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

Since its inception, the primary thrust of the project hasbeen directed toward two of the principal tax enforcenment andcollection agencies of the government. These agencies have thefollowing responsibilities and numbers of personnel. 

A, Daect Tax Office 

I. 
 Direct Tax Office, a branch of the Ministry of
Finance, is responsible for the administration and enforceient
of all direct taxes including income, real and personal :)roperty,
estate, gift, property transfer, and others. 
Direct Ta- revenue
represents about 31% of total tax revenue.
 

2. Personnel 
- 450.
 

B. Indirect TM Office
 

1. The Indirect Tax Office, a branch of the Ministry
of Finance, is responsible for the administration and enforcement of all indirect taxes including taxes on consumers I prodtuctr,services, coatnercial activities, legal transactions and other.Indirect tax revenue represents about 33% of total ta, revenue. 

2. Personnel 
- 160.
 

Other governmental organizations, with activitie- rlatinrtax administration, that have to
received attention includ]e: 

I. Organization and Management Section of the Iinistry ofFinance.
 

2. 
 Automatic Data Processing Division of the central accounting office in the Ministry of Finance. 

3. Tax collection agencies in the Ministry Financeof andin the various departmients of the country.
 

The Tw- Administration Improvement programcal and includes techiniadvice traininc in El Salvador, the United Stae, (including the INTAX progra oPerated by the Foreiqn Tay Assi, tco *,taffof t ie Internal IPevenue ,ervic!) and third countries. 

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

The GOES realizes the jDlitical difficulties in either
raising tax. rates or decreasing current expenditures. Increased
borrowing from internationl agencies is also difficult withoutan increase in public savL.gs° Therefore incroased collections
under existing taxes and domestic borrowing (which haa becomepopular) are the only routes remaining. However, vico::ous collection under existing 
taxes can also cause political problemsand the government has nved slowly in this area. 

The potential for increasing direct taN collections appears,great. Of the 4, 106 income tax. returns filee 1968,in onlyi5,208 (37./) were tavable. Compared to total population thisweans tiat only 1.3%" of the populatior, filed incor-e ta-x returis aji,less tlan [.cof 1% actually reported an incoufe ta- liaility.Property tax compliance during the sane deriod is vei:Ly rii-ilaro 

In terrs of gross national product, GOES tutal tz: revcrnteduring 1953 amounted to 9.5% of GNP. During the sai;i ,or rio i±1the United States national government tax revenue alone amounted
 
to 17.% Of GNP. 

The efforts of the Tax Administration Ir proverien"C rojecthave been iriinarily directed toward the development of able tax
technicians, supervisors and managers, and the introduction or
i[Lprovenent of ecisting: 

I. orciaization structures 
2. Uiirquent returns systems
3. !!bri flow, control and reporting cystams
4. Classification and selection procedures
5. 
 ;roccnsir,,
procedures

6,. Stati:,tical reGporting and interpretatiun uif stati tical

res' ts rocedures 
7. , procedures. 

UNCLASSIFIED 



San Salvaior TOAID A-264 UNCLASSIFIED 4 8 

Direct technical assistance and training are the two most
important and basic operations of the Tax Administration Improve
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-FTAS Team observes 
and studies existing procedures, recom ends improvemnets and
monitors previously implemented projects on a daily basis. Moreover, from thic vantage point the tax teamz i 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 adrinistration. 

_PrgQress. to_ Date 

After preliminary studies the original IRS-FTAS Tax Team
 
identified several high priority projects. 
 Included among these
 
was a complete reorganization of the Audit Division and related 
activities, training of technicians and administrators, improv
ing taxpayers relations and compliance thm tigh a public informa
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

political reasons, to implement the Audit Division reorganiza
tion; however, they did support many of thie other recoalenda
tions. Accordingly, between 1964 and 1967 twenty-siY in-country,
United States, and third country training courses were conductec
for almost 500 participants. A public information pro(ranW war
initiated, procedures for the reception of returns were improveu, 
a master list of taxpayers was established and autoiiatic data
processing was employed in taxpayer billings. 
Tiiese objectives
were important and helped lay the ground work for things to come. 

In late 1967 the Audit Division reorganization was iiqplemented
by the IRS-FTAS Tax Team. Some of the more ii!:portant zeforrs 
initiated in connection with this reorganization i ciLude(': 

I. The auditors were assigned to groups, of ter. to twelve

employees, under the direct supervision of a first line st,'ervisor. 

