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I. 	 Introduction 

A. 	Background
 

This report is based on a diagnostic survey of the Direccion
 
General de la Tributacion Directa (called the Direct Tax

Office in this report) of the Ministry of Finance of Costa
Rica. 
The 	survey was made at the request of Dr. Federico
Rojas, Minister of Finance, through the United States Agency

for International Development (AID) in Costa Rica and took

place during the period August 16 to September 3, 1982.
 

B. 	Objective
 

The 	objective of the survey was to identify, define, and
 
analyze areas for improvement in tax administration and
collection in Costa Rica, and to develop a plan for

long-term technical assistance to the GOCR as part of a

broader development administration project.
 

C. 	Scope
 

Briefly, the following four items made up the scope of work:
 

1. 	Review samples of taxes collected by the GOCR tax office
and identify administrative problems which, if overcome,

could result in more collections and/or reduced
 
administrative cost. 

2. 	Study the overall organizational structure of the GOCR
 
Direct Tax Office and make recommendations for
 
improvement.
 

3. Conduct an initial review of the manaqement information
 
system of the GXCR Direct Tax Office to make
 
recommendations for future work.
 

4. 
Prepare a proposal for a long-term (two years) program
of technical assistance--advisors and training--to the
 
GOCR.
 

D. 	 General Comments
 

For 	the most part, the information in this report 
was

obtained through personal interviews with GOCR tax

officials. Various internal reports and records were

reviewed. 
 Before departure from the U.S., discussions were
held with AID, the International Monetary Fund (IMF), and
 
the Organization of American States 
(OAS) for background

information on their ongoing or 
recent activity in Costa

Rica. 
 In addition, IMF and Inter American Development Bank
(IDB) reports on file at USAID/CR were read for background

information. 
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A visit to 
the regional tax office in Puntarenas was made as
part of the survey.
 

The monetary unit in Costa Rica is the Colon. 
Revenue
 
amounts shown in this report are in Colones 
($1.00 = 
C56.00). The exchange rate varies daily.
 

TABLE 1
 

Tax revenue for fiscal year 1981 by principal type of tax:
 

Amount (000 ommitted) Percent of total 

Income Tax 
Excise Tax 
Sales Tax 
Property Tax 
Customs 

C1,484,251 
1,119,477 
685,870 
104,492 

2,789,288 

23.8 
17.9 
10.9 
1.6 

44.5 
Other 74,960 1.3 
Total C6,258,338 100.0 

Taxes under the control of the Direct Tax Office are: 
income
Tax, Excise Tax, Sales Tax, Real Property Tax, and a variety
of Stamp Taxes. Under pen-ing legislation, many items 
now subject to the sales tax will 

not 
no longer be exempt fromthe tax. If the legislation is passed, the number oftaxpayers subject to paying the sales tax will increase


fivefold. 
A new vehicle tax is also proposed in the
legislation, and it will he included in the taxes
administered by the Direct Tax Office.
 

Business and personal income taxes for Fiscal Year 1981

amounted to 23.8% of government revenue from all taxes. 

amount of revenue from income taxes can be substantially 

The
 

increased through a strengthened tax administration. Better
quality audits and broader audit coverage will result in

additional taxable revenue. 
 Procedures to identify taxable
nonfilers will broaden the taxpayer base and result in
additional tax revenue 
from the disclosure of various types

of unreported income.
 

All tax officials interviewed were of the opinion that tax
evasion, due to underreporting of income and non-filing of
tax returns is a serious problem. All stressed that they

did not have the necessary tools to combat the massive tax
evasion, however, they also believe that if the proper

third-party or cross-reference information could be made
available, it would provide them with means to identify
non-filers and information to perform better quality audits.
 

The Inter American Center of Tax Administrators (CIAT), in
 
conjunction with the IDB, has proposed a tax modernization
project which will include the countries of Central
 
America. 
The thrust of the project is to provide technical
assistance to participating countries in upgrading computer
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processing by developing a computerized current account
record for all taxpayers which will include all taxes for
which the taxpayer is liable. 
 Costa Rica would benefit from
such assistance. 
At present, the project is pending, and in

the final development stage.
 

An OAS advisor is currently in Costa Rica on a long-term

assignment to 
the Direct Tax Office. His work at present is
primarily in the areas of tax reform and tax policy.
 

I. Organization
 

The Direct Tax Office is organized under a Director General
with a Sub Director for Administration and a Sub Director for
Technical. See Organization Chart, Attachment 1.
 

The Collection Department and the 
Planning and Control
Departments are 
the principal units under Administration, and

the Audit Department, the Appeals Office and the Property
Evaluation Department are the principal units under Technical.

The Direct Tax Office is staffed with 494 employees, all but 12
of whom are assigned to the headquarters office in San Jose.
All audit and collection activity is performed by the San Jose
office. Approximately 95% of all tax 
revenue received is

collected in San Jose. 

There are 
five Regional Offices located in the outlying cities
of Puntarenas, Liberia, Limon, Cuidad Quesada, and San Isidro.
Three of the offices have a staff of two persons, and the other
 two offices each have a staff of three persons. The Regional
Offices receive tax returns and forward them to 
San Jose for
processing. 
Regional Office personnel answer taxpayer

questions, handle correspondence, and conduct "preventive

audits" of taxpayers selected by the San Jose office. In
preventive audits, taxpayers are contacted to verify that they

are complying with the tax laws regarding maintaining books and
records and filing tax returns. 
Audit and/or collection
activity is not performed by Regional Office personnel.
 

The organization chart shows a functional organization, but in
actual practice the Audit and Collection Departments are
organized along lines by type of tax rather than by function.

The Field audit groups are specialized by type of tax. 
 Audit
coverage could be improved if the division by tax were not so
 
restricted.
 

Until 1980, the Collection Department was organized by type of
tax, such as Sales Tax, Property Tax, and Income Tax. 
Each
unit had a separate staff for processing tax return and-each
had a separate administrative collection staff. 
 In 1980, the
Department was re-organized along functional lines, but the
re-organization has never been completed. 
Parts of the old
organization structure remain in place. 
Each type of tax still
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has 	a separate staff of collectors and tax returns are
processed by separate staffs. 
 The 	organization structure 
is in
 
the 	process of change so 
that it will conform to the
organization chart. 
The Direct Tax Office will be more

efficient if it is organized by function, i.e., 
a staff of
collectors to handle the administrative collection procedures

for all types of direct tax debts, and one staff to handle the
receipt and internal processing of all tax return forms.
 
Duplication of work can be eliminated by 
a functional
 
organization.
 

In general, the organization is solid and is moving in the
right direction. 
The 	mostly functional organization has been
planned for some 
time and is in process of being adopted.
 

Recommendations
 

1. 	The ongoing re-organization of the Collection Department

along functional lines should be accelerated and completed
as soon as possible, and the examination area of the audit

Department should also be combined by function, rather than
 
by type of tax.
 

