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Internal Revenue Service, LA(TA) 05-65 Amend

____________heProectpurpose__sdefine__in S ment No. 8
 

____________1. NEW ACTIONS PROPOSED AND REQUESTED AS A RESULT OF THIS EVALUATION________ 
A. ACTION IX) B. LIST OF IACTIONS C, PROPOSED ACTION

USAID AIO/W MOST COMPLETION DATE 

1. The Tax Advisor should rewrite the PIP with 
special attention paid to the output indica
tors of Part II of that document. They should
 
be chosen in such a way that their successful
 
accomplishment would contribute directly to
 
the project purpose as defined in Section IV. 
A herein., Modified and updated as required
 
these targets would largely be drawn from
 
actions shown in Part I of the existing PIP
 
with greater stress on qualitative factors.
 
For assistance in differentiating between the
 
work schedule (Part I) and selected output.
 
indicators (Part II), the Tax Advisor should
 
consult AID Manual Circular 1026.1 including

Supplement I.
 

As presently constituted, the targets of
 
Part II of the PIP more closely relate to the
 
programming goal of Section V herein, than to
 
the project purpose.
 

It is recognized that at this late date
 
in the life of the project and the already
 
heavy time-demands on the single.Tax Advisor,
 
rewriting of the PIP might be deferred. The
 
failure to do so, however, would leave in
appropriate benchmarks against which the suc- ..
 
cess or failure of the project would ulti.
mately be measured; moreover, the preparation
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I. New Actions Proposed and Reuested as a Result of this Evaluation 

B. bist of Actions (Continued)
 

of the 1971 annual work plan required under the IRS Impact System
 
will facilitate this task. 

2. The annual work plan for 1971 mentioned immediately above should
 
be limited to fewer projects, more realistically matching resources
 
with expectations. The scopes of work outlined in the Annual Work
 
Plans for 1969 and 1970 have been too detailed and ambitious for
 
what was a two and is now a one man tax team. As a consequence,
 
the several projects delayed or postponed simply for want of time
 
misleadingly detracts from what has been a successful project. This
 
recommendation has been discussed with and has the support of the
 
Tax Advisor.
 

3. Given the enthusiasm expressed by the newly-appointed Minister 
and Subsecretary of Finance for institutionalizing tax administra
tion improvement plans and the potential benefits accruing there
from, the Tax Advisor should devote as much time as possible in 
assisting the Ministry of Finance in completing a written reform 
plan by the earliest possible date. June 30, 1971 has been sug
gestcJ as a deadline, which would leave the present GOES administra
tion one year for implementation. 

The Ministry's plan is expected to incorporate virtually all of
 
the major actions contemplated by the Tax Advisor. Therefore,
 
priority should be given to its completion and backstopping even
 
though it may entail postponement of other planned activities.
 
Project postponements and changes evolving from this should be
 

approved by and properly documented with the USAID.
 

4. In conjunction with a country-wide fiscal cadaster provided for
 

in a law passed March 12, 1970, a loan paper is now being drafted
 
for consideration by AID/W, which would accelerate cadaster activi
ties. While 45-60 days of TDY assistance have already been planned 
between now and June 30, 1971, add itional technical assistance, 
will probably be needed by the GOES for the pLanning and most 
certainly for the implementation phase of the work. Careful atten
tion must be aiven by the Tax Advisor in establishing the proper 
priority for time spent on Cadaster vis-a-vis other projects. The 
Mission should be kept informed of priority conflicts so prompt 
action may be taken to either provide more assistance or adjust
 
the work schedule. Moreover, the IRS need not necessarily be the
 
T.A. source during implementation.
 

5. The Tax Advisor should be cautioned against involving himself 
in the internal personnel matters of the Ministry. Through the
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I. Now Actions Proposed and Razuested as a Result of this Evaluation
 

B. List of Actions (continued)
 

absence of any negative comment to the contrary, the previous PAR
 
implicitly condoned such a practice when it noted that "with some
 
encouragement from A.I.D.", a new Director General was appointed
 
in May, 1968.
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' Internal Revenue Service 
(IRS) 
 X 


Comment on Irey factors determining rating
B°5 
- Many basic reforms have been accomplished as scheduled in Impact
Annual Work Plans submitted by the Tax Advisor for calendar years
and 1970. On 1969
a day-to-day basis, the use of modern management tools
has become a way of life in 
the Director General's Office and the Audit
Division of the Direct Tax Office. 
These include current production

statistics, regular staff meetings, appraisal of results, etc. 
 Interrelated manuals for supervisors including instructions for both the
classification and examination of returns 
are either in effect or
planned which will supplement written guidelines already adopted.
 

