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Liaison 

The uvrk on the target section of the PROP continues. We have prepared 
the target section using the format suggested by the Program Officer which 
in turn is the format used by the LDminican Republic mission. In projecting, 
in quantitative ten:is, the affect the tax administration program will have 
on revenue production we have used as a base tie GOLIs own revenue rrojections. 
For its projections, the GOil has taken into account the long ranklc affect 
last year's hurricane, the war and comon market problems will have on 
the tionduran econony. Consequcntly the Wil estimates, that income tax 
collections for 1970 will he six million lempiras less than in 1969 or a 15% 
decrease; also, that income tax collections will not reach the 1969 level until 
1972. Following is a comparison of the two projections: 

INCOM , TAX PROJClOJS 

1969 1970 1972
1971 1973 
GOlf 42.883.4 36.466.7 39.106.6 42.611.4 44.649.7 
PROP 42.883.4 42.000.0 43.d0.0 44.500.0 46.700.0 

The Above coq)arison shows that our estimates 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. 
S ILi(A/ICAP/OAS 

I accompanied the Director General, Efrain Suazo, to the first Seminar of 
the Central American Istunus on Internal Taxation held in San Jose, Costa Rica 
from November 30 to December 4, 1970. Also representing Honduras was J. 
Virgilio Caceres P. from 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. Itgave 
me some idea of the problems facing the Central Anerican market.common 

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 tjat
 
followed each paper, the material was also too deep for most of the Directors 
General. As a result, most of the dialogue was carried on among the experts 
of the inteniational organizations represented.
 

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

AD1 

The new master file project is progressing well but still behind schedule. 
The chief of tile Processing Department prepared a draft of the returns process­
ing procedure covering the receiving and preliminary review opeati.ons, the 
latter is an audit function. The procedure was well organized and Will require 
very minor editin.,. 

Three progrmi-nlers were on temporary basis upon thehired a recommendation 
of the ADP advisor. The temporary progrmners were needed to prepare tile 
programs for the new in ordermaster file system that the project remain 
reasonably on schedule. Light of the programs for the waster 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 ADP 
advisor an RPG progrivner class was formed. An instructor experienced in RPG 
Programiing was contracted to give the course. The introductory part of the 
course was given by the ADP advisor with the assistence of a representative 
froi the IBI4 Co. The course began on November 30 and will terminate on December 
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24. Classes are held in the morning from 7:00 AM to 10:00 A every work 
day except Saturday. All ten participants are employees of the M4inistry of 
Hacienda.
 

A schedule and machine time sharing pim was prepared by the ADP advisor
 
which was submitted 
 to the Direct ,r General and to Cristobal Colgn, 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 iill serve as a catalyst to get the necessary planning
 
ndecrway.
 

Collection
 

Because of the scope of work involved the collection advisor, Mr. Henry

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 
Spanish. 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 of the project which involves the reorganization of the outstanding 
accounts, was prepared and translated to Spanish. the ADPAfter Dpartment 
performs its periodic balancing operation the general file will be sorted 
into three classifications; Notice Status, Delinquent Accotmts and Inactive 
Accounts. Attached is a copy of Ir. Torres' closing report which provides 
more of the detaLis. 

Since the linplementation phasu of the TrA system was also to be used 
as a period of on-the-job training and si~ce.:: there still remains much to be 
done in preparing the final procedures we asked AID to finance a short term 
collection advisor for another 6O days. What we have in mind is to bring 
Torres back, if he is available, for two months to complete the job. Should 
Torres not be available then perhaps FTAS could look for an alternate. Henry
Tor-es mentioned at least one bi-lingual person from the L.A. District who 
he would reconend and who has a background similar to his. That person expressed 
an interest for a short term assignment. 'Dhe ideal situation, of course, would 



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

Public Relations and 'x p yer Education 

We have assisted in the preparation of a tax calendar to be distributed 
primal ily to businesses. 'Tie tax program provides some funds for printing 

costs. rigimally 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 --
ID decided against financing the printing of the pamphlet. 

Conrado I. Longoria 

Enclosure. 



Conrado 12. Longoria, Sr. Tax Advisor December 14, 1970 

I enry Torres, Collection Advisor 

TDY Assigm.ncnt Report September- 12 to Lecember 10, 1970 

dack~ round 

:;y assiivnwent to To,ucigulpa, Honduras, ntas primarily intended toaccomiplish two objectives. Tie first objective was to train personnel
resironsible for the collection of delinquCnt accounts; the second, was
 
to accel.erate the 
collection of delinquerit accouts. Accomplisi.ent of
 
these two Objectives was predicated 
 on: the assumption that previous tax
 
tem studies ankd reconmeadations 
 in this area would provid( o good start­
in. point, that hadthe h;Ci partially ihiple:iwited the reco:7,rendations;

aid, that the tionduran ilovern';ent :wad I workable taxpayer 
delin luent
 
accounts systom.
 

After a v,.;o-week 
 study of tle existin;: collection systcnu, together

;ith numerous discussions With both tle 
tax tean leader and the S3ection
 
Cief of the L.eliniuent 
Accomt Section, it !hecarie apparent that the 
objectives had to he revised to accomplish the following:
I. I:evlop arid i!.plet,"it a billin. aad collection systi;; for current 

accowts and for dclinquent accounts of taxpayers; viz, 
(a) .ilotice Accounts 
(o) Taxpayer I;el inuent ACCOunV tS 
(c) 11active -\ccoulits 

2. Prepare the necessary procedures, processing teciniques, and forns 
for an office collection system of taxpayer delinquent accounts. 
(a) office Processing of TDIA's. 
(b) Procedures on Transferring accounts to au inactive category. 
(c) Diesigaing and printing the necessary forms for an office col­

lection operation. 
(d) Prepare the necessary reconmincdations for the additional office 

equipment required for an efficient office collection operation. 
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3. 	 Prepare a manual for reference and training purposes incorporating 

the procedures described in 1. and 2. abov. 

