RELEVANT EXPERIENCE

TAX REFORM IN ECUADOR

Towards a more progressive

and efficient system

Ecuador launches an ambitious tax reform in order to
maintain the country’'s social reform agenda.

In recent years, the Ecuadorian Government has
been committed to an active social policy that has
improved social indicators. However, the increase in
public expenditure associated to that policy and the
drop in oil prices have forced the country to increase
tax pressure so they can go on promoting social and
infrastructure policies.

In this context, the National Plan for Good Living
2013-2017 includes some “measures aimed at rein-
forcing the focus on the tax policy and the State’s
capacity for tax collection (...) and the implementa-
tion of a progressive tax reform is at the centre of
the current Ecuadorian Government's public agen-
da". There are specifically two objectives that tend to

strengthen the tax system: improving the coverage
and offering tax incentives as effective support to
productive policy tools, and boosting the efficiency
of the tax system within the national territory, im-
proving regulatory and management capacity at
different government levels.

IMPROVING TAX COLLECTION AND
PROCEDURES, TWO TARGETS
SUPPORTED BY EUROSOCIAL

Since 2013, the EUROsocIAL Il programme sup-
ports the Internal Revenue Service (SRI) and the
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Centre for Fiscal Studies (CEF) of Ecuador in a tax
reform that allows, on the one hand, tax collec-
tion to be improved, and on the other, tax proce-
dures to also be improved. This specifically en-
sures the progressiveness of tax, so the tax
system becomes an effective tool for public policy
funding and for the fair redistribution of re-
sources throughout the country. With inputs
from the Chilean Internal Taxes Service, in De-
cember 2014 Ecuador approved the Organic Law
for Incentives for Production and Prevention of
Tax Fraud and its regulations.

This regulation is designed to collect 200 million
dollars per year and intends to improve domes-
tic production.

RATIONALISATION OF TAX
INCENTIVES

Furthermore, EUROsoCIAL is advising SRI in the
assessment of the impact of rationalisation of
the entire tax incentive and benefits system. The
fiscal incentives and benefits were analysed, and
the technical “Impact Assessment” (from the Eu-
ropean Commission) was presented, in order to
know the impact of the removal or amendment
of the tax incentives on the country. In addition,
bases were provided to create a monitoring
committee. In a second phase, this methodology
will be comprehensively applied on fiscal incen-
tives agreed by CEF and SRI, according to the Na-
tional Plan for Good Living and the Ecuadorian
Constitution.

WHITE PAPER ON THE TAX CODE
REFORM

EUROsoCIAL has also assisted in the preparation of
a white paper, as a milestone prior to the Ecuado-
rian Tax Code reform. This reform will have a very
relevant impact, providing the Administration with
better tools for inspection and tax collection, with-
out undermining the taxpayer's legal security and
rights.

DIALOGUE FOR ACTION



EUROSOCIAL'S SUPPORT ITINERARY

2013.

» Exchange visit of officials from the Ecuadorian
SRI to the Public Finance General Directorate of
France and OEC regarding the assessment of the
tax system.

2014.

» December: Exchange visit to learn about the
special taxes reform experience in Chile.

» December: Approval of the Organic Law for
Incentives for Production and Prevention of Tax
Fraud and its development regulations.

Interview with Fernando Soria, Assistant Secretary
for Budgets. Ministry of Finance, Ecuador
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2015.

» Technical assistance to assess tax
management. Law for the systematisation
and rationalisation of tax incentives. Phases |
and II.

» Workshop for the drafting of a white paper
about the Tax Code reform. Phase I.

» Meeting for the preparation of a white paper

about the Tax Code reform. Phase II.

» Presentation and publishing the “White paper

on the Tax Code reform”.

» Budget by programmes in a results framework
with a focus on planning. The case of Ecuador

» The effects of fiscal policy on redistribution in
Latin America and the EU

» Looking for a fiscal framework for Latin
America

FEATURES OF THE ORGANIC
LAW FOR INCENTIVES

FOR PRODUCTION AND
PREVENTION OF TAX FRAUD

This affects the excise tax for cigarettes and
alcoholic drinks, including beer.

» This includes tax incentives aimed at changing
the country’s energy matrix and reducing the
consumption of imported fuels.

» This includes incentives for small and
medium-sized companies, and socially
committed businesses.

» This includes mechanisms to combat tax
fraud and to reinforce the tax system.

SOUTH-SOUTH
COOPERATION:

CHILEAN TAX REFORM AS A
RELEVANT EXPERIENCE FOR
ECUADORIAN REFORM

The success of the Chilean tax reform is based
on being able to transfer to citizens the need
to increase tax collection as a sine qua non
requirement to fund the most important and
detailed educational system reform in the last
50 years, to support the healthcare system and
other social programmes aimed at improving
the quality of life of Chilean citizens. Some of
the targets of the Chilean tax reform are: to
finance on-going expenses with permanent
income; those earning more should pay more
taxes in order to reduce the inequality gap;
promoting company and SMEs investment
and taxpayers' savings, as well as reducing

tax evasion and avoidance. In this regard, the
exchange visit to Chile from the Ecuadorian SRI
in December 2014 has allowed them to get to
know thoroughly the tax reform carried out in
Chile, with particular focus on excise taxes and
fiscal incentives in that country to encourage
investment and production.

EUROPEAN
CONTRIBUTION:

THE METHODOLOGY OF THE EU
COMMISSION TO ASSESS THE
IMPACT AND RATIONALISATION OF
TAX INCENTIVES

The objective of rationalising tax incentives
is based on a methodology used by the
European Commission named “Impact
Assessment”, with which they intend to
minimise the collection loss arising from
inefficient or unjustified tax expenditure,
not meeting the objectives for which it was
established.
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