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EXECUTIVE SUMMARY

Revenue mobilisation is key to fiscal policy implementation, especially in developing
countries where the demand for public expenditure is high. The mandate of SARS is
to collect all revenue due to the fiscus. SARS collects about 90% of all Government
revenue annually. Since its inception in its current form in 1997, SARS has been
through various cycles of renewal on its journey from being a state bureaucracy to a
fully-fledged tax administration service aligned with international best practice and
which is semi-autonomous from Government. This journey, informed by a well

thought through strategy, guided the evolvement of the SARS operating model.

The performance of SARS for the period 2008-2016 (post global financial crisis and
prior to implementation of the Bain operating model 2016) had been characterised by
the following:

e An IMF assessment in September 2014 using the Tax Administration Diagnostic
Assessment Tool (TADAT) methodology that shows that SARS met international
best practice in 15 of the 27 dimensions measured; while a further 11
represented a sound performance.

e The United States government certified SARS as a fully compliant and reliable
tax administration for the purposes of automatic exchange of information under
the Foreign Account Tax Compliance Act (FATCA).

¢« The IMF rated SARS credibility of revenue analysis as best practice — NEED
THE SOURCE

e Average tax buoyancy ratios of 1.2 which in effect means that the revenue grew
20% faster than the economy over the period.

e Modernisation of the tax administration which, inter alia, yielded exponential
improvements in:

o Turnaround times in completing taxpayer assessments and refunds, where
applicable, from months to a few seconds, except for the relatively small

number of cases where risks were detected.

O

Migration of more than 90% of taxpayers onto electronic submission and
payment channels.
e The Customs Modernisation Programme, which gained traction in 2011 and

delivered wide ranging improvements; halving the time it takes to import, world
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class automation and substantial compliance improvements relating to illicit
cigarettes, clothing and textile products and narcotics.
s South Africa receiving special mention in the 2013 World Bank Doing Business

Report for having improved the most in the ease of trading across borders.

SARS’ heightened international profile was also recognition as a world-class
administration is also evidenced by the fact that officials have been appointed to
head international bodies. For example:
¢ The Commissioner was appointed as the head of the World Customs
Organisation (WCQ) from 2000 to 2006 — his term was extended three times.
¢ A SARS official was appointed to head the newly established WCO
Directorate of Capacity Building.
* Another SARS official was appointed as the Chair of the OECD’s Global
Forum at a time when the G20 mandated the OECD to tackle tax
transparency and automatic exchange of information for tax purposes was

introduced internationally. This official's term was extended.

SARS’ governance programme worked effectively and this was assured by the
Auditor-General (AG) who has, since 2003/4 issued unqualified audit reports for both
administered revenue and own-accounts. In fact, in 2013/14 the AG had issued
SARS a clean audit report for both administered revenue and own accounts.
Moreover, in 2012 Ernst & Young conducted an audit of SARS’ governance and risk
systems. In this review, Ernst & Young found that SARS’ information and technology,
alignment and coordination strategy and objectives and SARS’ process improvement

and efficiency were all assessed to be “advanced”.
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Information technology : 3.8
Alignment and co-ordination 3.7

Strategy and objectives : 3.7

Processimprovement and

efficiency 36

Performance measurement 35
Roles and responsibilities 3?5
Competenciesand capabilities 3;5
Monitoring and reporting 34
Policies and procedures 34
Tone at the top 3.3
Communication 3.25
Statutory & Regulatory compliance 3.25
Control design and effectiveness 3.2
Risk identification and assessment 3.2
Organisational structure 3.1

Culture 2.9

2.5 3 3.5 4

Ernst & Young: SARS Governance and Risk Audit (2012)

Notwithstanding the inaccurate portrayal of SARS being in crisis in late 2014, the four
operating model options generated by Bain, by and large, confirmed the operating
model first mooted in 2008. The 2008 model is a hybrid between a functional and tax
type model, the latter allowing for segmentation of the taxpayer base. The Bain
model, as was the case with the one proposed in 2008, combines the benefits from
various models developed internationally. Both the 2008 model and the 2016 SARS
operating model option proposed by Bain draw from technology to effect large
economies of scale and standardization (the functional model) with taxpayer type
structuring (segmentation) — this was possible because SARS had, over the years,
focused its effort to understand the different types of taxpayers in terms of their
behaviour, their functioning, their expectations of a tax administration and their
psychology. This effort to understand taxpayers better was intended to allow SARS
to improve service, enforcement and education with the intention to improve overall

compliance levels which would translate into increased revenue yields..
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The only major reconfiguration that differentiates the 2016 Bain model from what
existed prior to 2016 was to remove the Customs and Excise division from the
division referred to as Operations. This was in any case inevitable because of the

New Custom Bill legislated in 2014.

The operating model ultimately adopted by SARS in 2016 was a complete departure
from that proposed in each of the four options developed by Bain. In the new
operating model that was implemented, the Personal taxes division was
amalgamated with the Business taxes division, establishing the Business and
Income Taxes division (BAIT), disestablishing the Large Business Centre (LBC). The
LBC was established in 2005 and signalled the advent of the implementation of the
Segmentation strategy. This new restructuring placed 80% of all revenue
responsibility within BAIT, counter to the design principle, which sought to balance

the organisation.

The new operating model also placed all the audit capacity in the Enforcement
division, a departure from the compliance strategy of SARS, which seeks to balance
Enforcement, Service and Education. This strategy encourages voluntary compliance
through education and service, leaving enforcement to deal with specialised and tax
evasion practices. The Compliance Strategy was compromised by both the 2016
Bain proposals and the SARS model finally adopted, by having all the audit capacity
concentrated only within Enforcement. This lumping of all “audit” functions within
Enforcement failed to recognise that compliance audit is more service-oriented than

enforcement audit is.

Two years into the new operating model, it has become evident that SARS has

regressed. For the periods 2016/17 and 2017/18:

e Revenue buoyancy ratio retreated to 1, with revenue growth from the Large
Business sector contracting in real terms.

Revenue Yield - Savings + Collections - Rm
Q1 Q2 Q3 Q4 TOTAL

2011/12 1 70 368 21 3405 3 864

2012/13 | 160 485 1367 3 507 5519
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2013/14 | 337 482 1150 2 958 4927
2014/15 | 234 568 288 2472 3 562
2015/16 | 200 574 660 3105 4 539
2016/17 | 180 830 971 4155 6 136
2017/18 | 558 852 1103 3015 5528

Whilst the Bain operating model diagnostic in 2015 identified a potential
Customs and Excise revenue gap of R70 billion for collection by 2017, over and
above the trend of 5%, revenue growth from Customs and Excise slowed to
below 1%.

Compliance of taxpayers continued to slide, with taxes such as PAYE and VAT,
collected on behalf of SARS. This can be gauged by the percentage returns not
filed. PAYE returns not filed slipped from 16.1% in 2008/09 to 31.0% in 2017/18
and in the case of VAT from 20.9% to 38.8% for the same period. The number
of returns not filed is increasing exponentially year-on-year - from 4.2 million in
2008/09 to 7.7 million in 2017/18, raising the aggregate number of outstanding
returns, not counting the current financial year, to 57 million.

Compliance of companies filing their returns is at the very best hovering around
the 40% mark — this means that around 60% of companies are not filing their
returns. (Companies need to file returns to allow SARS to perform a
reconciliation of tax statements, thereby determining their finalised tax liability).
SARS debt escalated by about 50% from R85 billion in April 2015 to about
R135 billion in 2017/18.

South Africa has regressed by 47 points on the World Bank’s Ease of Trading
across Borders index, back to pre-modernisation ratings. Inspection processes
are the longest they have been in seven years (from 2 days in 2013 to the
current 23 days,).

In a recent management meeting, the Customs leadership described
themselves as fragmented, said that resourcing for risk estimation was below
inadequate and that their capacity to deal with illicit trade had been hollowed

out.
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When the Customs modernisation programme was stopped in the latter part of
2014, it further delayed Customs modernisation and the implementation of the
New Customs Acts Programme by more than three years.

Major loss and displacement of skills robbed SARS of institutional knowledge
much required for a sustainable and solid foundation.

Since 2015, SARS has severely underspent on its Capital budget which is the
backbone for innovation, renewal and sustainability.

The training output from the SARS Academy declined both in quantity and

quality as evidenced by increasing number of service failures and complaints.

The manner in which Bain conducted themselves in developing the 2016
operating model for SARS falls way short of the standard expected from an
international consulting company (the detail of which is found in the Summary
section of this report). Structure follows strategy, and to this end, contemplation
of a new operating model has to be informed by the strategic journey of the
institution and an impact analysis of the effectiveness thereof. The neglect, or
under-appreciation, of the historical SARS strategic journey was arguably the
most telling omission of the Bain diagnostic published in 2016. A TADAT
assessment had been completed towards the end of 2014, and was therefore a
current and relevant independent review conducted by an expert body. One
would expect that the findings of the TADAT assessment would have informed
Bain's diagnostic analysis, more so that the TADAT assessment more or less
coincided in time with Bain’'s analysis. Had Bain focused even only on the
executive summary, they would have identified SARS’ strengths and
weaknesses. This omission is clear in that the objections review process are
not considered at all. Furthermore, as professional consultants, Bain should
have distanced themselves or at least cautioned SARS against the drastic
departure from their proposed operating model options. The final model
adopted by SARS violated at least one important design principle - that of
balancing the organisation. The concentration of power in BAIT, Governance,
International Relations and Communications (GISC) and Enforcement divisions

in the final model is puzzling to say the least.

To consider a snapshot of the strategic journey when contemplating changes to

an operating model would be folly and will in most circumstances result in
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retrogression of the institution. This sadly turned out to be the case in the
design of the 2016 operating model of SARS.
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OVERVIEW AND CONTEXT

Revenue mobilisation is key to fiscal policy implementation, especially in
developing countries where the demand for public expenditure is high. Tax
revenue is the major source of domestic revenue in most countries as it has
proven to be more sustainable than deficit financing and money creation. The
success of a strategy of any organisation must be gauged against the success
it has in executing its mandate. The mandate of SARS is to collect all revenue

due to the fiscus. SARS collects 90% of all South African Government revenue.

SARS had been very successful in ensuring that South Africa maintain fiscal
sovereignty by registering robust (exceeding that of the economy) revenue
growth post democracy. (South Africa shunned bail-outs and hence was
sheltered from the dictates of international funding agencies.) The fiscal space
so created not only assisted in lowering sovereign debt from over 50% in 1994
to 22% in 2008, but also provided the South African government with the
latitude to assume a countercyclical stance to weather the worst effects of the

global financial crisis.

Figure 1: Revenue growth post democracy had been robust exceeding that of the
economy, offering South Africa the fiscal space to reduce sovereign debt.
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SARS, when first established in its current form in 1997, had been through

various cycles of renewal on its journey from being a state bureaucracy to a
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fully-fledged tax administration service, aligned with international best practice.
During its evolution to become a world-class tax administration entrenched the
long held paradigms of taxpayers, tax administrators and society at large had to
be shifted. The strategic journey of SARS is well documented in numerous
annual and diagnostic reports and Exco submissions. The strategy of SARS
was widely shared and views were canvassed at national management fora

and in submissions to Parliament and the Ministry of Finance.

It would therefore be prudent that any current or future leadership of SARS fully
appraise themselves of events, or the strategic journey, that established the
status quo when contemplating changes to the strategy and/or way of doing

business.

To appreciate the evolution of the SARS operating model one has to consider
the strategic journey of SARS since the early 2000s. The responses to a
changing world in which advances in technology offer massive opportunities for
efficiency and effectiveness gains have been embraced by most progressive
tax and customs administrations throughout the world. This recognition shaped

the modernisation agenda of both Tax and Customs in SARS.

The innovative application of technology intended to shift the staff profile,
bulged around low value but high volume processes to high value and
specialised functions; “the thinning the middle” concept (I-SARS). The I-SARS
model (Figure 2) was intended to, through the automation of routine processes,
release SARS staff for upskilling to focus on dealing with the increased
intellectual load and requirement for specialised services. The increase in
complexity of the tax landscape is characterised by hugely sophisticated tax
arrangements, some of which transfer pricing and trade mispricing; all of which
pose risks to the fiscus and the fiscal sovereignty of a country. The approach to
serving large business through a dedicated large business centre was a case in
point. The I-SARS model also crystallised the segmentation model as identified
by the numbers in Figure 2 and the description thereof in Figure 3.
Benefits for staff development and opportunities for process optimisation by

productionising routine and mundane tasks were obvious.
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Figure 2: The 2008 I-SARS model sought to standardise and automate routine but labour
intensive processes liberating staff to attend to specialist functions.
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Figure 3: The 2008 I-SARS model further identified the specialized segments on which
the operating model would be premised on.
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The review of the new operating model in the 2015-2016 period coincided with
a period of extreme upheaval within SARS. Since late 2014 media reports of
“‘rogue” units and nefarious spying on SARS personnel created an atmosphere
of paranoia and distrust within the institution. As more sensationalist media
articles were released, collegiality gave way to aloofness, distrust and
disengagement’. Relationships with taxpayers became strained and overall
taxpayer compliance kept slipping further as public confidence in the institution
waned. This alert was first sounded by SARS when responding to media
interviews post the February 2017 Budget presentation in Parliament and

subsequently reiterated several times in the media.

“Speaking at the 2017 Tax Indaba in Sandton, Johannesburg,
Randall Carolissen, head of research at Sars expressed concern
about the level of non-compliance of taxpayers. Over the last five
years the number of non-submission of returns for Pay-As-You-
Earn (employee tax) has increased by 77% and for Value Added
Tax (VAT) by 32%. He said when economic growth lags, it is usual
to find a dip in compliance. The valley has however never been as
deep as we have seen in the last five years. (Extracted from article

written by Amanda Visser, 12 September 2017". (Moneyweb)

Notwithstanding Bain's inaccurate portrayal of SARS being in crisis in late
2014, the four operating model options it generated by and large confirmed the
operating model first mooted in 2008. The 2008 model is a hybrid between a
functional and tax type model, the latter allowing for segmentation of the
taxpayer base. The Bain model, as was the case with the one proposed in
2008, combines the benefits from various models developed internationally.
Both the 2008 and 2016 SARS operating model options proposed by Bain draw
from technology to effect large economies of scale and standardization (the
functional model) with taxpayer type structuring (segmentation) to deal with the
increasing specialization of taxpayers. The only major reconfiguration that

differentiates the 2016 Bain model from what existed prior to 2016 was to

" SARS Connexion surveys of 2016 and 2017 shows that the percentage of respondents positively engaged
dropped from 61% to 53%.

13



21

14 |

remove the Customs and Excise division from the division referred to as
Operations. This was in any event contemplated by the New Custom Bill
legislated in 2014.

By most accounts the operating model options ultimately adopted by SARS in
2016 is agnostic of the many strategic imperatives such as the segmentation of
the taxpayer base, the thinning the middle (I-SARS) and the overall
modernisation program that had been developed and implemented with great

success over the past decade.

