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National Treasunonly has limited info on SARS

Treasury staff are generally not privy to internal SARS info

Taxpayer info is CONFIDENTIAL and neither the Minister nor National Trea:
officials have sight of any such info

May only discuss categories of taxpayers, and general approach on
enforcement

NT can only be aware of info as supplied by SARS, including at managemer
meetings with the Minister, Revenue collection processes, interactions arou
Budget and posBudget processes related to legislation and consultations
around Rates Bill, Taxation Laws Amendment Bill, etc.

Taxpayer and media may approach Treasury over various concerns which w
pass on to SARS

Only Commission can verify whether SARS acted on such concerns or storie
the media
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Gross debtto-GDP outlook

Figure 1.1 Gross debt-to-GDP outlook
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Main budget revenue and nointerest spending

Figure 3.1 Main budget revenue and non-interest spending*
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Composition of GDP, by expenditure

GDP is a measure of the value of final goods and services produced in an economy in a
specific period. One way of measuring GDP is the sum of the final uses of goods and services:

GDP = Household spending + Government spending + Investment + Exports -

Imports

SA composition of GDP, 2010-2017 (average)
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Spending accounts for 80 per cent

of GDP
A Household spending ~ 60 per cent
A Government spending ~ 20 per cent

Investment spending accounts for

another 20 per cent

A Private investment ~ 64 per cent

A Government and public corporations
~ 36 per cent

Exports and imports each make up
around 30 per cent of GDP




SARSIreasury relationship has many

dimensions

w SARS reports to the Minister of Finance as Executive Authority

w SARS does not report to the Dept of Treasury or DirgGemeral NT (as is the case for
all public entities falling under relevant Minister)

w SARS relates to the Treasury in many ways, and deals with DG of various divisions v
are headed by a DDG at Treasury

¢ Tax and Fin Sector Policy Division on tax and revenue issues

¢ Public Finance and Corporate Affairs divisions on SARS budget (allocations for |
year, budget applications for current year)

¢ Office of the AccountanGeneral for National Revenue Fund and accounting
services

¢ Asset and Liability Management on cdkiw management
¢ CPO for procurementelated issuesnc expansions and exemptions
¢ GTAC for any tech advice or pulgiivate partnership applications

w SARS will meet with the Direct@eneral and/or Minister for key policy issueg (
coming Budget)
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Content

This Presentation only deals with SARS interaction with Treasury over the Annual Budge
process and Tax Policy/Administration issues

Whydo we tax?

Tax, tax administration and tax morale
Budgetprocess

Revenue shortfalls and risks

Tax administration

Governance reforms (an initigiewpoint)
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Why do we tax?

w Tax system provides underlying resources for development and nhatidding
w Key principles
¢ Equity
Efficiency
Tax buoyancy
Transparency and certainty
Simplicity
Expenditure efficiency and effectiveness on agreed policies
w Main objectives
Raise revenue
Redistribution
Correct market failures
Support economic policy objectives

Behaviourathanges (e.g. encourage saving, discourage consumption of products
negative social impacts)
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Budget Process
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Budget Process key deadlines

w Budget process for next Budget starts around 10 months bdfelmuaryBudget Day,
around May

¢ Budget mandate paper (Presidency and Treasury) in May

¢ NumerousMincombudmeetings involvingVinisterstakes place, making
recommendations to Cabinet

Extended Cabinet with Premiers also consulted on division of revenue
Medium Term Budget Policy Statement third week in October
Budget in February
¢ Financial year starts 1 April, two months after the Budget
w There are always three processes running at the same time
¢ Past year budget: prep and audit of financial statements
¢ Current year budget: Implementation and late year projections
¢ Next year budget: Preparation for the coming year tax proposals

w Tax process is different to expenditure process, and commences much later in the ye
just before MTBPS (starting with what is the revenue gap that needs to be filled in
coming Budget)
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Budget process, fiscal framework and revenue

forecasts

w National Treasury publishes a fiscal framework in the Budget in February and in th
Medium Term Budget Policy Statement (MTBPS) in October each year.

w The fiscal framework sets out the fiscal position of government, with projections ov
the next three years for revenues and for expenditures, where the expenditure
projections are known as the Medium Term Expenditure Framework (MTEF)

w The revenue and expenditures estimates are critical to determining the sustainabili
0KS O2dzyiNEQa FTAYIlI yOSazX (KNMNREPKatiol KS ©
w 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 functio
of government