2. 	A section for the identification and control of non-filers

should be added to the 	Collection Department. See
Delinquent Returns, Section VIII. 

3. 	The Office Audit function should be re-instituted. See
 
Audit, Section V.
 

4. 	The selection of tax returns for audit should be 
a function

of the Audit Department. 
See 	Audit, Section V.
 

5. 	A separate Review Staff, for the review of audited tax
 
returns, should be created in the Audit Department,

removing this responsibility from the gzoup supervisors.

See 	Audit, Section V.
 

6. 
A special unit responsible for coordinating Data Processing
operations with OTM should be established in the Direct TaxOffice. See Data Processing, Section IV. 

7. 	If possible, the legal collection process for Direct Tax
Office accounts should be transferred from the Ministry of
Finance to the Direct Tax Office, and the function should
be located in the Collection Department. See Delinquent

Accounts, Section VII
 

8. 	The staffing at the Regional Offices should be increased
 
and the Regional Offices provided with lists of taxpayers
for the region. Encourage canvassing of local business to

locate non-filers, and assign responsibility for collection
of delinquent tax payments in the region to the regional

office. 
 In effect, make the regional offices a functioning

part of tax administration, rather than a mail drop.
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III. Returns Processing and Collection
 

The collection department is responsible for receipt and
manual processing of tax returns, and. the administrative
collection of taxes. There are 42 employees in the processing
function and 89 employees in the collection function. There
are approximately 70,000 individual income taxpayers who
receive a salary only and file tax 
return Form Rl. 
 There are
approximately 15,000 self-employed and business income
taxpayers who file tax return Form R2. 
 The income tax system
in Costa Rica is not a self-assessment system. Rather, the
income 
tax is assessed by the income tax department based on
information supplied by the taxpayer 
on the tax return.
 

The tax year is 
the fiscal year running from October 1 to
September 30 of the following year. 
 Taxpayers who are
employees have the 
tax withheld from their salaries based on
their salary and deductions. Self-employed taxpayers and
business taxpayers are 
required to make estimated payments
based on the average of taxes paid for 
the last three years,
or 
the tax paid the last year, whichever is higher.
Twenty-five percent of the estimated tax 
is due each quarter,
payable in March, June, and September, and the balance is due
with the 
final payment which is computed by the 
tax office
based on the tax 
return, and is due in December.
 

The Office of Data Processing (0TM) computer prepares printed
adhesive lables with taxpayec name, address, identification
number, and various internal codes. 
The label is placed on
tax returns and the 
tax returns are mailed to 
the taxpayers
from the Collection Department. The tax returns are 
the R-1,
for salaried individuals, and the R-2, 
for busninesses and

self-employed individuals.
 

The tax return can be presented between October i and
November 30, to 
the Central Bank, specified commercial banks,
the main tax office in San Joser 
the regional offices, or it
can be sent by mail to the main tax office in San Jose.
During the last days of the 
filing period the tax return can
be presented at various designated sites in San Jose. 
 Several
businesses accept the tax returns of employees and forward

them en masse to the 
tax office.
 

The income tax returns are 
filed without payment, or without

computation of tax due by the taxpayer.
 

When the tax returns reach the 
tax office they are reviewed
for completeness and are grouped into blocks with control
 
information prepared for each block.
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The returns are forwarded to 
the Of, ice of Data Processing
(OTM) of the Ministry of Finance, where total 
income,

deductions, and other data necessary to compute the tax are
recorded on the computer. 
The computer then computes the tax
owed and prints a notice for each tax 
return, taking into
consideration total income, deductions, and tax deposits

made. The notice of 
tax due is sent to the taxpayer by the
 
Direct Tax Office.
 

Tax payments are made through the Costa Rica Central Bank and
other designated banks. 
The notice of tax due informs the
taxpayer at which bank he should pay the tax. 
 Newspaper

advertisements also advise taxpayers that the 
tax bills are
prepared and indicate which bank taxpayers should go to pay
the tax, based on 
the first initial of the taxpayer's last
 name. 
The OTM also prepares the tax bill receipts and sends
them to the designated banks. 
 When the taxpayer pays the tax,
the bank clerk pulls the receipt, gives one copy to the
 
taxpayer and sends 
a copy to the tax office as advice of
 
payment.
 

The processing of tax return data goes on from October 1
through the end of 
the filing period. By December 15 the tax
notices and receipts are prepared by OTM and 
are distributed.
The taxpayer has until the end of December to Pay the balanceof 5ax due. As tax payments are made, data processing cards are punched which update the master record of the fact that 
the tax was paid.
 

Usually, 90 days are 
required to process the tax payments and
for OTM to prepare second "notices of tax due" for taxpayers
that did not pay the tax during the prescribed time.

notices are usually delivered to the 

The
 
tax office in April, and
the Administrative Collection process begins soon afterwards,


although in recent years the notices have not been prepared

until June or July.
 

The notices are reviewed and sent to the delinquent taxpayers
by Collection Department personnel. 
If payment of the tax is
not made in 30 days a letter is sent to 
the taxpayer demanding
payment. An additional 15 days is allowed, and if payment is
not made a telegram is sent to the taxpayer advising that if
payment is not made within another 15 days, the legal

collection process will begin. 
The above process takes
approximately 30 days. 
 During this time, the collectors
attempt to contact the taxpayer by telephone or in person.
 

Resources to support the collection process are limited.
There is only one telephone available for use by personnel in
the income tax section. This limits the number of phone calls
that can be made. Only one vehicle is available for use by
the collectors and this also limits the number of personal
contacts 
that can be made with delinquent taxpayers.
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Regarding Sales Tax, 
the OTM prepares a mail label for each
sales tax taxpayer every month. 
The 	labels are affi):ed to the
tax 	returns and mailed to 
the 	taxpayer monthly. Each month
OTM prepares a punch card for each sales taxpayer. The card

contains identifying data such as 
account number, name, area
code, bank code, and month the tax is due. 
When the tax
 return arrives 
in the Sales Tax Section of Collection the
punched card is pulled and the 
amount of 
tax paid is punched

into the card and the card is processed by OTM to prepare a
 
monthly list of sales tax payments.
 

All 	income tax and sales tax 
returns received go first to the
Collection Department where they are 
separated by type of tax
return and forwarded to the Taxpayer Register unit of the
Planning and Control Department. 
There, the tax returns are

reviewed for completeness and classified by type of 
return and
with or without mail label. 
 The returns are placed into

blocks of 75 
to 100 returns and 
sent to the Register and
Control unit a 
block number is assigned and control totals for

income and tax are prepared for each block, and the 
returns
 
are 
forwarded to OTM for computer processing.
 

