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Analysis of South African Revenue Service Strategic Plan 2010/11 – 2012/13 (SARS)
1. Introduction

The South African Revenue Service (SARS) is mandated by the South African Service Act 34 of 1997 to collect all tax revenues that are due, to provide a customs and to protect national boarders and facilitate trades. SARS also works tirelessly to expand the pool of tax contributors by promoting awareness of the obligation to voluntarily comply with tax and custom laws.  It aims to conduct its activities in a manner that promotes economic growth and social development. This is inline with Section 12 of the Public Finance Management Act 1 of 1999, which provides that SARS must implement all necessary measures to ensure that all taxes, levies, duties, fees and other money due to the State are collected 
for revenue fund are accounted for and deposited daily into the relevant fund
. Section 15.4.2 of the treasury regulations further provides that the relevant treasury should be informed daily of such revenue as well as its standard revenue classifications
. SARS has got about 80 offices across the country which consists of approximately 1500 employees across the board.  This paper presents a brief analysis of the strategic plan document of SARS for 2010/13, as well as to identify its strategic priorities and their alignment with the five year priorities of government in general.    
2. Achievements since inception

Since 1997 SARS embarked on a strategic approach that entailed to build its service, enforcement and education capabilities across the tax and customs spheres. SARS has thus far achieved the following:

· Increase in the revenue collected.
· Improving the efficiency with which it deals with tax payers.
· Improving the quality of service experienced by tax payers and traders.
· Improving its audit, investigate and enforcement of capabilities to better detect and deter non compliance. 

· Enhancing trade facilitation and customs compliance to keep pace with huge increases in the trade volumes.
· Expanding the tax base across all types. 

· Improving voluntary compliance generally.
Over and above these achievements SARS has since 2002/03 to 2007/08 increased its collection from 23.6 per cent to 27.7 per cent of the Gross Domestic Product (GDP) whilst the tax rate was reduced in this regard.  In March 2009, SARS had projected to collect about R627.6 billion but instead an amount of R625.1 billion or 99.5 per cent was collected in the same period. SARS indicated that the collection of revenue below its target was due to the effect of the global economic crisis and recession. Even in the face of such challenges though, SARS is still regarded as a high performing government agency. In order for SARS to improve its performance levels the following strategic priorities were formulated and implemented.  
3. SARS Strategic Priorities Since 2007
          



                  Source: SARS (2010)
Such improvements do not only create significant impact in the compliance perspective but it also enhances the level of experience of tax payers and traders.  According to the strategic plan document, through the above 2007 strategic priorities the following strides were achieved in the 2009 tax season:
· The overall number of income tax returns submitted on time exceeded R4 million (R4.06 million). 

· The number of individual income tax return submitted via efiling exceeded R2 million which was more than 100 per cent increase compared to 2008.

· The number of individual returns captured electronically at branch offices for all tax years substantially exceeded the R1 million mark. 

· Approximately 97 per cent of the income tax returns were assessed in 24 hours as compared to 66 per cent assessed in 24 hours in 2008, though the target was not indicated. 

· The turn around time for processing individual income tax return has improved from 1.5 day in 2008 to 1.7 day in 2009, though the target was not indicated.     
SARS has also developed efiling which facilitates simpler tax administration and makes it easier for both the administrator and the tax payer. This process is less time consuming and it brings about the efficiency in the tax system. This is also one of the areas of improvements which SARS has achieved in the past two years which includes electronics submissions of over 95 per cent. SARS has also intended to improve areas such as Custom, VAT, Corporate income tax, and audit enforcement functions.
4. The Challenges and the changing environment for SARS

Even though the organisational objective and vision is clearly stated in the form of long term and the short term goal of the organisation
, the organisation operates under the influence of a globally changing environment. This means that the organisation should follow the changing international trends in what ever transformation process is undertaken. This has more impact on the distribution of scarce resources of the organisation. For example, if there is a need for employees to acquire more training in order to adapt to the shift of focus areas due to international standards. This also requires additional resources in order to be able to compete in an international arena. However, this might certainly have positive results such as effective and efficient contribution in the execution of government policy priorities for the next five years. These are some of the broad policy priority areas of the organisation:

· Driving the agenda to improve public sector delivery.
· Increase focus to improve management of the country’s borders. 