Table 3.1 Consolidated fiscal framework
2014/15 2015/16 2016/17 @ 2017/18 2018/19 2019/20 2020/21

Outcome Revised Medium-term estimates
R billion/percentage of GDP | estimate
Revenue 1095.3 1215.3 1285.7 1353.6 1490.7 1609.7 1736.9
28.3% 29.5% 29.2% 28.8% 29.7% 29.9% 29.9%
Expenditure 1235.0 1366.2 1441.8 1558.0 1671.2 1803.0 1941.9
31.9% 33.1% 32.7% 33.2% 33.3% 33.4% 33.4%
Non-interest expenditure 11136 12278 1285.0 13876 14834 1596.9 1718.0
28.8% 29.8% 29.2% 29.5% 29.5% 29.6% 29.6%
Budget balance -139.7 -151.0 -156.1 -204.3 -180.5 -193.3 -205.0
o 9k -3.6% -3.7% -3.5% -4,3% -3.6% -3.6% -3.5%
%% national treasury
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Meetingsbetween Treasury and SARS leadership

over budget proposals

w In normal times, many meetings on tax proposals take place from
Decembetto Februaryat the final stage for preparing thidudgetfor the
nextfinancialyear

w Meetings called by Minister to discuss tax proposals would involve the
both NT and SARS leaderships

¢ DG and DDGS from NT, Commissioner and key tax officials from
SARS (natecessarilyrom Exco)

¢ Signing off on Budget Review chaptéis 4, Annexures B and C)
Involve NT Tax Policy and key SAR&als,including on tables

w In recent years, preparations for 2016, 2017 and 2018 Budgets involv
less or no participation than normal from Commissioner and Exco

¢ But lower level meetings between Tax Policy Division and SARS s
took place, including meetings between DG and Commissioner.
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Interaction and cooperation between Treasury and

SARS

w Treasury advises Minister of Finance on tax policy design, SARS implements tax legisl
to collect revenue; therefore regular collaboration and frequent interaction

w High turnrover of senior managers, some left suddenly and without reasons provided
w[2aa 2F adl¥F FTNRY (Seé dzyada o6tAl1S [ ./

functions

w SARS leadership became increasingly intolerant of public criticism, even from other pu
institutions

w Noticeable that an atmosphere of fear dominates
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SARS leadership increasingly intolerant over

Inconvenient iIssues

w Public attack by SARS Commissioner on
¢ Judge Davis of DTO0 March 2017)
¢ FIC oveMakwakwainvestigation(16 Sepf016)
¢ Immediate response to Judddgoepeover VAT refundeeport (4 Sept 2017)

w Need to examine all internal communication over role of outside legal and
consulting firms: BAIN, Gartner, Hodamvells MMS attorneys and whether
internal structures or units were unaware of their workloref

w Early Oct 2017 meeting btw Ministé&igabaand Commissioner expressed
several concerns related to revenue, staff capacity, rehab funds

w MTBPS market response negative to revenue gap
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How Budget Process works on revenue side?

Revenue process is different from they8ar expenditure side of the Budget (MTEC)

Revenue side generally involves NT, SARS, SA Reserve Bank, and these 3 players
participate in RAWC (Revenue Analysis Workiagnmittee)

RAWC makes recommendations to Commissioner and DG of Treasury, and there is
normally consensus in putting the final set of numbers to the Minister

Revenue estimates take into account the state of the economy, and actual collection:
per tax

Revenue estimates are not set as a percentage of 69E500)

Revenuenumbersbetween years are not easy to compare, as there are tax changes
made every yearegfiscal drag, changes to rates and thresholds, or new taxes)

Budget estimates are effectively set more than 13 months before the end of the
financial year where such revenuecsllected
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Process to determine revenue forecasts

To determine the tax revenue forecasts the National Treasury convenes a Revenus
Analysis Working Committee (RAWC), comprised of officials from National Treasur
South African Revenue Service (SARS) and the South African Reserve Bank (SAR

The objective of the RAWC is to provideest estimatefor revenue forecasts to be
published in the annual Budget and MTBPS

RAWC usually meets at least twice before each published forecast and is chaired
Deputy-Director General for Tax and Financial Sector Policy at the National Treasu

Four separate revenue forecasts are presented to the RAWC, from the Economic T
Analysis and Economic Policy units at the National Treasury and from SARB and S

Each team providing forecasts brings a unique and different perspective on the sta
the economy, on revenue performance, the impact of tax policies and on the ability
the revenue agency to collect tax revenues

