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Presentation on CIAT

CIAT is a public international organization established in 1967 to promote
the improvement of the tax administrations through: exchange of ideas and
experiences; technical assistance and training; compilation and distribution
of information; and promotion of technical research.

The Center is formed by 37 countries: 29 countries from the Americas and
5 European countries as full members, and 3 countries as Associate
Members: Czech Republic, Kenya and South Africa. The Minister of Finance
or Treasury of each country designates the positions in his tax administration,
the incumbents of which are the Representatives at CIAT.
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WELCOME STATEMENT BY THE PERMANENT SECRETARY,
MINISTRY OF FINANCE, BARBADOS
Mr. William Layne

On behalf of the Government and people of Barbados,
it gives me great pleasure indeed to welcome all
participants to the 2007 CIAT General Assembly being
held here at the Hilton Barbados Hotel, in these
salubrious surroundings, from May 21-24, 2007.

CIAT General Assemblies and Technical Conferences
are traditionally noted occasions where colleagues meet,

Mr. Wiliam Layne  discuss and network to develop effective taxation
policies. Over the years it has certainly established itself as an opportune
forum for exchange of ideas and experiences.

As you are aware, the administration of taxation is quite similar in all countries.
Organisational frameworks however may vary as they are influenced by
historical, political, cultural and economic factors. History has shown, in
fact, that as systems evolve the development of an efficient tax structure
becomes paramount.

The main theme of the 2007 General Assembly will be "Key Structural
Aspects of the Tax Administrations". On this occasion the spotlight will
be on three key aspects of tax administration: The Organisational Structure;
Models of Relationship of the Central Tax Administrations with other
Collection Institutions; and the Structural Change in the Modern Tax
Administrations and Human Resources Management.

With the development of e-commerce and universal access to information
and communication technology (ICT), the global village has been realized
and small countries like Barbados now have new avenues through which
they may meaningfully compete in this global arena. As a consequence, the
Barbados Government has adopted an integrated approach to our taxation
system, by establishment of a "Central Revenue Authority". To this end, and
in this endeavour, this conference will be of significant importance and we
look forward to the synergies from the constituent members. This will, in no
small way, assist us in surmounting the attendant challenges.

So as we embark on the task ahead, let me again welcome you with the
wish that this General Assembly is successful and that all participants enjoy
their stay here in our beautiful country.

Mr. William Layne
Permanent Secretary, Ministry of Finance, Barbados



STATEMENT BY THE CIAT EXECUTIVE SECRETARY
Dr. Claudino Pita

Mr. Jorge Rachid, CIAT Executive Council President,
Mr. William Layne, Permanent Secretary of Finance of
Barbados, our kind host, other members of the Council,
representatives of the CIAT member countries,
delegations of member countries, of international
organizations and other tax administrations
accompanying us, | wish to thank all of you for attending
this 41st CIAT General Assembly and welcome you
most cordially.

Dr. Claudino Pita

| also wish to thank the authorities of Barbados and all
the officials of its tax administration for holding this Assembly in this splendid
setting and for welcoming us with the well-known hospitality and warmth of
the people of Barbados.

I would like to highlight the presence of Mrs. Teresa Ter-Minassian, Director
of the Fiscal Affairs Department of the International Monetary Fund and
thank her for her valuable institutional and personal support to the
development of fiscal issues in our countries.

As well, | wish to note the presence and return home of a member of the
CIAT family, Mr. William Baker, Tax Commissioner of Canada, who prior to
temporarily leaving Revenue Canada, had participated for several years at
CIAT as speaker, Representative and Councilor from Canada, always
providing a resolute and intelligent support to CIAT's institutional
development.

Before referring to the technical program for this Assembly and its scope, |
would like to make some brief reflections about current strategies in the
management of the tax administrations.

Obviously, the beginning of the XXI century implied the entry into a world of
new scenarios and paradigms, which have a strong impact in the activity of
the tax administrations. Worth mentioning among the most evident and
frequently reiterated elements of change are globalization, the impressive
technological leap and the search for a State with greater quality.
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To face this context, the predominant strategy adopted by the tax
administrations may be summarized in the proposal for "optimizing voluntary
compliance".

How can this be achieved? Currently, there is the generalized conviction
that a management model balancing service actions with compliance control
is required, while recognizing that they neither contradict or exclude each
other, but are rather complementary and necessary for an effective
management of taxes.

| deem itimportant to comment on some specific actions within the framewaork
of the aforementioned strategy and management model.

The tax administration should be concerned with leveling the path
for compliance, but should also devote efforts to motivating such
compliance.

Leveling the path implies, for example, the simplification of rules and
procedures, providing assistance and information, minimizing the indirect
tax burden or compliance costs, facilitating actions and procedures for filing
and paying taxes.

Motivation implies, first of all, that the tax administration commit itself and
comply with such values as ethics, integrity, justice and transparency, which
will make it deserving of the trust and respect of society.

On the other hand, from the perspective of the effects of individual behavior
on compliance, there are essentially two types of actions which should be
carried out by the tax administration for motivating such compliance:

e Those whose purpose is to generate the perception that a "risk" is
being assumed in case of noncompliance, that is, the one
reiteratively known as "subjective risk".

e Those intended to achieve the perception that a "benefit" is
obtained when there is correct compliance, and allow me to
innovate by saying that it would be what we would call "subjective
benefit".

As has been stated for a long time, the subjective risk calls for actions by
the tax administration that may lead the taxpayer to assume that there are
great possibilities for detecting noncompliance, that the omitted obligation
may be quickly enforced, and that such enforcement may involve a
substantial increase in the amount to be paid and/or criminal processing of
the person involved.

XVili
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On the other hand, the configuration of the "subjective benefit" requires
actions by the administration whereby it may be assumed that correct
compliance, in addition to the satisfaction for having fulfilled the duty, is a
behavior recognized and valued by the administration, which guarantees a
comfortable relationship therewith and affords prestige in society. In other
words, the intention is to ensure that taxpayers who act correctly will not
feel that this is an unimportant act without consequences in their relationships
with the administration. And much less, to make them feel that they are
among the few "fools" that did not take advantage of an environment of
impunity.

Some recent initiatives of the administrations of the member countries and
other countries may be related to the promotion of this "subjective benefit".
This type of compliance mativating actions deserve increasing attention
and it would be important to identify, clearly define and disseminate them.

In sum, for an effective management of our administrations, it is important
to align the actions of the tax administration with a strategy
based on "optimizing voluntary compliance", which means no more and no
less than acting on human behaviors.

The meeting we are beginning today allows us the opportunity to
reflect on this type of issues. We will be able to analyze jointly, and exchange
ideas and experiences on: "key structural aspects of the tax
administrations."

Although there are several structural aspects that may be considered key,
we will be focusing on three of them:

the structural organization;
models of relationship between the central tax administration and
other collection institutions; and

e the structural change in the modern tax administrations and human
resources management.

The presentations of these three main topics will be complemented with
subtopics, describing specific experiences that may constitute examples of
good practices.

With respect to the organizational structure, it should be anticipated that a
current essential characteristic is that it should be highly flexible, so that the
tax administration may timely respond to new requirements within the context
of permanent and fast change.

XiX
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As far as the relationships of the tax administration with other national
and foreign collection entities are concerned, it should be noted that such
relations may generate synergies to favor everyone's efficiency and
effectiveness.

In particular, mutual cooperation with foreign tax administrations in the current
environment of global economic relations between companies and individuals
and the widespread use of international evasion and fraud schemes is the
best, if not the only alternative for acting effectively.

Lastly, as regards structural change and human resources management, it
must be borne in mind that the ethical, professional and human development
of such resources is a fundamental aspect in every organization. The
progress that may be achieved, not only in organizational, procedural or
technological terms, but also in terms of the effective use and sustainability
of such progress depends on the integrity, and technical and personal quality
of our staff.

To conclude, we wish to reiterate our gratitude to the authorities of Barbados
and to all our member countries for the continuous and valuable support
they afford us, which jointly with the professionalism and commitment of
our staff members at the headquarters, make of CIAT an organization
which is an example of cooperation for progress, with a well-deserved
international leadership in the field of taxation.

Thank you very much.

Dr. Claudino Pita
CIAT Executive Secretary

XX
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ESTABLISHMENT OF THE CENTRAL REVENUE
AUTHORITY OF BARBADOS

Ronald Bascombe
Permanent Secretary of Special Projects Unit
Ministry of Finance
(Barbados)

CONTENTS: 1. Introduction.- 2. Major Reasons for Establishing SARA's.-
3. Counter Arguments.- 4. The Approach Adopted by Barbados a Case for
Implementation.- 5. Departments Subject to Central Revenue Authority
Merger.- 6. Position on National Insurance Scheme.- 7. Implementation
Options.- 8. Project Implementation.- 9. Risks and Related Issues of
Implementing a Revenue Authority.- 10. Authority of the Central Revenue
Authority.

1. INTRODUCTION

This presentation will look at the trend among states to develop semi-
autonomous revenue agencies (SARA'S), the rationale for their
establishment and the success of those efforts. It will also provide some
insights into the approach adopted by Barbados for the establishment of
a Central Revenue Authority. It is not in any way meant to be an exhaustive
discussion on the subject but will in the allotted time highlight the major
theoretical positions along with, the current experiences and will culminate
with insights into the case for and Barbados' approach to establishing a
central revenue agency. Hopefully it will assist in stimulating the thoughts
of conference participants on the subject for it is quite likely that some of
your administrations may be considering such a reform project.
Alternatively others would have gone this route before and the forum can
therefore be initiated for the two groups to engage in dialogue on the
subject.

Over the last 20 years, in an effort to improve the efficiency of their tax
collection a number of countries have established revenue authorities.
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These agencies are found in several Latin American and African countries.
In Latin America the notable examples are Argentina, Peru, Colombia,
Venezuela, Mexico, Guyana and Jamaica to the north.! The African
examples among others are Ghana, Uganda, Zambia, Kenya, South Africa
and Tanzania. Similar agencies can also be found in Singapore, Malaysia
and in Spain which is a noted exception within Europe.? Their structure
varies in range from being a department of government to agencies with
varying degrees of autonomy.

The current world wide trend towards the establishment of SARA's has in
part been bolstered by the observed success of the earlier tax
administration reform efforts using this model. Proponents of this approach
justify it on the grounds that its pursuit has brought about a significant
increase of revenues and improved service delivery in tax administrations.
Notwithstanding the view that independent agencies may have yielded
valuable results, there is strength to the argument that the implementation
of a longer-term effective revenue collection agency can be more
productive. AS earlier indicated, more and more countries have been
adopting this organisational design and even the international financial
institutions have been proposing their establishment on an ad hoc basis
even if not as a matter of formal policy.® This reform trend has also
coincided with a period in time when the phenomena of autonomization
of executive agencies within the developed countries was gaining in
popularity. As for the argument for the granting of autonomy or in some
instances greater levels of it to state agencies some case reviews have
indicated that it is associated with higher levels of performance in revenue
collection, compliance management, taxpayer services, human resource
management and a reduction of administrative costs. It is considered as
"a response to inadequate central government civil service and public
expenditure management systems” as well as "an antidote to the failure
of the political system to build in effective accountability mechanisms that
channel political influence around and through the public administration
in appropriate salutary ways.*

* IMF Working Paper WP/04/237. Barrand, Ross and Harrison

2 Rosario G. Manasan: Tax Administration Reform: (Semi-) Autonomous Revenue Authority
Anyone

3 Robert Taleircio. Jr. World Bank Policy Research Paper 3423

4 Robert Taleircio. Jr. World Bank Policy Research Paper 3423
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2. MAJOR REASONS FOR ESTABLISHING SARA'S

The main reasons for establishing SARA's fall under two broad headings
as espoused by Robert Taliercio firstly, the political economy argument
and secondly the public management argument. The political economy
argument revolves around the perceived need for enabling creditable
commitment to better tax administration and the need for a "commitment
technology"” facilitated through the formation of corporate bodies and the
delegation of some tax management functions to third parties. The public
management argument takes into consideration the benefits of enclave
approach in dysfunctional systems, the perceived limitations of
accountability in the Civil Service as well as issues of autonomy and the
inability of the Civil Service bureaucracy to be free from political influence.

The major reasons why governments have been implementing revenue
agencies are:

to gain greater control over human resource management;
to increase accountability and confidence in the system;
to benefit from cost reduction and improved efficiency and
effectiveness; and
e to take advantage of data sharing.

Inadequate funding and related deficiency in human resources represent
two major constraints in the effective functioning of tax agencies.
Developing states are highly dependant on their tax revenue flows for the
funding of their various projects and programmes yet the central
government funding system and supporting infrastructure are not always
responsive to the revenue agencies needs. Administratively, it is generally
accepted that civil service administrations have been unable to attract
and retain high caliber professionals in the areas of tax administration
and tax law due to their inability or lack of desire to pay salaries that are
competitive with those obtained in the private sector.

To compensate for the above situation the argument is advanced that
within SARA's there is scope for a percentage based funding mechanism
coupled with automatic retention of funds to isolate the revenue agency
from the damaging effects of a weak public expenditure management
system while providing a strong incentive for increasing collections. Carlos
Silvani argues that such a financing mechanism should be countercyclical
to protect the tax administration during recession, for example by the hiring
of temporary or contract staff to maintain collections. It is doubtful whether
such a mechanism would be possible within a central government setting.

5
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3. COUNTER ARGUMENTS

As always within the sphere of human activity there will be some level of
scepticism to new approaches to doing business. Firstly, some critics hold
the view that SARA's reform is but a variant of the "enclave" approach to
reform in the public sector, premised on the view that if we cannot reform
the entire public sector perhaps it would be better to allow the status quo
to remain in place. My view is that given the large and complex nature of
the public service it would be an enormous task to undertake a full scale
transformation of the entire organisation within a single initiative. Moreover,
tax administration has some unique features about it and given the reliance
that developing countries administrations place on the effectiveness of
tax policies there is therefore the case for special treatment to be extended
to the tax regime in this regard. Secondly, there is a fear that the grant of
autonomy to such agencies of government can result in they running
amok with reduced accountability while undermining the authority of the
parent Ministry of Finance. There has been no known or highlighted case
of such an outcome. Some posit that what is needed is more
professionalism in the public sector rather than autonomy but | would
submit that the two are not necessarily mutually exclusive.

Not withstanding the arguments for and against SARA's Robert Taliercio
offers the view that the most likely other option is a gradualist approach
involving a series of modest measures carried over the long term. The
case reviews even in the face of comprehensive SARA's effectiveness
measurement systems indicate that there are some benefits to be gained
from their establishment.

Most of the literature reviewed has pointed to the success stories of those
administrations implementing a Central Revenue Authority, with attributable
revenue increases ranging between 5% and 12%. For example the World
Bank in a 2006 country report on Bulgaria stated that "Substantial targets
under the project have already taken place. Tax revenue increased by 3.6
percentage points of GDP in 2004 compared to the baseline in 2004.
Social contributions increased by close to 1 percentage point. Compliance
rates by tax types improved over the same period.............. "5

It is noteworthy that just about every reviewed submission on the subject
represents that one of the greater issues seen here is in the area of human
resource management relative to the agencies being able to attract and

5 World Bank source, web.worldbank.org The Revenue Administration Reform in Bulgaria

6
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retain quality professional staff. One vexing question is how the new entity
treats to the current staff in the pre-existing agencies. There are the options
of taking staffing inefficiencies over into the SARA or face the high cost of
retrenchment programmes. Several administrations took the option of
retrenchment of existing staff, others recognised post facto the
ineffectiveness of trying to preserve the status quo, transferring unsuitable
and/or unqualified staff to the new entity only to be faced shortly there
after with their retirement. Even though the "zero-slack” or "clean state"
approach would seem most plausible and desirable in practice the
underlying policies and considerations have not always supported it.

