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Liaison

The work on the target section of the PROP continues. We have prepared
the target section using the format suggested by the Program Officer which
in tumn is the format used by the Dominican Republic mission. In projecting,
in quantitative temms, the affect the tax administration program will have
on revenue production we have used as a base the GOH's own Tevenuc projections.
For its projections, the GUil has taken inte account the long range affect
last year's hurricane, the war and common marhet problems will have on
the donduran cconony. Conseyuently the GO estimates, that income tax
collections for 1970 will be six million lewpiras less than in 1969 or a 159
decrease; also, that income tax collections will not reach the 1969 level until

1972. Following is a comparison of the two projections:

INCOME TAX PROJECTIONS

1969 1970 1 1972 1973

GOI 42.883.4 36.466.,7 39.106.6 42.611.4 44,649.7
PROP 42,883.4 42,000.0 45.0300.0 44,500.0 46.700.0

The Above comparison shows that our cstimates anticipate that improvements
in tax administration will partially offset the 15% decrease in income tax
expected by the GOl for 1970. Also, that income tax collections will bounce
back to the 1969 level by 1971, Attached is a copy of the table of projections
prepared for the PROP.  Your comments and observations will be appreciated.
SILCA/ICAP/QAS

I accompanied the Director Ceneral, Ifrain Suazo, to the first Seminar of
the Central American Isthmus on Internal Taxation held in San Jose, Costa Rica
from November 30 to December 4, 1970. Also representing Honduras was J.
Virgilio Caceres P. {rom the Superior Council on Economic Planning.




As an observer I found the discussions on tax and fiscal harmonization
as part of the process of economic integration quite interesting. It gave
me some idea of the problems facing the Central American common market.

Much of the work presented by the experts on economic integration was over
my head and judging from the lack of participation in the discussions that
followed each paper, the material was also too deep for most of the Directors
General. As a result, most of the dialogue was aarried on among the expcfts
of the international organizations represented.

The delegates participated more actively on discussions involving tax
administration. Later when the atmosphere was more relaxed they cven ventured
to ask questions relative to the affect tax harmonization would have on the
economies of the common market countries. The notes taken during the seminar
may provide a better idea of what transpired during the first four days. The
last day was used to discussed the conclusions reached. A copy of the notes
for the first four days is attached.

AP

The new master file project is progressing well but still behind schedule,
The chief of tie Processing Department prepared a draft of the returns process-
ing procedure covering the receiving and preliminary review ope.atjons, the
latter is an audit function. The procedurc was well organized and will require
very minor editing.

Three programmers were hired on a temporary basis upon the recommendation
of the ADP advisor. The temporary programmers were needed to prepare the
programs for the new master file systen in order that the project remain
reasonably on schedule. Lipght of the programs for the master file system have
been comleted, however, the quality of the programs will not be known until
they arc assembled and tested.

As a result of extensive planning and coordinating on the part of the ALP
advisor an RPG programmer class was formed. An instructor experienced in RPG
Programming was contracted to give the course. The introductory part of the
course was given by the ADP advisor with the assistence of a representative
from the IBM Co. The course began on November 30 and will terminate on December
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24. Classes arc held in the morning from 7:00 AM to 10:00 AM every work
day except Saturday. All ten participants are employees of the Hinistry of
Hacienda,

A schedule and machine time sharing plan was prepared by the ADP advisor
which was submitted to the Direct .r General and to Cristobal Colén, Systems
Analyst on contract with AID. Tae primary objective in preparing the plan
was to motivate those concerned to began services planning on the joint
operation. The proposal was acceptable to both the director and the systems
analyst and perhaps it 4ill serve as a catalyst to get the necessary planning
underway,

Collection

Because of the scope of work involved the collection advisor, Mr. llenry
Torres was unable to complete the TDA project even though Coburn and I
participated extensively in the project. Most of the procedure has been written
although it still requires considerable editing and thereafter translated to
Spanisii.  All forms necessary for the project were designed and the principal
ones will be printed by the middle of January. The procedure for the first
part ol the project which involves the reorganization of the outstanding
accounts, was prepared and translated to Spanish. After the ADP Department
performs its periodic balancing operation the general file will be sorted
into three classifications; Wotice Status, Lelinquent Accounts and Inactive
Accounts. Attached is a copy of lr. Torres' closing report which provides
more of the details,

Since the wmmplementation phase of the TDA system was also to be used
as a period of on-the-job training and since: there still remains much to be
done in preparing the final procedures we asked AID to finance a short term
collection advisor for another 60 days. What we have in mind is to oring
Torres back, if he is available, for two months to complete the job. Should
Torres not be available then perhaps ITAS could look for an alternate, llenry
Torres mentioned at least one bi-lingual person from the L.A. District who
he would recommend and who has a background similar to his. That person expressed
an interest for a short temm assignment. The ideal situation, of course, would



be for Torres to return so that lost time could be kept to a minimum,

Public Relations and Taxpayer Lducation

We have assisted in the preparation of a tax calendar to be distributed
primarily to businesses. The tax program provides some funds for printing
costs. Originally our plan had been to use the funds ($2.000) to print a
pictorial pamphlet for distribution to the general public, but because of
political overtones -- Honduran planes straffing Salvadorean supply trucks --
AID decided against financing the printing of the pamphlet.

Conrado E. Longoria

Enclosure.