(Continued on 
 age 2(i))

4. PA~ TIPA N TRAINING11 

Co- nt onr, y factors determ ining rating
B.5 - Training 
courses scheduled in the PIP contained the following
caveat, 
"INTAX courses not definitely scheduled. Participation will
depend upon courses offered and the content of the courses."
 

( 
(Continued on
r)tMODITIESI
 page 2(iii))_
 

7n r-M,. on I,9yfactors deI rming rating 

f .tEAy IN- a! Pr.Fq ONN EL X _X 
C()Ut4TRY 

C o-- , on I4eytaclrw detrmining ralting
Ti (B.4) - At the office and division.individual; has varied. 

(mel., the performance of keyThe Director (;,'irl;ippointcd .n April, 1969, 
of the Direct Office,

has remained ,miihusiastictive project. his 
toward administra-Developed under direction have been theControl and Statistical Reporting Systems mentioned above 

Project 
(see C.6
under "Contractor, Participating Agency, or Voluntary Agency").
has, moreover, been lie
a supporter of expanded participant training.
 

Notwithstanding these positive factors, the Director General has
a tendency to become overly involved in technical vis a vis admin

(Continued on 
page 2(v))
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Participating Agency (Continued from Part I A.1, page 2)
 

B.5 

Overall, the Tax Advisor's assessment that the management building
 
phase has gained momentum appears warranted.
 

An Informal Appeals System, encouraged by the Tax Advisors, is
 
functioning on an experimental basis in the Direct Tax Office.
 
Project Controls and Statistical Reporting Systems have also been
 
introduced. Tw-o major disappointments have been the failure to
 
increase the number of auditors and to move more rapidly in fully
 
reestablishing the delinquent returns program which was abandoned
 
in December, 1968. On either account, however, the tax advisor's
 
responsibility is secondary at best. (See Section 6 - "Cooperating
 
Country"). It is worth noting, however, that, limited actions for
 
identifying new taxpayers commenced late in 1969 and that the ex
pansion of these activities holds a very high priority with the
 
new Minister and Subsecretary.
 

In the training area, participant training has expanded signi
ficantly (see Section 4, "Participant Training"); and awareness of
 
the need for internal training and actions for its fulfillment
 
appear to have taken a positive turn. This is evidenced by the
 
introduction in late 1969 of a home study course in accounting
 
for auditors; the execution in CY ]970 of a supervisory training
 
course; and an audit technician orientation course.
 

For the supervisory course, 12 RTAC training films supplemented
 
21 hours of classroom instruction for the 25 supervisors who attended.
 
Given to the newer and less experienced personnel, the orientation
 
course consisted of nine 2-hour meetings.
 

All three of these courses involved the direct or indirect
 
participation of the 'Tax Advisor. One, the home study course in 
accounting, has been beJet by pr)i)-lhfiiir which are described in the 
section inediately below. 

At the Minister's request, th, '';4-Pii (or has recently requested 
TDY assistance to ideiti fy in-hoii!,w 1 1 in n n,,edr, of auditors and 
to assist in designing and imleinniiCt i 1,i to these needs.;icotrUne fill 
Finally, and most important in an instolution-building sense, he has 
asked the Tax Advisor for assistance in preparing internal training
 
plans for 1971.
 

