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®1 o PFURNZ: MBCCH SWEEHAR (2011

Amount % of GDP
Item Millions of US$ Total  In analysis /1
TOTAL REVENUE 4220.2 18.24 11.06
A. Net tax collection (A.1-A.2) 3206.5 13.86 9.40
A.1 Tax collection (gross) 3499.9 15.13 9.40
A.1.1 Direct taxes (income tax) 1192.8 5.15 1.11
A.1.1.1 Income tax - individuals 455.6 1.97 1.11
A.1.1.1.1 Personas naturales asalariadas 256.1 1.11 1.11
A.1.1.1.2. Non-salaried individuals 199.5 0.86
A.1.1.2 Income tax - corporations 630.5 2.72
A.1.1.3 Tax withholding (corporations and individuals) 106.7 0.46
A.1.2 Indirect taxes 2307.1 9.97 8.30
A.1.2.1 Value added tax 1801.3 7.78 7.80
A.1.2.2 Duties 167.3 0.72
A.1.2.3 Specific taxes on products 140.4 0.61 0.50
A.1.2.4 FEFE, FOVIAL and public transportation (gasoline) 116.4 0.50 0.50
A.1.2.5 Other indirect taxes and contributions 81.7 0.35
A.2. Refunds 293.4 1.27
B. Non-tax revenue 799.8 3.46 1.66
B.1. Contributions to social security (health) 385.2 1.66 1.66
B.2. Public corporations 169.0 0.73
B.3. Others (includes capital income, excludes FEFE) 245.6 1.06
C. Donations 213.9 0.92 0.00
TOTAL SPENDING OF THE NON-FINANCIAL PUBLIC SECTO} 5126.8 22.16 13.88
Interest on the debt 517.9 2.24
Primary spending (A + B + C + D) 4608.9 19.92 11.15
A. Social spending (A.1 + A.2) 1989.06 8.60 8.43
A.1. Direct transfers (in cash or goods) 317.16" 1.37 1.36
A.1.1. Cash transfers 195.3 0.84 0.84
A.1.1.1 Rural Solidarity Partnership Communities 17.1 0.07 0.07
A.1.1.2 Temporary Income Support Program (PATT) 14.7 0.06 0.06
A.1.1.3 Direct subsidy to gas (in cash) 163.5 0.71 0.71
A.1.2. Non-contributory pensions (Universal Basic Pension) 7.1 0.03 0.03
A.1.3. Other direct transfers (in goods) 114.8 0.50 0.49
A.1.3.1 School package 71.0 0.31 0.31
A.1.3.2 School lunch 153 0.07 0.07
A.1.3.3 Glass of milk 1.9 0.01
A.1.3.4 Agricultural package 26.5 0.11 0.11
A.2. Social services 1671.9 7.23 7.08
A.2.1. Education 677.6 2.93 2.93
A.2.2. Health 991.7 4.29 4.15
A.2.2.1 Health- non-contributory (MINSAL) 532.70 2.30 2.30
A.2.2.2 Health - contributory (ISSS) 358.10 1.55 1.55
A.2.2.3 Health - contributory (Teachers’ Well-being) 50.10 0.22 0.22
A.2.2.4 Health - contributory (Military Health Command, COSAM) 19.20 0.08 0.08
A.2.2.5 Health - others 31.60 0.14
A.2.3. Women’s’ City 2.6 0.01
B. Indirect subsidies 224.3 0.97 0.97
B.1. Electricity 115.2 0.50 0.50
B.2 Water 56.5 0.24 0.24
B.3. Public transportation 52.6 0.23 0.23
C. Other spending 1989.94 8.60
C.1. Administrative direction 460.4 1.99
C.2 Administration of justice and citizen security 625.6 2.70
C.3. Others 903.9 391
D. Contributory pensions 405.6 1.75 1.75
Deficit -906.6 -3.92

Source: Prepared by the authors with information from the Ministry of the Treasury, BCR, and administrative data from the
respective institutions.
Note: /1 This column lists the categories that are included in the impact analysis.

