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R thousand 2013/14 2014/15 2015/16 2016/17

Administration 2 901 946 3 129 000 3 270 624 3 466 762 227 054 44 382 7.82 per cent 1.53 per cent

Tax and customs enforcement 

investigations 385 776 411 151 438 247 467 052 25 375 1 372 6.58 per cent 0.36 per cent

Operations 5 207 043 5 597 604 5 876 703 6 317 797 390 561 63 771 7.50 per cent 1.22 per cent

Large business centre 359 847 384 466 410 800 438 885 24 619 2 174 6.84 per cent 0.60 per cent

Projects 166 625 170 891 118 142 94 786 4 266 -5 711 2.56 per cent -3.43 per cent

TOTAL 9 021 237 9 693 112 10 114 516 10 785 282 671 875 105 9877.45 per cent1.17 per cent
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Budget Analysis of South African Revenue Service for 2014/15 financial year
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1. Introduction
This brief will provide the Standing Committee on Finance (hereafter referred to as the Committee) with an overview and analysis of the 2014 budget of the South African Revenue Services (SARS). The budget analysis aims to support Members of the Committee to fulfil their monitoring and oversight functions effectively for the 2014/15 financial year.
2. Overview of the 2013/14 financial year

SARS was able to achieve the following in 2013/14
:
· Collected R714.8 billion in revenue (excluding customs revenue), up by R42.8 million from R672.0 billion in 2012/13;
· Collected customs revenue of R180.2 billion, up by R29.1 million from R151.1 billion in 2012/13; 

· 84 per cent compliance with respect to personal income tax filing compared to 83 per cent in 2012/13; and
· 95.5 per cent uptake in electronic filing.
3. Policy priorities for 2014/15
SARS’s mandate is to ensure optimal compliance with tax and customs legislation. Such compliance must be achieved in a manner that does not unduly impede trade, economic growth and development by imposing an excessive and unfair administrative burden on taxpayers, traders and businesses. Moreover, compliance must be achieved in the most efficient and cost effective manner.
SARS’s ultimate goal is to support the National Development Plan’s economic and social objectives
 by ensuring a sustainable revenue stream for government to meet its policy and delivery priorities.
Given this goal, SARS established four core outcomes that will serve as the foundation of all current and future organisational activities
:
· Increase customs compliance;

· Increase tax compliance;

· Increase the ease and fairness of doing business with SARS; and

· Increase the cost effectiveness, internal efficiency and institutional respectability of its operations.
These four outcomes are interdependent and mutually reinforcing, as the pursuit of one enables the achievement of the other, for example, increasing cost effectiveness, internal efficiency and institutional respectability garners trust and confidence, which results in increased compliance (i.e. tax and customs) and ultimately leads to greater revenue collection.

There are many risks facing SARS with regard to achieving the four outcomes and ultimate goal of greater revenue collection, and these are:
· Growing illicit economic activities (includes: smuggling, sale of contraband goods, illegal immigration) have a negative effect by eroding the formal tax base from which SARS can collect revenue tax;
· Perceptions of poor state service delivery and corruption negatively affects taxpayer’s attitude towards compliance;

· Businesses are increasingly using sophisticated and complex financial schemes to evade their tax obligations and minimise the impact of slow economic recovery on their profitability; and
· Vat fraud could increase as businesses try to protect their profitability in response to slow economic recovery.
SARS is actively addressing these risks by: deploying officers to reach all current and potential taxpayers, carrying out outreach and education and other compliance activities; developing and procuring mobile registration kits to facilitate the registration of new taxpayers; increasing border control activities; and pursuing information exchange agreements and introducing regulatory and legislative reforms to counter tax avoidance schemes.
4. Budget Analysis
For the 2014/15 financial year, SARS receives an allocation of R9.7 billion, up by R671.9 million or 7.5 per cent in nominal terms (or 1.2 per cent in real terms) from the previous year’s allocation of R9.0 billion. Over the medium-term, the budget is expected to increase at a nominal average rate of 6.1 per cent, reaching R10.8 billion by 2016/17.
Table 1: Expenditure estimates for 2014 MTEF
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Source: National Treasury (2014), adapted
SARS’s budget is divided among five programmes of which the bulk (i.e. R5.6 billion or 57.8 per cent) is allocated to the Operation programme, followed by the Administration programme at R.1 billion or 32.3 per cent.

These two programmes are mainly concerned with: 
· rolling out importer and exporter solutions for clients that have preferred trader status; 

· strengthening border control and intergovernmental coordination at border posts; and

· strengthening risk management in customs.
Almost two-thirds of the programmes spending is on compensation of employees, specifically on skills such as audit, information technology (IT), and tax administration specialists which are critical for SARS to deliver on its mandate. In instances where SARS lacks capacity, consultants are used for legal, auditing and IT related services of which spending on consultants amounted to R238.2 million in 2013/14.
 As SARS intends building internal capacity in these areas, spending on consultants is expected to decrease to R205.9 million by 2016/17.

5. Key issues for consideration by Parliament

The following issues should be considered by Parliament:
· The Committee should request that SARS report on progress made with respect to filling the critical skills required by the organisation. How many vacant posts are there with regard to the critical skills of audit, IT and tax administration specialists?
· The 2013/14-2017/18 Strategic Plan of SARS highlights the need for a succession plan as “twenty per cent of senior leadership may potentially be leaving in the next four years due to retirement or expiration of contracts”. Has SARS identified potential successors and has the organisation planned for an appropriate handover and grooming process?
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� These are:  raise employment through faster economic growth; improve the quality of education, skills development; and build the capacity of the state.
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Data input

		Programme		Budget								Nominal Rand change		Real Rand change		Nominal % change		Real % change

		R thousand		2013/14		2014/15		2015/16		2016/17		2013/14-2014/15				2013/14-2014/15

		Administration		2,901,946		3,129,000		3,270,624		3,466,762		227,054		44,382		7.82 per cent		1.53 per cent

		Tax and customs enforcement investigations		385,776		411,151		438,247		467,052		25,375		1,372		6.58 per cent		0.36 per cent

		Operations		5,207,043		5,597,604		5,876,703		6,317,797		390,561		63,771		7.50 per cent		1.22 per cent

		Large business centre		359,847		384,466		410,800		438,885		24,619		2,174		6.84 per cent		0.60 per cent

		Projects		166,625		170,891		118,142		94,786		4,266		-5,711		2.56 per cent		-3.43 per cent

		TOTAL		9,021,237		9,693,112		10,114,516		10,785,282		671,875		105,987		7.45 per cent		1.17 per cent

				9,021,237		9,693,112		10,114,516		10,785,282



increase/decrease from the previous financial year

Real increase/decrease from the previous financial year

percentage increase/decrease from the previous financial year

percentage increase/decrease from the previous financial year
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