Final revenue forecasts for each tax instrument is generally agreed to by consensu
an average of the forecasts is taken if there remains some disagreement

¢ On average, the consensus forecast has smaller errors than any of the individu
forecasts by participants in the RAWC for the major tax instruments (SARB ane
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Calculation of revenue shortfalls

w The last forecast before the 2017/18 fiscal year (which starts on 1 April 2017) was 1
at the 2017 Budget on 22 February 2017.

w 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

w The headline shortfall figure for 2017/18 is R49 billion, which is the actual revenue
collected for 2017/18 compared to the 2017 Budget

2017/18 FIScAL YEAR

2017 ! 2017 2018

e

Budget i MTBPS Budget .
22 February 1 April 25 October 21 February 31 March
2017 2017 2017 2018 2018
Tax revenue estimate published for Revised estimate published at Mediu Last revised estimate published
2017/18 fiscal yearShortfalls / surpluses Term Budget Policy Statement after si with two months of revenue
compared against THIS forecast months of revenue data available data outstanding
%};‘ national treasury
{9 Deprmen
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Example of revenue progression for 2017/18

Monthly tax revenue performance and cumulative deviation from forecasts in 2017/18
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Revisions of tax revenue forecasts since 2014/1-

w Table indicates each revised forecast since 2014/15. In each case the shortfall is
compared to the Budget Review immediately preceding the start of the fiscakyadhar
KIS 0SSy NBYA&ASR R2gy Ay (KS ac¢.t{ o

w Some commentators may say that SARS has exceeded their targets by showing th
collections are higher than the revised forecast at the time of the MTBPS or the rev
forecast that is made just before the end of the fiscal year (e.qg. for 2014/15)

w In our view it is not appropriate to assess performance based on the revised estime
since a large part of the fiscal year has already gone by when those revisions are n
and the revised estimates already reflect the impact of lower collections in that yeal

Tax revenue forecasts and shortfalls from past four years

R million 2014/15 Deviation 2015/16 Deviation 2016/17 Deviation| 2017/18 | Deviation
2014 Budget Reviey 993,650
2014 MTBPS 983,600 -10,050

2015 Budget Revieyy 979,000 -14,650 | 1,081,275
Actual/2015 MTBPY 986,295 -7,355 | 1,073,700 -7,575

2016 Budget Revie\ 1,069,700 -11,575( 1,174,790

Actual/2016 MTBPS 1,069,983 -11,292 ( 1,152,000| -22,790

2017 Budget Revie\ 1,144,380 -30,410 | 1,265,490

Actual/2017 MTBPS 1,144,081 -30,709 | 1,214,700| -50,790

2018 Budget Revie\ 1,217,307 -48,183
% ‘4'% national treasur, Actual 1,216,464 -49,026
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Shortfalls from previous Budget forecasts

w Tax revenue collections have significantly underperformed projected forecasts ovel
the past four years, when comparing to the last estimate before the start of the fisc:
year, with the latest shortfall sitting at R49 billion

The extent of the shortfalls has a significant impact on the debt trajectory and the
ability of government to meet its public expenditure commitments

4

The shortfall,
combined with
additional
expenditure
commitments, such
as fee free higher
education, led to
announcements of
R36 billion in tax at
the 2018 Budget
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Deviation from forecast (R billion)
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Revenue shortfalls
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Possible reasons for revenue shortfalls

w Any under or over-performanceof tax revenuescould be attributed to a number of

factors,namely

a. Adownturnin economicperformancecomparedto the time of forecast
Changesn the structure or compositionof growth
Anincreasen avoidanceor evasion
Administrativeeffort andefficiency
Anincorrectestimationof tax policychangeon tax revenuesor
Forecaserrors,amongstothers

"0 Q00

w ldentifyingthe reasonsbehind the latest shortfalls,to the best extent possible,could
assistthe Commissionin determiningwhether tax administrationhad a role to playin
theseunder-collections

w However,aswith almostall estimationtechniquesthis will not be able to provide exact
definitive answers to some of the questions around the extent to which any
underperformanceis explained by the economy, but it could provide a highlevel
indication of which tax instruments may have experiencedpotential administrative
problemsin collection
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Persistent Revenue Shortfalls a recent and worrying

trend

w Since 1997, the twin drivers of lower tax rates and simplified administration worked in
tandem to achieve greater compliance.
¢ Able to decrease direct tax rates over the last 2 decades, while keeping indirect ra
(particularly VAT) stabl€Broadening of base to lower rates