. means the value is not applicable
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* 2 HETH

Responsable Year Beneficiaries Expenditure, % PIB
Program Institution | implemented 2008 2009 2010 2011 2012 2013 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Cash transfers 83,654 112,311 110,030| 120,822 141,370 133,998] 0.05] 0.09| 0.1 | 0.17| 0.17( 0.19
Rural Solidarity partnership
communities FISDL 2005 83,654 105,824 98,378 90,997 83,128 75385 0.05| 0.09( 0.09| 0.07| 0.06]| 0.06
Universal Basic Pension FISDL 2009 0| 6,487 8,019 15,300 25477 28,200 00[ 000[ 002 003| 004]| 0.08
PATI FISDL 2010 0| 0 3,633 14,525 27,992 23,456 00[ 0.00[ 000| 006| 006| 0.04
Urban bonus FISDL 2012 0 0] 0] 0 2,691 4,837 0.0] 0.00] 0.00 0.00f 0.003 0.01
Veterans’ pensions FISDL 2012 0 0] 0] 0 2,082 2,120 0.0] 0.00] 0.00f 0.00] 0.003 0.01
Transfers of goods 1,314,039| 1,860,289| 3,231,903| 3,386,480( 3,701,173( 4,109,649| 0.19| 0.21| 058 | 0.50| 049 | 0.51
School package MINED 2010 0| 0] 1,377,113] 1,386,767| 1,386,767| 1,299,358 0.0] 0.00] 036| 031 030 030
School lunch programs MINED 1992 877,041] 1,310,286 1,316,779| 1,334,044| 1,339,726| 1.453,118| 0.08| 006| 0.10| 0.07| 0.06( 0.08
Glass of milk MINED/MAG 2011 0| 0 0 246,072 499,819 821,036 0.0 0.00| 000] o0.01 0.01 0.02
Agricultural package MAG 1997 436,998 550,003 538,011 419,597 474,861 536,137 0.11| 0.15( 0.12| 0.11] 011] 0.10
Integrated services 0| 0 0 35,614 82,874 315,000 0.0] 0.00] 0.00] 0.01| 0.09 0.05
Woen’s City Secret:'m'at for
Inclusion 2011 0) 0| 0] 35,614 82,874 315,000 0.0] 0.00] 0.00] 0.01 0.09 [ 0.05

Source: Technical Secretariat of the Office of the President (2013), “The Road of Change in El Salvador, Legacy of Four years
of Government.” Table 3, pp. 86 and 87, and (2014) “Social Report 2009-2013.”
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Change Change
Level M::;:OT:S Disposabl bl Final (frotn margket to (from margket to (from "::;T(:iem final)
disposable) consumable)
Gini National 0.4396 0.424 0.4197 0.3941 -0.0156 -0.0199 -0.0455
Rural 0.3991 0.382 0.3786 0.353 -0.0171 -0.0205 -0.0461
Urban 0.4171 0.4042 0.3984 0.3773 -0.0129 -0.0187 -0.0398
Poverty Headcount Ratio “In percent” “Changes in percent”
Poverty US$2.5 PPP National 19.2 17.3 19.1] -10.1 -0.8
Rural 34.8] 32.0 34.9 -8.2 0.3
Urban 9.8 8.4 9.5 -14.3 -3.0
Poverty US$4 PPP National 39.3 38.3 40.8 -2.7 3.8
Rural 60.1 58.7 62.0 -2.2 3.2
Urban 26.8 25.9 28.0 -3.3 4.6
Extreme poverty National |National 11.6 9.6 10.8 -17.4 -7.0
line2/ Rural 16.9 13.7 15.8 -18.7 -6.3
Urban 8.5 7.1 7.8 -16.0) -7.9
Moderate poverty National [National 40.5 39.3 42.6 -2.9 5.2
line 2/ Rural 49.0 46.6, 50.9 -4.9 3.9
Urban 35.3 34.9 37.5 -1.2 6.3
Poverty gap
Poverty US$2.5 PPP National 6.2 5.0 5.7 -18.5 -7.3
Rural 12.3 10.1 11.6 -17.9 -6.1
Urban 2.4 1.9 2.2 -20.5 -11.1
Poverty US$4 PPP National 14.9 13.7] 15.0 -8.5 0.2
Rural 25.8 23.6 25.8 -8.5 0.2
Urban 8.4 7.6 8.4 -8.7 0.1
Extreme poverty National |National 3.2 2.3 2.7 -28.7 -16.2
line2/ Rural 5.1 3.4 42 -32.8 -18.2
Urban 2.1 1.6] 1.8 -22.0 -12.7]
Moderate poverty National National 14.6 13.3 14.7 -8.9 0.3
line 2/ Rural 19.3 17.0 19.0 -11.8 -16
Urban 11.8 11.1 12.1 -6.0 2.1
Poverty gap squared
Poverty US$2.5 PPP National 2.9 2.1 2.5 -26.3 -13.7
Rural 6.0 4.5 5.3 -26.0 -12.6
Urban 0.9 0.7 0.8 -26.9 -17.2
Poverty US$4 PPP National 7.9 6.6 7.4 -15.8 -6.0
Rural 14.3 12.3 13.8 -13.8 -3.4
Urban 3.7 3.2 3.5 -13.6) -4.4
Extreme poverty National |National 1.3 0.8 1.0 -38.2 -25.2
line2/ Rural 2.2 13 1.6 -43.2 -28.2
Urban 0.8 0.5 0.6 -29.9 -19.5
Moderate poverty National National 7.2 6.2 6.9 -14.5 -4.1
line 2/ Rural 10.1 83 95 -18.3 -6.7
Urban 5.5 4.9 5.4 -10.4 -1.6

