activity will be based on thorough homework to
obtain and put on the written record a full understanding of
the laws, institutions, and administrative procedures governing
each tax or expenditure issue covered under the project. As
simple and basic as this sounds, such information in writing
does not presently exist.

Second, there will be detailed analytical work to
understand the impact of the tax laws and individual provisions
of interest on the allocation of resources in Guatemala and the
distribution of income. Past analyses of tax and expenditures
have been at a level of generality too broad to guide
policymakers. Both the Ministry and international agencies
have produced, over and over, through the years, studies of
fiscal issues that were too superficial to guide sensibly the
policymaking process. 1In part this has been because no one
wanted to put the time and expense into serious analysis of



-19-

fiscal matters when governments in power had no serious
technical interest in fiscal reform. This has now changed, and
a more detailed level of analysis is now required by Guatemalan

policymakers.

A third activity of each component is to assist .
the Government in defining alternative approaches to deal with
the problems in the system. This may include recommendations
about structural or administrative changes, long-term
in-country technical assistance, assistance in software
development, hardware purchases and training. In this way, the
proposed project coordinates the "umbrella" of modernization
activities the Ministry of Finance plans to undertake, with its
own, other donor and USAID/Guatemala financing.

B. Project Elements:

The following sections describe the set of
components which will make up the proposed Fiscal
Administration Project. The presentation follows an outline
which divides the components into three general areas: (1)
background research, information gathering and analysis; (2)
operations; and_(3) development of an Institute for Fiscal
Analysis. The specific components of each area are listed in
Table II-1 on page 20.

In the information and_analysis activities,
fiscal experts will work together with staff of the Ministry of
Finance to establish the institutional capability to analyze,
at a much greater level of detail, the fiscal questions
believed to be most pressing for Guatemala.

In the operations activities, technical
assistance will be provided to the Ministry of Finance to
improve tax administration, budgeting, and institutional
capability in computerization and training.

The creation of an_Institute for Fiscal Analysis
will provide a unified locus for the naw analytical
responsibilities the Ministry of Finance will take on during

the course of the proposed project.

Of course, the various parts of this work program
are interrelated, even though they are presented here as
seemingly independent efforts. The activities will be
coordinated in two ways. The first is through a central design
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and management of the research and technical ecssistance. The
second is the set of analytical exercises that cut across the
various issues related to fiscal administration.

1. Development of Analytic Infrastructure:

The analytic tools required to support
"comprehensive fiscal improvement vary from straightforward to
quite complicated. At present, the Ministry of Finance does
not have the in-house analytical capacity to perform even very
basic analyses of the impact of fiscal policies. A highly
detailed assessment of Ministry capabilities and needs in this
area is contained in the report titled "Tax and Fiscal Analysis
and Modeling Capabilities" that forms part of the bulk annex of
this project paper. The following project components are based
on the conclusions of this report. The best examples of the
problems caused by the institutional weaknesses identified in
the analytic area can be found in the experience of the 1987
fiscal reform.

The Information_ and Analysis components of
the proposed project will, with close collaboration by Ministry
of Finance staff, develop the analytical and evaluative
machinery and leave it permanently in place within a newly
created Fiscal Analysis Institute in the Ministry. The
following sections briefly present the individual components.
As there is a great deal of technical detail in how such work
is carried out, the components are described at length in the
bulk annexes to the project paper. In the main documenc, the
descriptions will be, by necessity, brief, and will concentrate
on justifying the need for each component, and the benefits we
expect frcm its implementation.
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Table II-1
COMPONENTS OF THE
USAID/GUATEMALA
FISCAL ADMINISTRATION PROJECT

1. Development of Analytic Infrastructure

a. Comprehensive Fiscal Reform: Fiscal Analysis
Integration

Infrastructure Building

b. Development of Simulation Capacity for Guatemala's
Most Important Taxes

i. Business Tax/IVA
ii. Individual Income Tax
iii. Commodity-Based Consumption Taxes (e.q.

. import duties, excise taxes)

c. Development of Simulation Capacity for Public
Sector Revenues

d. Creation of a Taxpayer Identification System

e. Calculation of Marginal Effective Tax Rates

f. Calculation of Rates of Effective Protection

g. Development of a Computable General Equilibrium
Model

Specific Analysis

h. Analysis of Fiscal Policy Influences on EconomicC

Structure

i. Analysis of Tax Burdens and Tax Fairness

J. Development of a Database on Public Enterprises

k. Development of a Workplan for Fiscal
Decentralization

1. Diagnostic of Business Taxation and Incentives
m. Diagnostic of the Personal Income Tax
n. Diagnostic of the Property Tax

2. Operations and Administration:

a. Income Tax Administration

b. Administration of Domestic Indirect Taxes (the
major ones are the value-added tax, excise taxeo
and the stamp tax)

c. Customs Administration

a. Budgeting and Expenditure Management

3. Development of an Institute for Fiscal Analysis
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a. Comprehensive Fiscal Reform: Fiscal
Analysis Integration

One of the more important tasks of the
Project is to integrate the policy analysis, making all results
clear to government officials and working with the Minister and
his designates to formulate alternative reform programs. The
first step in this process is work with the Office of the
Minister to construct a thorough, analytic background paper
describing the fiscal system, measuring and evaluating its
performance and analyzing the extent to which it fits the
government's general economic and social development program.
This document will set the context for the work, "fit the
pieces together," and will allow the government to begin a
discussion of comprehensive fiscal reform. It also provides a
framework for discussion of the overall project with a broader
circle of government officials and, when the time is right,
perhaps with the private sector. It will include a detailed
analysis of the recent revenue and expenditure performance of
the Guatemalan fiscal system as well as a study of how the
Guatemalan system compares with those of other countries.

The concept paper will also deal with the
relationship between fiscal and other elements of economic
policy, and in particular will address the issue of what kird
of tax program is most consistent with the government's current
thinking about tariff, trade, and industrial policies and about
decentralization. An assessment of the tax administtation and
financial management systems as they relate to long-term fiscal
policy will be included.

This study will form a background for a
number of government decisions, and conceivably for a White
Paper on fiscal policy and administration. It will help
establish priorities for fiscal reform and the proper timing of
the implementation of these reforms; it will call attention to
the kinds of policy and administrative changes that are
reinforcing and the kinds that are contradictory; it will point
up those areas where we know too little and must dig more
deeply; and it will help formulate a plan for technical
assistance coordination in this area. A side benefit is that
this paper may assist the government in reviewing its economic
policy program in connection with its negotiations with donors

and creditors.
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A great deal of the work on the concept
paper has already been done during the design stage, and is
presented in the nine technical memoranda contained in the bulk
annex. This work will now be expanded and deepened as the
Project goes forward, and it will be continuously revised.

) The paper is the tangible output of this
activity, and will reflect almost constant discussion with the
Minister, other ministry officials and Project staff. Other
outputs will be working technical presentations by project
staff, supporting memoranda and special simulations. This work
will draw heavily on research already completed by the
government, analysis completed thus far during the design phase
of this project, research and technical assistance carried out
by other consultants and advisors, and additional field work,
and on gquidance from the Minister of Finance.

To accelerate the internal discussion
process, the concept paper will be the agenda document for an
initial seminar on the project goals and activities, to be held
early in the project implementation process. The discussions
at this seminar will serve to sharpen the goals of the project
and increase enthusiasm for the project components on the part
of government officials. This seminar, and others like it,
will lead to a continuous revision of the basic concept paper
as the work of the project evolves. By the end of the project,
the concept paper will have developed into a full-fledged
policy paper on comprehensive Fiscal Policy and Administrative
Reform in Guatemala, fully vetted within the public sector and
discussed with the private sector as well.

Infrastructure Building:

b. Development of Simulation Capacity for
Guatemala's Most Important Taxes:

The most important fiscal analysis tool to
be developed and applied in the proposed project is a set of
microsimulation tax models. These models are essential to the
formulation of tax policy, and also will enable the Ministry of
Finance, through a new Institute for Fiscal Analysis, to track
and forecast public sector revenues. The three microsimulation
models believed most urgently needed are:
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o A_Business/Value-Added Tax (VAT) Model. This model

will integrate two submodels, one for the corporate
income tax and the other for the value-added tax.
Each submodel will be used to analyze tax liability

2ffects of a broad range of tax policy and operational

alternatives. For example, the corporate tax model
can provide direct estimates of the consequences of
alternative depreciation schedules or analyze the
effects of inflation on after-tax rates of return to
investment. The value-added tax model will provide
information on the impact on tax revenues of changes

in exempt activities or tax rates. The integration of

the business income tax and VAT models will permit a
more general study of the impacts of taxation on
business operations, and estimates of sectoral
variations in effective tax rates on businesses.

(o} An Individual Income Tax Model: This model will be
used to analyze the impact of alternative changes in -
the tax structure on revenues and the distribution of
tax burdens. The individual income tax model will
also provide the basis for studying the combined
effects on households of the 1ncome, payroll and
consumption taxes.

o Commodity Based-Consumption Tax Models: This modél

will focus on import duties, value-added tax levied on

imports, and excise taxes. ~Other commodity-based
taxes such as the motor vehicle tax could conceivably
be included in the model.

The construction of microsimulation tax
models is a complicated business. During the project design
process, we determined that the most cost-effective (and
quickest) way to create a permanent modelling capability
within the Ministry of Finance is to use Ministry staff,
working together with expatriate experts, to adapt models
already available to the Guatemala-specific data and
circumstances.

This approach has numerous advantages.
First, it is much faster than building models from scratch.
Second, it addresses staffing constraints within the Ministry
of Finance. The lack of highly trained fiscal economists in
Guatemala and the inability of public sector wage scales to
attract and hold such persons (if they existed) both point to
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an approach where mid-level technicians already working in the
Ministry can be trained to operate and update the models, so
that modelling capacity fully exists in the Ministry when the
project ends. (This is analogous to the Lotus 1-2-3 program.
A person can fully use and understand Lotus without having to
know how the program itself is written.) Thus, perhaps
counterintuitively, the development of sophisticated,
computer-based models does not constitute a problem in a
country in which highly trained manpower is in short supply.
Rather, it gives explicit recognition to that problem and
provides a relatively low cost technological solution.

This component will be implemented by
contracting with a U.S. firm that possesses the models just
described already developed. Technicians of the U.S.
contractor will work with Ministry personnel (the future staff
of the Fiscal Analysis Institute) to modify the “turnkey"
models for use in Guatemala. To store and run the models, two
microcomputers will be purchased under the project. At first,.
one will be placed with the contractor and one in the Ministry,
so that the models under adaptation can be run simultaneously
in both places, as they are developed and debugged. At a later
stage, the second microcomputer will be moved to the Ministry.

c. Development of Capacity to Simulate and
Forecast Public Sector Revenues

The microsimulation models to be developed
under the above-described component are geared toward analyzing
tax liabilities, that is, the amount that taxpayers ought. to
pay under a particular tax structure if information and
administration were perfect. This is an appropriate approach
to analyze the impact of tax structure on the economy. For the
Ministry to estimate revenues for budgeting, cash management
and other administrative purposes, however, actual cash
receipts are more important than computed tax liabilities.

Under the proposed project, technical
assistance will be provided to the new Institute for Fiscal
Analysis of the Ministry of Finance to build a revenue tracking
model. The model will convert the tax liability computations
generated by the microsimulation models into cash receipt
projections. The conversion will be made via statistical
analysis of historical data which capture the form and timing
of actual payments. The output of the revenue forecasting
model will be a stream of projections of monthly tax receipts
for each of the major taxes.
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In addition, under this component, technical
assistance to the Ministry will be used to construct
econometric forecasting models for all major taxes. How do
these models differ from those described previously? The
econometric models are used to predict changes in tax revenues
in future years that occur due to changes in the structure of
the economy. For example, changes in the tax yield may result
as the economy exports more, as exchange rate changess reduce
dependence of the economy on imports, or due to differences in
the growth of the various sectors of the economy. The
econometric models will be estimatcd based on time series data
on tax revenues, the tax base, and economic determinants of the
tax base. Projections from the individual tax econometric
forecasting models will be an input into the calibration of the
revenue tracking model.

d. Creation of a Taxpayver Identification System:

Efficient fiscal administration and the
enforcement of taxes demand a universal taxpayer identification
system. The fundamental feature of such a system is a unique
identification number for each taxpayer which can be used in
all transactions with the tax authorities. Significant
benefits can be derived when taxpayer jdentification numbers
are also emplcyed to identify the same individuals-in systems
apart from taxation. For example, if the social security
system uses the same individual and firm identification numbers
as the tax authorities, payroll information in the social
security system files can be used in the audit of personal and
company income taxes. The same principle applies to import and
export licensing carried on by the Central Bank, and government
contracting.

In Guatemala, no unique numbering system
exists. Any individual or company potentially liable to pay
any tax is required by law to register with the Ministry of
Finance and receive a taxpayer identification number, called
the NIT. The registration information is kept in a master
computer file of the Department of Internal Revenue called the
Registro Tributario Unico (RTU). As the present time, the
identification system has been "officially" implemented only
for the income tax and the value-added tax.

In practice, the operation of the RTU for
income tax and VAT has not achieved its goals. There appear to
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be many taxpayers filing taxes who are not listed in the RTU.
Other taxes such as the motor vehicle tax or excise and
consumption taxes have not been incorporated into the RTU
system. The Department of Cadaster and Property Valuation
(DICABI) has recently developed a separate identification
system for the property tax that is not linked in any way to
the RTU. Outside of the Ministry of Finance, the Social
Security Institute (IGSS) has implemented an individual and
firm identification system that is different from the RTU-NIT.
Individuals also have othet identification numbers, the most
important of which is the "cedula de vecindad" or identity card
issued by the municipal government in which the person resides.

Unification of all individual identification
systems in Guatemala is a desirable goal, but is beyond the
scope of the proposed Fiscal Administration Project. A more
feasible goal is to fully implement the RTU system for income
tax and VAT, and to require the same numbering system for all
taxes. The first step will be, through the "umbrella” donor
coordination mechanism, to evaluate the IDB-financed work done
by the RTU-NIT group over the last 4-5 years, and then seek a
decision at the level of the Minister about the future shape of

that project.

e. Calculation of Marginal Effective Tax Rates

(METRS)

The nominal tax rates which appear in tax
laws do not really tell us at what rate income is taxed. Where
some kinds of income are exempt from taxation or are taxed at
different rates, it is fairly certain that resource allocation
is being distorted. In this case, resources will flow too -
heavily into lightly-taxed activities, and too little into
heavily-taxed ones. For this reason, it is necessary to employ
the concept of "marginal effective tax rates (METRs)" to
appraise the allocative effects of taxation. The METR is the
percentage by which taxation reduces the before-tax rate of
return to an investment in a particular area.

The Ministry of Finance wants to learn how
the tax system is encouraging or discouraging investments in
the different sectors of the economy. One part of the plan of
work under the proposed project is to calculate the METRs for a
variety of investments in the Guatemalan economy, under both
existing law and possible modifications to the law. Such
calculations will be done for the corporate income tax



-28~

considered by itself and for the combination of all important
business and individual taxes. The necessary analytic work
will be carried out by two expatriate experts in the field, who
will work together with staff of the new Institute for Fiscal
Analysis.

£. 1lation of R E ive Pr ion:

As part of the analytical activities carried
out under the project, rates of effective protection to
domestic production resulting from commercial policy will be
calculated. These calculations will tell the Ministry of
Finance the extent to which commercial policy provides an
artificial stimulus or disstimulus to the domestic production
of certain products. The analysis, to be conducted through
technical assistance to the new Institute for Fiscal Analysis
of the Ministry of Finance, will build on that already
undertaken by the World Bank and SIECA (the economic analysis
secretariat of the Central American Common Market).

The treatment of the question of how
commercial policy affects domestic allocation of resources will
also incorporate the effects of other distortionary taxes (in
addition to trade taxes), to gain a more complete picture.

This is best done through use of a computable general
equilibrium mcdel (CGE), described in the next section.

g. Development of a Computable Generél
Equilibrium (CGE) Model for Guatemala:

Calculation of METRs and effective rates of
protection provide only partial pictures of the distorting
effects of tax and commercial policies. For the technical
assistance team financed under the project to advise the
Minister on the overall impact of the distortions present in
the tax system on different sectors of the economy, and their
costs, it will be necessary to construct a CGE model for the
Guatemalan economy.

A CGE model is a computerized multi-equation
model of the economy that attempts to capture the interaction
among various sectors, markets and taxes. Such a model allows
policymakers to see the results of policies that have effects
too complex to be determined confidently with more
limited-scope models that concentrate on particular sectors.
The model to be developed under the project, and permanently
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installed within the new Institute for Fiscal Analysis of the
Ministry of Finance, will ideally contain sufficiently
realistic descriptions of the economy and of actual and
potential tax laws to enable the Ministry to carefully analyze
the effects of various combinations of actual and potential
policies. These would examine, in addition to tax policies,
other policy influences (such as exchange rate policy) on.
relative prices and costs.

Specific Analysis:

h. Analysis of Fiscal Policy Influences on
Economic Structure:

The Guatemalan tax code provides incentives
for many specific economic activities, from poultry production
to industries located ov:side of Guatemala City. Details about
the type of fiscal incentives which exist in Guatemala and
their influence on the structure of economic activity are
contained in the bulk annex report "Taxation of Business,
Commercial Policy, and Industrial Policy" authored by Dr.
Charles McLure. This section is based on the conclusions of

his report.

A few examples may be given to demonstrate
the kinds of influence exerted by fiscal incentives. Customs
duty exemptions are commonly abused by diverting exempt goods
(generally capital and intermediate goods) to uses for which no
exemption is intended or desirable. In the income tax field,
transfer prices may be manipulated to overstate exempt income
(e.g. income from exports) and understate taxable income (e.g.
income from production for domestic markets). The problem is
made worse by a general tendency for fiscal authorities to
devote few administrative resources to activities known to
benefit from exemptions. In both these cases (and in general)
the result is an undesirable increase in the fiscal sacrifice
resulting from incentives, a reduction in vertical and
horizontal equity, and reduced effectiveness of incentives.

There is no quick fix for these problems.
In some cases, physical controls can prevent diversion of goods
exempt from tariffs, but in others they cannot easily do so.
Transfer pricing can be prevented by prohibiting firms
benefiting from exemptions from buying and selling in the
domestic market, but this might also require strong physical
controls. In a country in which administrative resources are
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scarce, such as Guatemala, administrative problems must be
given careful consideration in the basic question of whether it
is desirable to provide fiscal incentives, as well as in the
design and implementation of incentives.

The fiscal incentive component of the
project will provide technical assistance to the Ministry of
Finance to examine four main questions relating to the specific
incentives on the books in Guatemala (as well as new incentives
under consideration). These questions are:

Fiscal Cost: What are the costs of fiscal incentives
to Guatemala in terms of revenue lost?

Effectiveness: Are the incentive regimes effective in
achieving their objectives? For example, do export
incentives allow Guatemala to compete effectively
against other countries that have some combination of
low wage rates, subsidized credit, fiscal incentives,
and greater public investment in infrastructure and
human capital? Are fiscal incentives an important
consideration for potential investors in the areas the
Government wants to encourage?

Structure: Should exemptions be "all or nothing"” as
is commonly the case in Guatemala (in other words,
producers are either liable for the tax, or are exempt
from 100 percent)? There may be a case for having
partial tax exemptions.

Foreiqn Tax Credit Implications of Incentives: Do
international firms receiving incentives actually
benefit, or do Guatemalan fiscal incentives increase
these firms' tax liabilities at home? If so,
Guatemala would be granting incentives whose only
impact is to increase the revenues of other countries.

i. Analysis of Tax Burdens and Tax Fairness:

The proposed project will provide technical
assistance to the Ministry of Finance to evaluate the
distribution of tax burdens and expenditure benefits across
income brackets. This component responds to the Government's
desire to broaden the base of participation in the benefits of
growth. It will permit estimates of the impact on various
income groups of proposed change in revenue Or expenditure

policies.



-31-

On the revenue side, technical assistance
will enable the Ministry of Finance to evaluate the extent ‘to
which the tax system is "vertically equitable" (how do
effective tax rates vary across income levels?) and whether it
is "horizontally equitable" (are equally situated individuals
and businesses treated the same under the tax system?).

The project proposes to make estimates of
the norizontal and vertical equity of the present tax system,
beginning by using the data generated under the income tax
activity for the microsimulation model, and then merging. this
with the available information from commodity taxation and from
the consumer expenditure survey. Using this data set, the
effects of the present revenue raising system can be simulated.

With these results, the Project technical
assistance can aid the Government in answering some important
questions. These questions include:

o Is the overall tax system regressive?

o Which taxes contribute to the regressivity of the
system, and what features of those taxes most violate
the equity goals of the Government?

o] What features of the tax system lead to
non-neutralities in the taxation of 51m11ar1y situated
individuals and businesses?

o To what extent is the equity and fairness of the tax
system compromised by administrative deficiencies?

o How might the distribution of tax burdens, and the
fairness of the tax system, be changed by
administrative and structural reforms?

Analyzing the allocation of expenditure
benefits across income classes is a much more subjective
exercise. It has been done for many countries, and can provide
some rough guidelines as to how changes in the level and
distribution of public expenditures might improve the well
being of one part of society relative to others. The
allocation of expenditure benefits is primarily a
computer-assisted exercise. This analysis will be carried out
by Ministry of Finance staff under gu1dance of a public finance
analyst contracted under the project.
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Under the proposed project, short-term
technical assistance will be provided to the Department of
Financial Studies of the Ministry of Finance to upgrade its
capacity to analyze the operations of Guatemalan nonfinancial
public enterprises. Although the public enterprise sector is
small in Guatemala (less .than 2 percent of GDP), the
enterprises ‘are primarily situated in the key sectors of
enerqgy, communications and transportation, and are thereby
important to the country's growth prospects. 1In addition, some
public enterprises have historically required large transfers
from the central government budget, while others must transfer
their surpluses to the central government. More in-depth
description of Guatemalan parastatals is contained in the bulk
annex report titled "Public Enterprise Sector,"” written by Dr.
Melissa Birch.

The proposed project will assist the
Ministry of Finance to undertake an analysis of public
enterprises with the objective of defining the longer-term
contribution of this sector to the delivery and financing of
essential services. The questions to be raised are how does
this sector fit into the overall public financing picture and
what improvements need to be made to better integrate the
public enterprises into long-term fiscal planning. The project
will focus on three areas. ' o '

The first is the collection and
standardization of public entecrprise data. The absence of a
single source of historical and contemporary data on public
enterprises prevents the Government, the public, and probably
even enterprise managers from understanding the sector, its
achievements and its problems. While the various firms should
continue to report to the appropriate Ministry, it will be
highly useful to have a centralized source of operating and
financial information. The Department of Financial Studies at
the. Finance Ministry collects some materials on the
organizational structure of the public enterprises, and the
National Planning Council has been organizing financial data.
The Controller General Office also receives public enterprise
financial data. Under the project, short-term technical
assistance will be provided to the Ministry to collect,
standardize, and transform these data into useful analytic
categories that will facilitate future study of Guatemalan
parastatal enterprises. ~
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A second activity under this component will
be a review of the adequacy of pricing policies in the public
enterprise sector. Some pricing analysis has been carried out
for the telephone and electric companies, but the other public
enterprises appear to have had no systematic study of their
tariffs. Public enterprise prices can be implicit taxes if
they are set above cost, and imply subsidies if they are set
too low. As part of any comprehensive fiscal analysis, it is
essential to review the price structure of the major public
companies to determine the tax-subsidy position.