· Improve public sector and stakeholder relations. 

· Job creation, education and skills development. 

· Combating crime and economic growth.  
However, external factors such as global competitiveness also pose a threat such as global economic meltdown, which could lead to slow or no economic growth.  This weakens the revenue base, which in turn puts undue pressure on government delivery of services. The changes in the economic policies of the country also put more pressure on SARS hence this will constitute a change in focus in the organisation or add more functions such as making sure there is more compliance and enforcement. For instance the government priorities for the next five years have influenced the organisation to increase its revenue targets for the next three years. SARS is expected to collect up to 9.7 per cent in the 2009/10, 11.4 per cent in the 2011/12 and 13.4 per cent up to 2012/13
. These projections are inline with the government’s intentions to achieve current priorities in a five year period though the economic recession has posed a treat in this regard. 
The 2009/10 financial year was the most challenging period for revenue collection since the inception of the democratic government. In the last year, SARS only managed to collect R653 billion which is R32 billion less than the collection for 2008/09. This was due to slow economic growth or no growth because of the economic recession which that resulted in SARS not being able to collect up to the estimated target. This also affects the execution of government priorities. The high level of job loses during the recession which was estimated to approximately 900 000 was the indication of the reduction in corporate profits hence many companies were closed down. Furthermore, when corporate profit declines due to the closure of some companies ultimately there will be less revenues being collected from corporate tax and Value Added Tax (VAT). In order for government policies to be optimally implemented more revenue needs to be collected for the fiscus. This calls for SARS to apply strict measures and develop some measures to deal with those who intentionally avoid or are delaying to pay tax. This is due to the fact that when most tax payers are under difficult financial situations less attention will be paid to compliance with tax laws.  However, though SARS may have the power to enforce the compliance, it is equally important to first educate people and increase awareness to people about these tax laws.    
5. Government Priorities and Policy

The government has identified its five year priorities to be executed and implemented during this period. These priorities can only be executed and implemented when there is enough revenue to support them. However, government also has a continuous responsibility to finance, sustain and maintain the already existing service delivery programmes. The five priorities of government for the next five years include the following
: 

· Education and Skills Development

In order to contribute towards nation building through the prioritisation of skills development and education, this area should not only be prioritised by government in isolation but this calls for all stakeholders and sectors whether informal or formal, non governmental institutions, private companies  and other agencies to prioritise skills development and education in their areas. This will eliminate the perception that most black South African graduates are under qualified because they lack practical experience and therefore cannot be easily employable
. In order for this priority to be achieved at a government level SARS has a major role to play in terms of making sure that adequate funds are collected to finance government programmes to improve the quality and free education system. While this priority has shown a positive relationship with the second priority which is growing economy and creation of decent jobs, education and skills development is more important because it contributes directly to the second priority. Moreover, one might argue that these two priorities are interdependent because revenues to improve the education system cannot be collected when there is no economic development and growth.

· Growing Economy and Creating Decent Jobs

In contributing towards economic growth, SARS has a responsibility to encourage small, medium and big businesses to create job opportunities for unemployed South Africans to be able to pay tax. The recent announced wage subsidy which was announced by President Jacob Zuma in his State of the Nation Address has been noted as one of the measures to fight unemployment. The aim of this subsidy is to encourage employers to employ more graduates with no experienced in order to breach the gap between the practical aspect and the theoretical aspect of the qualifications. This will contribute in the creation of job opportunities as one of the five priorities of government. It is therefore critically vital to ensure that such subsidies are not misused but are utilised to achieve their own intended purpose which is to benefit poor graduates. In this regard, SARS has a responsibility to improve its revenue collection processes in order for such opportunities to be availed as quickly as possible since this subsidy is financed through revenue collected. 
· Creating a safer community