Findin[s 

'lh current system of collection in effect revolves around one 

gigantic gencral file of all outstanding accouts. 'Tis systeii does not 

provide for uny identification of the various accounts as to agc or status 

in the collection process. Conse, utently, the file contains 1970 biflinas 

as woll as billings going, back for a period of fifteen years or more, and 

the file does not provide for identificationl of the various accounts as 

to Mhether they are current, dljinuunt or inactive accowits. 

The Oepartamento de Conputaci6n Il-ectr6nica (PAl)) initiates collection 

action by preparing,, - notice or bill in duplicate of the tax owed by the 

tax-ay'er. One notice is rnaile- to the txpayer, ";'hile the other is ('iled 
•wviti't the taxp'ayer's indivilual tax return. Approxi!.mtely 21,000 notices 

arc Mailed -LuLially to as ::any taxpayers. 

PA!) also prepares a collective invoice in q;1 intulplicatc, IhIich contains 

all taxpayer's accouats serviced by a designated bank. The five copies 

of tile collecti'vo invoices are used by tc respective banls and the tax 

agency to control and process the tix paynmnts. As part of tihe billing 

process PA) prepares I1W.i card:s in quadruplicate. These carI; contain 

all the iiifonation rel'ative to te billin.,gs and to adjustments thereto. 

The cards are used by botl the banks and taLx agency to control and process 

the respective remittaInces; but in addi'tion, one of the four IT; cards; is 

used to establish the .?eiioral file of outstanding nccounts Ientioned 

previously. lie file called :'Fierro do Tarjetas die Curntas l'endientes de 

Cobro - is updated periodically using the pa)y,,ent information received 

from tie bank through the Accounting Section. The updatin.- is accoimplished 

by pullinr the TiWnI cards from the teneral file, and by preparijv new T8'.I 

cards on those accounts with partial remittances. 

'ile collection of delinquent accounts, wider the present system, begins 

with the receipt by the Scci6n do Apremios (Collection Section) of a print­

out of all outstanding accounts. The printout or registor, referred to as 
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The Section Uief 
"Cuontas Pendientes de Cobro," is prepared each month. 

on section,
review ; the printout; crosses out accounts being worked by the 

to
that have beca collected, and accotuts previously determined 

accounts 
be unc ,llectible. 1:rom the re:,ainiWl 	 accounts, those that offer the 

selected for collection action.
rxtential for coilection are.reatest 


is done trsins the following criterion.
TIe selection 

1. Large outstandin. account. 

2. 	 Accounts of tmaxaycrs ,ith 1,nown employer. 

are ass igned to investigators for field
Large outstandim," accounts 

are oriployed ire 
contact arid invcstigation. ,\ccoulitf of taxpayers who 

to the office secretary for reparation of notices of leovy.
given 


an at street level which
is located in officeThe"-:'ccc13n ,.e Apre:,.ios" 
section consists of; 

is very conVClient for taxpayers. I'0e sttaffilxg of the 


section chief, a socrtar', md tirec investigators. ['o of the inves­
one 


ti.ators ZrI stationed in '['ieuci:a11,t third is sttioncd in 'an Pedro
 

ua. Ihe :;Cection ChicC, 5r. Jose "..'artinezis younP', energetic, resource­

. ;,ith his overall approach to collection ant its
 
ful, amid has ii.ressed e-

ia 'his lac! of exlposure to a truly e.fecti.ve 
probleis. Oo is handicapped onl) 


as a result some of n;y' ,proposals were totally new
 
collection syster.!, and 


to :lira.
 
Aprenies' is to contact delinquent

lTue objuctive of the "Seccion de 

to make their tax Payr, ents to thteir local depositary
tax;Jayurs and direct ther 


oral !,ersuasion,
asveat (bank]. They accom:)lish this objective throu(-b 


of action availal.e to the tomrnri.eflt if the tax­
poiitir:. out the courses 


obli (ations. 'e collection authority of
 
p:ayer fails to nieet tVleal 


is verf restricted, liited
in the collection of taxesthe Director teneral 


to levy action on salaries and on accounts receivables and then only with
 

All other enforced collection ['roces;s 	must be 
respect to inco ,io taxes. 


done through the Attorney (Ieneral.
 

Recomendations 

to the "Secci6n de Anremios,"lack of personnel availableIll view of the 

and the thrust of my recomendation is desipining
the overall funding problem, 

http:e.fecti.ve
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a taxpayer delinquent accounts system, geared to expeditiously close as 

many accounts as possible using established officc procedures. 

Part of my recofrmendtt ion, copy which is attached and vlade part or 

this report, is the reorganization of tie "Fichero de Tarjeta3 do Cuentas 

Pendientes de Cobro.' This recoaaondation was a teas;i effort involving 

both of ry associates, here in onduras. 2"ariokC.burn, -'JAP Adi whose"Vs,,r, 

services were invaluable in providing fl-,e necessary" technical APP kno.ledg, 

needed for desi.,nin a workahle syste;i. Conrado 1". Lon!oria .hose epert
suggestioiSn and assistance were instrumental in roduci, clear and concise 

procedures and instructionis. 

The raor'aa1zntion of the accoMts receivable file, '.'ill consist of 

classifyii: the accounts and settini- up tire separate files: Notice 

accounts rile, deliniquent accounts file, and an inactive accounts file. 

The objective of this r:,oriantzation is to esta-li.sh ll accountin,, .vtstepl 

,.,hich will reflect tie status of an account, ,whether it be in current, 

delinquent or inactive status. In addition, the reorcganization ..'ould 

permiit the orderly ')roi'r-ssion of accotrit; ,leending on the collection 

status. 

Incorpirated il the above recownuo:endationi is the preparation of the 

taxpayer delinquent account notice, and the ".rocedu-e for trans'littin' 

the notice to the 'Yecci6n de Apre,,i.os." 

