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What informs what we do v/S/@RS
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SARS STRATEGIC FRAMEWORK GOVERNMENT AND INTERNATIONAL ENFORCEMENT
The SARS Strategic Outcomes We are part of larger law enforcement system
= Increased Customs Compliance

a. Forming part and strengthening the Criminal Justice System and align
= Increased tax compliance

= Increased ease and fairness of doing business with SARS (capacity, input, output)

= Increased cost effectiveness, internal efficiencies and

L o b. Forming part and strengthening the Financial System and align
institutional respectability

+ (capacity, input, output)

The SARS Strategy " Automated, digital and self c. a)and b) to be executed in accordance with selected focus areas in

= Building fiscal citizenship SR CIMITIIE A . . .
Whole of government view illicit economy where SARS has a direct influence and interest (focus

= Move from a gate keeper to a
risk manager approach = Reduced administrative burden + areas of illicit economy as per business plan)

. environment
® |ntegrated economic view of

— IJCPS
the taxpayer and trader = Enable our people to perform
. . . . at their peak : : :
= Differentiated service offering P —  ACTT (Anti-Corruption Working Group)
+ —  Other multi-agency workgroups formed e.g. Tannenbaum/Ponzi scheme
The Compliance Model
e p—— prm———— d. Fulfilling legal obligationsi.r.o legislation related to law enforcement in
Have decided Use full force | High . . .
not to comply of the law J ] general at both national and international level:
Don't want Deter by S
to comply detection g _
- Nurturing willing =1 FICA
Tzvb”‘ don't y participation E
ey s S and building fiscal - _ FATF
Willing to do citizenship 2

the right thing iteasy | Low

—  AFU - POCA requests

The SARS compliance Programme Priority Areas —  Prevention and Treatment of Drug Abuse Act

The SARS lllicit Economy Strategy —  DPCI—SAPS Amendment Act incorporates SARS

The SARS statutory obligations & Mandate




SARS Compliance Model YSMS
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Legal Framework & The New Customs Control & Duty Acts
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Vi

" » Defines the ‘mandate
for Customs.
Provides the ‘legal
framework’ within
which all goods,
conveyances and
travelers must be
administered.

It is designed to
‘enable Customs
operations to evolve’
within the confines of
the Law

International &
Regional

National

Z

<<Norms & Standards>>

8.4

WCO SAFE
Framewark of Standards

<<Local Context>> <<Definition>> <<Enactment>>




Customs - Key Strategic Outcomes VSMS
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( FISCAL

Prevent harm to the community, the Prevent smuggling

economy and environment

* Efficient trade administration

* Assist with compliance Collaborative Border Management

CONOMIC & SOCIETY PROTECTION BORDER CONTROL

Protect industry from harmful, and

. . Promote SA as secure trading partner
unfair trade practice

*  Provide trade policy support

E
* Collect duties and taxes lawfully (16%
of SARS revenue collected)

* Managing incentive schemes & Free
k Trade Agreements

MAKE IT AS EASY AS POSSIBLE MAKE IT AS HARD AS POSSIBLE FOR THOSE
FOR THOSE TRYING TO COMPLY TRYING TO AVOID PAYING THEIR FAIR SHARE

Key to this approach is ensuring that taxpayers/traders understand their obligations




Customs Risk Based Role & Value Chain VSMS
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Compliance Management
“ Reconciligtion @ litation. control & enforcement efforts”

+ Binding Rules * Movement » Risk Management
(WTO & Bilateral) Con?rols * Enforcement Audit
+ Data Standards *  Audit based * Investigation & :
(EDI) Controls Referrals for Fiscal
+  Document * Stops & prosecution
Detentions

Standards (SAD)

Trade

Facilitation Regulatory

Controls Enforcement

Risk Areas: el

T d Packing/Stuffing & Society

ici>m . Protection
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Distribution
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Port of
Loading

Vessel

Transport

Border
Control

Cooperation b .
H * Collaboration wit
Entlty Individual Trade = & trade partners Tech nOIOgy * Automated Risk
Entities . * Co-operation Management
Management Industry Clusters Pa rtnerShlp Agreements * Cargo Tracking —

*  MOU/MAAs & SLAs e seals (RFID)




Managing the Supply Chain

YV SARS

At Your Service

Opportunities to lever the international supply chain
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The Single Registration technology platform will provide the foundation for the new automated Tax Compliance
Status (TCS) system and the proposed Legal Entities Register. The TCS system will replace the paper-based Tax
Clearance Certificate (TCC) system. The introduction of the Single Registration platform will also improve the risk
management of the VAT registration process.