There is evidence, though not universal that points to staff reductions in
the move to SARA's as well as enhanced remunerations packages in the
new arrangements. In short the results in the improvement of human
resources management has had mixed and varied success.

In the area of cost of administration the information suggest that recurrent
costs have remained comparatively stable while inadequate capital
expenditures have lead to operational inefficiencies in several agencies.

SARA's are represented as having facilitated the move away from a
procedure-bound and control-driven tax administration mode to a more
flexible and decentralised decision making approach.

4. THE APPROACH ADOPTED BY BARBADOS A CASE FOR
IMPLEMENTATION

Having articulated the above historical and theoretical perspectives for
the establishment of SARA's we now turn to establish the specifics of a
justification as to why Barbados now seek to establish a central revenue
agency. This is premised on the point of view that such an initiative must
go beyond a desire to take a particular course of action but that it is
buttressed by sound reasoning and above all some benefits must be
realised from the effort.

The Barbados National Strategic Plan 2006 has set the fiscal objective
"to develop a transparent and sustainable public management system.
Its purpose is to promote efficiency and effectiveness in the current tax
collection systems as well as the system of expenditure management.
This would enhance financial stability and sustainability, improve
compliance, reduce tax leakages and increase the level of tax revenue
collection." More specifically, it would give consideration to the

7
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establishment of a Central Revenue Authority (CRA) to remove the
administrative fragmentation that currently exists in the system.
Furthermore, the effort is seen as contributing to national development in
a sustainable manner. There is therefore commitment to and support for
the initiative at that highest level of policy articulation and development.

In actioning this process the government as a first step engaged the
services of a CARTAC sponsored Consultant to advise on the way forward.®
The Report emanating from this exercise indicated that there was a strong
business case for the creation of such an institution; consolidating the
four (4) major revenue collection departments a well as the contributions
collections functions of the National Insurance Scheme and the Licensing
Authority, Ministry of Public Works and Transport.

The Report posited that there are three major reasons for governments
implementing revenue authorities.”

Firstly, increased flexibility, agility and control over human resource
management in terms of organisation design, job classification, staffing,
staff discipline and compensation when compared with that obtained in
the general public service. The training and development needs of the tax
and revenue administrations are constrained by a public service which
does not respond in a timely fashion.

Secondly, shared infrastructure costs can lead to a reduction in overall
overhead costs thus freeing resources for the acquisition and improvement
of infrastructure such as buildings, equipment and information technology.

Thirdly, data sharing across domains will improve compliance profiling
leading to improved revenues and a reduction in the cost of administration.
Joint audits across tax types and collection activity will result in efficiency
gains to the Central Revenue Authority. Additionally, there will be
improvement in the quality of service to the tax paying clientele as they
will be required to interact less frequently with the tax authorities.

6 The Caribbean Regional Technical Assistance Center (CARTAC) inaugurated November
5, 2001 in Bridgetown, Barbados, CARTAC is a joint initiative of the CARICOM, the
International Monetary Fund, the United Nations Development Program, and five other
governments and agencies; the Caribbean Development Bank, the Inter-American
Development Bank, the United Kingdom's Department for International Development,
USAID, and the World Bank. CARTAC was established to help countries in the region
build capacity to deliver improvements in certain critical areas of economic and financial
management, including onshore and offshore financial sector supervision and regulation,
tax policy and administration, public expenditure management, and economic and financial
statistics.

7 Barbados, Revenue Authority Feasibility Report: CARTAC Consulting Report, December
16, 2004.
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In addition to the above, benefits will accrue from:

e The ability to tailor solutions to the unique needs of tax or customs
administration through control over procurement, facilities
management, IT services, management practices, and human
resource management regimes.

e Increased coherence in the administration of multiple taxes
including the potential to administer taxes across jurisdictions or
levels of government resulting in fewer interactions with
businesses and citizens.

e Improved ethical standards fostered through effective scrutiny and
audit of agency operations and enforcement of the developed
code of conduct.

e Operational efficiencies from merging common corporate services
such as finance, mail and records management, accommodation,
strategic planning, human resource management, information
technology, internal audit, communications and public relations,
internal affairs, training, and legal services.

e Amore "business like" approach to and accountability for HR and
business management (modern comptrollership) engendered by
a Board of Management similar to the private sector model.

In the Barbados context a CRA would also enable:

e the implementation of a common identification system for all tax
paying entities; and

e the implementation of a single period for the filing of tax returns
as against the now several varying return periods.

Currently all the major tax agencies have their unique tax payer identifier
and this makes it difficult for data query and matching of taxpayer profile
and compliance history across the system in a holistic manner. This issue
of a common tax payer identification system for use across all the tax
agencies has been mooted on several occasions over the years but has
never been realised. CRA implementation would provide an ideal platform
for the development and launch of such a system.

The above referenced CARTAC Report highlighted several observed
weaknesses in the current local tax system and recommended that a
possible option for addressing and rectifying them is the establishment of
a central revenue agency.
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These weaknesses generally apply to all the major tax collection agencies
but it is noteworthy that the study considered the Barbados National
Insurance Scheme (NIS) to be an exception due in part to it having "greater
latitude in its non-human resource management regimes". 8 Perhaps
then, the NIS model which exhibits some measure of autonomy from
Central Government control demonstrates that there is a case to be made
for granting greater autonomy to the tax collection agencies. Furthermore,
there is a school of thought that there is a good and compelling reason at
this time for the NIS Department to be granted further autonomy, moving
on to the next plain by taking greater control in the management of its
human resources. This would enable that institution to realise further
efficiency gains in it operations.

The weaknesses of the current system are now enumerated:

Human Resources Management is constrained due to the inadequate
response of the Public Service Commission to staffing, staff development
and staff discipline in tax and customs needs. Tax departments have little
or no authority in decisions relating to levels of remuneration, promotion
and performance incentives and are therefore subjected to the same
general terms and conditions of service. There is a lack of performance
incentives which can motivate persons to strive for excellence.
Furthermore, focused tax training is not adequately addressed at the
central agency level.

The establishment of a CRA would provide a more flexible environment
in which to address the above shortcomings as well as allowing for staff
motivation, performance based compensation, training and development
funded and tailored to tax administration and enforcement needs.

Internal Audit presence is evident in the current departments but all are
in need of strengthening and improvement in this area to enable effective
coverage of operations. A CRA would result in a larger and better trained
audit staff to be used more strategically by the Board and senior
management of the agency.

Internal Investigations is an area where there is now no trained
permanent staff for conducting internal investigations. A merging of

8 The National Insurance Scheme is established the National Insurance Act 1966. The fund
is administered by a board of directors who empowered under to Act to oversee its
management. However the staff are employees of the Crown and therefore fall under the
mandate of the Public Service Commission.

10
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departmental functions would facilitate the strengthening of the merged
entity's ability to conduct such investigations and encourage compliance
to the Code of Ethics to be established by the CRA. Additionally, the wide
spread use of computerised accounting and other management systems
in mission critical operations, coupled with the implementation of new
facilitating systems in support of trade and businesses have opened new
avenues for tax evasion and other fraudulent activities. Internal audit and
investigation staff must be equipped with the requisite skills to meet the
challenges posed in this new dynamic environment.

Dedicated in-house Legal Services except for the NIS is lacking and
this has constrained compliance and enforcement efforts. The creation
of an in-house legal unit and elimination of dependence on the Solicitor
General's Office should positively affect the compliance and enforcement
efforts.

Information Technology Systems should benefit from a merger of the
current departments. Within the new environment there is the possibility
of merging and enhancing the information technology (IT) infrastructures
to provide for compliance and workflow management based on risk
profiling. Additionally, a merger would provide the support areas with
stronger capacity for systems maintenance and enhancement activities
as well as cost reduction in some areas over time.

Currently, the several departments have in place a number of IT systems
tailored to meet their individual needs. These systems are constantly
undergoing enhancement and modifications which represent substantial
investments by the Government. Amerger would enable a more symbiotic
design and implementation of management information systems geared
to support the monitoring and reporting functions of a high performance
entity; enabling the organisation to function as an integrated unit despite
the autonomy that will, to some extent, exist in the functional units. In
addition to its work flow management and processing support, it would
also provide the medium for interacting with its external customers via
e-filing and reporting as well as information dissemination.

Public Relations, Communications and Education Programmes
are not fully developed and none of the existing departments (NIS again
excepted) have a team focused on developing and implementing
quality taxpayer education, public relations, client service surveys and
internal communications programmes. The CRA would ensure that this is
a planned and budgeted activity and provide a common and consistent
medium (website) in support of the function.

11
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Notwithstanding the consistent allocation of financial resources to
the departments they suffer from the inability to:

(i) shift funds to match priorities (virement);
(i) carry forward "lapsed funds" at year end; and
(i) manage departmental assets.

Greater autonomy to allocate funding to match current and changing
priorities would bring agility to operations while holding officials accountable
for the results of their actions. It should also enable the Government to
optimally fund a single agency as against under-providing for several
separate and competing departments.

Cooperation and coordination between revenue administrators would
be substantially improved thereby buttressing coordination of efforts
between the agencies in their compliance and enforcement
efforts. Currently, taxpayers are forced to interact with multiple tax
agencies at varying times for what are essentially the same functions e.g.
taxpayer registration. A Central Revenue Authority would provide a single
entry/access point for all taxpayer activities thereby enabling a more
customer/business friendly interaction between the taxpayers and the
agency.

As regards Compliance and Cost of Collection it is generally
accepted that in Barbados tax collection cost is reasonably low and the
compliance rate relatively high. Improvement in the compliance rate with
concomitant cash flow increases will positively impact on the Government's
finances.

5. DEPARTMENTS SUBJECT TO CENTRAL REVENUE AUTHORITY
MERGER

The Ministry of Finance considers at this time that (1)the Land Tax
Department; (2)the Inland Revenue Department, (3)the Value Added Tax
and the Excise Tax Divisions of the Customs Department and (4) the
Licensing Authority Department of the Ministry of Public Works should be
merged to form the new Central Revenue Authority.

12
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6. POSITION ON NATIONAL INSURANCE SCHEME

Some countries in keeping with the idea that unification of the tax system
can yield better results have been transferring responsibility for social
insurance collection to the tax administration with a view to achieving the
best possible revenue collection performance. Benefits to be derived relate
to the synergies that exist between the organizations and their core
functions as well as the potential for administrative and compliance cost
reductions.

The earlier referenced CARTAC sponsored feasibility study had
proposed that the Contributions Collections function of the National
Insurance Scheme be included in the mandate of the Central Revenue
Authority.

We are of the view that at this time it is not necessary given that the
National Insurance Scheme already has a high level of autonomy
from the central government in the management of its resources.
More so the NIS systems, processes and procedures are functioning in
an effective manner and it is seen as a model system within and beyond
the Caribbean.

7. IMPLEMENTATION OPTIONS

The Ministry of Finance considered two major options in the setting up of
the proposed semi-autonomous tax agency. The first option is to set up
the agency as a department of government. The advantages of this option
are:

e ease of transfer of staff to the new entity;
o staff retain their Civil Service status; and
e avoidance of potential industrial relations conflict.

On the other hand the major disadvantages are:

e loss in ability to bring operational agility to the tax collection
function;

e inability to cash in on synergistic relations between the operating
units; and

e inability to exercise greater control and influence in Human
Resource policies and practices.

13
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This would be consistent with the National Insurance Scheme model.
Within this model staff would retain their status as employees of the Crown
while there would be a board of management to superintend the
administration of the tax collection function.

Such an approach could be viewed as a first phase in a continuum of
initiatives and opening up the possibility for further deepening of the reform
efforts over time.

The second option is to set up a semi-autonomous agency with substantial
independence from the Civil Service. This option potentially offers the
greatest benefits to be derived from a well planned, implemented and
operational CRA. Its major benefits are:

e the ability to quickly make decisions and take action to ensure the
timely and efficient collection of the revenues;
more effective control over human resources;
better resource allocation for the training and development of staff.

8. PROJECT IMPLEMENTATION

We recognise that good planning is integral to the successful transitioning
and merging of hitherto separate departments of government into a semi-
autonomous revenue agency. In order to ensure that the process is
appropriately managed it is prudent to separate the planning and change
efforts from the day to day responsibility for administration of the tax
collection function. Accordingly a Special Projects Unit has been
established in the Ministry of Finance to oversee the planning and
implementation of the proposed CRA.

A Steering Committee comprising of departmental heads and special
interest groups representatives has been established to direct, monitor
and generally advise on policy matters. This composition ensures
participation and ownership at departmental level while allowing for the
inputs of specialists in planning for and implementing the project.

The functions of the Steering Committee are to:

e provide strategic directions to and coordination of the project
planning and implementation activities;

e ensure that all stakeholders interests are represented and
reasonably responded to;

14
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e establish technical working groups in support of the Steering
Committee in the discharge of its mandate;
identify and recommend special skill requirements;
identify project needs and priorities;
develop, receive, review, and recommend policies, procedures
and guidelines; and

e monitor project progress, ensuring that critical milestones are met.

The Steering Committee will from time to time, as its sees fit, establish
Technical Working Groups to consider and analyse in detail various issues.

9. RISKS AND RELATED ISSUES OF IMPLEMENTING A REVENUE
AUTHORITY

We recognise that there will be some attendant risks in implementing the
proposed agency. These risks are dependent on the option that is ultimately
adopted subsequent to the tabling and acceptance of the Parliamentary
White Paper. They are as follows:

e industrial relations with unions and current employees having
reservations of the move from central government to an
autonomous entity. The recent experiences of the QEH and the
GAIA are noteworthy;

e a significant portion of the staff being classified as specialist
departmental staff, this will adversely affect the capacity of the
Civil Service to absorb them into comparable posts;

e the skills and capacity of the existing administrations will be
severely tested in the process and workflow re-engineering
exercise, IT development, legal and policy changes required to
implement the CRA,;

e the need for and ability to recruit skilled and knowledgeable staff
in the above areas as well as project management, HR and
modern tax administration skills and techniques;

e ensuring that the legal and policy frameworks preclude undue
interference in the CRA's execution of its mandate;

e disruption in revenue flows pre and post implementation
occasioned by industrial unrest; and

e political will and timing of implementation.

Given that the targeted departments account for approximately 86% of
total current revenues it is importance that any transitioning is so managed
as to avoid disruption of revenue flows. How we treat to the resolution of
the potential staff issues is therefore of paramount importance.

15
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Public officers enjoy rights enshrined in law, paramount of which is the
right of appeal to the Privy Council, which they may be unwilling to trade
or conversely leave the acknowledged relative safety of the Public Service.
Any unilateral transfer to a semiautonomous CRA, occasioning a change
in the employer would be interpreted as a breach of their contractual terms
and conditions of service. They would have to be voluntarily seconded or
transferred into a CRA, provided they are suitable or absorbed into the
wider civil service under no less favourable conditions in any event. But,
this also raises questions as to the absorptive capacity of the civil service
at this time should a significant number opt not go over to the new semi-
autonomous organisation.

It is imperative that a well designed and implemented communications
and public relations strategy which takes into account the various
stakeholders and their particular focus is put in place at the earliest possible
time. This should be triggered well in advance of the establishment of the
new agency.

