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1. Executive Summary 
 
USAID signed a Task Order with Development Alternatives Inc. (DAI) on July 23, 2005 
to design and implement a program for modernizing and improving tax policy and 
administration in El Salvador.   
 
Highlights for the quarter are listed below: 
 
 
Activities Performed 
 

1. International Visitors’ Program (IVP) on Transfer Pricing, Argentina  
2. IVP on Fiscal Compliance Call Center, Chile 
3. Third Phase of the Implementation of the Fiscal Compliance Call Center 
4. Fiscal Compliance Procedures Training 
5. Development of the Data Entry System (EDA) 
6. Creation of the Supervision and Control Office 
7. Creation of the Excise Tax Office 
8. Development of Mission Document and the Use Cases of the Case Management 

System 
9. Development of Mission Document and the Use Cases of the Case Selection  

System 
10. Transfer Pricing Audit Techniques Training 
11. Programming Plan for the Case Selection & Management System (CSMS) 
12. Follow-up on Deployment of the New DGII IT System 
13. Presentation of the TPAR Project to the new DGII Director General: 

 
Quarterly Results  
 

1. IVP on Transfer Pricing-Argentina: The project developed a Transfer Pricing 
Training in Buenos Aires for 3 DGII officials in coordination with the AFIP 
(Administracion Federal de Ingresos Publicos). 

 
2. IVP on Fiscal Compliance Call Center-Chile: The project developed a Fiscal 

Compliance Practices and Systems Training for 3 DGII officials in Santiago de 
Chile in coordination with the SII (Servicio de Impuestos Internos de Chile). 

 
3. Third Phase of the Implementation of the Fiscal Compliance Call Center: 

TPAR supported the implementation and initial operations of the Fiscal 
Compliance Call Center. 

 
4. Fiscal Compliance Procedures and Functions Training: TPAR delivered 

training on Fiscal Compliance to 27 DGII employees. 
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5. Development of the EDA: TPAR continued developing the EDA System making 
changes requested at last minute by DGII. 

 
6. Creation of the Supervision and Control Office: TPAR insisted to DGII on the 

need for the MoF to fulfill the commitment of creating the Supervision and Control 
Office.  DGII promised to create the Unit along the 4th year of the project. 

    
7. Creation of the Excise Tax Office: TPAR insisted to DGII in the need for the 

MoF to fulfill the commitment of creating the Supervision and Control Office.  
DGII promised to create the Unit along the 4th year of the project. 

 
8. Development of Mission Document and the Use Cases of the Case 

Management System: The project continued developing the Mission Document 
with the counterpart team. 

 
9. Development of Mission Document and the Use Cases of the Case 

Selection System: TPAR and the counterpart team developed a Mission 
Document, and have been working with the DGII to have personnel assigned to 
this task.  

 
10. Transfer Pricing Audit Techniques Training: TPAR delivered training on 

Transfer Pricing Audit Techniques to 32 auditors of DGII. 
 

11. Programming plan for the CSMS: TPAR developed the programming plan for 
the CSMS. 

 
12. Follow-up on the Deployment of the New DGII IT System: The project 

continued advocating for the DGII to develop a deployment program for the new 
IT System. 

 
13. Presentation of the TPAR Project to the new DGII Director General: The 

director of the DGII, Luis Barahona, was replaced by Mariano Bonilla. The COP 
made several presentations about the TPAR Project to the new Director General. 
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2. Introduction 
 
USAID commissioned Development Alternatives, Inc. (DAI) and its TPAR team to 
design and implement a program for modernizing and improving tax policy and 
administration in El Salvador.  The project goals are to maximize tax collection and 
minimize evasion without increasing the tax rates. 
 
USAID and the General Directorate of Internal Revenues (DGII) have prioritized several 
key areas for the TPAR team to target in our efforts to help modernize the tax 
administration, including:  improving audit skills and procedures; collecting higher quality 
information on taxpayer wealth/income and financial/commercial transactions; improving 
information technology infrastructure to manage taxpayer information, cross-reference 
taxpayer data, automate tax administration processes, and improve online taxpayer 
services; training; creating and/or strengthening offices of Tax Analysis, Taxpayer 
Current Account, Stop filers and Delinquents, Tax Investigation, and Excise Duties; 
establishing a Call Center to assist taxpayers; and advising on analysis and drafting of 
new regulations and legislation.  
 
The TPAR project is working with the DGII to help them achieve their targets for the tax 
administration:   
 

 Increase tax revenues equivalent to 2.5-3.0% of GDP by 2009.  
 Achieve a 50% reduction in tax evasion and avoidance in VAT, income tax, and 

excise tax. 
 Successfully implement the current tax reforms recently enacted. 