Tiw second art of )" rccomn;ndatiol, which in effect is a continua­

tion of the .first 'part, involves an operational syste;; for l'rocessin'v and 

otien.,isc aisposi.nr of taxpayer delinquent accounts by the S,!cci6i do 

Ap1,-A~ds." M'he procedures, instructious, anl necessary form:;, .cr, developed 

,'spreviouslV indicaited to a,ssst this section in closin: as :ianv accounts 

as pos;ihie hy estaihlished office procedures. Ia .levelopin, the procedures, 

I v;orked very closely with '.r. Longoria, Tax i'eam Leader and ';r. Jose 1B. 

:'.arti.nez, Section chief of the "Secci6n de Anremlos." This approach I feel, 

enabled me to keep m/y feet firmly planted on the ,zround, and as a result 

we were able to developed a wrkable, realistic, collection syste:., uniquely 

suited to Honduras. 

http:aisposi.nr
http:Apre,,i.os
http:esta-li.sh
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ProbleaLs 

The major problem encountered, was that it took longer thm witicipated 
to fonrmlate the required taxpayer delinquent accounts system, with all 

Its rarifications. Considerinw the ti,,ie and .onoy expended thus far on 
the project and to assure that im-lementation is properly carried out it 

would be liii:)lly desirable that a collection advisor be assi-ned, full 

tie to guide the project throu!.!h tie critical imp inleentation phase. 

.uiotlher proble,; that affectod t-he ti.r':,:p a' ,;s -he unavailability of 
funds to finance the printinm, of requ1 iired forms. "1 3i:;appears to he a 

temporary probEle,, tlhe ,atter w:as discussed at the closing: conference 

with the Director eneral ieio indica ted that fLUri&A would be available 

for the next fi3cal period, bev.innin , on Jainuary 1, 1971. ;):iv, to the 

delay in securini, the necessary for;e:s reqtuired toi:cplent the taxpayer 
delinquett account "Yster,, a decision -as made to nostponc the reorlaniza­

tion of the ,a3ter file util 1;1ulary 1,971. It i ,!e.sirahle to conduct 

the reor.iranization of this r!;e, inwcd,.iately prior to the preparation 

of the "'IAassebly, as part of the ovrall i,:iplenentatioi of the new 

'fA system:'. 

Stuiary 

It is essential that a fohow-u, he tiaintai.ncd on the !rrintinF of 
the new collection fom..s, so that the tar,et date set t"or late January 

1971 for irqplc:ventin: the new T'IA .;yste, can he r-et. Alon. with this, it 
A.ould :lesira! ifei not indispensalle, to have a collection advisor 

assi. dIelto Teuc i;',l a, illduiras in early January 1.971 to !lI:xervi se the 

actual 1iple':1eutaItion. 

I i.,ould al:o reclaiend that continuous discussions be ma intn Inedc 
wqiti counturparts on all aspects oF the new collection systea", in order 

that possiblo prolle i areas can be identified and to assure complote 

support from then. 

In closing, I wish to express r.y sincere gratitude to the Director 

General, Sr. Don Efrain :uszo, .r. Juan .-1. Chavarria, Sr. Birillas, 
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Sr. Cesar A. Ruiz, Lic. Roger Perez, and !specially Lic. Jose 1,. 

Martinez, Section Chiuf of the ";ccci6n de Apremios," t;tth whom 

worked very closely throughout :y stay here. Also, I would like 

to single out Courado F. Logoria, and 2'arion Coburn, the tax team 

imemnbers, who worked so closely with me on this project, and gulided 

a novice throuilh his first overseas assi.nment. 
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IMOday Ibrning Nov. 30 

- Gutierrez Lune, Director ICAP made opening remarks.
 

-
Hugo Da*Irco, Director CINT also addressed the delegation 

- Dralhona, Minister of Economy and Finance officially inaugurated the
 

meeting.
 

After a short rocess the delegates decided manner in which work would be
 

carried out. Director ofl 
ICAP would be leader or moderator of the debates. 

Panama recommended Ln n1ternate to enoure continuation of business.
 

- Director suggested delegates be separated from observers to permit a
 

better oxcininge of ideas. 

- Work prograra wn agrreed. 

- Papers wpuld be presented in summary only. A work group composed of two 

or throo d!lerates and one or two advisors would form a conclusions com­

mittee. h will be distributed to all members. 

- Da Silva - regarding flight tickets said that through administrative pro­

blems and Than 
giving Uoliday they goofed in getting tickets to delegates. 

Review war made of the recommendations made at the first regional seminar 

on fiscal ndministration of 1964 and at the first meeting of Directors 

Genoral in 19G6. 
 Thoso recommendations mere:
 

I.- Regional S inar 
on Fiscal Administration.
 

A.- TaxPolicy
 

(See document 41.43)
 

B.- Tax Administration 

1.- Oadify all tax legislatlon, 

2.- InItiate extmsive campaigns of taxpayer Information 

3.- Prepare manuals on administrative procedures. 



4.- Pe"vdo ware authority to ta agency to fawlitate ainistrati@o. 

5,- Improve competency of tax agency employees. 

6.- Create a training center for tax agency employees. 

the same7.-	 Decentralization of operations and of authority at 

time to centralize tax administration. 

8.- Establish automatic date processing systems. 

9.- Provide more stability to the organization and its employees 

through legal dispouition. 

10.- Establish a cross control system. 

11.- Gradually transfer the collection of certain taxes from 

tax office to banks.
 

12.- Establish a greater exchange of Information on advances made
 

in tax administration. 

31.-First Mouting of Directors General of C. A. & Panama. 

A.- Tax liliqy 

(So document 4143) 

B.- Tax Administration 

1.- Promote uniformity in methods and administrative procedures 

conducive to a more efficient administration. 

2.- Satablish a system for the interchange of information between 

tax agencies of each country. 

3.- Centralize tax administration into two components one for 

internal revenue and the other for customs. 