In particular the workers unions have to be brought on board and into the
confidence of the management and project planners at an early date.
This approach would ensure that:

(a) staff are given the opportunity to make inputs into the process;

(b) staff receive factual first-hand information, thus avoiding
misrepresentation of facts;

(c) mistrust in the process would be eliminated,;

(d) issues are identified and solutions devised earlier in the project
planning and implementation process; and

(e) particular and specific arrangements, counselling etc. can be
tailored for given situations/circumstances.

Another consideration is whether there be a phased transitioning versus
a one off implementation of the merger process bringing to the fore issues
such as:

e timing of the full transfer of staff under a single administrative
authority; and
e authority of interim head to direct staff.

The benefits of a phased approach are:

() current staff are given the opportunity to observe the internal
working of the CRA before making a choice;

16
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(i) staff may be felt rushed by a "one-off approach”;
(iiiy revenue flows and collection are less likely to be interrupted; and
(iv) managementis given time to acclimatise in the new environment.

Local experience with the QEH and GAIA Inc. transitioning suggests that
a phased approach ought not to be unduly drawn out.

A critical question will always be whether a Central Revenue Authority will
ever be granted the fullest level of autonomy from the Central Government
and in the particular case of Barbados the extent which the Government
will be prepared to consider as acceptable. A final choice is informed by
the various considerations and risks detailed above when weighted against
the potential benefits to be derived.

We consider that the CRA should be managed by a Board responsible
for:

e monitoring the performance of the Authority and its effectiveness
in the discharge of its mandate;
advising the Minister in matters of revenue policies;
ensuring the prudent use of the resources of the Authority;
ensuring that collected revenues are paid over to the Consolidated
Fund in an efficient and timely manner; and

e ensuring timely and accurate reporting on the operations of the
CRA to the Minister and other stakeholders.

It is further proposed that the organization be structured along functional
lines.

Structuring the entity along functional lines is advantageous to the extent
that it;

is a logical, simple and time-proven method;

makes efficient use of specialised skills; and

establishes clear managerial responsibility for specific tasks/
functions.

17
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10. AUTHORITY OF THE CENTRAL REVENUE AUTHORITY

The CRA would act as the principal agent of the Government in the
collection of its revenue under the following legislation:

The Income Tax Act.

The Value Added Tax Act.

The Customs Act.

Environmental Levy Act.

The Excise Tax Act.

The Export Promotion Act.

The Land Tax Act.

The Road Traffic Act.

Any other enactment as directed or authorised by the Minister
from time to time.

The CRA would therefore be granted powers to enforce and prosecute
the revenue collection functions that now reside in the separate revenue
departments.

In conclusion there is no easy road to the implementation of reform
initiatives for in addition to those matters highlighted above one is faced
with several other hurdles. In practice it is not the easiest of task
coordinating the efforts and inputs of multiple agencies and more so when
those entities lay within different ministerial portfolios and who may have
conflicting priorities. There is a real fear of individuals loosing their identity
in the merged entity which can result in slow response and low levels of
cooperation. You will have to deal with the issue of political will and timing
therefore early political buy in is necessary. Above all there is the fear of
change and the journey into the unknown that it brings.
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EXECUTIVE SUMMARY
THE ORGANIZATIONAL STRUCTURE

Today's Australian Taxation Office (Tax Office) has undergone
significant change since its inception in 1910 to its role, its structure
and how it interacts with clients, as well as its accountability to
Government.

Australia's economy has changed over time from rural agrarian-based,
driven by a mining and construction boom in the 1960s through
to a growth in service industries in the 1990s. The advent of the
information technology age, the invention of the personal computer as
well as the birth of the internet have all influenced shifts in the strategy
and direction of our work as well as defining how we structured ourselves
to best meet those new challenges.
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Over this time the Tax Office has grown from simply collecting land tax
in 1910 to now being Australia's principal revenue collection agency.
Our role and function has evolved and will continue to do so. For
example, it was not until 1942 that the Federal Taxation Office took
over income tax from the states and a uniform income tax was
implemented. A profound shift in business strategy to risk management
commenced in the 1980's with the introduction of self assessment. In
the 1990's the Tax Office evolved from being a decentralised regional
based organisation to a national government agency employing over
22,000 staff.

The accountability of the Tax Office to Government and the community
has increased, particularly since the 1990s through legislative reform
of the Australian Public Service. These led to further change on how
we structured ourselves to report to Government as well as beginning
to shape a new role and direction for the Commissioner - from an
administrator to a Chief Executive Officer.

The environment we operate in continues to change, sometimes daily.
We are now faced with risks to the revenue through the trans-national
economy we operate in. The rise in global economic activity continues
to challenge what we do as well as challenging the core skills our staff
need. The expansion of the internet and the depth of technology
penetration continue to increase community expectations of what is
possible.

To meet these new and emerging risks and challenges, it is critical that
our structure remains flexible and responsive. In our latest structural
adaptation we are continually refining and reorganising ourselves to
respond to deliver business outcomes today whilst our change program
is concurrently re-engineering our business to make it sustainable for
the mid term. The approach to our business and clients also needs to
be flexible to enable us to continue to deliver on our outcomes and
commitments reflected in our Compliance Program. It is becoming
increasingly important to consult with clients and stakeholders on new
systems and, in response to this, our Commissioner has adopted the
three Cs - Consultation, Collaboration and Co-design as the
cornerstone of our business approach. These three things are crucial
in "Listening to the Community" and are helping us shape our change
program - another way the Tax Office is adapting, structurally and
operationally, to the constantly evolving business environment.
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I. THEAUSTRALIAN TAXATION OFFICE TODAY

The Tax Office has come a long way from a team of 12 employees who
worked for the Department of Treasury nearly 97 years ago. Their
role then was to collect land taxes to fund Commonwealth pensions.

Today we are Australia's principal revenue collection agency operating
as an independent agency within the Treasury portfolio. We are
amongst the biggest organisations in the public sector and indeed in
Australia. We employ over 22,000 staff in over 60 offices around
Australia.

Taxation is the price we, as a community, pay for a civilised society.
We believe the Tax Office plays an important role in building a better
community and we have committed to government to effectively manage
and shape administrative systems that support and fund services for
Australians.

While our primary role is revenue collection, we are also a delivery
mechanism giving effect to social and economic policy. These days it
is not unusual for other Government portfolios to look to the tax system
as one of their delivery mechanisms for their policy.

We collect around A$230 billion which is about 90% of the Australian
Government's revenue including some A$35 billion in good and services
tax (GST) that is distributed to Australian state and territory
governments. We are also the second largest payer of transfers and
payments in the Government - more than A$7.5 billion each year to
the community (such as fuel grants, family assistance payments and
retirement savings contributions).

Currently we administer:

e income tax (including pay as you go (PAYG) withholding and
instalments, capital gains tax and fringe benefits tax)

goods and services tax

excise duty

fuel grants and benefits schemes

superannuation (compulsory employee saving for retirement)
higher education funding (on a joint basis with other agencies)
the Australian Business Number and Australian Business
Register

the Australian Valuation Office

Infrastructure Borrowings Tax Offset Scheme.
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The Tax Office has a relationship with most people in the Australian
community. We have more than 11 million individual taxpayers and
2.5 million businesses, non-profit organisations and government
agencies directly affected by taxation. An important feature of our
system is the tax professionals who play a major role and are a key
relationship representing about 74% of individuals and over 95% of
businesses for their income tax affairs.

The community expects us, and we have committed, to administer the
tax system fairly. Our approach is to help and support the majority of
people who want to do the right thing by making their dealings with us
as cheap and easy as possible. For those who do not want to do the
right thing, we aim to identify and intervene quickly through
differentiating our approach according to their personal circumstances
and our ability to influence their behaviour.

To do this, we continually adapt our compliance approaches tailoring
them to address priority risks whilst continually investing heavily in
innovations to improve our services, products and processes.

We have a strong history of being open and transparent about what
we do and how we do it. We believe it is very important to be
accountable in this way to sustain the community and Government's
confidence in us. It is also important for influencing behaviour to let
people know what we are concerned about and what will attract our
attention.

How effective is this approach?

Some key results reported in our 2005-06 Annual Report to the
Australian Parliament included:

exceeding revenue forecasts for the fourth consecutive year
implementing around 100 new policy measures

reducing collectable debt as a percentage of revenue from
4.47% to 4.40%

e reporting an operating budget variance of 0.3% of final budget
(an underspend)

e treating people fairly, reasonably and as individuals were
reported as key strengths but we need to improve our written
communication as identified by independent research on our
Taxpayers' Charter

e 77% of businesses and individuals who deal with us are satisfied
with the professionalism of our people, and
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e improving levels of tax agents' satisfaction with our services
(over 80% believe it is easy to deal with us).

Some of our interactions with the community during that year included:

taking nearly 11 million telephone calls

registering 87 million visits to our website

processing returns for around 11 million individual taxpayers

11.6 million log-ins to the tax agent portal, supporting 3 million

transactions

e 1.2 million log-ins to the business portal, supporting 400,000
transactions

e processing more than 90% of activity statements lodged online
through the portals, with refunds delivered through the banking
system overnight

e more than 1.6 million individual taxpayers lodging their tax
returns online through our eTax system

e handling more than 490,000 general enquiries through our 21
shop fronts and helping resolve a further 260,000 more complex
problems, and

e undertaking over 1.5 million review or examination (audit)

activities.

While this presents a positive picture, in our 2005-06 Health of the
System Assessment published for that financial year, we nominated
three areas that were in need of attention:

e our capabilities, particularly our aging information technology
systems and the need for building capacity in the tax profession

e our ability to detect and address risks more quickly, and

e building new levels of sustainability for the future.

The Tax Office journey from 1910 to today

Today's Tax Office has been shaped by the changes in Australia's
economy, from rural agrarian based at the turn of last century, to mining
and construction during the middle of the century and, in the nineties,
a growth in the service industries. Itis also the story of transformation
from a penal colony to the development of a vibrant multicultural
community through planned migration. With 43% of the population
born overseas or with at least one parent born overseas, and with
some 200 languages between us, we have one of the most cosmopolitan
populations in the world. In the knowledge-based economy of this
millennium, Australia's multiculturalism is a most valuable resource
helping us to forge links with the rest of the world.
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Australia has a small population in a vast land. We are the largest
island and the smallest continent in the world and virtually everywhere
is a long distance to travel. It is not surprising that we have
enthusiastically embraced the technology age. It has opened up the
country and the world making a new level of engagement possible. It
has and continues to change the nature of how we do business as well
as with whom we do business. For example, the advent of the internet
has seen the emergence of the Home Based Business, and the property
boom in the early part of this century created a new class of taxpayer
- 'mum and dad investors'.

Political and legislative platforms have also shaped the Tax Office.
The most profound of these changes was the introduction of self
assessmentin the 1980s followed by a major restructure of the revenue
base at the turn of the century.

Today's Australian tax system relies on taxpayers self-assessing their
tax obligations. The introduction of self assessment required a
fundamental shift in our business strategy to one based on risk
management. This started a journey from a functionally focussed,
regionally managed organisation to a national business focussed on
relationship management by knowledge workers underpinned by
sophisticated systems.

The challenges and opportunities were enhanced in 2000 when further
dramatic tax reform was implemented which led to:

e major restructuring of the community's revenue base through
the introduction of the GST combined with reduced income tax
rates and increased family benefits (some of which are paid
through the tax system)

e significant overhauling of how people pay their taxes through
the introduction of the PAYG system for instalments and
withholding taxes, and

e introducing the first stage of a system of binding oral advice
for individual taxpayers with simple tax affairs and simple
enquiries.

These changes brought with them a huge expansion of our business
as the new taxes now represent a significant portion of our work and a
relationship with a second tier of government (states and territories)
through the GST. It also brought with it an urgent requirement to
overhaul how we operated to address community and the tax
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profession's frustration with the inability of our services and systems
to cope with the volumes of new work, or to operate smoothly and in a
personalised way.

Reforms of the Australian Public Service have also been important in
reshaping how we work. The introduction of the Financial Management
& Accountability Act in 1997 increased our corporate governance
accountability and reporting obligations by placing responsibility on
the Chief Executive Officer (our Commissioner) for our 'efficient,
effective and ethical spending of public monies'.

This reflected changing government expectations. Now public service
organisations are expected to, and are held accountable for, managing
their business according to business principles. Our outputs are now
priced and we are funded accordingly. We are expected to demonstrate
productivity improvements and to be able to measure throughput,
quality and cost.

In 1999, the introduction of the Public Service Act vested greater powers
in Agency Heads to manage their people as well as the introduction of
Agency Agreements - collective bargaining awards for each agency
which govern the pay and conditions of their people. Now in the Tax
Office, pay rises are linked to productivity improvements and, if
achieved, are available to all of our employees.

These changes mean we are accountable for our work and our
expenditure, and we commit to delivering outcomes and outputs on all
organisational levels. We report significant achievements in our Annual
Report to Parliament, which is also publicly available.
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1. HOW WE WORK
Our Strategic Statement sets the framework

To deliver on our obligations to government and the community, the
Tax Office takes a strategic approach to planning. We view 'strategic
planning' as producing fundamental decisions and actions that shape
and guide the strategic direction of the organisation.

Our Strategic Statement sets the direction and framework for all of
our strategies and how we work. It includes a statement of our
business intent which puts the outcome we aspire to in a business
context. This is:

"To optimise voluntary compliance and make payments under the law
in a way that builds community confidence.'

It provides a longer term view that also outlines the challenges we are
facing in seeking to achieve our business intent. The Strategic
Statement emphasises that the Tax Office is not, and will never be,
resourced to chase every last dollar of revenue. We are required to
make intelligent choices about what and where to best apply the
resources available to us. This philosophy is cascaded down through
our corporate planning process and influences the way in which we
conduct all our activities in administering both the revenue and non-
revenue systems.

The operationally-focussed components of our strategic view include
the Business Model, which is guided by the Taxpayers' Charter, the
Compliance Model and our values.

Strategic
Statement

Corporate Plan
Sub-Plan Plans
Line Delivery Plans
Team Plans

Performance Development Agree ments

Taxpayer's Compliance Our Values
Charter Model
HOW
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I1l. HOW WE DELIVER
Our business model

Our business model demonstrates in a more operational sense how
we deliver our business intent.

INDIVIDUALS AND BUSINESSES WE HELP TAXPAYERS AND THEIR WE MANAGE RELATIONSHIPS AND WE SHAPE OUR
SELF-ASSESS ADVISERS UNDERSTAND THEIR DSFFERENTIATE OUR RESPONSES INTERMAL CAPABILITIES
FIGHTS AND OBLIGATIONS

WE MAKE IT AS EASY AS
POSSIBLE TO COMPLY
WE HELP SHAPE
2 EXTERMAL CAPABILITIES
WE VERIFY COMPLIANCE USING A
MANAGEMENT APPROACH TO
NC:

FISK
PROMOTE VOLUNTARY COMPLIANCE

The Australian system's reliance on taxpayers self-assessing their tax
obligations sets the context for our risk management approach. We
believe that effective revenue administration is best achieved:

supporting people in doing the right thing, and

concentrating reviews on cases where there is a greater risk
of people not doing the right thing, whether intentionally or
not.

This reasoning leads to the key components of our approach which is
framed around the twin objectives of:

e making it as easy as possible to comply, and
e verifying compliance using a risk management approach.