Source: CEQ Master Workbook for El Salvador July 10th, 2015 based on data from the Multi-Purpose Household Survey (2011)
and National Accounts.
Notes: 1/All changes with respect to market income are statistically significant. For inequality, changes are in Gini points while for
poverty they are changes in percent. Cells in blank mean that the indicator was not calculated for that income concept because it

is not applicable.

2/ The moderate poverty line is twice the amount of the extreme poverty line; the latter is equivalent to the market value of the
basic food basket. In local currency, the extreme poverty line is equal to $49 and $33.9 per month for urban and rural areas,
respectively and the moderate poverty line is equal to $98.2 and $67.9 for urban and rural areas, respectively. The local currency

value of the PPP lines is $51.1 per month for the US$2.50 a day and $83.1 per month for the US$4 a day.

... means the value is not applicable

R A WBEBES A TES TR (AR e EABUR 2
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Change Change Change
Level Market Disposable Consumable Final (from market to | (from market to | (from market to
disposable) consumable) final)

Gini National 0.4369 0.424 0.4197 0.4002 -0.0129 -0.0172 -0.0367

Rural 0.3992 0.382 0.3786 0.3511 -0.0172 -0.0206 -0.0481

Urban 0.416 0.4042 0.3984 0.3845 -0.0118 -0.0176 -0.0315

Poverty Headcount Ratio “In percent” “Changes in percent”

Poverty US$2.5 PPP Nacional 20.2 17.3 19.1 -14.3 -5.4
Rural 35.3 32.0 34.9 -9.4 -1.0
Urban 11.0 8.4 9.5 -23.9 -14.0
Poverty US$4 PPP Nacional 40.4 38.3 40.8 -5.2] 1.1
Rural 60.5 58.7 62.0 -2.9 2.5
Urban 28.2 25.9 28.0 -8.1 -0.6
Extreme poverty National |Nacional 12.5 9.6) 10.8 -23.2 -13.6
line Rural 17.4 13.7 15.8 -20.9 -8.9
Urban 9.6 7.1 7.8 -26.0 -18.9
Relative poverty National |Nacional 41.6 39.3 42.6 -5.5 2.4
line 2/ Rural 49.4 46.6) 50.9 5.6 3.1
Urban 36.8 34.9 37.5 -5.3 1.8

Source: CEQ Master Workbook for El Salvador July 10, 2015 based on data from the Multi-Purpose Household Survey
(2011) and National Accounts.

Notes: 1/All changes with respect to market income are statistically significant. For inequality, changes are in Gini points while for
poverty they are changes in percent. Cells in blank mean that the indicator was not calculated for that income concept because it
is not applicable.

2/ The moderate poverty line is twice the amount of the extreme poverty line; the latter is equivalent to the market value of the
basic food basket. In local currency, the extreme poverty line is equal to $49 and $33.9 per month for urban and rural areas,
respectively and the moderate poverty line is equal to $98.2 and $67.9 for urban and rural areas, respectively. The local currency
value of the ppp lines is $51.1 per month for the US$2.50 a day and $83.1 per month for the US$4 a day.