The closure of the Large Business Centre (LBC) had been especially puzzling
given the increasing complexity of tax structuring, integration of trade and cross
jurisdiction operations of large multinational companies. This was a
retrogressive step and a reversal of the intended segmentation or I-SARS
model implementation, fragmenting interfaces with large business across many
divisions within SARS.

In 2006, SARS Customs, like the tax administration side of SARS, had
processes that were in the main paper-based and labour intensive. The
Customs Modernisation Programme started in 2009 to respond to the World
Customs Organisation’s (WCO) Phase 1 Diagnostic recommendations and the
Customs Blueprint. Modernisation gained traction in 2011 and impacted various
areas of Customs and trade favourably. The new Customs Management
System enabled Customs to respond to traders within seconds from the two
hours baseline prior to modernisation. In 2013, South Africa reduced the time;
cost and documents required for international trade by 9 days and improved its
world ranking on the World Bank Ease of Trading across Borders index by 29
points. In 2015 SARS Customs advanced a further 48 points from the pre-

modernisation rank in 2010.
PERFORMANCE REVIEW OF SARS
Overview

Throughout its many years of existence, SARS subjected itself to international

benchmarking and scrutiny by assessment agencies. The Public Expenditure



and Financial Accountability (PEFA?) report released in September 2008 gave
SARS the highest possible rating in all of the categories assessed, with the
exception of debt collections. (See Table 1).

Table 1: PEFA 2008 Assessment of SARS: Distribution of Performance Scores

P13 Fransparercy of taxpayers A

obligations and sabidities
] Ciarity and comprehensiveness A For aff mar taxes the obligations are well specified i
of tax habiities the Acts and in requiations. The SAHS 5Sues SPECic

public mtommation that ranges rom general gukdancs
o defatied sector, entily and 1ax SpecHic documents.
Wawnirgg of tax, penalties and wierast is subject to
policy notes and rulss detailed in manuals and any
walving has 10 be reported 1o the Auditor-General, thae
Mirister of Finarce and the National Assembiy.

it} Taxpayer actess 1o miermation A For ait major taxes SARS provides education and
on tax kateites and SUPPot to taxpayers and has made ? a priotty to
adrimistratve procedures provide intormation that is as accessiie and clear as

possible. The wabsite contains a set of usetul
reguiations, documentations, guides and tools. A help
Cask and call centres during the filng pericd are aiso
m prace 1o respond to pubiic demand for information.
SARS atso makes use of alf avaitable mass
comenurscabon means such as prd media, rathic and
teivision, text messaging and mobie offices. All new
legistations and regulalions are subject 16 a wide
CONSURBING DIOCESS.

i Existence and tunctioning of a A For alt major taxes SARS apphies sn adminstiative

tax appeals machamsm appeal mechanism refersd 1o as the Aternative
Drspante Resolton process. Clear policies and ruks
have been developed. A gude on e appeal system
has been pubished by SARS and data available
dgemonstrates that the sysiem is operational and that
appeals recewve e attention .

An IMF Tax Administration Diagnostic Assessment Tool (TADAT) review
carried out by the IMF in 2014 showed that in most categories assessed SARS
could be considered world-class, adhering to international best practice. Of the
27 indicators assessed, SARS was found to adhere to good international

2 PEFA began in 2001 as a means to harmonize country level assessment of public financial management (PFM)
across the organizations that established the program. Those organizations were the European Commission,
international Monetary Fund, World Bank, and the governments of France, Norway, Switzerland, and the
United Kingdom. They remain the custodians of the program and have supported PEFA through four phases of
implementation.

PEFA was established as a means to reduce the duplication and costs of multiple assessments and to facilitate
dialogue between government and others about how to improve the effectiveness of fiscal policies. PEFA was
also aimed at improving the results of development cooperation as part of the global aid effectiveness agenda.
it provided support for the Strengthening Approach established in 2005 through the Paris Declaration, then
further developed in the Accra Agenda for Action in 2008, and the Busan Partnership for Effective
Development Cooperation in 2011,

https://pefa.org/content/history
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practices on 15 of them, whilst most of the remainder indicated sound

performance. (See Figure 4).

Figure 4: TADAT 2014 Assessment of SARS South Africa: Distribution of Performance

Scores
$6.17 P2
Po-26 ' ‘ Br

o N i o k P4 peror
- f; POAL ’ oy Bl2 B
i M”‘”‘ﬂv@.ﬁ? ﬁ§§ - k%g*"e%‘ 39f the M‘WJAM &&K B3
Po2s seconvightiiyena Bezhuedbeo Prd A
N ; Teemsparency Ot TopaverBas P A

s . 3.7
P23 g e Fi5 A
Pi3 B
, ; D+ ] P10 B
POy . 3 Pi-11 04
igy?f}{;ﬁ » D P . t L 517 ;

Sicisney of Tax - . 4 E
Adminie ration ‘ ’ « E ;?G‘ﬁ . B5-13 A

Dipeygiiong w7 : Supportng . [N T
¥ ‘ : Yolmpraey | f Pﬂi i
Complignce opag ,'; M ?

H H e
POAY o pes
5 Fiing b Tax Borurns
! L
| V-— ., ;
prig ¥ . pOAS B4 10
: s e
POAS o Ohmien
E T

) AneHTaey st Harring '
E - %%5 :

PE-15 P14

¢ ‘A’ denotes strong performance (i.e. performance comparable to good
international practice)

¢ ‘B’ represents sound performance (i.e. healthy level of performance but a
rung below international good practice

¢ ‘C’ means minimum requirement are met

¢ ‘D’ denotes inadequate performance (i.e. minimum performance standards

are not met).

The full TADAT report is attached in Addendum A.

Revenue Performance

Revenue growth is a function of the economic growth, policy changes such as
rate increases or tax expenditure, compliance of taxpayers and operational
efficiencies. The responsiveness of tax revenue to the economic cycle may be

analysed by applying the statistical concepts of tax elasticity and buoyancy.



“Tax elasticity is defined as the ratio of a percentage change in adjusted tax
revenue to a percentage change in income i.e. nominal GDP”. Tax buoyancy
refers to “changes in actual tax revenues due to the changes in income as well
as due to the changes in discretionary measures such as tax rates and tax
bases". If there are no changes in the tax rates and the tax base during the
reference period, the buoyancy will be the same as the elasticity. This
distinction between tax elasticity and buoyancy is very useful in analysing and
evaluating whether future revenues collections will be sufficient to meet

resource needs without changing the rates or bases of the existing tax.

The measurements of tax elasticity and buoyancy are also important statistical
instruments when assessing reforms in tax structure as well as determining the
overall effectiveness of a revenue administration. In addition to this, the study of
tax elasticity and buoyancy is effective when used for revenue forecasting,
especially weighing the performance of the different taxes against their

underlying economic drivers®.

From the year 2004 to 2008, just prior to the onset of the global financial crisis
SARS revenue grew robustly at a Compound Average Growth Rate (CAGR) of
about 15.2%. In the 2009/10 financial year SARS revenue contracted by 4.1%,
mainly in response to the collapse of global economies. The resilience of SARS
was illustrated by the relatively quick recovery in revenue growth in the ensuing
years. SARS, unlike most other countries, suffered only a single year of
contraction, and the degree of contraction was further relatively benign at 4.1%.
(Revenue in the USA contracted by about 16.6%, in the first year, followed by a

very slow recovery.)

Post the financial crisis revenue growth recovered robustly albeit at a lower
CAGR. From 2010 to 2016 the CAGR registered 10.2% with an average
buoyancy ratio of 1.2. The tax-to GDP extraction rate recovered over this period

from the low 24% during the financial crisis to pre-crisis levels of 26%.

* Annexure C 2017 MTPBS Budget Review, National Treasury website

hit

Jfwww.treasury.gov.za/documents/mtbps/2017/default asoxwww
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The 2016/17 and 2017/18 fiscal years saw a departure from this trend. The
CAGR slowed to 6.3%, with tax buoyancies retreating to the long-term average
of around 1%. In response, government introduced a number of policy reforms,
chief amongst which were hikes in PIT and VAT rates, (See Chapter 4 of
National Treasury 2017 and 2015 Budget Review). Without these policy
interventions of increasing in tax rates, fiscal consolidation would only have
been achieved above 60% of the Debt-to-GDP ratio as opposed to the more

sustainable 56% now envisaged.

Drilling down per sector and segment shows that the performance of the large
business sector was flat in nominal terms and in fact retreating in real terms.
The revenue growth therefore came from the non-LBC segment, which had to
grow faster to provide for this increasing slack. Another sector that saw a
revenue deterioration was the tobacco industry. In 2016 a major tobacco
processing factory moved their operations from South Africa, leaving a gap in
excise duty. If domestic consumption is assumed to have stayed the same one
would have expected a concomitant increase in import VAT from this industry.
This did not realise to the full extent and the fiscus was left with a gap of about
R4 billion. (It has to be said that the assumption is that consumption patterns
did not change over this period.)

Whilst the 2015 Bain operating model diagnostic identified a potential Customs
and Excise revenue gap of R70 billion for collection by 2017, over and above

the trend of 5%, revenue growth from Customs and Excise slowed to below 1%.

SARS Debt and Credit Books

Debt and Credit book ratios are important indicators of the health of an
organization. Within tax administrations, they would generally reflect the
efficiency with which taxpayer accounts are processed and disputes are settled.

The value and volumes of both books escalated dramatically post 2016.

In 2016 SARS saw a dramatic slippage in debt accumulation with debt rising
from about R85 billion in April 2015 to R135 billion in 2017. Similarly, the credit

book, comprising monies due to taxpayers, is on an upward trajectory, moving
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from about R40 billion in April 2013 to R55 billion at the end of 2016. Notable
was the spike to over R70 billion in mid-April 2015.

Figure 5: Evolvement of the current SARS Debt Book
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Figure 6: Current Credit Book
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CRITIQUE OF THE BAIN DIAGNOSTICS

Tax Gap

The review of the SARS operating model in 2016 was triggered in part by the

estimated tax gap, which in turn was based on several studies commissioned
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by SARS over the past two decades. The estimated tax gap of between 15%
and 23% of revenue collected, used by Bain to rationalise the need for a new
operating model, was determined from macro-economic perspectives and
hence can at best be a ballpark estimation of the tax gap. Most developing

countries have their tax gap estimations at about 35% of all revenue collected.

It is generally accepted that the “bottoms-up” methodology is the preferred
route to obtain granular, tax type and sector perspectives which could then be
applied to obtain more accurate tax gap statistics. This approach is then used
to identify real and actionable initiatives. Sweden, for instance, in one particular
year tackled the informal economy with great success using the bottoms up
approach. The USA applied the random audit methodology to establish a
baseline and strategy to address non-compliance within the small and medium
sector. Coupled with the investment in data analytics, credit card transactions

were tracked, to bring this sector into the tax net.

SARS is yet to invest in the bottoms up methodology to ensure that the
requisite granularity and improved accuracy be realised. The only way to
address the large informal economy is to follow the Swedish approach. Hence,
the estimated tax gap, without the identification of sector and segment specific
analysis remains a ballpark figure. The tax gap narrowing approach followed by
SARS is to close those tax gaps where clear evidence exists of tax evasion. By
way of example, the Voluntary Disclosure Program realised about R3 billion in
2017/18 from previously unaccounted offshore wealth of South Africans. The
investment that SARS made in participating in the development of international
cooperation agreements provided the intelligence to force this hidden offshore
wealth out into the open. Similarly, the development of the Prominent Business

Individuals program netted more than a billion rand in the prior year.

Segmentation

As early as 2006 the recognition of the advantages of segmenting taxpayers
and prescribing the appropriate tax treatment became evident. Research work
in identifying the various segments, which include High Network Individuals
(HNWI) and the informal sector, commenced in 2006 and the results fed into
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optimisation of the segmentation strategy and operations throughout this
period. Segmentation as a strategic objective was an integral inclusion in the

design of the 2008 operating model.

Debt Equalisation

Bain correctly identified high debt levels as a major problem for SARS. It is
worth noting that since the publication of the Bain diagnostic debt increased by
roughly 50% to R135 billion.

Although purported by Bain as a new initiative, debt equalisation was identified
as early as 2006 as an important mechanism to manage taxpayer debt more
effectively. Systems were subsequently developed to ensure linkages between

the different tax databases to facilitate automated debt equalisation.

‘As SARS’s VAT, PAYE and Income Tax systems function
independently from each other there is no automated
process between the systems to screen refunds. This
process requires a manual intervention and enables SARS
tfo ensure that refunds are only made after debt on all the
core systems has been set off. In total (covering all tax
products) 12% more cases were debt equalised in 2006/07
in comparison with 2005/06. Of these, the number of
income tax cases where debt was equalised rose most
significantly, by 76% in the year under review.
Approximately 9% more VAT cases were also subjected to
debt equalisation than during the previous year. The
2006/07 debt equalisation performance clearly depicts the
intent of the organisation in its pursuit of ensuring
compliance. The figure below gives a breakdown of cases
in which debt was equalised across the various tax types”.
(South African Revenue Service Annual Report 2006/07)
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Risk Engine

To gauge the effectiveness of the risk engine one has to understand the audit
value chain (see Figure 7). The Bain diagnostic points out that of the 1.1million
PIT cases that are selected for compliance checks only 2% are sent for full
audit and they identified that as a huge inefficiency. The point of the matter is
that Bain did not recognise that most cases, because of their low risk, are
sufficiently processed through desktop audits and compliance checks. It is
therefore expected that a relatively a small number of high value cases will

remain for full audit and specialised attention.

Figure 7: The SARS Audit Value Chain
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This erroneous diagnostic probably explains the large concentration of auditors
in Enforcement, thereby denuding the service section of the ability to service

the full Audit value chain.

What is puzzling is that at the same time as denuding service and purportedly
strengthening enforcement, the model adopted actually dismantles the

specialised enforcement units that had focused on conducting complex and

contentious audits.

Customs and Excise
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Customs and Excise lends itself to a command and control environment and
hence the business model by its very nature cannot be the same as that of tax
administration. Hence, the recommendation that Custom be elevated in its
importance in the organisation made sense. It should be pointed that the

implementation of the new Customs Bill was already mooted in 2014.

A serious lack of understanding characterised the Bain finding on trade
mispricing. To automatically assume that trade asymmetries are attributable to
mispricing shows a complete misunderstanding of the dynamics of international

trade.

Service Channels

The Bain diagnostic merely describes a further optimisation of what had been
and still is a highly successful service channel model. At the time of the Bain
diagnostic SARS had already reduced turnaround times from the point of filing
to tax refunds from months to a few minutes. More than 90% of transactions
were shifted from laborious paper administration to electronic channels with the
attendant benefits of improved data collections and liberation of staff from
mundane to value adding activities. It is true that large volumes of electronic
filing are carried out at the branches which results in extraordinary long queues
during peak times. This in my opinion is a result of people having to catch up
with technology and, as more people become comfortable with e-filing, greater
connectivity is achieved and bandwidth costs are reduced, this demand for

electronic-filing at branches should reduce.