(C.4). As defined in the revised PzC'P of Juno 25, 1970, "the
 
principal objective of the project is to assist in increasing tax
 
revenue through:
 

1. Modernization of tax administration procedures and techniques, 
and UNCLASSIFIED 
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~4participatingi Agency (Continued from !Part II[A.i1, pag 21) 

(c.4) 
"'
 

2. improvement of the capabaiministrataxs andr
 

technicians."
 

while not specifically stated in thePROP, theseelements con-,
stitute two essential ingredients of this, project's purpose-,namely.. 
to help build within theministry of Finance an efficient and ef

fective systemiof tax administration.h
Material included under B.6 above noted several examples ofi0
 
very real progress toward achievement of theseobjectives; and. it 
seems fair to say that, in the absence of the tax team, many im
provements during the ias two years wouldprobably ot have been
 

• tta!b e been
Also within the Direct Tax Office, the daily contacts between
 
the Salvadoran administrators and technicians with the tax advisor(s)

have undoubtedly been an assist in upgrading the skills and effective-


services of the advisor(s) have been increasingly sought during

thts period, it can be assumed this learning process has accelerated. f 

In a more direct fashion also, the Tax Advisor has contributed
 
to the second of the two elements of project purpose listed above.
 
His efforts have been instrumental in expanding participant train
ing (see Section 4 - "Participant Training") and internal trainingg: : forms•erashanagerstsand.workers ...xnessofe respectively. As theldwithin the Ministry itself (see "B.6" above).
 

Of the Ministry-sponsored training sessions mentioned above,
 
one, the home study course in accounting, did'not progress satis
factorily. owing to complaints, among the 40 enrolled auditors
 
that the course did not fuilly meet their needs, it was suspended

several months ago when about 65% completed. The Tax Advisor~has
 
expressed doubts over the merits of their arguments and would'preferJ

the course be continued. However, while an IRS employee will. arrive
 
in February to assist in designing a training program for the A~udit
 
Section, it has not been decided what role, 
if any, the accounting
 
course will play.
 
5j-y.r: The inshitution buildingprocess in the.i a Tax,
D fie
 
owdng in large part to the eff~rts~of the~tax7 adviso0rs, fhas advanced
 
considerably sinca the lost PAR of February#!1969~60n1iwht''O'ff -i,

7settingf thispo~s has~ been the aaiit9',tetnto affird~ the..,

Xndirect.Tax OffioGd,,althugh hea'4-'4'J 0 rooty';nitted ,

discussions~ with the Dieco ofta ofccon~cerning,.~Lp I
th ns
 
: todevelop a 6trong'er aui capacity*

enforcement of the Septemberl9
 

-~ > , Ui44 noSbe pDi1,:', 
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4. 	 PticintTrinin ContiLnue f ar2 

From an evaluative standpoint, then, little can be-gleaned 
S 	 by posturing that, of the five courses land conferences listed,. 

three were attended, one wasn't, and one was cancelled., A
qualitative, buu more useful approach compares the general 
import'ance now of participant training within the Ministry 
Of Finance vis-a-vis its position there 1 years ago. 

Against this measure, participant training receives veryL
 
marks. In FY 1970, one participant attended e'achof.
 

three INTAX courses;~ 1) Middle Mgt. Dev.; 2).Supervisory Dev.1

1<high 


3) 	Administrative Services. In September 1969,,when the senior
 
Tax Advisor first reported to Washington the intention of the
 
Ministry.Kto be represented at these 2courses' (arid 'one other notA
 
subsequently attended), he noted, "The M1inistry has not nominated
 

articipant for one of these courses for the past two year
 

This breakthrough has picked up added steam in FY 1971. In
 
December three INTAX participants returned from the Supervisory 
Development Seminar. During the first half of CY 1971, one 
INTAX participant each is scheduled. to attend the Middle Manage
ment, Training Administration and Public iPelations seminars. 
Three participants have also been selectedd'for the forthcoming
-:(Mddl Ma6 emn,,eeom+ t "++In+su-,++++
 

I 

INTAX course in Investigative Techniques.
 

~~ This outlook has not confined itself exclusively to INTAX...~ 
courses. The Ministry sponsored one attendee to a CIAT organ
ized ADP seminar held in Bogota last December. Another Ministry


P1 H 9 0.4 	 + +>++ c u 'A:' ::S+++ ++J+:++!+:
* pazticipant recently completed a five month CIET course in
'T119"...... 	 .....sit 	 If+ ........... 

