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This PROP revision, as reguested by the G, proposes (a) the oonti-
nuation of the tax adninistration project throuygii Jue 30, 1375, (D) thwe
provision of bwo man-years of adviscry services to the national tax office
in the inistry of Loonany and Finance and trainin opportunities for tax
officials, (c) funding in FY 1975 at a level of 5147,000, amd (d) a revioew
of nerformance progress late in the fiscal year as a basis for furtler deci-
sions with regard to the future of the program. e extension of thwe project
would afford ATD an opportunity to play a significant role in helping the GOU
2t a critical point with: its plans to improve the national tax collection
machinery as part of a broader GOU ecaonamic reform program supported by the
DT and the World Bank, '

The request of the Minister of Finance to continue the program in
tax administration follows sewveral years of rather mixed experience witi
the project. In some years the signs of progress Lave been guite hopeful,
in others they haw: represented little more than minirum justification for
continuing the progran. This pattern of performance by tlie GO0 has held
true urkier the current PROP where, as reflectad in previous PARs, there
have Leen varyirg degrees of progress in the pricarity areas jointly selecteaw
for attention by AID and officials of the national tax office.

while the past year and a half have been a disappointient with reqgard
to concrete accamplishments, the period has provided much pramise as to future
progress. luch essential groundwork has been completed which is expected to
result in egpeditious implemantation of needed refarms.

saring this period new legislation has been approved to facilitatc
(a) the retention of qualified staff for the tax office through higher salarics,
(0) the integration of the five separate tax offices through providing financirng
fram this year's budget for the plans and construction of a central facility
to hwuse them, (c) a more adequate level of operating funds for the tax office
through increased budgetary allocations for this purpose, and (d) the institu-
tion of internal awlit capability through the creation of an internal audit
unit.

Also, for the first time a tax code has been prepared which is now
being considered for adoption by the Council of State. An ADP plan for opera-
tions s been prepared by the tax gffice with the assistance of the IRS advi-
sory team. 'the IRS advisors have also assisted in the preparation of a func-
tional reox;anization plan for the tax office which is being reviewed by the
special conmission on reorganization appointed by the Director General of Taxes.

With regard to fiscal policy measures, there have appearud hopeful
sigas of a significant turn-around in the fiscal policies of the GOU princi-
pally at the initiative of the new Minister of Economy and Finance, V&gh
Villegas, who lias sponsared the partial tax reform included in the 1974 budget.
he tex nolicy changes already announced and reported to Wasiington in Vo 2460
have set the stage for further basic reforms that will make the tax system an
instrument not oniy of Improved iiscal :menagement but also for developrent.
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The Minister has given full support to the joint GOU/AID program

of fiscal policy studies now being undertaken as a guide to the planning
and implementation of longer-term fiscal reform. The studies are being
carried out under the leadership of Dr. Arnold Harberger of the University
of Chicago. We also have every expectation that the Minister will success-
fully negotiate an IMF standby agreement of which a major candition will be
fundamental fiscal policy reform with priority attention to improving the
performance of the tax system.

However important these tax policy reforms may be, the opinion
of Dr. Harberger and key Uruguayan tax experts is that improved fiscal
management and increased revenues deperxd less on tax policy changes than
on effective administration of the present tax system.

The Government seems to be moving, on the basis of statements of
the Minister and actions so far, away from its current heavy dependence
on export taxes and a variety of low yield muisance taxes toward a tax
program primarily geared toward land productivity (IMPROME) in the rural
sector and the value added tax covering the urban sector. We think this
approach makes sense with respect to administrative feasibility, equity
and development objectives. However, the key to moving in this direction
is improving the administrative capability of the Tax Office to manage these
two programs effectively. It is precisely in these areas of organization
and collections that the proposed IRS advisory gexvices and training can
make their greatest contribution over the next several months.

Important to effective administration in the tax office, and to
the success of the AID inputs, is the recruitment of strong management-
oriented and technically qualified leadership. The Minister is now actively
searching for a qualified cardidate to head the tax office.

The Goverrment's econanic measures, including the proposals for
ivproved naticnal tax administration, may signal a turn-around in the
Uguguayan economy after nearly two decades of stagnation. Principally for
this reason, we believe that contimuing the tax administration project to
heip the GOU achieve its fiscal reform goals is a target of opportunity
for AID, characterized by a modest input and low level of risk in return for
a potentialiy high return. For the first time in many years, we believe the
climate now exists for undertzking meaningful reforms with reasonable expecta-
tions of success, and that AID support of them could have real impact during
the GOU transition to mor= responsible financial management.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program or Sector Ggal:

Measures of Goal

The broader objective

Achievement:

to which this project
contributes:

To bring about a
significant improve-
ment in GOU economic
management.

To increase revenues
adequate to finance
+he national deve-~
iopment program.

Adoption and implemen-
tation of basic eco-
nomic reform poljcies
and laws, a stabili-
zation program to
reduce inflation,
geared to an IMF
Stand-By Agreement

and tax policy reforms
based on results of
tax policy studies.

Increased percentage
of revenue collec-
tions to GDP from

11 to 16 percent.

Central
etc.

Laws, decrees,
Bank circulars,

IMF Stand-By Agreement.