Conrado L. Longoria, Sr. Tax Advisor December 14, 1970
lenry Torres, Collection Advisor
TOY Assignment Report - sSeptember 12 to Decewber 10, 1970

2) 1.
sackground

My assignuent to Tegucipalpa, iionduras, was primarily intended to
accomplish two objectives. Tne first objective was to train persomel
responsible for the collection of delinquent accounts; the second, was
to accelerate the cellection of delingquent accounts, Accomplishvent of
these two objectives was predicatad on: the assumption that previous tax
tean studies and recomendations in this area would provide 4 good start-
2 peint, that the i had partially iapleosented the recomendations ;
and, that the tonduran Sovernment had a workable taxpayer delinquent
accouitts syston,

After a two-veek stuuly of the existing collection systeia, together
with numerous discussions with both the tax team leader and the Section
Chief of the belinguent Account section, it became apparent that the
objectives had to be revised to accoinplish the following:

I. wevelop and iplesent a billing and collection systei: for current
accounts and for delinquent accounts of taxpayers; viz,

(a) dotice Accounts

(b) Taxpayer telinguent Accounts

() Inactive Accounts
2. Prepare the necessary procedures, processing tecuniques, and forms

for an office collection systan of taxpayer delinquent accounts.

(1) Uffice Processing of ToA's.

(b) Procedures an Transferring accounts to an inactive category.

(¢) Designing and printing the necessary forus for an office col-

lection operation.

(d) Prepare the necessary recommendations for the additional office

equipment required for an efficient office collection operation.



3. Prepare a manual for reference and training purposes incorporating
the procedures described in 1, and 2. above.

Findings

The current system of collection in effect revolves around one
gipantic veneral file of all outstanding accounts. This system does not
provide for any identification of the various accounts as to age or status
in the collection process. Conscquently, the file contains 1970 billings
as well as billines going back for a period of fifteen years or rore, and
the file docs not provide for identification of the various accounts as
to whether they are current, delingquent or inactive accouats.

The departamento de Conputacidn lectrbnica (PAD) initiates collection
action by preparing o aotice or bill In duplicate of the tax owed by the
taxpayer. One notice is mail®to the taxpayer, while the other is filed
with the taxpayer's individual tax return.  Approxinately 21,000 notices
arc mailed annually to as many taxpayers.

PAD also prepares o collective inveice in gaintuplicate, which contains
all taxpayer's accouats sevviced by a desipgnated bank., 7The five copies
of the collective invoices are used by the respective banks and the tax
agency to control and process thc tax payments.  As nart of the billing
process PAD prepares [34 cards in quadruplicate. These cards contain
ull the infommation relative to th.c billings and to adjustments thereto.

The cards ara used by both the banks and tax agency to control and process
the respective remittances; but in addition, one of the four T8 cards is
used to cstablish the peneral file of outstunding accounts mentioned
previcusly, Tie file called "Fichero de Tarjetas de Cuentas Pendicutes Je
Cobre ' is updated periodically using the payment information received
from the bank through the Accounting Section, The updating is accomplished
by pulling the IR cards from the cencral file, and by preparine new T3
cards on thosec accounts with partial remittances.

The collection of delinquent accounts, under the present system, begins
with the receipt by the Scccibn do Apremios (Collection Section) of a print-
out of all outstandiny accounts. The printout or register, referred to as



vQuentas Pendientes de Cobro,' is prepared each wonth. The Section Chief
reviews the printout; crosses out accounts being worked on by the section,
accounts that have been collected, and accounts previously determined to
be uncirllectible. From the renaining accounts, those that offer the
sreatest potential for collection are selected for collection action.

e selection is done using the following criterion:

1. lLarge outstanding accounts

2. Accounts of taxpayers with lnown enployer.

Large outstandine accounts are assigned to investipators for field
contact and investigation. Accounts of taxpayers who arc omployed arc
piven to the office secretary for nreparation of notices of levy.

Theseecisn de Aprenios” is located in an of fice at strect level which
is very convenient for taxpaycrs. The staffine of the section consists of;
one section chief, a sccretary, and three investicators. Two of the inves-
tivators are stationed in Terucigalpa, the third is stotioncd in San Pedro
Cula. The Sectlon Chicf, Sr. Jose v, Martinez is youny, encryetic, resournce-
ful, and has impressed me with his overall approach to collection and its
problems. e is handicapped only in his lack of exposurc to a truly effective
collection system, and as o result some of ny wroposals vere totally new
to aim.

Tue objective of the vseceidn de Apremies’’ is to contact delinquent
taxpayers and direct ther to make their tax payments to their local depasitary
apeat (ank).  They accomplish this objective through oral norsuasion,
pointing out the courscs of action available to the povernaent if the tax-
nayer fails to meet thg¥§ leral oblications, Toe collection authority of
the pirector veneral In the collection of taxes is very restricted, limited
to levy actinn on salaries and on accouits receivables and then only with
respect to income taxes., All other cnforced collection process must be

done through the Attornzy feneral.

Recommendations

In view of the lack of personnel available to the "Seccibn de Apremios,”
and the overall funding problem, the thrust of my recommendation is designdng
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a taxpayer delinquent dccounts system, geared to expeditiously close as
many accounts as possible using established office procedures.

Part of my recommendation, copy which is attached and made part of
this rzport, is the reorganization of the "'Fichero de Tarjetas de Cuentas
Pendientes de Cobro.' This recommendation was a tean effort involviung
both of my associates, here in ilonduras. ?hrio“thurn, A Advisor, whose
services were invaluable in providing the necaessary technical AP knowledgee
neeled for desivning a workable system. Conrado L. Longoria whose expert
suggestions and assistance were instrumental in producing clear and concise
procedures and instructions.

The reorsanization of the accounts veceivable file, will consist of
classifying the accounts and setting up three separate files: Notice
accounts file, delingueont accounts file, and an inactive accounts file.

The objective of this reorpanization is to establish an accounting systew
which will reflect the status of an account, whether it be in current,
delinquent or inactive status, In addition, the reoreanization would
permit the ovderly nrogression of accommts (Jdenending on the collection
status,

Incorporated in the shove recomncndation is the preparation of the
taxpayer delinguent account notice, and the procedure for transmitting
the notice to the “Seccidn Jde Apremios.”