 
To assist the DGII in their progress towards these targets, DAI and USAID have set the 
following goals for the TPAR project:   
 

 Build the capacity and systems required to achieve the MOF’s ambitious revenue 
targets; 

 Establish the impartial, transparent, and rigorous procedures necessary to 
reduce tax evasion; and 

 Strengthen the analytical abilities necessary for the DGII to gauge the fiscal 
impact of current law and proposed reforms and to serve as an ongoing source 
of expert advice to senior policy makers.  
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3. Activities and Quarterly Results 
 
A more detailed description of activities completed and results achieved in the twelfth 
quarter includes: 
 

1. IVP on Transfer Pricing, Argentina: The project developed a Transfer Pricing 
(TP) Training in Buenos Aires in coordination with the AFIP (Administracion 
Federal de Ingresos Publicos). Since the project’s inception, TPAR has insisted 
on the need for the DGII to start controlling transfer pricing practices. The DGII 
ultimately agreed on the need to create a Transfer Pricing Unit to control and 
audit TP practices. The project developed an IVP Program to train DGII staff in 
Argentina, the most developed tax administration in Latin America with regard to 
transfer pricing. The 3 attendees were able to learn from the Argentinean 
experience and were trained on the methodologies and audit techniques applied 
in the AFIP to control this type of tax avoidance. 

 
2. IVP on Fiscal Compliance Call Center, Chile: The project developed a Fiscal 

Compliance Practices and Systems Training in Santiago de Chile in coordination 
with the SII (Servicio de Impuestos Internos de Chile). TPAR recommended the 
creation of the Fiscal Compliance Call Center, and supported it technically and 
with equipment and software. In order to prepare the supervisors and IT staff for 
the implementation process, TPAR organized an IVP to Chile, training the DGII 
attendees on all matters related to the management of fiscal compliance 
operations and practices. The training was attended by the head of the DICOT 
(Division de Cumplimiento de Obligaciones Tributarias), the Chief of the Stop 
Filers Unit and the IT expert of DGII that will support the Call Center operations. 

 
3. Third Phase of the Implementation of the Fiscal Compliance Call Center: 

TPAR supported the implementation and operational launch of the Fiscal 
Compliance Call Center. The project developed the software to be used in the 
call center and developed the system of case selection and administration. All 
the systems were installed and the necessary servers and computers were 
provided by TPAR. The project consultant, Carmen Garcia, coordinated the 
installation of the systems, offices equipments, and the creation of the office. The 
Call Center will start operations by September, after the training and the pilot test 
have been completed.  

 
4. Fiscal Compliance Procedures and Functions Training: TPAR delivered 

training on Fiscal Compliance to 27 DGII employees. The training included 
negotiation techniques, tax regulation for fiscal compliance control, procedures 
manual development, and stop filers control strategies.  

 
5. Development of the EDA: TPAR continued developing the EDA System making 

changes requested by DGII. TPAR has been developing the EDA system (data 
entry procedures and validations) for the DGII system and developed the system 
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as agreed with the DGII counterpart in the Vision Document. Its delivery was 
planned for July, but the DGII requested new functionality that was not included 
in the vision document. TPAR agreed to make some of the changes before 
September 8th, 2008 when the CSMS programming will begin.  

 
6. Creation of the Supervision and Control Office: TPAR insisted to DGII on the 

need for the MoF to fulfill the commitment of creating the Supervision and Control 
Office.  The DGII promised to create the Unit during the 4th year of the project. 

    
7. Creation of the Excise Tax Office: TPAR insisted that DGII fulfill the MoF’s 

commitment to create the Supervision and Control Office. The DGII promised to 
create the Unit during the 4th year of the project; and the DGII is taking concrete 
actions to do so. 

 
8. Development of Mission Document and the Use Cases of the Case 

Management System: The project continued developing the Mission Document, 
which is the general framework for the CSMS, with the counterpart team, and 
submitted it for approval to the Director General. The Use Cases are currently 
under development, and will be finished by the end of August 2008. 

 
9. Development of Mission Document and the Use Cases of the Case 

Selection System: TPAR drafted an initial Mission Document with the 
counterpart team. It is expected that by August a DGII official will be assigned to 
the project to continue to support this effort. 

 
10. Transfer Pricing Audit Techniques Training: TPAR delivered training on 

Transfer Pricing Audit Techniques to 32 auditors of DGII. Since 2006, TPAR has 
advocated for DGII to implement critical controls on transfer pricing practices, 
and developed a regional seminar and an IVP on TP to Argentina. In order to 
strengthen the DGII on TP audit techniques, training and support for the creation 
of the new TP Unit were delivered.  