Recognising that there are many different participants in the revenue
system and that different taxpayers take different postures in meeting
their obligations, these key approaches are overlaid with the need to
‘manage relationships and differentiate accordingly'.

The final components of the business model acknowledge that delivery
ultimately relies on the capabilities of human beings and that building
capability is a key element of effective revenue administration. This is
true for our people and it is also true of others who play a significant
role in managing our revenue system. Our model recognises that we
are part of a community system, and that changes we make can have
profound impacts on other participants in that system. Therefore we
acknowledge our role in supporting people and businesses who
contribute to the effective operation of the revenue system, including
tax agents, accountants, advisers and software developers. This
extends our service obligations beyond the traditional concept of
service to taxpayers (and their representatives).
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Supporting the model

The Tax Office has three tools to guide its operation of the business
model and deliver against our business intent. These are the Taxpayers'
Charter, the Compliance Model and our values.

The Taxpayers' Charter

The Taxpayers' Charter outlines taxpayers'
rights and obligations under the law, as well as
the standards they can expect from us. It's
about being fair, open and accountable in our
dealings with taxpayers, within the framework
Taxpayers charier set by the law. It directs the way we behave
towards the community and what the community
can expect from us.

. i

However, there are differences in how the
Taxpayers' Charter translates into our actions
depending on a taxpayer's behaviour and individual circumstances.
This is where the Compliance Model comes in.

The Compliance Model

Factors that influence taxpayer behaviour

The Compliance Model gives us a structure for better understanding
factors and attitudes which motivate compliance and non-compliance.
It's about us recognising that taxpayers are not the same and their
circumstances can change. It directs that we better understand why
taxpayers are not complying and that we develop appropriate and
proportionate responses. Therefore it helps us understand the factors
that influence different compliance behavior and to choose the most
appropriate intervention for individual circumstances.
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Our Values

Our values, based on the Australian Public Service values, reflect our
organisational culture. We commit significant resources to ensuring
that we are living these values of:

being fair and professional
applying the rule of law because it provides security, redress
and certainty for taxpayers
e supporting taxpayers who want to do the right things (including
being fair but firm with those who don't)
being consultative, collaborative and willing to co-design
being open and accountable
being responsive to challenges and opportunities, and
co-operating and working with others, including other agencies
and tax administrations.

Based on research with the community we have also refined our
understanding of how we should differentiate our own behaviour in
our communications, products and services to influence the behaviour
we want. This research led to the identification and development of
four 'personas’ in which we operate. They are integrated into our
brand management as:

a trusted authority on the law

a professional adviser and educator, ensuring people have
the information and support they need to meet their obligations
under the law

a firm enforcer of the law, and

a fair administrator who recognises people's circumstances in
meeting their obligations.

Continually adapting our structure to
achieve our business strategy

The Tax Office's approach to organisational structure is that it should
be continuously adapted, refined or overhauled as necessary to meet
the strategic needs of effectively administering the revenue system.

The latest evolution of our structure followed from the reshaping of the
revenue base in the year 2000 when we faced some very significant
challenges. We needed to develop an integrated approach to running
our greatly expanded business and to take advantage of the potential
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synergies. At the same time there was an urgent need to address
backlogs of processing work and poor service levels from the greatly
expanded workloads whilst undertaking a dramatic re-engineering of
the business to deliver the full benefits of reform and to equip the Tax
Office to meet growing community expectations of more personalised
and cheaper interactions.

We had also outgrown our organisational arrangements. The
Commissioner needed to be freed up to focus on developing a
sustainable future and managing relationships with key stakeholders
and the community. It was no longer practical to have Deputy
Commissioners reporting directly to the Commissioner. Operationally,
the sheer volume of transactions and routine interactions meant call
centres, operational processing and debt collection needed to be
centrally managed.

At the same time we started to evolve our business model. We
commenced to adapt how we managed the organisation to support
the emerging model. There were three key elements to our approach:

developing and publishing two key programs
appointing executive leaders to shape strategy and drive
performance for key areas of delivery, and

e revamping our planning, reporting and governance processes.

The framework for our current structure is at Annexure A.

33



TOPIC 1 (Australia)

Publishing our commitment to performance

Announcing publicly what you intend to deliver is an excellent way to
focus our organisation. So early in our latest evolution we developed
and published two complementary programs outlining for the community
and stakeholders what we are doing to deliver on key aspects of our
business model.

Encouraging Building a
Voluntary Compliance Sustainable Future

sier to comply

The Compliance Program focuses on improving voluntary compliance.
It outlines, by each community segment, the top priority risks, what will
attract our attention and the blend of help and scrutiny activities we will
undertake to address them. More detailed supporting publications
such as our booklets for large business and on tax havens provide
even more guidance including questions that taxpayers should ask
their tax advisers in assessing their level of risk exposure. Those
booklets are increasingly developed in consultation with tax
professionals and stakeholders. It has led to us redesigning processes
and products. For example we have redesigned key interactions with
Large Business introducing fast track advice processes for Corporate
Boards and our first Forward Compliance Agreements for corporates
who want to have greater certainty.

The Easier Cheaper More Personalised Program outlines our
commitment to improving the client experience through our investment
in technology and business reengineering. It outlines for each year of
the program the improved service experiences that will be delivered to
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each segment of the community and the improvements in our
processes. These experiences were defined in collaboration with
members of the community. Success is being measured not in terms
of system implementation but in whether the improved experiences
are being achieved. We are funding the program from our existing
budgets and have quarantined the funds to ensure the right balance
between the 'must deliver here and now' with investing in sustainability
for the long term.

These two initiatives came about through working closely with clients
and being prepared to be open, transparent and responsive to their
changing needs. They reflect our commitment to change to position
the organisation to meet key and changing needs of delivery.
Importantly they also set context and focus for our people, and drive
integration and coherence in our activities.

Driving of the strategic focus by our Executive leaders

The top level leadership of the ATO is the Commissioner supported by
three Second Commissioners. They are all seven year statutory
appointments made by the Australian Governor-General. This is very
different from the typical appointment processes for Australian public
service agency leaders. The authority for the existence of the Tax Office,
its structure, its employees and its functions is derived from the powers
vested in the Commissioner. This brings with it inherent leadership
and managerial roles and responsibilities.

Prior to our latest changes all operational divisions were led by Deputy
Commissioners who reported directly to the Commissioner. This group
had expanded to over 30 Deputy Commissioners and left the
Commissioner little time to focus on strategy and relationships. The
Second Commissioners had portfolio roles.

Under our current framework all members of the Executive are key
leaders and influencers in the organisation and take active roles in the
daily business operations and decisions. Our Executive team has been
expanded from four to six. It includes the Commissioner, the three
Second Commissioners and two new positions of Chief Operating
Officer and First Assistant Commissioner People and Place.

In implementing this latest evolution rather than abolish existing

divisions in the organisation, we chose to group divisions into key areas
of focus and 'adapt as we learn'. The groupings called 'sub-plans'
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have been reshaped and functions rationalised or reconfigured over
time as necessary.

The six sub plans are:

e Compliance led by Second Commissioner Compliance. It is
responsible for developing the Compliance Program and delivers
many of its activities (eg. marketing, education, risk assessment,
examination and investigation). Within the sub-plan it is organised
around a combination of revenue products (for example, goods
and services tax, excise), markets (for example, large businesses,
small and medium enterprises, micro enterprises, individuals).

e Easier, cheaper and more personalised led by Second
Commissioner ECMP. This is responsible for development and
delivery of the Easier Cheaper More Personalised program. It is
responsible for leading the work we do to re-engineer and transform
our systems and business processes to make the revenue
experience easier, cheaper and more personalised for taxpayers.

e Operations led by the Chief Operating Officer represents the high
volume processing activities such as taxpayer registrations,
accounting, debt collection and client contact.

e Law led by Second Commissioner Law ensures we have a
professional approach to implementation and application of the
law, to determine our position on technical issues, to input into law
design and new tax legislation, and to manage relationships with
the Government and with external scrutineers.

e People and Place led by First Assistant Commissioner People
and Place. It provides workforce management and skilling,
accommodation and other support services for today and the future.

e Information Technology led by Second Commissioner Change
represents the other internally focussed support provided to other
sub-plans for information technology design and implementation.

Each Sub-plan Executive has a focus on common goals and risks that
has often resulted in cross division strategies to reduce duplication.
The planning and budgeting process is designed so that issues of
strategic significance are escalated to the ATO Executive. Changes
throughout the year that affect sub-plan intended outcomes or
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deliverables, or have cross sub-plan impact, require ATO Executive
sign-off, with sub-plans empowered to approve less significant
variations.

Revamped planning, reporting and assurance processes

To drive overall achievement of our business model our planning,
reporting and governance processes have been reshaped. Our
intention was to drive new levels of rigour in managing our organisation
and to ensure we make sense of our risks, strategies and performance
from different perspectives. This includes strong executive leadership
and close integration of our activities.

The ATO Executive

Executive leadership is provided by ATO Executive. Its role is to

set strategic direction,

position the tax office to meet rising community expectations
and improve efficiency and sustainability of operations,
determine resourcing to deliver directions and plan,
scrutinise delivery and initiates corrective action,

ensure compliance with legal and ethical frameworks, and
act as the Change Program Steering Committee.

Primary Governance and Co-ordination

To help us to take a more holistic view of the revenue system we have
developed a number of 'lenses' for risk assessment, planning and
reporting. Currently, we view our business through at least three
'lenses":

e the market segment (large business, small and medium
enterprises, micro businesses, individuals, non profit,
government)

e our revenue products (income tax, GST, excise and
superannuation), and

e our capability to do the work (for example, provision of advice,
client contact and active compliance).

A market segment view helps us take a community perspective and
acknowledging that different groups require different responses from
us ("why we do what we do in a particular way"). This is where we look
at our activities from the community's point of view.
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A revenue product view is helps us make sure the various parts of the
tax system's legislative framework are working effectively. The Tax
Office is accountable to Government for administering certain revenue
products and Government expects that we will be able to advise them
as to how well these products are performing. How we design and
administer these systems for the client and how well they operate in
practice is the view we are taking when we take a 'revenue product'
view.

A capability view helps us evaluate if we have the right processes and
the right skills ("how well we do what we do"). Our structure, people
and processes support this approach.

Underpinning this, we have a measurement framework that has quantity
and quality measures for outputs that are mapped to outcomes. The
work performed for each sub-plan is mapped back to the measurement
framework to demonstrate how well we have delivered on our
commitments to the community and government.

A number of committees have ATO-wide roles in our Governance and
Co-ordination. They include the future-focussed Corporate Design
Forum and a quarterly Plenary Governance Forum that reviews
performance.

Our audit committee plays an assurance role oversighting our activities
to ensure we have good controls in place. Equally vital is our Integrity
Advisory Committee that provides advice on promoting and sustaining
an ethically based culture.

38



TOPIC 1 (Australia)

CONCLUSION

As certain as death and taxes is that the context in which we operate
will continue to change and we will need to continue to evolve.

Right now we know that expectations are changing as:

e the use of personal computers brings knowledge and
information to each person, whilst the internet makes another
country or piece of information 'a click away’

e the global economy affects what happens in Australian
supermarkets and fields
education levels are rising and so are population levels, and
an ageing population creates different demands on social
services and society than does a young population.

Capability, structure, values, integrity, governance, sustainability,
management and expectations are only words unless they are actually
understood, believed and implemented. However we believe that we
can only achieve our aspiration and meet our commitments if, as an
organisation, we understand all these concepts (and many more) -
and how they fit together.

In recognising this, we are still changing and evolving to suit our context,
and we know that we cannot stand still while the world continues to
change. But our core values will not change. We do believe we are on
the right track if by aiming to

'‘become less visible to those who comply, but highly visible to those
who don't.’

Our experience has taught us that this is a journey of learning and
development, and not a destination.

We are still on the journey.
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. THE IMPORTANCE OF AUTONOMY

Autonomy is the power of an institution or an agency to establish and
follow its own rules for operation, appoint its authorities and officials
and govern itself within the framework of its regulations and jurisdiction.
The term is inevitably associated to public sector organizations, and it
is therefore said that an autonomous entity is one which, regardless of
the level of government in which it operates, can govern itself and
issue its own rules.



TOPIC 1.1 (Guatemala)

From the territorial perspective, autonomy is of special importance
in municipal governments, since it makes it possible to bring
decision making and execution closer to the people living in the relevant
regions. When authority and resources are devolved simultaneously,
the institution or agency is under the obligation to assume
responsibilities and make decisions to effectively obtain resources
and manage them efficiently. In the case of municipalities, such
situation ensures that local governments, as established under
the Constitution, may implement the measures necessary
to ensure the effective availability of resources to fund the projects
planned.

In those countries where government decision making is
highly influenced by political interests, and where commitments
undertaken are not always honored, which leads to a low level of
credibility, creating agencies independent from political influence can
have positive effects.

A typical example of the above is the independence of the Central
Bank, which emerged as a response to the concern that for electoral
reasons or because of financial weaknesses, the government might
manipulate the issuance of money and hinder the attainment of
monetary policy goals.

Autonomy becomes especially relevant in highly-specialized government
agencies like the central bank, bank supervision, higher education,
social security, public utility regulatory commissions, government
control, electoral bodies and the tax administration.

In the examples above, the autonomy of institutions has been
established in order to insulate them from political pressure and interest
groups, thus avoiding distortions in decision making and implementation
of policies.

In the particular case of the Tax Administration, the purpose of autonomy
is to prevent its actions from having a political or partisan bias, since
its responsibility is to enforce tax -and in some cases, customs- rules,
which should be completely independent from any interest other than
those of the State. In addition, tax administrations may be used as
fiscal terrorism weapons against political opponents, the independent
press or critics of the incumbent, which should be avoided by all possible
means.
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A non-autonomous tax administration will be seriously dysfunctional
and the consequences of such situation may affect the entire country.
Thus, the autonomy of tax administrations has become a useful tool to
ensure that resources are obtained for the funding of government
structures.

1. CONCEPTUAL FRAMEWORK

Depending on the type of institution, there are different degrees of
operational, financial and budgetary freedom for the development of
activities.

2.1. CENTRALIZATION

Under an administrative centralization regime, agencies are grouped
in a hierarchical structure of dependencies, starting with the agency
that is highest in the hierarchy down to the lowermost.

The main characteristic of the centralized regime is that the central
government keeps the real control of the competence and budget of
the institutions, both of which depend on the Executive's approval. As
regards approval of the budget, the main problems result from
insufficient appropriation of funds, which has a direct influence on the
guantity and quality of the services rendered by government agencies.

2.2. DECENTRALIZATION

Decentralization is the process whereby decision-making power,
responsibility, functions and resources to fund the implementation of
national public policies are devolved from the Executive to municipalities
and other government agencies. National public policies are thus
implemented through municipal and local policies which allows for
greater citizen involvement.

In the case of Guatemala, the laws that provide the framework
for the decentralization process are: General Decentralization
Law and implementation rules -Acuerdo Gubernativo 312-2002-;
Law of Development Councils and implementation rules -
Acuerdo Gubernativo 461-2002- and the Municipal Code (Congress
Decree 12-2002).
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2.3. AUTONOMY

The word "autonomy" derives from the Greek "auto", meaning "self",
and "nomos", meaning "law"; that is, to govern oneself through one's
own law. The dictionary of the Spanish Royal Academy
defines "autonomy" as "the power that many municipalities, provinces,
regions and other entities in a State have to govern themselves
through their own rules and governance bodies". It provides a second
definition that says: "The ability to be, for certain things, entirely
independent".