Phase 1

Technology
consolidated
entities

° Provide SARS with a profile
of every registered entity
and all the tax and customs
products each entity uses.

° Provide comprehensive
information about each
entity, such as the personal
identity number or
company registration
number of the entity and
details of relationships
between entities.

platform for a
register of all

Phase 2

Addresses requirements of
recent tax practitioner legislation
(modify rules for authentication
and confirmation of permission
processes).

. Provide for security
purposes the functions that
Tax Preparers can perform
on the e-Filing system.

° Address the responsibilities
of the Public Officer as well
as improve the security
profiles of companies on
the tax register.

Phase 3

Data cleansing and creation of

customer profiles

. This will merge SARS’ vast
number of tax and customs
product accounts into a
single consolidated entity
register

° Improve the quality of its
client data and rectify
omissions in information
provided by taxpayers.

Phase 4
Extend the Customs profile
introduced to traders in the first
phase of the project

) Eases administrative burden
on small businesses.

° Provides SARS with a single
profile of each of its clients
that includes all related
product information.

° Enables entity records to be
easily updated to
accommodate further
product registrations or the
amendments to client
information.




What are the numbers VSARS
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2013/14 | 2012113 201112

R 898 101 million | R 807 707 million | R 755 397 million

Ra419milion | R3B99Bmillion | R34 198 milion
VAT on imports R 131 085 million R 111427 million R 101 813 million




Compliance Program YSMS
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OUR FOCUSAREAS

Focus area Qur intention Our intervention

Increase Enforcementfocus:

0 Large businessand Transfer Pricing
» Tighten legislation

e Construction sector: Governmenttenders ImprO\'re :
compliance » Integrated audits
e Wealthy South Africansandtheir Trusts > Third party data sources
o i i Tighten border control:
LS Protect > Intergovernmental collaboration
the local > Strengthen risk identification

e Clothing andtextiles: Under-valuedimports| economy % Cross-border collaboration

> Strengthen controls alongsupply chain L

> Improve Servicefocus:

eSmaII business: Reduce cost of

compliance Make it easy > Simplify tax regime/requirements

Improve Legislationfocus:
» Strengthen ties with professional organisations
»> Introduce new regulation/legislation
> Penalising non-compliant Tax Practitioners
> Effective monitoringand engagementwith
Tax Practitioners L

OTax Practitioners: Improve own and
Trade Intermediaries compliance Regulation




SARS Enforcement Actions YSMS
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* SARS Enforcement follows a segmentation approach to the illicit economy which is in turn aligned
to the compliance strategy.

* This has created enhanced knowledge around the various industries which in turn allows for
more focused interventions into dealing with detected non-compliance.

* SARS has embarked on campaigns into specifically the tobacco , cigarettes , clothing and textile
industries which has in certain cases resulted in increased levels of compliance in terms of higher
values being declared as well as an increase in numbers of excise manufacturing volumes being
submitted.

* Dedicated projects that are focused on the tobacco sector with multiple companies, their
related directorships and associated entities are subjects of SARS focused investigations.

— Actions taken to date include, weekly factory visits , suspension of licences , raising of
schedules, liquidation of assets and sequestration of the responsible individuals.

11
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380 R 73 635 055 Clothing & Textiles 54 R70717 125

Cigarettes & Tobacco 3864 R 718 339619 Cigarettes & Tobacco 3501 R 70 196 009
6 R 129 556 500 S 9 R 34 168 557

Counterfeit Goods 1426 R 1502 065 888
Counterfeit Goods 1804 R 341096 315
2" Hand Motor Vehicles 279 R 26 742 880
Narcotics 18 R 3652241
0 R18516616 Other 513 R 582857113
816 R 391 147 021 Total Seizures 5800 R 2290399812
7818 R 1793119188

948 R 120 828 063
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The lllicit Trade In Tobacco (A SARS Perspective)

29% of the total market.

YV SARS
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1 in 4 cigarettes smoked in South Africa are illegal products, this equates to more than

= |t is estimated that some 15 million cigarettes (equivalent to 750 000 packets of 20s) are

sold illegally in the country every day.

= Revenue loss to the Government is more than R3-billion in excise and VAT annually.

= Revenue loss to the legitimate tobacco industry is more than R2 billion.

= 52% of the cigarette price consists of excise and VAT.

SMOKING

SAVANNAH

20 CLASS'A'FILTER CIGARETTES

— —
DAMAGES YOUR WARNING: : ‘
LUNGS DON'TSMOKE NEAR || PREGNANT? BREAST-
CHILDREN YOUR SMOKING|
BAB

Kingdom

DANGER: SMOKING

CAUSES HEART
DISEASE

[lirgplur




The lllicit Trade In Tobacco VSARS
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* The Incentive to trade in illicit tobacco (Costing)

Excise Duty and Value Added Tax makes up approximately 52% of the retail price of
cigarettes.