 
11. Programming plan for the CSMS: TPAR developed the programming plan for 

the CSMS. It articulates the responsibilities of TPAR, DGII and the MoF. The 
project is currently looking to hire an expert for the programming process of the 
CSMS. TPAR expects this task to start in September and finish by March 2009. 

 
12. Follow Up Deployment New DGII IT System: The project continued advocating 

for the development of a deployment program for the new IT System. Despite all 
the efforts of TPAR, the schedule has not been determined yet by the IT 
Department of DGII. It is expected that by August, the Director General will 
submit the approved schedule for deployment. 

 
13. Presentation of the TPAR Project to the new DGII Director General: The 

director of the DGII, Luis Barahona, was replaced by Mariano Bonilla. The COP 
made several presentations to Mariano Bonilla the new Director General of the 
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TPAR Project. Mr. Bonilla confirmed TPAR his full commitment to the project’s 
tasks and goals and promised to continue supporting all project initiatives and 
recommendations. 
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4.  DGII Performance—Quarterly Review 
 
The Task Order document mandates that DAI report quarterly on the Government of El 
Salvador’s (GOES) progress towards the following targets:   
 

• Increase tax revenues equivalent to 2.5-3.0% of GDP by 2009.  
• 50% reduction in tax evasion and avoidance in VAT, income tax, and excise tax. 
• Successful implementation of the current tax reforms recently enacted. 

 
Increase tax revenues equivalent to 2.5-3.0% of GDP by 2009. The Ministry of 
Finance (MOF) target for 2009, according to the Task Order document, is a tax ratio of 
15.2% (3% increases from 2004).  The revised target adjusts the goal to achieve a 2.2% 
increase, with a tax ratio of 14.4%.  If needed, the goal will be adjusted. 
 
The tax revenues on some taxes have been growing, while others have had a small or 
even negative growth rate during the last 3 months.   
 
INTERNAL VAT 

  2006 2008 Difference 
Growth 

Rate 2007 2008 Difference 
Growth 

Rate 
                  
May 46,783.6 51,184.8 4,401.2 9.4 47,428.0 51,184.8 3,756.8 7.9 
June 47,367.6 49,520.1 2,152.5 4.5 48,257.1 49,520.1 1,263.0 2.6 
July 43,891.8 45,718.7 1,826.9 4.2 48,120.2 45,718.7 -2,401.5 -5.0 
                  
Average 138,043.0 146,423.6 8,380.6 6.1 143,805.3 146,423.6 2,618.3 1.8 

Thousands of Dollars 
Source: Collections report, Treasurer’s Office, MOF 
 
 
The internal VAT collection continues with the behavior shown in the previous quarter: 
low and even negative growth rates. Compared with 2006, the increase between these 
two periods was 9.4% for May, 4.5% for June and 4.3% for July 2008. The growth rate 
compared with the 2007 was 7.9% for May, and 2.6% for June, while July registered 
negative growth at -5%.  
 
As we can see, the internal VAT collection has not increase significantly, while the 
import VAT continues growing at the highest rates. There are two possible reasons. 
First, an increase in tax evasion or accumulations of stocks in the economy could be 
generated by a slow-down in sales. But after a 3-quarter trend, we have to conclude 
that the poor tax control on the VAT could be generating the downward trend of this tax. 
Next quarter TPAR will be delivering training on auditing techniques on VAT. We expect 
to determine the status and level of the current VAT control at the DGII then, and train 
personnel on special techniques to address tax evasion issues. 
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IMPORT VAT 

  2006 2008 Difference 
Growth 

Rate 2007 2008 Difference 
Growth 

Rate 
                  
May 72,862.8 92,609.9 19,747.1 27.1 86,656.9 92,609.9 5,953.0 6.9 
June 68,723.6 88,671.6 19,948.0 29.0 77,070.5 88,671.6 11,601.1 15.1 
July 71,430.4 95,631.3 24,200.9 33.9 81,656.5 95,631.3 13,974.8 17.1 
                  
Average 213,016.8 276,912.8 63,896.0 30.0 245,383.9 276,912.8 31,528.9 12.8 

Millions of dollars 
Source: Collections Report, Treasurer Office, MOF 
 
Import VAT brought in large returns over the same period. Between 2006 and 2008, the 
import VAT grew at rates of 27.1% in May, 29.0% in June, and 33.9% in July 2008. The 
growth rate compared with 2007 for May was 6.9%, in June, 15.1% and July, 17.1%. 
 
