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Public Administration Service takes pleasure in submittinr
t~e final repOl'G of the Financial Improvement (Revenue) Project in
Afghanistan. The project began September 1, 1971 and was completed
December 31 J 1975.

PAS considers it a privilege to have been able to continue
our program of service to the Ministry of Finance of the Government
of Afghanistan. This project has been a particular source of
satisfaction bec~use it has offered a unique opportunity for eval­
uation of effectiveness in quantifiable terms, the collection of
reV8nues. We believe that the evaluation, even though necessarily
inco~rlete at thls time, demonstrates the effectiveness of the
project. It is for this reason that the final report has dis­
cussed in detail the activitiEs of the pro.iec t , and the methods by
,.11i;;h the pro.iect ~oals have been obtained.
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INTRODUCTION

Improved management of public affairs in order to accomplish devel­

opment objectives is an essential need in all developing countries.

Management ability is one of the most funaamental and essential human

resources. Throughout history, the ability to manage human and physical

resources to achieve large and complex goals has been the mark of success

in human affairs. Whether the goal is to irrigate a desert, distribute

food to the famine stricken, ectucate the masses, or to provide them l'1;.th

the incentive and the means to control family size, the missing ingred­

ient, the absence of which causes these well-intentioned efforts ~.. o fail,

is most fr~quently identified as management ability.

In developing countries, the pr~grams that have Oeen described are

largely, if not entirely, public prc.gra.rns. Therefore, the management

we are discussing is public managemeut, which is simply another term fo:'

public administration.

Can technical assistance projects improve public administration L~

a developing country? To improve is to modify performance in a way so

that it becomes relatively better. To install a governmental accounting

system or 9. budget system in a prirrdt.ive society rarely achieves a com­

plete degree of success. It is only fair to point out, however, that

there are also many governmental jurisdictions in the USA and other rle­

veloped countries that have failed to achieve complete success in these

areas. In a developing country, however, if at the completion of such a

project there has'been significant improvement in ability to account for

and report income and expense; or to budget scarce resources among com­

peting needs, then t-, project has succeeded in developing an essential

human resource, an improved ability to manage these financial comple~ities.

1



,.
....

2

Unfortunately, the judgment of success is usually a subjective one. In

such projects, it is generally difficult to demonstrate objectively or

quantitatively that an improvement has ta1.-en plRce.

·The techniques in improving any particular phase of management are

the familiar ones. The objectives of management are defined. The re­

sources for achieving the objectives are identified. A logical system

for using those resources is developed and committed to writing in the

form of laws, re~ulations, manuals, or standard instructions and pro­

cedures. The ~r50ns who must administer the new system are trained in

its use and application, and as a follow-up to the training, they should

be directly assisted in the early stages of application.

It is a rare management project that has available to it objective
and quantifiable measurements of the degree to Which the kind of tech­

niques just described have succeeded in achieving the project goals. A

recently completed project to lmprove revenue collections in Afghanistan,

one of the least advanced of the developing nations, offers an unusual

opportunity to judge whether these techniques for improving management

really work. The purpose of the project was simple - to assist the

Government of Afghanistan to increase its collections from ex~sting taxes

through i.mprovements :in administration. The causal relationship between

project activities and increases in collections of specific,taxes can be

reasonably well established. If measurements of increased revenue in­

dicate that the techniques employed on the proj\?'ct have improved the

abilities of the Afghan officials to administer their tax system, it is

reasonable to conclude that similar techniques can be successful in other

public administration areas where the effects are not so easily quanti­

fied.
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Unfortunately, the project was terminated before the conclusion of

the training program, so that a complete and final evaluation could not

be made. Ne:vertheless, during the more than four years that the project

continued, there were sufficient increases in revenue that could be

ascrib'3d to the project to support a judgment that it had been successful.

This report is intended to outline the methodology of the project

and to identify both the problems that it faced and the factors contributing

to its success.
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Afghanistan~ Its Government and Its Tax Structure

Afghanistan is one of the least advanced of the developing countries.

A re~ent study of 102 developing c0untries published Qy USAID ranked

Afghanistan in 86th position with an estimated per capita GNP of $90.

There is no reliable figure as to population and estimates range from

10 milliun to 18 million. The literacy ra.te is less than 10 IX rcent •

For its population, the country is relatively large, 264,000 square

miles, or about the same size as Texas. It is primarily an agricultural

country, but much of its area is barren mountain or desert and only about

8 percent of the area is cultivated.

When the revenue project began in 1971, the government was a consti­

tutional monarchy established under a constitution adopted in 1965. How­

ever, in 1973, there was a change to the present republican form of

government and the monarchy was abolished as well as the parliament.

Since that time, the government has been he.aded by Mohammed Daoud,

President and Prime Minister, assisted by a Council of Ministers. Under

the new government, laws are issued Qy the Council of Ministers and the

President.

The Ministry of Finance is a major instrument of government with

responsibility for treasury, budget, accounting, customs administration,

tax collections, and other functions. The COtmtry is divided into 26

provinces which are administrative sub~divisions of the ce~tra1 govern­

ment. In each province, there is a Mustofi who is the chief financial

officer and is responsible to the Ministry of Finance. He is also respon­

sible to the governor of the province and is second in authority to the

governor. Almost all taxes are assessed and collected by the provincial

finance offi~es (Mustofiats).

The government has traditionally relied primarily upon customs duties

aid various forms of taxes upon imports and exports for its revenues.

4
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The following table sh~vs a summary of the domestic revenues (excluding

loans and grants) for the year 01.' 1549 (1970-71), the year before the

project began, and 1355 (1974-75), the last completed fiscal year.

Figures are millions of Afghanis. (U.S. $1 u Afs. 57)

1349 .2- 1553 %
Direct Taxes 469 8 1,022 10
Customs House Revenues 2,551 41 4,272 42
other Domestic Revenue 2,,899 51 -1,955 48-
Total Domestic Revenues 5,719 100 10,249 100

(The current rate of exch'lnge is U.S. $1 equals Afs. 57)

Direct taxes include the land tax, corporate income tax, busllless

tranrlctions tax (a flat gross receipts tax on incorporated business),

regis. ration taxes on vehicles, and taxes on individual income. Schedular

taxP ' on income include a tax on shopkeepers based upon the rental paid,

a t:uc on 'ontractors based upon contract amounts, a tax on persons en­

gaged in thb transport business based upon the number and size of vehicles,

a tax on operators of cinemas and theaters based. upan gross admissions,

and a one percent tax on the sale value of real estate transferred. All

of these schedular taxes are in lieu of other t axes upon that income.

In actdition, there is provision in the law for filing of returns qy
individuals. The intent is t hat all persons sub.iect to the' law will file

returns reporting all of their taxable income. The tax is ~rogressive

and generous family exemptions are allowed.

In practice to date, very few persons have filed returns reporting

their income and' have paid a tax based upon those returns. Among those

who have been forced to file are the licensed traders, who cannot obtain

their import-export licenses until they have paid their taxes, and

foreigners who are unable to get a visa to leave the country until they

have paid their taxes. Taxes are collected by withholding from the
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relatively small mnnber of government emplovees whose salaries are high

enough to exceed their personal exemptions, by withholding at the source

from dividend pavments by corporations, and by withholtiing from rents

paid by the government. In these instances, however, the returns sub­

mitted by these persons have generally reported only the income already

kn01·m to the government.

The most important exclusion from income for tax purposes is income

from agriculture, including rental income from agricultural land. It has

been estimated that AS percent of the population is directly ~ngaged in

and supported by agriculture. Their income from agriculture is almost

completely tax free. The land tax, which applies only to agricultural

land, is extremely emaIl, amounting to about one percent 'of all domestic

revenues and little more than one-tenth of one percent of gross agricul­

tural income. Until 1344 (1965-66), there was also a per capita livestock

tax which produced about 10 percent more income than the land tax. It

was abolished in that year, hmrever, and although there have been numer­

ous proposals to reinstate it, the government has apparentIV been un­

willing to do so.

Project Background

The history of developments leading up to this project'exten~s over

a period of 14 years. In 1957, Public Administration Service (PAS) was

a'Harded a contraet by the Int'3rnational Cooperation Administration (USA)

to provide technical assistance to the Ministry of Finance of Afgh&,istan.