The third general area of study will be
coordinated with the component on public sector budgeting, to
determine how the parastatal sector can be best integrated into
the national budgetary process. :

k. Development of a Workplan for Fiscal
Decentralization:

The Government's long-term development
program calls for both a reduction in the disparity af income
and wealth between Guatemala City and the rest of the country,
and for bringing Government decision-making closer to the
people. The Guatemalan government has settled on these as
important objectives, but has not decided on a strategy for
their achievement. The project will 1issist the Ministry of
Finance, in coordination with other Ministries, to evaluate
alternative approaches to achieving the level of
decentralization in governance that it desires. Issues related
to decentralization, and strategies for developing a workplan,
are discussed in more detail in Dr. David Greytak's
paper, "Local Government Finance and Property Taxation," which
is contained in the project paper bulk annex.

One of the first questions for the
GCovernment to answer, for example, is whether it intends to
propose a more formal fiscal decentralization, i.e., giving
more discretionary fiscal powers to local governments and
generally strengthening their finances. Then there is the
question of whether there will be a deconcentration of central
government activities and what form this deconcentration will
take. There is also the option of some combination of
deconcentration and decentralization, but again the issue is
how to structure this policy. Some Government programs wre
already moving in this direction with the establishment of
regional government offices of central government agencies, and
of urban and regional development councils.
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The government's background work cannot be
fully completed during the life of project, but a solid start
can be made in three areas. The first is whether fiscal
administration or central government deconcentration, or some
combination, best fits the long-run goals of government
policy. Second, what are the costs and benefits of each
approach? Third, how does the government go about
decentralizing fiscal activities in Guatemala? Here the issues
have to do with whether local governments can be given
increased budgetary autonomy, more revenue-raising powers, and
access to credit from the Central Government.

A full analysis and implementation of a
fiscal decentralization program is not included in the proposed
project. The project will, as noted below, do the background
work necessary to think through a general strategy for
determining the right degree of fiscal autonomy for local
governments. This will invclve technical assistance to
prepare, jointly with the Minister's Office, a background paper
describing the pros and cons of decentralization and
deconcentration, reviewing the experience in other countries,
and carrying out a macro-level data analysis of local
government finance in Guatemala. This information will be
widely vetted within the governnent, and implementation
possibilities will be reviewed. At the end of this activity,
the government will have in hand a workplan to complete
agreed-upon activities in decentralization and deconcentration.

TA will be provided so that the Ministry of
Finance can develop a workplan for the decentralization of
Central Government tax administration (income tax and VAT), and
will prepare terms of reference for later work in
decentralization. With these terms of reference, the GOG can
seek domestic or other international agency funding to carry
forward decentralization activities.

1. Diagnostic of Business Income Taxation and
Incentives:

The business income tax in Guatemala yields
about one-fourth of total revenues. The basic corporate income
tax law in Guatemala is not markedly different from that in
other countries, with a notable exception being the application
of a progressive average rate to taxable income. (In other
words, instead of taxing each additional increment to income at
a higher rate, in Guatemala higher income levels are taxed in
their entirety at a higher rate.) For a detailed discussion of
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the business income tax in Guatemala, the reader may refer to
the following bulk annex reports: "Income and Payroll Taxes"
authored by Dr. Jorge Martinez, and "Taxation of Business,
Commercial Policy and Industrial Policy" by Dr. Charles McLure.

The problems associated with Guatemala's
corporate income tax may be divided into three categories: (1)
administrative and operational shortcomings, (2) inadequate
fiscal analysis which has led to some perhaps ill-advised
structural features of the tax, and (3) an incompatibility
between the structure of the tax and the Government's economic
policy objectives. These problems are discussed in depth in

the Martinez report.

Work on the business income tax will include
a careful analysis of the legal underpinnings of the tax. This
analysis will be used by the Ministry to correct the very
unclear statement of the income tax in the statutes, which has
led to confusion, errors in tax calculations, unnecessary costs
of compliance and administration, tax evasion, and unintended
opportunities for tax avoidance. The law also leaves open the
possibility for excessive administrative discretion.

Another activity under this project
component will draw on the quantitative analytic models to be
developed under the project. Using thcse tools, the economic
impact of the corporate income tax will be estimated, including
revenue yield, distributional implications, and efficiency
effects, particulairly the biases or stimulus which the tax
induces for investment, savings, and consumption. The analysis
will specifically identify some of the problems in tax
structure that compromise effective administration of the tax.

The business tax diagnostic will be carried
out jointly with short-term external technical assistance and
personnel of the new Institute for Fiscal Analysis of the
Ministry of Finance. 1In this way, the Ministry will be
positioned to carry out future analyses of the business income
tax with its own, newly trained, personnel.

m. Diagnostic of Personal Income Tax:

The personal income tax in Guatemala yields
around one-third of all incomec tax revenues. These include
taxes paid by employees throuoh withholding, and those paid by
individual enterprises and professionals. The structure of the
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Guatemalan individual income tax is broadly similar to that in
other countries, but with several problem areas. These fall in
three categories: (1) an extremely narrow tax base generated
in part by the granting of numerous exemptions and generous
deductions, (2) a very peculiar tax rate schedule based on the
application of progressive average rates, and (3)
administrative and tax enforcement shortcomings. Detailed
discussion of these shortcomings is contained in the bulk annex
paper "Income and Payroll Taxes" authored by Dr. Jorge Martinez.

The issues and deficiencies relating to the
personal income tax will be the subject of an economic analysis
to be prepared under the project, using chort-term expatriate
expertise to guide analysis by Ministry personnel. The work
will draw heavily on the personal income tax microsimulation
model to establish the revenues foregone from the present set
of exemptions and deductions, and to quantify the
distributional implications of the tax. The work will also
analyze the distortions which the present tax introduces in
individual behavior from tiie point of view of income sources
(work effort, savings and investment) as well from the uses of
income perspective (consumption patterns). The computable
general equilibrium model will be used to estimate the
importance and cost of the distortions caused by the structure
of the personal income tax.

Under this component, the same analytic
tools will be used to design several integrated options to the
present tax structure. These options will be built against the
backdrop of what may be an ideal individual income tax. Such a
tax would minimize disincentives to work effort, investment,
and savings. It would be both horizontally and vertically
equitable, and would minimize distortions introduced in private
decision making. It would be revenue-elastic (revenues would
increase apace with economic growth and inflation), and would
minimize arbitrariness and taxpayer compliance cost.

All the above is a tall order. Not all
desirable objectives are simultaneously attainable. This is
the main reason for designing several alternative tax
structures. These alternatives can then be vetted within
Guatemala in selection of the most desirable option within the
national context.
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Property tax policy and administration
underwent major changes in the 1987 Guatemalan tax reform. The
previous two forms of property tax -the National Territorial
Tax and the Municipal Tax- were unified in a new single tax
with a comprehensive tax base and progressive tax rates. The
reform also updated the property roll and assessed values, the
latter via a nationwide taxpayer self-assessment (autoavalio)
exercise. The new property tax law earmarks over half of the
proceeds for revenue tréinsfers to municipal governments.

The 1987 reform has met with some measure of
success, as indicated by the increase in property tax revenue
collections. The tax yield went from Q15 million in 1986 to
Q38 million in 1988.

Despite this recent progress, the property
tax remains a minor and underutilized source of revenue. In
1988, property tax revenues represented only 2.1 percent of all
government tax revenues and 1.7 percent of all government
current revenues. For an estimated two million properties,
1988 property tax collections represent only about Q19 ($7) per
property.

Optimism about the revenue potential of the
Guatemalan property tax is moderated by the reality that, not
unlike in other countries, the tax has met with more taxpayer
resistance than probably any other. 1In the case of Guatemala,
recent opposition to the property tax is aided by certain
problems with its design. The rate schedule makes the property
tax both horizontally and vertically inequitable, as does the
method used to calculate the base. Both the rate structure and
poor administration give abundant opportunlty for evasion.
These problems are described at length in the bulk annex paper
"Local Government Finance and Property Taxation" by Dr. David
Greytak.

Under this project component, short-term
technical assistance will assist the Ministry of Finance Fiscal
Analysis Institute to prepare a technical paper which will
analyze p0551b]e changes in the structure of the property tax-
which could increase its fairness and ease its administration
and compliance costs. Based on a sample of property tax
returns, the paper will quantify the revenve impact, and if
possible, changes in the distribution of tax burdens implied by
alternative tax structures. The analysis will also consider
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the potentiai impact of alternative tax structures on
Guatemalan land use patterns.

The technical paper will recommend the steps
which must be taken to prepare an implementation of needed
improvements in property tax administration. The areas of
concern include perfecting the operation of the property tax
"roll, training, software and hardware and recordkeeping, both
for centralized operations in the Ministry of Finance and for
decentralized operations in the municipalities. It will also
evaluate alternative improvements to the mass property
appraisal to be started in Guatemala City with technical
assistance from the World Bank, and from this effort draw
lessons and conclusions that may be applicable to property tax
appraisal in the rest of the nation.

2. Operations and Administration

A second major focus of the Project is fiscal
operations, administration and planning. These activities
involve fixing the day-to-day problems with the current system,
modernizing operations, training, and planning for the
implementation of whatever structural reforms are decided upon
by the Government.

a. Income Tax Administration:

Many of the problems with income taxation
are purely operational and would exist even if the tax laws
were cleaned of ambiguities and the structure simplified. The
following is a listing of some of the more important problems
and unresolved issues. The problems are elaborated further in
the bulk annex report "Tax Administration” by Oakley Austin.

0 ° The present organizational structure allows for much
duplication of work, is not properly coordinated, and
is inefficient.

o The registration process is inordinately complicated
and imposes a high compliance cost on potential
taxpayers.

(o} Income tax and sales tax returns are processed much

too slowly, the procedure is far too complex, and
there are major problems with accuracy.
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(o] There is no formal program to identify nonfilers.

o There is no formal method of audit selection and
relatively unsupervised auditors make poor use of
their time, with the result that the audit process is
ineffective, either as a deterrent to evasion or as a
revenue raiser,

(o] Something is terribly wrong with the data on the
master file. There are no computei: programs to
identify possible nonfilers and stopfilers or to
identify inconsistent entries on the data base.

o There is no formal program to control tax incentives

granted.
o The collection and appeals process is unduly

complicated. The former does not stimulate a high
rate of compliance while the latter imposes a high
cost on government tax administrators.

o The training program is termed by some employees to be
"worthless," possibly because the faculty are
inadequately trained and possibly because the
equipment is not modern. Perhaps most important,
there is no training plan.

A special problem arises with respect to the
IDB/CIAT program of technical assistance for the purpose of
developing a computer system for a single taxpayer register
(RTU) and an on-line current account file (CC) for all taxes
for each taxpayer. The project provides technical assistance
in the areas of computer systems analysis and programming and
data base management. There are legitimate questions about
whether this program is doing the job. After a considerable
effort over 4-5 years, there still is not a clean master file
with unique numbering, and the present system neither enables
the use of third-party information nor gives up data for
analytic purposes on a regular basis. A high priority for the
USAID project will be to review the progress and evaluation of
the CIAT/IDB program and recommend a course of remedial action
to the Government.

Under the proposed project, two long-term
resident advisors will be provided to the Internal Revenue
Department of the Ministry of Finance, in the areas of income
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tax audit and collections. This technical assistance would be
supplemented by short-term expatriate experts in specialized
fields which include audit technical training, appeals
processes, returns processing and forms design, training and
supervision.

While some of the work to be carried out
under the project will be determined by the resident advisors
when they are in place, the project design team has made the
following initial recommendations for actions to be taken:

1. Reorganize the Internal Revenue
Department along more functional lines.

2. Simplify and expedite the process for
registering taxpayers.

3. Establish tolerances within which tax
delinquencies will not be pursued. It is
not cost-effective to try to collect small
amounts of tax due. '

4. Establish one unit with the
responsibility for identifying nonfilers,
estimated to be numerous.

5. Establish a Collections. Department with
responsibility tn contact taxpayers with
balance due tax accounts.

6. Institutionalize the training function
in Internal Revenue with a permanent staff
responsible for identifying training needs
and developing and presenting training
courses. Also, assist the Ministry's
Training Center in acquiring needed
training materials and equipment.

7. Devélop computer programs to aid in the
selection of tax returns for audit.

8. Develop a comprehensive auditor training
program which will include both classroom
and on-the-job training.
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9. Make organizational changes within the

audit function to improve the utilization of
tax auditor time, and develop standards for
evaluation of audit reports and work papers.

10. Develop procedures for more accurate
tracking of cases in the appeals process.

The technical assistance referenced ahove
will broaden the taxpayer base by improving the government's
ability to identify taxpayers that are not at present filing
tax returns. By upgrading the level of expertise of the  Audit
Department employees, better quality audits will result in
increased tax revenues. Better utilization of Audit Department
employee time will increase the number of audits per employee.
Improved methods of selecting tax returns for examination by
auditors will assure that tax returns with the most potential
to provide additional tax are audited.

b. Administration of Domestic Indirect Taxes:

There are four major internal indirect taxes
in Guatemala:

o] The value-added tax

o Special consumption or exdise taxes
(o} The fiscal stamp tax.

o The tax on motor vehicles.

By far the most important of Guatemala's
indirect taxes is the value-added tax. For this reason, the
focus of this component is almost entirely on the VAT.

The VAT, imposed in 1983, is administered by
a separate unit of the Internal Revenue Department of the
Ministry of Finance. VAT on imports is collected by customs.
The tax takes the credit (or invoice) form, comparable to the
value-added taxes of Western Europe and Latin America. It
applies to importation and domestic sale of commodities and the
provision of a rangc of services performed by commercial
establishments.
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The structure of the tax is generally in-
line with the latest thinking on the subject, but there are
some features of the tax which need reconsideration. A more
detailed discussion .0f the Guatemalan VAT is contained in Dr.
John Due's report "Internal Indirect Taxation" which can be
found in the bulk annex to this document. The main problem
with the VAT is that some provisions cause cascading
" (overtaxing due to tax at one stage being added to the base
against which the tax is assessed at another stage). Also,
parts of the VAT law lack clarity and the system of penalties
for failure to file is overly complicated.

The primary difficulties with the VAT relate
to operation rather than structure. The following are the most
serious administrative problems:

o] The tax was introduced without adequate planning,
staffing, training, and education of the taxpaying
public. Since that time, the VAT administration has
devoted substantial resources to dealing with
emergencies.

o The VAT data processing system is incapable of
operating in an efficient fashion. Numerous errors

are made in data entry.

o} There is no adequate cnforcement program.
Determination of nonfilers is done largely by manual
procedures. There are no trained enforcement
personnel to contact delinquent taxpayers, and no
effective follow-up of firms still not filing after
tney are notified to do so.

o There is no effective audit program.

(o} Tax return forms are overly complex, and paying
procedures are unnecessarily time-consuming.

o] The failure of the Government to pay refunds arising
from credits of tax paid on purchases in excess of tax
due on sales is a serious handicap to effective
operation of the tax and attainment of desired results.

The inadequacies in administration likely

result in substantial evasion, but there is no way of
quantifying the amounts involved. Undoubtedly firms collect
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tax from their customers but fail to remit it to the
Government. Merchants frequently will not collect tax,
offering a lower price to the customer if he is willing to buy
without receiving an invoice. Because there is no effective
audit program, many firms are likely taking excessive credits.

The proposed technical assistance to the
Ministry of Finance Internal Revenue Department for domestic
indirect taxation is in hoth the structural reform and
administration areas. The project will provide short-term
technical assistance in structure and a long-term resident
advisor in the area of administration.

A short-term expatriate expert in indirect
taxation will review the structure of the VAT, drawing on the
modeling efforts to reassess the distribution of tax burdens
and revenue elasticity this tax implies. At the same time, the
short-term advisor will assist the government in coordinating
the reforms in the administration area to ensure that these are
in step with the objectives the Government holds for the VAT.
(The short-term advisor will also alert the Ministry .of Finance
to the medium to long-term implications of changes in stamp and
excise taxes.)

. The administrative and operations reforms
require a lono-term advisor working in the VAT section of the
Internal Revenue Department of the Finance Ministry. Using the
survey of administrative issues developed as part of the
project design, the resident advisor will develop a workplan.
For the remainder of his contract, the advisor will be
responsible for assisting the Government, on a day-to-day
basis, in making improvements in the operation of the system.
He will also serve as liaison with the project officers
responsible for auditing and upgrading computerization of the
tax service, and he will be responsible for leading the
in-country training program in value-added taxation.

c. Customs Administration:

Many government study commissions and
technical assistance efforts in Guatemala have pointed out that
the customs administration is deficient. The survey undertaken
as part of the project design (seec Kenneth Stacey's report
"Customs and Export Incentive Administration Reform" ii. the
bulk annex) confirms that the Government needs to take some
dramatic steps to improve the efficiency of customs operations.
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Although the legal and regulatory
backgrounds to Guatemalan customs functions are satisfactory, .
and generally conform to the agreements of the Central American
Common Market (CACM), the practical organization,
administration and morale in the Customs Service are all at a
critically low level. It appears that over many years the
central government's increasing mistrust of the Customs
Department has led to a progressive removal of natural
functions of that department and a reluctance to entrust it
with new controls which belong there. The result has been a
decline in morale and a natural spreading of this mistrust of
Customs to the private sector.

However understandable this policy may have
been, we now face the situation where Customs is held in scant
respect by most of the community. Headquarters offices have
fallen into disuse, and discretionary practices have sprung up
in outlying administrations and small central units, due to the
failure of central centrol. Many basic regulations are ignored
and irregular practices have developed which are denying
scrupulous importers a fair treatment. New staff appointments
of questionably qualified candidates has reduced career
prospects and meritorious advancement for ambitious officers.
Budget restrictions have produced very poor working conditions
through dilapidation of buildings and shortages of supplies,
even in the head offices in Guatemala City.. ,

All is not bleak. There are encouraging
signs of a turnaround under the present government.
Computerization has made a promising start and new key
pcrsonnel of obvious ability are now in post. These
developments have the potential to exert widespread benefits
and restore to Customs some of its natural responsibilities.
The Fiscal Administration Project will provide a boost to these
ongoing efforts to help Guatemala break the vicious cycle of
deterioration and low morale in customs.

Under the proposed project, assistance to
customs will be carried out in phases. The first activity will
be to complete an in-depth analysis of the present system
(building on the work carried out as part of project design),
and to finalize a series of recommendations for consideration
by the Government. These recommendations will be discussed 4t
a seminar early in the implementation phase, and will form the
basis of a workplan for a long-term technical assistance team.
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The two long-term technical advisors to be contracted under the
project will be a Customs Generalist and a Customs Computer
Specialist. A short-term technical advisor in Fiscal
Incentives for Export Promotion will also be contracted.

The specific activities for these advisors.
will be determined as the workplan is prepared. Preliminary
recommendations about desirable activities to improve customs
operations are contained in the Stacey report cited earlier.

d. Budgeting and Expenditure Management:

Budgeting is, by definition, an exercise
grounded in both numbers and policy. It is at issue in
Guatemala whether policies underlying the budget are explicit
and based on informed analytic judgment. According to much
USAID experience with the Guatemalan budget process, that is
not yet the case.

The project design team's survey report (see
"Analysis of the Budgeting System" by Dr. Darwin Johnson, in
the project paper bulk annex) suggests that the budgeting
process is primarily focused on the numbers and not on the
program implications of those numbers. The recent
decentralization initiative, requiring that the nation's budget
be disaggregated into eight regional components, has not eased
this concern.

Several factors perpetuate the imbalance
between analysis and number generation.

(o] The budget process in not highly automated. The
Technical Budget Office of the Ministry of Finance has
only four personal computers and limited access to the
mainframe computer, which is also used for accounting,
payroll, and tax administration.

(o] The staff is not well-trained in problem analysis and
the application of analytic techniques.

o The availability of historical budgetary data on wh1ch
to conduct analysis is poor.

The appearance of a heavy focus of the
budgetary process on numbers rather than programs is reflected
in the actual budget presentation itself - nearly 4,000 pages
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of highly detailed budgetary data, without any overall
presentation on the goals, objectives, and directions of
overall governmental policies. One outcome is that budgetary
policies in Guatemala nowhere presented in the context of
national values and goals. Another outcome is that many
budgeted items fall far short of their targets and goals. The
shortfall in the execution of investment spending, for example,
has been documented in previous studies and reports.

. Improvement of the analytic content and
substantive underpinnings of the budget can be usefully
complemented with improved automation of the Government's
accounting and payroll system. While the payroll system was
automated in the early 1980s, the extensive amount of time and
effort required to meet a monthly payroll appears quite
excessive, because of numerous "exceptions" to the routine
payroll process which must be handled manually. Also, the
payroll and accounting systems are not maintained on a
comparable classification basis and are kept in separate
computer files, requiring a time-consuming conversion and
reconciliation process.

The processing of invoices to the Government
would also benefit from increased automation. While some
elements of this process are already automated, overall the
process is highly paper intensive and time-consuming.

Moreover, invoice processing is prcne to producing lags in the
spending process that prove frustrating to both the spending
agencies and to the contractors who have submitted payment
claims. Further slowing the process, at its conclusion, checks
must be manually signed by the Treasurer or one of a very few
designated substitutes. The Treasurer signs between 1,200 and
2,000 checks per day, a role clearly inappropriate for a hlgh
government official.

The proposed project will provide technical
assistance to the Technical Budget Department of the Ministry
of Finance in the areas of increased automation of the budget
process, the use of modern analytic and modelling techniques in
budgeting, and the training of budget staff. The specific
areas of work are described in the Johnson paper in detail, and
include:

(o} Preparation of a concept paper on budgetary structure

o Technical assistance in the selection and monitoring
of Core Development Budget activities
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(o} Technical support to the Technical Budget Department

in creating a separate Budget Analysis Unit

o Development within the Technical Budget Department of
a multi-year budgeting framework

o Implementation of a budget tracking system

(o] Training to Budget Department personnel in program
analysis

o Development of a requirements analysis for a new

payroll and accounting system

To provide the proposed technical
assistance, two long-term advisors will be assigned to the
Technical Budget Office of the Ministry of Finance. One will
advise on budget concepts and presentation, and the development
of a multi-year budgeting framework. The other will direct the
development of the budget tracking and projection models and
will train Guatemalan staff in program analysis.

The long-term advisors will be supported by
short-term experts in the areas of budget, payroll and
accounting systems. -

3. Development of an Institute for Fiscal Analvysis:

The title of this component refers to the
permanent capacity for serious fiscal analysis that will be
installed in the Ministry of Finance by project's end. 1In that
sense, the Fiscal Analysis Institute is not a separate project
component at all, but rather reflects one of the most important
long-term objectives of all project activities -
sustainability. We separate it out here for further discussion.

Permanent capacity for fiscal analysis will be
developed within the Ministry of Finance through several
actions under the project. These are:

(o] Modelling activities discussed in Section III.B.1l.

o] Training to be provided under the project to Ministry
of Finance personnel
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o] Formalization and institutionalization of data
collection activities necessary for analysis of the
fiscal system

o] Appropriate institutional placement of the fiscal
analysis function, to maximize its input into Ministry
of Finance (and GOG) decisions on fiscal policy.