Operating Model

The diagnostic correctly pointed out the imbalance in the organisational design,
with 70% of all employees reporting into a single division referred to as
Operations. This imbalance was further compounded by having Customs and
Excise incorporated into Operations. However, the snapshot at the time of the
diagnostic did not take into account the anticipated reforms of the Customs
division and the need to get the standardised and routine functions incorporated

into the SARS “factory” to also move Customs towards the I-SARS model. The
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concentration of operations at that particular stage was always going to be
temporary. The New Customs Bill passed in 2014 defined an operating model
integrated with that of the broader SARS and, ultimately, with the modernisation
program of Customs. It was envisaged that the processes that lend themselves
to it would be standardized and automated and be managed in the production
facilities of SARS, similarly freeing up staff to deal with increasing complexity at
high-end specialized functions.

A critique of the LBC was that there was too much focus on service which
appears to be based on the high level of suspended debt. This analysis is a
non-sequitur. The level of suspended debt suggests high levels of disputed
assessments which is not an indication of pandering to the whims of taxpayers
under the guise of service. In fact, the opposite is true. A high level of disputed
debt suggests a robust administration that demonstrates a balance between

service and enforcement.

BAIN RECOMMENDATIONS FOR NEW OPERATING MODEL

In benchmarking against international best practice, Bain contrasted the
advantages and disadvantages of the model structures based on process
(functional), taxpayer types and tax types and indicated its preference for a
hybrid model, encapsulating the benefits from each approach. The OECD has
indicated also that the functional approach with the increased standardization
across tax types is the primary dimensions in most hybrid organizations. The
functional dimension enables a “factory approach”, which releases economies
of scale. This was pretty much a confirmation of the strategic journey that
SARS had been following and which informed its modernization approach over

the preceding decade.

The four options presented by Bain, with some variation, is a further
confirmation of the SARS segmentation operating model proposed as early as
2008. The functional theme, or the factory environment, introduced by the
SARS modernisation program in mid-2000s, which allowed for standardised
automated processing, is clearly present and grouped with the service
channels, which would serve the entire enterprise. A key corollary of adopting
the hybrid model with its standardized functional component is, in addition to

technological innovations, the need for a workforce that can function in a
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production environment, adhering to quality management principles and who

are au fait with process reengineering.

To this end, the SARS Academy would have been key to the success of the
hybrid model. Prior to 2015 the SARS Academy re-established the
Organisational Management Development Programme (OMDP) management
principles and training up to supervisor level. Also, induction programmes for
new employees were designed to assume smooth and efficient on boarding.
Post the implementation of the new operating model, OMDP was outsourced,

losing much of the benefit had the internal institutional expertise been deployed.

It was the intention to locate the academy within the newly established Tax,
Customs and Excise Institute (TCEI) to ensure that innovation finds practice.
The intent was that the Academy would, inter alia, also have delivered on
content for the new world of complex tax structuring such as transfer pricing,
trade mispricing and treaty abuse, and data scientists for the manipulation of
big data; challenges similarly faced by all tax administrations. The integration of
the Academy (SIOL as it became known) never happened and the design team
reconfigured SIOL within the Learning and Development unit, part of the

Human Capital division.

THE 2016 SARS OPERATING MODEL

The final operating model adopted by SARS in 2016 was a complete departure
from that proposed for each of the four options developed by Bain, counter to
the design principle, which sought to balance the organisation. As far as
recollection goes, the findings were not shared with SARS executives and/or

other work streams.

By combining Business and Individual Taxes (BAIT), important elements of the
segmentation model were eliminated. The Large Business Centre was
fragmented and its value chain dispersed into different business units. In the
new model about 80% of all revenue generation was concentrated in the BAIT
division. Combining Governance, International Relations, Strategy and
Communications, which Bain had proposed as separate units under a Group

Executive, into a single division created another centre of power and again
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represented a departure from an important design principle and the options

generated by the Bain report.

In addition, contrary to the principle of combining like-with-like and leveraging
off institutional economies of scale, the new operating model created no fewer
than four strategic units located in GISC, Customs, BAIT and Enforcement. As
these four strategic units are fragmented and do not connect with each other, it

constrains the alignment of strategy.

The new operating model also placed all the audit capacity in Enforcement, a
departure from the compliance strategy of SARS, which seeks to balance
Enforcement, Service and Education. Should the SARS compliance model be
overlaid over any operating model most auditors should be in the service
environment with a small but highly specialised corps of auditors in the

enforcement or full audit division.

The new operating model does not adequately address the excise function
which ought to have been prioritised. The excise capacity was a pre-existing
concern and the failure to prioritise it capability and capacity has exacerbated

the challenge which can potentially skew competition in the economy.

Well-functioning and mandate critical units like the Revenue Analysis and
Compliance units were repositioned and/or broken up and activities they were
responsible for fell through the cracks. A benchmark study by the author of this
report (see attachment ) on Research, Analysis and Statistics was by all
accounts ignored. A proliferation of strategy subunits created duplication with

the GISC division and operational units.

The operating model as it was implemented did not optimally connect the
individual business components that were needed to effectively collect
revenue. As a result of this, SARS had to further adjust the operating
model to introduce a regionalised revenue-management function. If this
coordination was not introduced then it would have been extremely
difficult to actually collect revenue. SUMMARY AND CONCLUSION
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Revenue mobilisation is crucial to fiscal policy implementation and SARS
success in mobilising revenue in the period from 2008 to 2016 is evinced by the
growth of revenue during these years at 20% faster than the economy.
Independent international assessments during this time also confirmed that
most dimensions of SARS, including Customs, met international standards.
International benchmarks (PEFA and TADAT) scored SARS as a world-class
organisation and one of the organisations at the forefront of harnessing
technology to drive innovation in tax administration. In contrast, the Bain
diagnostic portrayed SARS inaccurately as in crisis in 2014, requiring large-

scale restructuring.

Two years into the new operating model it is evident that SARS has regressed.
Revenue buoyancy has retreated from levels held previously at 1.2 to 1.0,
showing the combined effect of slipping taxpayer compliance and internal
efficiencies. Revenue growth from the Large Business sector and Customs and
Excise has slowed dramatically. Taxpayer compliance, particularly in taxes
such as PAYE and VAT collected on behalf of SARS, has regressed. SARS’
debt has grown by about 50%. South Africa’s international rating on Customs
efficiency has regressed to pre-modernisation ratings and goods inspection
processes are the longest they have been in seven years. A major loss and
displacement of skills has robbed SARS of institutional knowledge and staff

morale is at an all-time low.

In summary, the manner in which Bain conducted themselves in developing the
2016 operating model for SARS falls way short of the standard expected from
an international consulting company.

1. One would expect that Bain would have first assessed the impact of the
strategic journey that SARS had been traversing since inception in 1997
prior to the proffering of a new operating model in 2016. Structure follows
strategy and a clear strategic shift must inform the rationale for
restructuring.

2. Another peculiarity relates to the timing of the release of the operating
model. The recommendations for the 2016 SARS operating model were
presented to the Commissioner on 31 March 2015, whilst the tax and

Customs streams working groups were only constituted on 27 June 2015.
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(see Addendum C: Message to staff from the Commissioner, 2 April
2015). The considerations and rationale for a new operating mode! could
therefore not have been based on the analysis and conclusions drawn.
Notwithstanding the fact that analytical work commenced after the
presentation of the operating model to the Commissioner, the large tax
gap identified as the rationale for the restructuring, was derived from
macro-economic assumptions. More accurate tax gap analysis can be
obtained from micro-economic analysis, an endeavour that SARS is still to
invest in.

In the research for this report, it became clear that the views of many of
the divisional heads were not canvassed. Cases in point being the
Modernisation leadership and the head of Customs, both categories of
executives key in executing the SARS strategy through the modernisation
program. This is inexplicably strange as objectivity in arriving at a
diagnostic is imperative.

The finding on HNWI and debt were not new as purported but had been
on the SARS agenda from as early as 2008. All the information pertaining
to the analytics came from SARS and were repackaged in consultant
style. To pronounce otherwise is cynical.

The 2015 diagnostic identified a CIT revenue gap of R26 billion as due
only to trade mispricing; this is erroneous and displays a poor
understanding of trade asymmetry inherent in the global trade. SARS is
aware of the trade asymmetry phenomenon and understands it being
ascribable to difference in reporting systems and depiction of country of
origin. In 2014 SARS identified, and had its findings validated by the UN,
trade legacy systems that require modernisation.

The new operating model also placed all the audit capacity in
Enforcement, a departure from the compliance strategy of SARS, which
seeks to balance Enforcement, Service and Education.

As professional consultants, Bain should have distanced or at least
cautioned against the drastic departure from their proposed operating
model options. The final model adopted by SARS violated at least one
important design principle that of balancing the organisation. The
concentration of power in BAIT, GISC and Enforcement in the final model

is puzzling to say the least.



It is clear that the limited approach by Bain resulted in the retrogression of the
SARS institution. Realignment with the intended strategic journey is an

imperative.

It is anticipated that a position may be taken that a decline in performance cannot be
attributed solely to an operating model and that there is no direct causative effect
between this operating model and the decline inrevenue ................
If this is so, then:
e why change an operating model at all
s Bain ought to have alerted SARS to the risk in implementation and
proposed very concrete solutions to mitigate that risk and govern the
implementation process.
If the terms of reference did not include this, then Bain ought to have exercised
professional scepticism and their experience and should have at the least, insisted

that SARS include it in their terms of reference
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Operating model Note 2 Date: 09 June 2014 v0.2

1. Purpose

With reference to the memo proposing changes to the SARS operating model of 4 April 2014, this
memo apprises the Minister of imminent changes to and realignment of certain functions that fall
below the EXCO level.

2. Background

&.

<.

Activities from July 2013

With the abrupt departure of the previous Commissioner, the mast urgent tasks
revolved around settling management and staff at SARS; avoiding disruption to normal
operations; achieving our business goals; close the 2013/14 financial year and start the
new MTEF planning cycle; and manage significant risks to SARS reputation.

Achievements

For the sake of brevity, the following are the highlights of SARS business achievements
since July 2013:

* Succesfully installed a new customs border management system. Thrity-six
systems were replaced with a single unified system; (1o be verified)

* Concluded King case after 12 years of litigation;

¢ Received an unqualified audit report from the Auditor General and submitted
the Annual Report to Parliament;

* Tabled Customs Bills in Parliament;
® Ran a successful 2013 Tax Season;

* The collaboration with the DHA, CIPC and the Master's Office, as trusted
custodians of state data reached fruition;

*  Successfully implemented the Employment Tax Incentive
¢ Exceeded 2013/14 revenue target;

* Ratified one-stop border post with Mozambique;

* Opened new branches in Soweto and Boksburg and;

* Earnest efforts have gone into laying the basis for a cultural change within SARS.

New MTEF cycle and business planning

Since february of 2014 SARS has begun a process of reorienting its strategy and business
planninng. The strategy will be anchored in the application of the compliance model.
Business planning will derive from a comprehensive understanding of the SARS as a
whole enterprise rather than relying on the KPls. The salient features of the new
planning are:

¢ Integrated business planning and budgeting process
¢ Regular reviews of business and projects

*  All projects to be governed by the Programme Management Office through a single
governance system
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*  Allprojects to be budgeted for separately without cross-funding between projects

3. Functional Reorganisation

SARS will have to reconfigure its organisational structure and to place personnel where they're more
likely to fulfil the current direction of SARS.

Since the previous note, portfolios of EXCO members shall be:

Commissioner

Tax and/or Customs operations (Barry Hore, discussions started but not concluded yet)
Enforcement (GR)

Legal and policy (KL}

Information Communication and Technology (Tau Mashigo}

Modernisation (Marius Papenfus - invitee)

Business planning, reviews, governance and programme management (iP)

Human resources; {(EK)

Finance; {Advertised)

LBC {Sunita Manik}

Strategy, internal risk (in future to include waorehouse management}, business
improvement and compliance analysis (PR}

GE: Internal Audit (Brian Kgomo - invitee)

There are certain functions as set out below on which there is agreement within EXCO that they
should be relocated to more appropriate portfolios by July 1, 2014 at the earliest.

a.

Audit division to relocate to the Enforcement Division

The audit division had previously been under the enforcement division together with
debt management and criminal investigation. It was moved to general operations in
2009. The verification and inspections activities that used to be conducted under the
audit division have since been reorganised under the Compliance Assurance business
unit.

The audit division is now responsible for complex audit programmes that are more akin
to the enforcement activities. The changes brought about by the promulgation of Tax
Administration Act also mean that the law places a greater governance obligation on
SARS over these activities.

With these considerations in mind, EXCO, the Acting Commissioner, the Chief Officer for
Tax and Customs Enforcement Investigations (TCEl} and the head of the audit division
have discussed the potential re-alignment since July 2013. To avoid disturbance to the
normal operations in the latter half of the fiscal year and during the operations review,
the date for the move has been set for 1 July 2014. This will increase the staff
complement of the enforcement division from 805 to 1411.
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b. Corporate legal service to relocate to the Finance division

The functions housed under the coroporated legal division relate not to legal policy on
tax and customs but to the corporate interest of SARS.

These are matters related to contracts that SARS enters into for office accomodation,
procurement and other such matters. While these can be interpreted legally, the main
concerns relate to the efficient functioning of SARS rather than the efficient
administration of tax and customs laws.

With this consideration in mind, EXCO has decided that this business unit is best Jocated
under the Chief Officer for Finance. All consultations with the affected parties have
taken place. It is expected that the move will be completed soon after 1 July 2014, The
staff complement for the finance division will thus grow from 453 to 479,

¢. Establish a new academy model

SARS has to recruit, train and develop people whose skill and competency is in the
application of tax and customs laws. This has become especially urgent in light of the
progress SARS has made in automating its administrative systems.

Regrettably, the management of the SARS Academy has previously not received the
sustained and focussed attention that enables it to provide for the on-going business
needs and future requirements.

With these considerations in mind, | have appointed Randall Carollissen who is currently
the head of our revenue analysis unit to reform the Academy within the next 6 months.
Randall is well-qualified to take charge of this project. He has a PhD in physics from an
international institution, previously headed the Damelin College and is the current
chairman of the Wits University Council. Even though he has no interest in becoming a
full time head of the Academy, he is enthusiastic about this additional challenge.

In the meantime, SARS has advertised the position for the head of the Academy which
was recently vacated. A shortlist is being compiled.

d. Strengthen capability to interpret and analyse customs law and policy in the Law and
Policy Division

With the changes to the SARS operating model in 2009 customs policy expertise was
distributed between the law and policy division, the business unit responsible for
international relations and the customs operations.

The interpretation of the Customs and related regulations is currently within the
business units that have to apply the law. This situation in customs also diverges from a
similar arrangement in tax policy where all the related functions are located under the
control of the chief officer for law and policy.

Therefore, Law and Policy Division (LAPD) will now incorporate the legal interpretation
that is conducted under the Customs operations division. This will reduce the staff
complement at the LAPD from 391 to 365.
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e.

Governance of case selection

SARS has established an important principle that the officials that are responsible for
executing cases have no authority and play no part in the selection of any case. This
separation of functions and authority reduces the possibility of officials abusing their
power or acting with ulterior motives. There is a single governance system for all case
selection wherever the activity is conducted in SARS. The governance system is a
responsibility of the “strategy, internal risk, business improvement and compliance
analysis” division.