The second part of wy recoimendation, which in effect is a continua-
tion of the first part, involves an cpevational systew for processine and
othendise \disposing of taxparer Jdelinguent accounts Ly the 'Seccidon de
Apienios.”  The procedures, instructions, and necessary forms, were develaped
as nreviously indicated to assist this section in closing as nmany accounts
as possible by established office procedures., Ia Jdeveloping the procedures,
I worked very closely with “r. Longoria, Tax Tcam Leader and “ir. Jose I,
Hartinez, Section Chief of the Seccibn de Apremios.” This approach I feel,
enabled me to keep uy feet firmly planted on the ground, and as a result
we were able to developed a workable, realistic, collection systen, uniquely
suited to Honduras.
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Probleris

The wmajor problem encountered, was that it took longer than anticipated
to forwlate the required taxpayer delinguent accounts system, with all
fts ramifications. Consideriny tihe tine and money exrended thus far on
tie project and to assurc that implementation is properly carried out it
would Le highly desirable tiat a collection advisor Le assicned, full
time to puide the project throuph the critical bmplewentation phase.
Another problens that affected the time plar vas the unavailability of
fwds to finance the priuting of reguired forms. This appears to be a
tenporary probles, the ratter was discussed at the closing conference
with the birector lencral ihio iadicated that fwicis would be available
for the aext fiscal period, besinning on January 1, 1971, ivic to the
delay in securing the necessary foras required to implement the taxpayer
delinyuent account system, a decision was made to nostpone the reorpaniza-
tion of the master file wutil January 1971, It iz Jdesirable to conduct
the reorpanization of this file, inmediately prior to the preparation
of the TDA asserdsly, as part of the overall implementation of the new

TDA systew,
smmary.

It is essential that a follow-up be maintained on the printing of
tie new collection forms, so that the tarpet Jate sct for late January
1371 for implerentine the new TDA systes can be rmet,  Alone with this, it
would oe desirable, if not indispensatle, to have a collection advisor
assigned to Teruciralpa, vonduras in carly Jawuary 1971 to sunervise the
actual implenentation,

I vould also reeonamend that continuous discussions be maintnined
with counterparts on all aspects of the new collection system, in order
that possible problem areas can be identified and to assure complote
support froin then,

In closinn

i

General, Sr. Yon iifrafn j3uazo, Sr. Juan H. Chavarria, Sr. harillas,

I wish to express my sincere gratitude to the Director



$r. Cesar A, Ruiz, Lic. Roger Perez, and ESpecially Lic. Jose E.
Martinez, Section Chief of the ""Seccidn de Apremios,” with whom
I worked very closely throughout my stay here. Also, T would like
to single out Conrado L. Longoria, and 'arion Coburn, the tax team
members, who worked so closely with me on this project, and guided

a novice through his first overseas assignuent,
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Nonday Morning MNov. 30

= Qutierrez Luna, Director ICAP nade opening remarks.
= Ilugo Daldarco, Director CIET also addressod the delegation
= Barghona, Minister of Economy and Finance officlally inaugurated the
meeting.
After a short rocess the delegates decided manner in which work would he
carried out. Director of ICAP would be lcader or moderntor of the debates.
Panamp recommended an alternate to engure continuation of business.
= Director sugpested delegates be separmted from observers to permit a
botter exchange of ideas.
- Work program was apreed.
=~ Papeors wpuld be presented in summary only. A work group composed of two
or three delepates and one or two advisors would form a conclusions com-
the tonemsions
mittez‘ h will be distributed to all maubers.,
= Da Silva ~ reparding fiight tickets said that through administrative pro-
blems and Thanksgiving Holiday *hoy goofed in getting tickets to delegates.,
Review was mande of the recommendations made at the Yirst fcgionnl saminar
on fiscal administration of 1964 and at the first meeting of Directors
Genoral in 190G, Thoso recommendations mere:
I.- Regional Seminar on Fiscal Administration.
A.~ Tax Policy
(Bee document 4343)
B.~ Tax Administration
1.~ Codify a1l tax legislation.
2.~ Initiate extensive campaigns of taxpeyer information
3.~ Prepare manuals on adninistrative procedures.



4.~ Previde wore suthority to tax sgemcy to faeilitste aduinistration.
3.~ Improve competency of tax egency employees.
é.,~ Create a training centor for tax agency employeas.
7.~ Decentralization of operations and of suthority at the sanme
time to centralize tax administration.
8.~ Eatablish automatic deta processing systems,.
9.- Provide more stability to the organizetion and its employees
through legnl desposition.
10.- Establish a cross control system.
11.- Gradually transfer the collection of certain texes from
tax office to banks.
12.- Bstablierh a greater exchange of information on advances made
in tax administration.
11.-First Meoting of Diractors General of C. A. & Panama,
A.- Tex Policy
(Bee document 4143)
B.- Tax Administration
1.~ Promote uniformity in methods and administrative procedures
conducive to a more efficient administration.
3.~ Zstablish o system for the interchange of information hotween
tax agencics of each country.
3.~ Centralize tox administration into two components one for
internal revenue and the other for customs.
4.~ Establish within each tax sgency a& planning unit, and an onl
and technical studies unit.
8.~ Struoture the aduinistrative organisation on s fumctionalbasis

and not by tax.
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6.« Establish permenent systems for the disemimation of information
concerning taxes.

7.~ Docentralize the functions and at#ributes within the tax aduin-
istration in order to bring ebout the necesscry reforms,

8.~ Provide adequate services for the prescentation, and simulta-
neous payment of returns and adapt tho legal end administrative
aspects that will assist in the voluntary compliance of tax
obligations,

9.~ SBtrengthen tho collection system by improving eccounting methods
to deternine the tax owed by taxpayers ond accellerating collec-
tions through specialiged cuployecs.

10.~ Establish a complote master f£ile of toxpayersa.

11.~ Adopt legal measures that will facilitate collection of tax by
levy and seizure of assets of dolinquont taxpayors.,

12.~ Adopt and apply a definite policy concerning penalties and abandon
the practice of condoning penalties and interest.