SARS as a major stakeholder in the fight against crime has both direct and indirect role to play in supporting this initiative. SARS has a responsibility through its enforcement activities relating to cross boarder crime and providing support to investigative and crime combating activities of other law enforcement agencies. In order for this initiative to succeed SARS carries a responsibility to collect revenues to finance and sustain these programmes for the next five years despite the already existing programmes. This is inline with what President Jacob Zuma said during his State of the Nation Address when he said “there is a need for South Africans to be safe and to create a safer environment”
.  
· Enhancing the quality of the health care system

The South African health system has been deteriorating for the past few years. After the new government was elected into power health was elevated as a priority for the next five years. The main intention is to improve and revitalise the health system in order to create a healthy nation and ensure sustainable economic development. The new government is also committed to fighting the HIV/AIDS pandemic and has recently increased access to Antiretrovirals to people with a lower than CD 4 count. The national health insurance system is underway. All these cannot be achieved without the commitment, capacity and passion of SARS being taken into consideration. SARS plays a major role in making sure that the country gets revenues to fund these programmes and attain them. 

· Fostering Rural Development 
Rural areas have been long neglected in terms of economic development and other opportunities. This has contributed in a high level of urbanisation and influx of people from rural areas to big cities. The underdevelopment of rural areas has been a challenge for many years; this has caused many people skilled and unskilled to move from rural areas to big cities due to the opportunities that are available in the big cities. It is however, important to note that the Department of Rural Development cannot be the only role player in ensuring rural development. There are other departments such as Corporative Governance and Traditional Affairs, Agriculture, Communication, transport, labour, public works, education, and social development that need to be taken on board in dealing with the issues of rural development. It is also important to indicate that in pursuing the rural development strategy one should be mindful about the fact that there is a need to change the development strategy due to the unique environment in the rural areas.  
For example, the metropolitan development strategy will not be successfully implemented in the rural areas due to the different environment. It will be interesting to see how the rural development is going to be financed hence rural areas have very limited revenue sources especially in terms of corporate tax. Even though certain amount of tax is generated, in order for the development strategy to be fully implemented and maintained will require more revenue base in certain areas for sustainability. Therefore, there is also a need for SARS to identify a major revenue base for rural development to be financed. This will assist to support and finance the maintenance and sustainability of the infrastructure developed.              

6. Budget Analysis 2010/11
In the 2010/11 financial year, National Treasury will transfer R8 billion to SARS, which is an increase of 12.84 per cent from the 2009/10 allocation of R7.1 billion. Table 1 indicates the budgetary trends of the Organisation between 2009/10 and 2010/11. 
Table1: Programme allocations

	Programme
	Budget
	Nominal Increase / Decrease in 2010/11
	Real Increase / Decrease in 2010/11
	Nominal Percent change in 2010/11
	Real Percent change in 2010/11

	R million
	2009/10
	2010/11
	
	
	
	

	
	
	
	
	
	
	

	Taxpayer Services and Business Enablement and Delivery
	 1 568.7
	 1 688.2
	  119.5
	  13.5
	7.62 per cent
	0.86 per cent

	Customs Operations
	  763.2
	  868.3
	  105.1
	  50.6
	13.77 per
cent
	6.63 per cent

	Enforcement, risk and debt collection
	 1 186.4
	 1 276.7
	  90.3
	  10.1
	7.61 per cent
	0.85 per cent

	SARS Administration
	 3 157.9
	 3 551.1
	  393.2
	  170.2
	12.45 per cent
	5.39 per cent

	Modernisation and Impactful Projects
	  700.7
	  687.6
	-  13.1
	-  56.3
	-1.87 per cent
	-8.03 per cent

	TOTAL
	 7 377.0
	 8 071.9
	  694.9
	  188.0
	9.4 per cent
	2.55 per cent


7. The SARS Strategic Priorities for the Medium Term Expenditure Framework (2010/11-2012/13)

SARS identified seven strategic priorities to guide future allocation of its resources for the next three years. This includes key deliverables per strategic priority, key activities to achieve those deliverables and the mechanism to measure progress towards achieving these objectives. These are:
· Drive compliance leading to revenue realisation to deliver and ensure sustainability.  

