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15 August 2014
Attention:
Nombasa Nkumanda

National Treasury

Adele Collins

SARS
Nombasa.nkumanda@treasury.gov.za
acollins@sars.gov.za
VAT ZERO RATING OF AGRICULTURAL INPUTS
Agri SA is a federal organisation representing farmers in South Africa with 9 provincial and 24 commodity organisations. Essentially Agri SA, through its affiliated membership, represents a diverse grouping of farmers regardless of gender, colour or creed. Agri SA promotes, on behalf of its members, the development, profitability, stability and sustainability of agriculture in South Africa by means of its involvement and input on national and international policy level.
We appreciate the opportunity to submit comments and proposals to SARS and National Treasury with regards to the 2014 Draft Taxation Laws Amendment Bill especially in relation to the VAT zero rating of agricultural inputs. 
Agri SA is of the opinion that the proposal to repeal the zero rating of agricultural inputs i.e. section 11(1) (g) and part A of Schedule 2 of the Value Added Tax Act (1991) will impact negatively on the farming sector at large. We accept that fraud may result from the misuse of the zero rate certificates (VAT103), but it can be addressed through other means than to repeal the current system. As an organisation we will assist SARS and any other government department or agency in the fight against fraud and corruption, also in relation to the matter at hand. 
When the zero rating dispensation was implemented, various aspects were considered by VATCOM i.e. cash flow considerations especially in relation to the 6 months tax period. The administrative burden for farmers was also put forward as a consideration.  
Given the nature of farming and the seasonality of production, cash flow considerations is still a major issue in the sector. We acknowledge that amendments can be made to the VAT filing system to accommodate farmers on a monthly filing period. But even with this dispensation there may still be financing costs applicable for farmers who need to finance VAT for a certain period. In addition to this the compliance and associated costs will further contribute to the cost squeeze already prevalent in farming sector. The inability of the sector to merely pass on cost increases of this nature and the impacts on access to financing are in our view additional matters requiring consideration.

This peculiar nature of farming is recognised in various other countries in the world and can be seen through the support that is given to agriculture in various forms. The Organisation for Economic Cooperation and Development (OECD) regularly published figures of producer support estimates (PSEs) for various countries. The PSE is an indicator of the annual monetary value of gross transfers from consumers and taxpayers to support agricultural producers, measured at farm gate level, arising from policy measures, regardless of their nature, objectives or impacts on farm production or income. According to OECD figures, South Africa’s PSE is 3%, compared to 19% in the EU (our main trading partner), 17% and 13% respectively in China and Russia (our BRICS partners). 
The National Development Plan (NDP) recognise the agricultural sector as an important sector in terms of its potential for job creation and rural economic development. However, given the negative impact that increased costs, either administrative costs or other costs, have on the sector, the envisaged job creation target as set out in the NDP and also in President Zuma’s State of the Nation Address, will be difficult to attain. Some of the unintended consequences that may occur as a result of the repeal of the zero rating of agricultural inputs includes a risk that further job shedding might occur in the sector. 
Another unintended consequence, and one that definitely needs more scrutiny, is a risk to food security. Farmers already indicated that obtaining further finance might be problematic. In the light of this, if farmers need to utilise additional financing facilities in order to finance VAT for a period, they will have to make certain production decisions, e.g. the planting of an extra field or to plant a crop with less than optimal fertiliser application. These types of decisions will definitely have an impact on production and in the end on the availability of inputs in the rest of the value chain. This will have a knock-on effect through the agricultural value chain and may result in higher food prices due to lower supply. 

Agri SA is not convinced that zero rating as such is the root cause of the problem but that fraud can arise as a result of output VAT not being declared and paid to SARS. If the particular certificates are viewed as possibly leading to fraudulent activities, Agri SA is prepared to explore options to ensure the authenticity of the latter. Furthermore, it is not clear whether a proper cost-benefit analysis has be done on the proposal to repeal the applicable sections. 
Given the above exposition, Agri SA wishes to propose that alternatives be considered rather than just to repeal section 11(1) (g) and part A of Schedule 2. The following recommendations or alternatives are proposed:

1) As noted, it is not clear that fraud that is taken place is just as a result of the applicable certificates, namely VAT103. Should that be the case, Agri SA and its members will be open to assist SARS in the audit of the said certificates in order to verify if a holder of the certificate is a bona fide farmer or not. 
2) Add an input field on the VAT return form (VAT201) for zero rated inputs. This will enable SARS to audit the holders of VAT103 certificates and it will strengthen the risk engines of SARS. 
3) In cases where SARS detects fraud committed by vendors in possession of a VAT103 certificate, the law must take its course and Agri SA will support SARS in this regard. We deem it unnecessary to penalise the whole sector for crimes committed by a few. 
4) Where the need arises representative vendors can be appointed (i.e. bookkeepers, auditors, etc.) to undertake VAT-duties.

Agri SA appreciates the fact that any tax system should be as neutral as possible and that the zero rated system for agriculture may violate this principle. However to merely compare a biologically driven sector with other sectors of the economy does not take into account non-neutral circumstances like nature i.e. climate not having the same impact on all sectors.

It goes without saying that Agri SA wishes to maintain the integrity of the system, which is, still of real importance to the sector and we would like to reiterate our commitment to ensure the integrity thereof. This is one of a few benefits that farmers receive that make it easier for them to do business in an otherwise unfriendly and uncertain environment and as an organisation we are willing to assist SARS and National Treasury in ensuring that the zero rating of agricultural inputs is put on a sound basis. 
Should more information or inputs be required, please feel free to contact us for assistance. 
Regards
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