These four concerns will be explained in the
sections below,

Modelling: Earlier sections of this paper have
described in detail how the models to be developed under the
project can (and should) be used in the policymaking process.
The mocdels can lift the level of the policy debate in the area
of taxation and budgeting. For example, the models will be
able to demonstrate how tax burdens will shift as a result of
proposed changes, and can even be used to suggest the revenue
gains to be had from particular kinds of administrative :
improvements. With such information available, it is very
difficult for special interest groups to influence government
policy on the basis of spurious arquments or anecdotal evidence.

Training: An important contribution of the
project will be to develop Guatemalan fiscal analysts.

As designed, the prcject requires that Guatemalan
counterparts participate closely in the formulation and
execution of research undertaken under the project. Ministry
of Finance personnel will be exposed to hands-on experience in
policy analysis. This will provide to Ministry staff a deeper
appreciation of both the objectives of various proposals and
the analysis underlying them, than they would have acquired by
simply reading reports prepared by outside advisors. In this
way, a cadre of knowledgeable Ministry personnel will remain
once the expatriate advisors have finished their work.

Experience in other countries has shown that
structuring external technical assistance to firmly implant a
domestic capability in fiscal analysis is important to the
viability of long-range efforts to improve the tax system of a
country. The point is well illustrated by the case of :
Colombia. Dr. Charles McLure has described the evaluation of
policymaking over the past 25 years in the following terms:
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"Tax policy has generally improved over the past quarter
century. ... To a large degree the basic improvement made
early in the period reviewed here reflects the
recommendations of highly visible foreign tax missions,
especially the Musgrave Commission ... Interestingly
enough, many of these reforms undid mischief advocated
earlier by foreign missions, especially the interventionist
incentive policies proposed by ECLA. But as a cadre of
local experts trained in policy analysis and experienced in
tax administration has emerged, the recommendations of
foreigners have been modified and extended in important
ways by Colombian nationals, especially in the 1974
reforms, More recently reforms have been essentially 'home
qrown' - the preoduct of local expertise, with only minimal
foreign input; this is especially true of the 1986
reforms," (quoted from bulk annex report "Taxation of
Business, Commercial Policy. and Industrial Policy" by Dr.
Charles McLure, emphasis added.)

Data Collection: Much better collection and
analysis of data will be required for both tax administration
and policy analysis activities under the project to become
institutionalized. Initially, the Ministry of Finance will
need to rely on outside experts for the preparation of improved
data; however, local capability in the preparation and use of
such data is an important objective of this project. Improved
data collection needs in each fiscal area are discussed in the
bulk annex technical papers. What follows here provides a
general outline of the project goals in this area, focusing on
data requirements for policy analysis.

The required improvements in data collection and
processing can be broken down into three general (and not
necessarily mutually exclusive) categories:

o] The development of a "Statistics of Income Tax"
series. This data series would reqgularly report
information from a sample of ircome tax returns. The
statistics would show the distribution of taxpayers,
taxable income, and tax liability by type of payer.

(o} Comparative data on the financial condition and
structure of public enterprises, together with some
operating statistics. The collection, standardization
and transformation of these data into useful analytic
categories will facilitate the study of this sector.
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(o} Data on revenue and expenditure performance of
subnational governments. Many countries produce this
in the form of a census of governments, and it can be
used to structure intergovernmental grant systems,
measure the revenue effort of local governments, and
keep track of fiscal disparities.

Development of an adequate data processing
capability for policy analysis will involve several steps.
First, it will be necessary to determine on the basis of
interviews with senior policy makers the types of data
collection and analytical capacities they would find most
useful. Although such interviews will concentrate on officials
of the Finance Ministry, they could probably usefully extend to
those in other parts of the government.

Second, the Ministry, together with project
technical assistance, will make an inventory of current
capabilities for data collection and processing for tax
administration and policy analysis. This inventory will cover
(1) data (both in computerized form and potentially
computerized form); (2) analytic models and related computer
software currently being used for data processing and policy
analysis; (3) computer hardware; and (4) personnel charged
with collection, processing and analyzing data for
administrative and policy purposes. The inventory will be
concentrated on the Finance Ministry, but will also include
outside public sector agencies.

Third, existing capabilities will be compared
with needs for data and analysis in order to determine required
changes in data collection, analytic models, and computer
software, hardware and personnel. The final stage of project
activities to improve the data base will involve further
technical assistance in implementing these changes so that
senior policymakers will have useful data and analysis on a
timely basis.

Operational Responsibilities and Organizational
Arrangements: Development of models, preparation of trained
staff and creation of an adequate data base for serious fiscal
analysis would all be in vain if the new fiscal analysis
function is not placed within the Ministry at a level where the
analyses have direct and strong impact on formulation of fiscal
policy. The decision on the organizational placement of a
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Fiscal Analysis Institute will be taken by the Minister in
conjunction with the development of project activities.

The Minister of Finance will provide guidance on
the organization and role of the Institute for Fiscal Analysis
to the project team as the project progresses. When the
project begins, one of the first activities will be that the
Minister, together with the technical assistance team, will
identify capable and talented employees of the Ministry with
the appropriate background and skills to work with the
expatriate advisors in the development of the analytical
activities of the project. The selected individuals
(approximately 8) are referred to as "Guatemalan Research
Associates" (GRA's) in the modelling activity budgets and
training plan, and will form the nucleus of the Fiscal Analysis
Institute. The GRA's will be counterpart-funded during project
implementation and will be given a promotion (and salary
increase) into the Unit's newly created positions at the end of

the project.

At the appropriate moment, the Minister will
appoint a Director for the Institute, and provide gquidance to
the project technical team about how the Institute should be
further developed. The technical team will then prepare a
workplan to have the Institute fully up and running by the time
the project ends. When this activity is completed the stage
will be set for any further hardware requisition or system
design the Ministry may wish to undertake.

C. End of Project Status

The specific components that will be developed
and implemented during the life of the project are divided into
three general areas:

1. Information and Analysis Activities: Fiscal
experts will work together with staff from the Ministry of
Finance to establish the institutional capability to analyze
fiscal issues in detail.

2. Development of an Institute for Fiscal
Analysis: This will provide a unified locus for the execution
of economic and financial analysis requested by the MOF, as
well as a depositary for other studies and analysis which are
relevant to the GOG.
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As described below, the purpose of this
project after its termination is to give the Ministry of
Finance the capability to develop an analytic infrastructure.
This infrastructure is necessary to: (1) Analyze the national
tax and expenditure structure; (2) Determine the economic
impact of any proposed changes and simplificatives in fiscal
policy; (3) Simplify and improve tax administration, and (4)
Strengthen the national budgetary process.

The expected outputs when all project
components are fully implemented, are the following:

FISCAL_ POLICY:

o] A series of analytical models will have been developed
and applied to Guatemala. Ministry of Finance staff
will be fully trained to use, adapt and update the
models.

o] Specific analyses will have been completed on
Guatemala's most important fiscal issues, and will
have been vetted widely among the Guatemalan public
sector.

o] A Fiscal Reform Concept Paper will have been drafted
and widely discussed by diverse elements of the
Guatemalan community, including the Government,
private sector, unions and other groups.

o] Initial fiscal policy reforms will be implemented or
under implementation.

FISCAL OPERATIONS:

o] Administrative improvements will have been implemented
in income taxation and the value-added tax. The
following indicators will be quantified over the
course of the project and compared with baseline data
to determine the degree of actual improvement:

Auditor productivity and output.
Tax collections from delinquent taxpayers.
Number of nonfilers and stopfilers.
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o] Customs administration will be improved, to be evident
through:

Computerization of customs valuation and other
- key data. )

Establishment of a formalized customs agent
training program and a permanent customs training
facility. .
Development. and implementation of formal
procedures to manage special regimes,
particularly export incentives and draw-back.

o Stronger budgetary planning and expenditure
administration systems, to be observable through:

Development of a new payroll and accounting
system.

Adoption of a multi-year budget format.

Budget office technicians trained in and carrying
out improved program analysis techniques.

o The new Ministry of Finance Fiscal Analysis Institute
will be a formal part of the Ministry organization
structure, and a key actor in tax and expenditure
policy formalization.
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IV, COST ESTIMATE AND FINANCIAL PLAN

A. Project Budget and Financial Plan

. The Fiscal Administration Project as described in
Section III of this project paper consists primarily of long-
and short-term technical assistance, under an institutional
contract, to the Guatemalan Ministry of Finance in development
of policy analysis infrastructure and in improvement of fiscal
operations and administration. The proposed total cost of the
Fiscal Administration Project is $12.1 million. AID's
contribution will comprise 74 percent of the total project
budget, or $9.0 million in grant funds. The remaining $3.1
million (26 percent of the budget) will be contributed by the
Government of Guatemala (GOG). The $9.0 million in AID grant
funds will be obligated through a project agreement between
USAID/Guatemala and the Ministry of Finance.

Table IV-1 contains the project summary by
aclivity and project year, including GOG counterpart
contribution, broken down by dollar and local currency. Table
IV-2 shows the summary information by inputs. The summary
projection of expenditures by project year for AID grant funds
and GOG counterpart is shown in Table IV-3. The contingency
factor is 9 percent and inflation is calculated at 5 percent
compounded on dollar costs and 15 percent on local currency
costs included in the institutional contract. Table IV-4
indicates the methods of implementation and financing for the

project.

The detailed budgets for each activity are
contained in Annex B, and include the calculations and
assumptions on which they are based.

B. GOG Contribution

A major portion of the GOG's contribution to the
Fiscal Administration Project budget is the support to the
project that will come from the Ministry of Finance's
allocation of counterparts and associated staff to carry out
and support project activities. '

, The nature of the project is such that the most
significant contribution the GOG can make to it is to provide
key personnel as counterparts to the technical assistance team
from the Minister, Vice Minister, Director and Sub-Director
level downwards. The other major cateqgory of personnel
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included is categorized as "trainer/trainee," expressing the
full-time equivalents of the on-the-job transfer of the
technical assistance to the first-line supervisors, in
activities such as the development of simulation capacity and
the areas of operations and administration. Training costs
also include the provision of training facilities.

Computer time represents the usage of existing
facilities in the Ministry of Finance computer center for the
adaption of the fiscal models. Office space and furniture will
be provided by the Ministry of Finance for the project, as well
as the corresponding utilities, supplies and communications.

C. Audits

Funds have been provided for mid- and
end-of-project audits of the technical assistance contract to
be preformed under the IQC's for non-Federal audits controlled
by the Inspector General's Office.

D. rrent C S

The financial replicability of the project
depends on the willingness and financial capability of the GOG
to continue with its own resources the activities developed
initially with financial support from AID. The proposed
project has been designed from its inception with the full
participation and collaboration of the Minister of Finance.
Counterpart funding is not considered a problem since the
Ministry of Finance has initial control over budget
allocations. The introduction of the Core Development Budget
concept using the local currency deposit associated with the
USAID balance of payments support programs has greatly
strengthened the capability of the GOG to allocate financing to
high priority development prcjects, including the Fiscal
Administration Project.



-60-

V. IMPLEMENTATION PLAN
A. Detailed Implementation Example; Income Tax
~Auditing .

Before discussing the specific implementation
arrangements for the Fiscal Administration Project, this
section will outline in detail the implementation steps to be
followed for one project ‘activity - income tax auditing. The
example is presented to give the reader the flavor of how the
proposed project will be carried out. To provide this level of
detail for all components would bring the project paper to an
unacceptable length. Implementation schemes for the other
project components, however, can be found in the technical
memoranda contained in the bulk annex. Moreover, detailed
implementation plans for all project activities will be
developed during the pre-implementation phase, as per the
contract awarded by AID to Peat Marwick.

This example covers three areas: (1) how the
contractors will organize within the Ministry of Finance to
carry out their work, (2) the steps they will follow in
carrying out the necessary tasks, and (3) the plan for training.

Organizational Arrangement: The organization of
this component of the project, and the counterparting proposed,
are as follows. (See also Figure V-1.) The resident project
team leader will counterpart directly with one of the Vice
Ministers. The Resident Advisor for audit will report to the
Resident Project Team Leader. Shortly after the audit advisor
arrives, a meeting will be called. The Vice Minister will
instruct the Director of Internal Revenue to work directly with
the team of consultants. It is anticipated that the Director
of Internal Revenue will turn responsibilities for the various
activities of this component to the Deputy Director who
oversees income tax auditing. The resident project advisor
working on audit will work directly with the Director of
Internal Revenue as well as with the Deputy for auditing and
perhaps other Guatemalan officials.

The groundwork for this relationship will be
established during the project pre-implementation phase. The
draft terms of reference for the audit advisor , which are
contained in the technical memorandum annex, will be finalized
and discussed with the Vice Minister, the Director of Internal
Revenue, and with whomever elsc with whom they decide to share
this material. Moreover , the qualifications of the proposed
advisor will be approved by the Ministry counterparts.
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FIGURE V-I
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Technical Assistance Approach - The first step in
the work, as outlined in the Technical Memorandum, will be to
continue (complete and deepen) the assessment of the audit
practice and the technical assistance needs. With this
information, the Project Director and the audit advisor will
prepare a workplan, focusing on three areas:

(o] Procedural Help involves developing methods for audit
selection, developing methods for the use of time by
auditors, recommending new office procedures to manage
the office staff, helping to lay out a grievance
procedure for auditors, recommending a review process
to assure optimal use of audit time, and carrying out
enough analysis to recommend an improved method for
arranging transportation for field auditors.

o Manual Preparation will be necessary for packaged
audit of income tax and VAT. Standardized work papers
are needed for field examinations together with
instructions for use and filing. Techniques must be
developed for evaluating business deductions.

(o] Training must be planned, especially establishing the

~ sequencing of courses, arranging for course materials,
carrying cut instruction and assisting in the
selection of audit trainees.

The next step will be to discuss the draft
workplan with the Deputy Director of Internal Revenue who is in
charge of audit. This discussion will be directed toward
making sure the facts are correct.

Step three is to undertake an internal project
review of the proposed workplan. This review would involve all
resident advisors, the Resident Team Leader, and the Project
Directors. One task would be the integration of the audit
activities with other recommendations for income taxation.
Based on this internal review, a final version of the proposed
workplan will go forward.

Fourth, the Minister will lead his own review of
the integrated proposals for improvement of income taxation,
including audit operations. Most likely he would solicit
comments from the appropriate Vice Minister and the Director of
Internal Revenue.
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As the fifth step, whatever revisions that were
suggested by the Minister would be discussed and final
decisions would be reached about the workplan. A memo of
understanding, or a technical paper (whichever is appropriate)
would then be prepared and the work would go forward.

The procedure for implementing changes in audit
operations would follow essentially the same steps. The final
one would be a technical paper that the Minister would review
and discuss with project staff and Ministry counterparts. The
Project advisors would prepare technical memoranda that could
serve as language for any implementing legislation or
regqulations. Of course, the Minister would issue those
regulations and would call on appropriate members of his staff
(with the consultants' technical assistance) to implement the
changes. This scheme has worked quite nicely in many
countries, and given the positive cooperation seen so far from
the Ministry during the design phase, there is no reason why it
should not work well in Guatemala.

Training - The Ministry of Finance is organized
with a center charged with training Ministry personnel. The
physical facilities appear to be adequate, with four classrooms
and a larger lecture hall. The shortcomings relate to
equipment and the training staff. Most tax office employees
who were asked about the training center said that is is
worthless. The biggest complaint was that the courses given
are not appropriate for the work. .

The proposed organization for the Internal
Revenue Department does not show a "box" for training. Rather,
it mentions training as a function of the Personnel Office.
The design team's preliminary thinking is that a separate
office responsible for all training should be established
within the Internal Revenue Department. This office would
design training programs, assist subject matter specialists in
developing the courses, and perform other training office
functions such as recordkeeping. The Ministry training center
would provide the equipment and space support.

During the life of the project, the consultants
will develop and advise in the implementation of a program of
training in the audit area. 1In keeping with the spirit of the
project, the initial training efforts will be focused on basic
principles -- the kinds of training that will be necessary
irrespective of any structural reform that might take place.
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Later training might be more tailored to the specifics of the
structural reform, depending on what changes in the tax law the
government chooses to make. The audit advisor will take direct
responsibility for proposing a training program.

The Internal Revenue Department is planning to
hire more than 100 new employees for the Audit Department in
the near future. There seems to be no planning to provide the
necessary training for these new hires. It is also evident
that training is necessary for the present staff of auditors,
coordinators, group supervisors -- as indicated by the current
poor utilization of their time and the poor performance of
auditors.

The project will take responsibility for
designing a training program that will match the background of
the new recruits. Training, however, will be carried out by
counterpart-financed assistance with the project-funded
technical assistance team serving as advisors to Guatemalan
trainers. Based on our field work thus far, we have identified
several areas where audit training could be useful. The
following are summarized from the technical memorandum on

auditing:

o] Basic and advanced audit techniques

o] Fraud awareness training or how to recognize potential
fraud

o} Auditing standards

o] Indirect methods to determine unreported income, for
application to taxpayers that do not keep books and
records

o] Balance sheet analysis for auditors, coordinators and

group supervisors

o] Supervisory training for group supervisors
o] Cross-training for VAT and income tax auditors
B. Project Management:

The overall supervision of the proposed Fiscal
Administration Project will be the responsibility of the



-67-

Project Director and Deputy Director. Day-to-day snpervision
of project activities will be in the hands of the Resident
Chief of Party. Each component of the Project will have a lead
consultant, as shown in Figures V-2 and V-3. All activity in
each component will be coordinated by the lead consultant and
the appropriate Resident Advisor. The component Resident
Advisors, in turn, will report to the Resident Chief of Party
and to the Director and Deputy Director of the technical
assistance team.

The Director and Deputy Director of the technical
assistance team will:

o prepare all terms of reference and schedule all trips

o] accompany consultants in the field as necessary

0 review all working papers, see them to appropriate
conclusions and take responsibility for their
processing

o) review the regular working reports of all technical

assistance experts residing in Guatemala, and alter
the workplan as necessary

o maintain liaison with the Minister of Finance and
other counterparts, or committees, that he may
designate

o] prepare and continuously update the Concept Paper on

fiscal administration
o} prepare the Final Report of the Project

o assist the Minister, as he requests, in drafting a
reform program

o lead other subject matter activities as described above
Because these tasks overlap all of the project
activities, the project design has allocated a substantial
share of the Director's and Deputy Director's time to the
general management of the various activities.

Financial and administrative management of the
technical assistance contract will include:

o preparing all financial reports for the Project
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o maintaining liaison with the USAID Project Committee
and preparing regular quarterly activity reports

o providing all administrative support and backup for
the Project home offices, consultants, and resident
advisors

o] seeking all necessary travel and payment approval and
making all disbursements

o} negotiating the contract and any amendments to the
contract

The Resident Chief of Party will report directly
to the Director and Deputy Director of the contract team. His
or her responsibilities include:

o management of the Guatemala project office within the
Ministry of Finance

o day-to-day liaison with the Minister of Finance or his
designate(s)

o] maintaining liaison with the other technical
assistance teams working in the general area of fiscal
administration

o) preparation of a monthly activities/progress report
for the contractor home office

o coordination of the work program of the resident
advisors

o] other duties as assigned

The Resident Chief of Party's time is not
budgeted among activities for the same reason that the Project
Director's and Deputy Director's time is not allocated. The
division of a portion of his or her time will be worked out
upon his arrival, and after a detailed consultation with the
Minister about priorities.

C. Timetable:

Prior to the initiation of the Fiscal
Administration Project, activities will be carried out under a
pre-implementation phase funded within the project design
budget. This phase was included so that progress toward
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project objectives would not be abruptly suspended during the
project approval and start-up process. The design contract
provides for the following pre-implementation tasks to be
completed by mid-August:

o] Preparation of a step-by-step implementation,
commodity procurement, and training plan and schedule
for submission by the Ministry of Finance to the
Mission for approval. The plan will detail all first
year activities and serve as a qguide for the latter
two years of project implermentation.

o Assistance to the Ministry of Finance to meet all
anticipated conditions precedent that result from the
project authorization.

o Establishment of logistical support, including getting
people "on the ground", required for effective project
implementation. This will include organizing,
equipping, and staffing the project office for full
implementation.

o] Assistance to the Government of Guatemala to negotiate
with the relevant private sector interest groups
regarding the institutional form through which the
community at large will be integrated into the project
activities. This task will require delicate
discussions with diverse interests.

o] Development of the terms of reference and schedules
for the implementation technical assistance and for
the public commission on fiscal reform. This activity
will require considerable analysis of the present tax
laws, tax rolls and procedures for budget expenditures.

Once the project agreement is signed, the Fiscal
Administration Project will have a 42-month life, during the
first 27 months of which nearly all of the project activities
will be completed. This timing reflects the intense desire of
the government to have the project underway promptly, and to
see it to completion in the shortest possible time frame. The
Mission, the Ministry of Finance and the design consultants are
agreed that, barring unforeseen delays, the project will indeed
be completed within 27 months from the date of signing.
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Despite the best intentions of all concerned
parties, unanticipated delays do crop up in most projects.
Recognizing this, we have proposed a total project period of 42
months, but have shown no activity beyond the 27th month in the
project flow chart. 1In effect, the project design plans all
project activities for full execution in 27 months but, so long
as there is no increase in level, the contractor will agree in
advance to a no-cost extension of up to 15 months if for
whatever reason it becomes impossible to complete the work
according to the 27-month activity schedule.

This timetable, beginning with an estimated July,
1989, signing of the Project Agreement, spans the remainder of
the Cerezo administration, and part of the new administration
which will take office in January of 1991. With the urgency of
improvements to fiscal administration to be undertaken under
the project, and the opportunities afforded by the democratic
transition for public debate and political decision-making on
fiscal issues, the proposed timetable is both highly desirable
and eminently feasible.

The project will be implemented in three phases,
as is described in Figure V-4. Phase I involves the execution
of operational improvements in the existing system, and will
largely take place during the first 12 months of the project.
These changes will be implemented by the resident advisors to
be contracted under the project in the forms of rewriting of
procedures, on-the-job training, and classroom instruction.
The type of changes to fiscal administration and operations to
be introduced during Phase I are basic and and are necessary to
undertake independent of any structural reforms to the fiscal
system that may be introduced at a later point.

Phase II incorporates all policy analysis, and
will take place during the first 18 months of the project.
This phase will culminate with the development of options for a
comprehensive fiscal reform program, to be available for
national discussion during the second half of calendar year
1990,

Phase III will consist of the implementation of
the reform program chosen and a continuation of the operational
and training program begun in the first year of the project.
This phase of the project will begin when the reform program is
identified and will continue for the duration of the project.
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An illustrative implementation schedule follows:

START-UP PHASE:

6/89 Project Paper Authorized

7/89 Project Agreement signed with Ministry of
Finance

7789 Conditions Precedent to Disbursement
completed by Ministry of Finance

8/89 Technical Assistance contract negotiated and
signed

8/89 Procurement of vehicles and equipment

initiated by USAID
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PROJECT YEAR ONE:

10/89

10789
10/89
11/89

11/89

11/89
12/89

2/90
5790

8/90

Resident technical assistance team leader in
place, and Guatemala office established

Operations components underway
Development of fiscal models underway
Quarterly project review held

First draft of Fiscal Policy Concept Paper
submitted to Office of Minister

First GOG project conference held

Plan for integration of public-private
fiscal policy review commission presented by
MOF

Quarterly project review

Quarterly project review

Quarterly project review

PROJECT YEAR TWO:

11790
2/91
5/91
8/91

8791

Quarterly project review
Quarterly project review
Quarterly project review
Quarterly project review

Initiation of evaluation

PROJECT YEAR THREE:

11791 to

1793

1793

Implementation Contingency Period

PACD
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1. f ni j n vi

Technical assistance personnel will be
contracted for the project under an A.I.D. Direct Contract.
The RFP for project design as published in the Commerce
Business Daily provided that USAID/Guatemala could choose to
award the contract for project implementation to the same firm
receiving the design contract without further competition.
Accordingly, it is anticipated that the Peat Marwick
(contractor) - Georgia State University (subcontractor) group
which produced the project design will be contracted to carry
out the implementation as well. Because the original contract
was fully competed, and clearly stated USAID/Guatemala's
intention to award implementation to the contractor selected
for design, no wai.r of competition is needed in this case.

