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2. Improvement of the capabilities of tax administrators
and technicians.

8ince its inception, the primary thrust of the project has
been directed toward two of the principal tax enforcement and
collection agancies of the government. These agaencics lLave the
following responsibilities and numbers of personnel.

A, Direct Tax Office

1. Direct Tax Office, a hranch of the Ministry of
Finance, is responsible for the administration and enforeenent
of all direct taxes including income, real and persoral oroperty,
estate, gift, property transfer, and others. Direct Tay revenue
represents about 31% of total tax revenue.

2. Parsonnel - 450.

B. Indirect Tax Office

1. The Indirect Tax Office, a branch of the Ministry
of Finance, is responsible for the administration and enforce-
ment of all indirect taxes including taxes on consumers ' prodvctis,
sexvices, conmercial activities, legal tramsactions and other.
Indirect tax revenue represents about 33% of total ta: revenue.

2. Personnel - 160.

Other governwmental organizations, with activitiec retatine to
tax administration, that have received attention include:

1. Organization and Management Section of the Ilinistry of
Finance.

2. Automatic Data Processing Division of the ceutral ac-
counting office in the Ministry of Finance.

3. Tax collection agencies in the Ministry of Finance and
in the various departicents of the country,

The Tar Administration Inprovement program includes techni-
cal advice and training in Fl Salvador, the United States (includ-
ing the INTAX prograr: operated by the Foreian Tax Assictance Staff
of tane Internal Pevenue Service) and third countries.
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Envixonment

Gne of the most pressing problems facing the Government is
a shortage of funds for public investment. Given a need for a
higher level of these funds the GOES is faced with four options:
(1) to increase tax revenues; (2) to decrease current expendi~
tures; (3) to increase foreign or domestic borrowing; or (4)
a combination of the preceeding.

The GOES realizes the political difficulties in cither
raising tax rates or decreasing current expenditures. Increased
borrowing from internatio.al agencies is also difficult without
an increase in public saviiigs. Therefore incrcased collections
under existing taxes and domestic borrowing (which hez2 becone
popular) are the only routes remaining. However, vigorous col-
lection under existing taxes can also cause political problems
and the gouvernwent has moved slowly in this area.

The potential for ircreasing direct tax collections appears
yreat. Of the 40,106 income tax returns filed in 1lv68, only
15,208 (37.9%) were tavable. Conpared to total population this
ircans that only 1l.3% of the poupulatior filed incore tax roturnc an
less than % of 1% actually reported an income t o Lianility.
Property tax compliance during the same period is vary sirilar.

In terrs of gross national product, GUES total ta: revenue
during 193 amounted to 9.5% of GNP. During the saice period in
the United States national government tax revenue alone arounted
to 17.6% of Gup.

Stxateqy

The efforts of the Tax Administration Irprovenent wvroject
have been privwarily directed toward the development cof able tax
technicians, supervisors and managers, and the introduction oy
improvenent of existing:

L. Urganization structures
2. Delinquent returns systems

3. torik flow, control and reporting cystans

4. Classification and selection procedures

5. Lrocessing procedures

6. Statictical reporting and interpretatioun of statistical

rest bts procedires
7. Appellate proceduraes.

UNCLASSIFIED
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Direct technical assistance and training are the two nost
important and basic operations of the Tax Administration Inprove-
ment project. Working through the Director General and the various
department chiefs, from offices located within the Ministry of
Finance and the Direct Tax Office, the IRS-PTAS Team observes
and studies existing procedures, recormends improvements and
monitors previously' implementad projects on a daily basis. More-
over, from thic vantage point the tax teau is in an excellent
position to identify training requirements and the type of
training needed.

The tax technicians also function as a reminder and goad
for improvements needed in tax administration.

Progress to Date

After preliminary studies the original IRS-FTAS Tax Tean
identified several high priority projects. Included amony these
wae a complete reorganization of the Audit Division and related
activities, training of technicians and administrators, improv-
ing taxpayers relations and compliance thmo ugh a public inforna-
tion program, improved procedures for the reception of returns
and improved accounting techniques.