2. The supervisors, t1iroucil classroou trainin., on-thce
job training and recular staff rneetincs, with the IRS-FTVS3 
advisors, learned to interpret rekports ant' statistical. ,Jata,
identify problems, and take necessary corrective actio,:z. 

UNCLASSIFIED 
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3'. -('Classaificatizi "Procediures were, establishe or the" 
prpose- of sel~etxi a. work1od i~ih, lgI jh ta potenia4 

4.A elinuentreturns program was des (3 r Ipe
mentied.34 

Co.ntrol-procedures on. etu rns selected fr xmla 
tion were establhe 

6.,..udior reoringssteiswere establshed to~ 	vid~e 'r.anagenient ,with infor aio -relative to the tie pn oni6ya'ch cse exained, product iv ity,.per case e<aird' .pcarcontz1(,e>
~ 	>;.1 of total nian hours aa~b s~nt on 'direct rinifation w~12 and other rielated activiti es-~Sndmber~ of
'A~ ~ et
 

comparisonof soute:;of th oe motn acrllsmnsduring. -the,past.. three .,years, which ,canb partial atrbted
improved tax enforcement 'and adniistrat ion followqs: 

Inom 
 3335 3714 
 01
 

ncoe 	 33,'985 37,134 ' 

Total 	 67,970 74,268, U0,2 L2 

3Addition-al 
 Assesments from
 
Il.. ~~Audita. J000 Colones) 	 4 33 3 3333 

Income 2,232 21156 7431 
3333' - -Property 3 14 18 

Estate 1,093 2,8913 33I43 5 33333 

3Gift -'481 __42 1 
Total 4154 5,586 1U,057 

Income -	 2,8896-	 2,779. 3,6n3~2 

-	 Property 3

1,448 , 361 
Estate 

___ 02Gift 
39 - A40

49Tota 	 _10 23 	 '3-5,685 .5,31.0 ,t17 '~ 4 

Total Direct T.4:L~qeue 3
 

33-------(illions 
 of Colones)4-7 3~- 4 

433Incollie 34 73073,,
 
i'3Pr 	 3~,3 erty 	 F) 2,j 5.7" 1 :

4- ',4Total 
3J3 .3 34 26 643 ."3 

3 ~ 4~3f43-3IA-3333 33 

http:mentied.34
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The increase in 1968 property tax revenue resulted primarily
from increased tuc rates. Income tax in 1967respctiVely, and 1963 includes,4.5 and 06.5 million collectedin resetve. in prior years, heldand not Previously reflected in revenue.
 

QMurse o ACtU
 
In the future the IRS-PIM Tax Team will continue to employ
a mix of technical assistance and training to accomplish the
remaining objectivu 
of the Tax Administration Improvem'ent project.
 
In addition to roudne monitoring of previously initiated
reform, s0M Of the Mrae iportant projects planned duringremaining life of the project include: 

the 

1. Rstablish an informal conference program designed to
resolve contested deficiencies before assessment.
 
2. 
 Establish an on-the-job visitation program for supervisors of field auditors.
 

3. 
 Develop standardized audit report form.s and reiort
writing guide.
 

4. 
 Develop an improved system for a more realistic and
uniform method of real estate valuation in net worth ta, investigations.
 

5. 
 Study the mix, source and productivity of recent tor:loads to determine modifications required in the present classification and selection system.
 

6. 
 Develop reporting system for office auditors designed
to provide better management information.
 

7. 
 Review present procedures and recommend changes necessary for a more vigorous delinquent returns program.
 
. Study methods presently employed in extractirv 'tati.tics
from income and property tax returns and make reco.mieidatiun'- for
doing the job more efficiently and with less time. 

Ir the training area, the tax team, will continuc ou-t'--job
trainin_ of tlie group supervisors and audit divisioi, chief.
study courses in accounting will be widely used ar.one 
1Hoi,*
 

t~le anu(itors
during the next fifteen months. 
In addition, the Director General
of the Direct Ta;- Office will be encouraged to send participants
 

UNCLASSIFIED
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to the fo11Wing Internal Revenue Service INTAX seminars:
 

1. Supervision - T Administration 
2. Mnagmoet - Tax Administration 
3. Administrative Services
 
4. Property Tax Administration 
5. Organization and anagment. 

The above course of action is to be inplemeate, in the courseof FY 1970 and FT 1971. USAID will fund two (2) Ta - Avvisors (PASA)through December 1969 and one (1) thereafter thrcou-.h .!i'zc± 1)71. 
The funds appearing in the FY 197L budget subi .iroiU underthis project for contract services are for the support of a projected "financial cadaster" beginning in FY 1971 an.: 
cndinq inFY 172. If the FY 1971 aid level, as projected, is .zfficientto acconatodate this activity, a separate PROP will ie p)re ared
and forwarded at that time.
 