An illustrative list of short- and long-term
technical assistance to be provided under the contract is
provided as Annex H.

USAID/Guatemala will directly contract the
services necessary to undertake the evaluations provided for in
the evaluation plan.,

2. Commodity Procurement;

The project as designed requires very
limited purchase of commodities. Commodity procurement will
amount to only $118,500. The commodities required to reach
project objectives are two minicomputers for development and
storage of the microsimulation models, office equipment for the
consultants' office in the Ministry of Finance, and vehicles
needed by the project staff who will work with the on-site
pilot projects and training. Since the minicomputers will cost
less than $100,000, and no other computer procurement is
contemplated over the life of project, no SER/IRM clearance
will be needed.

Commodities will be procured for the project
directly by USAID. During the pre-implementation phase of the
project, specifications will be prepared, approvals received
and items ordered. In this way, commodities can be delivered
on time and without delaying the progress of the activities to
be carried out under the project.
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E. Training Plan:

Table V-1 provides an illustrative training plan
for the proposed Fiscal Administration Project. A
comprehensive training plan will be developed in the early
stages of the Project. Project training will be carried out by
the long-term advisors and they, in consultation with the
Minister of Finance and the Project Director, will design the
program of classroom and on-the-job training. The plan will
focus on income tax, value-added tax, customs, property tax,
and budgeting. It will include at least the following:

o] a listing of necessary courses

o course outlines

o sequencing of courses

o methods of selecting officers for training
o training for trainers

o listing of equipment needs to be supplied by the
Ministry

The project Resident Chief of Party will take
responsibility for coordination of the Project training program
and for liaison with the Ministry training officer.

There is no formal offshore degree training
contemplated under the project. Nonetheless, the project
activities will require the services of several research
assistants to be employed by Georgia State University to assist
with some of the analytical activities. These positions may be
filled with staff of the Ministry of Finance, if persons with
the necessary credentials and interest can be identified. The
assistantships carry with them tuition relief, which would
allow any Guatemalans assigned to these positions to pursue
formal academic training at Georgia State at the same time, and
perhaps even complete a degree program. If Guatemalan
candidates cannot be identified for the graduate
assistantships, the positions will be opened to the pool of
qualified graduate students at Georgia State University.
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VI. MONITQRING AND EVALUATIQON PLAN

A. Project Monitoring:

Execution of the Project's substantive activities
--improvement of both the income and expenditure sides of the
budgeting process-- will be the responsibility of the Minister
of Finance and the Project Director and Deputy Director. These
persons are, in effect, co-directors of the project activity.
All consultants will report to t'ie Directors of the Technical
Assistance team, and all GOG counterparts to the consultants
report through the Ministry of Finance hierarchy to the
Minister of Finance. This organizational scheme was devised to
ensure GOG "ownership” of the Project. The scheme continues
the working relationship established in the design phase of the
Project, during which the Minister of Finance and his Vice
Ministers played a central role in selecting the areas of
Project concentration, and in the drafting of the Project
Paper. 1In an important sense, the Minister of Finance
correctly came to regard the expert consultants as his
advisors, who report to him but are paid by USAID/Guatemala.

It will be important during the project
implementation period that th. Ministry of Finance continue its
active role in guiding the work of the consultants. Only in
this way will it be assured that the project is genuinely
Guatemalan and that the reforms and modifications it introduces
are of Guatemalan origin and reflect Guatemalan priorities.
Thus the Minister may, during the course of project
implementation, wish to change the priorities and workplan. In
such a case, the Mission will adjust and/or amend either its
contract with the consultants, the Project Agreement with the
Government, or both, provided that such changes are consistent
with USAID/G's broader objectives and purpose. Nonetheless,
there are still three parties to this project -
USAID/Guatemala, the Government of Guatemala (through the
Ministry of Finance) and the Technical Assistance Team.

USAID/Guatemala will contract with the technicai
assistance team to se.ve the Government of Guatemala in the
design and implementation of a comprehensive fiscal reform.
USAID will also enter into a Project Agreement with the GOG.
Thus, an important stewardship responsibility falls on
USAID/Guatemala, and includes the necessity of monitoring the
Project's execution. The purpose of monitering will be to
assure that the conditions of both the contract with the
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consultants and the Project Agreement with the Government are
honored in terms of the quality and timeliness of performance
and of responsible financial administration. Quarterly
implementation will be held between USAID and the MOF to review
project progress and implementation issues and to plan any
required adjustment to the project.

The organizational structure through which the
monitoring will be performed includes the following:

1. The Project Committee. This USAID/Guatemala
committee will be chaired by the Chief of the
Office of Economic Policy Analysis with the
Deputy Office Chief serving as his alternate.
The Committee will also include members
designated by thc Chiefs of the Program and
Project Developnznt Offices, the Controller, and
the OEPA Project Officer. The Mission Director
and Deputy Director will serve as ex-officio
members. The project committee will hold
quarterly implementation meetings to review
progrercs.

2. The Project Officer. The OEPA Project
Officer will have responsibility for day-to-day
monitoring of the Project workplan, schedule, and
budget. This officer will receive guarterly
reports of implementation progress and will
maintain running computerized data on the
physical and financial implementation of the
Project's activities. The Project Officer
reports to the Chief of OEPA.

3. Office of Economic Policy Analysis (OEPA).
OEPA will serve as a professional liaison group
with the consultant economists and other
technical assistance providers as well as with
professional counterparts of the Ministry of
Finance as requested by the Minister. This group
possesses broad and deep generalized knowledge of
the Guatemalan economy that may enable it to be
helpful in planning changes in the fiscal

system. To the extent useful to the Minister of
Finance and his economic team, they may draw on
this resource.




-79- °

4. The Technical Assi n .

The TA consultants will be formed into a team
whose Directors will be approved by the Minister
of Finance and USAID/ Guatemala. The Project
Directors constitute an "office" whose
counterpart will be the Minister of Finance and .
one or more Vice Ministers. The TA team will
receive assignments from the Minister of Finance
within the limits described in the Project Paper,
and will report to him through personal contact
and working papers. However, the Quarterly
Activity Reports, put together jointly by the TA
team and the Ministry of Finance, will be
prepared within an AID framework and will be
delivered to the USAID/Guatemala Project Officer.

5. The Office of the Minister of Finance. Owing
to the importance of this project to the
accomplishment of the GOG's program for achieving
broadly shared and sustained economic growth, the
Office of the Minister of Finance will serve as
the GOG's Project Implementation Unit. While
various elements of project activity will take
place considerably further down in the MOF
structure, the authority of the Office of the
Minister will assure entree, access and
cooperation at all levels. The key functions of
this unit will be to assure that:

Changes proposed are compatible with overall economic
conditions peculiar to Guatemala;

MOF resources are made available as and where needed
to assure project success;

Guatemala counterparts are full participants in the
design and installation of changes adopted in this
Fiscal Administration System;

Institutional development occurs as required to make
improvements in the system permanent and not dependent
on foreign advisors. This includes developing the
institutional capability to perform ongoing monitoring
of the system's consistency with policy directions and
general economic circumstances.
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B. R ing:

The proposed project will belong to the Ministry
of Finance. All technical working papers will be submitted
directly to the Minister, and will be reviewed with him or his
designees. All Project team members will be responsible to the
Minister and all workplans will be continuously reviewed by
him. Should the Minister decide that it is necessary to make
any major changes in the direction of the Project work, he will
discuss this with USAID. This consultation will determine
whether such changes fit within the relevant agreements and
contracts.

Technical working papers will be submitted to the
Minister as they are completed. The regular activity reports
of the long-term advisors will be reviewed and evaluated first
by the Resident Chief of Party, then by the Project Director
and Deputy Director, and ultimately by the Minister.

Administrative reporting to USAID on the Project's
progress will be done quarterly by the contractor. Each
quarterly report will summarize the period's major activities.
In addition, the quarterly reports will include a summary of
expenditures by project component. The reports will also be
made available to the MOF.

C. Evaluation Arrangements:

The Fiscal Administration Project incorporates
activities and analyses which will establish baseline data for
the most important public finance and expenditure indicators,
and will track their progress over the life of the project and
beyond. These indicators are listed in the "End of Project
Status" section of this paper, and in the logframe. The
weaknesses in public financial and budgetary information, and a
strategy for its upgrading are laid out in the project
description (Section I1I1I.B.3) ard. in more detail, in the
technical memoranda of the bulk annex. The improvements in
fiscal performance resulting from project-related changes in
policy, administration and analytical capability will be
quantified on a regular basis as the project is implemented.

One formal evaluation is planned during the life
of the Project. The evaluation will take place over several
months beginning around August of 1991, based on the current
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schedule of project activities. The first phase of the
evaluation (August 1991) will focus on achievements to date in
fiscal operations and proposed changes resulting from the
policy analysis component.

A second phase of the evaluation will focus on the
commitment of the new administration to the objectives of the
Project. It will also look at the degree to which the Fiscal
Analysis Institute has been institutionalized within the
Ministry. The results of both phases of the evaluation will
assist the Mission to decide on the feasibility of undertaking
a project add-on covering additional activities to further
monitor, review, revise an? institutionalize the changes
implanted in the original.

Baseline data on current fiscal policy will be
collected in conjunction with the development of the various
analytic models discussed in Section III above. Application of
these models will provide baseline measures against which the
impact of Project activities can be assessed. Since the models
will be used to test various proposals for changes in tax and
budget policy, the Project will produce periodic assessments of
impact. The Mission will contract independently for the
evaluation with funds that have been reserved in the budget for
this purpose.

D. ndition n venan

The proposed project has been designed from its
inception with the full participation and collaboration of the
Ministry of Finance and indeed of the Minister of Finance
himself. Because of the day-to-day involvement of the
Minister, there are few potential obstacles to the project that
remain to be removed. Counterpart financing is not a serious
problem since the Ministry of Finance has initial control over
budget allocations. Personnel issues have already been dealt
with so that able counterparts will be assigned to the
project. The three most important issues which were resolved
during the project design phase are discussed in the letter of
request for the project from the Minister of Finance, and
summarized here:

1, Coordination with Other Donors, As noted above,
numerous donors have offered to assist the Ministry
with fiscal administration improvement. For example,
a team of West German fiscal advisors is currently in
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Guatemala and is housed in the Ministry of Finance.
The World Bank and the International Monetary Fund
both have offered advice and assistance in this area
as well. Moreover, USAID/Guatemala has assisted
various units of the fiscal administration system with
previous financing. Since the proposed project is to
become a comprehensive fiscal reform, it is essential
that the work of the various donors be centrally
coordinated by the Minister of Finance and his
advisors. The scheme for an "umbrella" of
coordination through the office of the Minister is
described in his letter, and in Section II.B.2 of this

paper.

2. Space. The Minister of Finance wishes to have the
technical assistance team housed in the Ministry of
Finance Building. Adequate space was provided in the
Ministry during the design phase. During project
implementation, however, more permanent quarters will
be required. The GOG has agreed to make available
adequate space, and facilities (telephone lines,
office supplies, etc.) during the pre-implementation
phase, before actual project execution commences.

3. Blue Ribbon Commission. Fiscal management issues
may have incited the most virulent and acrimonious
conflicts that have confronted the current

Government. These confrontations have been associated
with sagging private domestic investment and a
resumption of capital flight. At the present time,
there is an uneasy calmness in the public-private
sector relationship. Given the sensitivity of al!?
tax-related issues, however, both the Ministry ani
USAID believe it to be essential that the private
sector is made aware that USAID's Fiscal
Administration Project is soon to begin. It is also
essential that a formal mechanism be devised to :ssure
that the private sector and the community at large are
involved in deliberations leading to fisca! policy and
administrative changes. This mechanism would involve
the participation of private sector grec@ps such as
(but not necessarily) the bar association, producers'’
guilds or chambers, labor organizations and consumer
advocate groups.

Ultimately, it is of course the Government of
Guatemala that will have to decide which formal participatory
framework best meets this need. The Project Committee is of
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the view that the project is of such vital importance and of
such extreme sensitivity that participation should be by way of
some form of Blue Ribbon Commission. The Commission would be
chaired by a Guatemalan of such stature that he or she enjoys
the trust and respect of Guatemalans of all persuasions,
incomes and social standings.

The Minister of Finance has made an unambiguous
commitment that:

o the existence of the project will be made public
knowledge prior to completion of the
pre-implementation phase; and,

o the organization for public involvement will be put in
place and its members identified by year end.
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VII. PROJECT TECHNICAL ANALYSES

The design of this project clearly fits the objectives
to be achieved, and the approach proposed here is appropriate.
Below we consider economic and financial criteria, technical
criteria, social soundness, environmental issues, and the
administrative capability of the MOF to support the Project.

A. Economic F ibili :

The Project has the objective of improving the
allocation of resources in Guatemala by increasing the level of
efficiency with which the government operates, improving the
equity and fairness of the fiscal system, helping the fiscal
system keep in step with economic policy, and decentralizing
government activities within Guatemala.

i Analysis. The development of policy
analysis infrastructure within the Ministry of Finance is
necessary to achieve these goals, for a number of reasons. The
first is that the Government may not be aware of the unfairness
or the revenue yield implications of some particuler feature in
the present system, and estimates of this unfairness are
important to developing a proper reform program. For example,
the microsimulation models proposed above help remove two major
obstacles to the direct involvement of policymakers in tax
policy design: 1lack of reliable information about the impact
of the current system and uncertainty about the effects policy
changes will have. The models to be developed will be able to
give answers to specific questions such as how much tax is paid
by a particular incume group or business sector, what tax rates
are needed to reach a particular revenue or equity target and
what is the revenue cost of a particular type of exemption.

The models can also be used to examine the impact on revenue
yield and the distribution of tax burdens of alternative tax
rate and base structures.

A second reason for policy analysis is to help
the government determine whether its fiscal programs are in
step with its economic policies. The study of marginal
effective tax rates (METR) proposed above is one example where
economic analysis is required to identify inefficiencies in the
business tax structure. An underlying premise of the approach
to be taken in this Project is the view that markets do
reasonably well in determining the allocation of resources, if
left relatively free from governmental intervention. A
potentially important source nf governmental intervention in
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Guatemala, as in most other countries, is business tax policy.
One objective of the Project is to determine the extent and
consequences of such tax-induced interference with free-market
allocation. Knowledge of these distortions would provide one
basis for evaluating tax policy reforms. This analysis will
help identify sources of non-neutrality that deserve attention
and perhaps reform. An important element of this component of
the workplan is the careful explanation of the meaning of the
METR calculations to policymakers and local counterparts so
that decisions can be based on an understanding of the
economics of the matter.

A third issue has to do with the resource cost of
certain public policies. One such area that we propose for
policy analysis is fiscal incentives. Government officials and
several advisors to the Guatemalan government have proposed
various fiscal incentive programs as part of the government's
export promotion goals. There is no doubt about the
appropriateness of the export promotion goal, and some fiscal
incentives are clearly in step with this goal. But fiscal
incentives have costs as well as benefits: they may lead to a
revenue sacrifice that puts pressure on tax rates elsewhere in
the system, they may discourage certain types of domestic
production, they may impose a heavy administrative cost, and
they may cause an unfair fiscal treatment of producers in
different types of activities. Our initial review indicates
that the Government knows little about the costs (or benefits)
of the fiscal incentive packages in place or being proposed.

Finally, there is the issue of confidence in
Government and willingness to pay. An analysis ¢’ the budget
process, as proposed here, is one way to understand where
resource allocation falls short and why there may be some
resistance to tax payment. The proposed work in
decentralization also promotes this objective. In a more
decentralized system, with local participation in government,
it is often argued that there is a greater willingness to pay
for public services because the benefits are so much more
visible. Yet another example is the case of public
enterprises, where the absence of information may be the
problem. In view of the relatively strong performance of the
public enterprlse sector, the poor public image and the low
morale reported in some enterprises would seem unwarranted.
This project includes an analysis of public enterprise
activities, and a method of more accurately monitoring and
reporting their activities.
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Administration and Operations. The work of the
Project to improve the administration of the tax system is also
necessary to achieve the Project objectives. An inefficient
administration leads to horizontal inequities, i.e., unequal
tax treatment of individuals with the same income or of
"similarly" situated businesses. Fairness in taxation cannot
be achieved without an administration competent enough to
assess and collect taxes from all individuals.

Tax evasion is encouraged by inefficient
administration. Evaders weigh the rewards from escaping tax
against the costs: the probability of being detected and the
penalty levied if they are detected. Given the poor
recordkeeping system and the lack of an effective audit
program, there may not be a great deterrent to evasion of the
income tax or value-added tax. The Project includes both a
program to improve ihe taxpayer identification system and an
upgrading of the audit activities.

Inadequate administration and operational
procedure might also compromise the achievement of the
government's economic policy objectives. There are a number of
examples of such failings in the Guatemalan system. One is the
failure of the government in some instances to refund taxes
paid on purchases, and therefore to increase the burden on
these firms and possibly reduce investment and exports.

B. Financial Feasibility:

Project financial analysis, in a typical
infrastructure or production project, assures that the activity
produces a stream of income that is sufficient to justify
project costs. The project described in this paper does not
lend itself to this form of analysis, being one of technical
assistance to a public sector institution. Nevertheless, we
can consider the question of cost versus benefit in a more
qualitative way.

As is the case with any policy and administration
reform project, the benefits of the proposed project defy
plausible quantification. The object upon which the project
activities will be visited is a system that governs the ways 1n
which the public sector collects and spends money. This must
be distinguished from the amounts of money collected and
spent. It is not the objective of the project to produce more
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tax revenue, nor is it to spend more, either in the aggregate
nor in particular directions. Rather, the goal is to create a
tax system such that, regardless of the absolute amount of
revenue it is asked to produce, exerts minimal influence on the
structure and level of economic activity that is consistent
with the nation's social goals, resource endowments, external
economic conditions, and its general economic condition.

On the expenditure side, the project will strive
to put in place a permanent, efficient system for planning,
programming, executing, and monitoring the Government's
expenditure program, regardless of its absolute size. This
outcome is indispensable to harmonization of public sector
investment programs with the pace and structure of economic
activity that overall public policy seeks to support and
promote,

There can be no serious question about the
positive impact on private investment of an efficient,
straightforward, honest and stable public policy environment.
These virtues are more uoften diminished than enhanced under
attempts to define and quantify them to objective
specifications. Moreover, the positive impact may take the
form of an acceleration of decisions on investments that would
have occurred in any case. The benefit in such cases would be
measured by the increased social yield of investment now
relative to investment later. How much later? It is, of
course, impossible to know.

The foregoing caveats notwithstanding, we can
undertake some informed speculation about the project
benefits. 1If the Fiscal Administration Project can increase
total investment by just one-half of one prrcent of GDP (i.e.,
$4C million), it would raise GDP by over $10 million in that
year alone! Any positive outcome at all therefore would imply
an extraordinary rate of return on the investment likely to be
required for execution of the croject.

Obviously, the foregoing is not hard science.
Nevertheless, the estimated payoff is modest, and even so, is
so great that it could be off by several hundred percent and
would still represent a solid gold investment.

On the cost side, the project design phase was
dedicated largely to searching for the least-cost solution to
the identified problem areas. Throughout the project design
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and during the Atlanta Project Paper conference, the opinions
of some of the best, and most experienced, fiscal experts were
solicited. These experts have quided similar fiscal reform
projects in developing countries comparable to Guatemala.
Within this group, a consensus was reached on the identity of
the most constraining flaws and the least-cost approach to
remedying them. For example, the option of offering training
through local universities or private training institutions was
examined, but discarded due to the lack of expertise in-country
in the public sector fiscal management area. Thus, it is the
consensus view of the design team and is supported by the
Mission's Project Design Committee that the solutions proposed
are the least-cost solutions.

C. ibili he T nical Appr :

The technical approach proposed here is a mixture
of institutional, legal, empirical, theoretical and purely
operational. As described above, this technical approach is
necessary to achieve the goals of the Project.

One issue that is clear to anyone beginning work
on fiscal policy in Guatemala is the weakness in the data.
Policy studies have suffered from the absence of a quality data
base and perhaps there have been misconceptions about the
impacts of the tax system and the distribution of expenditure
benefits. A major element of this Project is the development
of an appropriate data base and a procedure for keeping it up
to date.

Another integral part of the technical approach
proposed here is modelling. The uses of data in a systematic
way can raise the level of the discussion of fiscal reform, in
both the public and private sectors. Such analysis is always
subject to some limitations but it .s much superior to
anecdotes and conjecture, and can help uncover less obvious
impacts of changes in the fiscal system,

Computerization is an important part of the
technical approach in the administration and operations
component of the Project. A major difficulty is that many of
the operational procedures are carried out manually, and with
considerable imperfection. Even those activities that are
computerized are only partially functioning. The computer is
clearly a part of modern tax administration and budgeting, and
one object of this Project is to determine how best to fit
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computerization into the Guatemalan fiscal system. The
Ministry of Finance has invested both its own and donor
resources in substantial purchases of hardware and software -
the proposed project will assist the Ministry to get the best
mileage out of the investment.

D. Social Soundness Analysis

Most developing countries have need for the
design of strong fiscal policies that will help them to manage
budget deficits without harming longer-term development
prospects and that will help them to raise revenues while
minimizing the economic costs.

In accordance with that goal, the Cerezo
Administration introduced a five year economic policy program
in 1987, with the purpose of stabilizing the economy,
increasing exports and improving the real income position of
the poor. The fiscal component of this program was politically
unpopular. Though it did mobilize additional revenue, it fell
short of targets and it did not modernize the structure of the
tax system. There is still need for a fiscal program that will
meet these goals and help the government strengthen its
administrative capacity.

The proposed program has as its primary purpose
to help the government improve fiscal administration and to
improve the fairness in the distribution of tax burdens and
expenditure benefits resulting from the administration of the
system.

1. Beneficiaries. One of the most important
activities of the prcject will involve detailed
analytic work to understand the impact of various
provisions of the tax laws on the distribution of
income within the country; and a determination of
the extent to which various public expenditure
patterns will benefit low and middle income
Guatemalans.

This work will be done by the application of
the microsimulation models described above. The findings of
the simulations will provide information from which to predict
the impact of possible tax reforms on low income groups. It
will also provide some insights on the economic condition of
women, their contribution to the tax system and the benefits
they might receive from a more rational budget process.
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2, Equity. 1In appraising the equity of the
tax system of Guatemala, it will be useful
to have an accurate picture of the
distribution of the income and how that
distribution is affected by the fiscal (tax
and spending) policies of the public

sector. This information will be provided
by the modeling activities of the Project.

