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TAX ADMINISTRATION PROJECT

REVISED PROP

A. Purrose of Revision

This PROP revision at GOC request (1) extends the Tax Admin-
istration project for an additional two years through FY 1974,
(2) (continues advisory services and training in the flelds of
audit and collecticns in which we are now giving assistance, (3)
crrands the project 'o include lona-torm advisory services fn organ-
ization ard methoads, and (4) provides commordity support to assist in
ceveloping a denonstration pilot project in the Call reglonal tax
administration office. The project ohjective and strategy remain
th» same as stated in the original PROP. However, as indicated in
the attached Froject Logical Framework, the targets have been revised
to reflect the reorganization of the national tax office and the ex-
tonsion of the vroject,

Extending the project and continuing advisory services and
!raining are in conformity with the criginal PROP. They are
also an Indication of the continuing effort being made by the
20C to improve tax administration and of the Miszion’s regponse
trreugh assigning high priority to the tax project. Our continued
support of the GOC in this ares is warranted, considering the high
caliver ari comritment te reform of the GOC tax administration
stalf and the lmpravements undertaken by the GOC since 1968, begin-
ring with the werk of the Musgrave Tax Commisgsion.

The Commission, constituted at the request cof former President
lleras, studied the Cclombian tax system and made 117 recommendations
for improvement in five aresas of taxation and in inter-governmental
fiscal relations. 7The Mission in cooperaticn with the National
Departmert of Planning is reviewing Colombian progress in implement-
iny these recommendations. wWhile the analysis is not yet conplete,
preliminary indications are that the 30C has made considerable
rregress in implementing the recommendat ions, some of which are
priitically fifficalt. Major actions taken to date include adjust-
irrt the petrs) sum ovchange rate in June 1¢71 and the presumptive
arricultural tax provision of the agrarian reform legislation which
passed the Senate in February and is scheduled for consideration by
the House of Representatives in mid-1972. During 1971, the GOC also
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raised sales and stamp taxes, Increased withholding and, in a
major effort to lumrove tax administration, announced the re-
-organization ol the National Tax Administration (DIN).

E. Reorganlzation of the National Tax Administration

One of the nost signifizant GOC actlons to date 1s the re-—
organizaticn of the national tax office which was authorized in
July 1971 and is in the process of being implemented. It provided |
for the followinig: o 44% increase in staff from 4,457 to 6,417;
salary Increascos; a tadget Incroase in 1972 of 84%; eight new di-
visiens; additionel staff support to the Director General of Taxes
(Office of Jystims and Programs; Gffice of Intermational Affairs;
and Offlice of Tasx Advisors); two additional regional offices, rals—
ing the tetal to 29; 43 additional local offices; a separate collec—
tions division; and improved coordination wifth the awtomatic data
orocessing ddvisien of the Finance Mindistry.

The twe long-term organization and methods advisors requested
by the GOC are to assist in implementing the recrgamization throudah
advising (a) the reglunal division of the Tax Administration on
returns processing, revenue accounting, and related functions, and
(b) the accounting and stetistics divislon and the office of programs
and systems on ctatistical and wanagemant reporting systems.

Full {mplermentation of the reorganization is expected tec resul:
In Increased revenues, greater voluntary ccmpllance with tax laws
and more falrness &n administering the tax program, all of which
are needed xeforrms singled cut by the Musgrave group In its study.
(For more detall, see the recent PAR on the tax project and TOAID
A-282, dated fugust 24, 1971, on the reorganization of the National
Tax Administration).

C. Other Nonors

In additien to AID advisorv services and training in improved
administration, the 0AS and the UN are assisting the GOC in taxation.
Tha OAS sponsors a resldent advisor who works on the tax policy im-
vlications of the Andean Code. They also provide scholarships in
several [iclds for txalning in other Latin American countries. UN
asslstance 15 provided indirectly through Ministry pasticipation in
the UN~financed government-wide training program at the 3chocl of
Public Administration {ESAP); 20 tax adminilstration officials have
participated. (See the recent PAR for nore detall regarding 0AS
and UN asuistance.)
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D. Achievement of Targets in Original PROP

The original PROP ccntained quantitative targets to be
achieved by the end of CY 1972 for revenue collections, field
audits, closing of claims, number of people trained, and in-
creasing the percentage of enployees under Civi! Service. These
targets were based on the assumption that the reorganization of
thz Tax Administration would be effective by late 1970. Due to
the change in administrations and delayed action by the Colombian
Congress and the 1ssuance of decrees which followed, it became
effective in mid-1971. While we would expect that as a result of
the delayed reorganization the GOC will have only partially succeeded
in meeting the targets by the rad of this calendar year, their over-
all performance in increasing revenue collections and in implementing
the reorganization has been goods (See the recent PAR, Attachments
A through E, and TOAID A-283 for supporting detail with regard to
GOC accomplishments in inproved revenue collections and in the
reorganization,)