4.- Xstablish within each tax agency a planning unit, and an WS 

and technical studies unit. 

an a fumctioolbeaoiS.-	 Itruotuwre the adiniatratIve orgamiaStion 


and not by tax.
 



a.- establish pement systeom for the dtaminatlon of ifowmatioa 

concerning taxes,, 

7.- Decentralize the functions and atributes within the tax admin­

istration in order to bring about the necessery reforms.
 

8.- Provide adequate services for the presentation, and simulta­

neous payment of returns 
and adapt the legal and administrative 

aspects that will assist in the voluntary compliance of tax
 

obligations.
 

9.- Strengthen $-hocollection 
system by improving accounting methods 

to determaine the tax owed by taxpayers and accellerating collec­

tions through specialized employees. 

10.- Establish a complete master file of taxpayers. 

11.- Adopt legal measures that will facilitate collection of tax by
 

levy and seizure of assets of delinquent taxpayers, 

12.- Adopt and apply a definite policy concerning penalties and abandor
 

the practice of condoning penalties and interest.
 

13.-Review claims procedures, so that T/P's can expect Just treat­

ment and that the claims procedure is not used as a mean of 

delaying the payment of taxes. 

14.- Develop adequate statistics with which to evaluate the admits­

tration, plan its effects and inform the public and other federal 

organizations. 

16.- 3tficient usa of A£P equipment. 

16.- stablish a personnel program that wili bring about Institutional­

isation of a caree and merit system assuring a level of cowuesm­

tion in aocordance with opabilities sd resposaibilition of 

0"loyO. 
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17.- Provide for flexibility In the organlzation so that there I@ 

proper utilization of human resources. 

lS.- Increase level of sompotency of tax agency employes.
 

C.- Integral program of technical assistance and of personnel traitnig.
 

1.- Recommend that ICAP 
 iaiclude in its program of tax administra­

tion specific aspects on teihnical assistance and training of 

personnel of each cotmtry in its five-year plan. 

2.-	 Take into account the rocommndations made at the regional 

seminar when planning national improvements. 

3.- Develop a regional plan to coordinate tochnical adtistance through 

SIECA. 

4.- Give tochmical assistance to countries in accordance with priority 

needs, 

5.- In the training of personnel tnkce into account courses at the 

following levola and objectives;
 

a) Regional courses to form technicians and high level udministra­

tors. 

b) 	 National courses for tax administrators of mlddle-upper levels. 

c) National 
courses for the training of employees in administra­

tive practices.
 

6.- Program regional and national seminars to dincusa 
tax administra­

tion themes. 

7.- Directors General should have annual intings to evaluate progress 

of plaa, make necesoary changes and fiz priorities with respeot 

to administrative needs. 

A work group was formed to deteraine the extent pf progre" ode 

Mad to feassIgn prlorities to those reoamwinitans still peiu,. 



buisy Afternoon - November 30. 

- M Silva - Fiscal harmonization in the area of Integration procesmes. 

Possible Outline of a program in Tax Harmonization in Central 

Amrica ( Unnumbered document) 

I.- Harmonize indirect tax systems attempting , uniform application to 

facilitate and promote regional trade.
 

2.- stablish tax conditions that will permit greater movement of capital 

within the region. 

3.- Achieve neutral tax systems that will not interfere with rational 

location of investment. 

4.- Amprove tax administration so that they will function efficiently and 

in harmony with the stated objectives. 

SIWCA asked that each country review the proposals and conscientiously 

indicate *hat areas are in portant. The document presented is an advance 

presentation of what OS will formerly propose to the C. A. Countries. 

There was an exchange of opinions concerning the Role of foreign advisors 

vs. National advisors. Some delegates complained that f6reign advisors made
 

studies, presented in beautiful paper and then were abandenod by the host 

country. Jose Young of Panama backed Bill Newnam's recoummndations for 

1nsitutionalimatiou establishing organizations within the Ministryy For 

tax policy a reacarch group at the level closest to where tax policy is set. 

At the Director General level establish a Planning Office; a staff of legal 

advisors to work on legal problem affecting tax adeiniatration; and, a train­

ing office. 

The conclusions were that the institution rather than idividuab be xe sible 

tor carrying our improvements reouded, This is particularly deslrable due 

to many changes in mianeammt. 
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f ilvm then made a comparison of the problems of the Bholux countries 

and those of L.A. They are quite different. 3uropean countries were already 

developed when the common market was formed to create new opportunities for 

Investment.
 

b - December . .Docum 	 ,t 4155 

Do Silva - Classificati6n hati.namericana Conun de los Ingresos Tributarios 

y Paratributarios (CLACIT) Developed by Dept. of Finances, Joint 

Tax Progrnm /A/3ID. The idea of CIACIT is to standca.ize account­

ing to permit internationnl analysis. The system can be used In 

consjnction with existing accounting systems. It permits tax 

structure analysis at international level.
 

In the addenduu to 4155 the budgets of Costa Rica,HondurasEl
 
OAL- SV-

Salvador, and Panama/ #hot breakouts worked out very woll,however, 
be 

improve-ments could/Ande by further detail, i.e. Income tax should 

be 	broken down to Individual and Business profits. 

The infonnation wold be submitted to SIECA by the Intllus 

Countries and Panama. SIECA in turn would prepare consolidated 

tabulations and then make them avnilob~e to each country. Advisors 

should help each country set up the CLACIT system. Costa Rica 

and Honduras stated that it would be possible to furnish the 

statistics. Panama thought it double work beoause of having to 

work with two clasaifiestIons. OAS representatives tried to axplain 

the realaimplicity of the system. It merely require taking present 

data and pouring it into the CLACT olaasificatia. This aould be 

dose by the statsltial satUa. Costa PiA. only abervatom 

was that the CLM we breader than the juridotem of tAe 



Mzftor O"mou of Internal Reveue. 