The proj'3ct then' and during subsequent years and subsequent contracts in­

volved assistance in a number of fields including accounting, budgeting,

supply management; customs admll)istration, and cadastral survey. During

most of this period, the contract also provided for advice and assistance

in revenue administration.
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In 1956, one year before th8 beginning of the first PAS contract, the

Government of Afghanistan approved its first five-year plan. The fina"1­

cial section cf the plan emphasized the need to increase revenue from

direct taxation and proposed" higher rates for the schedular taxes on in­

come that then existed. The first task of the reven'Je advisor when he

appeared on the scene in 1957 was to draft a comprehensive income tax law.

In the next five years, the proposed income tax law went through six

drafts as a s~ccessirn1 of committees reviewed and revised the proposed

law. In 1963, it appeared that the law would have a greater chanCe of

acceptance if it were revised in style to conform with other Afghan leg­

islation and modifiei in content to incorporate existi~g schedular taxes

as an alternative to taxes on declared income. The advisor who ultimately

succeeded in developing an acceptabld l~w has stated thnt the USAID ob­

jective was the enactment of a progressive global income tax law while

the main purpose of the Afghans was the incorporation of their existing

t,·9.Xes and 2. workable income tax in a general tax law. Tr..e law as approved

attempted to include both objectives.

The flew law was enacted in 1965, and the PAS advisor began work on

a manual that would incorpJrate ta:: r' ;ulat.ions, explanations of the law

and regulations, and examples of their application. ~~ile this manual

W3.S in preparation, the Ministry decided that a number of cHanges in the

lap would be desirable and directed that the manual should be based upon

the proposeri amendments i'1 anticipation of their adoption. The parliament,

ho,:-rever, failed to act upon the proposed amendments. Nevertheless, the

manual was duplioated and widely distributed by the Ministry to its tax

offices even though it had not been officially approved and in many places

was at variance with the existing law.
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From October 19~8 to August 1970, the pro,iect did not include a full­

time revenue a1visor, although the advisor who had been successful in

.producing an acceptable income tax law was able to return for two brief

periods, one of two months and one of four.

The same advisor returned to the project in August 1970 and under­

took a complete reyision of the manual tlo bring it into accord with the

laH. During the follm-ling year, it W''lS decided by USAID to make an all­

out effort to improve tax administration to enable the Government to

increase its domestic revenues. As 0he project developed, it was designed

to provide a team of four advisors: Party Chief, Revenue Administration

Advisor, Tax Enforcement Advisor, and Training Advisor.

Although the Ministry of Finance and the USAID Mission in Kabul made

strong representations to USAID Washington in favor of continuing with

t.ri.S as contractor, it 'was decided by Washington to take bids fron: a num­

b3r of contractors for the prcject. Nevertheless, after a delay of

several months, PAS was selected as the contractor for the new project,

and the te~m of advisors began work in September 1971.

I~itiation of Project

Two of the four advisors selected to staff the project' had previous

experience as members of the PAS tea!l1 in Afghanistan.. The ~evenue Admin­

istration A(ivisor had served in a simil,qr capacity for 28 months in 1965­

65 and had been responsible for preparing the final draft of the income

tax lavr. He had returned to Kabul twice for two periods of TDY totalling

five months to work on the i'1c:orne tnx manual. For a year prior to the

beginning of the project, he had been serving officially as supervisor of

the cadastral swvey/land inventory project but had actually been devoting

a large part of his time to revenue matters and the writing of the income

tax manual.
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The Chief of Party had served in Afghanistan in the s~ capacity for

34 months in 196:?-64.

Both of the other members of the team, the Tax Enforcement Advisor

and t~e Training Advisor had had extensive experience on overseas projects,

but not in Afghanistan. The project officially began on August 1, 1971,

and by the end of September all four members of the team were at work in

Kabul.

The first step in the project was the development of a work plan

vrhich vlaS c ampleted and had received the approval of the Minister of

Finance by the end of November 1971. In simplified form, the work plan

established the following tasks and dates for completion:

]j

~
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Develop improved system for recording and reporting
revenue collections

Complete th6 revision of the income tax manual

Complete field training in improved system of
recording and reporting

Prepare recommended system for referral of substantive
questions to the Tax Board and for codification and
dissemination of Board decisions

Identification of existing taxes and field examination
of collection practices

Prepare recommended systems for administrative reyiew .
of tax appeals

Develop comprehensive systems for enforcement and
collection of all taxes

Complete field training in new systems

1/51/72

5/51/72

10/'5l/72

12/31/72

12/51/72

6/50/75

9/30/73

5/31/75

l

In reviewing the progress of the project, a choice must be made be­

tween a chronological account of the entire project or an account of the

developments related to each of the major tasks. The second approach has

been chosen.
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Income Tax Manual

It has been mentioned abmre the t the preparation of B. manual to i.T:­

elude tax regulations as well as &xp1anations qnd examples of application

Qf tJ,e ne~T income tax law was begtm shortly after the enactment of t,he

ne..., l..au in 1965. The manual was based upon the la..r as it. was proposed to

be amend6i and was duplicated and distributed within the Ministry and

its tax offices even though it vJaS at variance with the exi.sting law.

Nevertheless, in many t.ax offices the manual was the only source of in..
form2.tion and was frequently referred to by tax officials. The dispnri­

ties between the manual and the law as published in the official gazette

became the subject of many letters, di.sputes, and general confusion.

Before the beginning of this project in August 1971, the manual had

been revised to conform to the law and had been translated. The Ministry

had appointed a three··,nan C0T11JTlittee \ work with the Hevenue Administration

Advisor and the translator to be sure that the language was suitable and

clear. There were many difficulties ir! the trans11'l.tion of the manual due

both to lack of underst.andjng of the English text and inadequate Dari

(Afghan Persian) vocabulary for translation of many oj the technical

ter~s. The COmMittee reviewed the text word 8Y word and spent many hours

searching for language adequate to convey the meaning. At the end of the

first three months of tl-Je project, three of the twelve chapters had been

reviewed.

The length of time that would be required for this review of the

Dari version of the manUal had not been anticipated. The English version

of the manual contained 249 pageB while the Dari version had 279 pages.

The use of a committee for the review process was inherently tirr~ con­

suming. All of the members of theco7,lmi+l-,ee had other duties, and it was

difficult to convene them for sufficient periods of time or with
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sufficient frequency. However) previous experjence had ~oven that com­

plex and lenr,thy drafts of material had little chance of acceptance by

higher authorit,ies on the basis of translation of the English draft l:l;v- a

'Professi(>~al translator. Only when thev eould be assCY'€tl that the mater­

ial had been reviewed i :lomplete detail, actually word by vlcrk; b:v' a

committee of 0~ficials in whom they had confidence, would the top level

officia:'.s give their approval. It wa.s not until January 1973 that the

working committee finally complfted its review, The duplica~ion of the

final version in both English and Dari was time consuming)~d it was not

u.T1til April 1973 rtat the Income Tax Ma.:-lUal was r~ubmit.ted to the Minister

for official approval.

The Minister deci~ed that the manual sh~uld be reviewed again in de­

b7 the Tax Board but directed that body to meet frequently and in

sessions to accomplish the task. The Minister ~)8rscmally chaired

of these meetings and the Hlanual was eppr",.red bV ths Tax Board w'it'1­

in <L month. The second review by the Minister and the Tax Board paid ofL

when the manual was submitted to the Ca~inet, for al~proval was immediately

given on the day of its submission.

A number of stencils require::! changes as a resu1.t of the review by

the Tax BOal'~j and it was neCeSSaI"lT to incorporate these chc1g9s in the

finql version~ Before this could be done, the coup of JuIy 17 , 1973,

oocurre' L ,the new republican gO'rernmeni:, was in power. Nevertheless,

as soon as the final copies had been duplicated, the Ministry proceeded

to distrtbute them to all tax offices with instructions to adher6 to the

manual in all tax 'decisions. For the first time, the tax offices of the

Hinistry had aVclilable to th.em an accurate statement of tl),e law and 1'e­

lqted regulations together with detailed explanations and examplese
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Subsequent to the issuance of the mannal, the MiT1ist.ry decided to

have j t officially approved by the new government. This was done by

decree on March 9, 1974. At that time, there was a radio broadcast de­

scribing the npw manual and stressing its significance for improving

revenne co] lection for the government's development programs.