13.-Review claims procedures, so that T/P's can expect Jpst treat-
ment and that the claims procedure is not used as a mean of
delaying the payment of -taxes.

14.~ Devolop adequate statistics with which to evaluate the adminis-
tration, plan its effects and inform the public and other fedoral
organizations.

18.~ Efficient use of ADP equipment.

16.~ Rstablish a personnel program that will bring about institutional-~
izsation of & career and merit system assuring a level of cougensa-
tion in accordance with ocapabilities emd respomsibilities ot

employees.
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17.~ Provide for flexibility in the organization so thst there is

proper utilization of human resources.

18.~ Incresse level of sompotency of tax agemoy employees.

C.~ Integral program of technical assistance and of personnel training.

1'-

30"

30"'

Raecommond that ICAP iuclude in its program of tax administrg-
tion specific aspects on teghnical assistance and training of
personnel of each country in its five-year plan,

Take into account the recommendations made at the regional
seminar when planning national improvoments.

Dovelop a regional plan to coordinate technical asaistance through

SIECA.

Give tochnical assistance to countries in accordance with priority
needs.

In the training of personnel take into account courses at the

following leveols and objectives;

a) Regional courses to form technicians and high lovel administra-
tors.,

b) National courpes for tax administrators of middle~upper levels.
c) National courses for the training of employees in administra~
tive practicos.

Program regional and national sominars to diocuss tax adninistra-
tion thomes.

Directors General should have annual metings to evaluate progress
of plei:s, make necesrary changes and fix priorities with respect
to adelnistrative needs.

A work group was formed to determine the exteat of progress mede

and to Teassign priorities to those recommendatioms still peading.



Nonday Afternocon - Novamber 30,

= Ba Silva -~ Fiscal harmwonixation in the area of integration processes.
Possible Outline of a program in Tax Harmonization in Cemtral
America ( Unnumbered document)

1.~ Harmonige indirect tax systems sttompting . uniform application to

facilitace and promote regional trade.

8.~ Bstablish tox conditions that will permit graester movement of capital

within the rogion,

3.= Achieve neutral tex systems that will not interfere with rational

location of investment.

4.- Emprove tox administration so that theoy will function efficiently and

in harmony with the stated objectives.

BIECA asked that ench country review the proposals and conscientiously
indicate %hat arcas ere important. The document presented is an advance
presentation of what 0AS will formerly propose to the €, A, Countries,.

There was nn oxchange of opinions concerning the Bole of foreign ndw;':lsora

vs. National advisors. Some delegates complained that féreign advisors made
studies, presonted in beautiful paper and then were abandened by the host
country. Jose Young of Panama backed Bill Newnam's rccommendations for
dnstitutionalization establishing orgsnizations within the Ministry, For

tax policy e rescarch group st the level closest to where tax policy is set.

At the Director General 1level establish a Plenning Office; a staff of legml
advisors to work on logal pyoblems affecting tax administration; and, a train-
ing office.

The conclusions woere that the institution rather than imdividusls be respomnsible

for carrying our improvements recommended, This is particularly desirsble due

to many changes in management.
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Da 8ilva then made a comparison of the problems of the Bemolux countries
and those of L.A. They nre quite different. Nuropesn countries were already
develuped when the common market wes formed to create new opportunities for

investment.

_'l‘gg_____m; - December 1. Document 4185

Da 8ilva ~ Classificatién Batin<americana Comun de los Ingresos Tributarios
y Paratributarios (CLACIT) Developed by Dept. of Finunces, Joint
Tax Program SEBA/BID. The idea of CLACIT is to standerize account~
ing to permit international analysis. The system can be used in
congjnction with existing accounting systems. It permits tax
structure analysis at international leval.

In the addendunt to 4155 the budgets of Costa Rica,Honduras,El

oL Shaven
Salvador, and Panama/ Mast breakouts worked out very well,however,
improvements could/::de by further detail, i.e. Income tax should
be broken dovn to Individual and Business profits.

The information wopld be submitted to BIECA by the Iatthus
Countrics and Panama. SIECA in turn would prepare consolidated
tabulations and then make them available to each country. Advisors
should help cach country set up the CLACIT systom. Costa Rica
and Honduras stated that it would be possible to furmish tho
statistics. Pansma thought it double work because of having to
work with two classifisations. OAS representatives tried to oxplain
the roalaimplicity of the system. It merely requirsd tsking preseat
data and pouring it into the CIACIT classification. This oould be
done by the statisgical sectiom. GCosts Rica's only ebservation

was that the CLACIT was breader than the jurisdiction of the
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Pirector Gemerals of Internal Revonue,

OABS fusther rocommended that SIECA provide the forwm for esch countyry
to £411 out, Dz Silva said it should take no more than fifteen
minutes. Countrdes should ranenber that they are conzumers as whll
as producors of information. Sountvies would be intarested in know-
ing hom they oiack up with othor countries. The form propared by
SIECA could act the formet for cach country cross refercncing the
national claanlfications to tho CLACIT classification. SIECA could
send compllatiuns domodiatoly to oach country showing both the
country's monetary unit and also a comparison shouing a C.A. monetary
uni.t,

The iden wan gaerally accepted se Guticrrez luna formed a work
group cmpasa of nembors from Panasg, Costa Rica, and ?

to dravw up recownondations fox sdoption of the CLACIT system.

Jgnse Acosta - Docunmant 4145 - Comparative Analysic of Model Codeo with existing

codes o projoects.

Tho Tochnicnl am! Conceptunl espects are primary tasks to be under-
taken in tax horuonization., Coupmrative studies of the tax systoms
ara a good pharg 2 erprt. The study concentratos on substantive norms
leaving ponplties for lator. Ponaliies need not be ideoticnl meraly
compatible, El Saleador wes not included in study because uf absence of
2 code, All other countries (C.A.) have codes or projects.