OAS fther ronwamted that GVM provide the towm for @ob coatry 

to fill out, Da Silva soid It should take no more than fiftm 

minutes. Countries should reeboer that they are consumers wilas 

as producern informtion. w)uld be lintersted In know­of *ountrlmn 

lag lum they otack up with other cauntries. The form propared by 

SIWA could vot the format for each country cross referencing the 

nationca clnssi-Ccationa to the CLACIT ulnssificotion. SIECA could 

send vnpllati4ra Immodiatoly to onch country showing both the 

country ts tanotary unit and also a am:parison shouing a C.A. monetary 

uni t. 

The id~n 7nq gnetnlly accopted aa Gutierrez Luno formed a work 

group c~~~dof raembers from~ Pnnrn, Cbsta Ries, and ? 

to drew up r oomndotions for adoption of the CLACIT system. 

OieAcosta - Documit 414's - Comparativo Analynis of Model Code with existing 

codes ow 7rf3C2cta. 

Tho Tchnical and Conceptual oipeets ae' primary tasks to be under­

taken in t,. hinaonization. Cooperativo studies of the tax systems 

are a goodI pharv tc % !tprt. The study concentratas on OubstantIve norms 

leaving ponaitk.s for lator. Piwwltiea need not be idetical merely 

compatible. Xl Salbador was xt included in study becawusoi f absence of 

a codo. All other cotmtries (C.A.) have codes or projecte. 

Nlcragua and Pan mhave codes. Lbsta Rlce, Gustmata and Noduras 

have projects. M Salvador has no wde. 31 Salvador submit a cm­

pilattU* of its xistin laws in order to proceed with a xmaloal 

cainprstive analysis. iggested uaa" smesmry to adwvwe the 

work In tis weat Pwlclptiem of legal hdvisara a opw.iis 
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tochaicel growp to formulate concreto "Mm tiotu, preiot. eia 
tion of codifieation projects nw under at"d In osta Rica, Oustamils 

and Hwmdurs, cooperation of 21 Salvador in submitting compilation of 

its laws, conciliation by advisory organization of the studies on 

tax low. 

conclusions 

1.- It is posiblE I: eonalidate the basic norms of tax law in a
 

legal group on tmnornl application of taxes. 

2.- Nicnrognin nnd PanamAnean codes do not contain importnt norms, 

a roexnmwluntio of its tax lerislation seems in order 

is41 Illenes - OM 

Noed for :odifietion is recognizod by most countries. Illanes dis­

cuosed bes; vay to approach !amonization. First codify all national 

lawn then n~tatapt the hanuouization. 

JwM ordon - OICA 

Discususcd pro cdure and planning tlwt went into project to dodify 

tax laws 6f Coto Rica, He stated objectives whic'in general were 

to improvo A& uistratiou and equity in application 4T lawvs. With 

S few OxcOptions penalties are appliod by the tan ageacy *x for 

bett-r a?.ni tr'ation. Special pcnatieu or outside jurisdiction 

of tax agency. 

Caiyo brief history of codification project. e new taxes o. Increase 

exiatizi texes until administration Imqnrved. Through coaO)tax 

savq acqutrodl newpowoer but at mae tbm guarantoes for t4payers 

wre Incauded/ The code ho awakes latmest In tax lOw by all Om­

cfested. In the Unsirsity it is eq"UI subjot. bMleOf of "M 
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laws will be moe gaaeraellsod taxpay~e bettor advibeibefta 

compliamce of F discussed admlinstrative procelotax laws, eajardo 

on assessiaents/ Tribunal Admnirtrativo first hears case, taxayer 

must pay 5O% of assessment, this reduces delinquencies. 13%of 

ssssments are abated by Tribunal Administrative. 

GLOansked that Honduras and Guatemala give status of process to 

codify. 

2frain Busto - Honduras 

DGT began with income tax later expanded to cover all internal taxes. 

The need to codify become very apnron. OA8 prepared a project 

called ')toy genoerl do nplicaci6n do irpuentos". This w0,11 un­

doubtedly be the basis for the codo. Internal political problems 

somotines prevent tax logi5lntion. htinister have to searAh for the 

right time to Mamit tax legislation. 

Edison Onezzo - C~ ,AT.,; 

Code in desirable to put tax nofenc-y Lind taxpayars on the same legal 

plane. It would dispol idea tIt the cards against the taxpayer. 

The oxiotetn :o oi a code is a real advrintage to tho privato sector 

in this sanse. 

Ouste~mls - Mr. Santtago Castlilo 

Very litle progress. A project hs been in mill since 1967. he 

completed project was prosented to Idnistry and later submitted to con­

gress whore it seems to have stalled. Project will probably continue 

to seep. Perhaps It would be opportuue to review it and compare 

with Costa Rican codo. Ouatemsla romogalses need for code, current 

tax laws are very old and difficult to adinitster. The code will 

linprove this situation. 
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@ew 

Geeral Prinoiples in Ta ]Hu"Ommiftm 

a.- Principle of country of destine applies when goods consumed la the comtry 

G" taxed whether imported or produced by the country and the goods slorted 

awe azeept. This prinilpal has following effects: 

1.- Limits free trade IS tax on Imports from the region are collected by 

customs. This could be overcome if the tax Is collected at time sale 

Is made within tiho country. 

2.- It will not algect competitiousne~s of regional products nold outside 

the 	rftion. 

3.- True con,%Ymption capacity of each country is taxed.
 

4.- Goneretes more taxes for less developed countries.
 

b.-	 Principle of country of origen consists of taxing the pioducts in the
 

countly in which produced. Under this aysta exports are taxes but not
 

the 	imports. If this principle is adoptod it %youldeventually facilitate 

fze 	 trade ben.oss intra-regionsl customs WouLld not collect taxes. It 

would however, bring about following diadvantages:
 

1.- Roeg onel productim would be lese competiti've in the international 

market. 

2.- It could plnce n tlonol or regional pr'duction at a disadvantage with 

third countries if the tax In greater then the import duty. 

3.-	 Less developed countries would be at a disadvantage with more developed 

countries because the taxable base would be less to the extent the
 

commercial balance is unfavorable.
 

