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Abstract

t the request of the National Treasury and the South AfricaBeRése($ARS), the
Foreign Investment Advisory Service (FIASdanorufticility of the World Bank Group)
provided assistance with a set of surveys of tax compliance costs for small and medium
enterprises. This paper is based on the resultssofothindse surveysa wekbased
survey of tax practitioneandfocuses on the differences between the nine provinces in South
Africa.
While there was comparatively little variation in the Tax Practitioner Survey by turnover band
(confirming the regpi@e nature of tax compliance costs in South Africa), there appears to be a lot of
provincial variation not only in ficostsodo (where tt
more expensive than other provinces), but also consideratdycatdimne It appears that some
SARS provincial offices are more efficient than others, and this varies by tax and by procedure. The
rural provinces were often rate relatively well with regard to communications with tax practitioners
(perhaps becauseyth®ave a less onerous daad), while on the other hand, tax practitioners
report a higher frequency of SARS errors in the rural provinces. There may be considerable scope for
identifying fAbest practiceodo amingntganglyzeoand nces f or Y
disseminate the key features of their good performance. Further, the lessons of South Africa may be
useful for many other developing countries that are interested in mitigating tax compliance costs for
SMEs.
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Executive Summary

In many developing countries (both poor and midd@®me),business owners complain that tax

compliance costs (i.e. cost of preparing, handling and submitting required tax forms to the
countryods tax authorities) add a serthbatans bur den
lines. In South Africa hese complaints are ampounded by anecdotal evidenti@at tax
compliance costs also prevent a | ot of smal/l bu
economy.

The National Treasury and the South African Revenue Service (SARS) therefore requasted th
the Foreign Investment Advisory Service (FIAS, a mddnor facility of the World Bank Group)

assist them with a set of baseline surveys of tax compliance costs for small and medium
enterprises. The objective of the surveys was to document tax cooepléasts for small
businesses in South Africa, to identify the most onerous compliance burdens based on these costs
as targets for reform and to serve as a baseline againstfwhiod progress coulbdle measured.

The t ax practi ti on escaf® scoundrywidev suryey of apsofessionall taxr g e
practitioners whose main job is to help small and medium size businesses (as defined by South
Africa Revenue Service (SARS)) comply with the tax requirements imposed by thdtdiate.

been complemented bydirect survey of SMMEs and a survey of informal firms regarding their
perceptions of tax compliance.

A report of theTax Practitionesurvey results, which was focused primarily on different turnover

bands, was published by FIAS in September, 200, éne d A Tax Compliance Bur ¢
Businesses: A Survey of T ashasheea dotumentedforenany i n So
OECD countries, tax compliance costs are relatively fixed and therefore regriessinauch

more onerous burden for smalirfis than for relatively larger onés.

This report, based on the same data, focuses more on the differences between the nine provinces
in South Africa. Such an analysis is expected to be particularly useful for SARS to understand
provincial variation in cmpliance costs as well as differences in performance of provincial
offices, as reported by professional tax practitioners acting on behalf of their SME digrasy.

also be useful for tax officials elsewhere in Africavhile South Africa is one of theealthiest

countries in Africa, it i s al so a cl assic idua
alongside many poorer, loweapacity rural areas that have many informal firms. The
experiences of SMEs in Sout h Aimiartiesandtrsothertor e r ur &

African countries.

1 Available at: http://www.ifc.org/ifcext/fias.nsf/Content/FIAS_Resources_Country_Reports
2 See numerous papers available at the-siebof the Internationalax Dialogue:
http://www.itdweb.org/Pages/Home.aspx?lang=3



| Tax Compliance Costs for Small Business in South Afric&Wvely of Tax Practiotioners Provincial Data Analy$is

Results by Rovince

Registration for taxes

The average time required for tax registration is about 12.5 houesall, time requirements for

tax registration are the highest for the Freestate and Gagadogit14 hours) and lowest for
Limpopo and the Northern Cape proviacébout 8 hours)Average costs charged by tax
practitioners are about R1,508ighest costs, as expected, are in the heavily urban provinces of
Gauteng, Kwazulu Natal, and the Western Cageere the rates charged by tax practitioners are
relatively higher than in more rural provinces.

Issuing of tax registration number

In general timethetaken by provincial offices to issue a tax registratrmmber are longer than

envisioned inthe SARSAservice chart@rstandard of ten working days On the basis of the tax
practitionerés responses to the survey, none of
t he Northern Cape Province is close fd28 empl oye
weeks). The North West Province performs best for Income tax, at 2.5 weeks.

At the other end of the scale, Kwazulu Natal takes the longest time, at 7.1 weeks, to issue a tax
registration number for VAT. The Eastern Cape takes the longest for Inesmat t7.2 weeks,
and Li mpopo for Employeesd tax (6.6 weeks).