The need to grow the revenue base makes it imperative for SARS to further deepen and widen the tax base and drive compliance leading to further revenue realisation to ensure tax stability and sustainability. SARS is of the view that if compliance with required legislation will be promoted and high quality service is provided to tax payers and traders, and engaging with the emerging tax base is well exercised then there will be more revenue collected
. It is critically important to note that when laws are made it is not everybody’s privileged to have access to these laws; therefore it will be equally important to increase the level of awareness about such laws to the tax payers and traders. It might not be true that people are unable to pay tax but it might be the case that some tax payers are not aware of such laws.  
Most of the tax payers in South Africa are those residing and working in urban areas. SARS has highlighted three year deliverables which include the understanding of compliance levels, increase voluntary compliance, strong central revenue forecasting, re engineering the debts collection levels, expand penalties for non compliance, streamline audit and customs inspection processes
.   Whilst certain measures such as revenue collected against national treasury target, voluntary compliance achieved and enforcement of compliance will be a measuring then progress in the log term the voluntary compliance and enforcement compliance will be used to measure progress in the interim against the stated outcomes. By 2011/12 to 2012/13 only 85 per cent of the target will be achieved. This means that SARS will be left with 15 per cent to complete the entire process, while the reduction in the reduction of outstanding returns from 6 per cent in 2010/11 to 8 per cent in 2012/13.   
· Drive productivity, service delivery, and cost efficiency.

Given the emphases on improving public sector levels and the gains already made by SARS through automation and other systems, SARS needs to continue to drive productivity, service delivery, and cost efficiency.  Improving service delivery across the public sector is a government commitment which SARS cannot attain in isolation, but rather in conjunction with other departments. While SARS acknowledges the need to optimise the utilisation of allocated resources, this can only be achieved through better management for SARS operations in order to ensure consistency.  SARS has placed more emphases on the modernisation and streamlining of process in order to reduce turn around time.  Moreover, SARS believes that better service promotes voluntary compliance.   It is again the intention of SARS to reduce compliance barriers for tax payers. SARS highlighted four deliverable aspects in this area, namely:

· Following, tracking of productivity across all areas. 

· Redefining of the services charter and channel strategy.

· Increase tax payers’ satisfaction using trader satisfaction index. 
· Improve speed of registration for businesses.  
However, it is important to note that some of the major factors to achieve productivity, cost effectiveness and quality service may include the commitment, passion and integrity of the human resource of the institution. On the other hand the organisational strategic plan should also be aligned to the broader Medium Term Strategic Framework.  Staff accountability and compliance with internal procedures and process is also important.  While some steps have been taken to measure progress in this regard in the interim, issues such as increase in productivity, revenue collected against costs incurred, and adherence to service charter standards to measure service quality and tracking tax payers have been identified as a mechanism to measure the defined outcomes. In 2010/11, SARS aims to achieve 50 per cent in this strategic priority, and 70 percent in 2012/13.               
· Deliver on its Customs mandate in a way that is aligned with government’s intentions. 