The decision to respond to the GOC request for further assist-
ance was made following the recent project evaluation and the GOC
formulation of 1its program goal as outlined in the Project Logical
Framework. This goal as well as the preoject purpose, outputs and
inputs are a realistic current GOC assessment of what it feels it
can achieve by June 1974, hased on the assuuptions contained in the
Loglcal Framework. Recent trends in progress indicators (i.e., tax
revenues, including CATS, up an average of 12.9% in real terms ke-
tween 1968-1971 and up 15.6% in the flrst quarter of 1972 over the
same perlod in 1971; the reorganization activity) would indicate
that the program goal and project targets are realistic, and
achievable, :

Thus, the requisites for continued U.S. participation in the
project as contained in the original PROP with regard to revenue
increases, institutional improvement, and GOC support have been met,
and are the basis for the Mission’s response to the GOC request for
continuation of the advisory scrvices and training contained in this
amendment .

E. Possilbilities of Further Assistance

In addition to training and advisory services, the Head of the
National Tax Administration informally approached us regarding the
sossibility of providing some commodily assistance to demonstrate
that costs of invesiment in modern processing equipment will actually
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result in improved and increased tax colleclions. ' The Government of
Colombia is not presently prepared to provide the budget necessary to
acquire this equipment. This is mainly because it would be for a
dependency of the very Ministry which has recently put into effect firm
restrictions across the board on public agency purchases -- in good part
due to the urging of the IBRD, IMF and AID to restrict expenditures in
the public service.

The Tax Project has been an unqualified success to date. While the
Mission is not disposed favorably toward large commodity grants, we are
convinced in this instance that a measure of commodity assistance for a
pilot effort will have important consequences in additional modernizing
ﬁporatlors. The Cali effort would be a demonstration project, and the

Naticnal Tax Administration would use the experience gained there to
formulate plans for the modernization of other regional offices along the
same lines. Following Cali, priority attention will be given to moderniz-
ing the large regional offices in Medellin and Barrangquilla.

The DIN schedule to modernize the Cali administration includes the
construction of new facilities, estimated to cout Col.$20.0 million
(about US$930,000), which are expected to he completed by July 1973.
Also, following a recent management and operations study of the Cali
office, the National Tax Directorate developed plans to provide new
equipment and furniture for the Calil office and to computerize its opera-
tions through tying the Cali administration into the Ministry of Finance
computer center in Bogota. The GOC is financing the costs of the computer
operation, estimated at Col.$10.0 million (approximately US$465,000), In
support of this effort, the Mission recently approved the use of Col.$545,328
in GCC-owned counterpart funds generated under two-step loans to assist in
converting existing data for computer use,

The GOC 1972 budget includes Col.$10.0 million to cover costs
asscciated with maintaining, operating, and equipping the 29 regional tax
offices. Of this amount, an estimated $2.0 million pesos, or 20% of the
total, has heen identified for the costs of equipping and furnishing the

Cali office. The GOC_is prepared to make available only half the totsal
amount needed to ful]y equip and furnish the office. For AID fo provide
the difference will afford an opportunity to show that the cost/benefit
ratio of a full complement of equipment is favorable. AID_qungﬁity
assistance would finance major office equipment (e.g., calculators, cash
registers) while the GOC contribution is restricted to financing, primarily,
the purchase of furnishings and minor office equipment.
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In the U.8. and elsewhere, inproved tax administration has
resulted in revenue increases. As porulatlon increases, so &
the comploxities of tax administration. Modernization, including
the use of automatic data processing, training and modern equip~
ment, s inportant to meeting the growing needs or improved tax
administratien and for greater revenues for development. The
Department of National Tax Administration wishes to test Lnis
theory ¢ wderalzation and its effects on revenue increases
through nodernizing = major tax office in Colombia (Cali) and
systemati -adly evaluating ity «ffectiveness for expansion of
the wodernizatico rrogram to other reglonal offices. The projected
revenuo increases {toim the Calil office are expected to help finance
the extoulon of the neodernization program Lo the other resjional

ofvice;.

Thne "iccion reocommends that AID be responsive to any request
fer comnedily asupport tor the Call office, within the identified
total, and recommnands that FY 1972 grant funds be programmed to
azsist 1n this effort, In the short run, we would consider
providing a $100,000 gran! tco purchase items including calculators,
adding machine., cash registors, electric typewriters, copying
machines, otc., wihich are required to modermize the Call tax
office. The provisiorn ¢f this lype of simple office equipment
should provide an immediate payoul at relatively small cost.