After computer processing, tax 
returns are returned to the
Taxpayer Register unit for recording and filing. Income taxreturns are then foroared to the Planning and Control
Department where they 
 are 	manually reviewed in the
Classification and Selection unit for future examination by
auditors. The returns are 
then transferred to the Statistics
Section vnere tax statistics are compiled. 
 Sales tax returns
follow a similar process. In the Taxpayer Register unit,
sales tax return data is recorded monthly on card files. All
of the manual recording contributes to delays in the
 
processing of tax return data. 
Statistical reports are said
 
to be three years behind in preparation.
 

Recommendations
 

1. 	The flow of tax return documents through the various
 
processing steps should be studied and changed to

eliminate duplication of work, multiple handling, and
 
other causes of delays.
 

2. 	Written instruction manuals should be prepared describing

responsibilities, function, and procedures to be followed.
 

3. 	The computer processing of tax return data should be

revised so that record-keeping on card files can be
eliminated and replaced by computer generated reports.
 

4. 	 Statistical reports can be prepared on a more current
basis if 
the computer is used for compilation of the
 
data. Employees of 
the 	units now perfoiming the tasks
manually can be utilized on other 
jobs within the Tax
 
Office.
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IV. Data Processing
 

At present, all data processing for the Ministry ot 
Finance
 
including the Direct Tax Office, is performed by the Office of
Data Processing (OTM), 
a support organization of the Ministry.
 

The Director General of Direct Taxes, other Direct Tax Office
officials and the OAS advisor 
to the Direct Tax Office, all
 
complained about 
the service they received from OTM and all
stated that their data processing problems would be solved if

the Direct Tax Office had its 
own computer.
 

This survey did not attempt to make a feasibility study of the
 
question of 
the Direct Tax Office securing a computer. Rather,

the survey concentrated on the existing 
use of data processing

in tax administration and how data processing activities might

be changed 
to improve tax administration.
 

Tne survey disclosed that there are 
problems and shortcomings

in the support provided to the Direct Tax Office by OTM.
 

Processing of the data is 
slow and computer prepared reports

are generally out of date when finally received in the Direct
 
Tax Office. The systems are 
not integrated, that is,
conputer eachsystem stands alone. There are separate systems or
Sales Tax, Income Tax, and Real Property Tax. The computerprocessing system is old and many of 
the programs are based on

punched card input.
 

The fault does not all lie with OTM. 
 The systems are not
 
integrated because there is no standard or 
uniform taxpayer
identification number. 
Work has been done towards adopting a
 
single identification number, but the number has not been added
to all computerized and manual tax files and records. 
 The
 
first step must be for 
the Tax Office to 
record the standard
identification number on tax records so that OTM can update its
 
computer records and eventually permit integrated processing of
 tax information. In addition, the 
identification number should
 
be expanded to include a check-digit to verify the correctness
 
of the number.
 

OTM continues to have a 
problem in retaining qualified and

experienced computer programmers and systems analysts. 
The OTM

staff is constantly training 
new programmers. As soon as they

have sufficient e::pertise and competence to perform their
 
functions satisfactorily they are offered better paying jobs in

the private sector and leave OTM. 
The cycle begins anew with
 
inexperienced trainee employees, performing at 
a low level of

productivity. 
When their skills have developed to the point
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where they could become productive employees, they are lured
away from OTM by better salaries in the private sector. 
Of
 course, not all trained programmers and analysts leave their
jobs in the public sector. 
 Some very well qualified and
competent persons remain on the staff at OTM, but the continual
loss of personnel does have a negative impact on operations.
 

Many of the computer programs were prepared several years ago,
and documentation of the processes of the programs is missing.
Without precise documentation of the internal steps of the
computer program it is almost impossible to modify or otherwise
change the program. 
For that reason many on-going computer
programs that are 
not entirely satisfactory continue to be used.
 

Some computer produced listings are considered to have little
value to the end 
user in the Direct Tax Office. The listings

prepared for the Sales tax unit are difficult to use. One
listing is prepared each month which shows sales tax returns
filed during the month. A separate listing is prepared monthly
for sales tax payment received. 
In order to determine if a
sales tax taxpayer is current on his sales 
tax payments one
must first look 
at the tax return list to obtain the amount
that was declared as 
tax due and then check the second list to
learn the amount paid. The lists are 
not cumulative. Each
month a separate list is prepared, for that month only, of
returns filed and payments made. Twenty-four separate computerlistings must be checked to determine a taxpayer's status for
one year. This is a time consuming task. 
 If the list were
produced on a cumulative basis they would be much easier to use.
 

There 
are plans to develop a computerized current account
system for sales tax and other taxes. 
Such a system with an
on-line data base and 
user terminals in the Sales Tax unit will
greatly facilitate work in the unit and will eliminate the need

for printed listings.
 

The complexity of the existing sales tax computer system is
just an example of many computer programs and systems that have
outgrown their usefulness and were 
not changed to keep up with
changing times.
 

Another problem has been lack of communiuation between the
Direct Tax Office and OTM. 
 The Direct Tax Office does not have
people on its staff that are 
knowledgeable in data processing,

and OTM does not have people knowledgeable in tax
administration. 
The Direct Tax Office should attempt to train
 some systems analysts that also have a basic knowledge of
computer programming. 
These persons could form the nucleus of
a unit to act as point of contact between OTM and the uiser in
the Direct Tax Office.
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Recommendations
 

1. 
 All existing computer systems should be reviewed for the
 
purpose of determining if the systems could be optimized
for more efficient use of the computer and more rapid

production of the computer produced listings and reports

used in the Direct Tax Office.
 

2. 
 All computer produced listings should be reviewed. Some

said to have little or
are no use. Others would be useful
 

if changes in format could be made.
 

3. 
A special systems analysis group should be established in

the Direct Tax Office to coordinate all data processing
activity performed for the office by OTM. 
In addition, The

review of computer outputs on a regular basis could be a
function of this unit. 
 This unit should be located in the
Planning and Control Department.
 

4. 
 Plans to develop a current account computer data base
 
system for all taxes should be continued. The

Inter-Anterican Center of Tax Administrators 
(CIAT), in
conjunction with the Inter American Development Bank 
(IDB)
is preparing a technical assistance program for Costa Rica

in which CIAT will assist OTM in developing a data basecomputer system for 
the Tax Office. 
This effort sihould be

fully supported. Once implemented, the 
new data base
 
system will replace many of the existing problem systems.
 

5. 
 The process of assigning permanent identification numbers
 
to taxpayers should continue until each taxpayer has one
identification number for all taxes. 
A check-digit to
insure correctness of the number must be included.
 

6. 
 Standards for the documentation of computer programs

including flow charts and program listings should be
established and a plan implemented to insure that programs
are completely documented before they are 
put into

production. 
In the case of computer programs prepared by
outside contractors, documentation that complies with the

established standards should be required before payment to
 
the contractor is made.
 