Table 2.2: Tax rellef granted to Indlviduals, 1995 and 2015

Taxable income Tax at Tax at Effective rates
1995 rates 2015 rates Tax at Tax at
e 1995 rates 2015 rates

1995" 2015° 1995" 2015° 2015 1995" 2015° 2015

22 000 T2 033 2 383 21 739 240 10.6% 30.2% 0.3%

25 000 81 855 3223 25 963 2 008 12.9% 3I.T% 2.5%

30 000 98 226 4 625 33 002 4 955 15.4% 33.6% 5.0%

40 000 130 968 8 225 47 081 10848 20.6% 35.9% 8.3%
50 000 163 710 12 325 61 160 16 742 24.7% 37.4% 10.2%
100 000 2327 421 33 7ES 131 556 59 647 33.8% 40.2% 18.2%
200 000 854 84 76 765 272 347 175 548 38.4% 4.6% 26.8%
300 000 982 262 118 765 413 138 306 154 39.9% 42.1% 31.2%
400 000 1 309 682 162 765 553 928 437 119 40.7% 42.3% 33.4%
500 000 1 637 103 205 763 694 719 568 087 4 .2% 42 4% 34.7%
600 000 1 964 523 248 TE3 B35 510 699 035 41.5% 42.5% 39.6%
700 000 2 291 944 2591 763 976 301 830 024 4.7 42.6% 36.2%
800 000 2 619 364 334 TED 1117 092 960 992 41.6% 42.6% 36.7%
900 000 2 946 TS 377 TES 1 257 883 1 091 980 42.0% 42 7% 37 1%
1 000 000 3 274 205 420 TES 1 398 673 1 222 928 42 1% 42 7% 37.4%

1. Excludss the Transitional Levy.

2. 20115 based on 1995 taxable income adiusted by inflation.

3. This example assumes no fiscal drag refief over the period 1995 ro 2015 (i.e., the tax rates are kept ar 1995 rates).
Source for Consumer Price Index (CPI) data: Statistics SA.

¢ Reform of tax administration efforts focussed on modernising tax administration an
making compliance easier for tax payers.
w The last three years a stephange or break froni9942016trend: Tax increases to deal
x%lth increasing revenue shortfalls and fiscal gap in spite of expenditure teiling

national treasury
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Nominal GDP and revenue compared to forecast

w For last two fiscal years, forecasts of nominal GDP were quite accurate, yet there w
large shortfalls in tax revenues (although the reverse occurred in 2015/16)

¢ Does this mean shortfall cannot be explained by economic performance?

w No, not in our view. There could be changes in the composition of nominal GDP to |
tax intensive components, which negatively affect revenues.

Forecast error for nominal GDP and tax revenue estimates since global financial crisis

(6} Eg Sh|ft fl’0m As a proportion of actual tax revenue and nominal GDP outcomes
imports towards %
exports would lead nominal growth in mer
to a lower level of tax .| upwards compared
to time of forecast

revenue due to a loss g \
of customs duties 5 _ —
and import VAT and & l [ ] .
an increase in VAT &
refunds (but nominal 7
GDP the Same) Yet substantial

shortfall in tax

4% collections
20I11 20I12 20I13 20I14 20IlS 20IlS 20Il7' 20IlS

Q) = g =
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‘ Deparment Fiscal year ending
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Tax buoyancies and tax elasticities

=

s

One measure that is often quoted is the overall tax buoyancy figure, which is a direc
measure of how tax revenues have changed with changes in noGib&l

A smaller buoyancy might be interpreted as evidence that SARS is not collecting as
much as it should, given the level of economic growth

C I.e.the decrease from 1.47 in 2015/16 to 0.88 in 2016/17

However, this confuses tax buoyancies and tax elasticities, and ignores the problerr
associated with the composition of GDP described previously

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 policy measures.

Taxelasticitiesexcludethe impact of tax policy changes and show changes in tax
revenues due to the underlying change in the tax basly

The overall tax buoyancy figure includes tax policy measures (of which there have
many in the last few years) and is not a reliable indicator to assess revenue collectic

performance Table 4.2 Budget revenue'

201314 2014115 201516 201617 2017118  2018/19  2019/20

R million Outcome Revised Medium-term estimates
Gross tax revenue 900015 986295 1069983 1144382 1265488 1384399 1507553
T GDP (R billion) 3624.3 3863.1 4 086.8 4 409.8 4741.2 5129.2 5545.5
| K
m—y Tax buoyancy 1.17 1.46 1.47 0.88 1.41 1.15 1.10
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Revenue forecasts are a best estimate