During the early years of the project, officials of the
Direct Tax Office and Ministry were reluctant, for alleged
rolitical reasons, to implement the Audit Division reorganiza-
tion; however, they did support many of the other recommenda-
tions. Accordingly, between 1964 and 1967 twenty-six in-country,
United States, and third country training courses were conducted
for almost 500 participants. A public information prouran wac
initiated, procedures for the reception of returns were improveu,
a master list of taxpayers was established and auton:atic data
processing was employed in taxpayer billings. Taese objectives
were important and helped lay the ground work for things to come.

In late 1967 the Audit Division reorganization was inplemented
by the IRS-FTAS Tax Team. Some of the more important roeforns
initiated in connection with this reorganization inciuded:

1. The auditors were assigned to groups, of ter. to twelve
employees, under the direct supervision of a first line SULIEYVISOr.

2. The supervisors, throuyn classroon trainin., oli-thoe-
job training and regular staff mectincs, with the IRG-TFTRS
advisors, learned to interpret raports anc statistical uata,
identify problems, and take necessary corrective actions.

UNCLASSIFIED
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The increase in 1968 Property tax revenue resultod primarily
from increased tax rates. Income tax in 1967 and 1963 includes,
respectively, ¢4.5 and ¢6.5 million collected in prior years, held
in reserxve, and not pPraviously reflected in revenue.

Souxse of Action

In the future the IRS-FTAS Tax Team will continue to enploy
a mix of technical assistance and training to accomplish the
remaining objectives of the Tax Administration Improvenent project.

In addition to routine monitoxing of previously irnitiated
Xeforms, some of the more important projects Planned during the
remaining life of the project include:

l. Eatablish an informal conierence program designed to
resolve contested deficiencies before assessment .

2. Establish an on-the-job visitation program for super-
visors of field auditors.

3. Develop standardized audit report forms and recport
writing guide.

4. Develop an improved system for a more realistic and
uniform method of real estate valuation in net worth tax in-
vestigations.

5. Study the mix, source and productivity of recent worl-
loads to determine modifications required in the present class-
ification and selection system.

5. Develop reporting system for office auditors designed
to provide better management information.

7. Review present procedures and recommend changes neces-
sary for a more vigorous delinquent returns program.

3. Study methods presently employed in extracting staticties
from incomne and property tax returns and make recormendations for
doing the job more efficiently and with less tine.

Ir the training area, tne tax team will countinuc on-tihe--job
trainingy of tie ¢roup supervisors and audit divisiop chief. Home
study courses in accounting will be widely useg aron« the auditors
during the next fifteen months. In addition, the Director General
of the Direct Tar Office will be encouragad to saend participants
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to the following Internal Revenua Service INTAX seminars:

l. Superxvision - Tax Administration
2. Management - Tax Administration
3. Administrative Services

4. Property Tax Administration

S5 Organization and Management .

The above course of action is to be implemented in the course
of FY 1970 and FY 1971. USAID will fund two (2) Ta> Advisors (PASA)
through December 1969 and one (1) thereafter throu.n Yazen 1)71.

The funds appearing in the FY 1971 budget subnicsion under
this project for contract services are for the support of a pro-
jected "financial cadaster" beginning in FPY 1971 an: ending in
FY 1972. 1If the FY 1971 aid levael, as projected, is «ufficient
to accommodate this activity, a separate PROP will ;. prenared
and forwarded at that tine.