Criminal investigations

The Tax Administration Act of 2011 granted SARS more powers to criminally investigate
potential tax offences. These powers are more intrusive than previously {e.g. search and
seizure without a warrant}. Secondly, SARS has always sought to ensure that tax and
customs cases do not needlessly clog up the criminal justice system. Therefore, we
believe that we must take great care to ensure that the cases that are referred to the
NPA and the law enforcement pass a reasonable measure of due diligence. Thirdly,
taxpayers that are contemplating or commit or carrying out serious tax offences are
more likely to succeed with the collusion of SARS staff members. This has led, in some
situations, to tax offences being investigated in the same course as internal corruption.

With these considerations in mind, SARS has:

i. instituted an ad-hoc independent committee to review cases before they are
referred to law enforcement agencies and the National Prosecuting Authority;

ii. reviewed all related policies and procedures with the aim of improving
governance over criminal investigations; and

i. refined and aligned the mandates of the Tax and Customs Enforcement
Investigations and of the Anti-Corruption and Security Division (ACAS) to ensure
that only the enforcement division may refer matters to institutions in the
criminal justice system.

Establishment of an enterpise-wide programme management office (PMO)

SARS has completed the review of its entire business and investment pian {comprising of
business projects across SARS). The review has indicated the need to restore to the
centre a capability to plan for, direct and review operations and oversee all projects.
Secondly, in SARS’ experience it is prudent to have the capability to run normal
operations separate from the capability to conceive and execute projects. To this end,
EXCO has decided to establish a Programme Management Office. Preparations for the
establishment of the office are underway. The PMO will be established under the
direction of either the Office of the Commissianer or the Deputy Commissioner. The
capability to execute projects exists within and is distributed unevenly between the
divisions and the modernisation project. With the establishment of the PMO, all projects
within SARS will be subject to the same standards of governance, financial control and
review.
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h. Other appointments

In addition to the advertisement for the head of the Academy, the recruitment for the
position of the Chief Financial Officer is at an advanced stage. A short-ist of the
prospective candidates has been concluded. Interviews will be arranged shortly.

4. Potential candidates for your consideration for the Commissioner post

As | mentioned to you, although not required from me in my official capacity, in my personal
capacity | wish to flag the names of Mr Gene Ravele, Ms Mmathabo Sukati and Mr Murphy Morobe
whom you may wish to consider in the process of recommending candidates for the position of SARS
Commissioner. | present the following list with full regard to Ministerial prerogative to advise the
President on the potential appointment.

t have worked closely with Gene and Mmathabo and know their strengths and weaknesses better
than in the case of Murphy whom | know more by reputation.

Mr Gene Ravele: As you know, Gene is currently a member of the SARS EXCO and serves as Chief
Officer: Tax and Customs Enforcement Investigations. He is also accountable for Internal Relations at
SARS. He is a lawyer by training and has worked at SARS for 18 years. He has worked his way up from
senior manager to Chief Officer in a number of jobs ranging from transformation, anti-corruption,
labour relations, communications, stakeholder relations, international relations, customs and tax
and customs enforcement.

Gene has a good understanding of how SARS works. He has sound institutional memory
supplemented by a strong ability to remember and recall detail when required. He has a good grasp
of the tax and customs business although his customs knowledge is better than tax. He maintains a
sound network of contacts across the three spheres of government and is also well known regionally
and internationally particularly in customs circles. He is less known in the private sector and
particularly the tax sector. This has been by design given his current role. However, in the role of
Commissioner, he would have to elevate his profile with the private sector and in tax circles locally,
regionally and internationally.

Over the past two-three years he has been maturing in his role as EXCO member and he is rising to
the challenge of managing SARS as an enterprise that cuts across divisions. increasingly, he is putting
the elephant in the room at EXCO meetings and initiates the difficult conversations. He works well in
the team but can, at times, appear to be severe. He is astute in reading governmental and
organizational dynamics and is very sensitive to the positioning of the organization in relation to the
rest of Government. He makes decisions assertively and timeously, even less popular decisions. He is
widely respected across the organization for his ability to manage diversity,

Gene’s integrity is strong. He is not driven by wealth generation and generally lives an
uncomplicated, comfortable but fairly modest lifestyle. There have been some indiscretions in his
personal life a number of years ago which he has disclosed, managed carefully and discreetly. This
has not impacted negatively so far on his job.
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Ms Mmathabo Sukati: Mmathabo was the Head of SARS Internal Audit from 2008 to 2013. She left
SARS in August 2013 to join Transnet as Chief Audit Executive. Mmathabo is a qualified chartered
accountant and holds a Communications degree from UCT and a MBA degree from Gibbs. Before
joining SARS she was a partner and director at Price Waterhouse Coopers.

She doesn’t have hands-on experience of managing SARS operations but has acquired an
understanding of how the business works, what the business entails, where the weak links are and
what is needed to fix them through her internal audit stint. She is known and respected at Head
Office but is not well known in the regions.

Mmathabo's strengths are administration, building teams and developing individuals. She is a
disciplined and precise administrator. She created and left a solid internal audit team with good
gender and racial spread. She put in place excellent programmes that incorporate exchanges with
the private and public sector for SARS audit graduates. She consistently scored well in staff
engagement reviews. She is well known and respected in the private sector and particularly the
audit and tax sector. She has some profile in black business having served as a member of the board
of the Black Management Forum. Internationally, she is recognised as a voice of South African
Internal Auditors and is currently Chairperson the South African chapter of the Internal Auditors
Board and Senior Vice President of the international body.

Mmathabo is very strong and independently minded and would be able to manage a robust EXCO.
As head of Internal Audit she stood her ground in the face of very strong opposition on technical
grounds and went on to forge a healthy but arms-length relationship with business.

Mr Murphy Morobe: Murphy has a solid record in both the private and public sector. He has served
in senior management positions including CEO of various private and public sector entities and
currently serves on various private sector boards.

He currently chairs the Boards of Ernest and Young and LexisNexis Butterworths and is a director of
Old Mutual and Remgro United. He previously amongst others served as CEO of Kagiso Media and
the Financial and Fiscal Commission, chairperson of the Board of South African National Parks and
spokesperson for President Mbeki.

He is regarded as an accomplished manager and communicator and a specialist in finance. He is well
regarded in business circles and understands the inner workings of Government.

Mr Mfundo Nkuhlu: 've reproduced here only a short summary of Mfundo’s career as | believe he is
well-known to you. Mfundo is the managing director for corporate banking at the Nedbank
Corporation. Before joining Nedbank in 2005, Mfundo was a senior executive at SARS. By all
accounts, he has acquitted himself well in the financial service sector. While at SARS he displayed
the highest standards of ethics, social concern and professionalism. Before SARS, Mfundo served the
Department of Trade and industry developing and coordinating the economic strategy for NEPAD.
Prior to this role, he had played many senior roles within DT He has an BA{Hons) degree from UWC
and hold an advanced diploma in management from Harvard.

Conclusion
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I trust that this memo has given the Minister sufficient notice of the salient organisational issues at
SARS.

Regards,
tvan Pillay

Acting Commissioner for SARS
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Pretoria

Enquiries
Tom Moyane

Telephone
(012) 422 5017

Facsimile
(012) 452 9676

Room
Block A2

Date
2014-11-11

’* v

South African Revenue Service

MR N NENE, MP

MINISTER OF FINANCE Pretoria Head Office

298 Bronkhorst Street,

Nieuw Muckleneuk, 0181

Private Bag X923, Pretoria, 0001
SARS onfine: www.sars.gov.za
Telephone (012) 422 4000

Dear Minister
TRANSFORMATION AND TURNAROUND OF SARS

1. PURPOSE

The purpose of this memorandum is to inform the Minister of the steps |
propose to take in strengthening the SARS brand with a view to restoring the
reputation of the organisation so that it is held with the same level of respect
it was held in before the whittling away of its good reputation due to the
numerous media reports that have surfaced since July 2013.

2. BACKGROUND

SARS has since its inception in 1997 managed to build up a very positive
brand. However, the first crack in what is widely regarded as a successful
organisation surfaced with allegations made against the former
Commissioner Oupa Magashula. A number of media articles over the course
of the year and especially the Hathurani and Johann van Loggerenberg

matters have cast further aspersions, rightly or wrongly, on the integrity of
SARS.

3. TIME FOR COMPREHENSIVE RELAUNCH OF THE SARS BRAND

It is imperative that | begin the process of re-launching the SARS brand by
embarking on a comprehensive overhaul of the organisation in all aspects.
My intention is to strengthen and revitalise the govemance and ethical
framework so that the organisation makes a fresh start after the toils of the
past two years.



To assist me in this endeavour | would like to approach independent

consulting companies to assist with an analysis of the following with a view to

making enhancements in the main areas listed below:

(@)

(b)

(c)

Revenue Collection

Conduct a comparison with a number of institutes across effective tax
categories to address efficiencies, protection of South African
economy and integrity including customs collections

Address performance processes

Operational performance

Review costs structure performance campaigns

Review and analyse SARS’ strategy to deliver on its core mandate
Review the adequacy of the funding of model to push for continuous
improvement

SARS Infrastructure

Adequacy of the IT infrastructure to sustain SARS’' continuous
development

Is the IT roadmap adequate?

Assess the SARS [T real estate assets

Organisation and governance
Structure and sizing

Efficiency of decision making
Governance model review

SARS image and perception

Analysis of the general perception of SARS by the taxpayer and public
Does the image convey trust, efficiency and fairness?

Measurement and brand improvement of the institution
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| believe that there are no skills or capacity to undertake this task internally,
and in any event the organisation will benefit more from the objective view
taken by an external service provider. | am not proposing this course not as a
quick fix solution but as the first step in building a solid base from which
SARS can rise to the challenges of the future, especially in the light of the
tough economic environment and the damage to its reputation.

RECOMMENDATION

I therefore request that the Minister considers the above matters and gives
his approval for me to approach as an initial step a number of consulting
companies listed in the SARS data base of service providers to discuss the

above matter with the view of eliciting proposals for a turnaround plan for
SARS.

COmMMISSI R: SOUTH AFRICAN REVENUE SERVICE

DATE: [l Airbe/ 250
RECOMMENDED/W@TVRECOMNENQER
M JONAS

DEPUTY MINISTER OF FINANCE

APPROVED/NOT-APPROVED —

MINISTER OF FINANCE

DATE: {9 /e; /,ZA(,%
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Appendix 7

Minutes of the procurement committee
Approval of Bain & Co appointment
21 January 2015




MINUTES 21 January 2015

EXCO Procurement Subcommittee

(EXCOPS) VSMS Commissioner

MINUTES of the EXCO Procurement Subcommittee Meeting held on Monday the 21 January 2015 at 14h00

Lehae la SARS, Second floor, GM Boardroom

MEMBERS

Matsobane Matiwa Chief Finance Officer (Chairperson)
Prakash Mangrey Group Executive; Finance
Mogogodi Dioka Executive: Procurement

Yolande van der Merwe Executive: Financial Own Account
Ramesh Jinabai Executive: Operational Risk

John Cruickshank Group Executive: Operations Finance
ATTENDEES

Kamogelo Mampane Shakira Noormohamed

Prakash Ramnarian Luther Lebelo

Holeng Kola Thabang Thinane

Hosea Ntloedibe
Ronald Makumva
Jonas Makwakwa

Dan Zulu
Jan Gololo
Dave Wickens
Noxolo Ngubo
SECRETARIAT: Tebogo Phoshoko: Project Coordinator Procurement
DECLARATION OF INTEREST
ITEM NAME DECLARATION
NONE
1. | WELCOME & APOLOGIES APOLOGIES
The Chairperson welcomed everybody to the meeting and apologies were noted. Bob Head
Makungu Mthebule
Elizabeth Khumalo
Kosie Louw
BID DOCUMENTS
21 RFP 26/2014 Approval to appoint a service provider for the provision of consultancy services to review the SARS
operating model
Presenter: Holeng Kola Duration: Value: R 3 254 928.36
As per the agenda

Background was given by the COO:
e The service provider will be appointed to review the SARS operating mode! because

the commissioner does not want this to be done internally, but rather by an extemal
service provider.
*  This will be a 2 folded process i.e. IT process and reviewing of the operating model.

Background on the procurement process
¢ The memorandum was received in December 2014. As procurement we wanted to

participate in a transversal contract with any govemment department, but there was
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MINUTES 21 January 2015

none available.

e Due to the December holidays the 21 days for advertisement wouldn't work.

e We did a desktop exercise which gave us 5 service providers.

e We then concentrated on those dealing with strategy compiling as per their
company profiles.

Issues/Facts

¢ Aconcern was raised on the cost presented. It seems very low.

e Why did we do a close tender? Time was of the essence

e How were the companies invited for a closed tender chosen? They were selected from an
appointed panel of consultants for the specific service required.

e Why was Accenture and BBND not invited? Because they are not on our consultancy panel,
but 1T service providers.

e There was a withdrawal from PWC because of the time. Did we get a better understanding
from them? They said us expecting delivery in 6 months is not practical.

A question was asked whether the appointed BEC members were experts in the field or not?
Some of them are and some not. They were chosen randomly.

e What will be the deliverable for this consulting service? It will be recommendations from the
service provider on how to improve our strategy by comparing us to other government
departments.

e Did the BEC consider advisory and implementation as phase 1 and 2 to be done by the same
service provider? Yes they did, but concluded by saying they will appoint consultants to do
advisory and at a later stage go to market again to appoint a service provider to implement.
The other reason is that they needed to know what is to be implemented first which will be
addressed by the report from the consultants appointed for advisory phase. It was also
mentioned that the idea is that the appointed service provider must give recommendations
that can be implemented by any service provider not them alone.

I Decision
e Approved as per the BEC recommendation.

i.  Reason the decision
The BEC recommendation is only for the reviewing and aligning phase and later from the
findings we will move to the implementation phase.

OTHER ITEMS / MATTERS ARISING

e The new CFO (Matsobane Matiwa) was introduced to the committee as the new
Chairperson as per the EXCOPS ToR.

e This might be the last meeting that this committee (EXCOPS) holds because the
commissioner wants to appoint a new committee that will be known National Bid
Adjudication Committee (NBAC). The committee will be formed by Chief Officers only.

e Until then this committee is still valid and may be called to meet if the need arises.

Meeting adjourned at 15h30
Confirmation of the next EXCOPS meeting date and time.