:+ + +
 iI A I ++ ~ . +++ ++ +++?+ + + i+:E+ 9:+ . .. ....

on the negative side, the GOES was not represented at the 
annual. CIAT Conferences held in MIexico City and Montevideo' 
during May of 1969 and 1970. 

(C.4). A review of the summaries prepared by the Senior Tax 

K] 	 Advisor from the follow-up contactwith thin three INTAX parti-~ 
cipants indicates their training is contributing'significantly 
to the two key elemenits of the project purposle mentioned above <i 

in Section CA4 on "Participating Agency" 

% +:!++3 A ~ e administration.+i + h4_ 	 ... ... ". ++++ Argentina on general tax 


Chief of Audit' -nag 	 ~pye4k:'I s 
mary,, I appears that material coir hn 
course is closely, relat&d tworI 2at+ es and there are 
indicationsithat his participntio6 should make'him 8bte 

~47 executive*"K 
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4. Participant Trainin( (Continued from Part II. A. 4, page 2(iii))
 

(c.4)
 

-Group Supervisor in Audit Division (Supervisory Development) 

"In summary, Mr. Mendoza seems to have gotten a good grasp of the
 
principles to which he was exposed in the INTAX course and is
 
enthusiastic toward introducing them in his present position."
 

Chief, Coordinator for the Director General's Administrative
 
Reforms Council - "At this point, there seems to be little doubt
 
that he is applying his knowledges and new skills effectively."
 

In a L.ter report, the tax advisor summarized the positive 
benefits accruiny to the Direct Tax Office from their training. 
"In the INTAX areas (L-III-5), all three participants who re
turned during this period seem to be using their training to 
good advant clc. One of them, the Chief of Audit, has an active 
role in six: of our major projects; a second, the Tribunal's 
Coordinator. n three; and the third, the Office Audit Branch
 

Oale."
Ch i.e f in 

A rocent promotion within the Ministry supports an apparent
 
intent on their part to utilize the newly acquired skills of 
y-etiirne(] ot-Jtcipants. Previously an attorney in the appeals 
section, the Ministry's representative at the May-September 
C'1ET course (see C.6 under this secc:ion) in Buenos Aires has 
:ecentiy been appointed to a key tribunal position, a job com
mandingc rneiarly twice the salary he had been receiving.
 

UNCLAS,,NP
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6. Cooperatinq Country (Continued from Part II A.6, page 2)
 

a. (B.4) 

istrative matters. This has occasionally left a void in decision
 
making at the Director's level with final action being decided
 
either at the operating or Ministerial levels. More recently,
 
the new Subsecretary of the Ministry has become more involved
 
in the development of reform plans mentioned herein. An excel
lent administrator himself, it is expected that he will more
 
clearly delineate the Director's role in the near future. 

For their part, thle Chief of the ;uidit Division, a June, 1969 
appointee and his principal subordinate, Chief, Office Audit 
Section, have spearheaded the many operational and procedural 
improvements within ithe Audit Divis ion. Both received INTAX 
training in February--.arch, 1970. 

Strong support at [at e linisterial level, at least until 
recently, was not present. The basically passive reaction by
the recently dep,-rted flinis :er and Subsecretary to a reduction 
in the tax team, was; ;1cnera ly construed to reflect J lack of 
interest at that 1ev.l, in administrative reforms. This was 
further evidenced by thceir failure to increase enforcement activi
ties throulgh ;addi.i)J , Lto r, or delinquency follow-up person
nel. 

This situ ation has reversed itself under the new Minister and 
Subsecretary, both of whom took office on September, 1970. They 
are moving to broaden he tax reform program; and under the close 
observation and directi ,, of the Subsecretary, a longer range and 
more comprehensive reforin plan than the existing one is being
developed. Implementati-on of priority projects has already begun. 

a. (C.3) . The po ,''fo fc i. ()i the project purpose of most 
actions made (durinq e ', t ins>nor riod were part-ially offset 
by three facItors: I ) 'lie do 1. v i;%:p: -vi ding more personnel for 
assessment and coj.. iio. i of dJ i ,n,,fli t,>ie.;; 2) the failure 
to provide for -n e ffect ive ine;:,'., in the number oI auditors 
in the first six nioniho of 1970; ind 3) the hesitancy, so far, 
of the Director General to tako ;i firmer position in the deci
sion making process.
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Ill. KEY OUTPUT INDICATORS AND TARGETS 
TARGETS (Percentage/Rate/Amount)