~~Tstems Development

It ltlaS recognized at the outset of the pro.iect that the developtn<:nt

of improved systems for the enforcement and collection of' the various kinds

of taxes would be a lengthy process.

The required steps were to:

Identify existing taxes

- Conduct field examination of current practices

Identify weaknesses and develop improved methods

- Prepare written procedures and instructions for new systems
of collection and enforcement

Secure formal approval of new systems by the Ministry

- Train tax collection emplqyees in the new systems

- Provide follow-up assistance in implementation

Decause of t~e amount 'Jf time that would be required fot: this pro­

cess, it was decided to give first attention to the system for recording
"'

awl reporting collections. There were sevBral reasons for this decision.

First, a system of accounting for revenues had been promulgated by the

Ministry in 1965~ the ~Tstem was basically sound, but there had been no

training ann little implementation. Second, revenue administration cannot

be effective without adequate, timely, and accurate information about

collections. Third, the program of training could begin quickly and TV'ould

proviie good experience for the training office.
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A relatively brief period of field investigation revealed that the

revenue accounting system issued by the Ministry had not been implemen­

ted. While the system was basically sound, it appeared that chances for

successful implementation could be improved by some minor modifications

in the system and by the preparation of more detailed instructions. A

report containing these recommendations was submitted to the Ministry in

,Tanuary 1972. While it w:>.s undergoing "{'evie"T, detailed new procedures

and instructions were prepared. These had been completed by the time the

report was accepted in April 1972. The detailed system was explained to

l1inistry officials on July 1 and approval obtained for beginning the train­

ing and implementation.

During the period when the revised system was in preparation, the

Ministry was persuaded to assign four officials to work with the advisors

in rlre.fting the procedures and in their translation. It was planned to

use this If operations and methodsll' group to provide follow-up assistance

in implementation of the new system after t~e training had been conducted.

An important part of the improved system was the use of a number of

standardized forms. In August, the Ministry accepted the recommendation

that these standard forms should be purchased by the Ministry and dis­

tributed free of charge to the provincial tax offices. At the time the

decision was hailed as a major breakthrough. Although the Minist.ry had
'\

from time to time made some standard forms available to its provinc:Lal

offices, it had always required payment. Because the provincial finance

offices rarely had sufficient funds to cover such paYment, most provinces

used forms drawn by hand or printed by local printers. This practice ob~

viously soon led to lack of standardization. A requisition for printing

the require r : forms was prepared for the Ministry in August. At the same

time, tIe trainers from the new training office began to receive instruc­

tion in the new system to prepare them for giving the field training.
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The first classes in the applica~ion of the new Bvstem for record­

ing and report.ing revenue collectjons Here held in December 197? in Kabul.

Field training of provincial ~rsonnel on a full scale began in February

1975 and continued until thG end of the Year.

After the training '''as completed in a pr\wince, a member of the

.. 0+;1' team would make a visit to assist in the installation of the new

system. It was freouently found th~t although the instruction had been

understood, no actual cbangeover to the new system would occur until the

province received the additional impetus provided by this visit. The

effectiveness of the program of training and installation for the im­

proved system of recording and reporting revenue collections will be dis­

cussed below in the section on evaluation.

\Vhile the trainjng described above was being carried out, the pre­

paration of standard instructions for thE' assessment and collection of

taxes was begun •

The following list shows the taxes for w~ich instructions were pre­

p3.1'ed and approved and the training cycle iT: wh~ch ea~h tax was inc1uded~

Cinema Tax
Shopkeepers Tax
1% Transfer Tax
Tax on Contractors
Tax on Rents Paid by Government
Tax on Transportation
Sale of Priced Documents
Tax on Consumer Goods
Road Use Tax
Tax on Licensed Merchants
I~dividua1 Income Tax Returns
Corporate Income Tax
Vlithholding Tax from SalAries
Withholding Tax from Dividends

Instructions
Completed

6/73
2/74
1°1/73
7/73
9/75
8/73
11/73
5/74 .
5/74
7/74
6/74
6/74
8/73
8/73

Approved
by M:irrlstIx

7/73
3/74
2/!4
1/74
2/!,4
2/74
5/74
5/74
5/74
10/74
10/74
8/74
5/74
3/74

Training Conducted
1974-75 1975-76

x
x
x
x
x
x
x
x
x

x
x
x
x
x
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Standard instructions were finally approved for fourteen different

taxes. The property tax was not included becausE:: there was TiO decisi<Yn

by the Ministry to modify the traditional system althoup;h the intent to

do so was restated annually. A standard instruction for collecting delin­

quent revenue was prepared and submitted. During the review by the

Ministry, however, all proposed ch<1{]ges were eliminated and the instruc­

tions as approved }ffire merely a restatement of current practice. Instruc­

tions were ~repared for improvements in collection of road tolls and for

the collection of the exit tax at the land borders, but the extent of

+,heir application could not be determined. An attempt was made to pre­

pare instructions for the stamp (sokuk) tax, but there appeared to be no

le~al authority for the tax and it was impossible to develop standard

instructions without it. A proposed la.w for the imposition of fines and

penalties for all types of taxes was prepared and submitted but not acted

upon. In the absence of a legal basis, no instructions for collection

could be prepared.

Training Frogra"!!!

Training was recognized as an essential part of the project from its

inception. It was hoped that the conduct of an extensive training pro­

pram would institutionalize the training process. Earlier projects in the

Ministry of Finance had attempted to achieve this goal, but without last­

ing success. A training office had been created in 1963, but it failed

to extend its activities beyond English language training and some typing

classes and the office no longer existed at the time this project began.

In the first discussion of the project work plan with the Ministry,

it was decided that a training office should be established to serve the

entire Ministry and not just the Revenue Department. It was agreed that

approximately six officials would be assigned as trainers and that office

space and classrooms would be provided.
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The decision to give first attention to the svstem for recording and

reporting revenue co1le~'Gions was partly based upon the desire to find an
,

area where training activities could begin at an early date.

The Ministry in January 1972, selected as the director of the train­

ing office the same individual who had held that position eight years be­

fore. He had been sent to the USA as a participant trainee in 1965 for

a progra~ in the conduct of in-service training operations but upon his

return he had been adsigned to other duties. Also in January, the Ministry

agreed to assign six officials as trainers.

Unfortunately, there was no ~udget authorization for a training

office and staff. As a consequence, all the persons assigned to that

function were actually on loan from other offices of the Ministry. Their

loss was resented by their supervisors, and this method of staffing was

a cause of conflict and difficulty until it was finally resolved in 1974

when the office was officially established in the bu~p.et.

It was not until June 1972 that the trainers, seven in number, actual­

ly reported to the training office and began to receive their basic train­

ing. After about one month, they began to receive instruction in the new

system for recording and reporting revenue collections.

It had been hoped that the trainers, with guidance and assistance,

would be able to prepare lesson plans and training materi~ls. After

several weeks of effort, it appeared that this was expecting too much of

them and the training advisor, with the participation of some of the O+M

team, had to take over this task. The initiation of training was delayed

in any event ~ the delay in obtaining the printed forms, and it was not

Q~til December that the ,first classes were held in Kabul.
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During this period, the director of the training office was trans­

ferred to another post and was replaced. The new director had no previous

experience in training activities but was riiligent and cooperative.

The training in the provinces began in February 1973 and continued

for the rest of the ye.qr. There were interruptions at the end of the

fiscal ye<rr and for the holy m01?th of Ramazan. In all, 825 employees re­

ceived 4 - 5 days of instruction in groups of about 15 each. Two instruc­

tors were used for each clas$ and three classes ran concurrently.

Because of the problems of :finding suitable classroom :facilities and

accommodations for t~e officials, it was necessary to hold the classes

in the larger provincial centers anrl to have tl-Je officials from the

neighborinr, smaller provinces travel to the centers. Several classes

were required at each location. This permitted the officials to attend

on a staggered basis that avoided having to close dmm the operations of

the revenue offices.