Tebogo
Phoshoko

CHAIRPERSON (Matsobane Matiwa)

DATE
Page 207 3




Appendix 8

Letter of suspension - Mr Pete Richer

5 December 2014




-

T PN w Rayes

R C o) Gacc d = k£ REGISTER CASE WITH HR
i Eh —— 1 - \ ' . .
N / %R S TSy EFPigyec Reledions . ER CASENR: Py /) =14
DUSPCHNS U cleCummen VS R A

NOTICE OF SUSPENSION

4 Peter Richer |
= 3669 |

J Strategy Enablement and
{ Communication

Head Office l

4 S5 December 2014 - = Tcxﬁ\,o,q ZoS |

To provide for due and proper investigations into allegations of Gross Misconduct, acts of Impropriety and -
{ bringing the organisation’s name and reputation into disrepute.

|

§E MR EOY ERRESHANSAGA]
gagaistiiastisgensiong o

QO;L exNs FoR SosPeni:

Please take note of the following:

* After consideration of the above representation against your suspension, you are hereby suspended for
30 working days with full pay and benefits, pending the outcome of an investigation and/or subseqguent
disciplinary hearing:

* Although your services may not be required by SARS during your suspension period, you need to be
available and contactable by SARS. You are required to furnish SARS with the address and contact
details of where you will reside during your suspension period:

* You need to obtain permission from the SARS representative mentioned below before visiting any SARS
premises or contacting SARS employees during working hours:

* You are reguired to hand in your SARS [D/access card and/or any other SARS property as deemed
necessary by the SARS representative administering the suspension.

g"! b ‘@ e >, e
083 463 8882

! LLebelo@sars.gov.za

10}

e

7 R R T B G, _ 5P A5 :#A’q-v:."‘srs?.:st-lr A g _""’.s.’.i-g’k"-"-;.ﬁ
RESIENFIAE ADDRES ANHEORTACKOE AR S on

NG, 20 TR WA T 3 s g r«-«r-,ags.
B TAruTon Streer, Dew er, Jug

; OB ¢S2% G168 :

i gkkee\?mw@ ?a(\.wm

R g

The signed Suspension Form must b faxed to the Employee Relations division an” 0265 159 251

2 /%42 .



Appendix 9

Letter from Mr Yunus Carrim to the Commission of Inquiry




TENT

PAR L!AM E NT PO Box 15 Cape Town 8000 Republic of South Africa
Tel 27 (21) 403 2811

&
OF THE REPUBLIC OF SOUTH AFRICA www.pariiament.gov.za

22 November 2018

Ms Nonhlanhla Mkhwebane
The Secretary of the Nugent Commission
Tshwane

commission@ingcomn.co.za

Dear Ms Mkhwebane

Response to former SARS Commissioner Mr Adrian Lackay's testimony at the Nugent Commission on

our Committee’s unresponsiveness to his concerns.

As I explained in my telephonic exchange with you, this may seem a trivial matter given the many and
i

many weighty matters the Nugent Commission has had to address, so

leave it to the Commission to

decide if it is of any value.

I have been meaning to respond for some time now to Mr Adrian Lackay's submission to the
Commission that the Standing Committee on Finance (Scof) and the Joint Standing Committee on
inteliigence (Jsci) were not responsive to his concerns, but have, unfortunately, for various reasons,
not come around to doing this until now. | apologise for coming so late to you.

Mr Lackay certainly wrote to me as the Scof Chairperson and the then Jsci Chairperson, Ms Connie
September, on SARS mismanagement, under Commissioner Tom Moyane, of allegations against the
“High Risk Investigation Unit,” the so-called “rogue intelligence unit”. We did indeed engage with Mr
Lackay. | cannot speak for Ms September, but { respond as the Scof Chair as follows:

1.

2.

10.

"

 do notrecall all my exchanges with Mr Lackay ~ there were | think at least three over the
phone - but several through emails, most of which, if not ali, | have managed to trace.

Mr Lackay sent an email to Ms September and me on 24 March at 17:25, | replied to him and
Ms September at 18:48 on 24 March, and he replied at 18:53, in fact, even expressing his
appreciation for my “swift response”.

I spoke with him over the phone on 25 March and subsequently, including on 15 April.

We also received emails from Mr Lackay on 25 March (09:46), 31 March (10:00) and 15 April
{13:08).

Ms September wrote to Mr Lackay on 27 March (09:36) and 14 April (15:38).

To complicate matters, Ms Belinda Walter, another affected person in the matters Mr Lackay
raised, also wrote to me on 22 April (13:27) to refute some of Mr Lackay’s allegations, and |
also spoke with her over the phone.

fn my first, 24 March, response to Mr Lackay's email, | explained to him that after exchanges
with Ms September and others, we had developed a “complementary division of labour’
between what the Jsci would deal with and what our Committee would, but that almost all the
issues he raised fell under the Jsci.

| also stressed in that email that the Committee could not serve the role of a Tribunal or
Commission, but that we were committed to contributing in any way we could to an amicable
solution fo the issues.

At a Committee meeting a representative of the Legal Services Unit explained that it was the
Jsci that had to deal with the matters raised in Mr Lackay's correspondence.

The “division of labour” between the two Committees was also raised with the Speaker’s
Office.

- Mr Lackay's concerns were also raised at the ANC Finance Study Group and, it was decided

that while Scof could play a very limited role in the matter, Mr Des van Rooyen, the then Study




Group Whip, and | should explore the possibilities of contributing to the political process being
proposed to settle the matier.

12. While we were exploring this and finalising the parameters of the respective Committees roles,
Mr Lackay’s correspondence was publicly released causing huge tensions within the ANC and
the Commities.

13. There was also a conflation of Mr Lackay's labour relations issues with the “rogue intelligence
unit” issues, and Ms September, a former trade unionist, suggested that he consider pursuing
his personal issues through seeking legal advice on whether it was a constructive dismissal.
She explained that intelligence issues fell under the JSCI and also proposed that the matter
be forwarded to the Inspector General.

14. At the time, there were allegations and counter-allegations around the so-called ‘rogue
intefligence unit”, and in that world of "smoke and mirrors” we did not want to be used by
anybody.

15. The Scof could not have done much more to address Mr Lackay’s concerns in the
circumstances. Mr Lackay expected us to act outside of the norms of parliamentary
committees in dealing with allegations such as he made, but this we, rightly, refused to do.

16. Even if the information that has since emerged in the public domain about SARS management
of the "rogue intelligence unit” matter was available in 2015, our Committee would still not
have been able to hold an open parliamentary inquiry into the allegations about the rogue
intelligence unit. It would have required a Commission of Inquiry with the necessary mandate
and experiise to attend to this. To some extent the Nugent Commission has come to serve
that role, it seems to me.

There is a further matter that has recently arisen. SARS recently withdrew its and Mr Moyane's legal
action against Mr Lackay. Our understanding was that Mr Lackay was being taken to court primarily
because he had breached the secrecy provisions of the Tax Administration Act, but it has emerged
that it was on the grounds of defamation that the case was being pursued, which we are now told that
organs of state cannot do. This arose in our Committee’s review of the 2017/18 Annual Report of
SARS, and in our Committee’s 23 October “Budgetary Review and Recommendation Report’ we
noted the following:

‘The Committee notes the withdrawal of the SARS case against Mr Adrian Lackay. It was understood
that Mr Lackay was primarily being taken to court because of breaches of secrecy in terms of chapter
6 of the Tax Administration Act (Sections 67, 68, 69 and 236) and also for defamation. The Committee
could obviously not interfere in these allegations of Mr Lackay's transgressions. Whether Mr Lackay
was taken to court because he had written to the Chairpersons of Scof and the Joint Standing
Committee on Intelligence or because he was suspected of leaking his correspondence to others and
into the public domain was not clear. If it was solely because he wrote to the Chairpersons, it
reinforces the need for a structure — maybe 2 Board, an Inspector General’s Office, the OTO or some
other structure — where such matters as those raised in Mr Lackay's correspondence can be
addressed fairly in closed meetings, apart from, in his specific case, the Office of the Inspector-
General of intelligence. Acting SARS Commissioner Mr Mark Kingon, however, informed the
Committee that Mr Lackay was taken to court solely on the basis of defamation, and “It is well -
established law that the State, including Organs of State, cannot sue for defamation. There is no
doubt in law on this aspect.” SARS said that notwithstanding the settled law, Commissioner Moyane
proceeded to institute claims for damages based upon defamation on behalf of SARS, as well as in
his official and personal capacities. The High Court dismissed the claim of SARS on 24 November
2017. SARS said that: “In the process, and in relation to a claim that should never have been
instituted in the first place, both SARS and Lackay incurred legal costs”. The SARS Corporate Legal
division reviewed the matter, and this led to the agreement between Mr Lackay and SARS, which
disposed of the matter in as far as SARS as an institution and the Commissioner in his representative
capacity is concerned. It is not clear why the case was still being pursued after the High Court had
dismissed SARS’ claim. If the case against Mr Lackay was based solely on allegations of defamation
and SARS current legal interpretation is correct that organs of state cannot sue for defamation. the
Committee believes that serious consideration needs to be given by SARS for the costs of the
litigation to be retrieved from those responsible. The Committee requires SARS to respond to this at
its next Quarterly Briefing to the Committee”




I do not know if the final report of the Nugent Commission will mention Mr Lackay’s views about the
unresponsiveness of the Scof and Jsci to his correspondence to us, but if it does, | would be very
grateful if consideration could be given to briefly covering my response that we did respond to him
within the context of the parliamentary rules and norms.

Should you need any further clarity, please contact me. You can reach me through this email address
and at 0825530174,

I thank you for your attention and convey good wishes.,

Yours sincerely

A/\Gﬁw

Yunus Carrim
Chairperson: Standing Committee on Finance
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Letter from Mr Tom Moyane to the Minister of Finance on
the appointment of EXCO Members:

Ms Mogola Makola
Ms Refiloe Mokoena
Ms Mmamathe Makhekhe-Mokuane

6 April 2017




Office of the Commissicner

h}gécg South African Revenue Service
MOTIVATION FOR APPOINTMENT OF: Pretoria Head Office
Enquiries: Mogola Tsibugo Mako!a 299 Brorkhorst Street,
zanele Zamxake Refiloe Mokoena Nieww Muckleneuk, 0181
bf%eE;zOgQ% s Mmamatha Makhekhe Mokhoune Private Bag X923, Pretoria, 0001
© i : , SARS online: www.sars.gov.za

Reference: peentE T Telephone (012) 422 4000
Chief Officers (_)'f) '

te : i ‘
68 Kot 2017 : R

wsfslz (as1n)
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R i
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MOTIVATION FOR APPOINTMENT OF THREE CHIEF OFFICERS: IN ENFORCEMENT, LEGAL
COUNSEL AND DIGITAL INFORMATION SERVICES & TECHNOLOGY ON GRADE 098

1t Purpose

The purpose of this memo is for the Minister to take note of the appointment of three Chief Officers:
. Mogola Tsibugo Makola a5 Chief Officer: Enforcement, Refiloe Mokoena as Chief Officer: Legal
\ Counsel and Mmamathe Makhekhe Mokhuane as Chief Officer: Digital Information Services &
Technology on Grade 098, in accordance with section 5{1) (2) and 18(3) of the SARS Act: and
section 4 of the lega! opinion provided by Byron Morris, espacialiy paragraph 4.19 of that legal opinion,
paragraphs 21 to 28 of the legal opinion provided by Wim Trengove SC and Kate Hofmeyr, and

paragraphs 52 to 54 of thz legal opinion providad by Vincent Maleka SC and Ndumiso Nxumalo (see
aftached).

2. Background

The transformation agenda of SARS towards a simpler, focused and better alignment to SARS core
mandate and strategic drivers culminated in the announcement of the operating model on the

188 August 2015. After the Chief OFicer recruitment drive, three Chief Officer positons remained
vacant and these rcles are pivotal in leading key functiors in the organisation.

3. The Process

Ore of the Exsoutive Sezan comparnies ¢n SARS preferred recruitment service prouicer pansl was
briefed to souce potential ¢ ndidatss for the Chief Officar roles in the external marka! while also
lockirg

atthe internal candidates. The first round of interviews with shortlisted externa! and internal
andidates ware conductad on the €211 September 2015, 21 June 2016 ard 12 Dscamter

(oINS
<
oy A2
o
(]

Chief Cfficer: Enfarcement, Dist & legal Counsel, Grade 038




S ANNEXURE C
HR ADMIN & PAYROL

EMPLOYEE INITIALS & SURNAME:
{MM Mokhuane

[PECENTAGE PENSIONABLE SALARY 1 65% ]
INFO TYPE 8 i

TOTAL COST TO COMPANY ICTC R 185 782.20
TOTAL PACKAGE TPA R 183 923.00
BASIC SALARY 1000 R 119 549.95
ADD CASH ALL 1P00 R 33 869.06
MEDICAL AID CASH ALL 1P20 R 2 500.00
HOUSING ALL 1P30 R 2 500.00
SERVICE BONUS 1P50 R 9 962,50
INFO TYPE 0014 (Service Bonus) R 0.00
INFO TYPE 0151 ~ (Group Life) R171048
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3.2. Interview Panel Details for Enforcement and Legal Counsel
. s

_Panel Member Name and Sumarme _ -Panel Meniber Job Title ]

Mr Tom Moyane SAHS Commissioner o

| Mr ME Moemi .~ + DG: Sports and Recreation SA —

_g_é_i Eric Mkhawane 1 CEO: Ofiice of the Tax Ombud B o
Chief Officer: Human Capital and Development.

Mr Teboho M a{Observer) N R S

isz ukhﬂ Hokoena (Observs ] | SARS S -

- Ms Auguste *Gusti ust” Costzer . &;a_cjp, Executiva Se:r”h ertﬁa ca o

3.2.1Interview Pane! Details for DIST

R
§

_ Panel Member Nams and Sumame Panel Member Job Title
. Tom Mayane o SARS Commissi ioner ,,5
Tebﬁm f?oxwgsa (QCS@W’T} | SARS Chief Officer: Fma" C»; ia’ & {}ave s'meﬁ !

National Commission aner, Sop ment of Correctiona U

_ | Zach Modise §
SR | Serices i
~——>  Lionel Odcécr .| Director Genera!: Sepa msnis‘ Trade and In du:ﬁ“
' ;Lt Gen frﬁ*} Solly N;%usane - e
|Auguste (Gust) Cosizer | TalentAfica S
4. Vacancy Details and Recommendad Candidate Profile
¥
4.1. Vacancy Details
| ' 4 Vacaacy Repo;‘ts to details: - i
| Position raacrzs o C{*wr' . g Job Grade En " - B
| COIMmissionsr FJOD Lrade U i
{Job Titke) ; = P g
Position reports to ~; '
' (Name and Tom Moyane Position Number | 10000001
Ssma’ne) ' | §
Vacancy detalls: )
RoleClustereg. | Ofica of the Job Ti for
- infrastructure i Commissioner Counseland DIST
3 el 1]
Role Family e g. o  Job Grade | ca
Protection f
- Type of o GERE
Employment T
Contract Pericd  Permanzq
:35@»:-:?: 10035188
2. Selection Decision Mavrix
- IR Selection Criteria R
nief Cfficer: Enforcement, Dist & legal Counsal, Grade (S8




SUBMISSIUN UHIEE UrrICERS: ENFORCEMENT, DIST AND LEGAL COUNSEL

Candidate Name | D
[rankad ommost | interviewSeore | PCVIVetting | ASsessmenis | Ref Gheck
least) . ) i :
Mogola Tsibugo Recommended | Development | Recommended
Makola | Recommended |~ | Required . _

) Deveiopment
Refloe Mokoena | ' Recommended | Recommended | required. | Recommend
Mmamathe f Highly Recommend |/ Development §  Recommend
Makhekhe | Recommended required / ]
Mokhuane | " -

e The panel interviewed seven candidates for the CO: Enforcement position, Mogola Makola
was interviewed for the CO: Legal Counsel Position but the pansl unawmouaiy recommended
her for the Chigf Officer: Enforcement position, based on her experience and qualifications.