 
INCOME TAX WITHOLDING 

  2006 2008 Difference 
Growth 

Rate 2007 2008 Difference 
Growth 

Rate 
                  
May 30,004.9 37,564.5 7,559.6 25.2 33,413.2 37,564.5 4,151.3 12.4 
June 29,236.0 37,030.7 7,794.7 26.7 35,471.2 37,030.7 1,559.5 4.4 
July 34,973.5 44,503.2 9,529.7 27.2 39,009.3 44,503.2 5,493.9 14.1 
                  
Average 94,214.4 119,098.4 24,884.0 26.4 107,893.7 119,098.4 11,204.7 10.4 

Thousands of Dollars 
Source: Collections Report, Treasurer Office, MOF 
 
Income tax withholding experienced substantial growth compared with 2006. The rates 
increased to 25.2% in May, 26.7% in June, and 27.2% in July. Between 2007 and 2008, 
the rate for May was 12.4%, 4.4% in June, and 14.1% in July. 
 
ACOOUNT PAYMENTS 

  2006 2008 Difference 
Growth 

Rate 2007 2008 Difference 
Growth 

Rate 
                  
May 13,451.0 19,062.7 5,611.7 41.7 16,394.1 19,062.7 2,668.6 16.3 
June 16,515.0 19,617.1 3,102.1 18.8 17,687.3 19,617.1 1,929.8 10.9 
July 16,692.0 21,348.6 4,656.6 27.9 19,300.5 21,348.6 2,048.1 10.6 
                  
Average 46,658.0 60,028.4 13,370.4 28.7 53,381.9 60,028.4 6,646.5 12.5 

Millions of Dollars 
Source: Collections Report Treasurer Office-MOF 
 
Account payments also registered important increases compared with prior years. Since 
2006, Account Payments increased by 41.7% in May, 18.8% in June, and 27.9% in 
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July. Between 2007 and 2008, rates increased 16.3% in May, 10.9% in June and 10.6% 
in July. 
 
50% reduction in tax evasion and avoidance in VAT, income tax, and excise tax. 
The second GOES target is to reduce tax evasion in VAT, income tax, and excise tax by 
50 percent. The TPAR project conducted a tax evasion study and a benchmarking study 
to measure and track this evasion. The UPET (DGII Office of Tax Analysis) has agreed 
to implement the evasion study every year during the second quarter.  
 
The TPAR benchmarking study estimated VAT evasion to be 40.9%; against a Central 
American benchmark of 25% and an international benchmark of only 10%. Based on 
the studies developed by the TPAR Team, the goal agreed with DGII and USAID has 
been the reduction of tax evasion to 30.7%, meaning a reduction of 25% on the evasion 
rate. Nevertheless, the TPAR Team will work with the vision of achieving a 50% 
reduction of tax evasion. This early indicator suggests that there is significant room for 
El Salvador to improve VAT compliance. 
 
The project is still waiting for the tax evasion study for 2005 that should have been 
conducted by UPET in April 2007. TPAR requested that the Central Bank submit the 
Input Output matrix to the UPET and they have now done so; but to date, UPET has not 
submitted the study to TPAR. The project tried to develop the study, but the UPET chief 
was unwilling to grant access to DGII information to any member of the TPAR team. 
 
To date, TPAR has provided a steady stream of recommendations to support the DGII 
in the fight against tax evasion: recommendations for the DGII regarding auditing 
techniques for Income Tax and VAT, recommendations for the reform of the auditing 
area, development of a data warehouse to more accurately and transparently select 
cases and detect evasion for control, development of a Fiscal Compliance Call Center 
that will improve the control of tax evasion, improvements to the information system, 
and development of applications to more accurately provide data for tax functions. 
 
Successful implementation of the current tax reforms recently enacted. The 
project has been working on the development of a long-term strategy to successfully 
modernize the GOES Tax Administration and, in the mean time, help them to implement 
the fiscal reforms of 2004. The project has been performing, among others, the 
following activities: 

 
1. Reform of the current processes, procedures and structure of the auditing 

area: During the last 2 years, the project recommended changes to the DGII in 
the auditing areas in order to improve the current structure and implement the 
necessary controls of the new tax obligations enacted with the fiscal reforms of 
2004 related to the account payments, VAT withholding and percepciones and to 
more efficiently combat tax evasion. The project has recommended to the new 
DGII Director that the DGII implement the recommendations already made by 
TPAR. He agreed on the need to support the auditing areas and institute TPAR-
recommended reforms. The project is currently working on the creation of the 
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CSMS that will improve the current auditing system and will provide the DGII with 
a transparent and efficient tool to investigate and control tax evasion. 
  