4.- Taxes would Leve 
 to be the same tm all member countries which would 

make this revenue source rather rigid* 

imiuras and Nicaragua have a single stage males tm system wkiok ts VeIlsdiu 
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64MM revema.. 6"tmtls hasa lj%fcadlm(Mltiple stAge) systm. Its a 

v7 effectvlsyeld low. 

11e 6MM111 iMPOrt of slO taxes on hsrMsaization. In general a cascading tax 

systsa my be dlsadvmntsgeous to naticls production. In 9l Salvador the rate 

0 -' /zsY.AG P f e---e 

hwnd#, The former low rate did not reveal the problem that really existed. 

Costa Rica, Honduras and Nicaragua now have a single stage system. Panama , 

Guatsmala and El Salvador have a stamp tax type of tax not an independent sies 

tax law.
 

Honduras began with a singlo stage tax system, later went to a hybrid single
 

stage and value a.-dod. The result was to reduce the number of reaponsibles for
 

the tax. However, it becomes a little more difficult to adminiticr the value
 

added tax. The queetion orises as to the logic of the value added hybrid 

systm, because since it falls on a merchant vitU lower as.l-s it would seem 

that level of merchant wouad be less oquipod to carry good accounting records. 

Mr. Carlos Muniz - related Nicaraguan sales tax experience. To problems were 

minimal. The tax agency dcxrelopod a master file of responsible. There are 

83 enrollments. A poh(A1' uroo In that Imiportes of raw materinIs wore enrolled 

and not required to pzy L n Muniz fools thoro An evasion *th these iporter/
 

manufacturura aMd v.;,h1d cor fourmmlts on his problom. No cor, ents were made. 

There followed nirn:h discunrion concerning which principle Is best. B'ze favored 

blouring up custorAs bocatui; they are a nui3anno, anyone traveling can readily 

recognize the Insonsenlcuce they crate. 

Delegates did not nrrivo at any concrete conclusions. The work group will 

suhuit a series of conclusions to the delegation before the end of the coaferesee. 
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T" t/amuawiom cetered around the 	many vIritious in tratment giv to 	tax a 
ISOM. 
that affect 010 harmonimation approach. ThQro are conceptual differaces 
that affect taxable income. There are also differences in tbe basic levels of ta;sa­
tin, Also, thore are difforances in the many fiscal incentives of each country. 
Thero were discussions on tho principles of taxing incomo; i.e., the "principio 

Mzuzdia1" and tho "Principio Territorial".
 

With rospect to deduutions thore are sleo 
rany differences. Depreciation ram
 

cited as a good oxanplo, thia allowance varies frova country to country. 
Its important that foreign copianios who aro very mobile nnd invest tloughout 

Central America racoive equal tax treatment frori ach country. 

Suazo of londurq8 gova n briof outline of hint incone tax 	operates in Honduras. 

Antoni inlrom of El SW vadov, expressed in his opening remarks thnt he was 

at 	a l-sn notwitlittndingmuch 	 the brilliant pro',tntIona. Hel'Van not as well
 

ropareId al those prcsentig ho papers. 
 1Went on to give hin vvncpt of tax 

on 	buslness profit tan.
 

He sought answers on how much to tax each type of 
activity taking into account 

the effect this has 	on the o c*norqy. El Salvador has a particular pzoblem'of 

dovolormiont. Thay ooffer incentives primarily to tho agriculture sOctor. Each 

country has its 	own problemstxoreforo taxes accordingly which makea tax harmoniza­

tion very difficult,
 

(Oralls doMor o 	of Panama - Gave a aeries Of reasons why Panama uses the "Prim­
ciplo Territorial" and not the "Principlo 
do DonI616o". The letter would put 

national firms at a disadvantage in her ppinion.
 

Asked that Al Slvador tell Its esperieft. on 	using the prioipal ot Neats 

Oj14el".
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An to tIe iidtatia the chair opted to Igo abed with mext peW; 

31 mvinIo Cuatroamericao do Incentivos Flscales ml Desarrollto Indwtwia" 

100tral American Agreement: on Fiscal Incentives for Developuent of Industry"/
 

The narrator gave a brief explanation of the agreement; its history, actual benefits
 

and coordination.
 

fiscal incentives aro tied in to important taxes that apply to raw materials fid
 

equipment. Thin is gonorally true because Important duties are relative high, so
 

countries provide full arc partial oenptiono to new industry. The Better approach
 

would he to lower import taxo on that type of material to reduce number of special
 

roquests for excaptions by Industry.
 

Incentives are appliod to boaes not entirely clear. 
 It would be interested to
 

hear some dialoaue on the subject, Nicaragua suggosted that countries of the 

Common Market make an ngr- cnt with US concerning American investors so that 

Fiscal Incentives for US firms do not place the Cr coumtries at a diwadvantage. 

Each country uses incontivos to at ct now investment. These also imply mdket 

guaantes. Cuarentoos are accomplished by plecintr Import quotas on thIt ceftain 

product. In Panama raw tatorial is exempt for now Industry. The market guarantee 

is assured by Import quotas or by high import taxo. There is an awareness of 

capital flight however, it is compensoted by aavingo doposits which are tax exempt 

as are certain bonds. Probloms/arose when special contracts between fizm and 

govorment established w-Wert&x rate. Panama feels that US firms dont care where 

or to who they pay taxes it should therefore be the host country that receives 

the revenue. 

ICAP amid 12 had studied the application of the countries of Lay de Foncato Indus­

trial and of the agreement on fiscal inestlvm~ . 

Is sone countries the directors generals do not bev oice mr vote as fsea 
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Iacentives. The" 1. also 6 lak of ougamlzatiot to give life to to 

AAMIuIstu'ters, ahould be moro Interested in fome.tiag Industry because it 611 

have a - effoct In the econmm of ech country. 

uamo mentioned that directors are clled variously collectors or diroctam of
 

revalue. In Honduras 
 throwuh audits the adkinstration determlno6 how Incentives, 

Oe bing Lzed, by firm which enjoy them, Be asked what controls could be sug­

guted to control the incentives given to foreign investors so that national 
indus­

try Is not placed at a disadvantage mnd at the stme 'time guarantee the continuation 

of the forin copany. The reply was that the agreetnnt did not treat this issue. 