By May 197~, the training staff had lost three of its seven members,

but the Minister then assigned four more trainers to bring the total up

to eight. The four new trainers were paired with the experienced men,

and the training classes were continued by four two-man teams.

other personnel problems arose because the trainers were officials

of relatively low rank with low pay and minimum subsistence allowances

Nhile in the field. They were required to work much harder than many of

the}r colleagues and to be away from their families for weeks at a time.

These problems were presented to the Minister, who authorize~ them to be

p!lid an arlditi~al ·counterpart· salary equal to their base pay and to

be reimhl.D"'sed for the cost of hotel rooms. This resolved the problem at

the time, but after the ctange of government in July 1975, the authority

to pay counterpart pay was rel'3cinded. In the aftermath of the coup, how­

ever, the train~rs accepted the decision without further protest.
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The original project agreement had stated thllt the host government

v10uld provide vehicles for transporting trainers and their supplies.

11hen the time came that the vehicles ~ffire needed, t~e Ministry stated

that it 1-laS unable to provide vehicles and requested the USAID l1ission

to provide transportation for the teams, which it did.

Personnel problems continued. By the time the training waS conclud~i

in December, only five trainers were left. O'.:.hers had been transferred

or recalled to their regular assignments and by I.Tune 19'74, only one train­

er remained. In that month, however, a new director was appointed who

seewJd to hllve the full confideTlce of the Minister. Within a very short

time, the numoor of trainers had ber" incre.!\sed to nine, three of whom

h~i been trainers in the previous yeQr's program. Because the office

had bv now been established in the bu1get, the new men could be official­

ly appointed to their positions as trainers, and this greatly reduced

the problems that had previously interfered with the training program.

It had originally been thought that the standard instructions for

all of the taxes would, together with the income tax manual, be incorpor­

ated in the next phase of the training program. However, when it appe~'ed

that a course designed to cover that much material would be about six

Heoks in length, it was decided to divide the remaining training in tHO

phases. It tiaS believed that such a long course would be difficult for

both trainers and trainees. Also, it Has recognized that the administra­

tive problems of taking revenue officials away from their jobs for such

an extended period would be severe. The slowness with which the Ministry

moved to review and approve the instructions was an additional factor

that forced the revision in the work plan.

The new trainprs were given six weeks of training in their new duties

and in the material to be presented in the training course. The material
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to be covered consisted of standard instructions for the assessment and

collection of nine different kinds of fixed taxes, including a tax on con­

sumer goods that Has being imposed for the first time.

In August 1974,. a l':lpecial three~week class was given in Kabul to 17

officials from 12 of the larger provinces. It had been planned to use

elght trainers, each teamed with one of the people who attended this thrpe­

week course, to conduct eight classes simultaneously in different locations

about the country. The classes were to be kept at the same size as the

previous year, approximately 13 - 15 tr-ainees. Since there were about 400

officials to be trained, it 'was estim9.ted that four two-week training

sessions would be sllffj cient to cover the material.

The three-week training class provided an opportunity to observe the

new trainers. The class ended just before the beginning of the holy month

of Ramazan. Pre,rious experience had shown that during this month, which

is observed by total fasting from dawn to dusk, no training can be done.

Before beginning the program after the conclusion of Ramazan, the training

director expressed his conviction that the training would not be successful

if the eight trainers were used separately, each teamed with one of the

provincial officials who had attended the three-week class. He believed.

that some of the new men were too inexperienced to be sent, out the the

provinces alone. He proposed that four teams of two trainers should be

used with classes twice as large as originally planned. This would accomp~

lish the program in the same amount of time. The material to be covered

HR,S largely to be presented in lecture form, and there was much less class

participation in preparing sample forms and sample entries than in the pre­

vious year.

When the program got under way in November, it appeared that his judg­

ment was sound. Some of the new men were clearly not ready to handle clasR­

es on their ~vn and the larger classes - most of them were in the 28 - 30
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range - lrere in fact found to be quite suitable for the material that was

being presented. Because of official holidays and problems of sche1uling,

the program was not completed until January 1975. The training was given

to 571 provincial revenue officials.

As soon as this phase of the training program was completed~ the

trainers began their preparation for the next phase. The material to be

covered in the final ph~se of training consisted of the standard instruc­

tions for the five remaining t.ax13S and the Income Tax Manual. Because 11

out of the 12 chapters in the Income Tax Manual were devoted.to these

taxes, the amount of material tel be covered was more complex and extensive

than in the previous vear. It vas also planned to give a course on the

Tax Audit Manual. The latter was intended to be used in training about

50 - 60 officials from the larger provinces and from the Ministry itself.

It had been eatimrted that approximately three months of preparation

would be required for each of the tax audit manual and the tax instruc­

tions. Because of this, it had been thonghtunnecessary to prepare all of

the trainers to give the t.raining in the tax audit manual. The plan had

been to use ~ trainer as a counterpart for the tax enforcement advisor,

..Tho had written the manual, in teaching a series of small classes in its

use. It WaS estimated that 8ach class would require about six weeks to

cover the material.

The training director felt very strongly, however, that all of the

trainers should be fully prep~ed in all of the material while the foreign

advisors were on hand to give the instruction. Even though it appeared

that this might delay the beginning of the field training until mid-summer,

he obtained the support of the Ministry for this change in the work plan

~nd in m~d-February 1975, the instruction of the trainers began. The pro­

gram of instruction called for two hours each morning on the Tax Audit

llanual and tw'o houT's each afternoon on the Income Tax Manual and the re­

maj.ning standard tax instructions. Following this schedule, the training
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in the Tax Audit Manual '-las completed by the end of May, after which the

training instructors spent an additional tlxee weeks observing the work of

Ministry audit teams. The training in the income tax material was com­

pJeted by July 1.

The first classes in the Tax Audit Manual began later in July. Two

cl~ss8s were organized, each on a half-time basis in order to minimize the

interruption of work. One class was for twelve officials of the Tax Audit

Division of the Revenue Department and the other was for eight officials

from the Kabul Mustofiat. On the half-time basis, the classes continuo1

for seven weeks.

The first class in the application of the standard tax instructions

and the Income Tax Manual began early in August. This class was intended

to provide practice teaching and all of the training instructors partici­

p:,·:"ed. There were twelve officials in the class from the Kabul Mustofiat.

The class "Tas completed in four weeks.

The holy month of Ramazan in 1975 was from September 6 to October 5.

The classe~ in the Tax Audit Manual continued for part of this time on a

limited basis while the field training in the Income Tax Manual and tax

instructions was scheduled to begin after the Eid holiday following Ramazan.

It was hoped that four teams of two in8tructors each would be avail­

able for the field training. The transfer of two instructors reduced the
I

number of teams to three. Consideration had also been given to a plan that

Hould provide four weeks of training for the officials of the larger l1usto­

fiats and a shorter course of two weeks for officials from the smal18r

provinces and the woleswalis. However, because of difficulties in schedul­

ing and because of the Ministry's preference that all revenue officials

receive the same training, the program was arranged to give four weeks of

instruction to all provincial revenue emplovees, estimated to be abL ut 375.

On this basis, it was expected that the training would continue until late

11ay or early June 1976.
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The field training actUally began in mid-Octl)ber with teams 1..'1

:vhzar-e-Sharif, Herat, and Kabul. Two courses of foul' weeks eacb lvere

conducted in each location and included the revenue officials of 14 pro~r,­

inces. These cll3.sses 'vere cC'lTlpleted in December just before the Eid

holiday. After the holiday and just before the completion of the project,

thrGe teams went out to Kandahar, Kunduz, aDd Jalalabad to begin the

classes f0r 11 a~ditional provinces. These classes wera also to consist

of two four-week courses. At. their conclusion, the only rem~ining prov­

ince would be Kabul. The training program called for four classes to re
held in Kabul from r1arch to June.

Another class in the Tax Audit Manual began in mid-October. This

cl~ss was also on a half-time basis aud was conducted for three officials

from the Tax Audit DivisilJn of the Revenue Department and seven from the

Kabul Hustofiat. This class was completed lJ;I,r the end of November. As the

project closed in December, another class had been authorized by the

Deputy Minister to include tax audit officials from some of the larger

outlying provinces.