LEONHARDY

UKCLASSIFIED
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Table 1 PROP Date: 39/L/5%

Paga 1 of & Project Title: Fa: Adninistration Rev. lio._1

COUNTRY: Ll Salvador Irprovenent Project Nc. 517-1i-740-032.1
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riscal Ap 1L/G Total Contld/ _ sorvices _pants __ Commodities Oticr_ Costs
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. U.S.N.
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Budg.
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1. AID/W Evaluation Panel reviewed this PROP on May 18. It T
is not approved for further funding without significant modi-
fications.,

2. The principal problems concern the failure to establish tar-
gets for project activity. As you know, the purpose of the tar-
get section of the PROP is to set forth those conditions which
it is planned will exist in the country at the conclusion of the
project which will be affected by the project's activity. The
overall purpose of this project as stated in the summary is to
modernize procedures and to improve the capabilities of the
staff. Certain targets can be inferred from some of the word-
ing in the course of action but it'is hard to see how this
project could be properly evaluated without a clear statement
of what it is trying to accomplish.

3. a) As a suggestion, the Mission might consider an overall
target such as R{REKRRAIXRGXRARXRAKXRFEHR XERRIM 2 xR K KR KKRAKK K
KzxkX%%x" reorganize tax offices by (date) to increase total

collections." \
b) Subsidiary targets could be related to the audit pro-

gram e, g., increase the number of audits per year from (date)

to (date)

4. As an illustration we suggest that the Mission review closely
the Santo Domingo tax administration PROP circulated to all
Missions this spring. One page from this PROP illustrative of
the quantification possible of individual targets in such a proc- -
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5. Since it is highly probable that the Mission has access
to similar figures and could readily develop similar tarqgets
it is suggested that the current PROP be amended to include
such’ targets which can then be used to nmeasure project progress
and effectiveness. It is hoped that this amendment can be
completed in time for necessary FY 71 funding.

ROGERS

Attachment

AID - 0:39A (9-62) ———uum‘%ﬁ?.?pﬁ%ﬁ——————— PRINTED 6.68



BEPARTMENT OF STATE
AR ED—

For sach address check ane ACTION I

TO- a.1.p./Mashington TOAID A-129 x

170 Jul 7
AID
CLA-

'_ * nuaoAquno/san Salvador

SUBMRET - Noncapital Project Paper (PROP)
[REFERRNGE -

Countxy:_ El Salvadox = Project No._519-11-740-032.1

INFO

K135

7

DA wé'ﬁ}i‘?f‘n\
Referenco congpy,
Roon 1656 N5

7

27

/

<

BR

DATL SENT

1-3-70

Submission Date:_26 June 1970 Revision No. 2
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Physical Implementation Span: FY_1965 throuch FY_ 1972

FY_1265 through FY 1972

Gross Life-of-Project Financial Requirements:

U.S. Dollars --
Cooperating Country Cash Contribution

Othex Donor
Summary Description

$ 644,400
In kind

None

The tax Administration Improvement project was
initiated during the early part of fiscal year 1965.
The principal objective of the project is to assist

in increasing tax revenue through:

1.
and techniques, and

Modexrnisztion of tax administration procedures

1
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2.
and technicians.

Since ity
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Collection agencies of the government,

UNCLASSIFIED 2

Improvement of the Capabilities of tax administrators

thrust of the pProject has
tax enforcement and
These agencies hLave the
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Finance,
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4. Formal supervisors guidelines by Juna 30, 197).
5. Formal audit technique guidelines by June 30, 1971,

6. An expanded cadaster sactlon willi appropriata
procedures to conduct a complete fiscal vadastex. Expansion
of this section to accomplish this is expacted Ly December 31,
197). and the cadaster is expected to take place over & peciod
of three years.

7. Development of an effective system for identify-
ing new taxpayers by December 31, 1971,

8. Development of a managemsnt reviey systzn by
December 31, 1971.

9. Development of & systematic approach for detecting
employee irregularities by December 31. 1273

B. Quantitative Goals

See attached exhibit A,

BOWDLER
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EXHIBIT A - QUANTITATIVE GCALS

1986 1267 1968 1969 1970 1971 1972

TaxAssessments {D00s {2 ;

Income and Profit L3,L838 15,4086 19,0350 13,243 22.0048 25,000 28.000
Net Worzth and