3. i W i . In
Guatemala the taxpayer base is extremely
narrow, because the tax-free levels of
income are so high compared to average
incomes. The law establishes a standard
tax-free level of income of Q4,500 for all
workers. This eliminates approximately 2
million people from paying income tax.
Therefore, the tax base is limited to
approximately 160,000 people with relatively
high incomes. Even this number probably
overstates the base due to relatively
generous exemptions and loopholes in the
income tax code.

The base is also narrowed because of the
tendency for all economic groups to underreport income.

This attitude is reinforced by the lack of
good auditing and control programs by the tax administration,
and by the lack of credibility of the political and economic
policies which adds to the natural unwillingness to pay taxes.

The Project will address this problem in
several ways: (a) modernizing and improving the
administration of the fiscal system, (b) reducing the resource
cost that operational inefficiencies impose on society, and (c)
providing better information to assist gevernment officials in
making fiscal decisions in accordance with the €conomic and
social goals of their policies.

. The constraints that may appear in the
1mplementation of the Project could be related to the personnel
at the Ministry of Finance, i.e., to a natural reaction towards
change§ and modernization. The Project will have to be
Sensitive to this issue, and to attempt to resolve it with a
strong training program,



-91-

Another possible problem is resistance from
private sector interest groups. To some extent this is
inevitable. Some countries, however, have taken steps to
diffuse these objections by creating bipartisan tax study
groups, whose main goal is to get involved in studying the
available options to improve the fiscal system. This strateqgy
has been successful before in Guatemala, in the case of the
1985 Grand National Dialoque, within which a multi-sectoral
group representing diverse elements of Guatemala society
formulated and implemented a tax increase plan; and the current
work of the Bar Association with the Ministry of Finance to
identify deficiencies in the 1987 amendments in the income tax
law.

E. Administrative Feasibility:

The Fiscal Administration Project will be signed
with the Guatemalan Ministry of Finance, and will be almost
entirely implemented with that institution. To a lesser
extent, the project will also provide some assistance to
municipalities (in the case of the decentralization component),
to the Ministry of Economy (in the case of the Fiscal
Incentives Component) and possibly other public sector agencies
that deal with the national budget.

USAID/Guatemala has long experience in working
with the Ministry of Finance, in the macro area, in project
implementation, and in the area of fiscal administration. We
know the Ministry of Finance, its strengths and weaknesses,
well. Based on this knowledge, the project technical design
committee judges the proposed design as feasible, practical,
and aimed at achieving the desired objectives during the time
frame of the project.

Project activities will be primarily implemented
through the Office of the Minister. The largest amounts of
technical assistance will be directed toward the Internal
Revenue Department, the Technical Budget Department, and to a
lesser extent, the other tax-related departments such as
property and customs. The current organizational "shape" of
each of these offices is discussed at length in the bulk annex
technical papers, as well as the recommended approaches to
resolve institutional weaknesses.



-92-

During the design phase of the project, the
Minister and vice ministers were open about the need for
assistance to address both the policy and operational problems
in the Ministry as outlined in this paper. Indeed, they
exhcrted their staffs to view the design team as an in-house
group working to help them solve their problems, and not as
outside reviewers coming in to criticize their operations. No
problems or weaknesses were covered up. This positive attitude
toward the proposed project on the part of the Ministry senior
staff will go a long way to ensuring that the technical
assistance is institutionalized and that the necessary
resources needed to carry out the project within the Ministry
will be provided.

F. nvir n A

The proposed Project will not involve activities
that have an effect on the natural and physical environment.
The activities which will be carried out qualify for a
categorical exclusion according to Section 216.2(c) (2) (xiv)
of 22 CFR as "studies, projects or programs intended to develop
the capakbility of recipient countries to engage in development
planning".
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ANNEX A

SUMMARY OF TECHNICAL ASSISTANCE PROVIDED TO THE
MINISTRY OF FINANCE '

I. INTRODUCTION

The Guatemalan Ministry of Finance is responsible for the

administration of the public resources and formulation and
execution of Government fiscal and financial‘policy.

Its general objectives are to contribute to the country's
development and to sustain economic stability. To achieve
these objectives, the Ministry is responsible for administering
the tax system budgeting the revenue the Government receives,
formulating the Government Budget (Presupuesto General de
Ingresos y Egresos del Estado) and its subsequent
implementation and liquidation. The Ministry of Finance also
administers the customs System and contracts internal and
external debt of the Central Government.

In support of the development of its activities, the
Ministry has received technical assistance from different

In a historical analysis made since 1965, it can be
observed that the functions of the Ministry that have received
the most attention from international agencies have been
fiscal, budgeting and more recently, administrative
reorganization.
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II. DONORS AND TECHNICAL ASSISTANCE

Nine bilateral and multilateral international institutions
have participated in helping the Ministry to solve existing
problems and in the development and implementation of new
systems to make the Ministry's performance more efficient:
,USAID, IDB, the World Bank, IMF, and the Governments of
‘Germany, Mexico, Spain, France and Venezuela,

The purpose of this Annex is to provide a brief summary of
technical assistance projects recently completed, currently
underway, or soon planned to be undertaken by other donors in
the broad area of Fiscal Administration. This section will

deal with each group in turn:

A. AID

During its 24 years of providing technical assistance to
the Ministry of Finance, USAID has invested approximately
US$5,000,000 (loan and grant), which has been oriented toward
the areas of property tax (cadaster & administration), tax
administration, creatior and strengthening of the Directorate
of External Finance, fiscal studies and computerization.

One of the most important USAID contributions occurred in
the late 60's. The “"Property Tax Development Project" had as
its main purpose to improve the system for property tax .
assessment and collection developed in Guatemala. The project
lasted 6 years and the final evaluation showed that the annual
property tax revenue had achieved a 98% increase.

In the area of tax administration, USAID lent support with
a project to modernize and improve Guatemala's tax
.a8dministration practices, policies and procedures. Although
the Ministry met all its commitments, personnel deficiencies
impinged upon effectiveness of project, especially in
development of computer personnel.

At present USAID is closing out a small ($500,000) project
signed in 1986, which was oriented to give technical support to
the implementation of the economic stabilization policies
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contained in the Guatemalan 1986 stabilization program. Three
areas were covered .by the project: a) studies and
consultancies oriented to customs and property tax; b)
provision of equipment for the Directorates of Property Tax,
Internal Revenue, Customs and other, and c) training.

USAID also funded a study bty Dr. Richard Bird in October
1985 of the Guatemalan tax system. In bhis report, he evaluated
the problems that affected Guatemalan revenue performance at
that time. Some of his recommendations are being incorporated
into the design of the Fiscal Administration Project.

B. RTU/CC/BID/CIAT

This program directed by CIAT and funded by IDB, began in
January 1984 and the technical assistance from CIAT concluded
in September 1988. The progress of the project has been
reviewed and a second phase of the project is expected to begin

in August 1989.

The initial objectives of the project were: to develop a
comprehensive master file and current account for all taxes; to
reform the structure of Internal Revenue; and to strengthen
training in tax administration. However, due to delays on
various fronts, the scope was reduced to developing a Master
File and Current Account for just the income tax and the VAT.

A summary of the programs accomplishments is presented in a
CIAT report entitled "Program Regional RUC/CC - BID/CIAT",

November 1988.

The effort has encountered several problems causing delays
in the project schedule. 1Initially the project ran into
difficulties creating a register of taxpayers with unique
Taxpayer Identification Numbers (NITs). These problems were
due to the fact that use of the tax number was not
institutionalized, at least in the minds of the taxpayers, and
no unique register existed before the attempt to computerize.
The problems with the NIT resulted in corresponding problems
with the accuracy of other data items entered into the Master
File. Much time and effort has been devoted to rectifying
these problems, although many problems still persist.
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The project also faced computer storage constraints that
further impeded progress in creating and maintaining a
comprehensive and accurate data base. These storage
constraints reduce the scope and the speed of tax return data
entry. These delays have seriously compromised the usefulness
of the current account system. Timely identification and
pursuit of deliquent filers is simply not possible given the
time lag between the tax filing date and the updating of the

current account.

There also appear to be numerous problems with the accuracy
of the tax return data entered in the current account file.
These problems come from a series of sources:

- data incorrectly entered (due to fraud, neglect or
honest mistakes);

- tax return data not throughly reviewed or edited to
correct obvious mistakes;

- tax return data not correctly entered into the
computer and not verified to remove keypunching
errors; and

- errors in updating the computer files, caused by
’ .errors in the design, operation or development of the

computer system. . .

A comprehensive, accurate and up-to-date current account
system is essential for achieving several objectives of this
Pronect Among these are:

- a program to identify non-registrants;
- a program to identify non-filers and late-filers;
- a program for automated audit selection;

- a program to periodically generate “"statistics of
income" and "statistics of indirect taxes"; and

- a procedure for periodically updating the databases
and models used to analyze tax policy changes,

(|
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forecast tax receipts, and generally monitor the
performance of the tax system.

This project is currently led by Jaime Reyes, (the CIAT
advisor has left), and has operated for so long that it has
virtually become a part of the Ministry even though it is .
composed entirely of contractor personnel with Yearly contracts
(6 organization and methods analysts and 8 programmer/analysts).

C. GTZ

The Government of Germany with the Deutsche Gesellschaft
fur Technische Zusammenarbeit (GTZ) group entered into an
agreement with the Government of Guatemala on April 5, 1988 to
provide “"technical assistance and training in the area of
taxation and finance." Klaus Schluter, the head of the
project, has been in Guatemala since May 1988. His counterpart

is Vice-Minister Rodriguez.

The original agreement outlines a 36-month project with 3
full time experts in training, tax collection, legal
foundations of organization and budgeting, as well as a total
of 40 man-months of short-term experts in taxation and
administration. The anticipated budget at the time of the
writing of the Project Document (1987) was 3.5 million German
Marks. The scnne of work outlined in the agreement covers:

- simplification and reforms of the legal foundation and
administraton of the tax system;

- modernization of tax collection processes;
- revision of accounting and collection methods;

- organization of a formal training program including
on-the-job training; and

- regionalization of budget planning and control.

Some of the more specific activities that are to be part of
the GTZ project include:
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- implementation of a Master File;

- reorganization of accounting and control of tax
payments;

- reogganization and training of the audit department;

- improved training;

- collaborating in a project to revise the laws and
regulation from the tax reform;

- analysis of the various laws providing special
exemptions;

- accounting and control system for taxable imports;
- regionalization of the budget; and
- advisory services on tax policy;

It is not clear that GTZ has made significant progress in
any of these areas, though it is still very early. We are told
that there is a planned pilot project dealing with the
regionalization of (budget and/or tax) administration in
Escuintla. This effort is being coordinated by the G-5 group
(UNDP). GTZ also has plans to send some Guatemalan budget
offices to Germany for training.

D. UNDP/T.A.
l, UNDP(G-5)

The group known as G-5 is a UNDP sponsored team
composed of three Guatemalans whose task it is to support and
coordinate the restructuring, debureaucratization, and
modernization of the Ministry of Finance. The group is
composed of experts in computerization, organization and public
administration and macrceconomics and reports directly to
Vice-Minister Rodriguez. The work plan indicates that the
preparatory phase ended December 30, 1988 and the Master Plan
for the restructuring will be completed May 31, 1989. The
execution of the plan, however, continues until September 1990.

o
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The project has two main objectives, as stated in the group
work program. The first is to "simplify and improve the
quality of procedures and methods of executing public
investment programs and projects with an emphasis on External
Financing". The second is to “develop a master plan to
restructure, debureaucratize and modernize the Ministry of
Finance”, including both short-term and long-term plans.
A'discussion with the G-5 group revealed that they see
themselves playing mainly a coordinating role within the
Ministry and not running any specific technical assistance
project per se. Though primarily targeted at the international
technical assistance efforts, their coordination role extends
to all activities dealing with restructuring within the

Ministry.

2. SACE

In the area of customs administration, there is a
computerization project underway with joint funding from the
U.N. and the Government of Guatemala. . .

This project began in December 1987 and is still in
progress. This project will automate customs clearance and be
used to collect and produce foreign trade statistics. The
system is to be installed in all customs offices and
appropriate equipment and training is to be provided.

E. French Cadastre Group

A French contractor is providing technical services to the
Ministry of Finance to conduct a cadastre in one region (three
departments). The project is being run by the French using
Ministry of Finance equipment (purchased from the French) and
Ministry of Finance personnel. 1Included in the contract are
two VAX computers and a software system to support the
cadastre. The Government anticipates that at the end of this
30-month effort they will have obtained the necessary
experience to undertake a cadastre to include the rest of the
country. The cadastre will have many applications, including
improvement of the property tax system.
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There is, however, an area of concern and this relates to
the new DICABI, the DICABI VAX computer equipment and the
establishing of a database of taxpayers. Due to delays and
problems in the creation of the Master File and Current Account
in Rentas Internas, DICABI was unable to use the RTU/CC
database to create their list of property owners/taxpayers.
Instead, DICABI created its own register using information from
old property registers and tax rolls, assigning new taxpayer
IDs (NITs) where necessary. This has created the potential
that one individual may have more than one NIT -- one from
Internal Revenue and one from DICABI. Another related point is
that the property tax files will be moved to the new computers
being acquired by DICABI. Therefore, the integration of the
current accounts from property tax and other taxes may be quite

difficult.

F. Other Technical Assistance

l. Government of Venezuela

The Venezuelan have just completed a 3 month program
of technical assistance in the area of customs control for

manufacturing warehouses.

2. CIAT/Panama

CIAT provided advice on tax administration.and tax
policy by Dr. Hermida, who played an important role in the 1987

tax reform.
3. International Monetary Fund

The IMF provided technical -assistance in the area of
budgeting during half of 1988, but no visible changes in the
budgeting system have yet ocurred as a result of this effort.
The rest of the year the expert examined the payroll system and
left a report related to this area.

’ \(l(I
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4. Governments of Mexico and Spain

Two training projects are being offered by Mexico and
Spain. The topics covered include valuation, classification,
laboraroty analysis and overall administration. Each project
offers training to 10 officials, the first for 6 months and the
latter for 2 months. :

1705
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441
YPRG Personne! Salaries
Vasguez 425 0.5 4,805 0 0 0 0 0 0 4,605
Sr. Analysts 35 45 2,91 0 0 0 0 0 0 22,516
dr. Analysts 130 1 45,074 0 0 0 [} 0 [} 45,074
KP¥5 Subtotal A 1,595 0 0 0 0 0 0 72,595
KPAS Frange denelits 24,808 0 0 0 24,806
Iadirect Costs 124,892 0 0 [ 124,892
Consultants
1) 550 8 35,000 0 0 0 33,000
Travel .o
Vasque: 2710 2.516 0 [} 0 2,518
S, Analysts 210 2,516 0 0 0 2,51
Je, &ealysis 2710 2,51 0 0 0 2,518
Travel Sudlotal 7,548 0 0 0 7,543
Insurance, DEA § AID Assist 482 0 0 0 462
C8Z Acdel Sudtotal 263,522 [ 0 0 263,522
PIIZLING ACTIVITIZS SUARMARY
Year § | Year 2 Year 3 Year ¢
F1 [0S fl Le f1 Le F1 L 1GTAL
Basiness lacose 302.52% 0 0 0 302,528
Indavidual Incose 291,738 0 0 [} 291,738
Coscdity Consumption 119,498 0 0 0 119,498
Revenae Tracking 143,437 0 0 0 143,437
Tazpayer 1D Systes 39,039 (] 0 0 39,039
L1311 31,621 0 0 0 31,821
Elfective Protectline 31,82t [ 0 0 31,821
CSEs 263,522 (] 0 0 243,
1,223,319 0 0 0 1,223,399




VAILT RAIY pepynt Pl , LC  EFFCIRY n Lt EFear FI Le 123444 fl Le TOTAL

TRI BUESENS .
KFrZ Personrel ’
Se. Analyst 173 I mn I um 0 0 0 0 22,738
IPYE Fringe Reaelils 3,982 3,982 0 0 7,94
Inéirect Costs 19,388 19,180 0 0 38,548 .
Consaltants: Bied 5§50 30 14,%0 30 15,500 0 0 0 0 33,000
Travel

hird mn 1,458 in 1,456 0 0 2,912

Se. Amalyst mn 1,45 2114 2,912 0 0 4,383

Travel Schicta) 2,412 4,348 0 0 1,280

lasuraace, LB: § A1D Assist L1 409 0 0 813
Tas Eurdens Sudtotal 34,54 35,818 0 0 113,282
PUELIC ENTEFFAISES
Corsuitanty

fircd 3% % 31,%¢0 0 0 0 0 0 0 31,500
Travel '

birch 228 8,29 0 0 0 4,298
Inascrance, 035 4 ALY Assist g:e 0 0 0 8:9
Pubiic Entersrises Sudtetal 35,4817 0 0 0 3,817
Fistay EZZvTaaiinTION
BZY Fersannei

Eanl 55 1.5 17,08 1.3 17,088 0 0 0 0 34,130

Partine: 255 1.3 8,355 1.5 8,289 0 0 14,573

Susistal 2,35 25,354 0 0 30,708

ESY Fringe Zeref:its 8,52 8,524 0 ¢ 13,047
65U Indirect fosts 14,449 14,840 0 0 28,581
Fiscal Becentralizalion Sublotal 45,313 45,318 0 0 92,438




LEvEL GF Year | LEVEL OF Year 3

3,
N

Year 2 LEVTL CF LEVEL OF Yaar 4
DAILY RATE EFFCRT [ 31 L EFFGRT - FI LL  EFFiRT f1 L EFFORT | 124 ic ToTAL
BUSINTSS INCONE TAT/FISCAL INCENTIVES
Convultanla
Rzlure S50 © 90 49,500 0 0 0 0 0 0 49,500
lodrov 40 ] 24,000 0 0 0 28,000
Mutti 400 0 24,000 0 0 0 24,000
Sudtotal 97,500 0 0 0 97,500
Trave!
Pzlure IR &, 383 ] 0 0 4,388
lodrow 214 2,912 0 0 0 2,912
Rty 21 2,912 ] 0 0 2,912
Travel Sadtotal 10,192 0 0 0 10,192
Insurance, DBA § assist 1,080 0 ) 0 1,650
Business [acose Tax Sudtotal 108,772 0 0 0 108,772
INIVIDUAL INCONE TAI STRUCTURE
Consultant .
hird S50 0 13,000 30 15,500 0 0 0 0 49,560
Travel
et in 1,458 \n 1,458 0 0 2,712
Iascrace, DDA & &i5 Assast 263 W 0 0 4
Individual lacocee Tar Subtotal 34,739 18,098 0 0 52,897
IKLIZECT TAX .
Coasaitants
hed 330 30 15,500 - 80 33,000 0 0 [ 0 49,500
Dee 0 0 16,50 . 0 0 [} 0 0 0 16,500
33,000 33,000 0 0 86,000
Travel
hird 11 2.1 1114 2,149 0 ¢ 1,298
Due \n 1,45 0 0 0 1,45
K, Nis 1,700 [ 0 0 1,700
3,308 2,149 0 0 1,45¢
Insurance, OBA § AID Assist - n 22 [} 0 (1Y
Isdarect Taz Seblotal 33,827 35,41 0 0 74,098




PRIFRTY T
Coaszitants
Tea, Policy
TEA, Acaia. Specialist

Travei
T2A

Inscrance, BEA & A!D Assist

Przzecty Tax Sebtctal

LEVEL oF Year §

LEVEL OF

Year 2

Year 3 LEVEL OF

LEVEL oF Year 4

DRILY RATE EFFCRT 134 e EFFORY 1 FI L EFFORY [ 24 e T0TAL
%0 &0 27,000 [ 0 0 0 0 27,000
400 [1] 24,000 0 0 0 0 0 24,000
31,000 ¢ 0 [4 31,000
L1y 8,398 0 0 0 8,59
1,092 0 0 0 1,052
50,483 0 0 0 40,458

\¢t



I, DFERRTICKS COPS0NENT
T TECRNICAL ASSISTAX

A, IMICBE TAI AZ®INISTRATION
KFu5 Perscanel Salaries

Restdent Audat
Resizest Cclleclicns
KPE: Sudletal

KPAG Fringe denefits
ladieect Costs

Consultants
Austin
Shart Tees, TBA
Suitetal

Travel
Austin
Consyltants
Travei Sudbtotal

e Wl

1247

i

bhtan wr

Insurance. 035 & AID Assast

Resicents Alicmances

Past Jifferenctial, 151 of Salary
Raving :household gezds), rounaterp

In1t:22) Teavel

Terzzoary Quarters, 90 ddys

Reusing

RWR Travel, aiter 1 year
Aliosances Sudtoctal

fnzoee Taz Adataistration

kel o (SN .a. ‘e
DALY RATE EFFLRT  FI UL EFFORT R L OFFGRT  FI L T0TAL
270 31,58 12 1,m v 52,45 0 o, 422
270 S 12 1 v 52,858 0 145,422
b 35,108 A 10,422 18 105,31 0 250,843
10,52 12,12 31,595 0 84,23
36,875 W74 110,624 0 24,998
¥ W 10,50 30 16,500 30 10,500 ° 31,500
0 % 27,00 0 18,000 0 18,000 0 83,600
7,50 28,500 28,500, 0 9¢,5%0
m 2,5 1, 2,80 0 8,526
350 1,tee 0 7,488 280 T.4es 0 2t.131
18,08 10,308 10,308 0 887
1,25 3,569 2,47 0 7,422
5,28 21,083 15,797 0 2123
20,905 0 20,000 0 46,0
3,029 0 .0 0 3,59
7,3 0 3,900 0 11,500
1,35 22,200 18,800 0 83,350
o 2,800 -0 0 2,80
52,41 £2,083 58,497 0 182,76
——— e —p———ne E—— - ———————
187,708 24,48 3,51 ¢ 959,709

e ees




LEVIL OF Year } LEveEL of Tear 2 LEVEL OF Year 3 LEVEL OF Year 4

ALY RATE EronT (24 L EFFORT [ 24 L EFFORT f1 L EFFORT A 14 TOTAL
3. INSIREIT Tal
£4%5 Personcel Salarins .

Pesiteat 270 3 17,583 12 2,1 & 35,108 ] ] 122,889
I?¥5 Franse Beaelils 5,288 21,083 1€,332 ] 34,681
Indirect Costs 16,4377 3,149 35,873 [ 129,051
Consultanty .