Participant Training

When the project was initiated~ it was decided to use it as a vehicle

for a much expanded progrl3.ffi of participant training in the 'USA and in Iran.

The agreement called for ten participants to be sent each year to the USA

for masters degrees in public administration and for two persons to be

sent each year to Tehran where the use of a common language eliminates one

of the serious difficulties in participant selection.

For the graduate level program in the USA, at the request of the

Ministry, a preliminarv English language screening test was prepared and

~dministered to 46 officials of the :Unistry in January 1972,. The 20

officials 1-Tho scored high~st on this preliminary test were sent in February

to the USIS English Language Training Center to be officially tested. In
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Narch, nin"" persons began English language training at the Center. The

project advisors also provided three hours of instruction each ¥eok in

public Rdministration voc!lbulary in order t.o better prepare the partici-

pants for their ;!.raduate level studies. In addition, two Peace Corps

Volunteers, who were givinp, English classes in the Ministry, devised a

course for three hours a week for orientation in American campus culture.

Three of the nine candidates had sufficiently improved their English 1anguag-e

ability to be called forwar~ in September 1979, and five more were admitted

to American universities in January 1973. Two of the eight developed emotion··

al and physic"ll problems and were returned to Afghanistan after a very short

ti~. Of the remaininp, six, one completed his masterb degree requirements

by the sprinf. of 1974, and was admitted to a special six-month program in tax

administration at the University of Southern California. He and three

others returned to the Ministry early in 1975, while the oth~r two returned

shortly thereafter.

In the fall of 1979, a similar process of selection was carried out

and another nine candidates were selected for intensive English language

trRining. Of these, three had sufficiently improved their English to be

called forward in September 1975 and one \-laS called forward in November.

In December of that YBar, the Minist.ry withdrew the other five candidates

from the program; after eleven months of full-time intensiv9 English

lang~~ge training, they had not yet qua1ifted to be called forward.
I

At the same time, in December 1973, the new Minister stated that there

would be no additional nominRtions for graduate level training in the USA

f the year 197 4.

USAID was reluctant to authorize additional paI,ticipant scholarships

to begin in 1975 because of the scheduled completion of the project in

December of that year. Finallv, however, it was decided to offer five

participant scholarships on the condition that the participants could
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become qualified to begin their studies before the end of February 1975.

The Hinistr:r submitted the names of 36 officials for the {~nglish J.d.uguage

test in October 1974" but only three were found qualified. Two of )vhese

were nominated by the Ministry and departed in January 1975. Both c~

these participants were among the f~Lve who hwl bel'm with·IT9.wn from the

program the year before.

The ten who have returned to the Ministry of Finance after success­

fluly obtaining their degrees have received the following assignments:

In all, foutoen persons were sent to tJ,e USA to study for rr .-tsteT'S

jegrees in public administraticn. As mentioned ahove" tH'J lo16re returned

after only a short stay. Of the balance, ten have successfully obtained

their degrees and the other two are continuing their studies. Two have

completed the sixamonth course in tax administration given by USC. Tl'lO

of t~e particip~nt candidates were women.

The development of a program for training in Iran took almost two

years. It l-las decided that the major emphasis should be on auditing and

th~t on-the-job training woulrl be more produ.ctive than academic study.

The training advisor visited Tehran in February 1973 and arranged with

several chartered accounting firms to accept officials from the Ministry

as trainees. The training wa.s to extend for two years and was to be

primarily on-the-,job with some pnrt-time academic worle. The firms

apreed t.o give the Afghan officials the same training afforded their own

regular emploYB8s. It later developed, however, that the Iranian

4
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1- Kandahar Customs House

- Tax Audit Division
Land Tax Division

Accounting Department - Systems and Procedures Office
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~overnment would not accept a training program for government officials

of a neip:hboring country u.111ess it was supervised by~he-ir own government.

A program was finally developed to be supervisen by the Ministry of

Finance of Iran to include a combination of academic t~aining in basic

accounting and on-the-job training both in the tax audit section of the

Ministry and in the offices of chartered accounting firmsD

The first group of four trainees departed at the end of 1975 and re­

turned in July 1975. All of them were immediately assigned to positions

as tax auditors. Several more trainees began a similar program in

February 1975. It is expected that they 1-1ill return in mid 1976.

The problem of finding candidates for academic study whose English

language ability was sufficient to permit them to study in the USA led to

an attempt in 1975 to find an alternative dep-ree program at the University

of Tehran. This failed, however, when it was found that the English

language requirement for admission to the graduate program there was even

higher than for state-side study.

Opportunities for tra.vel and observation of revenue administratjon

in other countries were also afforded to the President of the Revenue

Department. In 197:?, he visited Beirut to observe reverlue practices in

the f!,O;T"'~::-;-;-ll:!nt of lebanon for a peri"'"J of four weeks. In 1973, he made

brief visits to Thailand, Philippine 3, South Korea, and Japan for the same

purpose. In 1974, he went to the USA to attend the armua1, conference of

the N'ational Tax Association. At the same tima, he visited tax officeS in

California, Colorado, and Illinois to obtain information about tax admin­

istration practices in several areas related to Afghanistan tax structure.

Any bem~fit from this travel that might have accrued to the project and

to the government was lost w~en he was removed from office for cause in

December 1974.
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Tax Board

ITJ Jan~' 1971, before the beginning of the pro.iect, the Minister of

Finance appointed a Tax Board to study all tax questions coming before the

Hinist.ry and to issue rulings in conformity with t.he law. The Board was

alGo to prepare r.Januals and instr1:'ctions for the tax offices. The Board

was to consist of several experienced and senior officials of the Ministry

and included the Revenue Administration Advisor as a full member. It was

hoped that the creation of the Board would avoid the problems that had

resulted from the issuance of conflicting rulings and instructions from

various sources within the Ministry.

One of the project tasks was to prepare recommendations for improving

the work of the Board. Particular emphasis was to be given to developing

a system for codifying and disseminating all rulings of the Board to avoid

duplication and C'onflict.

The Tax Board became the major instrument of the Ministry for the de­

tailed review of the Tax Manual and subsequent manuals and instructions.

The membership changed from time to time but continued to include senior

officials of the MinistI':\' and the Revenue Administration Adv1sor up ill'ltil

the overthrow of the monarchy in July 1973. Under the new government, the

arlvisor ceased to function as a member of the Board, although he was

occasionally invited to participate in the discussion of specific tax

problems.

A report containing recommendations for improving t i ; wurk of the Tax

Board was completed in April of 1973, but the translation l'1aS not finish­

ed. until August 1975 after the change of government. For a period of

about tlVO months, the Board did not meet. When it did resume meetings,

the advisor was not invited to participate as a member. It does not appear
f

that the report on the functioning of the Board was ever given any serious
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consideration. ~le of t~p. reco~men~ations of t~e report, thRt the size of

the Board be reduced, was implemented, but this ma~r have been coincidence

rather than a result of the recommendations contained in the report.

Provincial Revenue Advisor

Early in 197?, the USAID Assistant Director for HAVR (Hebland-Arghandab

Valley Region) requested the project staff to prepare a report on possible

steps to increase revenues from the two provinces in HAVR, Helmand and

Kandahar. The Assistant Director pointed out that in that region there had

been a very heavy investment of both foreign assistance and local resources.

As a result, the economic productivity of the region had been greatly in­

creased but this had not been reflected in the tax collections of the two

provinces. The concern was to find ways to increase collections quickly

r~ther than to wait for the longer-run impact of the total project.

The report suggested that the only wa~! to secure a quick increase in

the tax coJ.lections of the bra provinces would be to provide a resident

advisor to "yorI<: directlv with the provincial revenue offices. As this

proposal was discussed between the team and the USAID Mission, it began

to appear that there would be substantial advantages to the project in

having an advisor worKing· 1irectly in the provinces. As field vi.sits for

the purpose of gathering information progressed, it became' apparent that

freouently the information obtained was incorrect or superficial.