The panel interviewed five candidates for Legal, and unanimously recommendad Refiloe
Mokoena

e The panel interviewed four candidates for DIS
Mokhoune

T
i

, @nd unanimously recommended Mmamathe

4.3. Recommendad Candidate Profiles

. i SR

H

Candidata Pm; e far Ch:ef Ofmer Enfarcgmgrﬁt:

' Candidate Name | Mogola Tsibugo Makola - w
. Identity Number 7801010621088
. Race | Afican ,
| Gender | Female ; .
. Disability 1 No B |
() External Employee Job NIA ”
| Tite o ) |
g (If) Internal Employee Job N
| Grade b i
I (i) Internal Employee i ;
' Number I A e
| _ South African Citizen o Yes - o ‘
20{}1 ~date | Bowman Gilfilian Inc O"§Gfafbd (Gaaiem; South Afr ca)
P 28&‘%2%03 ______ icCandidat eAﬁorney 4
2003 - 2895 - As:a}cﬁsatﬂ and Senior Associate (Tax Practi ice Gyrgg&{
2005 - 2008 Senior Associate in Cc{psrate Deg}artment {Tax Practice
o | Group) o
2005 - 2006 Sullivan & Cromwell, Foreig ign Associate (Corporate
- _Department} (LLP, New York) Exchange programme.

Candidate Current ; Bowman Gilfillan Incorporated {Gaaténg, Scuth Africa)
Employer ] . — _
Current Employ men;&aze , 2{308 date
) “gg@}"i S Partﬂpz‘ in ~i‘ax Prac? ce Gmup {Corporate Qép&’tmeﬁfi o
| Six paﬂners in the Tax Practice Group. Managing a staff
Job Description compliment of 10 to 14 personnel. Works across the divisions in

i

1 Kenya, Uganda, Madagascar and Botswana

Transactions peﬁcrmed ‘
Career History | s Advising “S‘\‘L SNOSPV Pte Limited on its disposal of -
shares in Nexus to Vodacom, 2013 - 2015,
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SULIMIDSIUN UHikk URFICERS: ENFORCEMENT, DIST AND LEGAL COUNSEL

Caﬁdzdate Profile for Cﬁief G‘f cer Legal Ccmnse ; ’ o

Candidate Name Refiloe Mokoena - B

dentity Number 6205270789085 B

Race .. African o
Gender Female B 3 e
Disability No B o o
{If) External Employee Job NIA
Title S o o o B
(If) Intemal Employee Job /
Grade N ]
(ify Intemal Employee NIA ;
| Number e
L South African Citize L Yes - R
' Career history - N -
1991 - date Mageza Raffee Mokoena Incort porated ( ‘ARM} Attarney:,
m——
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QUENMISIIUIN LHIEF UFFICERS! ENFORCEMENT, DIST AND LEGAL COUNSEL

|

National Provincial Chief Information Officer (2006-2013) (North |

West Province Government)

*  Supported Head of Department, senior management and the !
other users in the department in the efficient and effective s'
utilisation of information and information technology as strategic |
resources to enable them to executive their functions efficiently
and effectively.

e Manage the information Technology function of the department
and ensured the establishment of sound information
management systems.

»  Aligned the department's information management and

' information technology strategy with the strategic direction of

the department.

Chief Information Officer (2004-2005) Department of
Communications

1 Chief Information Officer (2002-2004) Department of Transport

. YearOblained | T T "Quaicaion 5
.. 2004 MBA o
| 2000 | Information Technology Management ]
L1990 Advanced Project Management R L
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5. EETargets (Divisional/Regional EE Plan)

The EE profile should exclude Non-South African citizens who obtaired citizenship after 27 Aprit 1994,

[ ational EAP - Grad 58

el faz g 10500
Variance % . -

|“Reqiiirements -

{ NewProfile® | 7

{ NewProfile % | 160.00%

5.1 Motivation for Recommending a Non-EE Candidate
N/A

5.2 Motivation for Recommending a Foreign National without Permmanent Residency or Work Permit
N/A

Chief Officer: Enforcement, Dist & legal Counsel, Grade 098
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8. Financial Implications and Proposed Remuneration
6.1. Salary Range for Grade: 98 (Reward Level 25)
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b Maximum

8.2. Motivation for Proposed Remuneration:
The proposad remunaration is at 80% compa-ratio to SARS Rem Level 25 which is also sim
to the market Grade midpoint, Internal parity on i?:»; éff”‘*r:;! s has also been considered.
6.3. Recommendation for Proposed Remuneration:
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These are External Appointments
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7. Appointment Recommendation

It is recommended that the Minister of Finance nofe the appointment of Mogola Tsibugo Makola as
Chief Officer: Enforcemgni, Refiloe Mokoena as Chief Officer: Legal Counsel and Mmamathe
Makhekhe Mokhuane as Chief Officer: Digital Information Services & Technology on Grade 09B.
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Economic Tox Analysis

Submission to the Nugent Commission:

The tax revenue forecasting process and an analysis on how much of the revenue shortfall is due to

poor economic performance, poor forecasting or tax administration problems

Introduction

Tax revenue collections have substantially underperformed projected forecasts over the past
four years. This submission provides a summary of when tax revenue forecasts are published by
National Treasury and explains the process behind the how these forecasts are determined. The
note also attempts to disentangle the impact of economic performance on the extent of the
revenue shortfalls over the past four years. This analytical exercise will not be able to provide
exact definitive answers to some of the guestions around the extent to which any
underperformance is explained by the economy, but it would provide an indication of which tax
instruments may have experienced potential administrative problems in coliection.

The Budget process and tax revenue forecasts

2.

National Treasury publishes a fiscal framework in the Budget in February and in the Medium
Term Budget Policy Statement [MTBPS) in October each year. The fiscal framework sets out the
fiscal position of government, with projections over the next three years for revenues and for
expenditures, where the expenditure projections are known as the Medium Term Expenditure
Framework (MTEF). The revenue and expenditures estimates are critical to determining the
sustainability of the country’s finances, illustrated through the budget balance and the debt-to-
GDP ratio. In times when there is a budget deficit, as is the current case, the estimates help
determine the level of borrowing that government is required to make over the following year
to fund government expenditures. The revenues estimates are one of the main inputs in helping
to determine the level of government expenditure over the MTEF. The forecasts are thus vital
for the functioning of government.



Table 3.1 Consolidated fiscal framework
20134 201445 209518 2018117 201718 204843 951595

Outcoms Ravissd ndenm gstl
R piitioniperssntags of GOP o . . stimate e
Revanus 10888 12220 12873 1414.9 15382
23.4% 254 29.4% 29.8% 23.5%
Expenditure 123338 1384.2 18534 18774
3155 5 32.7%
12278
3005 25.3% 2

Budge! balance

-147.9 ~148.8 <1418

-34% -3 1% <2 8%

S

The tax revenue forecasting process

3.

To determine the tax revenue forecasts the Nationa! Treasury convenes a Revenue Analysis
Working Committee (RAWC), which is comprised of officials from the National Treasury, SARS
and the South African Reserve Bank (SARB). The objective of the RAWC is to provide a best
estimate for revenue forecasts to be published in the annual Budget and MTBPS. The RAWC
usually meets at least twice before each published forecast and is chaired by the Deputy-
Director General for Tax and Financial Sector Policy at the Nationa! Treasury. Four separate
revenue forecasts are presented to the RAWC, from the Economic Tax Analysis and Economic
Policy units at the National Treasury and from SARB and SARS. Each team providing forecasts
brings a unique and different perspective on the state of the economy, on revenue
performance, the impact of tax policies and on the ability of the revenue agency to coliect tax
revenues. The final revenue forecasts for each tax instrument is generally agreed to by
consensus, or an average of the forecasts is taken if there remains some disagreement,

The SARB have provided analysis on the accuracy of the forecasts from each participant in the
RAWC and compared it to the consensus forecast. Their analysis found that, on average, the
consensus forecast has smaller errors than any of the individual forecasts by participants in the
RAWC for the major tax instruments. This point hopefully illustrates the potential advantage of
having a structure such as RAWC to provide estimates for revenue forecasts, as the inputs from
the many views and skills of different officials from separate institutions ultimately lead to
better forecasts.

Published tax revenue forecasts and calculation of the shortfall

-
€
o

National Treasury publishes tax revenue forecasts in the annual Budget Review and the MTBPS
each year. Tax revenue forecasts are made for the next three fiscal years, aligning with the
Medium Term Expenditure Framework. The figure below shows the points at which the latest
estimates were made for the 2017/18 fiscal year. The last forecast before the 2017/18 fiscal
year {which starts on 1 Aprit 2017) was made at the 2017 Budget on 22 February 2017, A revised
estimate was published in the MTBPS on 25 October 2017 and a further revised estimate for
2017/18 was published on 21 February 2018,
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6. The headline shortfall figure for 2017/18 was R49 billion, which is the actua! revenue collected
for 2017/18 compared to the last forecast before the start of the 2017/18 fiscal year, i.e. the
forecast from the 2017 Budget. The figure below shows the monthly revenue forecasts and
actual monthly collections in the top panel and the cumulative shortfall or surplus in the bottom
panel. After six months, National Treasury estimates suggested that revenue coliections were
around R25 billion below the forecast and the MTBPS in October 2018 published a revised
estimate for 2017/18 that was R50.8 billion below the 2017 Budget forecast. The shortfalls
continued to grow, and by the 2018 Budget the revised estimate that was published was slightly

better, indicating a R48.2 billion expected under-collection. The actual shortfall came in at
R495.03 billion.

Monthly tax revenue performance and cumutative deviation from forecasts in 2017/18

Revenue (R billion)

Dewviatian from forecast

7. The table below indicates the stages of the revenue forecasts and the final shortfall for each of
the past four fiscal years In each case the shortfall is compared to the Budget Review




immediately preceding the start of the fiscal \;ﬁaf In these four vears, the revenue estimates
were all revised down at the time of the MTBPS. In the past there have been increases in the
revenue estimate at the time of the MTBPS, for exsmgéé in 2006 the revenue estimate was
revised up by R32.9 billion in October 2006. Unfortunately, most of the revisions after 2008

have been downwards.

Tax revenue forecasts and shortfalls from past four years

2014/15  Deviation 20158/18 Deviation 2016/17 Deviation = 2017/18 Deviation

§75,60
886,255 -7,575
1,088,700 -11,575
1,069,983 -11,282 -22,750
-30,410 1,265,430
-30,70% 1,214,700

8. For the past four years, some commentators may say that SARS has exceeded their targets by
showing that collections are higher than the revised forecast at the time of the M ITBPS or the
revised forecast that is made just before the end of the fiscal year. For example, 2014/15 final
tax collections were around R7 billion higher than the estimate made in the 2015 Budget {with
just over one month remaining in the fiscal year), yet these coliections were R7.355 billion lower
than the original forecast from the 2014 Badget Over the full year this would be seen as an
under-collection of R7.355 billion. In aur view it is not appropriate to assess performance based
on the revised estimates {that are published in the MTBPS or the Budget that is just before the
end of the fiscal year) since a large part of the fiscal year has already gone by when those
revisions are made and the revised estimates already reflect the impact of lower collections in
that year. Those lower collections could be due to under-performance in the economy, or
incorrect tax policy estimates or tax administrative problems. tn our view any calculation of
shortfalls or surpluses should be compared to the forecast made before the start of the fiscal
year.

Tax revenue performance and potential reasons for deviations from forecasts

9. Tax revenue collections have significantly =z»,derper§srmeé projected forecasts over the past
four years, when comparing to the last estimate before the start of the fiscal year. The latest
under collection is R49 billion for the 263?]18 fiscal vear, which is the | argest shortfall since the
global financial crisis (as shown in the figure below). The extent of the shortfalls has a significant
impact on the debt trajectory and the ability of government to meet its public expenditure
commitments, and is partly the reason behind the announcement of tax measures in the 2018




Budget to increase tax revenues by R36 billion (which includes an increase in the value-added
tax rate to 15 per cent),

Tax revenue ;}e*fcrma nce

As commpared to Budget fore

f
=
=
£
o

Dreviation from foreo

10. Any under or over-performance of tax revenues could be attributed to 3 number of factors,

namely:
a.  Adownturn in economic performance compared to the time of forecast
b. Changes in the structure or composition of growth, such as earnings or consumption
€. Anincrease in avoidance or evasion
d. Administrative effort and efficiency
e Anincorrect estimation of tax policy changes on tax revenues, or
f

Forecast errors, amongst others
f=J

11. identifying the reasons behind the latest shortfalls, to the best extent possible, could assist the
Commission in determining whether tax admi

stration had a role to play in these under-
collections. Similarly, these results could potentia fiy help identify whether other elements in the
forecasting process could be improved. For example, if the shortfall is due to i incorrect estimates
of the revenue impact of tax policy changes, or forecast errors, greater effort should be takén in
improving the accuracy of those models to avoid the substantial expenditure and debt
implications. If these shortfalls are due to increased tax avoidance or evasion, if this can be

identified, there would be valid reasons to attempt to bolster tax administration g}erfsrmaasé to
reduce these leakages. There are, however, fewer options to correct the deviations fthe largest
proportion of the error is due to an under-performance in the un e;?&;%&g tax bases.

Changes in economic performance and tax revenues, tax buovancies, and tax elasticities
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13

14

When assessing the impact of economic growth on tax revenues, the first element to check may
be whether actual economic growth was different to what was expected at the time of the
revenue forecast. The figure below shows the percen tage difference in nominal GDP compared
to what was forecast, and the percentage difference in tax revenues. in 201 5/16 there was 2
farge under-performance in nominal GDP alongside a smaller shortfall in tax collections, For
2016/17, the figure shows that there was a slight increase in nominal GDP compared to what
was expected, vet tax revenues fell ceasgderab.g short of expectations. Similarly, in 2017/18
actual nominal GDP growth was slightly below the forecast, but tax revenues deteriorated
further. At first glance this may fook like convincing evidence that economic performance did
not play a large part in the shortfalis in the Jast two years, however this may not necessarily be
true. The shortfalls could be due to a change in the structure of nominal GDP to less tax
intensive GDP components (i.e. to components of GDP which have lower tax collections). For
sxamgis a shift in the composition of GDP away from i imports towards exports would lead to a
fower level of tax revenue with a similar nominal GDP figure, as the shift would lead to a loss of
customns duties and import VAT and an increase in VAT refunds,

Forecast error for nominal GDP and tax revenus est mates since global financial crisis

As e proportion of ac ue and nominal GOP

Error percentage

To elaborate on this further, nomina! imports at the time of the 2016 Budget were expected 1o
e R1.474 trilion for 2016/17, but actual nominal imports only came in at R1.3 tril a
substantial shortfall which ultimately would lead to lower customs duti ies and import VAT {even
though nominal GDP was slightly higher than the 2016 Budget forecast). it would thus be
misleading to use nominal GDP alone as an indicator to assess tax revenue performance.
One measure that is often quoted is the overall tax buovancy figure, which is a direct measure of
how tax revenues have changed with changes in nominal GDP. The tax buoyancy for 2017/18
fly forecast to be 1.41 in the 2017 Budget, after a tax buoyancy of 0.88 for 2016/17.

was initi




15,

16.