Bue 50 3 15,500 30- 15,500 0 [ 0 0 3, 000
Trave}

e 114 2,149 1714 2,149 [ 0 0 0 4,298
Inscrazce, D22 & ALD Assist 903 3,452 1,728 0 5,001
Resiceat Allzwgaces

Past Difierencial, 15T of salary 2,833 10,532 5,284 (] 18,430

Poving trcisehold gaodsl, roundirip 10,000 0 10,000 [ 25,000

In:t12! Travel 1,500 0 0 0 1,500

Teazzrare Guarters 3,900 0 1,950 0 5,252

Kzuging 8,175 14,100 5,878 0 23,150

BLT Travel, after year 0 1,80 0 0 1,400

wlicwanzes Sudtetyl] 25.2¢3 28,322 23,091 0 15,33
Ingirect Tas Sustetal 87,015 213,15 167,329 0 437,50

——— —— — ————




LEVEL OF

Year 1 LEVEL OF Year 2 LEVEL OF Year 3 LEVEL OF Yoar &
DAILY RATE  EFFORY Fl EFFORT F1 WL EFFORT [ 3 X4 EFFORY 2 T0TAL
C.  CUSTCAS ADNINISTRATICH

KFAS Perscnzel Salaries ° )

Resideal Beneralist A0 - 3 17,59 12 7,1 & 35,105 0 ] 122,859

Resident Computer an 3 17,533 12 70,21 [ 35,.105 0 0 122,849

£PA5 Subtotal : 4 35,105 a4 140,422 12 1,0 ) 0 45,7133

IPAS Fringe Deaelils 10,532 £2,126 21,083 0 Bt
1adirect Costs 3,875 147,499 3,74 0 248,13
Consaltants

Stacey “o 3 13,20 30 13,200 13,200 0 ] 39,4800
Travel

Stacey an 3,008 1714 2,149 in 1,454 [} [} 1,210
asurance, DBA & ALD Asgist 1,892 §,427 3,3 0 1,3
Resicents Alizmances

Post Dillerential, 1S of Salary 5,388 21,083 10,532 0 34,851

Raving thousehold goods), reunételp 20,000 0 20,000 0 40,000

Init:ai Travel 3,000 ] 0 0 3,500

Tesacrary Ruarters 7,800 0 3,900 0 11,700

Housing 16,350 28,200 11,750 0 35,300

&4 Travei, alter 1 year 0 2,800 0 0 2,500

Allcuances Subtolal 32,418 52,083 4,182 0 150, 641

Custoas &éanistration 153,428 ) 403,882 229,075 [} 785,185




LEVEL OF

Year 2

Year | LEVEL OfF LEVEL OF Year 3 LEveL of Year 4
PAILY RATE EFFORT F1 L EFFORT 12 L EFFORT F1 EFFORT n Le TOTAL
). BCTEITING SYSTEM
KPPS Personse! Salaries -
Jz=assa 423 4 38,839 3 27,629 1 9,210 0 0 73,678
Pesicent, Conconty 2717 317,583 12 70,211 9 52,4% 0 0 140,422
kes:eent, Trng. & Pro 270 3 17,553 12 70,211 § 35,108 0 0 122,849
Sr. A=alysts 225 3 14,627 3 14,627 0 0 0 0 29,255
Ir. Rualvsts 128 .2 5,418 [ 0 0 0 4 0 5,08
S:. A-aivsts, Payroll 228 0 0 b 29,255 0 0 0 0 29,255
dr. Rziivsts, Paveoll 125 0 ] L 110 vl 0 0 0 0 24,579
KPes 3ustetal 15 91,959 45 23,311 15 96,973 0 0 425,214
KFRS Fringe Eenefgty 25,757 71,130 25,882 0 133,748
Irdirect Cagts 125,285 308,222 104, 449 0 53¢, 9%
Consiliants
T23, 2270t Loscests 100 180 72,000 0 0 0 0 0 0 12,520
T2a, Fiszal Gnaiysts 400 L80 24,000 0 0 0 0 0 0 24,000
33, Brog hediveas T L 0 16,00 0 0 0 0 0 0 38,969
Cozezty! 138,539 ¢ 0 [ 132,50
Travey
igteese 3735 7,33 /21 4,323 in 1,45 0 0 13, 104
Se. italests 32 4,288 3721 4,306 177 1,458 0 0 10,192
dr. a=aivstg AN 2,%12 0 0 0 0 ] 0 2,912
s, b=aivsts, Payrall [4 0 214 2.212 0 0 0 0 2,912
e, 2raiests, Pavroil 0 0 J/ 4,338 0 0 0 0 4,43
lzessitl, fuzge! Cenzests 3721 4,243 0 0 0 [} 0 0 4,159
(zes.!t.. Siszal Anaivers 21 2,912 0 0 0 0 0 0 2,512
Comsaitl, Frogl Raaiysis Teng. 2/28 4,293 0 0 0 0 0 0 4,239
Siziztal 25,123 . 16,015 2,912 0 45,084
Insueance, I35 ¢ AID Gssigt’ 5,292 9,072 3,723 0 18,047
Resice~ts Allcuances
Past Sifierential, 191 of Salary 5,288 21,063 13, 185 0 39,494
Raving { housedcle geods), rountrip 20,000 0 20,000 0 40,000
In1tial Travel 3,000 0 0 0 3,000
Tesacrasy Quarters 7,69 0 3,900 0 11,700
Heasing 16,350 28,200 15,275 0 59,225
RIR Travel, afte: | year 0 2,800 S0 0 2,800
Allewazzes Sustotal 52,414 52,083 52,340 0 156,919
s3zetims Sutte=eg) 433,018 699,914 287,278 0 1,835,919

\' ‘} "



LEVEL OF

Year |

LEVEL OF

Year 2 LEVEL OF Year 3 LEVEL OF Year 4
DRILY RATE EFFCRT Fl LE  EFFORT 124 L EFFORT Fl EFFORT 24 ToTAL
TEZ-NIZZL AZIIZTANSE SUPPORT
1. I3 Peat Pareick
KFT3 Pecscree! Salaries . - . -
Eazazesest Priacipal 428 0.5 4,408 0.25 2,302 0.25 2,302 0.25 2,302 11,512
Azoin. Dicector 150 4 13,002 [} 13,002 ] 13,002 2 ,391 45,507
Aza:a, Bsggstant 109 4 8,648 4 8,088 L] B, 88 2 4,33 39,538
kP23 Sudtetal 9 2,275 8 23,972 8.25 23,972 13,137 87,357
KPE™ Feinge Eemelils 1,832 7,192 7,192 3,941 26,207
Ing:rect Costs 44,995 41,153 41,382 17,881 145,411
Travel
Enzageae~t Principal 173 1,258 0 ’ 175 1,258 175 1,258 3,
Acerr. Greector 2710 2,514 1/5 1,258 175 1,258 175 1,256 8,290
Rili=t1. &FTs/veqr 14 1,020 174 1,000 174 1,090 0 3, %¢
Trave! Scdtstal L, 2,358 3,518 2,518 13, 064
Insuranze, 232 ¢ AID Assist 358 563 LT 3c0 1,595
KF25 hzee 2ffice Subtotal 84,432 75, 140 78,627 37,11 274,239
2. Sezrjia Iiate taiversity
BZl Fecgz-nel
528 1.5 17,088 1.5 17,085 1 11,317 0.5 5,489 51,195
&S 3.3 g, o8¢ 1.9 £.289 1 5,524 0.5 L, 03 PURY
£ 108 1 2,340 2 4,531 1.5 3,511 0.5 1.170 11,752
Sezcelaties [3] [ B,451 B 11,268 [ 8,451 3 4,22 18,97
Fezei-z® assistaats 2 U 11,442 38 17,163 12 5,721 12 S, 72 40,045
szl 47,5%7 58,486 34,535 19,843 189,205
EZU Fricce Se-einty 12,244 15,043 £,899 5,035 41,221
85U irc:rezt Casis 27,104 30300 19,498 11,145 91,247
Travel
Bas) 38 7,280 742 8,736 210 2,514 N 2,912 21,444
Marizaez s 7,280 6/42 8,734 2110 2,514 214 2,912 21,488
Reseerch Associates 3751 7,318 3758 7,338 110 1,753 0 15,429
K, 2PTs/yenr 2N 1,500 24 1,500 214 1,590 0 4,500
Trave] Subinlal 3,393 25,310 8,285 5,8 83,807
Inserance, 032 ¢ AID Assist 1,023 1,257 44 421 3,445
Other Direct Costs
Ofiice 2zerations 1,750 3,000 1,000 1,000 4;750
Pusiizatiens 2,000 5,000 5,000 5,000 17,000
Sattetal 3,75 8,000 5,000 8,000 23,750
830 Sudtstal 115,107 142,374 18,211 47,933 331,884
MCNE CFFICE T0TSL *19v,598 217,516 15¢,838 85,789 857,721
- 3 13- SENEZRIISR mi.:z:n MRRITIZIIA EREZIRZCEE

~~_

AV



111, RATEMALA OFFICE
TEDNNICAL ASSISTRAZE

2 Persarnel Salaries
Resicent Bseggge

KPR35 Fringe Beselsts
Iatirect Costs
Iescrance, 8B4 & 233 aguist

Res:ze~t Alloesnces

e of

Year |

LEVEL OF

Year 2

Past Bafferentiai, 151 of Salary
P2uing 1 hziges0id goods), rouatrip

Initial Tegee)

Tesserary Quarters

I:'.llﬁg

ALK Travel, after § your
Allosances Subtetal

20 Personrel
azeia, Sezretary
Sezeetacy
Pessecger
Braver

Sudtata!

Olre- direct Zavcg
Siselins

Cifice Eczizuest Muantenance

Ceonunicatiz
Yehiries, Raisipance
Subteta!

Guatesala Olfice Scototal

LEVEL OF Year 3 LEVQ OF Year 4

BAILY RATE E7Foat k1 U &FFoat f1 (Y 12} F1 |84 EFFORT n V4 T0TAL
70 b} 17,553 12 0,21 12 10,211 b T5,108 193,089
3,200 21,083 21,043 10,532 1,
10,432 13,740 13,740 3,08 202,011
812 2,688 2,600 1,30 1,5
3,433 10,832 10,832 3,204 22,982
10,000 0 0 10,000 20,00
1,500 0 0 (] 1,300
3,900 ) ) 1,950 5,98
8,178 14,100 14,100 5,78 42,200
0 1,400 1,400 0 2,69
26,200 26,032 26,032 23,09 161,332
151.48 1 1,448 1 $.778 1 5,778 1 2,69 18,223
351.8% 2 L IEH 2 8,44 2 6,44 P $,22 ..
122.2 1 387 1 1,47 1 1,487 |} 133 4,333
185.1¢ 3 1,847 3 8,587 b} 4,687 3 3,333 10,237
3,450 22.5% 22,3%% 11,178 41,43
2.%00 3.0 3,900 1% 8,7%9
1,50 3,500 3,000 1% 8,20
3,00 3,060 3,000 2,000 17,600
3,75 1,500 1,500 1,875 20,428
12,29 18,560 18,500 5,375 84,828
88,276 12,330 192,739 40,35 193,739 40,85 104,945 15,553 8,8




FISCAL ADXINISTAATION PROJECT  £20-037)

L3A1d/6uatesals Datailed Coeponent Budoets by FI/LC

toral cocte gry teparaled oul purely for fnflalion cal:blalion purposes

Sudtsta) Institulional Contract
10 Contract fFee

Total Instituliona] Contract
EQuiowsyT
Vehicles (3217, 000)
Ficrecosputers (2225, 000)
Office Coopulers
Cffice Equiprent
Tolal Coesodities
EVALUSTION AnD AUDIT
INFLATICN
US Dollar Costs, S

Local Costs, 151

Total Inflation

CONTINGENCIES

PROJECT TOTAL

« All cuuls are £1 for the U.s,

Instituticna) Contract

Year | Year 2 Year 3 Year 4

F1 LC FY Ltc FX L FI Lc 1574
2,832,308 17,839 2,785,071 30,85 1,355,386 40,£5% 192,713 14,553 €,912,54)
285,231 1,733 238,507 4,085 135,627 4,036 19,270 1,655 691,255
3,142,539 19,823 2,623,578 44,941 1,492,002 44,941 211,925 12,208 7,802,817
:::::::::::::::: :::::::::::::::: ::::::::::::::: ::::::::::::::::::::::::::::
51,000 51,000
5,000 S6,020
2,500 12,520
5,000 5. 090
11€,500 116,500
0 93,000 0 95, 000 192,000
] 135,925 78,330 16,923 231,182
8,741 1,752 3,812 18, 105
249,233
838,355
9,000,000

:28:&8:‘.:::::

i} \\‘ \\ '






Reveaur 1racking Aocel

Vicearnisters)
Director, Data
Susdirector

Suzoert Slaff
Coaputer Tiae
Trainers/T:a1nees
Travel
Viceasnister (s)

Oirector, Data
Subdirector

Sudietal

s. Targiver I3

S.3rector
Scbdirectoe

Suspart Start
Trarners/Trainees
Conputer tise

Subtsota)

s KETR
Subdirector
Suddirector
Research Assacs.
Sapport Staff
Cosputer Tise
Trainers/Trainees

Subtotal

Leve] of
YEAR 2 Eflert

VEAR 3

Level of

Effort YEAR & TOTAL

Level of Level of
Eliort  YEAR 1 Effort
2.5 [3:9
8.0 925
12.0 1,400
3,011
4,517
16,687
27,33
1.0 1,258
1.0 1,358
1.0 1,38
LM
. 302

10.0 5,245
.0 HPIH)

Tam
LM
o,
18,587

————— e e

50,224

—————

10.0 1,28

. 10.0 1,245
2,49

20 4,200
3,73

18,687

7,333

34,42

————

4,317
18,667
2,333

1,258

1,223
1,228

3T

PO,
95,302

1,245
1,245

Tam
3,1
2,33

16,687

s

0,24

1,2
1,245

2,4%
4,200
3,734
1,687

7,33

3,4




1. Efiective Protection

Sad9:irectar
Sczairectar

Supszetl Stall
TraznersiTeainees

Sattztal

| B €313

Vicem:irigtesrg)
Grrezize, lita

Sctziresiar

Fegearos 255003,

wsseet Staid

Coscize Tise
Tra,ne-s/Trgicees

irieel
Vizes:=:sieeg)
srves catd

Suzc:rezice

Suttetsl

Level of Leve] of Leve) of Level of
Effort  YEAR { Effort VEAR 2 Effort YEQR'I Efforl YEAR 4 10T
10.0 1,245 1L H
10.0 1,245 1,243
2,430 o, 490
3,73 h AL
21,333 7,353
MY 35,397
2.9 (39 586
8.0 §34 986
15.0 1,400 1,800
. 3,013 ¢
2.0 4,200 4,200
§,L09 4,60
- 14,657 16,867
$8,333 42,333
1.0 1,258 1,238
1.0 1,258 1,058
1.0 1,258 1,258
3,1 3,714
100,658 100,856

————————



C. T4 BUFIENS
Suxdirestor

keszarch associale
Support Staff

Sudtota!

L. PUELIC ENTEPFRISES
Subdirector

Support Staff

Researer Zoscziate

Suttetal

E. FIIIAL DECENTRALIZETION

Airister
vice Minigter

- 3atstal
Suzsert S:aff

Feseasct I3iziiate

Level of
Effort YELR |

5.0 3,12
12,0 25,200

4,648

32,980

—————

12.% 1,336
2,334

1.0 25,200

——eee

29,09

LN 2. 169
10.¢ 2,78

evesvane

4,930

Sedtctal 37,525
F. BUSINISS IIEUHE TRX/FISCAL INCENTIVES
Direztes, Reztas 6.3 1,070
Subdareztoe, Featas 1.5 1,95
Sudtotal 2,026
Support Stafi 3,930
kesearcd Assachate 12.0  2%,200
————
Sobtetal 31,73
————e

L

eve) of

Efforl  YE2R 2 CEffort  YEAR.3  Elfort YE&R 4

12.3 1,558
2.0 25,200

<334

-———

23,090

4.0 2. 189
10.0 <78l

ccoccesea

4,930
7,395

12.0 2.2

cceccanee

.82

Level of

Leve] of

T6TAL

1,088
29,400
7,002

cevacssans

82,070

1.35
2,334

24,200

29,090

B

1.070
1,556
2,62
3,0
23,20

31,763




Level of Level of Level of Level of
Effort YEAR 1 Efiort YEAR 2 Effort YEAR 3 Elfort YEAR & 7107AL

€. PERSINAL IMCIPE TRY STRUSTURE
Directos, Pectas $.3 1,070 6.3 1,070 2,140
Supzert Staff 1,608 . 1,605 2,210
Research Assceaate 12,6 25,200 12.0 35,200 ¥, 400
Sutictal 27,875 2,878 .'.3.75;-
LR INZISECT 1A
Bireztor, Renias _ 6.3 1,070 5.3 1,070 2. 140
Sugpe-t Sl 1,833 1,605 3,210
kesearce asssziate 1.6 20,200 12,0 25,200 35,400
Suttsial 27,875 9.878 "';;::;;‘
1. PIIZRTY TAL
Sisarreztes 2.0 .97 5917
Suslireziar 2.0 .97 .91
e T
Sugazre 5tafd 2,751 8,731
Suotetal --;;:;;; ”.;;,.;;;

—————— ——— e
L]

N



§. PERSINAL INCOME TRI STRUCTURE

Director, Fertas
Supccrt Stalf
Research 2sscciate

Sudtotal

K. IQIRZCT 1AL
Directlor, Rertgs
Support Staff
Research Associate

sectal

1. PRIZERTY TAS

Subdirecter
Suddirester

Support Staff

'smml

Level of Leve) of

Elfort  YEAR I  Eiforl  YEAR 2 Effort YEAR 3 Effcrt YERR 4 T0TAL
6.3 1,070 6.3 1,070 . 2,140
1,605 1,608 <210
2.6 33,200 12.0 25,200 9,400
-—;;;;; 27,875 N, 7%
63 1,070 6.3 1,070 2.140
1,403 1,608 3.210
1.0 2%.200 12.0 25,200 9,400
2,078 7.815 .“:;:;.5;-
reN am 2,7
3.0 947 .91
e o
$, 751 8,731
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1. CPERATICNS CCxPOXENT

A INCOAE TAI ADAINISTRATION
Director, Rertas 12.9 2.13¢ .0 LN 5.0 4,278
Cirecter, lrssec. 18.% 2.583 3.3 S 167 31.5 5,187
Seadirectors, ealas 3.4 3,809 $0.0 8,228 0.0 8,225
8,611 5,870 ..;;:;;;.
Support Stalf 12,917 43,504 23,504
. Teasers/Trainees 41,000 184,000 136,887
Sudtotal $2.528 203,178 .:;;:;;;-
5. ADAINISTRATION OF DOMSSTIC IMDIRECT TAIES
Director, Fezias 8.3 1,820 18.4 3,200 18.7 R
Sutdireciors, “estas 1.3 2,028 37.5 §,687 BT LN
3,849 7915 1,081
Supoort Stati . 13 1,5n
Trainers/Trairaes 42,5255 161,000 1,11
saste T e
c. CUSTEYS ADSINISTRATICK
Yicemaister 6.3 5,729 20.0 L R-AlL] 0.3 .49
Director. Reuscas 18.8 3.508 37.3 5449 35.0 4,280
Suddirectors, dauanas 3.4 4,541 . 0.8 4,058 3L 4,500
) 5,478 18,041 -;;:;;;.
Support Stalf 18,217 27,081 18,418
Teainers/Trareens 41,000 164,000 1,15
Sedtotal 84,693 " 20,101 .;;;:;;;.
% "IUDGETIIE AXD EIPEMDITURE MANAGEFENT
Sirector, Prescpessie 12.4 2,192 23.0 3,583 5.0 5,513
Subdirectors 3.0 3.4 0.0 $,833 0.0 4,833 °
T T 12,414
Seppert Stalf ?,314 18,424 18,624
Tratonrs/iraiaees 41,000 16¢,000 136,067
Research Associate 3.0 4,300 1.0 25,200 1.0 5,200
Sudtotal 8,333 220,200 192,907
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-————
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18,313
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00,56

348,604
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13,937
15,130

nm
39,496

2,15

393,449

D e Y

13,958
17,083

31,081
44,3582
341,607

6,700

473,970
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3.0 3, 12.0 10,444 12,0 12,484 8.0 byace 3¢,
3L, i e 12,44 6,022 .20
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Initial Environmental Examination

Guatemala

Project location

Preoij Titl Fiscal Administration

(520-0371)

ndin :  $4,000,000

Project Description

The purpose of the Project is to develop an efficient fiscal
administrative system to promote priority development
activities. This.purpose will be met by providing technical
a551sLance, equipment and training to the Ministry of Finance tc
improve the administrative capability of their divisions which
administer taxes and which carry out budgetary and audit
functions. These interventions will be designed to help the
Guatemalan government achieve a higher level of investment and
social service given its level of revenues, and to 1mprove the
fairness and efficiency under which the tax system is

administered.
This Project will have three components:

1) Strengthening of the Ministry of Finance budget process and
fiscal planning,

2) Improvement of tax structure and administration, and

3) Establishment of a tax system research program.

Environmental Impact

The proposed Project will not involve activities that have an
effect on the natural and physical environment. The activities
which will be carried out qualify for a categorical exclusion
according to Section 216.2 (c) (2) (xiv) of 22 CFR as "studies,
projects or programs intended to develop the capability of
recipient countries to engage in development planning".

et



ANNEX C

Page 2 of 3
Initial Environmental Examination
Project Location : Guatemala
Project Ti;lé : Fiscal Administration
(520~-0371)
Funding : $4,000,000

Project Description

The purpose of the Project is to develop an efficient fiscal
administrative system to promote priority development
activities. This.purpose will be met by providing technical
assistance, equipment and training to the Ministry of Finance to
improve the administritive capability of their divisions which
administer taxes and which carry out budgetary and audit
functions. These interventions will be designed to help the
Guatemalan government achieve a higher level of investment and
social service given its level of revenues, and to improve the
fairness and efficiency under which the tax system is

administered.
This Project will have three components:

1) Strengthening of the Ministry of Finance budget process and
fiscal planning,

2) Improvement of tax structure and administration, and

3) Establishment of a tax system research program.

Environmental Impact

The proposed Project will not involve activities that have an
effect on the natural and physical environment. The activities
which will be carried out qualify for a categorical exclusion
according to Section 216.2 (c) (2) (xiv) of 22 CFR as "studies,
projects or programs intended to develop the capability of
recipient countries to engage in development planning"”.
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Recommendation

Based on the cétegbrical exclusion discussed above, the Mission
recommends that the Fiscal Administration Project be given a

Negative Determination requiring no further environmental review,

~ /
Concurrence: . A ——-(—()K%", %Z

/ “Anthony J. Cadterucci g5/

Mission Director,
USAID/Guatemala




3(A)2 - NONPROJECT ASSISTANCE
CHECKLIST

A. GENERAI,_CRITERIA_ FOR_NON
PROJECT ASSISTANCE

1. FY 1986 Continuing
Resolution_Sec, 524: FAA

Sec. 634A.

Describe how authorizing
and appropriations
committees of Senate and
House have been or will be
notified concerning the
project.

2. FAA Sec, 611(a)(2). 1If
further legislative action
is required within
recipient country, what is
basis for reasonable
expectation that such
action will be completed
in time to permit orderly
accomplishment of purpose
of the assistance?

3. FAA Sec. 209. 1Is
assistance more
efficiently and
effectively given through
regional or multilateral
organizations? If so, why
is assistance not so
given? Information and
conclusion whether
assistance will encourage
regional development
programs.

4. FAA_Sec. 601(a).
Information and
conclusions whether
assistance will encourage

ANNEX D

This program has been notified to
the U.S. Congress under the title

" Economic Stabilization Program

Recovery.

Since the assistance is a grant,
Congressional ratification may not
be required. Since the
President's party has a majority
in Congress, ratification would
not be expected to be difficult or
timeconsuming.