7. 
 The salary scale for technicians with unique skills, such
 as computer programming or 
systems analysi3, should be
revised so 
that wages in the public sector are closer to
those in the private sector thus reducing the very high

attrition rate of 
trained technicians.
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8. 	 Better communication and increased cooperation between OTM
and the Direct Tax Office will go a long way towards
solving some existing problems and will help to prevent

future problems. During the course of 
the 	survey, the
survey team was aware 
of several meetings between OTM and
Direct Tax Office employees to discuss pending legislative
proposals and to determine how they would jointly act to
comply with the 
new laws when, and if, 
they were enacted.
Such cooperation is 
to be encouraged and can be furthered
by designating a 
special systems analysis contact group in

the Direct Tax Office.
 

V. 	 Audit
 

The Audit Department is composed of a Field Audit, Office audit
 a Special Studies Section.
and 	 There are a total of 85 auditors
in the department, all located in San Jose.
 

A. Classification and Selection of Returns for Audit
 

The 	classification and selection of tax 
returns for audit
is carried out in 
the 	Planning and Selection Section of 
the
Planning and Control Department. This Department also
prepares the annual audit plan of 
the 	number of returns to
 
oe auditedI per year. 

The 	persons selecting returns for audit do not haie any
field or office audit experience. The group meets
occasionally to discuss issues identified by auditors in
their audit reports and this is believed to compensate for
the 	lack of field experience. There 
is a need to improve
the 	selection process so 
that the tax returns with the most
potential for additional tax revenue are selected.
 

The 	section lacks statistical data or 
cross-reference
 reports which can be used as aids in the selection
 process. Cross-reference reports, if computerized, can be
a big help in improving the selection of retu-.,s for audit.
 

The 	lack of field experience can be compensated for by
using experienced field auditors in the selection process.
The 	field auditors can supplement, not 
replace, the current
staff, and 
can 	be detailed to the position on a rotating
basis. 
The survey team feel that selection of returns for
audit should be under the direction of the Audit Department.
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B. Field Audit
 

The Field Audit Section is divided into eight groups of
five or six auditors. 
Five groups specialize in income
tax, and one group each specializes in sales tax,- excise
 
tax, and farming and related operations. There are 44
auditors in this section. 
The number of auditors per group
should be increased and the supervisors should be freed
from other duties, such as 
review of closed cases, to
concentrate or supervising the auditors.
 

Field audits are 
usually conducted at the taxpayer's place
of business. 
Tax returns to be audited are selected by the
Planning and Selection Unit of th( ?lanning and Control
 
Department of 
the Direct Tax Office. The Department Chief
and group managers screen the returrn 
 and establish an
estimated time for completion of 
the audits before the
returns 
are assigned to auditors. A classification sheet

is attached to the returns, indicating items on the return
 
to be examined in detail.
 

Auditors are, for the most part, university graduates with
majors in accounting. 
Others have studied accouilting and
auditing at business schools or 
are completin9 their
university education on a part-time basis. 
 In general, the
Field Audit personnel are basically qualified as auditors.
 

Field auditors make a pre-audit review of 
the tax return
and related data at the office. 
Time for this review
 
ranges from 17 hours to 45 hours before the taxpayer is

visited. 
This amount of time is excessive.
 

It was noted that items such as large deductions or large
income amounts on a tax return were overlooked if not

specifically listed 
on the classification sheet.
Improvement is needed on the part of the auditors in

documenting the issue being appealed. 
Quite often cases of
additional tax appealed by the taxpayer have to be returned
 
to the auditor for additional information. Analysis of
balance sheet activity is a technique that should be
emphasized. Additional training in that subject is needed.
 

Group managers estimate an average time for completion of
an audit, as a guideline, however, the rule seems to be
that the auditors spend the estimated amount of time on the
audit regardless of the need. 
 Utilization of time appears
to be 
a problem that should be more closely controlled by

group mana1,ers. 

The "package audit" concept, whereby all taxes for which a
taxpayer is liable are 
audited at one time, is not
followed. Special audit groups for sales tax, excise tax,
and income tax can result in duplication of effort on the
part of the audit staff. The "package audit" concept

should be taught and stressed by group managers.
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Auditors generally have only one 
or two cases assigned to
them at a time. 
 this number is extremely low and can
 
result in lost time for 
the auditor if the taxpayer is not
always available. Field auditors average two cases closed
 
per month, a low 
ate of production.
 

Additional tax assessments as 
a result of field audits for
the seven month period January 1 to July 31, 1982, amounted
to C34,822,479. 
This is an average production of C791,420
for each of the 44 field auditors, or C113,060 per month.
Approximately 95% 
of all audits result in additional tax
 
assessments. 
This reflects not so much good quality

selection of cases or quality audits as 
it does the wide
spread use of deductions or exemptions not legally

allowable, or underreporting of income by taxpayers.

Because fewer than 
4% of all tax returns are audited each
 year, taxpayers play "audit roulette" and underreport in
hopes that their 
tax return will not be audited. An
increase in the number of field auditors would be warranted
 
on a cost/benefit basis.
 

C. Office audit
 

The Office Audit Section is responsible for auditing small
business and inclividual income tax returns that are not
co.iplex and which can be audited by less experiencedauditors in the Direct Tax Office. UTnder the office audit
concept, the taxpayer is asked to come 
to the office to
verify questionable items on 
the tax return and to bring
supporting documentation. 
There are 35 auditors in this
 
section.
 

In practice, auditors in this section are assigned field

audit cases, and almost all audits are conducted at the
taxpayer's place of business. 
Observations regarding
planning and utilization of time made for the Field Audit
Section apply as well to this section. The practice of
auditing less complex tax returns in the tax office should
 
be reinstated.
 

Average production per auditor for 
the seven months

January 1 to July 31, 1982, was C402,482 or C57,498 per
auditor per month. 
This figure is slightly more than
one-half the production of the auditors in the Field Audit
Section. 
Office auditors averaged 1.2 cases closed per
month during the period, compared to two cases per month
for field auditors. The number of office audit cases
 
audited, should be much higher 
than the number for field
audits; low productivity is the result of poor utilization

of time, which could be corrected through better
 
supervision.
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D. Special Studies Section
 

This section is responsible for investigation and/or audit

of cases where fraud has been detected. The source of
fraud cases is-from informants and/or third parties. 
There

has not been a single case of fraud referred by field
auditors. In addition to fraud cases, Special Studies

auditors also work regular field audit cases. 
This is the

smallest unit in the Audit Department, consisting of a
Section Chief, Assistant Section Chief, and six auditors.
All are highly qualified as to educational background.
 

The auditors lacK training in fraud investigation
techniques necessary for this specialized type of audit.

In spite of the lack of training, the unit is doing a
commendable job. 
 Recently, a fraud case involving the
understatement of gross receipts by 8,000,000 colones for
income tax and sales tax for the years 1977, 1978, 1979 and

1980 was successfully prosecuted in court. 
 The case,
although a matter of public record, was not given coverage

in the media. 
Such coverage can serve as a deterrent to
others. Publicity should be sought for future fraud cases.
 