... means the value is not applicable

% i 5

AT BB AE SE e L5 3L R R AR Z TR/ 2 N T RIZ XA A, X BB R (1
WA RERAT e B 3R 5 45 T B M DG I TR bR o 3 B RACR AR 0 S0AS [R] 3T IR 26 At T
HEER P EIEEATEANONE 2. 3 5 s, fEEPRAENITHE L R, #EAR
FETXR N T E 23 B2 308 25%A0 16%. mixd T3S ANOm s (REFH SRMETED, iish
AT TR U5 ) 5301 A 479% A0 49%

i S B R AR T B 2 T RN T AR e (s At A7 ] L ek 31X N 5% PR A v T R WAL B 1R 40 Ll
X—HFAEE N, X ERE TR AN RS R

R 5 BILERE, MBIBE SRR, #RILZ 2011

27 Beckerman (1979).
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Headcount .
Vertical Poverty

t P ty G
Efr"‘:f’e' v Expenditure Spillover (s) Reduction Eﬁ.o.ver y(:gE)
¢ .|veness Efficiency ( VEE) Efficiency ( PRE) iclency
Indicators

Benchmark: Contributory pensions as part of Market Income

US$ 2.5 PP 1.784 0.252 0.084 0.231 0.204
Uss$ 4 pp 1.248 0.473 0.030 0.459 0.105
Extreme National Poverty Line 1.733 0.165 0.146 0.141 0.303
Moderate national Poverty line 1.577 0.491 0.038 0.018 0.004
Sensitivity Analysis: Pensions are trated as government transfer

US$ 2.5 PP 1.082 0.218 0.423 0.126 0.256
Us$ 4 PP 0.877 0.361 0.277 0.261 0.141
Extreme National Poverty Line 1.063 0.175 0.510 0.086 0.374
Moderate national Poverty line 1.051 0.399 0.257 0.058 0.030

Source: CEQ Master Workbook for El Salvador May 12th, 2015, Prepared by the authors based on data from the Multi-Purpose Household
Survey (2011) and National Accounts.
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Wi AR R — B 70 4% 7] T URNAE 4 205 10 S2T0 2 MR RE , X2 NBERA RO 59 5K 7,
Ui AR, UMK SRS O 4 95 NI R RO HERR T, AR W RE RGN 1 I8 LA AN g
1A N R IR G 99 1% -

A, WK 6 TR LR, B EEERIADSE T, R 26. 6% A HWNK T PPP ]
IR IR R 26——2. 50 3E 0. 40, 7E RSC F1 PATI 152238, A 50. 9% M ABNET 2. 50
FEITCHIE PRt Tt N 2o HoR TR 2 2 AR ik, A% THim 23 A A AL & 29. 4% . TI[A1$%
FMETTTH, R 12, 5% M2 T m A N . BAREA T H 1 IRHEBL R, (HEA]
FEI TV PN ST NS AR AR AR (R 6D,