Some commentators have stated that this large increase in the overall tax buovyancy shows that
the forecasts are excessively optimistic, but this ignores the impact of compositional changes in
GDP (as discussed above) and also represents a misunderstanding of tax buoyancies and tax
elasticities. Tax buoyancies show the change in tax revenues compared to the change in the
economy (or each tax base), including the impact of any tax pelicy measures, Tax elasticities

exclude the impact of tax policy changes and show changes in tax revenuss due to the
underlying change in the tax base only. The tax buoyancy of 1.41 that was forecast for 2017/1
includes additional tax revenue of R28 billion from tax policy changes announced in the 2017
Budget. Excluding the R28 billion would lead to an overal] tax elasticity of 1.08. There are thus
valid reasons for instances where the tax buoyancy incresses by a substantial margin. But again,
it is less useful to examine the overall tax buoyancy or tax elasticity figure only as it may be
skewed by changes in GDP composition.

Table 4.2 Budget revenue’

201314 2014/15 2015/18 2016/17 2017118 2018/1¢% 2019720

2 millisn Cutcome Revised Medium-term estimates

Gross tax revenus SG0 015 986285 1069983 1144382 1285485 1384390 1407 553
GDP {7 bidion) 38243 38531 do88 8 4 305.8 €741 2 51297 58455
Tax buo 748 147 0.68 147 115 i

There should also be some caution in characterizing the revenue forecast as a “target”, which is
the term sometimes used. The RAWC helps to determine the expected level of revenue
collections from SARS, however this should not be viewed as 3 target in a similar manner to, say,
a target for a sales team. The forecast estimates are not set at an arbitrary desired level that
government hopes to achieve, which may well be unrealistic. The forecasts are a best estimate,
given the expectations for growth in the economy and the individual tax bases. The revenue
forecasts are an important component in determining the projected budget deficits and debt-to-
GDP ratios for the country, along with feeding into the projected levels of expenditure that can
be incurred for national, provincial and local governments. Government would not be able to
plan for their expenditure programmes, or anticipated borrowing requirements, without a
realistic view of the expected income from taxes. Unrealistic assumptions or revenue targets
would be quickly discovered by private sector analysts and investors and would undermine the
credibility of our budget publications, which may have wider consequences for investment and
economic growth. National Treasury does not seek to overestimate potential collections, and
the RAWC process ensures there is sufficient checks so that no one institution can overly
influence the estimates,

Alterative mechanisms have been suggested to assess the performance of SARS, such as by
referencing the R1 trillion collected, or that the tax-to-GDP ratio ic similar to other advanced
countries at around 26 per cent. In our view these are not relevant metrics for evaluating
whether the correct amount of tax is being collected. The R1 trillion mark would have been

reached in any case due to inflation, and tax policy measures can lead to a structur Hy higher




level of taxes in an economy, which has occurred in South Africa over the past five years with
large effective increases in tax rates,

17. From these points, looking at the overall change in revenues in relation to the economy {or
other measures) are not insightful, and any assessment of tax revenue performance should
instead focus on the individual tax revenue components.

Contribution of particular tax instruments

18. The revenue performance per main category of tax indicates that the two largest contributors to
the shortfall over the last few years have been domestic taxes on goods and services {which
includes value-added tax on both domestic and Empmtesﬁ goods} and taxes on income and
profits (which includes personal income taxes and corporate income taxes). Taxes on
international trade and transactions (which includes customs duti es} also showed a material
shortfallin 2016/17.

Deviation from forecast (R billion)

19. The 2016/17 and 2017/18 shortfalis can be broken down into each sub-category of tax, as per
the table below. The 2016/17 tax year saw a shortfali of R16.5 billion in personal income taxes, a
R14.7 billion sheortfall in ém;}{};ﬁ VAT and an R8.5 billion shortfall in customs duties. In 2017/18
there was a further R21.1 billion shortfall from personal income taxes, with anather R9.5 billion
shortfall in import VAT and an R8.5 billion shortfal
occurred for dividend withholding tax (R6.2 bill lion], customs duties (R3.5 billion} and specific
excise duties (R2.5 billion}.

in domestic VAT, Further significant shortfalis

| Tax year 2016/17 2017/18




Forecast Actug! Forecast Actuat

Personal income tax 441,040 424,545 482,086 460,953
Domestic VAT 322,445 321,475 344,823 336,279
import VAT 164,013 148,265 162,304 152,782
VAT refunds -185,198 - 181,574 -184,377 - 181,071
Cerporate income tax 198,293 204,432 218,692 217,412
Fuel fevy 64,435 62,778 70,902 70,545 47
Customs duties 54,043 45,579 52,608 43,154 | - 3,454
Specific excise duties 38,000 35,774 39,871 37,356 |- 2,515
Oividends withholding tax 25,250 31,130 34,717 27,719 |-
Other minor taxes 14,621 14,853 16,038 18,249 E
Skills development levy 17,640 15,315 16,641 16,012 | -
Electricity tevy 8,568 8,458 8,641 8,501 -
Transfer duties 8,084 8,208 123 8,423 7,723 -
Ad-valorem excise duties 3,277 3,396 119 3,639 3,781

| Withholding tax on interest 218 445 228 | 480 - 665
Total 1,174,783 1,143,081 | - 30,707 1,265,483 1,216,465 | - 49,023

The use of tax base changes to forecast tax revenues

20. Tax revenues are closely linked to the change in what is being taxed, whether that be wages,
consumption or imports. This link to an individual tax base is an important tool in creating
forecasts for tax revenues. If we have a reasonable idea behind how tax revenues will react to
changes in their tax bases, then we can derive the anticipated tax revenues from the expected
future value of those tax bases. For example, the figure below shows the change in the wage bill
with the changes in personal income tax revenues from 2004 up to 2015, after taking out tax
policy impacts (the tax elasticity). This data suggests that for a one percent increase in the wage
bill {compensation) there has been a 1.32 percentincrease in personal income tax revenues.

Relationship between growth in PIT revenues and compensation

Change m personal income tax




21. National Treasury publishes what they believe are the important tax bases for the major tax
instruments and the expected relationship between that tax base and the revenue to be
coliected from that tax instrument. The table below shows the latest assumptions from the 2017
MTBPS where, for example, the wage bill is the main tax base for personal income taxes and it is
expected that a one percent increase in nominal imports will lead to a one percent increase in
customs duties. The progressive nature of our personal income tax regime means we get slightly
more taxes as wages increase, however most other taxes are expected to have a one-to-one
relationship with their tax bases {a similar finding to that from the International Monetary
Fund). The buoyancy figure for personal income taxes was 1.3 in the 2016 MTBPS, but has been
substantially lowered to 1.15 after the recent under-collections in personal income taxes {less
personal income tax collections are being made for the same level of growth in the wage bill).
Publishing the changes in tax revenues alongside each tax base improves the transparency
behind our assumptions and hopefully clearly shows that the estimates are reasonable.

Table €3 Taxrevenue and tax bases
I014/15 I015/16  R0I6/1Y 201718 ZDIR/1S 2018/20 2020031

R mitlion Cutcome Estimate Projections
Bersanal lncome tax 52 850 388 102 424 545 451 282 452834 534 873
137 Iig 135
191152 204432 213%0% 223877
7 3% & 2% 7G5
Pii 667 s

301 320

VAT redfunds

Buoyary

Custams dut

Assessing to what extent revenue underperformances were due to the economy

22. To assess the impact of changes in the economy on tax revenues from previous fiscal years it
may be worthwhile to follow a similar approach, by evaluating how the underlying tax base
changed compared to what was expected. As discussed, changes in the tax base should give an
indication on expected changes in tax revenue for each tax instrument. These economic
variables are separately determined by STATSSA and in effect provide a separate, independent




23.

24.

source to compare whether taxes have changed in the same manner as the underlying tax base.
If a separate and independent source is saying that wage growth was higher than expected, one
would expect SARS to collect more in personal income taxes, or vice versa,

One can try to identify how much of each shortf
Y Y

vas due to underperformance in the
economy by re-estimating the outcome using the actual change in the underlying tax base
according to STATSSA data (instead of using projected variables]. In effect this calculates the
forecast as if we have perfect foresight into the change in the economy in the year ahead. If the
model to predict the revenue is reasonable, the forecast using outcome data should provide an
estimate for what the tax revenue collections should have been given the change in the
economy through the tax year.

The process is further complicated, however, as there may be other policy or administrative
reasons behind changes in tax coliections in each year. National Treasury estimates the policy
impact of tax proposals in each vear, but these may be incorrect. For example, large changes
were made to the tax treatment of retirement reform contributions from 1 March 2016, where
it was thought the changes would be revenue neutral (the revenue gains from introducing a
R350 000 cap on deductible contributions were expected to closely match the revenue loss from
higher deductions allowed for provident fund and retirement annuity contributions]. SARS
officials have mentioned that there has been a significant increase in deduction related to
retirement fund contributions, which could be part of the reason for the increase in personal
income tax refunds in 2017/18 (as shown in the figure below). Subjective adjustments are
needed to try and exclude policy impacts such as this from the analysis, as a change in revenue
from a policy decision should be seen in the same fight as a change in revenue due to the
economy. These can be identified to a large degree using administrative data from SARS,
unfortunately National Treasury has not yet received the full anonymized data for 2016/17 to be
able to identify these impacts.
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25. Another noteworthy subjective change is in relation to value-added tax refunds. The figure

below shows that the credit book for value-added tax (how much SARS owes to taxpayers for
VAT refunds) increased by more than 20 per cent in 2014/15 and then by more than 30 per cent
in 2015/16. Simplistically, one would expect the change in the credit book to grow by an amount
closer to VAT growth (which was 7.5 per cent in each year). Large increases in the credit book
suggest that fewer refunds were paid out in comparison to previous years, leading to higher
overall tax collections. SARS subsequently reduced the credit book in 2016/17 and 2017/18,
which appears to show that additional VAT refunds were paid out in those years, which would
reduce tax revenues. The Tax Ombud Report into VAT refunds was published in September
2017. An allowance is made for these changes to the credit book in the analysis.
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26. The table below shows the forecasted increase in the tax base for each tax instrument, the

27.

actual tax base increase, a post-forecast adjustment (as discussed above) and a revised forecast
derived from the actual change in the tax base for the 2017/18 tax year. The last two columns
show how much of the shortfall (or surplus) is due to the change in the economy or from
subjective adjustments, and how much of the shortfall is potentially due to other factors (which

may be due to increases in avoidance or evasion, or because the model to estimate the revised
revenue is incorrect).

For personal income taxes, the tax base was expected to increase by 7.78 per cent, and the
actual increase for 2017/18 was below that at 7.58 per cent, which should have reduced
personal income taxes by around R4 billion, yet the shortfall was R21 billion. However, SARS has
suggested that there have been an exceptionally large number of additional contributions made
to retirement annuity funds after the allowable limit was increased from 1 March 2016. The
analysis here assumes that this led to an additional R7.5 billion reduction in personal income
taxes, which is taken off in the revised calculation. These two changes would then explain R12
billion of the R21 billion shortfall, but would not account for the additional R9 billion under-
collection. For domestic VAT, R7.4 billion of the R8.5 billion under-collection is not explained by




changes in the economy (namely consumption) over 2017/18, and no other adjustments are
made as there were no major policy changes in 2017/18 relating to domestic VAT. It is worth
noting that for import VAT, the forecasted increase in the tax base was 9.78 per cent, yet
nominal imports only grew by 2.99 per cent, a substantial difference. Using this method, almost
the entire shortfall of R9.5 billion is explained by the poor performance of nominal inputs. Also
for customs duties (which has the same tax base), the revenue figure outperformed by over R2
biilion compared to what would have been expected given the much lower growth in nominal
imports.

28. Two further adjustments are made that go beyond investigating only the changes in the
underlying economy. For VAT refunds, the tax base increase (exports) was significantly lower
than originally forecast, yet total VAT refunds paid out was relatively close to the original target.
An additional RS billion in VAT refunds is added to the revised estimate as SARS were actively
running down their credit book, meaning that they were intentionally trying to pay out more
VAT refunds (after the investigation by the Tax Ombud into the delay of VAT refund payments).

29. The other adjustment is a RS.5 billion decrease in the revised estimate for dividends withholding
tax. Budget 2017 announced an immediate increase in the dividend withholding tax rate from
15 per cent to 20 per cent. It was expected that the higher revenues from the tax increase
would fiow through to the fiscus over the course of the 2017/18 tax year. Instead, there was a
massive spike in dividend payments (and the resulting tax) in March 2017, where additional tax
revenue of around R5.5 billion accrued to the previous tax year. In effect this shifted tax revenue
to the previous year (where payments were taxed at the lower rate of 15 per cents), making the
2016/17 final tax revenue figure appear to be R5.5 billion better, at the expense of the 2017/18
tax collections.

30. Re-calculating each individual tax instrument and attributing a portion of the performance of
each tax instrument to what can be explained by the economy or by other policy measures,
shows that around 40 per cent of the shortfall in 2017/18 cannot be explained by economic
performance or policy measures, according to this method. The largest unexplained deviations
are for personal income tax and domestic value-added taxes. This correlates with statements
from SARS officials that there has been an increase in the number of people and companies who
are failing to submit income tax and value-added tax returns. The higher levels of non-
compliance could well be feeding through to lower tax revenues, and would suggest that SARS
has not been able to effectively counter this trend.

[ | Forecast | Actual | Subjective | Re- Due to I
i of tax tax adjustment | calculated economy or | :
base base for policy / revenue g policy/ Not
Taxtype change change | other _ | estimate | other explained

| Personal income tax 7.78% 7.58% -7.500 470,141
. Domestic VAT 713% 6.91% - 343.684
Import VAT 9.78% 3.29% - 154.17¢
L VATrefunds 9.59% 270% |  -5.000 -191.468
_Corporate income tax 663% | 800% - 222626




| Fuel levy 7.52% | 6.98% - 70,127

. Customs duties 978% | 3.29% - 47,079

. Specific excise duties 6.26% | 4.71% - 38,916

_Dividends withhoiding tax 6.63% | 890% -5.500 29,233

| Other minor taxes 7.52% | 6.98% - 15.889

__SKills development levy 7.78% 1 7.58% - 16.476

. Elsctricity levy 131% | 1.42% - 8,578

. Transfer duties -700 7.52% | 6.98% - 8.365

| Ad-valorem excise duties 142 752% | 6.98% - 3,633

Withhoiding tax on interest 185 6.63% | 890% - ... 485

' Total -49 023 -27.548 -21.476
i Percentage of shortfall 56.2% 43.8%

31. The same process was followed to try and identify the extent of shortfall being explained by the

economy for the 2016/17 tax year. The table below includes three additional adjustments, a R3
billion decrease in the revised estimate for VAT refunds, the R5.5 billion increase in the revised

estimate for dividend withholding tax, which led to a surplus following the rate announcement,

and a largely subjective R2.5 billion decrease in personal income taxes due to the retirement
reform amendments (which aliowed provident fund members contributions to be deductible,
but also capped the allowable deduction at R350 000). There are relatively large unexplained

shortfalls for personal income tax (which may be due to policy), import VAT and specific excise

duties. Using the same approach, it would again appear that around a third of the revenue
shortfall is not explained by the poor performance in the economy.