= Currently the excise duty on a packet of 20 cigarettes is R11.60 and VAT R1.62 per pack

= The estimated manufacturing cost per pack of 20 cigarettes is R1.00

= A packet of cigarettes should ideally not be sold for less than R16.50 to include
manufacturing cost, distribution cost and some profit margin as well as the relevant
taxes.

= A smuggled 40 foot container with 1100 master cases of cigarettes amounts to a loss of
approximately R 7, 2 million to the fiscus and clean profit to the smuggler.

14



The lllicit Trade In Tobacco YSMS

At Your Service

* The EU and American sanctions against Zimbabwean Tobacco created an opportunity

* Porous border lines make it easy to smuggle

* The sophistication and complexity of the smuggling depends upon the size and ambition of the
groups involved and the nature of the commodity.

* SARS has seen Organised Crime Groups (OCG) move from supplying counterfeits 10 years ago to
now managing all aspects of the production process, from sourcing raw tobacco product, through
to developing specific tobacco packaging that will generate suitable market interest.

e Others will rely on the work of key facilitators, often based overseas, who engage with smaller
legitimate tobacco manufacturers in sourcing the tobacco goods and associated packaging. The
OCG then agrees a distribution route with the facilitator and agrees risk mitigation mechanisms to
ensure successful delivery.

* Certain groups simply exploit lower cross-border prices of genuine tobacco products and smuggle
them to their chosen destination for sale.

)



Tobacco - lllicit Cigarettes Results VSMS
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Financial Year Financial Year
2012/13 2013/14

Unit Value Value
Number of cigarettes seizures Number 3,320 6,547
Quantity (No. of sticks) Number 54.3 million 173 million
Value Rand N/A R109 million
Number of bond store warehouse audits Number N/A 947
Number of cases referred to NPA for
prosecution Number N/A 26
Prejudice from NPA referrals Rand N/A R319.4 million




Clothing and Textiles - Focus area YV SARS

At Your Service

* Undervalued imports pose a significant risk not only to the fiscus but to local industry
and job creation.

* SARS will continue to work together with other government agencies and industry
stakeholders to clamp down on this practice which include amongst others the
establishment and frequent revision of a Reference Pricing database to detect

undervaluation
A

Misclassification
of coutntry of
origin & tariff

headings

Reference

Pri t¢ Patnership with
g Industry and
Labour




Clothing & Textile YSMS
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Government, labour and industry joined forces to manage compliance risks by the
introduction of a “Reference Pricing” database as a mechanism to identify under valuation
of imports for certain clothing and textile products.

Since inception in November 2011 reference pricing risk rules have increased from 17 to 125. The
following increases in prices declared to customs have increased as follows:

Import Price in Rands

Blankets Bed Linen Clothing Curtains Napkins Textiles Toilet & kitchen
linen

2011/2012 36.64 73.27 56.24 52.61 43.03 62.05 65.14
2012/2013 48.45 76.29 55.66 70.96 49.86 74.94 71.93
2013/2014 50.52 94.75 68.49 87.88 80.96 85.42 84.38




Clothing & Textile — Results VSMS

At Your Service

Financial Year Financial Year
2012/13 2013/14
Unit Value Value

Number of Clothing and Textile seizures Number 644 274
Quantity (pieces) Number 420 218 N/A
Value Rand R155.9 million R28.3 million
Number of Audits Number N/A 14
Number of cases referred to NPA for
prosecution Number N/A 3
Prejudice from NPA referrals Rand N/A R10.9 million




Narcotics Seizures
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Detector Dogs YSMS
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Dogs and Handlers are trained to detect substances / goods hidden in vehicles, vessels, aircraft, rail,
mail, cargo, containers, luggage and buildings: (3 Month Practical Training with Authentic Samples in the
Toy, Ball, Food and Clicker Reward Methodology):

= Narcotics: Mandrax, Cocaine, Heroin, Crystal Meth, Cannabis & MDMA (Ecstasy);
= Explosives, Firearms and Ammunition;

» Endangered Species: Rhino Horn, Abalone, Crayfish, Lion Bones;

= Currency, DVD’s, Copper Wire, Cell Phones & Tobacco Products.

= Dogs are dual trained to detect different substance / goods.

= Theoretical training include:-

= |dentification and Handling of the substance / goods;

= Basic Animal Behaviour, Legislation, Policies & General Care of a Working Dog.

Sustainability — Assessment & Certification on Working Standards.



Detector Dogs in Action YSMS
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Thank you