On the question of how countries *sonre that tho tax that has boon exompted in not 

paid to the country of orlin, it wan rocomiandod that attention be given thin issue 

at the time the contract la boing prepared.
 

Administration and evaluation 
of fiscal incontivo will be discussed tt the CIAT
 

SmInir which whould provide r-rno answors 6* tho directors general,
 

On equalized d ovoloprnont - El Salvador wonted 
 an o;qplanatlon of this concept. The
 

idea in to give proforantinl U-eatment to 
los doloved countries.
 

Do Silva - mde a very good onponition on amn
the prou cons of fiscl incentives.
 

li prerentation is to be 
 r:produced and distributed. 

Hondurna said that an evoluition should be made o$ tho incentivos. From these 

evoluatlonH could be lorned vhlch incentives are no longer advantages to the 

respootivo countrios. 

Tributsci6n Dal Capital Extranjero 

Tmartion of Forelng Capital 

Docuaent (4181) no dliwumso van hold on this subjoot. 

Acosa La MtiplO Trlbutacl6n Internsclonall am ,Asli , ones em Rolaoama a 

Ion palses del Istmo Centrouwicano. 

ltIple tantom is a greatp barrier to free momet t ptLa . TiM rogim to 
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Of IWarts of Mpitalo Double taxation ocurn when the capital empotbtita cemt 

team under the primciple of Reutantmdial" and the Capital Imorting coimtry tae 

Under the prineiplo of"Rlauts Territorial." This conflict nor* imerally occurs cm 

Isom* tax. 

&wch discussion was hold over the two principles some delegates felt that the
 

capital importing countroes should tax and the capital exporting countries should 

z 0tho tax, to Lurthar hlf developing countries. 

The chair aakcd the U.S. dologatlon to comcnt on their feelings on double taxation. 
in
 

Omarod, Nwnsm and Gonzclc al explained that the subjoct/related to tax policy
 

and therefore did not fol £re to commtentg There was further discussion on the
 

two principlen. Pape Aco;ta aado a tho point thtt o onies 
 that miut adjust to
 

the probblq are the capital inporting countrica bozmuse it will be illusory to
 

eect that capital iii irtin; countrees char,4c their tax legislation. 

Do Silva - Asked NicnraLua Lo comment on the idea that SIA and ICAP colloborate 

on a project model on income tax with the fLrat objective to establish rates and 

the aecond to estublish fecoziaonded incontivoo. 7ho project would bo a preliminary 

project which would bo distrbutod for avaluttion nd approval to each country) 

then converted it.to a x)dol vilch the countries could use to grr.dunlly cUange their
 

lagislation. The chair 
c1rLiriod that there would be no committment mado by 

countrica upon approvInZ th preparation of a first project but meroly using the 

approval of the delq~ation so that the project can ba initiated by Lho interna­

tional organizatione. No vote was taken, but there was general agrtmcent that 

ICAP, SIECA proceed vrith the project. Do Silva oaid the AID/8ID Joint Program 

would offer its full support in preparing the proposed manual. 

Dk Silva also proposed that (3IDA and ICAP make a study of Incentives and he an­

mired that related Informatio comesorni US could be readily obtained. 

Also that Informatiom be gtKhced to prepare a model oostvmotek689m apitl 
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Deals for improvement of Tax Administration - Docment No. 4154 

It s difficult to rely on arye as a way of solving fiscal problems. 

The best t7 Is to improve administration thereby improving compliance and 

at the same Ireduco the cost of administration. 

Thks is not a now theno many recommendations have previously been made 

Uswevew, not many of those recommendations haVe been put into practice. 

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

remains much to be done. Some of the remarks will not always apply depending 

upon tho progress made by each country. 

Split Administration­
of
 

There xk still remains the problems of split administration/taxes. Some 

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

rect taxes.
 

- Structure by function rather than by tax.
 

- Need for delegation - High levels of administration are handling ordinary
 

operations. This detracts from the true work of administering the overall
 

pporation.
 

- Insufficient Support - High levels of the administration need more support,
 

additional units such as:
 

a.- Programming 

b.- Tax Studies 

c.- Statistics on Taxation 

d.- Systeomation. 

a.- Taxpayer information - need to arouse a tax conscientiousness in the 

public.
 

f.- Training.
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- Weed for operatift manuals.
 

- Walory Systems - This is a very serious problem in the public sector but
 

most particularly for tax administration. Anyone involved in collection
 

should be well paid because from his work results the revenue for the budget,
 

Attrition leaves the least desirable employees9 the better ones# seek improve­

ment and bettor salaries.
 

- Excessive Crographir, Centralization - District Offices have bery limited
 

responsibilities.
 

- Deficiencies in control over taxpayers
 

ARODY Robles of ICAP made a strong recommendation that each tax agency
 

establish a technical group with sole objective to improve tax administration.
 

Group should be composed of highly specialized people in, audit, registers,
 

accounting of taxes, data processing.
 

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

- Consolidation of the various taxing entities.
 

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

- There should be a clear distinction in funations
 

a.- Management Area 

b.- Advisory Area 

c.- Administrative Area 

d.- Operations Area 

Already mentioned but a point worthwhile repeating is the personnel problem. 

Tax agencies should have very shrict selection procedures. Many high 

employees with responhIiblijabs havesstandard education. Nalaries are very 

low. Zven when Civil Service and Job classification exist these do not adjust 

to reality. Many @Aployees are hired because of political presuras. The 

better employees leave for ,rivate industry, In genemal there are so 



retirement systems.
 

llanos said Nonduras had made 
 great progress in moat points mentioned in the 

document. That it was a sink or swim situation brought about by a docree to 

regrganize. 
He favors violent changes rather than piece meal structural
 

changes. 