For the purposes of this analysis, autonomy may be defined
as the capacity of governments, institutions and other agencies to
make their own decisions based on their own interests, in
accordance with their rules and powers, free of any dependence or
subordination.

In Guatemala, there are several autonomous organizations, among
them, Municipalities, the University of San Carlos de Guatemala, the
Guatemalan Olympic Committee, the Constitutional Court, the National
School of Agriculture, the Bank of Guatemala and the Tax Administration
Superintendency.

2.3.1 DEGREES OF AUTONOMY

Autonomy may occur at different degrees depending on the degree of
financial and political independence. Thus, autonomy may be absolute
or relative.

Autonomy is absolute when the institution has it own basic law (organic
law), its own governance and organization and when it is financially
and politically independent.

Agencies with relative autonomy differ from the above in that some do
not have the power to give themselves their own law, as is the case of
Municipalities in many countries. In this latter case, municipalities have
political autonomy (the possibility to give themselves their own
organization and governance) and administrative autonomy (provision
of public services and other administrative acts), but they are not
financially autonomous (freedom to create, raise and invest revenues
in the form of municipal fees and taxes).
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Another type of relative autonomy is found in those institutions which,
even if they have their own organic law, organization and governance,
they are not financially independent.

In Guatemala, there are several institutions that have relative autonomy,
that is, they have their own organic laws, organization and governance
structure, but they are financially dependent on the central government.
Thus, as mandated in the Constitution, the national budget includes
appropriations for the University of San Carlos and the Autonomous
Sports Confederation of Guatemala (5% and 3% of ordinary revenue,
respectively).

2.3.2 TYPES OF AUTONOMY
2.3.2.1. FINANCIAL AUTONOMY

It refers to an agency's capacity to have resources of its own needed
to perform its functions as established by law. Even if there are different
types of autonomy, financial autonomy is fundamental, since an
institution cannot be considered truly autonomous unless it is financially
independent.

Financial autonomy is present in the entities that have the freedom to
manage their own economic resources, in accordance with the law,
without the need for other government institutions to be involved. Such
financial autonomy includes the capacity to approve and change the
budget, to issue annual rules for execution, in addition to the obligation
to have a specific Accountability program.

In this regard, it is worth mentioning that there is financial control by
the State, which -just like in the administrative arena- should be minimal
and performed ex post.

It is important to note that in practice, financial autonomy is necessarily
accompanied by legal and technical autonomy. Although the concept
of autonomy cannot be split, it has been divided in this paper into
thematic sections.
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2.3.2.2 ADMINISTRATIVE AUTONOMY

Administrative autonomy means, by nature and intention, that agencies
act in pursuit of the solution of their own issues through a responsible
performance of public tasks in their sphere of competence. With
administrative autonomy, entities assume responsibility for their own
destiny and define their actions, instead of such actions being defined
by the higher government authorities. Administrative autonomy is the
opposite of centralized administration of the State.

Administrative autonomy is an essential element in the decentralization
of the Executive. Such decentralization serves the purpose of achieving
an adequate decision about administrative actions, which is based on
the agency's power to establish the way tasks will be conducted, the
capacity to issue its own rules and procedures, which is precisely what
distinguishes it from the central administration in the broadest sense.

This is achieved by the joint action of directors and senior elected
officials, as well as professionals and technicians specialized in different
branches of the public administration, who offer their professionalism,
experience and best efforts for the performance of the functions
assigned.

A key characteristic of administrative autonomy is the agency's power
to create its own rules, regulations and procedures, which is enshrined
in the statute whereby the agency was created.

Even if administrative autonomy is of utmost importance, for it to be
materialized, there needs to be adequate funding, which indicates that
in order to enjoy administrative autonomy, an agency must have
economic and financial autonomy as well.

A fundamental condition for administrative autonomy to be materialized
is the election and continuity of the agency's senior authorities, since
they are the ones that are empowered to issue internal regulations. If
the agency's authorities change frequently, it is difficult to consolidate
institutionality, due to the lack of continuity of plans, regulations and
officials.

The organic law of many decentralized agencies of the State establishes
continuance of upper management positions, precise causes for
removal and the obligation to develop an administrative career in the
relevant agency. The purpose of this is to ensure professionalism and
labor stability for officials and staff.
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The concept of functional autonomy is linked to that of administrative
autonomy, since it is present in agencies that, although part of the
State, enjoy high levels of independence in the exercise of their
functions. They have no dependence, hierarchical or otherwise, on
other public sector bodies or institutions; they are subject only to the
control of the Political Constitution of the Republic, the statutes whereby
they were created, and oversight by the relevant specialized State entity.

Administrative autonomy makes an agency independent in the
performance of its functions vis a vis other institutions of the public
sector, even when they are part of the same national public
administration, since they do not have any hierarchical dependence
on any branch of power. This contributes to the depoliticization of the
agency's processes, which gradually become entirely technical.

Of course, to reach such extremes, it is essential for the agency to
have a strategic program to execute its long-term vision and to define
strategies and policies for transparency in all the arrangements in which
it participates.

In addition, a requirement for an agency to enjoy administrative
autonomy is to have broad personnel management powers, including
rules of procedure for personnel management, its own salary structure,
compensation systems, full power to appoint and remove staff and to
adopt personnel policies aimed at achieving optimal performance.

2.3.2.3. TECHNICAL AUTONOMY

An agency has technical autonomy when it has the power to authorize
coordination, follow-up, supervision and program assessment policies;
to define guidelines and strategies for its operation; to analyze progress
and performance reports; to evaluate results; to issue recommendations
for better operation; and to review and change decisions made by its
technical committee.

With technical autonomy, entities are not subject to the administrative,
financial and functional management rules applicable to central
government agencies. Organic autonomy ensures true administrative
decentralization.

Technical control by the State may override the benefits of a good
legal, administrative or financial decentralization.
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2.3.2.4. LEGAL AUTONOMY

Through their highest administrative authority, institutions have the
power to issue rules, instructions, policies or any other provision of a
general or a particular nature that is necessary for the performance of
their functions and the exercise of the relevant rights.

An entity is considered to have full legal autonomy when it issues its
own rules and has the power to propose initiatives for laws within its
sphere of competence. Legal autonomy is partial when the agency's
decisions are submitted for review by another branch of power and
regulation possibilities are limited, and it is null when some other power
imposes its rules on the agency.

In addition, legal autonomy means that the agency will obtain a legal
status which will allow it to act in issues relative to its operation under
no other institution's tutelage. It will also be able to own property, engage
in contracts, undertake obligations and exercise rights. It is a
precondition for all forms of autonomy.

2.3.2.5. POLITICAL AUTONOMY

The term refers to the capacity that any government agency has to
define its own authorities and make decisions within the framework of
the law, without interference from other institutions or other States.

It refers to an agency's capacity to perform its function in an
independent manner, without subordination to any other agency. The
laws governing its existence recognize the agency as the highest
authority in its sphere of competence. Full political autonomy occurs
when the agency is not subordinated to any power and it is therefore
the highest authority of one branch of the public administration. Political
autonomy is partial when another institution may intervene in the
development of the function assigned, and null when the agency is
subordinated to another power.
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1.  THE CASE OF GUATEMALA
3.1 CONSTITUTIONAL ASPECTS

As regards the economic and social regime, the Political Constitution
of the Republic of Guatemala, in its Article 134 "Decentralization and
autonomy", establishes that municipalities and autonomous and
decentralized agencies act by devolution from the State. It also
stipulates that autonomy, beyond the special cases provided for under
the Constitution, will be granted only when deemed essential to increase
the agency's efficiency and to contribute to the accomplishment of its
purpose. The creation of decentralized and autonomous agencies
requires two thirds of the votes in Congress.

As to the financial regime, the Political Constitution of the Republic of
Guatemala, in its Article 237, establishes that budget unity is mandatory
and that all revenues of the State make up an indivisible mutual fund
exclusively aimed at covering expenses.

However, that same article stipulates that decentralized and autonomous
agencies and entities may have their own budgets and funds, when so
established by law. Their budgets shall be sent every year to the
Executive and Congress for information purposes and for incorporation
into the general budget. Budgets shall be subject to control and
oversight by the relevant agencies of the State.

The political and administrative organization of the public sector of
Guatemala allows for the existence of several institutions or public
entities with a certain degree of interdependence but with precise
functions assigned by the Constitution and other laws.
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Chart 1

FUNCTIONAL STRUCTURE OF THE PUBLIC SECTOR IN GUATEMALA
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3.2 QUALITIES OF ADMINISTRATIVE AUTONOMY

Administrative autonomy is materialized in entities that are independent
from any other government agency and have the following freedoms:

a0~

Governance.

Structural and organizational regulation.
Technical management.
Economic and financial freedom.
Personnel recruitment, selection, hiring, appointment and

dismissal.

3.3 BUDGETARY AUTONOMY

In Guatemala, the State's financial regime is governed by Article 237
of the Constitution, which stipulates that "the General Income and
Expense Budget of the State, approved for each fiscal year, in
accordance with the Constitution, shall include an estimate of all the
revenues to be obtained and expenses to be incurred".
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The process starts with the proposed draft institutional budget, which
is then reviewed and approved by the Technical Budget Directorate of
the Ministry of Public Finance. Once developed, the General Income
and Expense Budget of the State is submitted to Congress for analysis,
discussion and approval. After approval, the budget may be subject to
changes. Should the budget not be approved within the term required
by law, the budget of the previous year shall apply, which may be
modified or adjusted by Congress.

Chart 2

PROCEDURE FOR ADOPTION OF THE GENERAL INCOME AND
EXPENSE BUDGET OF THE STATE
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IV. AUTONOMY OF THE TAX ADMINISTRATION SUPERINTENDENCY

In the mid 1990's, Guatemala had two institutions that reported to the
Ministry of Public Finance for the performance of tax administration
functions -the Internal Revenue Directorate General (DGRI) and the
Customs Directorate General (DGA).

The former was responsible for managing domestic taxes and had a
tax-based functional structure, that is, an Income Tax Department, a
Value-Added Tax Department, etc., which did not make it possible to
achieve economies associated with specialized functions. In addition,
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the appointment of officials depended to a large extent on decisions
made by ministerial authorities. Official were, in turn, responsible for
designing the auditing process, which, on many occasions, was said to
be a weapon to exercise fiscal terrorism.

Centralization of decisions was even greater in the case of appeals,
where the final decision whether to uphold or dismiss an appeal filed
by a taxpayer depended exclusively on the Ministry of Public Finance,
which acted based on instructions from the President.

In addition, most DGRI officials were not highly qualified (around 2% of
the workers had University degrees) and training was delivered based
on individual preferences. The DGRI and DGA staff was subject to the
Civil Service Law, and appropriations for both entities came from the
budget of the Ministry of Public Finance, which made it difficult to recruit
from the market highly qualified human resources.

In turn, the Customs Directorate General, which was responsible for
the management of taxes on foreign trade, was controlled at many
points in time by officials with little expertise in customs, which made
customs become corrupt and subject to political struggles.

With this scenario, in the 1990's, the national government decided to
create an autonomous agency responsible for managing tax revenues
in general, which would try to stamp out many of the vices found in the
past.

The Tax Administration Superintendency (SAT) was created under
Congressional Decree 1-98, published in the Official Gazette on
February 11, 1998. The SAT is a decentralized government agency
with jurisdiction over the entire country and with functional, economic,
financial, technical and administrative autonomy, with a legal status,
property and resources of its own.

The SAT defines its own annual working plan and the budget needed
to implement it. It may also establish its own working rules and design
the most appropriate organization for the performance of its functions.

Considering the elements set forth in the Law, the SAT has practically
full legal autonomy, even if such autonomy is partially limited as regards
the possibility to submit bills relative to tax and customs matters, since
the applicable legislation requires that such procedure be conducted
through the President via the Ministry of Public Finance.
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In addition, the SAT has partial political autonomy as a result of the
fact that although the agency is the highest authority in tax
administration, the fact that the Ministry of Public Finance is the ex
officio chair of the agency's board of directors may be considered as
some form of influence on the part of the government.

We shall now evaluate some aspects of the current legislation, so that
we may estimate the degree of autonomy formally granted to the Tax
Administration Superintendency.

4.1. ADMINISTRATIVE AUTONOMY

The first expression of the SAT's administrative autonomy is the concrete
possibility to define Strategic and Operational Plans without the
involvement of any other agency and considering the institution's goals
exclusively. To date, the Strategic Plan 2004-2007 is effective, and the
one corresponding to 2008-2011 is expected to be designed so that
there is a sequence to the policies established by the institution.

Additionally, the SAT has administrative autonomy to perform the
following tasks -appoint officials; select and hire human resources;
and choose the right organizational structure to better meet its
purposes.

4.1.1 APPOINTING OFFICIALS

Unlike many tax administrations in the world, the SAT has a Board of
Directors, which is the highest governing body of the agency, whose
major role is to steer the Tax Administration's policies and to see to the
good operation and institutional management of the SAT.

The Board is made up of six directors:

a) The Minister of Public Finance, who is the ex officio chair. His
alternate is the Vice Minister of Finance appointed by him.

b) The Tax Administration Superintendent, who is a non-voting
member acting as the Board Secretary. His alternate is the
Intendent that he appoints.

c) Four regular members and their alternates, appointed by the
President of the Republic out of a list of twelve people
proposed by the Nominations Committee established under
the SAT's organic law.
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The President of the Republic appoints four regular members and four
alternates from among the twelve candidates proposed by the
Nominations Committee. Directors hold their positions for an indefinite
period of time and they may be removed for cause.

Board members, except for the Superintendent and his alternate, may
not hold any other position in the SAT.

In turn, the highest administrative authority and the top executive official
of the SAT is the Superintendent, who is responsible for the SAT's
administration and general management, notwithstanding the functions
and powers of the Board. In accordance with the law, the Superintendent
shall perform its duties in an entirely independent manner and under
his own responsibility.

The Superintendent is appointed by the President of the Republic out
of a short list of three candidates proposed by the Board. He is
appointed for an indefinite period of time and may be removed for
causes listed in the SAT Law.

In addition, upon inauguration, a new President may appoint a new
Superintendent, selecting him from the short list of three candidates.
This element may be considered to be the main element of political
interference since the execution of long-term plans may be disrupted
when a new administration takes office. In its almost nine years of
existence, the SAT has had six Superintendents, which has caused
great difficulties in the establishment of long-term strategic guidelines.

4.1.2 HUMAN RESOURCE MANAGEMENT

The SAT staff is subject to the labor and compensation regime
established by the SAT's specific Labor Rules approved by the Board,
which are in line with the relevant standards contained in the
Constitution and in International Labor Agreements signed and ratified
by Guatemala. Alternatively, the Labor Code may apply.

The SAT staff is not subject to the Government Civil Service Law;
therefore, the agency may define its own salary structure, performance-
based incentive systems, the system for leaves and holidays, and any
other provision relative to human resource management. The SAT is
currently comparing its salaries against those in the labor market in
order to assess the competitiveness of its compensations and thus
ensure labor stability.
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In addition, the number of employees of the agency is defined based
on the needs and availability of the programs and projects designed.
Proof of that is the addition of 517 workers reported in the last year,
who where assigned mainly to tasks relative to the strengthening of
the customs system. The SAT currently has 3,194 employees, of which
34.4% are professionals with a University degree, while 42.0% are
currently completing their higher education.