When the additional advisor was finally approved, the scope of work

stated that the primary responsibilit.y was to provide information to the

overall r8venue project. He was to pr~!ide direct assistance to the

revenue officials of Kandahar and Helmand Provinces in improving the appli­

cation of present systems, in devising new procedures and methods of collec­

tion, and also in the implementation of the new systems developed by tl:e



'.

?os

over?.ll projec'j. The object.ive of bringtng about an increase in the rev­

enues of the t 1tlO provin·~es had become secon':iaIY.

The advisor was to be resident in Kandahar, which is the second

largest province in terms of reven1-'B collections. It vras expected that

he H:Juld spenri about three-fourths of his time there and about one-fourth

in Helmand Province. The two provincial capitals are about two hours

apart. Helmand Province is an average province in terms of revenue collec­

tions.

The Provincial Revenue Advisor arrived at the beg~nning of April 1973.

Hp. had previously served two Years in Afghanistan as a Peace Corps Volun­

teer and at that time had worked at the Ministry of Finance on the install­

ation of the accountinp, system. He had a sufficiently good comw~nd of

Dari to be able to work without an interpreter. After a few weeks in Kabul

to Ret accuainted with the project, the new advisor established residence

in Kandahar.

The provincial advisor developed a close personal relationship with

V'le revenue officials of the two provinces. In his final report, he

stated that 'Most of what I know about the working of the finance office

was gleaned while drjnki~g tea'.

It would have been more useful to the project if this. position had

been established at the beginning. In this way, the in-depth knoHledpe
I

of the revenue functions of the tvlO provinces would have been of maximum

value in the development of tax collection proce'iures. As it was, most

of the procedur~s for the fixed taxes, w~ere information about current

practices was most needed, had been drafted before the provincial advisor

had been on post long enough to be able to contribute much information.
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In some of the later procedures for t~e applicati0n of t~e income

tax, his knowledge of provincial conditions was useful. Because of his

experience in workin~ with the Mustofi of Helmand Province in the collec­

tion of back taxes, the standard instructions for the collection of back

taxes were largely prepared by him.

He also was responsible for preparing a report on the staffing pattern

of provincial revenue offices. The report emphasized the weaknesses of

present personnel practices al1d recommended staffing arrangements that

\·rould b9 directly related to the volume of revenue collections. The trans­

lqtion of the report was not completed until after his departure. There

"!3.S no official reaction to the proposals contained in the report. If

the. report does influence staffing patterns in these offices, it will onl;T

become apparent in future budgets.

Because of the timing of his tW0-year tour of duty, the accomplish­

ments of this position must largely be evaluated in terms of the original

objecti,re, tc bring about a significant increase in tnt: revenue collec­

tions of the two provinces. It is, of course, impossible to know the

extent to which revenues would have increased had the advisor not been

present~ In certain instances, revenue collection increases can be ascribed

to his ..rork.

l1hen the new procedl~e for assessing and collecting the cinema tax

,.,as issued, the provincial advisor was asked by the director of revenue of

Kandahar Province to assist in its implementation. As a result, the rev­

enue from the one cjnema in Kandahar increased from 67,000 Afghanis per

year to 360,000.

In Helmand Province, a new Mustofi was appointed June 1973. The pro­

vincial advisor was able to show him that the province had a very large

backlog of uncollected taxes, equal to 2-1/2 times the amount assessed in

1350 (1971 - 72). Collections of back taxes were increased from 3.4
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million Afghanis in 1351 (1972 - 73) to 6.6 million Afgh~is in the follow­

in? year. This can be directly attributed to a vigorous campaign conduc­

ted at the direction of the Mustofi. Collection of tax fines and penalties

increased in the same year from 193,000 to 787,000 Afg~anis. A new Mustofi

l·ms appointed. in the fol101,ring year. He became heavily involved in the land

0istribution program and d.id not give the same attention to increasi.ng the

collection of back taxes. Hovrever, the collections were held at 6.5

milli~n,and the collections of tax fines and penalties increased to 90?,OOn.

In attempting to Quantify the results of the Provincial Revenue Ad­

visor, the follo...rin{! comparisons can be marie with respect to' the increasns

in revenue for Kandahar PTovince, which was the focus of most of his

efforts.

Collections for the individual income tax inc:-,eased by 177 percent

from 1351, the year befo~~e his arrival, to 1353, the final year of his

tour. '1'11i5 compares "lith a 120 percent increase in that source for all

provinces. It is also a higher percentage than for any of the other five

maj or provinces.

Kandahar collection of tax fines and penalties increased 209 per­

cent in the same period. This rate compares with 178 percent for all

provinces and was also higher than the five other major provinces. The

collection of baCK taxes increased from 5.9 million to 7.6. million. The

percentage of this increase was less than the average, but this is be-
. I

cal.me Kandahar has consistently had a better record of collection of back

ta"Y:es than amr of the other major pr6v:inoes except Kun'i'lZ.

If Kandahar had increased its collection from ij~se three sources

by the same percentage as the average of the other provinces, the total

coJ.lecttons would have been only 29.:3 million, whereas in fact the total

was 53.9 million.
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At tl-ie time of his departure, the Kandal-iar Revenue Director said that

the presence of the Provincial Revenue Advisor had been of major benefit

in increasing revenue collections. The figures cited above would appear

to support this claim.

Tax Auditing

With the completion of the standard instructions for assessinp: and

collecting the various taxes, attention was turned to the question of im­

proving tax auditing. The second Tax Enforcement Advisor had had cxten~

sive experience in tax auditing. After several months of reviewing tax

laws and procedures and field trips for observation of provincial tax

opere-.tions, it was decided that a tax audit manual should be prepared.

The Tax Audit ~~ual was completed and submitted to the Mini8try in

October 1974. The manual was developed to be used as a basic text in

conducting training sessions in tax auditing and as a gui1e for tax audit­

ors in their fiel~ assignments.

Because tl-ie persons assignee to tax audjting had no previous instruc­

tion in even the simplest of accounting principles and practices, it was

necessary to include in the manual the basic concepts involved in double

entry bookkeeping. For this purpose, the sys~em of account~ng for indivi­

duals engaged in the import-export business that had been incorporated in
I

the tax procedl~es for licensed merchants was used in the tax audit manual.

In addition, the manual included step by step pr'Jcedures for makinf,

an audit, basic ,sampling procedures, and simple forms for controlling and

reporting the audit process.

The Ministry of Finance officially approved the new manual in July

1975. In the rr~antirr~, the instructors of the training office were
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given instruction in the use of the manual for training tax auditors.

Three classes were held for tax audit officials of the Revenue Department

in the Minist~r and the revenue office of the Kabul Mustofiat in 1975,

an1 a fourth class vras scheduled to begin at the enn of the year.

The Tax Enforcement Advisor was reauested bv the Deputv Minister to

accompany th~ audit teams from the Revenue Department in some of their

audits of foreign firms. Based upon his ohservations, a report, Tax

Auditing in the Revenue Departmenb was prepared and submitted to the

Deputy Hinister in December 1975. The report described the weaknesses

that ha~ been observed ann recommenden ten specific steps to be taken

in order to increase the effectiveness of tax auditing. The Deputy

J-Hnister approved the report and directed the Revenue President to carry

out the recommended actions.

Tax Appeal Procedure

One of the objectives of the project at the time of its inception

was the development of a system for the a~ministrative review of tax

appeals. In the original work plan, the completion of the system was

scheduled for June 1973, but when the work plan ioTas revised, the target

date for approval of the system by the government was March 1974.

There is no formal system by which a taxpayer con appeal from the
,

assessment of a tax by an official of the government. In practice, the

taxpayers in Afghanistan present their protests to provincial officials

or to officials within the Minist.rY at Kabul according to their own es­

timate of t~€ best place to obtain relief. Their choices of officials

are generally based upon the importance of the matter, their o~~ degree

of sophistication, and their personal status and influence.
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Frequently, tax appeals are referred to the Tax Board for considera­

tion and recommendation. Because of the lack of system for revie1~ng tax

appeals, it is impossible to obtain inform~tion as to their number or dis­

position.

At no time dir:l the absence 01' an appeal procedure appear to be of

reaT interest to the officials of the Ministry. Its inclusion in the

project agreement and in the work pl~n was accepted but without any comment.