R 6 WA HEZ AN ARGER AL

28 Lépez-Calva and Ortiz-Juarez (2011); Ferreira and others (2012).
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El Salvador (2011) Share of benefits by income group Share of beneficiaries by income group
y<2.5 2.5<y<4 y<4 4 <y<10 10<y<30 y>350 Total y<2.5 2.5<y<4 y=<4 4<y<10 10<y<50 y=>50 Total
Direct transfers 24.7%  220%  46.7%  400% 13.2% 01%  100% | 26.6% 24.0% 50.6%  40.0% 9.4% 00% 100%
Rural Solidasity Partaership Communities and PATI 48.3%  232%  T15%  252% 3.3% 00% 100% | 50.9%  232%  741%  232% 27%  00% 100%
Non-contsibutory pensions (older adults) 42.4% 19.6% 62.0% 20.9% 17.1% 00%  100% | 44.0% 21.2% 65.2% 19.6% 15.2% 00% 100%
Gas subsidy (cash) 121%  17.5%  295%  474% 28%  02% 100% | 157%  206%  36.3%  465% 16.8%  0.1% 100%
Remaining direct transfers /1 30.3%  257%  561%  37.3% 67% 0.0% 100% | 29.4%  254%  54.8%  38.3% 68%  00% 100%
Indirect subsidies (transportation, electricity and water) 8.2% 13.4% 21.7%  444% 32.6% 13%  100% | 12.5% 18.3% 30.8%  475% 21.4% 03% 100%
Transportation 44%  100%  145%  464% 378%  13% 100% | 9.2%  179%  27.0%  502% 24%  04% 100%
Electricity 1B7%  187%  325%  456% 21.6%  04% 100% | 17.8%  209%  38.8%  448% 163%  01% 100%
Water 44%  101%  14.5%  464% 37.8%  13% 100% | 6.6%  133%  19.9%  49.0% 305%  06% 100%
In-kind transfers 192%  204%  39.6%  427% 17.4% 0% 100% | 191%  21.0%  40.01%  438% 16.0%  02% 100%
Education (total) 23.9%  237%  47.6%  418% 10.5%  00% 100% | 24.4%  243%  48.7%  422% 90%  00% 100%
Preschool Education 267%  250%  518%  40.3% 8.0% 00% 100% | 30.4%  253%  55.6%  37.9% 6%  00% 100%
Basic Education 281%  261%  542%  385% 7.0% 00% 100% | 26.6%  258%  52.4%  40.4% 72%  00% 100%
Middle Education 14.5%  207%  352%  509% 13.9%  00% 100% | 16.4%  223%  38.8%  49.6% 11.6%  00% 100%
Tertiary Education 15%  61%  7.9%  336% 387%  01% 100% | 21% 7% 98%  571% 33.1%  00% 100%
Health (total) 15.8%  180%  33.8%  434% 224%  04% 100% | 157%  189%  34.6%  447% 203%  03%  100%
Contributory pensions 1.0% 41% 5.1% 25.2% 62.1% T7%  100% | 4.7% 11.0% 15.7%  42.1% 41.0% 12%  100%
Income 47%  94%  141%  388% $B5%  36% 100% | 47%  94%  141%  388% $B35%  36% 100%
Population 19.2%  20.1%  39.3%  425% 17.8%  03% 100% | 192%  201%  30.3%  42.5% 17.8%  03%  100%
Source: CEQ Master Workbook for El Salvador May, 12th, 2015 based on Multi-Purpose Household Survey ( 2011).
1/ Includes the Agricultural Package, School Package, and School Lunch Program.
h— . > Ly A 7l Era N
MR T R, Y807 SRAE N I AR SRR N A 7 o A
AN ) 724
R T RN F 52 28 AN HT LB
El Salvador (2011) Percent of beneficiaries in each income group
y<2.5 2.5<y<4 y<4 4 <y<10 10<y<50 y>50
Rural Solidarity Partnership Communities and PATI 18.2% 7.9% 12.9% 3.7% 1.0% 0.0%
Non-contributory pensions (older adults) 1.0% 0.5% 0.7% 0.2% 0.4% 0.0%
Gas subsidy (cash) 42.3% 53.1% 47.9% 57.0% 48.7% 14.2%
Remaining direct transfers /2 85.2% 76.8% 80.9% 57.9% 25.8% 2.8%
Transportation 27.7% 51.6% 39.9% 68.5% 72.9% 64.7%
Electricity 73.7% 82.6% 78.2% 83.6% 72.7% 32.7%
Water 13.1% 25.3% 19.4% 44.1% 65.3% 70.6%
Preschool Education 74.2% 79.2% 76.4% 72.2% 52.5% 0.0%
Basic Education 95.6% 93.7% 94.6% 85.6% 54.4% 44.6%
Middle Education 27.6% 40.9% 34.0% 46.7% 38.1% 0.0%
Tertiary Education 1.3% 4.2% 2.8% 14.4% 26.0% 2.7%
Contributory pensions 1.4% 3.1% 2.2% 5.5% 12.8% 20.2%
Population 19.2% 20.1% 39.3% 42.5% 17.8% 0.3%

Source: CEQ Master Workbook for El Salvador May, 12th, 2015 based on data from the Multi-Purpose Household Survey (2011).
Notes: 1/ Except for education, coverage for each income group here is defined as the total number of individuals from that group
who live in households where there is at least one beneficiary divided by the total population in that same group. In the case of
education, refers to coverage here the total number of individuals in this income group, living in households where at least one is
enrolled in school independently if have the appropriate age, divided by the population in that income group, living in households
where at least one has the corresponding school age.
2/ Includes the Agtricultural Package, School Package, and School Lunch Program

6. MLEGHIN
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A.1. Appendix: Estimating the Incidence of Consumption Subsidies

Electricity Subsidy

The subsidy for electricity consumption in El Salvador is indirect. A significant portion of
households pay less than market value for electricity, so this subsidy was incorporated in this
exercise to calculate consumable income.