LEOIHARDY 

LICLASSIFIED
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Table I 


PROP Date: :)/i/ 3 3
Page 1 of a Project Title: Ta: Adiinistrationi 1
Rev. ..COUNTRY: El.Salvador Iimprovenent Project lu,. 51i9-i-740-032.] 
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STAT.E FROM - WASHINGTON . -70 
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SUBJECT - Tax Administration PROP 519-11-740-032.1 
SAN SAL 
8 ATT REFEPENCE 

1. AID/W Evaluation Panel reviewed this PROP on May 18. It
 
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 x XxxfRXX xxx 
b:?xk7.R"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
 
I the Santo Domingo tax administration PROP circulated to all
 
Missions this spring. One page from this PROP illustrativt of 

I the quantification possible of individual targets in such a pro
ject is attached. "A4 PAGES 

I k11 OF 2 
.. ,~ D OFICLPIINE NO0. L)ATE APPRlOVED BY; 

Arthur!f4.)gl LA/OPNS 29882 R6/1/70 LA/DP:Jack' I ller 

A',) V04 0THEr, CLEA.RPH"S r 

LA/DP:0CJo son LA/CEN:MDagata f/!4 - LA/DR:WFeldman CLL/ 
UNCLASSIFIED
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5. Since it is highly probable that the Mission has access
to similar figures and could readily develop similar targets

it is suggested that the current PROP be amended to include

such targets which can then be used to measure project progress

and effectiveness. 
It is hoped that this amendment can be

completed in time for necessary FY 71 funding.
 

iROGE RS 

Attachment
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A~D DAIL SENTC&A - R 
"in-U.SoA.I.D./San Salvador 

2 -9~SWWT- Noncapital Project Paper (_PROP),. 

Country: El Salvador, Project No. 519-1 -740-032.1
 

Submission Dates 26 J!Ae 197Q Revision Nee 2
 

Project Title: Tax Administration Improvement 

U.S. Obligation Span: FY 1965 through FY 1972
 

Physical Implementation Span: FY 1965 through FY 1972
 

Gross Life-of-Project Financial Requirements:
 

U.S. Dollars ----------------------- $ 644.400
 

Cooperating Country Cash Contribution In kind
 

Other Donor -------------------------- None
 

Summary DescXiDtoin 

The tax Administration Improvement project was
 
initiated during the early part of fiscal year 1965.
 
The principal objective of the project is to assist
6?/ in increasing tax revenue through: 

1. Wuhenization of tax administration procedures 
and techniques, and
 

PAGES 
PAGE(I F 
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2-
 Improvement of the capabilities of tax administrators

and technicians.
 

Since itu 
inception, the primary thrust of the project has
been directed toward two of tIle principal tax enforcement and
collection agencies of tiiz govexnmento 
 These agencies have the
following responsibilitjes and numbers of personnel.
 
A. pDiretTaXOff1ce
 

10 Direct Tax Office, a branch of the Ministry of
Finance, is responsible fox the administration and enforcement
of all direct taxes including income, real and personal property,
estate, gift, property txansfeg 
and others.
 

2. Personnel  4500
 

B Indi rect T Office
 

1. 
The Indirect Tax Office, a branch of the Ministry
of Finance, is responsible for the administ:Tation and e!norcement of all indirect taxes including taxes cn consumers's products. services, cormnerciai activitien, legai transactions and
other.
 

2, Personnel-- L60O
 
Other 
 governmental organ.L.ationsto tax a¢dminiat-at.,, that have 

0 with activities relatingreceived attention include: 

of 'ncp. -, Section of the Ministry0 

Mnsr 
2 utcm.,tl D&-accountin office i; 

risiing Division of the central
 
. 5ir1,i:t(.r of 
 tinhctcea
 

Tau .
and in the r 
. in'oi the Ministry of Finance, cia n oi 0-'e c:Cfuntry. 