Nicaragua aid Pansas have codes. (vota Rice, Guatema’a snd Honduras
have projects. ¥l Salvador hes no code. Kl Selvsdor submit a com-
pllation of its existing lawvs in order to proceed with @ regiocusl
comparative sualysis. Suggested measures necessary to adveance the
vork {n this ares: PFerticipation of legel sdvisors, & specialised
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technical group to formulate concrete recomnendations, promote ada,
tion of crdification projects now under stpdy in Costa Rica, Guatemsls
end Hondurss, cooperstich of El Salvador in submitting compilation of
its laws, conciliation by advigory organization of the studies on
tax law,
Conclusions
1.~ It is posaible (o sonoélidate the basic norms of tax low in a
legal group on genornld application of taxes.
2.- Nicaropuan nnd Panamanean cndoz do not contain important nomms,
8 reexmniuntion of its tax leglslntion seems in order

Iads Illpnes -~ ORA
Noed for codification is recopnized by most countries. Illpnes dis-
cussed bess way to appronch harmonization. First codify all national
laws thon aiteapt the harmonization.

Jose Bordon - ORA
Discussed procedure and plonning that weat into project to dodily
tax lovs 67 Costa Rica. He stated abjectives whichin genernl were
to improve Adniuistration and cquity iu epplication of lows. With
a fow cxcoptions penalties are appiied hy the tax agency &= for
better adninistration. Specipl pennliies or outside juricdiction

of tax agoncy.

MLO Fu,}ardo

Ga¥o brief history of codification project. Mo new taxes of increase
oxisting taxes until administration improved. Through cooo)tux
sgency acguirod newpowers but at same time gusrantees for taxpayers
were included/ The code has nwaken interest in tax law by 81l com-

corned. In the university it is required subject. Eneviedge of tan



laws will be more generalised, taxpayers botter advised,befter
compliance of tax laws. Fsjardo discussod administrative procedure
on asseasasnts/ Tribunsl Adminirtrativo first hears case,taxpayer
nust pay 30% of assessment, this roduces delinquencies. 13% of
assessments are abatod by Tribunal Administrativo.

éazvaémnsked that Honduras and Guatemsla give stntua of process to
codify.

Efrein Suszo - Honduras

DGT began with income tax later expanded to cover all internal taxes.
The neod to codify become very apparont. OAS prepared a prﬁject
called "ty pencral de aplicacibn de impuestos”. This will un-
doubtedly be the bamis for the code. Internol political probloms
somaetgnes provent tnx legislation. Minister have to search for the
right time to submit tax legislation.

Edigon Cnnzzo - C X A T

Code 1o desirable to put tox agency #nd texpayers on the same legal
plana. It would dispol idea thet tho cards against the taxpayer.
The existence oi a code i8 a renl advontage to tha privete sector
in this sense.

Guatemalas - Mr. Santiago Costiilo
Very litfle progress. A projoct hes been in mill since 1987. The
completed projcct was proesented to Ministry and later submitted to con-
gress vhere it seems to have stalled. Project will probably continue
to speep. Perhaps it would be opportuue to review it snd compsre
with Oosta Ricen code. Guatemals resognizes need for code, curreamt
tex lawvs are very old and difficult to edminister. The code will

improve this eituation.
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Ogear
General Principles in Tax Harmonimatioa
2.~ Principle of country of destine applies whem goods comsumed im the country

are taxed whether imported or produced by the country and tho goods aported

are exempt. This principal has following affocts:

l.- Limits free trado if tax on imports frou the region are collected by
customs. This could he overcome if the tax is collocted at time ssle
is made within the country.

2.~ It will not affect competitiousness of regional products unld outside
the reg¢gion.

3.~ True consumption capacity of each country is taxed.

4.~ Gonerates more taves for less developed countries.

Principle of country of origen consists of taxing the pwoducts in the

country in which produced. Under this gystiem exports are taxes but not

the imports. 1If this principle is adopted it would eventually facilitate
fre trade hecnuse intra-regionsl customs sould not collect taxes. It
would however, bring about following disadvantages:

1.~ Rerrdonsl production would be less compotitive in the intornational
market,

4.~ It could place netional or regionsl production at disadvantage with
third countries if the tax is groater than the import duty.

3.~ less daeveloped countries would be gt o disadvantage with nors developed
countries bocause the taxable base would be less to the extent the
commorcial bmlance is unfavorsblo,

4.~ Taxes would Lave to be the same in all member countries which would

make this revenue source rather rigid.

Nonduras and Nicarsgua have a single stage sales tax system which is yiclding
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gved revenue. Oustemals has a 1i% cescading(miltiple stage) system. Its .
very effective,yield low.
The general import of seles taxes on harmonimation. In general a cascading tax

system may be dissdventsgoous to naticasl production. In El Salvador the rate
oF /Y mas Iobu nervaan

e eme WR ‘' . ER4-. L ohes

hundd¢ed. The former low rate did not revesl the problom that roally oxisted.
Costa Rica, Honduras snd Nicaragua now have a single stage syston. Panams,
Guatemala and El Sslvador have a stanp tax type of tax not an independent sales
tax law.

Honduras began with a singlo stage tax systom, lator went to a hybrid single
stage and velue odded. The result was to roduce the numbor of responsibles for
tho tax. Howover, ii becomes a littlo more difficult to mdminister the value
sdded tex. The question onrisos as to the logic of the value addod hybrid
syastem, beocause since 1t falls on a merchant with lower sales it would seem

that level of merchant would be less oquipad to carry good accounting records.

Mr. Carlos Muniz - 1olatod Nicaraguan sales tax experionce. The problems were
minimal. The tax agceacy dovelopod a wastor {ile of responaible. There are

633 enrollmonta. A nrohlan arese in that imporiers of raw meterials were enrolled
and not required to pzy tox. Muniz fecls thure is evasion #ith theso igporter/
manufacturers and asked for comments on his problom. No comments were made.