CUMU* CURRENT FY EDOA. QUANTITATIVE INDICATORS 

FY END OFLATIVE CRFOR MAJOR OUTPUTS 
TO DATE TO END FY__FY PROJECTPRIOR FY 

The Impact Progress Re- PLANNED 

port for the period A"
 

ended 12/30/70, reflectE PEnReRM
.....

key outputs. A copy ha ANCE 


been forwarded to the REPLANNED
 
Desk officer for refer- _..
 

ence purposes. PLANNED
 

ACTUAL
 
PERFOnM-
A NC E . . .. . . .. .... .. . . . .... .. 

REPLANNED
 

PLANNED 

ACTUAL
 
PERFOR M-
ANCE 

RE P LA N NED 

PLANNED
 

ACTUAL
 
PERFURM-
ANCE 

REPLA NlNED 

IL QUALITATIVE INDICATORS COMMENT 
FOR MAJOR OUTPUTS 

1. 

COMMENT:2. 

COMMENT:
3. 
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~IV. PROJEC PURPOSEW~~
 

A,I. S ont f purose ascrrenitly envliaged. 
 . a.a i RP YE,s 0 N 
ATo help build an efficient effective ,n
'system~of Tax midnistration within the
A~~~:IDtuNa.IAUNTIRIYMin.istry.of Financee. r 	 2s1 4 

- , 

' 

B1. 	 Conditions which will exist when
 
aboye purpose Is achieved. 
 2.Evidence to dole ofprogress toward those conditions. 
 "
 

Taxpayer compliance judged 
 Ministry has expressed desire to estais
 
to 	be between 80 and 90% of 
 tests to measure compliance.
 

Formal written audit pro- Office audit procedures are in effectandcedures and investigative 
 field audit guidelines are partially comtechniques, including iden-~ pleted.

tification and treatment
 
of fraud.
 
Permanent system for iden-
 Participant scheduled to attend INTAX Train-,
tifying training needs and 
 ing Administration Seminar in mid-l97l will
~> 	a cadre of at least three be charged with overall training responsi-instructors to fulfill them. bility in the Direct Tax Office. 
 Three mid

1971 participants in INTAX'Investigative

Techniques Seminar will develop Audit In
vestigations Course.
 

w Formal written guidelines Partially prepared. 
 Recently returned:INTAX
for Supervisors, 	 participants are scheduled to complete them.4
 

-Continu 
 on page 4(1)) -

VPROGRAMMING GA r
A. Statement of Programming Goal 

Increases in tax revenues of the GOES.4
 

0, will the achievement of the project purpose M06.a significant con'tribution to the prograrnmingproblem? Cite eO eei ' , 	 ood i ven th.>,magni tude of thst natlopal 
February 1969 'PAR noted that the sector goal of in	

IT 4 
-The 	 4 creasing-di rectt revenu'tes, by 15%1a.tax 	 year, betwet en 1,964."and 19,69 would iiot be ,aphkev~ed.~


',~4it pointd oui1t tatbetween, 1964" anidce.,age	 1966i, revenues actWlyflib
4.6%, and7. tt thes~uto "'cc evre itself 4in L1967eContenr and' 19678: 'wh
 
gains o~f 14. an,3.. owver, thes incmreases-,er' e_ argel
 

http:Min.istry.of


-- 
--

--

-- 
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BI cnditions which 
will ~ 2 .Evidence 0 ~date, of rgrs
Sexist when, above pur-.. toward~ths 6nditins,. 
pose is achieved.,~ 

~Informal -conferences resov- Pio-ifralcneec being 4.p 'ing at least 60%,,of audited 'counducted., 
cases prior to assessment of
 
additional taxes.
 

A permianent group of a t least 
five personnel to follow-up 
on delinquent taxpayers:(non-
filers) with at least 4,000 

contacts annually and an esti
mated 1,600 new taxpayers until
 
compliance reaches a satis
factory level (see item 1
 
above).
 