Onaszzo said tax administration is a means to an objective in many cases the 

Administration cannot execute the tax laws passed byx the country and ceases 

to be the means and turns into an obstawle.
 

Panama said 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 Cw board. Changes must be made very slow, violent 

changes cause chaos, Changes made in Panama were made very slow and insidiously
 

Also important is that planning groups be established to make constant neces­

sary changes, set goaks, 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 ot 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 Silsa said probably the best way to Improve tax administration in central 

america is to employ more women of the caliber of Coralia do Moreno of Panama 

(the compliment was well deserved). 

Muano said we should determine how to go about putting recommdations already 
Many


made into practice. I 
 times changes made by Directors General msp cost his 

his Job unless he has full backing of the Ministry. The mister mast also 
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have the backing of the Premidenyo Nonetheless changes in legislation are 

very hard to bring about because one has to rely on the varying interests of 

the congress. 

Virgillo Cameres indicated that one of the most important tactors is well
 

trained personnel to carry out the work of the tax agency.
 

Newnam made the observation that exemptions are strickly audit problems and
 

therefore belong in audit. lie further stresied the need for a planning group
 

and a legal advisory unit. Paper shuffling tn|ces up much time that should be
 

dedicated to compliance. Norman Nowak'E book soys the work that comes to
 

you tends to drive %utthe work to which you must go". The quote by Neman 

was to stress the need to identify and pursue the important objectives in 

tax administration and to dispense with paper shuffling.
 

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

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

of the Government. He proposed that Cnrlos Barboza present his work on
 

government accounting, interial controls and the manual on administrative
 

procedures. 

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

should have a good accounting system. On administration 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 a 360/25. 

- Mad of year accounting of taxes and the activity for year.
 

- Audit progras
 

- General disposition, reference material on general adimlstratioa.
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a Blva discussed docuaet. 

4156 - Regioal Aspects of the Systemization of late In the Tax Administration 

of Central America & Panama 

4156 - Systeam on Tax Registers. 

Proposes a program for exchanging information among the countries on their
 

compatibility

experime in ADP. Try to achieve wore 1 10 in equipment. This
 

compatibility would facilitate the integration being siught and also provide
 

cross referenced data. It would also facilitate training for the en*ire
 

region because of similarity of equipment.
 

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

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

a taxpayer but has a very important function in tax administration.
 

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

codes to group certaih types of taxpayers.
 

Suggest separate g registers for individual. and coaporations. Establish a
 

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

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

referenced information on sales taxes and custom taxes. 

In the discussion that followed the ADP Systems experts present opined that 

the idea was good except that it would require much more compatibility then
 

we now have. Leo Jusseaume said that compatibility is not easily achieved 

density of data ftx varies, similar configueations may use cards and other 

may use tape. 

Not only is there a need for = compatibility in onigufattions but there must 

also be compitibillty in systems and also in the capacity of developing ade­

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

feasible to exchange some outputp, 10 that each country knows what the 

other country's outputs are. 
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The tendenoy is to mix ID mumbers with obasoification codes. The result Is 

that we overload our 10 numbers. 

Young of Panama thought these was no problem of compatibility that with 

adapters the data of different countries could be read by others. Further 

making all equipments alike would mean giving all the business to one
 

manufacturer. 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 observations of the problems of maintaining and updated regional master 

file of taxpayers. 

('Neewnam IRS recommelds that each tax agency have its own computer configura­

tion and not one that is centralized because of problems of control over the 

use of the equipment. 

Raul Humberto Rrocns of Nicaragua recommended a value added tax as a g bridge 

for the contemplated integration. To use a value added tax in lieu of a 

consumption tax for the reasons stated. No comment was d made on the proposal 

because it was not the subject being discussed. 

Fuentes Mohr - Summarization 

- Establish a mechanism for the Harmonization Tax Administration. 

- Organizing and training of personnel responsible for carrying out the tax 

harmonization process. 

- Codificat6on of tax laws 

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

- The principle ) f "destino" was the most acceptable principle. 

- On income tax there was a lot of discussion and it was agreed that a tax 

model on income tax would be developed,for possible use In future legislatiem. 

- A series of investigations will be made on the double tamatia a nd fisal 

incemtives. 
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- Organisation needed to move the hwmoinaation progrm ahead. 

a.- It was agreed that technical assistance should be better coordinated. 

b.- Uxehango of information. 

c.- Training of tehinical personnel 

d.- Directors should meet once a year. 

e.- Meetings of technically specialized groups. 

f.- Institutionalize national groups to continue the work started by 

foreign advisors.
 

g.- Need to train technical personnel that would work on harmonization as
 

part of a general training program of XCAP.
 

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 km integral policy of training on taxation for C.A. 

Training is very important in improving tax administration and therefore 

training centers should be formed nationally as well as regionally. Manage­

ment should make studies on the needs of each country so that national and 

regional organizations can plan the courses needed. 

Gutierrez Luna, ICAP said that the governmentp have already shown interost in 

centraliz*0* the training. ICAP fulfills the mandate of the Ministem of C.A. 

countries on training needs. In Panama there is a seminar for high level 

officials to arose interest in administrative reforms. Same seminar was held 

In Xl Salvador. 

We have sem with great satisfaction that many international organisations are
 

channelling their training assistance through the central american organizatims.
 

Bach oountry needs to set up their own training facilitlie for priority neede.
 

The reason that 3UMC was changed toMW SU that Lomerly the training
 



not vell coordinated with technical assistance. 10P tranag mow so" ti 

to adinistrative reform and technical assistance. ICAP would like to host 

the Annual Moetlngs of directors to further promote training programs. ho 

assistance of other International Organizations would help to coordinate the 

training needs. ICAP will help each country develop training courses.
 

D arco of CIET - CIfT will also collaborate in developing national training 

courses as well as regional training courues. 