There followed nu:h discuarion concerning which principle is best. Some favored
blouring up customs bocausc they arc a nuisance, anyono traveling can readily
rocognixe the insonsenicuce they create.

Dalegateos did not arrive ai any concreto conclusions. The work group will

submit a sories of conclusions to the delegation before the end of the coafereace.
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The discussion centored around tho nany varintions in troatment give: to tex on
income that affect tho haruwonization spproach. Thore ere conceptual differeaces
that azfect taxable income. There are elso differencoes in the bagic levels of ta)a-
tion, Also, there aro difforonces in the nany fiscal incentives of each country.,
There were discussions on the principles of taxing income; i.e., tho ﬁhﬂnotpio
Mundial™ ond the "Principio Territorial™,

With respect to deductions thore are slgo nany difforencas. Deprecintion was

cited as a good oxnuple, this allowanco varios from country to country,

Its important that foroipn companios who awve vory mowile and invest thxoughout
Cantral Americo pracoive cqual tax treatment from cach country.

Sunzo of Honduras gove n bricf outline of how incone tax operates in Honduras.

Antonio Remiresz of Kl Salvador, exprossed in hiy opening remarke that he was

much ot g icse notwithatending the brillisnt presentations. Ho was not ap woll
preparaed as those presenting t¢he papors. He went on to give hig concept of tax
on business profit tax,

He sought answers on liow much to tax each type of activity taking into account
the effect this has on the cconoy. El Salvador has a particular problen of
davelomment, They colfar incemtives primarily to tho agriculture soctor. Each
country hae its own problemsthorefore taxes eccordingly which wakes tax harmoniga-
tion very difficult.

Coralis do Morono of Panamn ~ Gave a series of rossons why Papama usos the "Prim-
cipio Territorisl" and not the “Principio de DonidiBio”. The latter would put
national firms et a disadvantage in her epinion.

s8 Jordin - GAs

Asked thet X1 Salvador tell its experience on using the principal of "Remts
Mundiel”,
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Bue to tine limitations the cheir opted to go shesd with mext peper;
Kl Convenio Centroamericano de Incentivos Fiscales sl Desarrollo Industrial™
“Wentral American Agreement on Fiscel Incentives for Development of Industry"/
The narrator gave a bricf cxplsnation of tho agreement; its history, actusl benefits
snd coordinstion.
Fiscal incentives aro tied in to important taxes that apply to raw nntorisls gnd
equipment. This is gcnorally true because important duties are relative bigh, mo
countrigcs provide full arc partiaml exemptions to new industry. The Botter approach
would he to lower import taxos on that type of material to reduce number of special
roqueats for exemptions by industry.
Incentives aro spplicd to bases not ontirely clear. It would be intercsted to
hear some dialogue on the subjuct., Nicarsgun suggosted that countrics of the
Common Market make an agraemcnt with US concorning American investors so that
Fiscol Incentives for US firms do not pluce the ¢ countries at a disadvantage.
Each country uses incontives (o ntqﬁct new investment. Theso plso imply makket
cuarantees. Gearantcos are gccomplished by placing import quotas on that ceftain
product. In Panoma rev notorin)is oxempt for now industry. Tho market guarantee
is assured by impori quotes or by high import taxes. There is an avarancss of
caplital flight however, it is con?pennatgd.by savings doposits which arc tax oxempt
a8 are certain bonds, Problaua/:;o‘:o wvhon speoinl contracts between f£iim and
govormment establishoxt Mt&: rate$: Panama feels thet US firms don't care vhere
or toc who they pay taxcs it chould therefore be the host country that receives
the revenue.
ICAP anid 18 had studied the spplication of the countries of Loy de Foncato Indus-
trial and of the agrooment on fiscal inceutives.

In some countries tho directors gemnerals do not have voice mor vote oa fiscal
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incentives. There 10 also a lack of organization to give life to the w.
Aduinistrators should be morc interested in fomsuting industry because it e#ll
have @ -Sm effoct in the economy of each country.
Suamo montioned that directors are cslled variously collectors or diroctoms of
rovenue. In Honduras through sudits the adninistration determinod how incentives,
are boing used, by firms which enjoy them. He asked what controls coculd be sug~-
gouted to control tho incentives given to forecign investors so that national indus-
try i8 not placed at a disadvantage and at the seme time guarantee the continuation
of the forﬂdgn company. Tho reply was that the ogrocment did not troat this issue.
On the quostion of how countrios assmre that tho tawx that has baen exonpted ia not
paid to the country of origin, it was recomacnded that attention be given thio issue
at the time tho contract i1s boing prepared.
Adninistration and evaluation of fiscal incontives will be discussaed at the CIAT
Seminar which should provide some answors a&tuc directors general.
On equalired dovelopmont ~ Bl Salvador wentet an oxplanation of this concept. The
idea is to give preforentinl treatment to lous davolapmd countrios,
Do 81}va - made a very good oxposition on the pros ami cons of fiscnl incentives.
His presentation is to bo reproduced and distributed.
Honduras said that an evaluamtion should be made of the incentives. From these
¢valuations could be learned which incentives are no ionger ndvantagces to the
rogpective countrios.
Tributacidn Dol Capital Extrenjero
Taxation of Foreing Capital
Document (4161) no digoussion was held on this subjoct.
Acosta la Multiple Tributacin Internacional; sus Zaplicagiones em Relacibe a
lon paises del Istmo Controamericano.