Fraud investigation is 
an area where additional manpower
resources can be effectively utilized. 
Field auditors
should be taught to be 
aware of potential fraud cases, and

refer the cases to the Special Studies Section for fraud
 
investigation. 

E. Review of Audited Cases
 

The final step in the audit of tax returns is review of the
audit. 
At present, the review is performed by the group
manager. All cases are reviewed. Because each group

manager has only five or 
six auditors to supervise, the
review of cases is not an excess burden to the supervisor.

However, if the group sizes are increased as recommended,
the supervisor should not be burdened with the review of

closed audited cases.
 

A separate review staff should be created in the Audit

Department. Such a separate review staff would provide
greater uniformity to the review function. 
If the review
 
process is taken away from the supervisors, it would allow
them more time to supervise, a task not performed well at
 
present.
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Recommendations
 

1. 	 Better quality in the selection of cases for audit can 
be
 
accomplished through training of personnel who make the

selections. 
The function should be transferred to the Audit
 
Department and experienced field auditors used to assist in
 
the selection process.
 

2. 	 Training in basic and advanced audit techniques is needed
 
for auditors. Fraud 
awareness training, or how to recognize

potential fraud, is needed for 
all auditors. A procedure to
 
refer potential fraud cases to 
the Special Studies Unit is
 
also needed.
 

3. 	 Utilization of time of all auditors is at a minimum level
 
and 	must be improved through better supervision. Auditors

should have an inventory of more than one or two 
cases at a
 
time.
 

4. 	 Training in balance sheet analysis is needed for field
 
auditorss. Improvement is 
also needed in the documentation
 
of issue development in audited cases.
 

5. 	 The package audit concept should be 
stressed and
 
cross-training for 
income tax and sales tax auditors should 
be provided. 

6. 	 The number of field auditors should be increased. It can be

shown that there is a definite cost-benefit advantage in

increasing the number of auditors. 
Many of the Office Audit

Auditors can be transferred to the Field Audit Section and

less experienced employees used in the Office Audit function.
 

7. 	The Office Audit Unit should perform less difficult audits

in the tax office, and volume of 
cases should increase to at
 
least one case 
a day, not one case a month. Broader audit.
 
coverage should act to increase taxpayer compliance with the
 
tax laws regarding deductions and exemptions; with the end
 
result being an 
increase in tax revenue.
 

8. 	 If referrals increase, the Special Studies Unit should be
 
strengthened. Consideration should be given to increasing
 
the number of auditors and providing the auditors with
 
specialized fraud training.
 

9. 	 More effort should be made to obtain publicity for
 
successful tax fraud prosecutions. Such publicity is very

effective in increasing taxpayer compliance with the tax
 
laws.
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10. Supervisory training for supervisors is much needed, 
The
 
span of control should be changed so 
that each supervisor is
 
responsible for 8 to 10 employees, rather than 
the 4 or 5
 
per supervisor at present.
 

11. A separate 
review staff should be created within the Audit
 
Department, leaving group supervisors more 
time to supervise
 
a large number of auditors.
 

The end result of all the above will be 
to broaden audit
 
coverage and produce quality audits, resulting in increased
 
tax 
revenue and greater taxpayer compliance with the 
tax
 
laws.
 

VI. Appeals
 

The Appeals Unit is a separate entity in the organization. It
 
is composed of a Chief, thrae attorneys and nine exprienced
 
field auditors.
 

When the taxpayer does not agree with the findings of the

auditor, the taxpayer may appeal the 
case in writing. The

Appeals Officer reviaws the case 
to determine the legal and

technical issues raised by the auditor and the 
taxpayer. The

majority of cases are 
settled through correspondence with the

tfupa-er. it is rare for ta:xpavers to meet per:- nally with 
appeals personnel during the appeals process. 

If the taxpayer does not agree with the findings of the appeals

officer, the 
next level of appeal is the Tax Court.
 

Very few statistics are available regarding cases in appeals.

The number of cases pending as of July 31, 1982, was 486. This
 
number 
seems high for the number of audits performed per year.
 

Management information statistics regarding 'settlement of the
 
cases closed would be helpful if available. For example, if
 
most cases are 
ruled in favor of the taxpayer and the
 
additional tax reduced, it would indicate that auditors need

training in the tax law. The specific training would be

determined by recording 
the issue involved in settling the case
 
in favor of the taxpayer. If the majority of the cases are
upheld by the appeals officers it may indicate that taxpayer

appeals are tax.
made only to delay payment of the 


Information was not available as 
to the length of time required

to settle an appealed case. It was learned that quite often
 
appeal cases are sent to 
the Field Office Section to be handled

by experienced auditors in order 
to expedite the closing of
 
cases. This approach may defeat the purpose of 
appeal procedures by having 
a member of the Audit Department deciding
 
the merits of the case.
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Recommendations
 

1. Methods and procedures for tracking cases 
in the Appeals

Unit regarding length of time, result of appeal, issues

involved, and other management information should be
 
developed, and the resulting data used in on-going
 
training of auditors.
 

2. 
 The practice of referring cases in appeals to field
 
auditors for settlement of 
the issues involved should be
discontinued. Rather, consideration should be given to

increasing the size of the Appeals function, and providing

adequate training 
for Appeals personnel.
 

3. Consideration should be given to 
an intermediate appeals

step before the case reaches the Appeals Unit. In the

intermediate step, the taxpayer could meet with the

auditor and his supervisor to discuss the case. 
 It is
 
likely that many appeal cases can be resolved at this
 
level before they reach 
the formal appeals level.
 

VII. Delinquent Accounts
 

At present there is a delinquent account section for income
 
tax and another section for sales and excise taxes, the major
taxes administered by the Direct Tax Office. 
The

administrative collection process for income tax, 
sales tax
and excise tax is administered by the Direct Tax Office. The
collection of delinquent real property taxes is administered
 
by the Institute for Municipal Development (IFAM).
 

The administrative collection process for all taxes limits the
tax office to calling the taxpayer by phone, or contacting th.
 
taxpayer personally to advise him that the payment is overdue
and should be made. 
If the tax is not paid, a final notice,

in the form of a telegram is sent to the taxpayer, advising
that if the tax is not paid in 15 days, legal action will be
taken. The legal process is 
a lengthy one and consists of
filing legal documents followed by court action to order the
 
payment of the tax.
 

Accurate statistics regarding income tax collections made
 
through the administrative collection process are 
not
available. 
For tax year 1981, 4249 income tax cases for

C155,356,477 were not paid on time and were assigned to the
administrative collection unit of income tax. 
 Records were
not available to show how many cases were closed and the
 
amount of tax collected.
 

There are six collectors assigned to the Income Tax Unit.