Forecast | Actual | Subjective | Re- ! Dueto |
of tax tax adjustment | calculated [ economy
base base for policy/ | revenue | or policy/
Tax type Shortfall | change change | other estimate | oth
Personal income tax 877% 7.81% -1.500 428479
Domestic VAT 7.35% 6.92% - 318.006
Import VAT 11.25% 0.91% - 152.115
VAT refunds 9.96% 6.37% -5.000 -182,696
Corporate income tax 4.70% 6.17% - 204.258
Fuel levy 7.74% 6.84% - 65.420
{ Customs duties 11.25% 0.91% - 46.671
Specific excise duties 6.65% 6.30% - 39.450
. Dividends withholding tax 4.70% 617% 5500 1 30911
Other minor taxes 7.74% 6.84% - 15415
_Skills developmentlewy | 2325 L 178% 7.81% -1 16408
| Electricity levy -110 1.22% 0.60% - 8523
Transferdutes 1 124 | 774% | es8a% . I
Ad-valorem excise duties 118 7.74% 6.84% - 3220 | -57 176
Vitnholdng taxoninterest | 228 | 470% | 617% | . | o3 | o
Total -30.707 i -20.385 -10,322
__Percentage of shortfall B o R i o o 664% |  33.6%

32 For 2015/16, there was a substantial increase in the VAT credit book and the subjective change
is to assume that an additional R6.5 billion in revenue was collected due to the credit book

increase. Even with this R6.5 billion additional allocation,

it appears that collections




outperformed the economy by around R5 billion, or 40 per cent of the shortfall of R11 billion
{table is shown in the Annexure). This can mainly be explained by a substantial increase in
collections in import VAT and customs duties, even though the outcome for nominal imports
was lower than forecast. For corporate income taxes, there was a large decrease in the tax base
{net operating surplus), but this model suggests that the shortfall should have been much larger.
In effect this means that more tax was collected than would have been thought based on the
change in the underlying economic variables. There were again, however, large under-
collections in personal income taxes and domestic VAT, which cannot be explained by the
model.

33. A large number of simplifying assumptions are implicit in this approach, including that tax
revenues should directly correlate with the tax base from STATSSA. There may be valid reasons
why this would not be the case, for example if there are now fewer high income individuals
underlying that wage bill growth, or if the underlying elasticities should be much lower given
poor economic performance. Alternatively, there may be other tax policy impacts that have not
been correctly estimated. These can potentially be identified once micro-data becomes
available. Many improvements could be made, but this method should provide an initial view on
what is driving the recent shortfalls in tax collection,

Specific excise duties for tobacco

34. Given the sensitivities of the previous method, it is also worthwhile to examine individual tax
instruments to assess their performance, The tables above show that specific excise duties
appeared to have a large amount of unexplained variation. When looking at specific excise
duties on tobacco in particular, the last two tax years have shown a leveling off and then a fall in
excise duties on tobacco. Looking at overall macro consumption statistics may not identify
trends in the individual product categories, but the fall in excise duties {in years when the excise
duty on tobacco products has increased by more than inflation] is worrying. Survey data on
tobacco smoking prevalence do not show an equal decline in consumption, and neither is the
increase in the use of alternative products {“vaping”), suggesting this 20 per cent decrease in
expected revenue for 2017/18 alone may be largely due to increased illicit trade.




Revenus (R bilon}

Conclusion

35. The RAWC process incorporates the views of different institutions to create a best estimate for
the revenue forecasts, while the publication of many of the assumptions behind the revenue
forecasting estimates aliows for greater transparency. The forecast numbers need to be credible
to allow for proper government planning and to make investors comfortable with forecasts of
the country’s fiscal position

36. There are a multitude of ways of looking at the performance of tax revenues, and indirectly the
performance of the revenue agency. In our view the most appropriate measure is by
investigating the tax collections of each tax instrument in relation to the growth in thelr tax base

(which is estimated by a separate institution).

37. The analysis suggests that the last two fiscal vears have seen lar e unexplained shortfalls in
Y g

i
some categories of taxes (such as personal income tax and domestic value-added tax), while
other shortfalls can be largely explained by economic conditions (such as import value-added
tax and customs duties). Notwithstanding the large margins of error in the analysis, there is
some reason to believe that shortfalls in personal income taxes and domestic value-added tax
could be a result of administrative problems in collection, as these results are closely linked to
statements by SARS officials on the increased levels of non-compliance from the non-filing of

personal income tax and value-added tax returns.

Annexure




f Forecast Subjective Re- Due to
‘ of tax Actual adjustment calculated | economy
base tax base | for policy/ revenue or policy/ | Not

. Tax type Shortfall | change change other estimate other explained

| Personal income tax 88 8.85% 8.10% - 397.840 2850

_ Domestic VAT ‘ 7.41% 6.23% - 304.642 5218

- Import VAT 4.41% 3.01% - 140.664 668

. VAT refunds 8.80% 5.62% 6.500 -164.631

| Corporate income tax 4.89% -0.48% - 184.052 10

- Fueilevy 8.13% 5.79% - 55.895 229 -288

| Customs duties 4580 4.41% 3.01% - 41,903 243 4347
Specific excise duties 594 4.90% 561% - 36.209 1,726 -1,132
Dividends withholding tax 1.450 4.89% -0.48% - 21.145 -1,339 2.789
QOther minor taxes 1,431 8.13% 5.79% - 12,787 =210 1.641
Skills development levy 530 8.95% 8.10% - 15,169 479 52
Electricity levy -302 2.02% 0.62% - 8.702 -72 -230
Transfer duties 81 8.13% 579% - 7.123 -192 273
Ad-valorem excise duties -477 8.13% 5.79% - 3.133 -358 -118
Withholding tax on interest 219 4.89% -0.48% - - - 219

. Total P -112082 o ~ -16.640 53438

[ Percentage of shortfail 147 .4% -47.4%




Appendix 12

Copies of Invoices submitted to SARS by

Mashiane, Moodley, Monama Attorneys




SARS - SOUTH AFRICAN REVENUE S
WATERKLOOF HOUSE
BROOKLANE

Cost Centre: David Maphakela
Cortact David Maphakela

m

¥

SARZ/004T . SARS [ Van L ren & Lackay (Rogue)

Q&Sﬁﬁi??

2016710723 Perusal of case law. Discussion with Counsel. Altended  14.00%
consultation with counsel, Drafling aspacts of the opinlon,
{8 hours}
6/10/30 Further consultation with Counsel, Finallsation of the 14.00%
, opinion. (3 hours)
W016/10/17 Travelliing costs per kilometer (30 kms)
2016/10/23 Travelfing costs per kilometer (30 kms)
2018/10/30 Travelling costs per kilomater (30 kms)
2018/10/31 Disbursement re payment to advocale Mtembu
2016/10/31 Disbursement payment o Advocats |
Totals 4
‘I Summary /
5
:}Tcts! for ransactions @ 14.00% /
o Total for transactions with no VAT \i:??;?
S
Remittance Advics Pleass use this reference; SARZ/004ET
PO BOX 784040 Please rots that payment is dus on presentaton Payment
\ Bandton may be made into the following bark sccount:
2148
Standard Bank
Tel: 0113037300 Sandton City Branch Code 0181 05
Fax: 011303708 Account Number 023201576

Luther Lebslo

Perusal of the book written by JVL and AL to assess Fno 14.00%
taxpayer information was released and to dra®t an opinion
together with Counsel. (8 hours)

Continuous perusal of the book, {8 hours) 14.00%

Continuous perusal of the book. {7 hours) 14.00%

Continuous perusal of the book. Finalisation of the book.  14.00%
Attended a consultation with Counsel with regard io the
structure of the opinion, (12 hours)

Please fax proof of payment in 014-3037%8¢g

voice Mo

invoice Date 2018/10/31
Invoikee Mo 4748
VAT Reg No 4210205136
Page 1
TAX INVOICE
2,822.40 22,882 40
2,508.80 20,428 80
2,185.20 17,875.20
3,763.20 30,643.20
2.508.80 20,428 80
840.80 7.660.80
80.00
80.00
80.00
253,330.00
3486,580.00
14,738.20 72047820
VatAmount  Amount (Excl} Total
14,739.20 105,280.00 120,018.20
600,160.00 600,160.00



Cest Canfre: Davie Maphsikelz

Contzer Daovid Maghakele

2210812015

reat vt Tr

“o 35

Invoice Summary
Total for tansactions & 14.00%
Teotsl for ransaciions Wit o VAT

Ly
Fax 01- 333 7302

b~ eoe

Drefied o brisf o coypes

Contrwous perusal of the book. Asienger 2 Coreulizlon eith 120
both Junkr end Sarier counsel. Attendad & megling with the
Hewks (Mabz) with regard o the proses
reepect of insiuting 2 eriming complaint saeing Lackay ang
Jahanr, {10 hours)

revelng cosh per kilomets {1

BE. FPerusel of tie bosk {10 hours)

LAt

sl

N

»
f\i\
w
a

2 3,135.00

ure end process i

/ —
f; -
{?‘ff - o,
f: ValAmount
Q’T’Qf - b f e
ey 5 [y 8,1 32.00
N /

4
£

Amount Dus

1312 2(g

f
Kindly quote bl reference: SaR2TGEY

Fayment it due on prasemsatien. Pavmant s brvcdos He
fow bank zozourm:

L

o

Amount (Excl)
43,800.00
/ 380.00

O

.y

5. oD



Contact  David Maphakela 1 %} [;)(_1
fter: SAR/0033 - Opinion on Powers of the Commissioner
Your Ref: Luthgr Lebelo
2017/05/12 Received instructions from the office of the Commissionar 14.00%

J

MASHIANE MCODLEY MORNAMA
Attornevys

Ty o ZUDATECD A4

SARS - SOUTH AFRICAN REVENUE SERVICE
WATERKLOOF HOUSE
BROOKLANE

Cost Centre: Cost Centre - David Maphakela

with regard to allegations against the Commissioner in

book titled * The Maputo Connection™ . Acquired the book
from the Wits fibrary. Commence to peruse the book. {10

hours)
szmsn:s Continuous perusal of the book. 14.00%
f 2017/05/14 Continuous perusal of the book. 14.00%
2017/05/15 Contnuous perusal of the book. prepared for 3 14.00%
. consultation with the commissioner. Consuliation with
Counsel. Drafted a memorandum o counsel,

_2017/05/16 Working on an opinion for the commissioner. (9 hows)  14.00%
2017/05/20 Working on an opinion for the Commissioner. {8 hours)  14.00%
2017/05/214 Continous drafting of the opinion. (8 hours) 14.00%
2017/05/28 Working on an opinion with Senior Counsel with regard to 14.00%

the powers of the Commisisoner to deal with bonuses

and s .

salary increment outside Ministerial consent. Telephone
discussion with the Comissioner and briefed him on the

progress. (11 hours)

s

14.00%

2017/05/30 Working on aspects of the opinion. Attended a meeting
with the Commissioner. Discussion with counsel. {5 fours)
17105730 Traveiling costs per kilometer (110 kms)
LJ17105/31 Disbursement payment to Advocate Mokhari
201710531 Disbursement payment to Advocate Miembu
Yotals 7

(7 & o

- 1262

Fax: 011 303 7998

Invoica Summary

Total for tansactions @ 14.00%
Total for transactions with no VAT ~

Remittance Advice
PO Box 784040
Sandton made Into the following bank account:
2148
Standard Bank,
Tel: 011 303 7800

Sandton City Branch code 318105
Accourt No: 023201878

Invoice Date 2017/05131
Invoice No 5376
VAT Reg No 4210205136
Page 1
ST e bR INVOICE
cg M
5 BRI S S Lo 2pon ot
o
2,576.00 20,976.00
+ [0 -00Y
2.191.00 1784100
2.181.00 17,841.00 |
2.833.60 23,073.60
+
A
2,576.00 20976007 Lo ou
2,318.40 1887840 ] -
2.060.80 16,760.80
3,967.04 32,303.04
-
1,803.20 14,683.20 t+ {960
. 390.50 Ve
1158,600.00
. 93.331.00 f¢.
e (
2251704 43667454
Vat Amount  Amount (Excl) Total
22517.04 16083600  183353.04
25332150 25332150

Please use this referenice; S;iRQ}QQ%
Pleass note that paymentis due on prasentation. Péyrfwnt insy be

Pleass fax proof of payment to 011-3037808

Invoice No

435,674 B4




MASHIANE Moopl By MOKNAEA

Attorneys

Koy AEE P

Wi -2rq 323 7902
Faxe 10740 am 7865505 o0z
Ledgeran Mo Jhs 42E Pz 1270
Docar 2 v Nzisar, NMandeie Saars
¥eACTAlior evs 0o g

SARS - SOUTH AFRICAN REVENUE SERVICE

nvoice Date 2018/07/31
WATERKLOOF HOUSE
BROOKLANE invoice No 4615
VAT Reg No 4210205136
Page 1
. i - . >
Cost Centre:Cost Centre - David Maphakera S/CSES 208
Contac:  Davd Maphakels j\' (> OCQU Y( (:)C/ TAX lNVOlCE
Crive G Rze VR A e I A g
Mattor; 2 -‘8 L r& Ma !
Your Ref: Luther & Makwakwa
2016/07/01 Consultation with counsel, Finalisation of the opinion. 14.00% 282240 22,982 40
Traveliad to SARS to meet with Jonag and present the
- opinlon. Acquired cemmnents and instructions to work on
he letter. (9 hours)
2018/07/12 Travelied to SARS and attended g meeling with Mr 14.00% 1.568.00 12,768.00
Makwakwa. Travetled back to Sandton and held
with Mr Mashigne. incoporated Mr
Makwakwas’ input. Amanged g consuttation: with Mr Lebeio
braﬁdlbvfeﬁngon Progress report. (5 ho )
2016/07/01 Traveliing costs per kilometer (110 kms) 330.00
2018/07/12 Traveliing costs per kilometar (110 kms) 330.00
. 2016/07731 Disbursemaent Payment to Advocate Manyage 26,220.00
' Totars 4,380 .40 62,630.40
Invoice Summary Vat Amount Amount {Excl) Totat
ots! for transactions @ 14.00% 4,390.40 31,360.00 35,750.40
Total for transactions with no VAT 26,880.00 26,880.00
)
; s
. ', / , '/v
J° ’
l‘?p N
. / She
,/ e -
bs {
I o
LN,
Remittance Advice Please use this reference: SAR2/D042 -/
PO Box 784040 Pleass notg that peyment is due on presentation. Payment may be Invoice N
N ZSa:gtm made into the following bank account: voice No
1
- Standard Benk, ) o -
Tel: 011 303 7900 Sandton City Branch code 018105 28 ar
Fax: 011 303 709g No: 623201878 ——————

Plesse fax proof of payment to 011-3037999