Changes in the requirements for South Africa’s boarders require SARS to fully deliver on its customs mandate in a way that is aligned with government’s intentions.  SARS has aligned this priority mainly with a focus on economic growth and job creation, which is one of the stated government priorities for the next five years. It is the view of SARS that there is a need to strengthen boarder security and restrict illegal trade or so called under ground economic activities. A reduction in the illegal market will create more opportunities to expand open economic activities. SARS intends to re-engineer their Customs service to achieve the full benefit of tax and Custom integration. Compliance barriers to facilitate the movement of goods in a more efficient way will be eliminated while on the other hand working on preventing the illegal distribution of goods. SARS is also intended to reduce the burden of resupplying information by those that already appear in the system.  
More regulations and enforcement of such rules are required to deal with illegal traders and root out corruption and underground economic activities in such areas. This will assist in protecting and creating more economic opportunities which were initially affected by illegal markets. Government has taken an initiative by creating a Boarder Management Agency (BMA). SARS needs to work closely with this board to leverage its experience in Customs administration to support the design.  The deliverable aspects for the next three years in this area include:

· Smooth transition to a Boarder Management Agency model.

· Develop, improve of speed of declaration processing and inspection through modernising process
· Roll out accredited programmes to qualify traders, enhance boarder controls detection capacity. 
It will be important to report on progress regarding these deliverables during the three year period.  Therefore the progress on these deliverables will be measured on the following outcomes:

· Increase in ease and speed of declaration processing.

· Adherence to the Custom service Charter standard and increase in ease and speed of inspection. 
Though measurable outcomes have been defined, the greater accountability and monitoring of the implementation of the strategic plans is vital. SARS aims to achieve 95 per cent of the target in the MTEF period.          
· Clarify operating model, streamline governance and strengthen leadership. 

Given the changing emphasis in government priorities, SARS needs to clarify its operating model, streamline governance and strengthen leadership. Part of its responsibility is to improve efficiency, transparency and services. This can only be done through clarifying responsibilities, lines of accountability and authority within the organisation. This will serve to eliminate processes that do not add value. The elimination of non value adding processes or mismatch will ensure consistency and the organisation will be more effective in collecting tax and Custom revenues. This area only identified three deliverable aspects for the next three years, these includes:

· Implementation of a new operating model with integrated capacity plan to make sure that the workforce is empowered
· Streamlining of governance framework.

· Fully articulating an and embedded SARS leadership model with appropriate capacity. These deliverables are going to be measured in terms factors such as, the effectiveness of the new SARS operating model, an unqualified audit report, and progress against leadership effectiveness index.        
· Implementation of segmentation approach to intensify business model. 

The demonstrated benefit of the global trend towards tailoring service delivery to specific tax payers and trade groups indicates that there is a need for the implementation of a segmentation approach to intensify the business model. This will result in more people complying voluntarily willing to do so; this will contribute in building social cohesion.  SARS is taking a new approach which will be the segmentation of all tax payers and traders in providing services.  This will be done through grouping traders and tax payers with similar behaviour and preferences. Thus SARS will engage in specific research about tax payers and trade segments. This will enable the organisation to learn more about what will inform this new approach. Three year deliverable aspects of this approach have been identified which include:

· A holistic approach for all ten tax payers and traders will be developed based on the understanding of their preferences.

· Phased in approach of new operating model for five segments, and target outreach programmes such as education, services and enforcement initiatives. 
These deliverables will be measured on outcomes such as progress against the design of ten segments, progress against the implementation of the five priority segments and compliance of these five priority segments. In the 2010/11 financial year this priority is going to be 55 percent achieved while in 2012/13 only 57 percent will be achieved.                
· Enable people to perform at their peak. 

The imperative to improve service levels and retain skilled staff requires SARS to enable people to perform at the best of their ability. As it has been indicated that certain priorities for government requires all stakeholders whether in the public sector or private sector to be fully committed. This priority is in inline with the government priority on education, skills and development. SARS has committed itself to making sure that its human resource base is created and developed. This allows opportunities for personal growth whether at leadership, management or technical level. Development of internal capacity demands more resources to be invested rather than just compensation of employees.  This will also open other opportunities for employees in other areas.  
The proposed change in the business operating model and modernisation of systems is a positive step however; especially combined with the good behaviour and good attitude of employed staff towards tax payers and traders.  Staff attitudes are a very important aspect in establishing high levels of performance. The three year deliverable aspects have been articulated as follows:

· Establishment of a systemic response to train and retain employees
· Fully implement employee value proposition.