The SAT personnel may be engaged under contracts with an indefinite
term and contracts for the rendering of technical and professional
services. Permanent employees are hired for an indefinite period of
time.

The SAT has a personnel evaluation system, which is tied to a bonus
based on the achievement of revenue goals, management goals and
completion of projects identified during the year. Employees' conduct
relative to the agency's values is also evaluated.

The SAT's recruitment is performed by the Human Resource
Department with the support of specialized private companies and it
includes -in addition to an evaluation of knowledge, skills and abilities-
a social, economic and reliability evaluation to ensure the suitability of
the personnel available.

The SAT has an Internal Work Code whereby employees who commit
offenses or violate rules or prohibitions set forth in the organic law and
internal rules are duly sanctioned.

In addition to complying with the Law of Probity and Responsibility of
Public Officials and Employees, before taking office and on an annual
basis, all the SAT's personnel must submit a comparative affidavit
declaring their property, indicating the reasons for the changes in their
assets.

The SAT has a procedure to check the truthfulness of that information
and has the obligation to check all the affidavits submitted by its officials
and, on a selective basis, those of the rest of the staff. It is mandatory
for the SAT to check changes in its officials' and employees' assets
when reports are filed or when illegal enrichment and other related
crimes are suspected.
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Finally, in addition to technical skills, integrity and probity of SAT
employees are considered, for which the agency has a Code of Ethics
that regulates the conduct of officials and employees in the performance
of their professional duties.

4.1.3 DEFINING THE ORGANIZATIONAL STRUCTURE

Under Rule 2-98 of the SAT's Internal Rules, the Board established
the internal structure and organization of the agency, indicating the
units responsible for applying the procedures established in the Tax
Code.

Thus, the Rules establish the administrative units that are responsible
for the performance of the agency's functions and stipulate the primary
roles of each one of them and the main hierarchical levels.

Finally, the Rules set forth the necessary procedures for the creation
of departments and administrative units according to the SAT's needs.
Currently, the SAT is conducting an evaluation of its organic structure,
which may give rise to the creation or merger of administrative units
with a view to optimizing the agency's functions.

Chart 3

SAT's ORGANIZATIONAL STRUCTURE
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4.2 FINANCIAL AUTONOMY

As established under its organic law, the SAT income amounts to 2%
of tax revenues and other non-tax receipts. That 2% of revenues is
delivered weekly by the Ministry of Public Finance. This availability of
funds of its own has allowed the SAT to acquire the necessary capacities
to meet its objectives and ensure the agency's independence from the
political power.

Chart 3

TOTAL SAT INCOME, 2002-2006
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Source: Administrative Financial Department, SAT.

It is important to stress that the SAT's income has shown an upward
trend as a result of the enhanced capabilities of the tax administration.
This income has allowed the SAT to make investments in infrastructure
and equipment and to further train its employees, which makes it possible
to improve the performance of the various departments.

As regards expenditure, the SAT is free to define the programs and
projects to which it will allocate its resources; however, to make
accountability uniform throughout the entire public sector, bidding
processes must be conducted in accordance with the Public
Procurement Law. Notwithstanding the above, the SAT's organic law
stipulates that procurement of services and devolution of functions
may be done in accordance with the provisions of a Rule that the SAT
has for this specific purpose.
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Such flexibility has allowed the SAT to act in an expeditious manner in
the procurement of some services which have made it possible to execute
some important projects, like the Permanent Tax Culture Program, the
Ex Post Customs Verification Service, the provision of a medical
insurance for its employees and the printing of forms for the payment
of the tax on the movement of vehicles.

To date, the SAT's budget execution is at around 80% and remaining
resources are being redirected for the construction of a modern office
building, for projects aimed at improving taxpayer service, and for
infrastructure of customs and tax administration offices throughout the
country.

In addition, the Income and Expense Budget for each fiscal year and
its amendments are formally approved by the agency's Board of
Directors and published in the Official Gazette, even though they are
presented to the Executive and Congress for information and inclusion
into the General Budget.

The SAT's budgetary autonomy is characterized by the fact that the
Budget starts from the Annual Operational Plan prepared by each one
of the agency's departments based on their needs and the programs
and projects planned for the fiscal year. After that, the agency's
Administrative Financial Department consolidates the information in
the Proposed Draft Budget which is presented to the Superintendent
for validation and subsequent submission to the Board for approval.
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Chart 4

DEVELOPMENT AND APPROVAL OF THE SAT INCOME AND EXPENSE BUDGET
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As shown in the chart above, the SAT's budget is completely
autonomous, since it is prepared and reviewed by its own administrative
units, and approved by the Board without the intervention of any other
agency. This ensures that the budget responds to the planning criteria
that best fit the Tax Administration's plans and projects, which makes
spending more efficient since it is geared towards those plans and
projects that bring greater benefits in terms of revenue levels, helping
the SAT achieve its goals.

The Superintendency is subject to oversight by the General Accounting
Office and it must issue an Annual Report which includes an Accounts
chapter. There are no other additional formal accountability
mechanisms.

The Board may instruct the Tax Administration to engage External
Auditors who would report directly to the Board.
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TECHNICAL AUTONOMY

The tax legislation is to be interpreted exclusively by the Tax
Administration and judges hearing tax matters. The SAT, without the
participation of any other agency or institution, issues a series of
technical institutional criteria for the interpretation of aspects which
may not be sufficiently clear in the legislation, which may be of use in
the performance of control functions and serve as case law to guide
the behavior of taxpayers.

The Board of Directors plays a key role regarding the agency's technical
autonomy. It is responsible for hearing and deciding on appeals filed
by taxpayers in connection with SAT's auditing actions. The Board
decides in a collegial manner without the intervention of any other entity
and thus avoids the making of unilateral decisions about cases that
may involve substantial tax revenues as is done by the Ministries of
Finance in the cases of centralized tax administrations. To fulfill these
functions more adequately, the Board has a Specialized Advisory Unit.

V. RISKS AND ADVANTAGES OF AUTONOMY

As seen so far, having a higher degree of financial and budgetary
autonomy has a positive impact on the efficiency and effectiveness of
the tax administration's performance; however, there is the risk of
complete autonomy becoming "perverse", which is usually the result of
deficiencies in public intervention.

Therefore, it is key for the institutional arrangement to provide for
effective monitoring and supervisory mechanisms.

Granting autonomy to a technically weak agency may be problematic
and risky, since the institution may be easily captured by interest groups.

It is thus important to focus on institutional strengthening, which may
be done by highly qualified teams of professionals with a vision and
clear objectives.

As regards budgetary and financial autonomy, it is important for the
institution to avoid making the wrong use of its power or using the
authority devolved for its own benefit, which would adversely affect the
principles of legality and justice that should prevail in the development
of different administrative acts and would undermine credibility and
much of the effort made.
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The SAT experienced a situation like the one described above in 2003,
when the then Superintendent made undue use of the agency's
resources for his own benefit and was accused of using auditing
procedures as a weapon for "fiscal terrorism". This former official is
currently being tried by the courts of Guatemala and is under preventive
arrest.

VI. FINAL COMMENTS

Autonomy allows an agency to have a higher degree of flexibility in
connection with the technical demands in its sphere of competence,
so that its organizational structure, its strategy, and roles and functions
are defined based on long-term institutional strategic objectives.

Administrative autonomy, when accompanied by the right level of
financial resources allowing the agency to act freely, has a positive
impact on the management of human resources, facilitating the
selection and hiring of qualified people, the setting of competitive wage
levels, as well as the development of career training projects to retain
the human capital. It also allows for the acquisition of infrastructure,
furniture, equipment and IT systems with state-of-the-art technology
to strengthen the institution and contribute to the achievement of its
objectives.

The advantages of autonomy lie mainly in the agency's possibility to
perform the technical function for which it was created, free of political
influences which may have a negative impact on decision making.

All these advantages appear to be confirmed by the current operation
of the Tax Administration Superintendency, which, after a period in which
autonomy was inappropriately used, has now strengthened itself and
has made positive progress based on a high degree of administrative,
economic, financial and budgetary independence. In fact, many local
and international experts consider it to be the public agency of
Guatemala that has experienced the greatest development, comparable
to many successful private companies and industries in the domestic
market.

We may conclude that the SAT case reinforces the hypothesis that tax

administrations may operate better when based on an autonomous
model rather than a centralized one.
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INTRODUCTION

During this Assembly, we shall approach the key aspects of the Tax
Administrations in the context of the organizational structure;
relationship models of the Central Tax Administration with other
collection organizations and the structural change in the modern tax
administrations and human resources management.

Specifically, an adequate organizational structure for a tax administration
is tied to well-defined strategies, operating with resources allocated
for such purpose, in a regulatory framework that shall govern the tax
system according to the nature and conditions of the respective country.
The tax administrations require an organizational structure in line with
the strategies adopted that guarantees the fulfillment of their mission
and objectives. As regards the autonomy of the tax administrations, it
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shall be considered a key element for the attainment of their objectives
and the effectiveness and efficiency in their actions, relying for such
purposes on an administration free from situational pressures and
policies.

Also, autonomy entails achieving flexibility in the use of resources,
expediting the acquisition of the goods and services required to improve
the development of collection activities, as well as the possibility of
employing the resources obtained through the performance of their
duty on investments and operating expenses. Therefore, we shall
present the experience of the Tax Administration Service in Mexico, its
current situation and the expectations into the future.

1. HISTORY OF THE TAX ADMINISTRATION IN MEXICO

In this sub-section we shall address the transformation of the tax
administration in our country, from an activity centralized in the
Secretariat of Finance and Public Credit (SHCP, as per the Spanish
acronym), to the current status in which the federal tax responsibility is
undertaken by a decentralized body that acts with technical,
administrative and budgetary autonomy with the purpose of attaining
integral autonomy.

The transformations referred to are tied to the objectives of the
organization and related areas, planning, project assessment and
strategies applied in the legal framework in place.

1.1 The Tax Administration before the SAT

The assessment and collection of federal taxes is a responsibility of
the Secretariat of Finance and Public Credit, an agency that has been
undertaking such activities since January 31st, 1959 through the
Revenue Undersecretariat.

In December, 1976, with the change of the government administration,
the Federal Public Administration Act was passed, which sets forth in
Article 31 that the Secretariat of Finance and Public Credit shall be
responsible for, inter alia:

= Defining and calculating federal revenues based on government
expenditure needs.
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= Making reasonable use of public credit and financial mending
of the Federal Public Administration.

= Collecting taxes, improvements' contributions, duties, products
and federal services' tax, as well as overseeing and enforcing
tax and customs' provisions.

This office has been changing its organizational and functional structure
to adapt it to the full development of its powers. The most relevant
changes are mentioned hereunder:

In 1977 the Revenue Undersecretariat (SSI, as per the Spanish
acronym) was integrated by the General Directorates of Revenue Policy,
Coordination, Resources and Tax Studies and Tax Dissemination. The
areas involved in the enforcement of the tax policy, that is to say, tax
collection and oversight of taxpayers' compliance, were the Central
Tax Administration, the Regional Tax Administration, Revenue IT and
Tax Audit, in addition to the regional tax administrations in different
cities in the country and federal finance offices in charge of collecting
contributions.

In December 1979, given the amendment of the Value Added Tax, tax
coordination, customs' assessment of goods for import and the federal
vehicle registry laws, the names of certain administrative offices of the
foregoing Undersecretariat were changed; this situation continued as
a consequence of changes in tax and customs' legislation or by the
adoption of measures aimed at rationalizing government expenditure,
among others.

In February, 1992, an executive order determined the merger of the
Secretariat of Planning and Budget and the Secretariat of Finance
and Public Credit. Based on this measure, in addition to the powers
vis-a-vis tax enforcement, financial and credit matters, the SHCP was
vested with powers for government expenditure programming, planning
and information, statistics and geography.

In January 1993 and with the purpose of promoting a more efficient tax
administration that would strengthen tax collection, foster oversight,
enhance tax presence, diversify controls and expand the sources of
information, the Internal Rules of the Secretariat of Finance and Public
Credit were modified by an Executive Order, a set of guidelines that
describe the powers, entitlements and structure of this body.
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In the budgetary sphere, the Undersecretariat of Expenditures was
created, in charge of issuing the guidelines of the budgetary policy,
regulations and administrative development, government accounting,
planning and government expenditure budget, among others.

Under the Revenue Undersecretariat, the General Directorate of
Intervention and the General Directorate of International Tax Policy
were created and the names were changed for some of the General
Directorates from Federal Tax Collection, Oversight and Enforcement
of Tax and Customs' Obligations to General Administrations of:

= Collection,

= Federal Tax Audit,

» Legal Revenue, and
= Customs.

Regional administrations were also created, which in turn grouped 45
local administrations to undertake the foregoing functions in specific
geographic jurisdictions countrywide to bring the tax authority closer
to the taxpayer.

In spite of the changes and adjustments in the organizational and
functional structure of the Revenue Undersecretariat, the desired
efficiency was not achieved partly due to the concentration of multiple
functions, in addition to the complexity of collection activities. The
working programs were geared at the functions of each general
administration, with local objectives and priorities, without any
interrelation and the budgetary management being separate in each
unit that made up said Revenue Undersecretariat.

Under this framework of reference and based on the strategy set forth
in the 1995-2000 National Development Plan that set forth as part of
the Public Federal Administration the achievement of an accessible,
efficient, service-oriented administration which is close to citizens'
needs and interests, and flexible and timely in its reaction to the
country's structural changes. In 1995 a proposal was made for the
creation of an entity with distinct oversight and taxation responsibilities.

Thus, on December 15th, 1995, the Tax Administration Service Act was
passed. This Act created a new body which was independent from the
Secretariat of Finance and Public Credit and was vested with the
collection, oversight and customs' operation powers that used to be
the responsibility of the Revenue Undersecretariat.
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Consequently, in March 1996, the Revenue Undersecretariat was
created. It was made up by the General Administration of Information,
Development and Assessment, the General Directorate of Revenue
Policy. The General Directorates of Audits and International Tax Matters'
were created, with responsibilities exclusively involving the design of
the revenue policy.

1.2 Creation of the Tax Administration Service

Based on the law that created it, on July 1st, 1997, the Internal Rules
of the Tax Administration Service were published, which were the basis
for this new Decentralized Body.

The SAT was created as a tax authority, responsible for enforcing tax
and customs' legislation, with administration and budgetary autonomy
to attain its purpose and the technical autonomy to issue resolutions.

According to the internal rules of 1997, the new decentralized body
was made up by:

= The Presidency of the decentralized body itself,

=  The Social Communication Unit,

= The Technical Secretariat of the Professional Tax Service
Committee,

= General Directorate of Audits,

» General Directorate of Tax Planning,

= General Directorate of International Tax Affairs,

= General Directorate of Coordination with Federal Entities,

» General Directorate of Information Technology,

= General Collection Administration,

= General Federal Tax Audit Administration,

» General Legal Revenue Administration,

=  General Customs' Administration,

= General Resources Coordination Office, as well as

= The regional and local collection administrations, the federal
tax audit administrations, the legal revenue and customs'
administrations and the Regional and Local Resources'
Coordination Offices.

= The National Institute for Tax Education was also included in
this body.
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The Tax Administration Service's operating and functional dynamics,
the amendment of tax, customs and foreign trade legislation, the need
to promote the efficiency of the tax administration and taxpayers'
voluntary compliance, have given rise to subsequent changes to the
internal rules of this decentralized body, which are reflected in their
organizational structure, from which we may highlight:

The creation of the General Administration for Large Taxpayers in 1999
and the Creation of the General Administration for Taxpayer Assistance
in 2001, with the purpose of meeting the growing taxpayers' demand
for better and more efficient services.