Funds are not available to pay for transportation from the
office to 
the taxpayer's place of business or residence. 
One
vehicle is available for the collectors. Only one telephone

line is available for the collectors to use 
to contact
 
taxpayers.
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There are seven collectors assigned to 
the Sales Tax Unit.
They also have only one vehicle and one telephone line. The
 
Sales Tax Unit also collects delinquent excise tax payments.
 

Uncollected Sales and Excise Tax accounts have also grown at
 
an alarming 
rate in the past few years. There are

approximately 6,000 sales tax taxpayers and 2,000 excise
taxpayers in Cost' Rica. 
The number of sales tax taxpayers

may grow to over 
30,000 if pending legislative proposals to
increase the number of items and services subject to the sales
tax are adopted. An excise 
or sales tax return is due monthly

and the taxpayer has sixty days 
to file the return and pay the
sales tax. About 30% 
of the taxpayers are delinquent in
paying the 
tax each month. There is 
a 1% per month interest
charge and 1% per month late payment penalty charge on 
overdue
 
payments. Quite often, taxpayers have been able to have the
late penalty waived by top Ministry officials, thereby paying

only 12% per 
annum interest on delinquent tax payments, less

than one-half of the current commerical rate of from 25-30%.
 

There is also a 
2% per month penalty for late filing of the
return. Many taxpayers avoid this penalty by filing the
 
return timely but not paying the 
tax due.
 

The following statistics show how rapidly delinquent sales tax 
accounts have grown. 

TABLE 2 

Uncollected Sales Tax Cases
 

Date 
 Number of Cases 
 Amount of Tax
 

June 1980 
 498 
 29,000,000

June 1981 
 691 
 60,000,000

June 1982 
 875 
 130,000,000
 

Increase 
 76% 
 348%
 

The unit responsible for the legal collection process 
(cobro
judicial) is not under the jurisdiction of the Direct Tax

Office. 
 The unit is part of the Ministry of Finance and is
responsible for the legal collection process of all money,

from whatever source, owed to the Government of Costa Rica.
The majority of the employees of the unit are 
attorneys. The
 
legal process is slow, the volume of 
cases is high, and
accurate 
inventory records are not available. The survey team
 
was told that because of 
the poor quality of records, the
aging of cases 
is not controlled and consequently, the 
statute

of limitations for collection expires on many cases every year

before the tax can be collected.
 

Many cases for small amounts of from 5 to 100 colones are part
of the inventory. 
 The cost to collect these cases 
is far
 
greater than the amount due. 
Also, many cases 
that are deemed
to be uncollectable because of lack of taxpayer assets are
 
carried as part of 
the inventory.
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The 	number of cases and amounts oucstanding in the legal
collection process is growing rapidly and as 
the 	case load
 
grows the need for 
a better system of control becomes more
urgent. 
The following statistics show the tremendous increase
 
in cases pending and delinquent tax outstanding during the
 
past 18 months.
 

TABLE 3
 
Cases in Legal Collection Process
 

Outstanding
 
No. of 
 Balance
 
Accounts (colones)
 

Balance 12/31/80 	 29,817 
 174,823,340
 
Accounts received
 

during 1981 
 +23,908 	 +108,230,280
 

53,725 
 283,053,620

Accounts collected
 

in 1981 
 -11,954 
 - 54,115,140 

41,771 	 228,938,480
 

Accounts received 
to 6/30/82 
 + 2,625 	 + 42,353,708
 

44,396 270,797,188
 

Collected through
 

6/30/82 
 - 2,896 	 - 24,282,205
 

Balance as of 6/30/82 41,500 	 246,514,983
 

In 18 months the number of 
cases grew by 39%. 
 The 	amount of

delinquent tax outstanding grew by 41%. 
 The 	statistics are
alarming and indicate that strong action must be taken 
to
reduce the inventory of delinquent tax payments.
 

Recommendations
 

1. 	 The reorganization of the Collection Department along 
more
 
functional lines, as planned since 1980, should be
completed as soon as possible. 
One unit, responsible for
 
the administrative collection of all the taxes due, would
be more efficient than the separate Income, Sales and

Excise, and Property Tax collection units.
 

2. 	 Penalties should be assessed on failure to pay tax, and
 
interest rates should equal or 
exceed commercial rates.

This would serve as an inducement for payment of the 
tax
 
on a more timely basis.
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3. 	The legal collection process should be examined, and
consideration given to placing the responsibility for the
legal collection of direct taxes under the supervision of
the 	Direct Tax Office. 
If the legal collection function
 
cannot be moved, the entire process should be examined
with the purpose of developing a computerized file of
cases as they reach the legal collection stage.
 

4. 
Controls should be established for accounts and priority
assigned on the basis of age and amount due. 
A more
accurate 
inventory should be maintained which would
monitor the progress of the coll.ection activity through
the court and permit necessary legal steps to be taken
before 
the 	statute of limitations for collection expires.
 

5. 	Internal procedures for removing, or placing in an
inactive file, those cases which are considered to be
 
uncollectable.
 

6. 	The requirement that personnel in this unit be attorneys
should also be examined as it is possible that much of the
work can be performed equally well by trained technicians
 
who 	are not attorneys.
 

VIII. Delinquent Returns
 

Delinquent income tax taxpayers are 
identified from the
records of OTM by comparing the tax returns filed one year
with tax returns filed the prior year. 
OTM 	prepares a notice
of non-filing which is reviewed by the Taxpayer Register Unit
and 	sent to the taxpayer by the Notification Office of the
Direct Tax Office. 
The 	notice may motivate a delinquent
taxpayer to file the overdue return. 
Other taxpayer response,
such as: business discontinued; taxpayer deceased; 
or no
taxable income, is duly noted. 
However, no action is taken if
the 	taxpayer does not respond.
 

The 	above process will not serve to 
identify non-filers who
have never 
filed a tax return and are not on internal income
 
tax 	record files.
 

Delinquent sales tax taxpayers are also identified through OTM
processes of checking sales tax returns received each month.
A notice is printed for each delinquent filer and sent to the
Sales Tax Collection Unit for review and follow-up.
Generally, the process is slow and more than a month can pass
before the notice is prepared. A better method to 
identify
non-filers has developed in the Sales Tax Unit. 
As mentioned
in Section III, Returns Processing and Collection, OTM
prepares a pre-punched card for each sales tax taxpayer each
month. 
When the return is filed, the amount of tax is
keypunched onto the card and the card is sent to OTM where it
is used to update the sales tax master file. 
At the end of
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the month the only pre-punched cards remaining are those of
taxpayers who have not filed a return for the month. 
The

sales tax collectors use 
the cards to contact the taxpayers to
notify them that they are delinquent. Because of the current
 
economic conditions in Costa Rica, the number of delinquent
sales tax taxpayers has escalated, but delinquent return

filers are not considered to be as great a problem as are 
the
 
income tax non-filers.
 