€ € € €

e

Related to the tax buoyancy figures, some commentators have stated thidaripe
increase in the overall tax buoyanimy 2017/18 showshat the forecasts are
excessivelpptimistic (from 0.88 in 2016/17 to 1.41)

As before, this ignores compositional estimates the impact of tax policies

¢ The tax buoyancy of 1.41 that was forecast for 2017/18 includes additional tax revenue of
R28 billion from tax policy changes announced in the 2017 Budget. Excluding the R28 bil
would lead to an overall tax elasticity 08

There are valideasondor when thetax buoyancy increases by a substantiargin
{AYATINIT @z GKS g2NR aial NBSGE YlIé& ONBI
As the RAWC process has shown, the revenue forecasts are best estimates only

Government would not be able to plan fexpenditureprogrammes or anticipated
borrowing requirements, without a realistic view of the expected income from taxes.

Unrealisticassumptions or revenué (i I NJdbld e guickly 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.
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Alternative measures of revenue performance

w Alternativemechanisms$avebeensuggestedo assesshe performanceof SARSuch
as by referencingthe Rl trillion collected, or that the tax-to-GDPratio is similar to
other advancecdcountriesat around?26 per cent

w In our view these are not relevant metrics for evaluatingthe amount of tax being
collected

¢ TheRl trillion markisa nicemilestone,but would havebeenreacheddueto inflation

¢ Taxpolicymeasuresanleadto a structurallyhigherlevelof taxesin an economy,whichhas
occurredin SouthAfricaoverthe pastfive years

¢ Taxincreasesver the lastfew yearsincludelimited relief for inflation for personalincome
tax,or & 6 NJ @NJIS & L pZincreasein the ratesfor all personalincometax brackets,an
increasein the dividendstax rate to 20 per cent, higherthan inflation increasedn the fuel
levyandexciseduties,amongstothers

w In our view, any assessmenof tax revenueperformanceshouldinsteadfocuson the
individualtax revenuecomponents
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Tax revenue performance per tax instrument

Tax year 2016/17 2017/18

Forecast Actual Shortfall Forecast Actual Shortfall
Personal income tax 441,040 424,545 |- 16,495 482,086 460,953 |- 21,133
Domestic VAT 322,445 321,475 | - 970 344,823 336,279 |- 8,544
Import VAT 164,013 149,265 |- 14,748 162,304 152,782 |- 9,522
VAT refunds -185,199 181,574 3,625 -194,377 191,071 3,306
Corporate income tax 198,293 204,432 6,139 218,692 217,412 |- 1,280
Fuel levy 64,495 62,779|- 1,716 70,902 70,949 47
Customs duties 54,043 45579|- 8,464 52,608 49,154 |- 3,454
Specific excise duties 38,000 35,774 |- 2,226 39,871 37,356 |- 2,515
Dividends withholding tax 25,250 31,130 5,880 34,717 27,719|- 6,998
Other minor taxes 14,621 14,853 232 16,038 18,249 2,211
Skills development levy 17,640 15,315|- 2,325 16,641 16,012 | - 629
Electricity levy 8,568 8,458 | - 110 8,641 8,501 | - 140
Transfer duties 8,084 8,208 124 8,423 7,723 | - 700
Advalorem excise duties 3,277 3,396 119 3,639 3,781 142
Withholding tax on interes 218 446 228 480 665 185
Total 1,174,788 1,144,081|- 30,707| 1,265,488 1,216,465|- 49,023
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Use of tax bases to forecast individual taxes

w

¥

s

Taxrevenuesare closelylinked to the changein what is beingtaxed, whether that be
wages,consumptionor imports.

Thislink to an individual tax baseis an important tool in creating forecastsfor tax

revenues If we havea reasonabladeabehindhow tax revenueswill reactto changes
in their tax basesthen we canderivethe anticipatedtax revenuesfrom the expected
future valueof thosetax bases

Forexample,the figure below showsthe changein the wagebill with the changesan
personalincome tax revenuesfrom 2004 up to 2015 after taking out tax policy
|m paCtS(the taX elaSUClty) Relationship between growth in PIT revenues and compensation

2008
.