Special reference shall be made to the measures implemented by the
SAT as from 2003 to strengthen and consolidate a modern, more
efficient tax administration with greater transparency in the collection
and oversight processes. These measures arise from the amendments
in June that year of the law that created it and constitute a watershed
in the tax administration of our country. The most relevant changes
were:

1. The obligation to set forth programs and projects geared at
reducing the revenue collection cost.

2. In the framework of the modernization process, to review the
strategic plan and subsequently draft a short-term action plan,
operating programs for each administrative unit and a
performance assessment system.

3. To develop the Annual Continuous Improvement Plan that shall
include performance indicators to measure, among others:
increased revenue collection based on improvements regarding
the tax administration, the taxpayers' base and the combat
against tax evasion. The reduction in the operating costs per
every Peso of revenue and in taxpayers' tax compliance cost.

Thus, a transformation period began, highly marked by its taxpayer
focus, the establishment of programs and projects to modernize, simplify
and improve the efficiency of services and by the measurement of
results that spans all the SAT areas of competency.

One of the most relevant commitments, given the responsibility and
elements involved, is the reduction in the cost of revenue collection
along with the country's financial, economic and social policy and its
relation with the government resources employed.

It is not only a matter of enhancing efficiency and efficacy, but also the
resources allocated to the decentralized body.
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1.3. 2003-2007 SAT Evolution

Once the Strategic Plan of the Tax Administration Service was revised,
and the mission and vision defined, the actions were geared at meeting
the following strategic objectives:

- Facilitating and motivating voluntary compliance.

- Combating tax evasion, contraband and informality.

- Enhancing the tax administration's efficiency.

- Relying on an integral organization, acknowledged for its
capacity, ethics and commitment.

In order to achieve these four objectives and fulfill its mission, the
current basic structure is geared at the specialization by functions
according to the tax cycle and is integrated by nine general
administrations:

- Revenue Collection, Federal Tax Audit, Legal and Taxpayer
Assistance, with functions and responsibilities in the tax cycle.

- Large Taxpayers and Customs to serve specific taxpayer
groups.

= Communication and Information Technologies, Assessment and
Innovation and Quality, as supporting units for the decentralized
body.

- Strategic Planning and Continuous Improvement Unit,
responsible for planning and measuring SAT results.

The Tax Administration Service is currently undergoing a transformation
process, which arises from the opportunities detected upon reviewing
the strategic plan, just as pointed out in the law of this decentralized
body passed in 2003; it seeks to strengthen its technical autonomy to
attain its objectives and achieve further efficiency in the collection,
oversight and taxpayer assistance functions, within a framework of
modernization and technological advancement, focused on taxpayer
service and a more comprehensive oversight effort.

Finally, on May 12th, 2006 the Internal Rules of the Tax Administration
Service were amended to support the new structure of the
administrative support services arising from the implementation of the
General Administration and Services' Component, a technological tool
that is part of the Integral Solution.
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1.4. Transformation Aspects

Within the transformation process, the budgets and their allocation
are key elements, since government resources must be used with
optimal social profitability criteria and focus on the necessary changes
to render better services at lower costs, which meet the demands of
society as to their claims for better administrative efficiency,
simplification of compliance requirements and equality before the law.

Likewise, a review of institutional structures is required on a permanent
basis in order for them to meet such demands, which entails a range of
reviews, from the available instruments to achieve their core purpose,
up to the agreements to address the day-to-day issues as regards
operation, communication and coordination among areas.

Within this context, the ongoing Tax Administration Service
transformation is not only marked by the amendments to the law and
the internal rules in place, but also relies on the attainment of its
operating efficiency and the improvement of the services it renders.
Therefore, the transformation process is based on four interrelated
pillars: The organization, processes, infrastructure and people.

SAT Transformation >> >

TRANSFORMATION
PROJECTS

e G Organization e e
6 é Processes Q e

SAT SAT
Current Infrastructure Future
Situation People Situation

Continuous Measurement
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1.5. Projects and Programs that underlie the SAT Transformation
Process

The fundamental SAT projects are geared at correcting, supplementing,
transforming or incorporating new processes. The important
aspect is the link among them in order to achieve the inherent
objectives at the organization. By late 2006, there were four
transformation projects, six strategic projects and thirty-two
improvement projects underway:

Transformation projects:

« Model Customs' Service

= Tax Responsibility Initiative

- Integral Solution

- Federal Taxpayers' Registry Update Program.

Strategic Projects:

= SAT Human Capital

= Technological Administration Center (CAT, as per the Spanish
acronym)

- Managed Communications Multi-services (MAC, as per the
Spanish acronym)

- Taxpayers' Information Repository

- Applications' Operating Support Service (SSO, as per the
Spanish acronym)

- Managed Security Service (SAS, as per the Spanish acronym)

Currently, the most relevant projects underway are:

The Model Customs' Service, which was materialized in four main
cities in the country, two border customs' offices in the North and two
maritime customs' offices, one in the Gulf of Mexico and the other in
the Pacific Coast.

The project includes the modernization of customs' offices with
changes and improvements in infrastructure, equipment, processes
and interaction with the environment, supplemented with a
new personnel structure hired under strict conditions and duly trained
to provide user services with enhanced quality and transparency
standards.
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Tax Responsibility Initiative, designed to strengthen the voluntary
tax compliance culture, seeks to create citizen awareness as to the
relevance of paying taxes. We have succeeded in signing
agreements with different educational institutions from elementary to
university level.

Federal Taxpayers' Registry Update Program, based on
administrative cooperation agreements with the States, it enables to
undertake operations to screen and update taxpayer data of already
registered taxpayers and incorporate those who have not registered
still.

SAT Human Capital, recognized as the most valuable element
in the organization, considers a redefinition of human resources
administration processes, from recruitment to the exit of officials.
Likewise, it provides for government officials' training programs
for the development and attainment of professional skills. Progress
has been made as to the implementation of the Performance
Assessment System on an individual basis, to identify management
objectives and goals, in agreement with their senior managers and
applying standardization criteria to account for differences in the
workload and responsibilities.

The Technological Administration Center (CAT, as per the Spanish
acronym) meets the SAT cooperative working needs with a view to
harmonizing the computer platform by hiring third-party services that
shall offer service stations locally (desktop computers and laptops,
including enabling components like a local communication network,
ancillary infrastructure, printing, digitization, photocopying). It shall
centrally provide directory services as well as e-mail, help desk and
applications and assets' administration.

Multiple Managed Communications Services (MAC, as per the
Spanish acronym), it outsources the administration and operation of
different mobile and fixed communication services based on service
locations ruled by set operational levels.

Applications' Operating Support Service (SSO, as per the Spanish
acronym), technical support and applications' maintenance service,
software, processing and storage infrastructure.

Integral Solution is the most ambitious project of the decentralized
body since it constitutes an institutional change that affects the
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organization overall. The start-up of this project entails that taxpayer
services, oversight and federal revenue collection shall be undertaken
with enhanced efficiency and efficacy.

The Integral Solution calls for redefining processes, organization,
people, information models and the use of available technologies, from
an institutional architecture principle that seeks to grant consistency
and harmony as an interdependent whole.

It also entails a modernization, a substantial transformation in the
institution's proceedings, which emerge from reviewing the current
proceedings with the purpose of redefining them according to world-
class practices and subsequently embracing the continuous
improvement vision.

To date, four services have been released:

Accounting Records is a SAT internal service that records the
accounting transactions for the federal revenue collection to analyze
and consolidate the information that makes up the Federal Treasury
Account.

Taxpayer Identification is a tool enabling taxpayers to register with
the Federal Taxpayers' Registry via the Internet and update their tax
status or determine their tax obligations at any time.

Taxpayer Services are a virtual contact activity with the taxpayer to
foster a tax compliance culture. The supply of new customized services
includes tax guidance, clarifications, grievances and frequently asked
guestions.

General Administration and Services Component (AGS, as per
the Spanish acronym), it was implemented as part of this Integral
Solution with the incorporation of best practices in SAT human, material
and financial resources' management. With the implementation of the
component, we have enhanced transparency in the support processes,
facilitated supervision and evaluation of numerous activities and
improved efficiency in the organization by enabling the allocation of
resources to the more relevant areas.

The component enabled the centralization of human resources, budget
and treasury management, which translates into tighter control of
resources and transparency in the vendor payment process. The system
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incorporates validations that ensure regulatory compliance and
resource availability, guarantees continuous and agile flows while
preventing reworks.

The IT tool deployed helped reduce the workload, which led to an
assessment followed by staff reallocation to significant areas, especially
taxpayer assistance. This measure enabled cost savings in
administrative support activities. For example, until 2005, there were
106 administrative support areas that were replaced in 2006 with 30
administrative assistance centers.

On the other hand, in order to sustain ongoing communication with
taxpayers, we have started projects undertaken in a virtual framework,
such as the Virtual Taxpayer Office, included in the SAT portal; it offers
26 services, DeclaraNOT, a software for public notaries to report on
real estate property sale and purchase, the Integral Taxpayer Record,
a tool that enables queries on taxpayers' tax status at any time, among
others.

2. TAXADMINISTRATION SERVICE AUTONOMY
2.1 Decentralized Bodies in Mexico

In the 70's, the population growth rate and the need to offer citizens
more expeditious public services forced the government administration
to pursue new forms of organization that would enable a more efficient
decision-making process.

Thus, we started to promote the creation of a simplified administrative
system in Mexico that would entail the streamlining of administrative
formalities, limiting the number of requirements for their completion,
and in the organizational aspect, it entailed the adoption of the
decentralized administrative model.

Decentralization arises as a means to render the activity of certain
administration bodies more dynamic. Decentralization is a legal-
administrative act by which certain powers are transferred from a central
body to the entities that make up its own structure with the purpose of
rendering the activity more efficient in terms of responsiveness and
lower costs.
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In Mexico, Article 17 of the Federal Public Administration Statute sets
forth that the Secretaries of State may create decentralized
administrative bodies for the better processing of the matters under
their responsibility. Such entities are hierarchically subordinated to them
and enjoy specific powers to decide on the matter and within the
territorial jurisdiction determined for each individual case, pursuant to
the regulations in force.

2.2. Scope of the Technical and Budgetary Autonomy

In this context, in 1995 the Federal Executive Branch of Mexico submitted
a proposal to the Legislative Branch on the creation of a Decentralized
Body in the capacity of tax authority called the Tax Administration
Service.

This new decentralized body would be vested with technical,
management and budgetary autonomy. It would enjoy all the functions
inherent to tax and customs' administration, which until that time were
the responsibility of the Revenue Undersecretariat of the Secretary of
Finance and Public Credit, which would retain the fundamental powers
to determine the economic policy and the development of the federal
administration tax policy.

According to the definition by legal scholar Manuel Espinoza Barragan:

The decentralized body enjoys certain autonomy, which is called
technical autonomy, which means the granting of limited decision-
making powers and certain financial budgetary autonomy.!

In effect, Mexican legislation, and budgetary legislation in particular,
set forth that the autonomy vested by the Constitution or specific law
on the budget implementation authorities, encompasses:

a. Autonomous entities. They draft and approve their preliminary
budgets according to the general economic policy criteria. The
allocation of resources, changes, adjustments and payments
are carried out according to efficiency, efficacy and transparency
criteria, not bound by the provisions of the Secretary of Finance
and Public Credit.

1 Manuel Espinoza Barragan, Lineamientos de Derecho Publico Mexicano, Cardenas,
Publisher and Distributor, Tijuana, Baja California, 1st. Edition, 1986, p.-141
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b. Entities. They draft and approve their preliminary budgets
according to the overall expenditure caps determined by the
Secretary of Finance and Public Credit. The allocation of
resources, changes, adjustments and the payments are carried
out according to efficiency, efficacy and transparency criteria,
without the participation of the Secretary of Finance and Public
Credit.

c. Decentralized Administrative Bodies. They draft and
approve preliminary budgets according to the cap determined
by the Secretary of Finance and Public Credit. The allocation
of their resources is subject to approval by the Legislative
Branch and the provisions of the Secretary of Finance and
Public Credit.

Thus, as an independent body from the Secretary of Finance and
Public Credit, the budgetary autonomy granted to the SAT by law is
limited by the applicable regulations that govern the federal government
agencies.

Consequently, this decentralized body lacks legal entity and
its own financial resources, by which the drafting and content
of its budget depends on the caps determined by the Secretary
of Finance and Public Credit himself, in his capacity as
authority on government expenditure planning of the Federal
Public Administration.

Therefore, the historically allocated budget has not enabled the
simultaneous and timely execution of the set of projects or programs
designed to increase efficiency in furtherance of SAT objectives, limiting
in practice the budgetary autonomy that this decentralized body enjoys.

As regards technical and managerial autonomy, SAT exercises its
powers with absolute independence to determine and collect
federal contributions, enhance collection processes, improve taxpayer
service and assistance, enforce tax regulations, as well as those that
govern the circulation of goods in the national territory. Nevertheless,
availability of resources is a restricting factor in the scope of the plans,
for the execution thereof.
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2.3 Revenue Source
Article 5 of the SAT Act, sets forth that:
In furtherance of its purpose, SAT shall rely on the following resources:

. Movable and immovable property, material and financial
resources as allocated;

II.  Funds or trusts set up or in which it may participate in the
name of the Secretary of Finance and Public Credit for such
ends;

lll. Revenue from services rendered and operating expenses, and;

IV. Allocations determined in the budget for Federal expenditures.

2.4 Budgetary and Financial Operation
Tax Revenue

The main source of funding for the SAT current expenditure is the tax
revenue allocated in the federal expenditure budget. On an annual
basis, pursuant to the budgetary provisions in place, the SAT drafts a
budget bill based on the resources' amount determined and allocated
by the Secretary of Finance and Public Credit. This bill is part of the
preliminary Federal Expenditure Budget that said office annually submits
for the approval of Congress. Once approved, SAT is informed of the
final authorized budget for the fiscal year.

Thereafter, SAT is required to meet other requirements prior to the
allocation of resources, such as the monthly distribution of the approved
budget, request for resource allocation according to the distribution
made, among others. This distribution is undertaken based on
expenditure items (Personnel, Operations and Investment
Expenditures) and any change is subject to the regulations issued by
the Secretary of Finance and Public Credit for such purpose.

Once the above-mentioned requirements have been met, the allocation
of resources is made according to the approved plan and SAT enjoys
the flexibility to make balancing transactions, provided the items involve
operating expenses, requiring the authorization of the Secretary of
Finance and Public Credit to change investment or personal services'
expenditures.
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For the payment of personnel expenses, as well as the purchase of
goods and services, SAT relies on a fund that allows it to meet its
financial obligations directly and control its budgetary operations.

Additionally, there are transactions to increase or reduce the originally
approved budget, upon consideration and authorization by the
Secretary of Finance and Public Credit, the additional resources being
subject to Federal Treasury availability.

Non-budgetary Resources

As a source for such increases, we consider the recovery of the
expenditures and customs' duties paid by taxpayers according to the
provisions in Article 150 of the Federal Tax Code and Article 49 of the
Federal Rights Act, which are specifically allocated to the Tax
Administration Service.

Notwithstanding, such resources may only be allocated for notification
and collection expenses, as well as training and promotion of voluntary
compliance, with a minimum impact on special programs.