2. Creation of the Transfer Pricing Unit: The DGII with the support of TPAR is 
working now on the creation of the Transfer Pricing Unit based on TPAR 
recommendations. It is expected that the Unit will be created before October 
2008. During this reporting period, TPAR led an International Visitors Program to 
Argentina on Transfer Pricing, where DGII experts were trained on TP auditing 
techniques, regulations and Argentinean TP experience. Additionally in 2006, the 
project provided recommendations for the creation of the TP Unit and the 
amendment of the law, recommendations that were included in the Tax Policy 
Document. 

 
3. Supervision and Control Office creation plan development: The Supervision 

and Control Office will help the TPAR Project with the implementation of the new 
system by documenting and overseeing the changes to management systems 
and business processes. During the quarter, the project continued to advocate 
for the Unit to be created by January 2009 as was promised by the Vice Ministry 
and the DGII Director General. The project expects that this will occur. 

 
4. Fiscal Compliance Call Center: During the quarter, the Call Center was finally 

created and is ready to start operations. The Fiscal Compliance Call Center will 
be in responsible for the control of stop filers and delinquents, helping the DGII to 
improve the current tax control system and expand the taxpayer base. It will help 
not only to reduce tax evasion but to maintain the compliance level of taxpayer 
Account Payments, Withholdings and Deductions, which are among the most 
important changes generated by the fiscal reforms of 2004.  
 

5. Development of the Case Selection and Management System: In order to 
increase productivity in the auditing area, improve transparency of the control 
function, and improve the fight against tax evasion, TPAR proposed back in 2005 
the development and implementation of a Case Selection and Management 
System. This past quarter, with the DGII’s agreement, the project worked with the 
counterpart team on the development of the Vision Document and conducted an 
exhaustive investigation to determine which technology is the most suitable for 
the development of CSMS. TPAR is working with the MoF to ensure that we are 
on track to start developing the system in the next quarter.  
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5.  TPAR Project Performance—Quarterly Review 
 
Finally, we measure the TPAR project’s performance by comparing our activities and 
progress against the performance standards set out in the Task Order document, (from 
Section 5, pp. 12-13 of the Task Order):     
 
Performance Standard TPAR Progress 
Effective implementation 
of tax reforms 

The TPAR project continued to support the DGII with the 
implementation of recommendations regarding the fiscal 
reforms.  Qualitative and quantitative highlights have been 
discussed throughout this report. 

Achievement of tax 
collection targets 
measured on a quarterly 
basis 

TPAR has been evaluating the DGII’s performance against 
collections targets for the quarter. 

a) Enrolls all entities 
subject to the taxes 
according to law, on 
master files (tax 
database) 

During this quarter, the project continued insisting with DGII 
on the need for them to provide more information to update 
the system. 
 

b) Monitors filings against 
the master files 

The project continued performing follow-up on the 
deployment of the new IT system. Additionally, TPAR 
worked to implement DGII’s new requests for the EDA 
system. The Case Selection System is in development. 

c) Ascertain liability 
according to the law 

The project continued supporting the AU and the CIU by 
requesting that the Fiscalia continue to work closely with 
the DGII in the prosecution of the tax fraud cases. 
 

d) Monitors, records, and 
controls payments in a 
timely manner 

The project finished the creation stage of the Fiscal 
Compliance Call Center that will be in charge of the Stop 
Filers Control and will be monitoring the lack of compliance 
of taxpayers. 
 

e) Compares payments at 
decentralized sites with 
forecast payments  

The procurement of data for the data warehouse continues. 
The project continued insisting on the need for the DGII to 
obtain data to populate the cross reference analysis 
system. Although the third parties are reluctant to provide 
the data, it is critical that the tax administration enforces the 
law and makes them comply with the information 
requirement. Additional recommendations were provided in 
the Tax Policy Document. 
   

f) Selects and performs The project continued developing the Case Selection and 
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Performance Standard TPAR Progress 
audits and collections 
activities fairly and 
effectively 

Management System that will bring transparency and 
efficiency in the fight against the tax evasion. Additionally, 
the project finished the creation stage of the Fiscal 
Compliance Call Center. 

g) Assists taxpayers with 
compliance through an 
efficient call center 

TPAR continued supporting the Taxpayer Assistance Call 
Center and the Consultation System.  

h) Establishment, 
scheduling, and 
achievement of a set of 
key international 
benchmarks on tax policy 
& administration. 

The TPAR team continued updating the benchmarking for 
2007 despite the lack of full support in terms of data sharing 
from UPET and the MoF. 
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