The 'AxAdminisrti
.on "Xmrovamet programcal advice ? nd t c ining in E), .alvadozu t n Includes techni-Staes (including the th nited states (in-NTAX prog-ram operated by the Foreign Tax AssistanceStaff of -,,he 7ite.nal kVenlukl SrviE and third countries. 

UNCLASSIFIEJ
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4. Formal supervisors gidelines by June 300 1971. 

5. Formal audit technique guidelines by June 30, 1971. 

6. An expanded cadastex section wi':th appropriate 
procedures to conduct a complete ftsv-al cadastero Expansion

of this section to accomplish this is expecte-rd by Decenuxer 31, 
1971 and the cadaster is expected to take pl e over a peciod 
of three years.
 

7. Development of an effe:tive syz;tim fo . iden:tify
ing new taxpayers by December 31, 1.971, 

8. Development of a management tevL.£ny syfs.'t by 
December 31, 1971. 

9. Development of a systeinatic 	 forroa<hdetectingio 

employee irregularities by December 31 1971
 

B. 	 Quantitative Goals
 

See attached exhibit A.
 

BOWDLER
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EX BT A - QUNTITATXV, GOALS 

TaxAssessments (00s[ )1966 !,)67 1968 169 1.970 1971 1972 

Income and Profit 
 13 , 36 l 6 .3.0 90 00-1120 25,000 28,000
Net Worth an-', 
Transfexs 53u60h .L9 L3, G 7&0 2GOO '3,000

Returns Filed 
 . 67.070 74 263 
.c "2 . 0L 00C iL.3200 ].2-000
 
m Returns Audited 
 5-685 3,310 6r-07 (1 4, 4,000 . 900 31000 

Audit Recom .endat ions1A (000S) ¢ 1,662 2,234 4.504 (2) 
8,:193 S ,000 
 91500 i01500
 
Appeals as a % of

Audit 
 95% 95% 95% 95% 75% 50% 40%
 
Delinquent Return

Contacts Nonc- 1.319 995 (3) 
 104 1.500 3,000 4,000
 

Number of Delinquent
Returns 
 None 419 554 
 84 600 1,200 1,600
 
Delinquent 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.S41 = 02.50 

(1) Fewer returns audited in 1969 because of diversion of effor- to an emergency
4 
 tax because of Honduran-Salvadoran war and elimination of low yield returns.
0 
 Improved selection procedures are expected to keep total audits down, but
should yield better results than past years.
 

(2) 1969 is not used as 
a base for additional assessments 1ecause of a small
 
number of high yield examinations, (See footnote (1)1
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(3) 	 Delinquent return ativity abolished in 1969, started 
again in 1970. LOWe yield per contact is expected
bowause of higher rate of contact and use of random 
aelection metldho fllh 1967-8 results due to contacts 
only in obvious de.,nqunt cases. 

(4) 	 Both an income tax return and a net worth tax return 
required of each taxpayer, consequently the number of 
returns indicated is double the number of income ta-: 
returns received. 
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Table I

Page 1 of I PROP Date: 6/26/70Project TitieaCOU!NTRY: El Salvador 'ax Administrator RLt, No, 2
ILL C r:ovem:moiect
i 
 :wIo,519-!1-740-032.
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Fiscal Parttci[ .........
Ap L/Gi Total cont / S 
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w Prior 
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Aet pY 69 
 AG G 418 81 
 270 81 31 
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Oper.

PY 70 
 79.4 
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 5.4
 

Budg.
 
FY 71 
 82 
 45 20 
 17
 

C% B/i1FY 72
C4 65 
 38 
 20 
 7
 

STotal
Life 
 644.4 81 
 427 
 91 76.4 
 60
 

/ Memorandum (nonadd) column.
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FROM - USoAoIoDe/San Salvador 12-31-70 

SUBJECT - Tax Administration PROP, 519-11-740-Ci2.1 

REFERENCE - AIDTO A-68, 8/31/70 
1'
 

', The omission of total collections was not an over
sight. Figures shown for "Tax Assessments" in original
 
Exhibit A were used in lieu of collections since assess
ments are deemed to be a more accurate measure of project
 
results. Assessments approximate actual collections,=A 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 Assesament" 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 Loo 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 area,, 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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Figures 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. 
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