Multiple taxation 18 o groat®e barrier to £ree movement of capital. The regiom s
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o importer of cepital. Double tamstion ocours whan the capital emportisg coumtsy
tanes under the principle of "Rents Mundiel™ and tho Capitsl fmporting coumtry taxes
under the principlc of"Renta Territoriall This conflict more gemerally ocours om
income tax.
Much discussion was hold ovar the two principles somo delegates felt that the
capital importing countrics siould tex and the cepital exporting countries should
m tho tax, to further holf devoloping countries.
The chair goked the Y.5. dologation to comaent on their feelings on double taxation.
Ormerod, Nownsnm and Gonzalcs all oxpleined that the subjoct/::latad to tax policy
and thoreforo did not feel froe to comment, There wos further digcussion on the
tvo principles. Pepe Acosta wede & the point that the ones that must adjust to
the problem are the capitol iuporting countrics bocause it will be illusory to
oxpect that capital iwportin;; countrees change tholy tex lepislation.
Da S1lva - Asked Nicaragua to commont on the ides that SIECA and ICAP colloborate
o n project madel on Income {ax with tho first objective to establish rates and
the oecond to ostablish fecormionded incentives. Tho project would ba & preliminary
project which would bo distributed for evaluption and approval to each country)
then converted into o wadel which the countyries could use to gredually change thetr
logislation, The chnir eloriyied that there would be no committment made by
countrics upon approving tha preparation of a firpt project but mercly using the
approval of the delogativn so that the projoct can be initiatod by tho interna-
tional orgenizations. No vote wes taken, but thero vos gonersl egrocmont that
I1CAP, SIECA proceed with the project. De Silva cadd the AID/BID Joiat Program
would offer its full support in preparing the proposod menusl.
Da 8ilva almo proposed that SIECA and ICAP nake a study of incentiveo and he as~
gured that relatod information conserning US could be rsadily obtained.
Also that information be gathcred to prepare a model contraot betwesn capital
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wucauummqmmm. The one prepared by UN was
mmlummmwmﬂmwmmtmw'tu

Iatin Americe.
ol
A work group was formed to cummmarize the conslusions/today‘'a proposals,
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Dasis for improvement of Tax Administrstion - Document No. 4184

Thursdey Moraing  December 3rd.

It is very ditﬁcult to rely ong'em a way of solving fiscal problems.

The best éﬁéy&:“to improve administration thereby improving complisnce and

at the same !reduce the cost of adminisiration.

Thée is not a now theme many recommendations have proviously been made

Nowevey, not many of these recommendations ha¥We beem put into practice.

Honduras hes made some in-roads as has Panama and Guatemala but there

remains nuch to be donc. Some of the remarks will not always apply depending

upon tho progress made by each country.

Split Administration-

There mk still remains the problems of split administrationI:ixas. Bome

countries still maintain two directorates one for direct taxes one for indi-

rect taxes.

= 8tructure by function rather than by tax.

=~ Need for delegation -~ liigh levels of administration are handling ordinary

operations. This detracis from thoe true work of administering the overall

pperation.

= Insufficient Support =~ High levels of the administration need more support,

additional units such asi

8.~ Programming

b.~ Tax Btudies

c.~ Statistics on Taxation

d.- Systemfzation.

9.~ Taxpayer information ~ need to arouse a tax conscientiousness in the
public.

f£.~- Training.



- Need for operatiag manusls.

- Salary Systems - This 1s a very serious problem in the public sector but
most particularly for tax administration. Anyone involved in collection
gshould be well paid because from his work results the revenue for the budget.
Attrition leaves the least dosirable employees, the better ones, seek improve-
ment snd botter salaries.

~ Excessive Glographir, Centralization - District Offices have bery limited
responsibilities.

- Deficlencies 1n control over tampayers

ARODY Robles of ICAP made a strong recormendation that each tax agency
astablish a technical group with sole objective to improve tax administration.
Group should be composed of highly specimlizod people im, sudit, reglsters,
accounting of taxes, data processing.

In looking at the organization the following aspects should be considered!

Consolidation of the various taxing entities.

Director ot Taxes should have a high level position within the Ministry.

There should be a cloar distinction in funetions

a.- Management Area
b.~ Advisory Area

c.~ Aduinistrative Area
d.- Operations Arom
Already mentioned but a point worthwhile repeating is the personnel problem.
Tax agencies should have very shrict selection procedures. Many high makmstimn
employees with responsiblai jobs hlvo:%ékndlrd educstion. #alaries are very
low. Rven when Civil Service and job classification exist these do not adjust
to reality. Many euployees are hired because of political pressures. The

better employees leave for ,rivate industry. In general there are mo



retiremnent systems.

Illanes said Honduras had made great progress in most points mentioned in the
document. That it was a sink or swim situation brought sbout by s decree to
regrganize. He favors violent changes rather than piece meal structurel
changes.

Gnazzo said tax audministration is a means to an objective in many cases the
#dministration cannot execute the tax laws pagsed bym the country and ceases
to be the means and turns into an obstawle.

Pangna sai& changes must be agreed upon at higher level agreements are hard

to get. There is much resistance to change. Changes in management leave
many plans on the cbuuﬂﬁ”? board. Changes must be made very slow, violent
changes cause chaos, Changes made in Paname were made very siow and insidiously
Also important is that planning groups be established to make constant neces-
sary changes, set goads, control production. Without the planning group the
tax agency will be hard pressed to meet its goals. Panama has an organization
by tax rather than a functional organization which is working very well.
Regional directors have been given more authority. There are organizations
at the national levels that control the operations of regional offices.
Decentralization requires centralization of controls.

Panama askedst what level control of exemptions should be placed. The reply
was that it would vary according to the structure of each tax agency. In the
case of Panama perhaps at the normative level.

Da Bilea said probably the best way to improve tax administration in central
aaerica 1s to employ more women of the caliber of Coralis de Moreno of Panama
(the compliment was well deserved).