To estimate the value of the electricity subsidy for houscholds, the database of the
Household Multi-Purpose Survey (EHPM, from its acronym in Spanish) was used. The
EHPM reports monthly electricity expenditure in US dollars, which includes any discount
for the subsidy in eligible households plus the value added tax (VAT). The monthly
expenditure was adjusted using institutional rules for the subsidy, as given by the laws and
regulations applied to the sector.

The elements that affect the amount of the subsidy are: electricity consumption of
households, expressed in kilowatt hours (kWh), the level of rates in force as established in
the tariff schedule dictated by the General Superintendency of Electricity and
Telecommunications (SIGET, from its acronym in Spanish), and the kWh threshold set by
policy to qualify for the subsidy.

Because the survey does not contain the amount of kWh consumed and this is an important
parameter, the first step was to estimate the kWh consumed from the bill paid with subsidy
and VAT. The tariff schedule corresponded to the month in which the household was
surveyed. In the exercise conducted for 2011, the tariff schedule changed every quarter, or
four times during the year, and corresponded to the month in which the interview of the
survey was taken.

The electricity tariff schedule was divided into four ranges: from 0-50 kWh, from 51 to 99
kWh, from 100 up to 200 kWh, and over 200 kWh. With the data from the tariff schedule,
16 regressions (four calendar quarters multiplied by four tariff ranges) were performed,
using as explanatory variable the amount payable including subsidy and VAT, and as an
outcome variable the number of kWh consumed, and the slope or subsidized price per kWh
was calculated. The regressions based on the tariff schedule are accurate (R> = 99 or with a
total sum of squared errors of zero). The amount of kWh charged was obtained by
substituting these equations into the monthly cost of electricity reported by the household
survey.

The second step was to calculate the subsidy. In El Salvador the subsidy is granted in two
tranches. The first, between 0 and 99 kWh, is where households pay a fixed price stipulated
by regulations in the Law of the National Investment Fund in Electricity and Telephony,
(FINET) adopted in May 1999, Article 16, which determines a rate of US$0.067/kWh. In
these cases, the subsidy is 89.5%, the difference between the price of US$0.067 and the
average market price or rate schedule set out in the corresponding month excluding VAT.
The State delivered the subsidy via a transfer directly to the electric distribution company,
and was reflected in consumers” electricity bills. For the second tranche, above 99 kWh, the
maximum threshold for subsidy is set by policy. For 2011, during the first quarter,
consumers above 99 kWh paid the rate of January 2011. However, in April 2011, the rate
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was scheduled to increase an average of 16.4%, so the maximum threshold to receive the
subsidy was increased to 300 kWh. With the price change in April, a legislative decree was
approved to keep prices at their January 2011 level for part of their consumption. For the
last quarter of 2011, the threshold was decreased to 200 kWh.

If the household was surveyed between April and July 2011, their consumption between 99
and 300 kWh received the subsidy (paying at the January 2011 price), while consumption
over 300 kWh paid 100% of the new, higher rate. If the household was surveyed after
October 2011, the consumption between 99 and 200 kWh reflected the subsidized rate,
while excess was calculated as paying the higher, non-subsidized rate. Similarly, the amount
of the subsidy value was made by means of a direct transfer from government to the
electricity distribution companies.

In general, when analyzing the amount of kWh, it was observed that if a household paid
US$10 in the month for electricity, it was located below the 99 kWh threshold and was
paying the fixed price from May 1999. After April 2011, if the household paid between
US$10 and US$406, it consumes less than 200 kWh, and the price paid per kWh is that of
January 2011. The subsidies covered 91% of residential users, of which 69.7% are up to 99
kWh consumption, 21.3% between 99 and 200 kWh, and 4.9% between 200 and 300 kWh.

Public Transportation Subsidy

The subsidy operates as an indirect transfer, since the users of public transport pay a fixed
price. The service is subject to state regulation which establishes the rates to be charged by
companies who offer the service and are licensed for specific bus routes.