This data suggests that for a one ...
percent increase in the wage bill
(compensation) there has been
a 1.32 percent increase in
personal income tax revenues

Relationship not perfect

Change in personal income tax
"
o
=

national treasury 0%-
Department
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Published tax bases and relationships

w National Treasurypublisheswhat they believe are the important tax basesfor the
major tax instrumentsand the expectedrelationshipbetween that tax baseand the
revenueto be collectedfrom that taxinstrument

w Thetable showsassumptions

Table C.3 Tax revenue and tax bases

from the 2017MTBPS 2014/15  2015/16 2016/17 2017/18 201813  2019/20 2020/21

R millian Duteame Estimate Projections
. . Persanal income tax 352950 388102 424545 461262 499839 544873 595467
w Most relatlonShIpS are Wage bill’ 8.6% 7.5% 7.8% 6.3% 7.3% 78%  &I%
Buoyancy 1.61 132 1.20 1.36 115 1.15 115
eXpeCted to be oneto-one Corporate income tax 184925 191152 204432 213905 223577 236172 251047
) ) .. ) ) Net aperating surplus 2.5% 2.5% 6.2% 7.0% 4.5% 5.6% 6.3%
(which is similar to findings sy 173 135 113 067 100 100 100
Net value-added tax 261205 281111 289167 301320 324750 352135 383 266
Su g g este d)y th e IM F) Household consumption £.0% 65.0% 5.0% 5.8% 6.7% 7.3% 7.6%
Buoyancy 1.65 126 0.41 0.72 117 1.17 116
‘el : Domestic VAT 286776 297422 321475 340354 365294 394271 427274
('0 PUbIIShIngthese assumptlons Househald consymplion 6.0% &, 0% 6.9% 5.8% 8. 7% 72% 7.6%
. Auoyancy 147 0.62 1.17 1.01 1.10 1.10 1.10
Improves transparency and Import VAT 136541 150745 149265 151967 161486 174804 190083
MNaminal imports 2.6% 3.0 0.9% 4.3% 6 3% 82% B 7%
hopefully shows that the Buoyancy L3 %45 108 o042 100 100 L0
. VAT refunds 162025 167056 181574 -191000 -202030 -216940 -234091
estimatesarereasonable Nominal exports 4.4% 5.3% 6.4% 6.0% 5.8% 7.4% 7.9%
Auoyancy 0.74 0.58 1.36 0.87 1.00 1.00 1.00
. . . Customs duties 40679 46250 45579 47162 50116 54249 58991
w Relationshi psire volatile Nominal imports 2.6% 3.0% 0.9% 4.3% 6.3% 8.2% 8.7%
Buoyancy -3.09 4.54 -1.60 0.80 1.00 1.00 1.00
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Estimating the impact of the economy on revenug

w Tryingto estimate exactly how much of the shortfalls were due to changesin the
economy,or due to other reasons,s extremelydifficult. Estimatescan be made but
they will certainlyhavea largemarginof error andare unlikelyto be conclusive

w However,many statementshavebeen madethat the entire shortfall is due to under-
performancein the economy,andit isworth evaluatingwhetherthis appearscorrect

w Toassesgshe impactof changedan the economyon tax revenuesfrom previousfiscal
years it thus may be worthwhile to follow a similar approachto forecasting, by
evaluatinghow the underlyingtax basechangedcomparedto what wasexpected

w Theseeconomicvariablesare separatelydeterminedby STATSS#nd in effect provide
a separate,independentsourceto comparewhether taxeshavechangedin the same
mannerasthe underlyingtax base If a separateandindependentsourceis sayingthat
wage growth was higher than expected,one would expect SAR30 collect more in
personalincometaxes,or viceversa

w Unfortunately, matters are complicated by the impact of tax policy or other
administrativechangesTaxpolicy estimatesincludedin forecastsbut maybe incorrect

A



Impact of retirement reforms

w For 201617 and 201718 there may be two issuesthat may have increasedthe
shortfall, but which are not related to lower effectivenessn collections,namelythe
changedo retirementreform legislationand changedo the SARYATcredit book

w The changesto the tax treatment of revenue neutral (the revenue gains from
introducing a R350 000 cap on deductible contributions were expectedto closely
match the revenue loss from higher deductions allowed for provident fund and
retirement annuity contributions)

w SAR®fficialshavementionedthat there hasbeena significantincreasein deductions
related to retirement fund contributions, which could be part of the reasonfor the
iIncreasen personalincometaxrefundsin 201718

w Subjective change needs to be | s,
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Impact of credit book for valueadded tax refunds

w Datafrom SARShowsthat the credit book for valueaddedtax (how muchSAR®wes
to taxpayerdor VATrefunds)increasedoy more than 20 per centin 2014 15 andthen
by more than 30 per centin 2015 16.