The budgetary operation under this structure of specific regulations
and guidelines, which are also subject to annual changes, together
with an insufficient budget from the time of approval by the Legislative
Branch that is subject to austerity measures, limit or prevent the timely
availability of resources to meet the operating expenses and impact
the development of new projects and programs designed to improve
the operation and provide more services for taxpayers, since they are
implemented with delays or must be postponed until the subsequent
year.

As we can infer from the following chart, in actual terms, the SAT budget
has continued without relevant changes in the 2002-2006 period,
despite the reductions in operating expenses arising from the equity
increase in the trusts managed by SAT and the loan extended by the
World Bank to partially finance the Transformation Project undertaken
by this Decentralized Body.

80



TOPIC 1.1 (Mexico)

PERCENTAGE VARIATIONS CURRENT EXPENDITURE
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From the foregoing, we may infer that without relying on larger
budgetary resources, in the 2002-2006 period, the cost of revenue
collection dropped from 1.44 to 1.06 cents per peso collected as stated
in the following chart.

Centavos de gasto presupuestal
por peso recaudado de los

ingresos administrados por el SAT
1.44 1.41

1.18

2002 2003 2004 2006 2006

m Neto mBruto

Cifras preliminares sujetas a revision.
FUENTE: Calculos propios con datos de SHCP y SAT.

Notwithstanding, more investment resources are required to meet the
highest international standards where, on average, the cost of revenue
collection accounts for 1.0% of the amount represented by
contributions.
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Resources from Trusts

In the nineties, Mexico signed the North American Free Trade
Agreement, aimed at avoiding double taxation. This treaty evidences
the deficiencies or insufficiencies in the customs' procedures in place,
such as: Manual customs and collection processes, screening of 100%
of goods, lack of IT infrastructure, slow acquisition process and limited
budget to modernize customs' facilities.

In the face of the urgent need to modernize customs, facilitate the
circulation of goods, transportation and people, we resorted to the
entity of trusts, as provided for in Article 5, sub-section Il of the
applicable law, aimed at funding the investment required to modernize
the collection and customs' processes, among which we may mention
the strategic plan projects, as mentioned above.

In the allocation of the resources from trusts aimed at investment in
ITC and equipment, one of the strategic actions undertaken was to
outsource such services to private companies with three fundamental
purposes in mind:

- To improve the annual availability of resources by deferring
investment expenditures in service agreements for a 3 to 4 year
term.

- Mitigate the technological obsolescence risk and receive integral
services of the highest quality.

= Avoid labor liabilities detached from the tax collection activity.

Currently, SAT manages two public trusts:

Trust for the Program to Improve IT Tools and Control of Customs'
Authority (FIDEMICA, as per the Spanish acronym).

It is geared at the management of funds to improve technological and
physical infrastructure of the country's customs, contribute to facilitate
customs' operations and support customs' proceedings to verify and
oversee compliance with tax obligations and crime prevention.

Sources of funds: The payments for the customs' permit pre-validation

services, foreseen in Articles 16-A and 16-B of the Customs Act in
force.
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Trust for the Administration of Payments foreseen in Article 16
of the Customs' Act (FACLA, as per the Spanish acronym).

It was created to receive, invest and manage the amounts charged for
the services set forth in Article 16 of the Customs' Act, required to
operate the customs' office, as well as modernize and transform the
SAT, vis-a-vis information and telecommunications technology as well
as the infrastructure in SAT and customs' facilities.

Source of funds: The payments for the customs' permits validation
services, foreseen in Article 16 of the Customs' Act in force.

Operation

Every trust is governed by a Technical Committee made up by senior
officers and headed by the Head of the Tax Administration Service,
with powers to approve the annual trust program, among others.

The allocation of resources that have been paid into the trust is
performed by approval of the Technical Committee and according to
current legislation for the acquisition of goods and services and public
works.

Achievements

Trust for the Program to Improve IT Tools and Control of Customs'
Authority (FIDEMICA, as per the Spanish acronym).

- Better equipment for the customs' offices to enhance efficiency
in customs' control and dispatch.

- Purchase of X-Ray and Gamma Ray devices to facilitate
screening of the inbound and outbound goods in the country.

- Maintenance services for the existing equipment to guarantee
its good operation.

- Purchase of vehicles for oversight and contraband prevention
activities.

- Improvement of the equipment employed for tariff classification
by the analysis of samples from foreign trade goods.

« Procurement of modern and secure telecommunications
equipment.

«  Procurement of furniture for the customs' offices.

- Hiring services to operate technological and radio
communications' equipment and control room boards, among
others (Valunet Plan).
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- External services' support for the customs' review and control
processes in all the customs' offices of the country.

In order to improve the customs' infrastructure and facilities, we
implemented the Program to Strengthen, Recover and Improve Facilities,
whose most relevant work was:

- Construction of special lanes in the customs' facilities to expedite
the flow of vehicles, especially the ones that carry perishables.

« Renewal of customs and customs' booths.

- Expansion of border crossings.

= Model Customs' Project.

= Construction of accommodations for the staff in charge of tax
and customs' inspections.

Trust for the Administration of the Payments foreseen in Article
16 of the Customs' Act (FACLA, as per the Spanish acronym).

The resources have been mostly allocated to strengthen the SAT
technological and communications' infrastructure, as well as for the
development of human capital and improvement of the institutional
image.

- SAT's information operation was strengthened by the
implementation of the Technological Administration Center (CAT,
as per the Spanish acronym), which covers technical support,
printing, digitization, photocopying and computer infrastructure
services.

- Likewise, services were hired to access new products' releases,
updates, corrections, possibility to migrate to other equipment
with the latest operating system releases, telephone and
Internet technical support.

«  Corrective maintenance services in the case of errors or failures
in Software performance (programs).

= Completion of the Virtual Private Network (VPN) implementation,
which shall render voice, data and video services.

- We initiated the implementation of the software factory
and operating support projects, to manage and align the
guality of products and processes of software solutions
according to industry standards and best practices, as
well as for the technical support and applications' maintenance
service, software, processing and storage infrastructure, among
others.
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= The Multiple Service Contact Center was implemented to operate
telephony, e-mail, and chat services, among others. This center
administrates and controls the entry and exit of each service
and generates automated reports, which shall support the
assessment of the quality of the services rendered to taxpayers.

- Inorder to improve SAT's image and facilities, in the Our Space
Project we completed the renewal of the offices in Guadalajara,
Jalisco and the works continue for the training facilities in
Zapopan, Jalisco, taxpayer service modules in Chetumal,
Quintana Roo and Mazatlan, Sinaloa, revamping of the Local
Legal Office in Uruapan, Michoacan, and the warehouse in
Chichimequillas, Querétaro.

Expenditures

In the 2003-2006 period, the trust investment expenditure amounted
to 5,220,000 million Pesos, an amount that represents 3.2 times the
average value of the SAT fixed assets for that period, and 89% of the
operating expenditure made with budgetary resources in that term.

Benefits

= Availability of trust resources enable a more efficient expenditure
planning and the implementation of strategic and transformation
projects.

-  Resources can be funneled according to the priority of
requisitions.

- The SAT transformation process was strengthened with
resources from the trusts.

«  Customs' modernization.

= Support for processes and collection activities.

= Support for the professional training of public officials.

« Enhancement of SAT and customs' facilities.

= Procurement of state-of-the-art technology to support taxpayer
services.

Autonomy is fully exercised, as it may be inferred in terms of investment,

which has enabled relevant advances in the transformation of the
Mexican Tax Administration.
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2.5 Integral autonomy initiative

We must reflect upon the experiences of countries like the US, Great
Britain, The Netherlands and others, which have promoted their Tax
Administrations' autonomy and achieved significant advances and
efficiencies in the performance thereof, in addition to protecting
oversight and collection from any political situational interest and thus
pursuing independence for the corresponding technical body.

Therefore, in the case of Mexico, we must strengthen technical
autonomy not only for the achievement of operational efficiency, but
also to make its administration independent, which also requires
absolute budgetary and financial autonomy. According to this premise,
on November 10th, 2005 an initiative was presented to amend articles
25 and 31 of the Political Constitution of the United States of Mexico
with the aim of endowing the Tax Administration Service with full
autonomy.

The legal nature of such changes entailed the following items:

- That it would become a constitutionally autonomous Body in
the exercise of its functions and administration.

- That it would enjoy legal status and its own funds.

= SAT purposes and functions:
o To assume, on behalf of the federation, collection and
customs' affairs.
o Inthe capacity as administrative authority, to enforce federal
tax and customs' laws, for which purpose:
- It shall issue provisions of a general nature;
- It shall take actions for the appropriate compliance
thereof;
- It shall enjoy inspection, coercive and punitive powers,
and
- It shall access information, books, papers and
documentation from taxpayers and third-parties.

= SAT Assistance:
o The federal, state and municipal authorities shall render
the assistance required by the Tax Administration Service
in meeting its functions
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«  Government Bodies:

(0]

The SAT administration shall be the responsibility of a

Governing Board integrated by:

- The SAT Chairman, who shall in turn preside over it;

- Four members to be proposed by the President of the
Republic, and approved by the Senate or the Standing
Committee, and

- Two representatives from the Secretariat of Finance and
Public Credit.

The SAT Chairman as well as the four members set forth by
the Head of the Federal Executive Branch for the Governing
Board, shall exercise their mandate for six-year terms.
They shall be removed only on grounds of a serious offense,
by impeachment pursuant to Article 110 of the Constitution,
and in order to bring criminal actions against them, the
procedure in Article 111 therein shall be exhausted first.

- Labor relations, budgetary autonomy and intervention in
constitutional disputes.

(0]

Labor relations between SAT and its employees shall be
governed by the provisions in Sub-section B, Article 123 of
the Constitution and a responsibility regime shall be set forth
for such workers.

The SAT shall enjoy budgetary autonomy and rely on the
necessary resources to guarantee the coverage of its
operating expenditure on a yearly basis and according to
its investment requirements.

The SAT shall be legitimated to intervene in the
constitutional disputes referred to in Article 105, sub-section
| of the Constitution.

= Tax Coordination

(0]

As regards tax coordination, the adjustments required shall
be agreed upon jointly with the Secretariat of Finance and
Public Credit and the federal entities themselves.

The SAT, by constituting a fully autonomous entity, with its
own legal status, shall be enabled to generate the necessary
agreements with both government levels. By virtue of this,
it is not deemed necessary to foresee such power
constitutionally, although the necessary rules should be
introduced in the law.
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0 As a consequence of SAT's autonomy, the tax coordinator
system would not be directly affected as to the contributions
collected by the federal entities. In this area, the Secretariat
of Finance and Public Credit would reserve the power to
design and present the system.

Overall, the consolidation of the technical competency and the neutrality
required by society from the Mexican Tax Administration can only be
materialized upon granting it budgetary and financial independence.
Thus, it is possible to ensure that the resources flow on a timely and
sufficient basis to the projects or programs that strengthen collection,
in addition to relying on the necessary flexibility to change their scope
or adapt the initiatives to the technological environment or the evolution
of the sector's best practices, enabling to commit the best cost-benefit
of the processes designed to operate the tax cycle.

As examples of the transformation, neutrality and efficiency of the
autonomous bodies in our country, we may mention, the Federal
Elections' Institute, the National Human Rights Committee and in brief,
the National Institute of Statistics, Geography and Information
Technology (INEGI, as per the Spanish acronym).

Currently, and by virtue of the recent changes in the legislative and
executive branch in Mexico (September and December 2006), the
discussion of this initiative has not been undertaken again.
Notwithstanding, we expect the issue to be resumed in the middle term
within the framework of the financial and tax reforms on the legislative
agenda.

3. CONCLUSIONS

= The Mexican Tax Administration has made great progress, from
the concentration of these functions in the Secretariat of Finance
and Public Credit, when this institution, upon assuming multiple
functions and units and without specific planning as to the tax
collection and tax activities, was unable to secure the Tax
Administration efficiency and optimization. Therefore, the need
arises to make up a decentralized entity with a clearly defined
possibility as to oversight and taxation.

- Decentralization is the legal means of the regulatory system in
Mexico that facilitates the dynamism of the activity of certain
administration bodies. Decentralization is the act by which
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certain powers are transferred from a central body to the

agencies that make up its own structure with the purpose of

enhancing the efficiency of their activities.

The Mexican Tax Administration Service has succeeded in

implementing relevant transformation projects, owing to the

allocation of alternative sources of funding provided for in the
legal framework for budgetary administration.

SAT is an entity under ongoing transformation, whose needs of

reaching greater efficiency in the collection, oversight and

taxpayer assistance functions have fostered the initiatives to
attain full autonomy.

The transformation of the Tax Administration Service is marked

not only by the changes in its own regulatory system, but also

by the achievement of its operating and budgetary efficiency,
which make up the basis for its technical and managerial
autonomy.

As regards autonomy:

o Autonomy in budgetary and financial terms entails, on the
one hand, the power and independence to obtain the
resources derived from the administration itself and the use
thereof, in order to face operating expenditures and the
investments required.

o Autonomy in technical and management terms means the
independence of undertaking specific functions in order to
achieve specific objectives and goals, under a vision of
operating efficiency and enhancement.

The Tax Administration Service shall enjoy management and

budgetary autonomy for the achievement of its purpose and

technical autonomy to issue resolutions (SAT Act, Article 3).

o Notwithstanding, this decentralized body lacks legal status
and its own funds. Thus, it does not draft its budget, which
is allocated to it by the central unit to which it reports
(Secretariat of Finance and Public Credit). Therefore, the
SAT does not enjoy full budgetary autonomy.

0 SAT, in order to determine and collect federal contributions,
enhance collection processes, improve taxpayers' service
and assistance, enforce federal regulations, as well as those
that govern the circulation of goods and services in the
national territory, exercises its powers with full technical and
managerial autonomy.

As regards integral autonomy, it is worth taking into

consideration the experiences from other countries that have

promoted the autonomy of their tax administrations, achieving
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efficiency in their performance, in addition to protecting their
substantial activities, oversight and collection from any
situational political interest and thus grant independence to the
corresponding technical body.

Finally, we expect that the initiatives to grant full autonomy to
SAT shall be resumed in the middle term on the legislative
agenda, so that it evolves into a specialized and modern body
for tax collection as well as customs' control; that it becomes an
impartial and efficient entity in its performance and independent
in the administration of its resources and the sole responsible
entity for its performance.
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. THE CANADIAN CONTEXT

As context for the discussion on departmentalization, an overview is
presented below on the legislative authorities, governance model and
distributed operations of the Canada Revenue Agency.

a) Legislative authorities

The Canada Revenue Agency (CRA) is the principal revenue collector
and tax authority in the country and is also responsible for distributing
benefit payments to millions of Canadians each year. More precisely,
the CRA collects:

All federal income taxes;

Personal income taxes for all provinces except one (there are
ten provinces and three territories that make up the Canadian
federation);
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e Corporate income taxes for seven
of the ten provinces (becoming
eight provinces in 2008); goods
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Pension Plan; and employee and employer
premiums for Employment Insurance. In addition, the CRA delivers a
number of income-based benefits, tax credits, and other services
that contribute directly to the economic and social well being of
Canadians.

The CRA also administers international tax agreements signed with a
large number of countries aimed at promoting the exchange of
information between treaty partners and the avoidance of double
taxation of foreign-earned income of their respective citizens.

b) Agency governance model

The Canada Revenue Agency was created by the Canada Custom