The government has subsidized the system of public transportation since 1974. Due to the
increase in oil prices in 2007, the "Transitional Law for the Stabilization of Tariffs for Public
Transportation" was passed and has been extended to present day. The subsidy is granted to
the supply side and operates by delivering a fixed amount of money per unit of transport.
According to the parameters of the law, the State transferred the following to entrepreneurs:
US$375 per month per full-sized bus and US$750 per month for each smaller bus during
2011. In addition, according to a study by the Israeli Institute for Transport Planning and
Research in 2000, full-size buses cover an average of 4.6 trips on their routes per day, while
smaller buses cover 5.4 trips a day. Taking the daily average amount of monthly allowance
commensurate with the amount of travel, each full size bus receives US$5.43 and each
smaller bus US$2.31 per trip. Then, according to the number of seats of each unit (60 in
full-size buses and 25 in smaller buses), each seat allowance amounts to US$0.0905 in
full-size buses and $0.0925 in smaller buses.

The same study found that in the Metropolitan Area of San Salvador (AMSS, from its
abbreviation in Spanish), 40 percent of public transportation units are full-size buses and 40
percent are smaller buses. Conversely, outside the AMSS, 80 percent are full-size and 20
percent are smaller. Taking this into account, and the per seat amounts on both size buses,
the weighted average subsidy per seat on every trip was US$0.09178 in AMSS and
US$0.0909 outside AMSS.
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On the demand side, the price paid by the population is fixed. According to Agreement No.
292 from the Transportation Ministry, tariffs of service for passengers in public
transportation are US$0.25 for full-size buses and US$0.28 for smaller buses. The EHPM
collects the monthly amount allocated to public transport. This expenditure was divided by
the weighted average rate of US$0.261 to calculate the number of trips made in each
household. To impute the subsidy, the number of trips was multiplied by the parameters
indicated above, US$0.09178 in AMSS and US$0.0909 outside the AMSS.

Water Subsidy

The public sector is the principal potable water supplier, through the autonomous National
Administration of Aqueducts and Sewers (ANDA, from its abbreviation in Spanish). The
law gives ANDA the authority to propose tariffs to the Executive, which will be approved by

the Ministry of Economy. The current tariff schedule was approved by the Ministry of
Economy in June 2011. These rates are exempt from VAT.

Similar to the case of electricity subsidy, the tariff schedule throughout the year 2011 was
approved on February 24, 2010 and was separated into 13 levels. Consistent with this rate
schedule, thirteen regressions were performed, where the explanatory variable was the
amount to pay including the subsidy and the result variable was the volume consumed in
cubic meters, while the slope or price per cubic meter with subsidy was calculated. Similarly,
regressions based on the tariff schedule are accurate (R> = 99 or with a total sum of squared
errors of zero). Using these equations for the monthly spending per household on potable
water reported in the survey, the number of cubic meters consumed was calculated.

The estimated volume consumed was calculated for each household based on the reported
expense using information from households that answered the EHPM survey who received
service directly from ANDA. Also, according to ANDA records, the cost of providing 1
cubic meter of potable water was US$0.85, which was used to calculate the non-subsidized
water bill by multiplying by the volume of water consumed by each household. Finally, the
subsidy is the difference between the water cost without subsidy and the bill actually paid.

LP Gas Subsidy
Before 2011, the gas subsidy was transferred directly to the supply side, to companies who

imported liquefied petroleum gas (LPG) into the country. Previously, the domestic price was
tixed.

The price of a 25Ib tank, which is widely used for cooking, stood at US$5.10. This was the
lowest price in Central America and all El Salvadorians paid the same price. On the other
hand, the US$0.16 per gallon tax on gasoline consumed was used to finance the LPG
subsidy.

However, increases in the price of petroleum products pushed the difference between the
market price and that facing consumers, which increased the amount that the government
had to subsidize.

During 2011, several changes were made in how the gas subsidy is delivered. The
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government began a program known as the "Plan for Comprehensive Management and
Market Transparency for LPG”, with which changes in the regulation of gas prices were
made. First, it allowed the price of tanks to rise to their market value, reaching US$14.60 for
25lbs, and went on to deliver the subsidy directly to households, with a fixed monthly
amount of US$9.10 if the household consumed less than 99 kWh of electricity per month.
Also, the Ministry of Economy engaged in efforts to reduce exclusion errors by granting the
subsidy to other households in poverty without an electrical connection, to subsistence
businesses and to other non-governmental charities. To impute the subsidy, the EHPM
identifies if a household is a subsidy recipient through a direct question. If awarded, the
subsidy of US$9.10 was linked to the household.
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