The Direzior of the Nallonal Tax Administration has estimated
that as a result of increasced offilciency, the prevision of one
adding machidne would pay ior itself several times over in
increased vevonues 1n only one vear.

The oxtension of fiprovements to other regional tax offices
throudghout the tar agency as planned by the GOC would be a major
step dn the {mplementation ol the Musgrave Tax Commission recom—
mendat ion. foir fmproved administration and should result in sig-
nificant revenuc increascs.

Timiny {s an {dmportant factor in the commodity grant in two
rospects. First, following appreval of our proposal, the Mission
conld mve quickly to procure the cquipment from the U.S. to have
it in place and in use by late 1972 or early 1973. Secondly, the
two long-term AID-financed organization and methods advisor:
scheduled o arrive shortly will help determine equipment require-
ments, and assist in its procurement and installation, and in
training tax employees in its proper use.
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In conclusion, we think commodity support of the Cali
pilot modemizaticn wrojoct 1s neceseary, and justified, espe-
cially in a tax office which lias not even a cash register and
wheore 40% of 1v¢ annual tax receipts of over $).0 billion pesos
(US$46,5 million) is collected in small portable boxes.

vo  Actions Reque ted B this Revision

This PROP rev!st.n raquests AID/W approval for the following:

{1} Esten.icn of Lhe project for an additional two years
tonrouqh FY 1974,
120 Continuation and evpansion of adviscry services and
ir1 i the Tiolds of audit, collections, and organization

-

2
trainir
arcd oo,

(3) 'lhe provision of grant commodity support to the GOC
National Tax Administration as previously described.

Attachment s
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HCHCAPITAL FRQIECT PAPER

TABLE A {Cbligations ir 3000) PRCP DATE 4728174

- Origiral

Page 1 of 1 Project Titie: TAX AUMINISTRATICN Rev. XNc. 1

COUNTRY: Colomria Project No. 514-11-750-1G0
Fiscal Years Ap L/G Total Cont.l/ Personnel Serv. Participants Commodities Qther Costs

RID PASA CONT AID PASA CONT AiD FASA CONT AID PASA CONT

Prior
through Act.
FY 71 3,720 13 2C2 1,266 13 125 6 4 102

Oper.
FY 72 285 37 127 14 100 7

Budg.
FY 73 202 33 132 32 S

B+l
FY 74 241 42 173 21 7

B+ 2
FY

2+ 3
FY

All.
Sukbs.

Total
vife 2, 448 :3 314 1,696 13 192 106 4 123

1/ Memorandum (nonadd) column.
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i oif Project
PRCJECT DESIZHN SUMMAT: Frow FY 1963 1o, FY 1874