There 
is also an existing procedure called the preventive

audit. In this procedure, auditors from the 
tax office visit
estaolished business taxpayers and check their books and
records to verify that they are complying with the law by
maintaining proper books and are 
filing the proper tax
 
returns. 
However, in practice the procedure is carried out
only on established taxpayers that are 
on tax office master
 
file records. This procedure should be expanded to all
business entities, not just taxpayers. Also, more use could
be made of import and export records available within the

Ministry of Finance to identify non-filers.
 

Recommendations
 

1. Identifying non-filing or 
delinquent taxpayers for all
 
taxes should he given a higher priority. Responsibility
,Low rzsts with the Taxpayer Register Unit of the Planning
and Control Department, but, 
it should be placed with a
unit imore inclined to have field contact with taxpayers.

The administrative collection staff would be the logical

unit to have responsibility for contacting non-filers.
 

Delinquent taxpayers that do not respond to notices could
be routinely contacted by the collectors during their
 
field visits to other taxpayers.
 

.2. Special canvassing of entire neighborhoods should be

conducted on a random basis. 
Collectors and auditors can
be used for this operation. In 
a canvas all business
 
places in a certain specified area are checked to
determine if the proper tax returns have been filed. 
 Such

activity to identify non-filers combined with interest
charges and penalties on the unpaid tax, will go a long
 
way towards increasing compliance with the tax laws.
 

3. More use 
should be made of records within the Direct Tax

Office to locate non-filing taxpayers. Motor vehicle
registrations can identify owners of expensive automobiles
 
with further checks of tax records to verify if 
they are
 
taxpayers. The 
same records can be used to 
identify

owners of 
two or more trucks or taxis, which would
indicate a possible business operation. Tax records can

then be checked to verify if business tax returns or
employer withholding returns have been filed. 
 Real
 
property tax records and sales and excise tax records also
 can be a source for identifying non-filers. If available,

municipal business license records are also a good source.
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4. Use of the computer for cross checking records 
on a volume
basis, will greatly simplify the process. Work should be
 
done on coordinating the process with OTM.
 

5. Consideration should also be given to using data within
 
the Ministry of Finance such as customs import invoices,
in efforts to identify new taxpayers, and also to verify

taxpayer income and receipts during an audit of 
a tax
 
return.
 

IX. Training
 

Training of employees in the Direct Tax Office is generally
done on ani 
as needed basis. A structured training program
does not exist, nor is there a 
training unit as such. 
 There
 
is a training room in 
the Ministry of Finance which is
available for use 
in Direct Tax Office training. The room
will accomodate up to 40 persons.
 

During 1981 the following training courses were given for
Direct Tax Office employees: 1) Tax law Changes, for auditors;
2) Introduction to Computers, for Section and Department

Chiefs; 3) Professional Ethics; 
for auditors; and 4) Methods
 
of Supervision; for supervisors. 

The Tax Law Change course was voluntary and was attended byapproximately 50% 
of the auditors. The Introduction to
Computers course consisted of 40 hours of classroom
instructions spread over 
an eight-week period and was given in
 an effort to bridge the "knowledge gap." The Professional
Ethics course consisted of 16 hours of instruction. The

Supervision course was cancelled after 
two weeks because
supervisors complained that it did not meet their needs. 
No
action has been taken to re-schedule this much needed course.
 

There is 
a need for basic audit technique training for newly
hired auditors. 
Present practice for newly hired auditors is
basically a form of on-the-job training, self instruction, and
close supervision by a group manager. 
Training in advanced
audit techniques is needed for the more experienced auditors.
 

Employees of the Collection Department receive no formal

training in the specifics of their job. 
They learn by working
with experienced collectors. 
A manual of functions,

responsibilities, and procedures for each unit of the
Collection Department is being prepared and is in the "final
draft" stage at this time. 
The manual will help, once it is
completed and published, however, it should be published in
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quantity so 
that each employee will have 
a copy. Present
plans call for distribution to supervisors only. 
Training in
collection techniques is needed for 
the collection force,
especially for those that will have contact with the taxpaying

public.
 

Computer programmers and systems analysts are 
trained at OTM.

The training is a combination of on-the-job training, combined
with programmed texts and courses developed in house by OTM.
There is no formal management training program.
 

Recommendations
 

1. A permanent training unit should be established and
 
training programs should be formalized for all areas of
the Direct Tax Office, especially in basic and advanced
 
audit techniques. Training courses 
in collection methods,

processing payments, and record keeping 
is needed.
 

2. 
A course for supervisors is needed to acquaint supervisors

of their responsibility for employee performance.
 

3. Training for middle management employees should be
provided. 
The IRS annually conducts a middle management

course for tax administrators. 

4. 
Computer courses in data base management systems are
needed at OTM if progress is to be made in converting
existing systems to on-line processing with a current
 
account record for each taxpayer.
 

X. Recommendations for Technical Assistance
 

A. Technical Assistance - Limited
 

The technical assistance proposed will provide the means
for increasing the efficiency of tax aministration. It
will enable tax administrators in Costa Rica to 
rapidly

identify non-filers and delinquent taxpayers and will
provide for better quality audits of a larger number of
 
taxpayers.
 

The increased number of tax return filers combined with
 
more productive audits will result in an increase in 
tax
 
revenue.
 

Recommendations for the staffing of the Tax Advisory Team
 
are as follows:
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1. Long Term - two years or more
 

a. 
 Project Manager, with general tax administration
 
background, including experience in data processing

systems analysis and/or organization and methods. The
project manager will coordinate the efforts of other
 
long-term and short-term members towards project
goals. 
He will work with counterpart officials to

determine the most appropriate time for short-term

advisors to 
be on site, will prepare the scope of work
for each TDY and will supervise the work activity of

other advisors while on 
site.
 

The systems analysis experience would be most useful
 
in advising in the coordination between OTM and the
Direct Tax Office; and participating in the systems
design with OTM, CIAT, and 
the Direct Tax Office if

the proposed IDB CIAT Project for 
a computerized

current account system for taxpayers is approved.

will assist as necessary 

He
 
to develop cross-reference
 

information systems to 
identify taxpayers and to

provide supplemental data to 
auditors for use in
auditing tax returns. 
He will work to establish a
special group to act 
as contact point between OTM and
the tax ofice ad will work with the group in matters
rea'Lael to. syste{iis analysis anI oranization and
methods type work. 

b. Team member with background in IRS Collection Division
activity including delinquent accounts and delinquent
returns. This individual will work closely with
Collection Department counte.,parts on the
re-organization of the Department. 
The advisor will

work to improve the administrative collection process

so that more delinquent accounts 
are collected at that
level before 
they reach the legal collection state.
 

The advisor will work to determine which functions of
 
the legal collection process can 
be done at the
administrative collection level. 
 He will assist in
developing a method of controlling the inventory of

delinquent account cases, including aging and

statistical management information. He will also
 
assist in developing plans for identifying and
locating non-filers, including sources of information,

canvassing, training of canvassers 
and collectors, and
statistical tabulation of 
results of all collection

efforts. Cnversly, the Project Manager could have the

collection background and the 
team member the systems

analyst background.
 