w Simplisticallyone would expectthe changein the credit book to grow by an amount
closerto VATgrowth (which was 7.5 per cent in eachyear) Largeincreasesin the
credit book suggesthat fewer refundswere paid out in comparisonto previousyears,
leadingto higheroveralltax collections

W1u r 5 dﬂu
mm Credit Book (R'bn)  ===Growth
1 350
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w SARS subsequently
reduced the credit book
in 2016/17 and 2017/18, ™|
which appears to show 50
that additional VAT 200 |
refunds were paid outin |, |
those years, which would
reduce tax revenues
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Simulating the impact of economic changes on

2017/18 tax revenues

Forecast | Actual | Subjective Re-

of tax tax adjustment | calculated | Due to Not

base base for policy / revenue economy or | explained
Tax type Shortfall | change change | other estimate policy / other | by model
Personal income tax -21,133 7.78% | 7.58% -7,500 470,141 -11,945 -9,188
Domestic VAT -8,544 7.13% | 6.91% - 343,684 -1,139 -7,405
Import VAT -9,522 9.78% | 3.29% - 154,176 -8,128 -1,394
VAT refunds 3,306 9.59% | 2.70% -5,000 -191,468 2,909 397
Corporate income tax -1,280 6.63% | 8.90% - 222,626 3,934 -5,214
Fuel levy 47 7.52% | 6.98% - 70,127 =775 822
Customs duties -3,454 9.78% | 3.29% - 47,079 -5,529 2,075
Specific excise duties -2,515 6.26% | 4.71% - 38,916 -955 -1,560
Dividends withholding tax -6,998 6.63% | 8.90% -5,500 29,233 -5,484 -1,514
Other minor taxes 2,211 7.52% | 6.98% - 15,889 -149 2,360
Skills development levy -629 7.78% | 7.58% - 16,476 -165 -463
Electricity levy -140 1.31% | 1.42% - 8,578 -63 =77
Transfer duties -700 7.52% | 6.98% - 8,365 -58 -642
Ad-valorem excise duties 142 7.52% | 6.98% - 3,633 -6 148
Withholding tax on interest 185 6.63% | 8.90% - 485 5 180
Total -49,023 -27,548 -21,476
Percentage of shortfall 56.2% 43.8%
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Simulating the impact of economic changes on

2017/18 tax revenues

ForPITthe tax basewasexpectedto increaseby 7.78 per cent,andthe actualincrease
was 7.58 per cent, which should have reduced PIT by around R4 billion, yet the

shortfall was R21 billion. Adjustingthe shortfall by excludinga subjectiveR7.5 billion,

which s potentially due to the retirement changesshowsthat around R12 billion can
be explainedwhile RO billion cannotbe explainedby this model

Similarly the shortfallsin import VATand customsduties seemto be explainedby the
drop in nominalimports ascomparedto the originalforecast

Recalculatingeachtax instrument and attributing a portion of the performance of
eachtax instrument to what can be explainedby the economy,or by other policy
measures,shows that around 40 per cent of the shortfall in 201718 cannot be
explainedby economicperformanceor policy measuresaccordingto this method.

The largestunexplaineddeviationsare for personalincome tax and domesticvalue
addedtaxes Thiscorrelateswith statementsfrom SAR®Sfficialsthat there hasbeenan
increasein the numberof peopleand companieswvho are failingto submitincometax
and valueaddedtax returns. The higher levels of non-compliancemight be feeding
o lower taxrevenues

H AFRICA



Simulating the impact of economic changes on

2016/17 tax revenues

Forecast | Actual [ Subjective Re- Due to

of tax tax adjustment [ calculated | economy or

base base for policy / | revenue policy / Not
Tax type Shortfall | change change | other estimate other explained
Personal income tax -16,495 8.77% 7.81% -1,500 428,479 -12,561 -3,934
Domestic VAT -970 7.35% 6.92% - 318,006 -4,439 3,469
Import VAT -14,748 11.25% 0.91% - 152,115 -11,898 -2,849
VAT refunds 3,625 9.96% 6.37% -5,000 -182,696 2,503 1,122
Corporate income tax 6,139 4.70% 6.17% - 204,258 5,965 173
Fuel levy -1,716 7.74% 6.84% - 65,420 925 -2,641
Customs duties -8,464 11.25% 0.91% - 46,671 -7,372 -1,092
Specific excise duties -2,226 6.65% 6.30% - 39,450 1,450 -3,677
Dividends withholding tax 5,880 4.70% 6.17% 5,500 30,911 5,661 219
Other minor taxes 232 7.74% 6.84% - 15,415 794 -562
Skills development levy -2,325 7.78% 7.81% - 16,408 -1,232 -1,094
Electricity levy -110 1.22% 0.60% - 8,523 -45 -65
Transfer duties 124 7.74% 6.84% - 7,991 -93 218
Ad-valorem excise duties 119 7.74% 6.84% - 3,220 -57 176
Withholding tax on interest 228 4.70% 6.17% - 232 14 214
Total -30,707 -20,385 -10,322
Percentage of shortfall 66.4% 33.6%
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Simulating the impact of economic changes on