Before the report recommending a system for administrative review of tax

apre~ls had been completed, the 1975 revolution had occurred. In the un­
certainty that followed, it seemed unlikely that serjous nonsideration

Hould be given to a proposal that would involve such an abrupt departure

from tradit i anal practj.ce. Before the completion of the project, a copy

of tl-te proposal was submitted informally to thp. Revenue President to ob­

tain hi.s judgment about the \olisdom and desirability of seeking official

consiieration. In the absence vf any positive reaction on his part, no

furt,er action was taken.

Commodities

The project included a modest sum, $15,OOq to be used for purchase

of tr~ining supplies and hand operated calculators or adding machines.

Hand operated machines lo18re specified because many of the· provincial

revenue offices have no electricity during working hours~,

Most training supplies could be locally procured, and it was decided

to use as much of the available funds as possible for the purchase of

addin€, machine's. An orrler for 56 manual .adding machines was placed in

Aug,~t 1972 and the machines \o~re finally delivered to the Ministry in

December 1975, just before the close of the project. The history of this

purchase may be worth repeating as an illustration of the difficulties

that can heset what appears to be a simple procurement action.
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National Cash Register Co. machines ~re selected because they were

of American origin, the company had a Kabul representative and service

facilities, and it was the only company that could provi1e a full key­

board manual machine in an extra heavy dust-proof case. Experience l-Tith

previous purc~ases of adding machines dictated the choice of the simplest

an1 sturdiest machine available. The total price was $14,480 c.i.f.

Kab,u.

The local representative of the compamr j.nsisteri upon a 50 percent

d~,~ payment. As this is customary in Kahul, it was p~id when the order

was placed. An essential feature of t~e specifications was that the key­

bo.'U'ds and printing keys were to be in Persian numerals and the keyboards

Here to be arranged in columns of three digits vrith no riecimals.

The machines finally arrived in Kabul in August 1973 and were clear­

ed through customs by the Mission and taken to the USAID warehouse. When

the machines were examined, it was discovered that the specifications as

to num~rals and keyboards had not been met. It was founri that when the

order "Tas forwardetj to t'lte company by the local represent~tive, this

essential specification had been omitted. By the tiroo the failure to

meet the specifications had been discovered, the manager of the loca] i't;i-~­

resentative agency had fled the country, absconding wi.th funds that in­

cluded the 50 percent down payment.

In March 1974, the regional director for NCR visited Kabul and after,
some ne~otiation with the ~/mer of the local representative agency, agreed

t~ have the machines modified to meAt the speCifications. At the same

time, it was d~scovered that the bill for air freight of the machines had

not been pairi. PAS agreed to pay the air freight, the payment to be

credited against the balance owed.

In April 1975, it was discovered that the parts sent to modify the

machines had been sitting in the customs house for two monthsw They had
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been misaddressed. When they were obtained from the customs house and

exaTl'ined, it turned out that another error had been made. The keys and

type bars that had been sent were again in English numerals.

Once again} the NCR Company agreed to obtain the Persian nmnerals

and to modify the machines to meet the specifications. Again a shipment

of keys and type bars was received in the customs house. This time they

"Tere addressed to the local company that had been the NCR representative,

but bv this time the rplationship had been severed. The local company

refused to clear the parts from the customs house except upon payment of

a fee that NCR Company refused to pay.

Under the circumstances, there was no alternative to using the

r.1a.chines as tl-}ey were. Accordingly" they were turned over to the Jvlinistry

in December 1975 and were distributed by the training instructors to the

provincial revenue offices. Payment of the balance was refused because

of the f'ailure of' the machines t,o meet the specifications.

Two vehicl9s were also authorized in January 1975 after the Minist~j

of Finance said they were unable to prOVide transportation for the train­

ing instructors. The Mission also undertook to provide needed t,ran~ror­

tation until the new vehicles arrived. When they did finally arrive in

the fall of 1974, it was decided that the vehicles would be kept in the

Mission £leet and that the transportation needs of the project would con-

tinue to be provided by the Hission. "'

Evaluation of Project

The avowed purpose of the project was to increase the collection of

direct taxes and especiallY' the individual and corporate income taxes.

This evaluation cannot be complete at the time the pro.iect is terminating.

The training program in the use of the Income Tax Manual and the
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application of related procedures has not been completed in all provinces.

The latest figures available are those for the fiscal year 1353 which

ended in March 1975 before the last training cycle hart ever begun. Never­

theless, an examination of the tax collections for 1355 as compared with

the last year before the projec~ began shows that there were significant

increases in the areas af~-~~ed qy the project, and it seems apparent

that the issuance of .p.~ Income Tax Manual and the training that had been

p,iven in 1~5? and 1~55 bad produced results that reflected a favorable

cost/benefit ratio.

The follm7ing fonr revenue accounts can be said to be directly affec­

ted by this project through the development of the Income Tax Manual and

the standard instructions for the assessment and collection of taxes.

Figures are shown in millions of Afghanis for the year 1353 (1974-75),

which is the last complete fiscal year, the year 1550 (1971-72), which

was the year 10 which the project began and before there was any project

impact, and~ for comparing the rate of increase, the year 1546 (1967-68).

~
%change %change

1346 1350 46 - 50 1353 50 - 53-
IndiVidual Income Tax 284.6 195.3 - 31% 459.7 + 135%

[
Corporate Income Tax 144.1 129.1 - 10 583.9 + 197
Tax Fines and Penalties 4.4 4.5 + 2 15.·9 + 253
Collection of Back Revenues 42.6 58.9 + 38 126.9 + 115

Ii
Total 475.7 387.8 - 18.5% 986~4 + 154%

It can be seen that from 1550, the year in which the project began

ta 1353, there was a verv large increase in these four sources, amounting

to 599 million Afghanis. This is in stri.king contrast to the deerease

that occurred from 1346 to 1550. An obvious Question, and one which is

impossible to answer with precision, is the extent to which the project

can take credit for these increased collections. During this time, a



revolution occurred and the new Republic of Afghanistan has obviously im­

posed new standards of performance upon revenue collection officials.

An anSl-ler may be Bought by making a comparison with the collection

of import duties which has also shown a substantial increase in the same

ve~rs and which has frequently been cited as an indicator of the new

policies with respect to the assessment and collection of revenues. The

figures are as follol-1s: (mi.llions of Afghanis)

1346
1350
1555

1,555.2
1,F09.4
5,157.8

19% increase over 1346
96% increase over 1350

The percentage increase from 1550 to 135~ is sUbstantially less than

that in t~e four tro~ sources shown above. AlSO, some of the increase

should be attributed to the natural growth of imports, as this source

showed an increase of 19 percent from 1546 to 1350 when the tax collec­

tions showed a decrease of the same percentage.

Furthermore, the introduction of a new customs tariff schedule must

be credited with a part of this increaseo For this reason, the fixed tax

on imports may be a better indicator of the effect of the new regime on

revenue collections. For the four years ending in 1?l50, the increase

was 33.5 percent. For the four years 1350 - 1?l53, the increase was 76.5

percent (after adjusting the 1355 figure to eliminate the effect of the

50 percent increase in the rate of the fixed tax), Consid~ring the rate

of increase of 33 percent from 1347 to 1350, it would appear that a. little

more than half of the increase from 1350 to 1~53 might be attributed to

the impact of the new regime. The increase in receipts from the four tax

sources directly affected by the pro.iect is remarkable by comparison. It

must be concluded that a substantial part of the increased collections in

these four taxes can be attributed to the project.
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In the case of two other taxes, the road use tax and the consumer

goo'ls tax: the laws were rewritten by pro.iect staff to broaden the tax

bRse and increase the collections •. The old road use tax had prodllced

11.1 million in 1351, its oost year, but. had then been discarded bv the

old parliament. The new law produced 19.~ million in 1~53.

The old consumer goorls tax law had proved ineffective with collec­

tions droppinr, each veal" from 154€ when thev were 6:?5 million to 1351

1-then they reacheri a low of 18.8 million. With the introduction of the

neii 113.w, the first full vear of its operation, 1353, produced collections

of E3 million.