Suszo said we should determine how to g9 about putting recommendations already
made 1nt6 practice. :yttnu changes made by Directors General mag cost him

his job unless he has full backing of the Mimistry. The Mimister must also
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have the backing of the Presidengy, MNonetheless changes in legislation are
very hard to bring about because one has to rely on the varying interests of
the congress.
Virgilio Caseres indicated that one of the most important gactors is well
trained personnel to carry out the work of the tax egency.
Newnam made the observation that exemptions ere strilclly saudit problems and
therefore belong in nudit. He further stressed the need for a planning group
and n legal advisory unit. Paper shuffling takes up much time that should be
dedicated to compliance. Normen Nowak's book says" the work that comes to
you tends to drive ~ut the work to which you must go®. The quote by Newmem
was to stress the need to identify and pursue the important objectives in
tax administration and to dispense with paper shuffling.

14
Mario Polinaris, Costa Rica. It should be a requirement that the tax agency

be contacted onevery tax exemption granted by congress or other higher levels

of the Government. He proposed that Carlos Barboze present his work on
government accounting, interdal controls and the manusl on administrative
procedures.

Barboza said that the largest firm in the country is the government end therefore

should have a good accounting system., On administratiom the objectives are

improved taxpayer service

work flow

forms design and use

Plan of accounts to determine cost of administering taxes

Accounting of taxes

Flow charts on accounting work. These are designed for s 360/25.

Znd of year accounting of taxes and the activity for year.

Audit programs

Genersl disposition, reference material oz geueral adaimistration.



Da Silva discussed document.

4186 - Regional Aspects of the Systemization of Sata in the Tax Adninistration
of Central America & Panama

4156 - Bystems on Tax Rogisters.

Proposes a program for exchanging information among the countrles on their

compatibility

experiemme in ADP. Try to achieve more mmmaikkkty in equipment. This

compatibility would facilitate the integration being shught and also provide

cross referenced data. It weuld also facilitate training for the engire

rogion because of similarity of equipment.

In the case of Master Files and property tax rolls. Taxpayer Master Files are

essential in tax administration. It is not only & number that is assigned to

& taxpayer But has & very important function in tax administration.

The number could have a series of codes to ddentify firms and individual, also

codes to group certaih types of taxpayers.

Suggest separate g registers for individuals and copporations., Establish a

uniform system of numbering part of the number would identity the country.

This would provide a census of all firms in Central Americsa provide cross

referenced information on sales taxes and custom taxes.

In the discussion that followed the ADP Systens experts present opbned that

the idea was guod except that it would require much more compatibility than

we now have. Leo Jusseaume said that compatibility is mot easily achieved

density of data fmx varies, similar configusmations may use cards and other

may use tape.

Not only is there a need for mm compatibility in Oonfigutations but there must

also be compstibility in systems and also in the capacity of developing ade-

quate systems. With respect to the output of regional dats it would be

feasible to exchange some outputp, So that eech oountry knows what the

other country’s outputs are.
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The tendency is to mix ID numbers with olassification codes. The result is
that we overload our ID numbers.
Young of Panama thought these was no problem of compatibility that with
sdapters the data of different countries could be read by others. Further
meking all equipments alike would mean giving all the business to one
nanufacturer. The ID number should be one not issued by the tax agency - used
a number already available and maintained by someother agency. He also made
some obgervations of the projglems of maintaining and updated regional master
file of taxpayers.

(/lewnam IR8 recommerlds that each tax agency huve its own computer configura-

\ tion and not one that 1s centralized because of problems of control over the

1

' use of the equipment.

( Raul Humberto Rsmcs of Nicaragua recommended n velue added tax as a g bridge
for the comtemplated integration. To use a value added tax in lieu of a
consumption tax for the reasons stated. No comment was i made on the proposal

because it was not the subject being discussed.

Fuentes Mohr - Summarization

Establislhh a mechanism for the Harmonization Tax Administration.

Organizéng and training of personnel responsible for carrying out the tax

harmonization process.

Codificatéon of tax laws

Identify areas that can be worked on where legislation is not required.

The principle £ "destino™ was the most acceptable principle.

On income tax there was & lot of discussion and it was agreed that a tax
model on income tax would be developed for possible use in future legislatienm,
- A series of investigations will be made on the double taxation a and fisesl

incentives.
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- Organization needed to move the harmonixation prograa shead.
a.~ It was agreed that technical assistance should be better coordinated.
b.- Exchange of information.
¢.= Training of te@dhnical personnel
d.- Pirectorse should meot once a year.
e.- Meetings of technically specialized groups.
f.~ Institutionalize nntional groups to continue the work started by
forelgn advisors.
g.—- Need to train technical personnel that would work on harmonization as
part of a general training program of 1ICAP.
h.~- A group of instructors should be formed drawing people from ICAP,
SIECA and from the respective tax agencies,
Acosta, OAS - Document 4152
Orientation for an %m integral policy of training on taxation for C.A.
Training is very importent in improving tax administration and thorefore
training centers should be formed nationslly as well as regionally. Manage-
ment should make studies on the needs of each country so that national and
reglons)l organizations can plan the courses needed,
Gutierrez Luna, ICAP said that the governmentg have already shown interost in
centralizéag ‘the training. ICAP fulfylls the mandate of the Ministem of C.A.
countrics on training needs. JIn Panama there is a seminar for high level
ofticials to srose interost in administrative roforms. BSame seminer was held
in El Salvador.
We have seen with great satisfaction that many international organimations are
chemneliing their training assistancc through the central american organizatiems.
Bach ocountry needs to set up their own training facilities for priority needs.

The reason that BSAMC was changed toICAP WAS that formerly the training
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not well coordinated with technioal assistance. ICAP trainimg mow more tied
to administrative reform and technical assistance. ICAP would like to host
the Annusl Meetings of directors to further promote training programs. The
assistance of othor International 6rgnn1zations would holp to cosrdinate the
training needs., ICAP will help each country develop training courses.
Dellarco of CIRT - CIET will also colléboréte 1ﬁ.dqvéio§1ng national training

courses as well as regional training courges. : !
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