· Sharpening performance management processes.  
The above deliverables will be measured in three steps, which are continuous improvement in levels of employee engagement, increase in surveys, and increase in staff adherence to performance management practices. In the 2010/11 fiscal year, 55, 23 and 95 per cent of these respectively will be targeted while 57, 17 and 95 per cent will be targeted in 2012/13 fiscal year.               
· Deepen key external relationships to enhance reputation and results. 

Government’s commitment to improving the relationship between the public sector and stakeholders with a view to broaden the culture of voluntary compliance requires that SARS deepen key external relationships to enhance reputation and results. SARS has emphasised a more collaborated approach where the organisation is prepared and willing to work with other stakeholders, communities, private and public sector.  This will assist in ensuring that there is tax compliance from all areas. SARS also intends to extend its commitment to certain community outreach functions in order to make a greater societal impact beyond revenue collection. SARS believes that such programmes will create a synergic approach in ensuring that tax compliance is well maintained. 
SARS has also identified three deliverable items which include the implementation of broad external relationship and reputation programme, implementation of social targets corporate social investment, as well as measurable improvements in stakeholder perceptions through establishment and monitoring of a stakeholder index. This will then be measured in terms of the following two outputs: increase in the stakeholder reputation index and increase in the external corporate social investment index.  In the 2010/11 financial year the institution aims to develop and implement the external stakeholder reputation index, while in 2011/12 SARS will track down the performance of the external stakeholder reputation index against targets. The corporate social investment index will also be developed and performance will be tracked in the 2011/12 and 2012/13 financial years.             
Though SARS indicated that these strategic priorities are aligned with the government’s stated priorities, it is how ever a little difficult to qualify such statement because government priorities are earmarked for the five year period while SARS strategic priorities are only for a three year period.  
   8. Issues for Parliamentary consideration
· It is important to incentivise those are who still complying with tax legislation in order to motivate them to continue to do so. This will assist in bringing about revenue collection stability, ensure sustainability and ultimately reduce debt service costs to the State. There will also be no need for any enforcement mechanism since people would be looking forward to the incentives during the tax period. 

· The 2010/13 strategic plan of SARS indicated the economic recession as an external environmental factor which hampers its vision and it affects the delivery of services by government, yet there were no indications whether certain mechanism or back up plan has been developed to try and manage revenue collection targets should another economic recession happen.
· Training and skills development of staff has been discussed at length in the 2010/13 strategic plan but the strategic plan does not indicate whether there is any retention strategy in the organisation as past experience indicates that once people are well trained they get absorbed by other opportunities. Therefore it is important to check how SARS is going to retain its capacity in ensuring that the organisation does not become a training ground for other institutions.    

· SARS indicated that one of its three year priorities will be to promote legal trade and restrict illegal trade but there is no specific measures mentioned that will be taken to do this.  
· It was further mentioned that SARS is going to integrate and enhance boarder security through alignment with other stakeholders but there is no specific mentioning as to which one are those stakeholders.  

· The fact that the three year strategic plan is not aligned with the five year plan of government in terms of the period makes it necessary to find out how SARS will be able to realign the remaining two years in terms of a five year government priority programme.  

· There is a need to expand tax awareness campaign programmes to other areas such as rural and semi-urban areas and shift away from the perception that people know about the tax legislation. 
· It will also be interesting to find out as to how SARS will be able to monitor all these areas to ensure that there is no shift from what is indicated in the strategic plan and the actual outcome.

· It will be important for Parliament to identify and understand the above discussed deliverable items and their targets in order to hold the organisation accountable in the near future.   
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