LOCGICAL FRAYEWCRK Zotal U.S. Fundinyg 32,448,000
Date Precared Aprdi) 28, 1972

Project Title: TAX ADMINISTRATICON 114~11-75(-10C

NARRATIVE SUMMARY : TILCTIVELY VERITIARLE MEANS CF VERTIFICATICN PORTANT ASSUMPTIONS
INDICATCES
Program or Sector Goal: Ths Mezasure of Gcal Achievement:) 1. Examination of Ministry Assumptions for achieving goal
nroad objective to whick this j1. 3 ntinted incrrases in of Finance fizcal reports targets: The GOC continues to
project contributes is to in- inaticnal tax reveives. and anrual budgers and exrend glve high priority to its de—
crease public revernues for 2. ’?‘a:{ divizion reccrds srews diturss. velopment rrogram and to mea-
investment and essentilzl pu- ing irpartial erfercanent of) £ Review of Naticnal Tax sures for increasing revenues,
blic services and to share the! tax laws, Pardriscraticn reccrds and including tax admiristration
burden of these costs meore ! reports, and tax legislaticn.
equitably by the impartial en—A% 3, Review of cther 30C re-
forcement of tax lawz, i poris including those of the
i Pank cf The Repuclidc,
Project Purocse  Cenditions that will jndic— |1, Snaminatlon of anrual worxkl Assumptions for achieving
To developr an effectiva, =Iii-!ats ourrcse has ceen achiewd o) - < purecse:
cient and viable GOC taxw ad- !l of project statug The GOC deslires zontinued tec!
ministration. s Wy : . rical assistance.
! Dy ma p e w of Mindskx
i o ;3 T4 - - . - L
: “1ans = ¢ % Finance and Eank of Repiui:lic
e g finarncial reports.
T 3. Feview of progress of
civi— v ' s
evaluvation plan,
nt re— 4, Review of imploementation
roases of training planu
veod ad— S Review of GCC budyet plans
i 17 s 1 for 1875,
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tputs: T Magnitude of futruts:  |. . . ]
%E_Eﬁ__r anized National =1 = °:v —- 11. Revie. irgilemantation prc+ Assumptions for providing
* eoIg “ oLl o gress of zrovisicns oi decreeg ouEEut : The GCC staff at
Tax Administration in place 72 7T 74 e i1 2 ; 3
~= == — lprevidiny for the reorganiza-| all levels has the motivation
2. Operstional proccedural 1. Percent reor- \ - - .
. ticn; review c¢f personnel to implement the program.
manuals developed. ganization com- . -
N L v n~ JTre2cords; visitations to field
3. Annual work plans pre— pleted 8C 9C 300 oificas
- - - —J.
pared. 2. No. developed C 3 8 |- , .
- o 2. Inspecticn of manuals and
4. Inproved management andj 5. No. prepared @8 8 8 A . -
. GCC personnel records; field
statistical reporting sys- 4. Percent of P .
. . . . visits and inspections.
tem developed. 29 regional oif- - Review of anmual work
N ~s aoe 1G4 i Vil
5. Trained Colombian per- fices submitting plan
. . - L 8
sonnel in place, requirad reporis 20 B0 100 .
: . . o ; 7714, Revliew of GOC records and
6. Modernization of Cali 5. o, people resorts
T nal office, as pilot trained each o
ig%oct ? *i mélat i ot vaai G =ath 473 1000 900 5. Review of G0C and Mission
project, 2s completec. == _ e training records.
6. Percent ol
vhysical faci-
lities ccmpleted
and ecuirment in
rlac - 80 100
Inputs: T Target (Tvype 11. lnspectlon of 30C budtei-- (| Assumptions for providing
l. Long-tem and short- 2ng ary zand otner rscczds and on—; inputs: Continued GOC support
term advisory assicstance. 1 . months site vizitaticns in national and financial support by AID
a) Team Leader and TG ins and fleld tax cffices,. at GOC request.
audit wmonths 2. Review of rMission finan-
b) Collections 2 nthe ¢f trzin—- {cial records.
¢) Organization & ing. 3. Review of Mission parti-
Methods. 3. Przvislon of calculators)cipant training records.
2 » Participant training addinyg machines, cash 1s-
3. Commodities cers an? related item. 1oz
4. Cther Costs the Zali ofilce,
5. GOC contribution 4o Rooks, fiime, and sug-
a) Legislation and vlies.
decrees 5. 30C legizlation and
b) Budget decrres c r th
rooryent iy
mentation; GCC t
rort Lo provide necessary
re: tec aticnal
P Tax including
{ofun the Call
¢ OfFf support te
' the CaMm.




ATTACHMENT A

GOG GROSS REVENURS 1967 - 1971 L/

Yeax Reverue in Ravenue in Real Percentage Increase
Peses (000) Terms (000) 2/ Over Prior Year in
Kkeal Terms
1971 14,958,300 13,622,523.8 11.8%
1970 h2y402,550 12,182,550.0 16.17%
194y 9 580,470 10,423,078.3 10.5%
1568 7,998,240 9,498,709.8 13.0%
1967 6,699,340 3,405,661.9 -~

Four-year average
increases 12.9%

i/ Revonuee include (AT,

2/ Deflated by wholeaale prices minue £ood with 1970 ra dase year.

USAID/Colombia 2/18/72
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REPUBLIC OF COLOMBIA
NATIONAL TAX ADMINISTRATION
INCOME TAX REVENUES
(Billions of Pesos in Real Terms 1970)
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‘ REPUBLIC OF COLOMBIA
NATIONAL TAX ADMINISTRATION
SALES TAX REVENUES
(Billions of Pesos in Real Terms 1970)
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REPUBLIC OF COLOMBIA (USAID/C 2/10/72)
NATIONAL TAX ADMINISTRATION
ALL OTHER REVENUES 1/
(Billions of Pesos in Real Terms 1970)

1965 1966 1967 1968 1969 1970 1971

l/ Excludes Income Tax, Sales Tax, anJi Customs Revenues
~ SOURCE: Accounting and Statistics Division, General Director, H;nistry_qf Finance




ATTACHMENT E

REPUBLIC OF COLOMB:A .
NATIONAL TAX ADMINISTRATI.:i! (USAID/C 2-10-72)
INCOME TAX REVEHUES VYs TMCOME TAX RETURKE

Billions of Pesos in Real Terms 1%79 Thousands of Returns
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