There are still other tax areas where pro,iect recommendations were

adopted, but it is not possible to separately identify the resulting in­

creased reVenu.3S. These included the following changes:

In the administration of the business transactions (gross receipts)
tax, it had been the practice to allow a tax credit for the payment
of the fixed tax on imports and exports. This credit was discontinued ..

In assessing income taxes against merchants licensed to import 0.'

export goods, it had been the practice in those cases where the mer­
chants did not keep adequate records, to impute a profit of 7 per­
cent on the total volume of business. This was increased to 10
percent both as a revenue measure and as an incentive to keep better
accounts. In the first veal" after this change, the colleotions from
llcensed merchants increased from A..:',. 87 million to 185 million.

The airport tax was doubled from 100 Afs. to ?OO, but1the income
from this source is not segregated.

A new land barrler exit tax was imposeG upon all persons leaving the
country by land. The exact amount collected from this new tax has
not been segregated. Based upon sample counts at the land border
exit points, it would aJ:-pear to produce approximately 50 million
Afs. per year.
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Although it appears that the project has be£n effective in increas­

ing tax collections, it cannot be said to have been completely successful

in the apr-Ii cation of the new standardized procedures that it introduced.

Initially, it appeared that the new system for re:!orrlin~ and reporting

re',enues was a success. At the end of 197~ when tl)e training in the ne\ol

system had heen completed, 0. surve'r disclosed that the new system had been

implemented in 12 of the 26 provinces.

The purpose of the new system was to increase the accuracy and speed

of revenue reporting. A comparioon was made of the time in which the

monthly rever,ue collection reports were completed in the Nlllitofiats dur­

ing the eight montns after the beginning of the installation with the

folloWing results:

More than
15 days

28%
68%

Provinces where:

Training was implemented
Training was not implemented

Submission of ~onthly Report

15 days
or less

An analysis was also made of errors in the monthly reports. In a

period of five months, a total of 73 errors aggr~gating 54 million

Afghanis were found. However, it was also foun~ that none of these

errors had been made by provinces where the svstem had beep installed.

The comparison seems to demonstrate that the trainin~ coupled with

folloN-up visits to assi.:t in implementation had been effective and the

provincial revenue empl0'T88s were capable of understanding and applying

the neiV instruotions. However, the failure of the Ministrv to folloH

through on its promise to provide the required forms defeated the install­

ation. As the initial supply of fbrms became exhausted, many provinces

abandoned their use~ As a result, it cannot be said that the system for

recording and reporting revenue collections has been improved in any

substantial way.
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The time allowed for the project does not provide any opportunity to

fol101\T up the training in the standard inst.rpctj.ons for assesstng and

coll~dinr tax~5 to determine the p.xtent of their appl"~cation or to pro­

vide assistance in implementation. Wit~out such follow up, it is unlikely

that there will be any general implementation. It is apparent, hOT.rever,

that partial Lmplementation is taking place and is producing results •

The increased revenue fro~ the implementation of the cinema tax instruc­

tj.ons could be identified in some specific cases as has been mentioned

above.

In the case of the shopkeepers tax, the new svste~ was more complex

ani report~ indicated that it was not being fully applied. However, the

attempts made ni1 lead to a substantial increase in the shops registered,

and the revenues from this source increased from 3R million to 58 million

in the first year after the introduction of the new system.

It is unfortunate that the project does not include tirre for fo1101-1

up and assistance in implementation. However, it seems evident that the

iDtroduction of standard written procedures has been beneficial; their

utility has been demonstrated to the Ministry and their very existence

provides for the first time a continuing source of guidance for the four

huhrJred provincial empl<J:l,rees engaged in tax collection.

The training program has demonstrated to the Hinistrv that on-the­

job training can be given to large numbers of employees a-e a relatively

101,,] cost. The exposure that these employees have h.qd to a well-organized

on-the-job training program carnc'! ,:-". have had some effect in broadening

their horizons:

The project can also be caid to have benefitted the taxpayers of

Afghanistatl as .vell. The introduction of manuals and standard written

procedures has helped to reduce arbitrary interpretations of the law.
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The reduction of such arbitrary actions also limits the opportunity for

corruption. To the extent that n:ethods of assessment and collection be­

come standardized and more certb.in, the taxpa,rer can also become more

certain in his anticipation of the amount of tax he must pay •.'In summar'T, it can be sain that the ob.iective of increasing revenue

collections through improved tax ~dministration has been realized. The

increase in reven'Jes for the year 1~5:3 over 1?i50 tl1at can be ascribed to

pro~ect activities can be conservatively estima~ed ?t 600 million Afghanis

or ~ore than $10 million. For a project that has cost USAIDless than $1 .

million, this l'1ould appear to be a very gooti rate of return for even this

one year. \ihen it is considered that the full impact of the pro~ect will

not be felt for two or three years to come, the ratio of benefit to cost

is even more striking.

Essential features of the project that contributed to this success

may be summarized as follows:

The contractor's staff was located within the Ministry of Finance
and worked directly with Ministry officials at all stages.

The contractor and the staff were thDroughly familiar with the
practices of administration in the Ministry.

At every step, all proposals for ~hange and improvement were worked
out in cloqe collaboration with Ministry officials.

All of the implementation of proposals was done by Mirlistry officials,
but with active support and assistance from the contractor's staff.

Finally, the contractor's staff was a team in the true sense of the
word witl1 i-nstitl1tional lq\ralty, institutional support and a common
institutional goal.
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APPENDIX A

RC'r~rts Issued

Organization of Ministrv of Finance

Review of t~e Revenue Accounting System

Semi Annual Report

A Survey of Sample ViJlages to Estimate Changes in Land Tax
Revenues if Cadastral Survey Results Are Used for Tax Purposes

Sr.:mi Annual Report

Approved Work Plan (Revised)

Procedures for Recording and Reporting Revenue Collections

Income Tax Manual

Semi Annual Report

Procedures for Cinema Tax

Special Project Report to the Minister

Making and Disseminating Tax Rules

Semi Annual Report

Procedures for the Tax on Contractors

Prooedures for Collecting Taxes on Rents Paid by Government

Procedures for the 1% Transfer Tax

Procedures for Withholding Income Tax from Salaries

Procedures for Withholding Income Tax from Dividends

Procedures for t~e Tax on Fixed Business Establishments
'\

ProGedures for t~e Sale of Priced Documents

Procedures for the Sale of Priced Documents by other Agencies

Procedures for Administration of Road Toll Charges

Procedures for the Proposed Tax on Livestock

Procedures for the Road Use Tax

Procedures for the Consumers Goods Tax
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Semi Annual Report

Procedures for Corporate Income Tax

Procedures for Tax on Individual Licensed Merchants

Standard Cash Accounting System for Licensed Merchants

Procedurp.s for Collecting Income Tax from Individual Returns

Tax Audit Manual

Semi Annual Report

Procedures for Collecting Land Border Exit Tax

Procedures for Collecting Delinquent Revenues

Staffing of Provincial Revenue Offices

Semi Annual Report

Tax Auditing in the Revenue Department

Improve~ Tax Collection in Afghanistan (final report)
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APPZNDIX B

Project Staff

Chief of Party Julian Orr Sept. 71 Dec. 75

Revenue Administrati on Irving J. Olson August 71 Dec. 74.. Advisor

Tax Enforcement Advisor Ka.:r 01 R. Stewart August 71 .. Nov. 75
Anthony Falzone Jan. 74 Dec. 75

:;1
Revenue Training Advisor ~ichael J. Aylward Sept. 71 Dec. 75

~~ Provincial Revenue John Soden March 75 March 75
[11 Advisor
i • ~

I',
·tj

til Project Secretary Amelia Ali AUf;ust 71 Dec. 75

11
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APPENDIX C

CONTRACT EXPENDITURES

(through December 31, 1975)

Category Budget Expenditures

1- Salaries $407,?01 $ 395,574.02

2. Allowances 8:?,349 77,889.64

3. Travel and transportation 94,571 87,963.74

4. other direct costs 54,216 49,889.99

5. Overhead 227,?21 255,569.71

6. Equipment and materials 14,660 8,484.71

Grand Total $880,218 $ 854,971.81
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