2016/17 tax revenues

The same processwas followed to try and identify the extent of shortfall being
explainedby the economyfor the 201617 tax year.

Thetable includesthree additional adjustments,a R3 billion decreasein the revised
estimatefor VATrefunds,the R5.5 billion increasen the revisedestimatefor dividend
withholdingtax, whichled to a surplusfollowing the rate announcementanda largely
subjectiveRL.5 billion decreasdan personalincometaxesdueto the retirement reform
amendments

Therearerelativelylargeunexplainedashortfallsfor personalincometax (whichmaybe
due to policy), import VAT and specificexciseduties. Usingthe same approach,it
would appearthat arounda third of the revenueshortfallis not explainedby the poor
performancein the economyin 2016 16, accordingto this simulation

Forthe 201516 year,when R6.5 billion is addedto VATrefunds(from the increasein
the creditbook),the shortfallappearsto be fully explainedby the economy

¢ Without the VATadjustment,revenueswould haveoutperformedthe economy

eeeeeeeee
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Points to note on simulations

w Alargenumberof simplifyingassumptionsare implicit in this approach,includingthat
tax revenuesshoulddirectly correlate with the tax basefrom STATSSAheremay be
valid reasonswhy this would not be the case,for exampleif there are now fewer high
iIncome individualsunderlyingthat wage bill growth, or if the underlying elasticities
shouldbe muchlower givenpoor economicperformance

w Alternatively there may be other tax policy impacts that have not been correctly
estimated Thesecan potentially be identified once micro-data becomesavailable
Many improvementscould be made, but this method should provide one way of
thinkingaboutwhat is drivingrevenueshortfalls

w Giventhat theseare estimatesthe numbersshouldbe seenasindicativeonly
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Specific excise duties for tobacco

w Alsoworthwhile to examineindividualtax instrumentsto assessheir performance

w Lookingat specificexciseduties on tobaccoin particular,the last two tax yearshave
showna levelingoff andthen afall in excisedutieson tobacca

W Theundercollectlonof Tax revenue from excise duties on cigarettes and cigarette tobacco
arou nd 20 per ce nt (Or Revenues from both domestic and imported cigarettes

around R3 billion) is B
worrying, especially

given higher than - _ i'r';‘g;,?
inflation increases in the '
excise duty " |

w Unlikely that this can be
explained by a decrease
iIn smoking, or moves to
G LAY IE

w Appears this may be due

— Cigarettes

= Forecast

Revenue (R billion)

to an increase in illicit ,
tobacco
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Final points on revenues

The RAWQorocessincorporatesthe views of different institutions to create a best estimate for

the revenue forecasts,while the publication of many of the assumptionsbehind the revenue
forecastingestimatesallowsfor greatertransparency Theforecastnumbersneedto be credible
to allow for propergovernmentplanningandto makeinvestorscomfortablewith forecastsof the

O 2 dzy fisbekp@3iion

Thereare a multitude of waysof lookingat the performanceof tax revenues,and indirectly the

performanceof the revenueagency In our view the most appropriatemeasureis by investigating
the tax collectionsof eachtax instrumentin relation to the growth in their tax base (which is
estimatedby a separateinstitution).

Theanalysissuggestgthat the lasttwo fiscalyearshaveseenlarge unexplainedshortfallsin some
categoriesof taxes (suchas personalincome tax and domestic valueadded tax), while other

shortfalls can be largely explainedby economicconditions(suchasimport valueaddedtax and
customsduties)

Notwithstandingthe large marginsof error in the analysisthere is somereasonto believethat
shortfallsin personalincometaxesand domesticvalueaddedtax could be due to factors other
than policy or economicunderperformance astheseresultsare closelylinked to statementsby
SARSfficialson the increasedlevelsof non-compliancefrom the non-filing of personalincome

{I{é tax andvalueaddedtaxreturns.
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oTwo tax collectors
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