Transfers 36380 £.L36 3 .38 3,573 Y300 12.0CG0 15,000
Returns Filed {3 07.270 74,2868 30 i Q.04 102,000 113,000 122,000
Returns pudited 3-685% 5,310 6,307 {1} 4,543 A.000 %.900 38.000
Audit Recommendations

{000s} ¢ l,e62 2,234 4,504 {2) 8.193 8.0200 9,560 10,590
Appeals 38 a % of
Audit 95% 955 9389% 95% T5% 5C% 4%
Delinquent Return

Ccntacts None 1.319 995 (3} 104 1.500 3,000 4,000
Number of Delinqguent

Returns None 419 554 84 200 1,20¢C 1,600
Delingquent Return

Assessments {000s) None Unknown Unknown Unknown 600 1,200 1,600
Employees. trained

locally 197 84 73 100 60 60 60
Participants in INTAX 0 2 0 0 5 8 6
Third Country Training 0 0 0 1 1 3 3

* U.S.$1 = ¢2,.50

{1) Pewer returns audited in 1959 because of diversion of effor: to an emergency
tax because of Honduran~Salvadoran war and elimination of low viald returns.
Impxoved selection procedures are expected to keep total asudits down, but
should yield better results than past wvears,

D
~

1969 is not used as a base for additional assessmentsz Leczuse of a small
number of high yield examinations. {See fcotnote {1}.}

~
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(3)

(4)

Delinquent return activity abolished in 1969, started
again in 1970. Lower yleld per contact is expected
because of higher xate of comntact and use of random

selection methods. HNigh 1967-8 results due to contacts
only in obwious dei:ngQuent casez.

Both an income tax return and a net worth tax return
required of each taxpayer, consequently the number of
xeturns indicated is double the numbexr of income tay-
returns received.

UNRCLASSEFIED
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NONCAPITAL PROTEST FUNDING ({OBLIGMIONS IN $000)

Table 1 PROP Date: 6,/26/70

Page 1 of 1 Project Titla: Tax Administration Rev., No, 2

COUNTRY: Bl Salvador Irprovenens: Project No. 519-11-740-032,
— e e et slers U T
1/ Personnel Partici-

Fiscal An L/ ‘total Contk —Services = ReNLE___ Sommodities  Cther ©

Yaars AID PASA TONT C.S. ICNT Diir. CONT Diyx, & CONT

ST = <IN 2117, - PP

Prior

through

Aet FY 69 AG G 418 81 270 g1 31 36

Oper.

FY 70 79.4 74 5.4

Budg.

FY 71 82 45 20 17

B A1

FY 72 G5 38 20 7

Total

Life 644.4 81 427 31 76.4 60

1/ Memorandum (nonadd) column.
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The omission of total collections was not an over-
sight. TFigures shown for "Tax Assessments" in original
Exhibit A were used in lieu of collections since assaess-
ments are deemed to be a more accurate measure of project
results. Assessments approximate actual collections,essd which
historically have averaged about 95% of assessments for
Income and Profits, and about 85% for Net Worth and
Property Tax. Also, data on actual collections is not
maintained on a current basis so the tax project relies
principally on “Tax Assessment” figures.

While we believe that total collections are import-
ant basic measures., we do not feel that they should be
used as the most basic output target for this project,
since there are coo many factors that affect total col-
lections, such as economic conditions, changes in tax
rates, political factors affecting collection policy,
etc., which fall outside of the Tax Administration Pro-
ject’s axrea. A PAR now being prepared will cover this
point.

Notwithstanding the foregoing, figures are being
provided in the attached addendum since we recognize
that they do have significance in measuring overall
progress.
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FPigures for collections from audit activities were not
included in the original goals. However, since estimates can
be made with some degree of accuracy., they are also being
included in the attached addendum.

We have also noted that original Exhibit A of the PROP
shows "Tax Assessments" and “Audit Recommendations" as being

in Colones (¢s). These items, as well as "Delinquent Return
Assessments” (not designated) are, in fact, stated in $US.

BOWDLER
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