CIAP, World Bank reports
on GOU economic reforms
and results,

Revenue collections/GDP
figures provided by
Ministry of Economy &
Finance.

Assumptions for achieving
goal targets:

Political, social slabilit
will be maintained.

Present GQU ecciomic team
will contirue toc receive
political/military suvport
in carrying ocat econcnmic
reform program.

Major fiscal and tax polic
reforms will be implementeo
during the life of the
project.

Additional
reforms as

fiscal and tax
suggested by thi
results of the economic an
tax policy studies will bo
implemented, particularly
those recommended in the
studies by Dr. 'lerherger.

No additional, unforeseen
economic smergencies,
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Purpose:

To upgrade the perfor-
mance of the tax
administration system
to enakle it to
efficiently adminis-
ter tax laws generally,
specifically the new
reform laws so as to
generate increased
public revenues.

Conditions that will
indicate purpose has
been achieved: End-of-
Project status,

Administrative reform
plans will have been
approved, budget provi-
ded, personnel assigned
and implementation
under way.

Implementation of
administrative reform
will be 40% completed
by June 1975 and
fully-completed by
January 1976.

Periodic evaluation by
Mission of the progress
achieved in the prepa-
ration of reorganiza-
tion plan.

Reduced level of
delinguent taxpayers.

Revenue collection

figures provided by
Ministry of Economy
and Finance,

Assumptions for achieving

purpose:

Minister of Finance will
support the program,

Director General of Taxes
will support the program
and provide active leader-
ship and management during
implementation.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

MPORTANT ASSUMPTIONS

Project Outputs:

Completed and partially
implemented plans for
the reorganization of
the tax administration
office establishing
separate audit,
collection, planning,
internal audit and
administrative units.

An effectively func-
tioning ADP system
providing adequate
and timely informa-
tion for the control
of the two largest
revenue-producing
taxes, value-added
and IMPROME,

Upagraded management
of the alcohol,
opeverages and toba-
cco unit resulting
from a short-term
technical assis-
tarnce study.

Magnitude of Outputs:

Reorganization plans
will consist of a re-
structured distribution
of functions and res-
ponsibilities for each
unit, description of
related personnel and
staff requirements,
budgetary provisions,
facilities and admi-
nistrative support
arrangements. An
implementation sche-
dule will be attached. .

The master file on the
value-added and IMPROME
taxes will be updated,
computer generated pre-
payment notices availa-
ble, and an effective
system to control

"~ delingquent taxpayers

operational.

Government laws and
decrees authorizing the
implementation of the
plans to reorganize

the Tax Office and bud-
geting the necessary
funds to carry out the
plans.

Mission evaluation of
progress achieved.

Observation of ADP
outputs and operating
systemns.

Visit to alcohol plants,
breweries, etc., to

determine use of mecha-
nical measuring devices.

Study of GOU plans to
measure actual perfor-
mance against established
goals, targets and time-
tables.

- Pssumptions for achieving

putputs:

{continuation)
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

WEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Outputs:

Improved managerial and

technical capability
throughout the system.

Restructured training
program to support
reorganization of tax
system.

Increased number of
trained tax officials.

Magnitude of Outputs:

Establishment of control
mechanisms at the
factories to accurately
measure tax base.

Preparation of annual
plans setting up goal
criteria and timely
adoption of remedial
actions.

A revisgsed training
program approved and
in process of imple-
mentation.

-Thirty-four officials

trained..

Study of revised
training plan and
training records.

Assumptions for achievin

outguts:




Project Title & Number:

TAX ADMINISTRATION & REFORM - 528-11-720-001.2

1
v

Page‘éj’f

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Inputs:

AID/IRS

qu.‘oj - uﬂ /h
=0One long-term tax admi-

nistration advisor -
Team Leader.
=0One short-term adminis-
tration specia}ist D ¥ M

mos.)
~-One short-term ADP
technician mos.) 3

=One short-term
alcohol, beverages
and tobacco spe-
cialist (2 mos.)

L

Participant training
financing.

OAS

‘One long-term organiza-
tion & methods advisor

.Participant training
financing.

Implementation Target
(Type and Quantity):

s M QR SERTENCIR ,-,«J\-J A,AJ‘J.:
On board until 6/30/75

1/1/75 to 3
crnuJQ&ﬁmu(hM y

1/1/75 to 6/30/75
3/31/75

31/75

1/1/75 to

FY 75 PASA Funding
$ 101,000

$ 46,000

On board: to be deter-

mined jointly by GOU/
OAS; $ 25,000 estimated
$ 10,000 estimated.

Mission study and
evaluation of available
information and data.

Assumptions for providing

inputs:

Baseline data on revenue
collections and GDP 1973 -
UR 278. billion in current
prices.

GDP UR 2,400 billion in
current prices.

Percentage of revenues tc
GDP: 11.5%,
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Inputs:

Host Country

-Director General of
Taxes - Principal
Counterpart _

-Adeguate number,
quality and utiliza-
tion of personnel

-Adequate facilities
and administrative
services for tax
office '

-Budget for a tax-
payer education
campaign

-Budget for partici-
pant travel.

Implementation Target
(Type and Quantity):

All GOU inputs will be

Assumptions for providing

inguts:

on a continuing basis~
GOU has already budde-
ted $230,000 in 197
for project related
activities.

R
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