No

This program provides balance of
payments assistance to initiate a
stabilization program to assist
the economy during the immediate



efforts of the country

to: (a) increase the flow
of international trade;
(b) foster private
initiative and
competition; (c) encourage
development and use of
cooperatives, credit
unions, and savings and
loan associations; (d)
discourage monopolistic
practices; (e) improve
technical efficiency of
industry, agriculture, and
commerce; and (f)
strengthen free labor
unions.

FAA Sec: 601(b).
Information and
conclusions on how
assistance will encourage
U.S. private trade and
investment abroad and
encourage private U.S.
participation in foreign
assistance programs
(including use of private
trade channels and the
services of U.S. private
enterprise).

FAA Sec, 612(b), 636(h);
FY 1986 Continuing
Resolution Sec. 507.
Describe steps taken to
the assure that, to the
maximum extent possible,
the country is
contributing local
currencies to meet the
cost of contractual and
other services, and
foreign currencies owned
by the U.S. are utilized
in lieu of dollars.

crisis. Other resources will be
made available to support
additional steps and progression
from fundamental measures to
greater emphasis on a long-term
policy climate to foster
productivity and growth. M1l

.sectors of Guatemalan society will

share the burden of the economic
stabilization program. ESF local
currency resources will be
targetted toward the public sector
investment budget to sustain the
development program objectives of
increased incomes and
opportunities for the rural and
the urban poor.

The U.S. private sector has a
strong role in the Guatemalan
industrial and agricultural
sectors. This program seeks to
initially stabilize the economy
which will stimulate their
participation and continued
investment through a comprehensive
policy package including measures
tending toward unification of the
multiple exchange rate, reduction
in the fiscal deficit, increased
reliance on domestic savings
through liberalization of interest
rate policy, and dismantling of
the pricing distortions.

The Government of Guatemala has
consistently supported all AID-
financed developmental projects
with counterpart necessary to
achieve project objectives, and
will continue to do so for the
present program.



10.

FAA_Sec, 612(d). Does the
U.S. own excess foreign
currency of the country
and, if so, what
arrangements have been
made for its release?

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

FAA 121(d). If assistance
is being furnished under
the Sahel Development
Program, has a
determination been made
that the host government
has an adeguate system for
accounting for and
controlling receipt and
expenditure of A.I.D.
funds?

FY 1986_Continuing
Resolution_Sec. 533. 1Is
disbursement of the
assistance conditioned
solely on the basis of the
policies of any
multilateral institution?

FUNDING _CRITERIA_FOR NON
PROJECT ASSISTANCE

1'

Non-project_Criteria for
Economic¢ _Support Fund

a. FAA Scc. 531(a). Will
this assistance promote
cconomic and political
stability? To the maximum

extent feasible, is this

No

N/A

N/A

No

The assistance will contribute |
the implementation of a credibli
and comprehensive stabilization
program on the part of the

civilian Government cf Guatemal:



assistance consistent with It is consistent with the policy
the policy directions, directions, purposes, and progra
purposes, and programs of of Part I of the FAA.

part I of the FAA?

b. FAA Sec. 531(c). Will No
assistance under this

chapter be used for

military, or paramilitary
activities?

c. FAA Sec. 531(d). Will

ESF funds made available

for commodity import

programs OL other program
assistance be used to .
generate local Yes
currencies? If so, will

such local currencies be

available to support

activities consistent with

the objectives of FAA

sections 103 through.106?

d. ISDCA of 1985 Sec. N/A
205, Will ESF funds made
available for commodity
import programs be used
for the purchase of
agricultural commodities
of United States-origin?
1f so, what percentage of
the funds will be so used?
e. ISDCA of 1985 Sec. N/A
801. If ESF funds will be
used to finance imports by
an African country (under
a commodity import program
or sector program), will
the agreement require that
those imports be used to
meat long-term development
needs in those countries
in accordance with the
following criteria?




(i) spare parts and other
imports shall be allocated
on the basis of
evaluations, by A.I1.D., of
the ability of likely
recipients to use such
spare parts and imports in
a maximally productive,
employment generating, and
cost effective way;

(ii) imports shall be
coordinated with
investments in accordance
with the recipient
country's plans for
promoting economic
development. A.I.D.
shall assess such plans to
determine whether they
will effectively promote
economic development;

(iii) emphasis shall be
placed on imports for
agricultural activities
which will expand
agricultural production,
particularly activities
which expand production
for export or production
to reduce reliance on
imported agricultural
products;

(iv) emphasis shall also
be placed on a
distribution of imports
having a broad development
impact in terms of
cconomic sectors and
geographic regions;

(v) in order to maximizce
the likelihood that the
imports financed by the
United States under the



ESF chapter are in
addition to imports which
would otherwise occur,
consideration shall be
given to historical
patterns of foreign
exchange uses;

(vi) (A) seventy-five
percent of the foreign
currencies generated by
the sale of such imports
by the government of the
country shall be deposited
in a special account
established by that
government and, except as
provided in subparagraph
(B), shall be availiable
only for use in accordance
with the agreement for
economic development
activities which are
consistent with the policy
directions of section 102
of the FAA and which are
the types of activities
for which assitance may be
provided under sections
103 through 106 of the FAA;

(B) the agreement shall
require that the
government of the country
make available to the
United States Government
such portion of the amount
deposited in the special
account as may be
determined by the
President to be necessary
for quirements of the
United States Government.

f. ISDCA of 1985 Sec.
207. Will ESF funds be
used to finance the
construction of, or the

No



operation or maintenance
of, or the supplying of
fuel for, a nuclear
facility? 1If so, has the
President certified that
such country is a party to
the Treaty on the
Non-Proliferation of
Nuclear Weapons in Latin
American (the "Treaty of
Tlatelolco"), cooperates
fully with the IAEA, and
and pursues nonprolifera-
tion policies consistent
with those of the United
States?

g. FAA Sec, 609. If
commodities are to be
granted so that sale
proceeds will accrue to
the recipient country,
have Special Account
(counterpart) arrangements
been made?

Nonproject Criteria for
Development Assistance

a. FAA Sec., 102(a): 111;
113; 281(a). Extent to
which activity will (a)
effectively involve the
poor in development, by
extending access to
economy at local level;
increasing labor-intensive
production and the use of
appropriate technology,
spreading investment out
from cities to small towns
and rural areas, and
insuring wide
participation of the poor
in the benefits of
development on a sustained
bais, using the
appropriate U.S.

N/A

N/A



institutions; (b) help
develop cooperatives,
especially by technical
assistance, to assist
rural and urban poor to
help themselves toward
better life, and otherwise
encourage democratic
private and local
governmental institutions;
(c) support the self-help
efforts of developing
countries; (d) promote the
participation of women in
the national economies of
developing countries and
the improvement of women's
status; and (e) utilize
and encourage regional
cooperation by developing
countries?

b. FAA Sec. 103, 103A,
104, 105, 106, 107. If
assitance being made
available: (include only
applicable paragraph which
corresponds to source of
funds used. If more than
one fund source is used
for assistance, include
relevent paragraph for
each funds source.)

(1) (103) for
agriculture, rural
development or nutrition;
if so (a) extent to which
activity is specifically
designed to increase
productivity and income of
rural poor; (103A) if for
agricultural research,
full account shall be
taken of the needs of
small farmers, and
extensive use of field
testing to adapt basic

v



research to local
conditions shall be made;
(b) extent to which
assistantce is used in
coordination with efforts
carried out under Se. 104
to help improve nutrition
of the people of
developing countries
through encouragement of
increased production of
crops with greater
nutritional value,
improvement of planning,
research, and education
with respect to nutrition,
particularly with
reference to improvement
and expanded use of
indigineously produced
foodstuffs; and (c) extent
to which activity
increases national food
security by improving food
policies and management
and by strengthening
national food reserves,
with particular concern
for the needs of the poor,
through measures
encouraging domestic
production, building
national food reserves,
expanding available
storage facilities,
reducing post harvest food
losses, and improving food
distribution.

(2)(104) for
population planning under
se. 104(b) or health under
sec. 104(c); 1if so, extent
to which activity
emphasizes low-cost,
integrated delivery
systems for health,
nutrition and family
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planning for the poorest
people with particular
attention to the needs of
mothers and young
children, using
paramedical and auxiliary
medical personnel, clinics
and health posts,
commercial distribution
systems and other modes of
community research.

(3)(105) for
education, public
administration, or human
resources development; if
50, (a) extent to which
agtivity strengthens
nonformal education, makes
formal education more
relevant, especially for
rural families and urban
poor, or strengthens
managements capability of
institutions enabling the
poor to participate in
development and (b) extent
to which assistance
provides advanced
education and training of
people in developing
countries in such
disciplines as are
required for planning and
implementation of public
and private development
activities.

(4)(106) for
technical assistance,
energy, research
reconstruction, and
selected development
problems; if so, extent
activity is: (i)(a)
concerned with data
collection and analysis,
the training of skilled

\\ l f) ;
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personnel, research on and
development of suitable
energy sources, and pilot
projects to test new
methods of energy
production; and (b)
facilititative of
geological and geophysical
survey work to locate
potential oil, natural
gas, and coal reserves and
to encourage exploration
for potential o0il, natural
gas, and coal reserves.

(i) technical cooperation
and development
activities, especially
with U.S. private and
voluntary, or regional and
international development,
organizations

(ii) research into, and
evaluation of, economic
development processes and
techniques;

(iii) reconstruction after
natural or manmade
disaster;

(iv) for special
development problems, and
to enable proper
utilization of earlier
U.S. infrastructure, etc.,
assistance;

(v) for special
development, especially
small labor-intensive
enterprises, marketing
systems, and financial or
other institutions to help
urban poor participate in
economic and social
development.
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(5)(107) is
appropriate effort placed
on use of appropriate
technology? (Relatively
smaller, cost-savings,
labor using technologies
that are generally most
appropriate for the small
farms, small businesses,
and small incomes of the
poor).

c. FAA 118(c) and (d4).
Does the assistance comply
with the environmental
procedures set forth in
AID Requlation 16. Does
the assistance take into
consideration the problem
of the destruction of
tropical forests?

d. FAA Sec. 281(b).
Describe extent to which
the activity recognizes
the particular needs,
desires, and capacities of
the people of the country;
utilizes the country's
intellectual resources to
encourage institutional
development; and supports
civic education and
training in skills
required for effective
participation in
governmental and political
processes essential to
self-government.

e. FAA Sec. 122(b). Does
the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
increase of productive
capacities and self-
sustaining economic growth?

YAS!



U719 oy Lu.4e WDeve vat! JUYD Al rav v aw > oeAlaaALA

SC(1) - COUNTRY CHECKLIST

Listed below are statutory criteria applicable

to:

(A) FAR funds generally: (B)(l) Development

Assistance funds only:; or (B)(2) the Economic
Suppert Fund only.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1.

FY 1989 Appropriations Act Sec. S78(b).

Has the President certified to the
Congress that the government of the
recipient country is falling to take

-adequate measures to prevent narcotie

drugs or other controlled substances
which are cultivated. produced or
processed illicitly, in whole or in paczt,
in such countcy or transported through
such country, from being sold illegally
withlin the jurisdiction of such country
to United States Government personnel or
their dependents or from entering the
United States unlawfully?

ZAA Sec. 4R1I(h): FY 1989 Aporopriations

Act Sec. 578; 1988 Drug Act Secs.

4405-07. (These provisions apply to

-assistance of any kind provided by grant,

sale, loan, lease. credit, quarcanty, or
insurance. except assistance from the
Child Survival Fund or relating to
international na:zcotics control.-disaster
and refugee relief. narcotics education
and awareness, or the provision of food

£ medicine.) 1If the recipient is a
"major illicit drug producing country"
(defined as a country producing ducing a
fiscal year at least five metric tons of
opiunm or SO0 metrcic tons of coca or
marijuana) or a "major drug-transit
country" (defined as a country that is a
significant dirzect source of illicit
drugs significantly affecting the United
States, thiough which such drugs arce
transpozted, of through which significant
suns of drug-related pzofits are

NO

wvui/Vuy
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laundered with the knowledge or

complicity of the government): (a) Does YES
the country have in place a bilateral
narcotics agreement with the United
States. or a multilateral marcotics
agreement? and (b) Has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR)
determined and certified to the Congress
(without Congressional enactment. within
45 days of continuous session, of a
resolution disapproving such a
certification). or has the President
determined and certified to the Congress
on any other date (with enactment by
Congress of a resolution approving such
certification)., that (1) during the
previous year the country has cooperated
fully with che United States or taken
adequate steps on its own TO satisfy the
goals agreed to in a bilateral parcotics
agreement with the United States oI in a
nultilateral agreement, to prevent
illicit érugs produced or processed ir or
transported through such- country from
being transported into the United States.
to prevent and punish drug profic
laundering in the country, and to prevent
and punish bribery and other forms of
public corruption which facilitate
production or shipment of 11licit drugs
or discourage prosecution of such acts,.
or that (2) the vital national interests
of the United States require the
provision of such assistance? -

N.A.

3. 1986 Drug Act Sec. 2013; 1988 Drug Act
Sec. 4404. (This sectilon applies to the
same categories of assistance subject to
the restrictions in FAA Sec. 481(h).
above.) If recipient country is a “major
illicit drug producing country® or “major
drug-t-ansit country" (as defined for the MoA.
purpose of FAA Sec 48l(h)). has the
President subnitted a report to Congress
listing such country as one (a) vhich, as
a matter o< government polley. encourages
or facilitates the production or
distcibuzion of illicit drugs: (b) 1n
which aav senior official of the

W
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government ex5ages in., encourages, Or
facilitates the production or
distribution of illegal drugs: (c) in
which any menber of a U.S. Government
agency has suffered or been threatened
with violence inflicted by or with the
complicity of any government officer:; ocr
(d) which fails to provide reasonable
cooperation to lawful activities of U.S.
drug enforcement agents. unless the
President has provided the required
certification to Congress pertaining to
U.S. national interests and.the drug
control and criminal prosecution efforts
of that country?

4. FAR Sec. 620(¢). If assistance is to a
government, 1s the government indebted to
any U.S. citizen for goods or services
fucrnished or ordered where (a) such
citizen has exhausted available legal A.I.D. knows of
remedies, (b) the debt is not denied or no such cases
contested by such government., or (c) the
indebtedness arises under an
unconditional guaranty ¢f payment given-
by such governmaent ‘or controlled entity?

5. FAR'Sec. 620(e)(1l): " If assistance is to:
a2 government, has it (including any .

government agencies or subdivisions) There is no
taken any asction which has the effect of evidence of such
nationalizing. expropriating, or actien

otherwise seizing ownership or control of
property of U.S. citizens or entities
-beneficially owned by them without taking
steps to discharge its obligations toward
such.-citizens or entities?

6. FAAR Secs. 620(a 620 0D: F
Appropriations Act Secs. S12. 550, $92.

Is tecipient country a Conmmunist

countcy? 1I!f so, has the President
deternined that asslstance to the counctry
1s vital toe the security of the United
States, that the recipient country is not
controlled by the international Communist
conspiracy, and that such assistance will
further promote the independence of the
recipieat country €com international
communism? Will assistance be provided

No.
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10.

11,

- 4 -

either directly or indirectly to Angola.
Cambodia. Cuba, Iraq, Libya. Vietnam,
South Yemen. Iran or Syria? Will
assistance be provided to Afghanistan
without a certification, or will
assistance be provided inside Afghanistan
thrtough the Soviet-controlled goverament
of Afghanistan?

FAR Sec. 620(j). Has the country
pernitred. or failed to take adequate
measures To .prevent, damage Or
destruction by mob action of U.S.
property?

FAA Sec. 620(1). Has tﬂe country falled
to enter iato an investment guarganty
agreement with OPIC? |

FAA Sec. 620(0); Fisbg:ﬂen's-ﬂgorective

Act of 1967 (2s amended) Sec. S. (2) Has
the country seized., or imposed aay
penalty or sanction against, any U.S.
fishing vessel because of fishing
activities in international waters?

(b) 1f so, has any deduction required by
the Fishermen's Protective Act been made?

FAA Sec. 620(a); FY 1989 Appropriations-
Act Sec. S518. (a) Has the government of
the .recipient country been in default for
more than six months on interest or
pcincinal of any loan to the country
under the TAA? (b) Has the country been
in default for more than one year on
interest of principal on any U.S. loan
under 2 progran for which the FY 1989
Appropriations Act appropriates funds?

FAA Sec, 620(s). If contemplated
assistance is developnent loan or to cone
frow Economic Supporct Fund, has the
Administzator taken into account the
perceatage of the country's budget and
amount of the countcy‘'s foreign exchange
or other resources spent on zilitarcy
equipnent? (Reference may be made to The
annual “Taking Into Consideration” memo:
“Yes. taken into account by cThe
Administgator at time of approval of

No.

No.

There is no evidence
that an action of this na<
has occurred for many yee:

a.Nao

b.No

Yes, taken into account
by the Administrator 2t
the time of approval of
Agency QY8

—
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13.

16.
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Agency OYB.* This approval by the
Administrator of the Operational Year
Budget can be the basis for an
affirmative answer during the fiscal year
unless significant changes in
citcumstances occur.)

FAA Sec. 620(v). Has the countty severed
diplomatic relations with the United
States? 1f so. have relations been
resumed and have new bilateral assistance
dgreenents been negotiated and entered
into since such resumption? '

FAR Sec. 620(y). What is the payment
status of the country's U.N.
obligations? If the countzy is ia
arrears, wvere guch arrearages taken into
accouat by the A.I1.D. Administrator in
determining .the current A.I.D.
Operational Year Budget? (Reference may
be made to the "Taking into
Consideration" memo.)

FAR Sec. 620k. - Has the President
determined that the recipient country
grants sanctuary from prosecution to any
individual or group which has committed
an act of international terrorism or

-étherwise supports international

terrocisn?

FY 1989 Ropropriations Act Sec. S68. Has
the countty been placed on the list
provided for in Section 6(j) of the
Export Administration Act of 1979
(cutrently Libya. Iran, South Yemen,

Syria. Cuba. or North Korea)?

"ISDGA of 1985 Sec. S52(b). Has the

Seczetary of State detecmined that the
country is a high tetrrorist- threat
country alter the Secretarv of
Transportation has deermined, pursuant

.to section 11ll5(e)(2) of the Federal

Aviation 2ct of 1958. that an airport in
the country does not maintain and
adcinister effective sccurity measures?

@Qo06-00s

NO

Country is * *
delinquent.

NO

NO

NQ
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17.

18.

19.

20.

21.
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Sec. 666(b). Does,the countly
object. op the basis of race, relligion.
national origin or sex., to the presence
of any officer or employee of the U.S.
who is present in such country TO carry
out economic development programs under
the FAR? ‘

NO

FAA Secs. 669, 670. Has the couatrY.
after August 3. 1977. delivered to any NO
other country or received nuclear
enrichment or reprocessing equipment.
materials. or technology. without
specified arrangements|or safcguards, and
without special certif;cation by the
President? Has it transferred 2 nuclear
explosive deviga to a bon—nuclea: weapon
state, or if such a state, either
received or detonated a nuclear explosive
device? (FAR Sec. 620E permits a special
waiver of Sec. 665 for.Pakistan.)

FAR Sec. 670. 1If the country is a
non-nuclear weapon state, has it, on or
after August 8, 1985, exported (orf - NO
IAttempted TO @XPOrLT) i}legally fron the
United States: any material, equipment, :OT
technology which would contribute . )
significantly to the ability .of. a country
to manufacture a nuclear explosive devices?

Q007008

JSDCA of -1981 Sec: 720. Was the country  Guatemala was not repr
represented at the Meeting of Ministers sented at this meeting

of Foreign Affairs and Heads of
Delegations of the Non-Aligned "Countries
to the 36th General Assembly of the U.N.
on Sept. 25 and 28, 1981, and did it fail
to disassociate itself ‘from the
communique issu ¥ 50, has the
President takeh it into account?
(Reference may be madelco the "Taking
into Consideration" memo.)

FY 1085 Appropriations ' Act Sec. 527. Has
the recipient countiry been deternined dy g
the President to have engaged in a
consistent pattern of opposition to the
focaign policy of the Unitec States?

|
|
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22.

23.

89 A opriationsi 13. Has
the duly elected Head of Government of
the country been deposed by military coup
or decree? 1If assistance has been
terminated, has the President notified
Congress that a democr?tically elected
government has taken office prior to the
resumption of assistance?

FY 1989 Appropriations: Act Sec, S540.

Does the recipient country fully
cooperate with the international refugee
agscistance organizations, the United

"States. and othexr governments in

facilitating lasting solutions to refugee
situations. including kcscttlemen; .
without respect to race. sex, religion,

‘or national origin?

AID/LAC/DR/RD +++ GUATEMALA

NO

YES

Q008,008



SC (3)

- STANDARD ITEM CHECKLIST

A. PROCUREMENT

1.

FAA Sec, 602(a). Are
there arrangements to
permit U.S. small business
to participate equitably
in the furnishing of
commodities and services
financed?

FAA Sec, 604(a). Will all
procurement be from the
U.S. except as otherwise
determined by the
President or under
delegation from him?

FAA Sec. 604(d). If the
cooperating country
discriminates against
marine insurance companies
authorized to do business
in the U.S., will
commodities be insured in
the United States against
marine risk with such a
company?

FAA Sec. 604(e); ISDCA of
1980 Sec. 705(a). If non-
U.S. procurement of
agricultural commodity or
product thereof is to bse
financed, is there
provision against such
procurement when the
domestic price ot such
commodity is less than
parity? (Exception where
commodity financed could
not reasonably be procured
in U.S.)

Program provides for economic
stabilization through a cash
transfer.

N/A

N/A

N/A



5. FAA Sec, 604{g). Will N/A
construction or
engineering services be
procured from firms of
advanced developing
countries which are
otherwise eligible under
Code 941 and which have
attained a competitive
capability in
international markets in
one of these areas?
(Exception for those
countries which receive
direct economic assistance
under FAA and permit
United States firms to
compete for construction
or engineering services
financed from assistance
programs of these
countries.)

6. FAA Sec. 603. 1Is the N/A
shipping excluded from
compliance with the
requirement in section
901(b) of the Merchant
Marine Act of 1936, as
amend~d, that at least 50
percent of the gross
tonnage of commodities
(computed separately for
dry bulk carriers, dry
cargo liners, and tankers)
financed shall be
transported on privately
owned U.S. flag commercial
vessels to the extent such
vessels are available at
fair and reasonable rates?

FAA Sec, 621(a). If technical N/A

assistance is financed, will
such assistance be furnished
by private enterprise on a
contract basis to the fullest
extent practicable? Will the
facilities and resources of



10.

other Federal agencies be
utilized, when they are
particularly suitable, not
competitive with private
enterprise, and made available
without undue interference
with domestic programs?

8. International Air
Transportation Fair
Competitive Practices Act,
1974. If air
transportation of persons
or property is financed on
grant basis, will U.S.
carriers be used to the
extent such service is
available?

FY 1988 Continuing Resolution
Sec, 5041. If the U.S.
Government is a party to a
contract for procurement, does
the contract contain a
provision authorizing
termination of such contract
for the convenience of the

United States.
FY 128§_§Qn§inging_Regglg;ign

Sec. 524. If assistance is
for consulting service through
procurement contract pursuant
to 5 U.S.C. 3109, are contract
expenditures a matter of
public record and available
for public inspection (unless
otherwise provided by law or
Execulive order)?

CONSTRUCTION

1. FAA Sec, 601(d). 1If
capital (e.q.,
construction) project,
will U.S. engineering and
professional services be
used?

N/A

N/A

N/A

N/A



Cl

2.