A formal collection force 

of at least four personnel

to follow-up on all unpaid

assessed taxes within one 
year of non-payment. 


Cadastral plan implemented, 

including formation of a
 
group large enough to main-

tain evaluation files and 

to assure the accurate as-

sessment and collection' of

net-worth taxes. 

Full time services of at 

least one person to work 


Cross-checks being conducted, in: 
Direct Tax Office. 'Planis for 
delinquency follow-upsuung
master file, are being made.
 

Listings of all overdue taxes be
ing made for notification by mail
 
and personal contact, if necessary,
 

-

Work plan being developed.~'
 

-4i 

'I 

: . - -- -

Participant planned for INTAX
 
Seminar in Public Relationt is,---

solely on public informa----expected establish this offico..- AJ4,
tion, taxpayer assistance 
-to 


and education activities. 
"
 

A permanent group of at 
 Interest expressed by Ministry in 
 ~ -least three personnel to this function. No formal action
make management studies and 

implement desirable organ-

to date. -~~' 
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mmL.. age-47in -Go1. 
tochanges in miethods of accounting (1967%) and asn increase 'inte t
~rhta<ae(1968). 1n 196 9 al-tiie a nt
 

~for~ another sizable'increase."~~ emergency tay. accounted ,;-_
 

Becase
f tesesevralexceptions, the amounts for total direct,,~5 ~ taxicollections in the table bel.ow do not portray a true picture of~ the~collection performance 4of the Tax Offices. Accordingly, adjusted-, 
totals and percentages are shw.,4~ 

For 1970 also, a cautionary note should be made. TheJuly, 1969conflict -between El Salvador and Honduras occasioned a severe prfit} squeeze for many Salvadoran commercial and industrial enterprises.,As a consequence, 1970 income tax assessments grew very little, as,
reflected in the low 
(3.3%) increasa in total directaeonn
adjusted basis..ct a
 

Owing to this abnormal situation, any rel.ationship betweefa improved
administration and the level of total direct collections for 1970
must be considered tenuous.
 

Tota%' '* ,. .Adjusted 

Year 
Direct 
Taxes ($L 

Increase~ Adjust-
-(Decrease) men 

Adjusted 
Total $) 

Increase .. 

(Decrease) 
~~ 

1964 18.4 
1965 
1966 
1967 

17.8(3)
17.6 
20.1 

(1.3) 
14.3 (1.8) / 18.3 K4.1. 4 

1968 26.5 32.1 (2.19.9 
1969 

1970 
28.9 

25.9 
9.1 

(10.4) 

(4.0)2 
(3:)A
(4. 0)2/ 

21.2
21.9 

6.3
3.3 

/Withholding Tax transfer of 04.5 million.($1 -. 2..50 
-' 4Withholding Taxc transfer of 'p6.5 million. 

4-K' /Estimated additional not worth tayes~ of 010 million due to 
change in rate. 

_4/one time emnergency tax of 49.3 illion.'4 
:'9j Pxoj~ctions which were revisdin Part.1 of
' Qthe 'PIP (dated 12I 684
'-'were met for 1969 and 1970 an'4 4slte bythe folings
 

4.43~~~4U 44 9" L;)4 



IIC Xit$LaSIF IC T IN AAt" 

1CJJKSSZFIED 'A 
fvYh 

4 by' its~-A A-Ir.AtPartLA' 

--- soK(Contintiod' fr 


is 

qoere vaiv~ 4t 

4 L~ 
.;dt.6 A~-* 4, 

The sapcdhot't3,- A.a. N
 
-p., ~ ~ ~f- .,m 

me 
 'Itt1)6Ft fks± 

acivl somllof plce 

AAK it autumayudie.4 *." O' ','ra, 1 

$ A 

weatiegons mrost 
 10>t.it 

In o igtte uusa&% :ntvwf", 14 *n 4activel t Z.lt~tst-plce ~ 

tha 


tiand c3%increass reas~be wil tatit th'
 

waqet ons otre soniallt twtroo ko Ai )I 

of:Finance and the GOES as a whole. 
 A t 

A IE 

C TOCA$\ $57IC 