2. Short Term. 
The following short-term assistance would

supplement the long-term advisory team effort:
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a. Audit adivisors. Two 60 day TDY's and one 90 day TDY.
The short-term audit advisors will provide training in
basic and advanced audit techniques and will train office

auditors in techniques for volume audits of smaller size
 
taxpayers. 
They would assist in developing guidelines for
manual selection of returns for audit and guidelines for a
sample review of audited cases. Time permitting, they
will work on streamlining the appeals process so 
that
 
fewer caseE 
reach the formal appeal stage; and will
develop procedures to datagather regarding cases inappeals, issues appealed, and settlement results.
 

b. Computer programmer/s ;tems analyst. 
Two 60 day TDY's.

The.se advisors would a..ist in 
systems design for new or
rewritten computer applications. 
Will work primarily with
 
OTM counterparts in teaching programming techniques and
developing programming standards and standards for 
run

book documentation. Experience in data base management

systems would be essential for these technical. positions.
 

c. 
Management analyst with organization and methods
experience. 
One 90 day TDY. This advisor will assist in

developing standards and in training counterparts in
preparing written procedures for manual operations inareas to be defined by the Project Manager. 2hanges inexiSting co;,;)Lte, processes, or new computer processing oftax return will result in changes in manual processing oftax returns and other documents. New procedures must be
designed and documented to accomodate the computer related
 
processing changes.
 

d. Evaluator -
One 15 day TDY. The evaluator will assist in
the AID Project Evaluation at scheduled end-of-project in
 
two years.
 

B. Technical Assistince - Expanded 

Expanded technical assistance in tax aministration will permit
more intensive tax administration assistance 
by the inclusion
 
of a third long-term advisor.
 

Under the expanded version, the advisory team will consist of
the 
two long-term advisors described above, plus a long-term
 
audit advisor. 
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The long-term audit advisor will have a background in tax
auditing with group manager or other supervisory experience.

One 60 day and one 90 day audit TDYs proposed under the
limited technical assistance plan, above, could be
eliminated. 
 All other proposed TDY's would be the same. 
a full-time audit advisor on site, concentrated attention 

With
 

could be devoted to the improvement of important basic tasks.
Utilization of time of the field auditors is a problem which
 
must be corrected if audit production in terms of tax returns
examined and additional tax assessments made is to be
improved. The full-time audit ac'isor would work closely with
the Audit Department Chief and the various group supervisors
to improve the quality of work of the auditors and to
institute programs to 
improve the utilization of the auditors'

time. 
The selection of cases for audit and the post-audit
review process would also receive closer attention. With a
long-term audit advisor on site, training classes can be
stretched out over 
a longer period by utilizing half-day
sessions. 
Mornings could be devoted to classroom activity,
leaving the afternoons free for field audit activity. 
Another
option would be for 
more training courses with fewer students
in each class, providing more individual attention to each

student by the advisor. 

Another area which would benefit is the appeals process. Theentire process deserves some concentrated attention.Statistics are almost non-existant, but it is believed thatthe number of cases appealed is high and the number is
increasing each year. 
 The length of time required for a case
to pass through the appeals process is not knowr?, 
but it is
known that collection of the tax is delayed by the appeals
process. 
Reducing the number of cases appealed, or the time
to process an appeal, will speed up the flow of tax payments

to the treasury.
 

Finally, the office audit function needs more than just
cursory attention. 
Office Auditors are actually performing as
field auditors and the entire office audit concept of high
volume audits on less complex tax returns is being neglected.
Strengthening the office audit function will serve to increase
voluntary compliance with the tax laws and should also result
 
in additional tax revenue.
 

Under either technical assistance plan, the IRS Lechnicians

would work in an advisory role only, and would not become

involved in individual taxpayer cases nor would supervise

operational employees.
 

The transfer of technical skills would be accomplished through
day-to-day advisory assistance, and formal classroom and
on-the-job training. 
Each IRS advisor would work closely with
 counterpart officials in planning, developing and implementing
tax administration improvements.
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Training of six middle management officials over 
two years,
through participation in the IRS seven-week INTAX program is
 
also recommended. 
 The GOCR would be expected to pay the
 
international travel costs for INTAX participants.
 

The Direct Tax Office arnd OTM would be required to name
 
counterpart officials 2or the tax advisors.
 

Office space, furniture, full-time secretarial services, and

administrative support for the tax administration advisors
 
would be necessary and could be part of an 
"in-kind"
 
concribution of the GOCR. 
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Attachment 3 
- Budget Information
 

A. 	 Technical Assistance - Limited
 

1. 	Technical Service 
(Man Months) 1st Yr 2nd Yr
 
a) Long Term Advisors 
 24 24
b) 	 Short Term Consultants 
 7 7 1/2
 

2. 	 Total Mission Costs  assume FC-12 and FC-11 employees

each with wife and two high school age children. 

a) 

b) 
c) 

Long Term Advisors 
FC-12 
FC-11 

Short Term Consultants 
Total Costs 

1st Yr 
$116,449 
112,124 
70,811 

$299,384 

2nd Yr 
$113,129 
111,662 
80,727 

$305,518 

Total 
$229,578 
223,786 
151,538 

$604,902 

B. Technical Assistance - Expanded
 

1. 	Technical Service (Man Months) 
 1st Yr 2nd Yr

a) Long Term Advisors 
 36 36

b) Short Term Consultants 
 4 5 1/2
 

2. 	 Total Mission Costs - assume one FC-12 and two FC-11
 
employees each with 
a wife and two high school age
 
children.
 

a) 	 Long Term Advisors 1st Yr 2nd Yr 
 Total
 
FC-12 
 $116,449 $113,129 
 $229,578

FC-11 
 224,248 223,324 447,572
b) Short Term Consultants 41,658 59,898 
 101,556
 

$382,355 $396,351 $778,706
 

C. Middle Management Training
 

The IRS Middle-Management Training seminar (INTAX) is proposed

for three participants each year. 
The seven-week course is
given in the U.S. in English each year at a cost of

approximately $7,000 per participant, not including

international travel costs.
 

D. Top Management Observation Trip
 

Observation trips for four high level officials to visit IRS
offices in the U.S. to confer with top IRS officials and view
modern management techniques at an executive level. 
 Estimated
 
cost: $10,000.
 



E. Commodities
 

A total of $15,000 for commodities should be included in the

budget at $10,000 and $5,000 
per year. The commodities will
primarily consist of training equipment and supplies,

textbooks, and specialized office equipment and/or supplies.
 

F. Consultation
 

One consultation visit per year by the Project Manager to

IRS/W for the purpose of discussing proposed training
 
programs, timing of TDY assistance, and other project

related matters. Cost: $1,500 per year.
 