FAA_Sec, 611(¢). If°

contracts for construction
are to be financed, will
they be let on a
competitive basis to

maximum extent practicable?

FAA Sec, 620(k). If for

construction of productive
enterprise, will aggregate
value of assistance to be
furnished by the U.S. not
exceed $100 million
(except for productive
enterprises in Egypt that

were described in the CP),

or does assistance have
the express approval of
Congress?

QTHER RESTRICTIONS

1.

FAA_Sec. 122(b). If
development loan repayable
in dollars, is interest
rate at least 2 percent
per annum during a grace
period which is not to
exceed ten years, and at
least 3 percent per annum
thereafter?

FAA Sec. 301(d). 1If fund

is established solely by
U.S. contributions and
administered by an
international
organization, does
Conmptroller General have
audit rights?

EAA Sec, 620(h). Do

arrangements exist to
insure that United States
foreign aid is not used in
a manner which, contrary
to the best interests of
the United States,
promotes or assists the

N/A

N/A

Yes

Yes

Yes



foreign aid projects or
activities of the
Communist-bloc countries?

Will arrangements preclude
use of financing:

a. FAA Sec. 104(f): FY Yes
1987 Continuing Resolution
Secs. 525, 538. (1) To
pay for performance of
abortions as a method of
family planning or to
motivate or coerce persons
to practice abortions; (2)
to play for performance of
involuntary sterilization
as method of family
planning, or to coerce or
provide financial
incentive to any person to
undergo sterilization; (3)
to pay for any biomedical
research which relates, in
whole or part, to methods
of the performance of
abortions or involuntary
sterilizations as a means
of family planning; or (4)
to lobby for abortion?

b. FAA_Sec. 483. To make Yes
reimbursements, in the

form of cash payments, to

persons whose illicit drug

crops are eradicated?

C. FAA_Sec¢. 620(g). To N/A
compensate owners for

expropriated or

nationalized property,

except to compensate

foreign nationals in

accordance with a land

reform program certified

by the President?

d. FAA_Sec. 660. To Yes
provide training, advice,
or any financial support



for police, prisons, or
other law enforcement
forces, except for
narcotics programs?

e. FAA Sec, 662, For CIA
activities?

f. FAA Sec. 636(i). For
purchase, sale, long-term
lease, exchange or
guaranty of the sale of
motor vehicles
manufactured outside U.S.,
unless a waiver is
obtained?

g. FY 1988 Continuing
Resolution Sec. 503. To
pay pensions, annuities,
retirement pay, or
adjusted service
compensation for prior or

current military personnel?

h. FY 1988 Continuing
Resolution Sec., 505. To
pay U.N. assessments,
arrearages or dues?

i. FY 1988 Continuing
Resolution Sec. 506. To
carry out provisions of
FAA section 209(d)
(transfer of FAA funds to
multilateral organizations
for lending)?

j. FY 1988 Continnring
Resolution Sec. 510. To
finance the export of
nuclear equipment, fuel,
or technology?

k. FY 1988 Continuing
Resolution Se¢, 511. For
the purpose of aiding the
efforts of the government
of such country to repress
the legitimate rights of

Yes

Yes

Yes

Yes

Yes



the population of such
country contrary to the
Universal Declaration of
Human Rights?

1. FY 1988 Continuing
Resolution Sec, 516: State
Authorization Sec. 109.

To be used for publicity
or propaganda purposes
designed to support or
defeat legislation pending
before Congress, to
influence in any way the
outcome of a political
election in the United
States, or for any
publicity or propaganda
purposes not authorized by
Congress?




Froject Iitle § Number:

LUGICAL FRAKEWURE

FISCAL ADMINISTRATION (52u-0371)

OBJECTIVELY VERIFIBLE
INDICATORS

ANNEX E
Page 1 of 3

Lile of Project:

From FY 1989 Lo FY 199}

Total U.S. Funding: 9,000,(
Date Frepared: 5/23/89

Goal:

To support the Governsent
of Guatemala's efforts Lo
stimulate robusl econonmic
growth, wilh a struclure
rellecting broad
participation and oplieal
ubilization ol Gualemala's
parlicular resource
erdonnenls, siven cost-price
relationstups 1 world
narkets,

I. Hore equilable
distribution of tax
burdens and expendilure
benefils across incore
gr oups.

2o keduttion an intee
disparities betneen
Guatenala Cily and

the rest of the count:y,

3. Local quvernments
becume nore elfici1ent
i planning, execuling,
and Finanting theyr
expendilures,

§. G0G conlinues Lo seel
the fiscal targets ol
its economic progran.

. Analysis of application
and enforcenenl of fiscal
peasures using nudels
developed under Lhe project.

Case studies of local
vovernmenl Tindngce ang
SefVICe provision,

Bank ol buatesala
statislics on macroeconony,

4. Malional Houcehold and
E-penditure Surveys,

. 666 conlinually monitors
Lhe impacts of ils fiscal
progranas and makes appropriale
adjustmenls to achieve ils
geals,

d. Sulficient and apprepriale
technical assistance and
training are previded Lo Jocal
governmenls Lo 1eprove Lhejr
efficiency,

3. B0G continues its
coanitmenl Lo giving priority
10 ils investmenl budget to
those aclivilies thal prosole
more equilable dislributlion
of the benelils of social

and economic developaent.

4. USG and olher donors
continue Lo provide Lisely
and appropriate assislance
to Gualenala,
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HLANS UF VEKIFICATION

INPORTANT RSSUNPTIUNS

Purpose:

To assist the Governaen!

of Gualee?la in a comprehen-
sive modernization of 1ts
fiscal administration,

1. Fiscal refore
seasures are enacled thal
reduce verlica! and
horizontal 1nequities.

&. Intreased consistency
between export incenlive
prograns and basic policy
cbyectives of increasing
doaeslic value-added or
nel earnings of foreign
exchange.

Y. Fiscal decentrali-
2ation policies are
enacted to give local
governmen! 1ncreased
fiscal autonomy,

4, The HUOF Fiscal
Analysis Institule be
tones a key aclor 1n tax
and expenditure policy
foraulation,

9. Tax administration 1s
laproved through:

3.1 leproved productivily
of tax auditors,

5.2 loproved qualily of
tax audil work,

5.3 Larger lax collec-
Lions froa delinguent
taxpayers,

5.4 Decreased incidence
of tax nonfilers and
slop-filers,

b, Isproved budget
planning and

expenditure adminislration
sysleas,

6.1 The budgel 15 based on
crileria ol program analyse
b.2 The budgel process i1s
belter inlegrated wilh
longer-lerm publac sector
planning.

6.3 A new payroll and
accounting system 15 an
place.

I. Analycis ol new lax
laws using sodels
developed under project.

¢, Bank ot Guatemala
statislics on value-added
and net earnings of foreign
exchange.

3. Case sludy analysis
of pilol decentralization

activities,

4. Institulional analysis of

fiscal policy decaision-making

within the GOG.

3. Statistics on conpleted

authte, lav tolieclions, non-

friers, stop filers and
appeals iepetlion rates,

b. budget execution rates,
and alther budget statistics.,

S.

1. GUG continues 1ts commit-
aenl Lo proeole growlh with
equily beyond the 1990
elections,

¢, B06 continues ils support
for democratic local
governeent

3. 606 increasingly relies on
objective criteria and
analysis 1n making f1scal
policy decisions.

4. 606 and private seclor are
able lo develop a construclive
working relationship,

3. Other denor or GUOG
finanting 1s provided to
develop and install automaled
payrall and accounting systen,
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I Policy analysis
infrastructure installed
and running within MOF,

2. Specilic analyses
perforaed on high-
priority fiscal issyes
in Gualeeala.

3. inproved operational
and adainistrative
effectiveness of MOF
fiscal adainistration,
2.1 Income tax.

2.2 Value-added tax and
other indirect taxes.
2.3 Cuslons,

2.4 Properly lax.

2.5 PBudget planning and
execulion,

4, Institule for Fiscal
Folicy Analysis institu-
tionalized wilhin MOF,

Inpuls:  {US$ 000's)

1. Technical assistance/
training

Operational support
Cosmodities
Evalualion/audit
Contingency/inflation

N o L N
- ¢ -

101AL

INDICATORS
1. Analylic models I. Project monitoring and
developed and apnlied to evaluation system,
buatemala.
I.1 Microsinulation 2. Observalions of

aesbers of technical
assistance teaa.

1.2 Forecasting

1.3 Marginal Elfective
Tax Rates

1.4 Compulable General 3. NOF project-related
Equilibrius Hodel reporis,

1.3 Effective Protection

I.6 Taxpayer 1.0,

2. Specific analyses
cospleted.

2.1 Fiscal refora

concepl paper,

2.2 Fiscal incentives,

2.3 Tax burdens/benefils,

2.4 Decentralization wurkplan,
2.5 Public enterprises
dalabase.

3. Administrative chanyes
impleaented in:

3.1 Income taxation.

3.2 Value-added {ax and other
indirect taxes,

3.3 Custoes,

3.4 Property tax,

3.5 Budgeling aud

expendilure systess.

4. Institule for Fiscal
Folicy Analysis formally
incorporated inlo HOF

adainistrative structure.

Mission  GOG  TOIAL L.

2. Technical assisiance

USAID Controller records, 1.

. Appropriate resident
advisors are recruited on
a timely basis,

2. Dualified Buatemalan
counterparts are assigned t
the project.

3. 606 maintains its comai
Lo isprove fiscal adainistr

606 counterpar! funds or
in-kind contributions are
provided in a tisely manner,

6,900 2,660 9,560 contract reports,
800 457 1,257
110 27 137 3. HOF budgel allolments and
190 0 190 expendilure reports.

1,000 0 1,000

9,000 3,144 12,144
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N_MEMORANDUM FOR TH RE

March 17, 1988

THROUGH : DD, Paul E. Wh;gz:zgévb/

b

FROM: C/PDSO, Christina HY Schoux

SUBJECT: Fiscal Admini ation Proj -037 uidan
Mngrgndum

PROBLEM:

The subject PID was approved at the February 22 meeting of the
Mission Executive Review Committee, and the authors of the PID
werec commended for a well-prepared document. AID/W was
represented in the PID review by Clarence &uvekas, LAC/DP.

Your signature on the PID Facesheet will signify formal approval
of the PID and authorization to proceed with design work and
developmaent of the Project Paper.

DISCUSSION:

The following issues were discussed and decisions arrived at
during the review:

1. Negative Perception of AID Activities

‘Z

—t

ssue:

How can the project be structured to minimize political risk
to AID? What effect will USAID's proposed lead role in
coordinating donor efforts in fiscal and budgetary reform
have on increasing the Mission's vulnerability?

Discussion:

The Mission recognizes the political risks that are inherent
in undertaking a fiscal administration project. However, the
Mission also recognizes that an appropriate fiscal structure
will provide the basis for sustained economic growth.
Improved budget administration is key to assisting the GOG to
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establish investment priorities that provide for a wider
distribution of the economic benefits of development.

An appropriate tax structure and administration are necessary
to provide the required income to finance key development
activities. The project is viewed as a necessary link
between USAID's macroeconomic and sectoral objectives in
Guatemala. 1Its design and implementation will be carefully
coordinated with forthcoming World Bank assistance to the
Ministry of Finance.

mge:

The Mission will attempt to develop the project in a way that
minimizes the divisive aspects of the activity and maximizes
the opportunities to forge a more collaborative approach
between the public and private sectors in fiscal matters. It
will be important that, during project development, a
broad-based sense of ownership is established within high
levels of the GOG. Also, it will be important to involve
early on significant private sector players, who would be
able to enhance the legitimacy of the fiscal administration

project focus.

In this connection, it will be important to structure the
project to create some independence or options among project
activities in the event that adjustments are needed during
implementation because of negative reaction or other changes
in the socio political environment. The evaluation process
should also be tailored to meet this need for implementation

flexibility.

To help ensure GOG ownership of, and commitment to, the
project from the outset, the following actions will be taken:

a) USAID will obtain a letter of request from, or sign a
memorandum of understanding with, the GOG for development

of the project.

b) USAID discussion of the project should begin as soon as
possible with a competent GOG tgchnical compjittee.

c) The PP design team will be selected with extreme care.
It should be comprised of prominent experts in fiscal
policy and administration who will be able to forge a
collaborative working relationship between the public and
private sectors during Project Paper development. The PP



d)

e)

£)
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team must also be sensitive to the social and political
ramifications of proposed project activities.

USAID will seek to obtain a side letter from the GOG,
similar to the ESF side letter, which describes the
fiscal administration program in terms of its objectives,
requirements, and the responsibilities of the GOG and
USAID. This document, tantamount to a mini-PP, will help
to ensure that AID is ‘financing a Guatemalan program for
improved fiscal administration.

During PP development, consideration should be given to
maximizing host country procurement in the project to
further underscore Guatemala ownership.

Prominent members from a broad cross section of the
general public should be consulted early on with regard
to development of the project.

Funding

Issues:

a)

Althcugh capital inputs are normally loan-financed,
provision is made under AID policy to grant finance such
costs under certain conditions. Given the highly
sensitive nature of this project, would it be preferable
to fund the project on a 100 percent grant basis?

The PID does not mention use of ESF local currency to
support project implementation. What plans are there to
use other than DA resources?

The Mission recognizes the highly sensitive nature of the
project. After consideration of the potential for
heightening the polemics surrounding fiscal matters that
could result by requiring Guatemalan Congressional approval
for the project, a decision was taken to finance the project
entirely on a grant basis.

Guidance:

The Project Paper should look at the distribution of €foreign
exchange and local costs in detail. The objective would be
to minimize the allocation of grant funds by restricting them

\\;}‘l "
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to finance foreign exchange costs, and maximizing the
counterpart to finance local costs.

With regard to the functional account for the grant, it was
decided that the Mission should look carefully at the
implications for providing the funding exclusively through
the Special Development Activities (SDA) account, or through
alternatives such as projectized ESF.

Relevant Experience
Issue:

According to the PID the project "will draw heavily on the

experience of the highly successful Revenue Board Assistance
Project financed by USAID Jamaica." Given the political and
social differences between the two countries, why do we feel
that a system, which worked in Jamaica, can be successfully

transferred to Guatemala?

Discussion _and Guidance:

21though the most relevant experience to date appears to be
that of Jamaica, the Mission will request an information
search through A.I.D.'s Center for Development Information
and Evaluation (CDIE). The search will focus on evaluations
that provide information on the sociological and political
factors affecting the design and implementation of fiscal or
tax administration projects. Of particular relevance will be
information related to effective sanctions for noncompliance
with tax laws that may be applicable to developing
countries. Review of these materials will be incorporated
into the terms of reference for the PP team.

Project Magnitude and Timing

Issues;

a) The proposed project, as the PID readily admits, is
extremely ambitious in scope, covering the budget
process, fiscal planning, tax structure and
administration, and a tax system research program. will
its complexity compromise its effectiveness? Are all
proposed components of equal importance?

b) In a similar vein, is it feasible to design and cgmplete
what may well be sensitive and difficult negotiations by
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July of this year, part1cu1ar1y given the time involved
in competitively procuring the design team?

Discussion;

The discussion of these issues took place in the context of
jssue one. Essentially, the scope of the project was based
on what had been learned in other countries. Both the
revenue and expenditure sides of the budget have to be
examined to achieve equitable distributional changes in
income. A 51mp11f1ed tax structure and administration might
be seen as regressive if not accompanind by a public sector
investment budget that together provide net benefits to lower
income groups.

Guidance:

a) The project design should take into account the factors
affecting the public willingness to pay taxes, including
perceptions of the efficiency of the budgetary process
and the developmental impact of public sector
expenditures.

b) The PP will examine how the improved efficiency of tax
structure and administration will contribute to providing
the revenue required for development priorities.

c) The PP should examine the impact of the project on the
long-term prospects for financing the investment budget
itself, and on private sector investment required for
economic growth,

Social Implications

Issue;

The success of a project of this nature depends primarily on
the human element: the willingness to pay taxes. Misjudging
this elenent can result, not only in failure of the project,
but in serious social and political consequences.

The Social Soundness analysis, as described in the PID, is
too narrow .in scope. It should include attitude surveys of
broad segments of the population to determine existing
attitudes and their causes and what the people expect in
return for higher taxes.
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Response;

The Mission's response to the first issue amply describes the
approach that Project Paper development will take with regard
to accounting for the social dynamics of the project.

6. Venue of PP review

Issue:

Given the sensitivity of this project, should the PP be
reviewed in Washington, or at the Mission?

ision:

A decision was taken, subsequent to the ERC meeting, that the
PP would be submitted to AID/W for review and authorization.

RECOMMENDATION:

That you ratify the outcome of the February 22, 1988, Mission
review of the PID and authorize USAID staff to proceed with
PP development by signing the attached PID Facesheet.

Executive Review Committee Clearances;
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RODOLFO PA|IZ ANDRADE
MItIISTRO

June 28, 1989
Ref. :DMF-030-89

Mr. Anthony Cauterucci
Agency for International Development
Guatemala, C. A,

Dear Mr. Cauterucci:

The purpose of this letter is to request officially,
the cooperation of the United States Agency for International
Development in financing a Fiscal Administration project to
be wundertaken by the Government of Guatemala. As you know we
have, with USAID's assistance, been able to work closely with
advisors from Peat Marwick and Georgia State Univesity in the
design of the project which they also would assist in implementing.

This project is of the highest priority to our
Government, as it 1is intended to result in permanent improvements
in our ability to administer the nation's fiscal affairs with
efficiency. Sound administrative management practices are
essential to providing the Quantity and quality of basic social
and economic services that the nation has a right to expect from
its Government. They arc¢ also indispensable if the Government
Is to win the public's confidence in jits ability to manage
resources with integrity and efficiency in the conduct of the
nation's business. )

Fiscal Administartion touches all areas of government
operations and thegefore all dspects of the relationship between
the people and their Government. Because of its pervasive

importance, a project that is directed to a comprehensive review
of the entire fiscal administation process is one with respect
to which we believe the general public must not only be informed
but actively involved as well,
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As you may know, we have already made certain key
segments of the private sector aware that such a project was
in the process of being designed. Early this year, for example,
I arranged for a meeting of project design team members with
the Non-traditional Exporters Guild. In addition, the Ministry
of Finance and the College of Attorneys have been collaborating
in drafing a revenue code for all taxes. The attorneys have
also been made aware that a broader Fiscal Administration Project
was being designed. Nevertheless, 1 consider it appropriate
to make a general public announcement once the project has been
formally approved and funded by AlD.

As far as involving the public in the project, it
is my judgement that the best mechanism for this would be a

participatory high level public comission. This commission
would include representatives of the main interest groups 1in
the community and the community at large. Approximately six

months after project implementation begins, assuming the project's
background work has generated sufficient information to identify
and quantify the key issues, the Commission will be appointed and
publiély identified.

With relationship to the coordination with other
donors who are also cooperating in the Fiscal Administration area,
I am glad to inform you that we have taken the necessary steps
to assure a positive and constructive work environment for all
parties involved. )

The project for which we are seeling ALD financing
constitutes the conceptual core of the fiscal administration effort

and 1is also more comprehensive in scope. Consequently, 1
personally will be my Government's "counterpart”, or project
director. I will delegate the management of the day-to-day

relationships with project counterparts to Vice Minister José
Mauricio Rodriguez Wever who speaks with my authority on all
project related matters. Nevertheless, 1 personally will remain
substatively and continously involved at all stages, and the chief
and deputy chief of the AID funded consultants will report directly
te me and my Vice Minister.
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This project will also provide day-to-day training
and review of specific operating systems, some of this in the
same areas 1in which other donors are working. Vice Minister
Rodriguez is charged with coordinating the efforts of the various
donors to assure that there is no duplication of effort and that
no area is left uncovered. Recent organizational changes have
for the first time placed all donor cooperation under the control
of Vice Minister Rodriguez. Consequently, coordination problems
that have occassionally threatened to arise should no longer be
a problem. Vice Minister Rodriguez and the AID funded consultat
chief will monitor the entire tiscal administration horizon and,
if problems of coordination, or any other origin, are observed
bring them to my attention for early resolution.

To —assure  the central role that the project
consultants are expected to play, 1 have arranged that office
space and support be made available on the 15th floor of the
Ministry of Finance. The project will have two telephone lines
of its own and a full complement of supporting facllities and
personnel. Physical facilitics have been reviewed by the Peat
Marwick design team and found fully satisfactory. Should
requirements change in the course of the project, my office will
assure that they are adequately and promptly met.

We are loking forward to a productive relationship
in this very important project. L e ) o
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ILIUSTRATIVE LIST OF TECHNICAL ASSISTANCE TO BE
PROVIDED UNDER THE PROJECT

Activities Year 1 Year 2 Year 3 Year 4
Consultants Time Consultants Time Consultants Time Consultants Time
Month Month Month Month

I. Policy Amalysis Component
1. Comprehensive Fiscml Reform

Director 1 1 1 1 1 1 —_ —
Deputy Director 1 4 1 4 1 1 - -_—
Special Advisory Panel 1 1 7 days _— — _— T _— -—
Special Advisory Panel 2 1 7 days - —_— - - - —
4 2 2
2. Mxeling Activities
General Coordimation 1 3.5 — -— —_ -— _— —_—
a. Business Income Model
Senior Analyst 1l 11 — —_ — —_— —_— _—
Junior Amalyst 1 11 -_— _— —_— —_— - —
b. Individual Income Model
Senior Amalyst 1 10 —_— _— _— _— _— _—
Junior Aralyst 1 12 _— _— -— - _— _—



3.

4.

Tax

Commodity Consumption Model
Senior Amalyst

Junior Aralyst

Reverue Tracking Model
Senior Analyst

Junior Aralyst

Tax Payer I.D. Analysis
Amalysis

Coxputer Advisor

METR

Amlysis

Amlysis

Effective Protection
Consultant 1

Consultant 2

General Equilibrium Model
Senior Analyst

Junior Aralyst
Consultant

Burdens
Senior Amalyst
Consaltant

Public Enterprise

Consultant
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30 days
60 days

30 days
30 days

30 days
30 days

4.5

60 days

30 days

90 days
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Fiscal Descentralization
Amalyst 1
Amlyst 2

Business Inocame Tax/Fismal
Incentives
Consultant 1
Consucltant 2
Consultant 3

Individual Income Tax Structure
Consultant

Indirect Tax
Consultant 1
Oonsultant 2

Property Tax
Consultant Policy
Consultant Administration
Specialist
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90 days
60 days
60 days

60 days

30 days
30 days

60 days

€0 days
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30 days

60 days
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II. Operacions Component
1.

Income Tax Administration
Resident Audit

Resident (nllectionas
Consultant 1

Omnsaltant 2

Irdirect Tax
Resident
Consultant

Qustom Administration
Resident Generalist
Resident Camputerization
Consultant

Budgeting System
Coordimator

Resident Concepts
Resident Traini.g & Programming
Senior Aralyst

Junior Amalyst
Consultants

Budget Concepts
Fiscal Armalysis
Senior Amalyst Payroll
Junior Aralyst Payrall
Program Amalysis
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III. Quatemala Office
Resident Advisor
Technical Assistance Support
Engagement Principal
Administrative Director
Administrative Assistant
Georgia State University
Director
Deputy Director
Editor
Research Assistants
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