Tax Returns

Tax returns represent the largest single category of tax compliance costs for most SMEs

and are therefore worth considering in an attempt to reduce thefaomtnpliance. On

averagetax practitioners in urban areelarge higher feethan those in rural provinces.

According to the survey results, tax practitioners in Mpumalanga take the longest time
(especially for employeesd taxes) while tho
shortest time.

Tax returns processing time

On average for all of South Africa, SARS performs better than its serframterstandards (90
working dates for income tax about 18 weeks; and 20 working days for VAT), but the survey
provides evidence thaome provinces may be laggirgoth the Northern Cape and Limpopo
provinces are taking more time to process income tax returns than specified in the Service
Charter, with the Northern Cape taking an average of 26 weeks and Limpopo an average of 19
weeks.

Over time, SARS may strive to tighten its Service Charter standattis particular areaBoth
the Western Cape and Kwazulu Natal process income tax sétuti3 weeks or less. For VAT,
the Eastern Cape and Gauteng process VAT returns within 2.2 areekgrage.

Tax Refunds

Tax refunds often represent a substantial sum of money owed to a firm, and delays in such
refunds thus carry a significant cost to the recipients. The SARS service charter specifies 30
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working days (about six weeks) for processirigan income tax refund and 21 days for VAT
refunds. In this area, survey respondents in most regions indicate it is taking longer to receive
refunds than specified in theARS wrvice charter, although the Western Cape does manage to
process VAT refunds id.1 weeks. The best performing province for income tax refunds is
Mpumalanga, which take an average of 9 weeks.

At the other end of the scale, the worst performing regions in the survey are the North West
Province, which takes 13.2 weeks to process a V&flind and the Limpopo Province, which
takes almost 15 weeks to process an income tax refund.

Penalties and Interest

On average, 5.4 percent of the clients of tax practitioners are charged with penalties or interest for
income tax, but the range is consildei from a high of 6.4% in the Freestate Province to a low
of less than 1% in Northern Cape.

For Provisional tax, the range is even larger, with a high of 7.6 percent in the Northern Cape
Province to a low of 1.2% in the North West Province. For VAE, highest is almost 6% in
Kwazul u Nat al to a low of 1.9 % in the Northern
high of 8% in the North West province to a low of 1.3% in the Northern Cape. It is interesting to

note that the Northern Cape is at extreme high for provisional tax but an extreme low for

Inco me t ax, VAT an (hlthdaghptHisonyag besdie td thex small number of
respondents in that province).

Penalties due to SARS fault

While VAT seems less prone to this problem, with oridpw@at 37 percent of respondents citing

t hat it happens Aoftend or dAvery oftenod, the <co
and Provisional Tax. For income tax, the range of respondents stating that penalties are paid as a
result of SARS errfovempfoftend is at its | owest

is also the best province for Empl oyeesd tax.
province and for VAT it is the Eastern Cape.

At the opposite end, the worst performanassreported by tax practitioners is the North West
province for income tax, Mpumalanga for provisional tax and VAT, and the Limpopo province
for Employeesd tax.

Error by clients

By comparison, tax practitioners also find fault with their own clients. gdreentage of tax
practitionersé work that relates to reworking p
over 20%, with the worst averages reported in the rural provinces of the Northern Cape, Freestate,

and Mpumalanga, while the best averagesraported in the more heavily urban provinces of the

Western Cape, Gauteng, and Kwazulu Natal.

Audits
The averageateinspection by SARS for income tax is 1.7 percerft t ax practiti oner

but the range is from 0.9 in the Northern Cape Provincg% in the Freestate Province. For
VAT, the average is just over 3%, while the range is from a low of 1.6% in the Limpopo Province
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to a high of 5.7% in the Mpumal anga Province. F
0.3% in the Limpopo Provinde a high of 6.2% in Northern Cape Province.

Inspection

The duration of inspections also varies widely e

just under 7 hours, the range is from 0.5 hours in the Northern Cape and Mpumalanga to an
average of8.7 hours in Kwazulu Natal. The other urban provinces, the Western Cape and
Gauteng, are also relatively high, probably because urban areas are where SMEs are most likely
to have a relatively large wofforce.

The variation is less striking for income tamd VAT. For income tax, the low end of the range is
represented by the Eastern Cape, at. 5.6 hours, and the high end is held by Kwazulu Natal, at 18.4
hours. For VAT, the shortest average duration of inspections is 3 hours while in Northern Cape it
is anaverage of 12 hours.

Queries from SARS

The variation is relatively minor in the case of Income tax, ranging fréow af 2.5 percent of

tax pract i frecewingesuch queried in thenNorsh West Province up to 5.2 % in the

Freestate. For VAT, thrange is wider, from 1.1% of businesses in the Eastern Cape Province to

6.1 % of businesses in Mpumal anga. For Empl oyee:
of businesses in Mpumalanga and the North West Provinces to a high of 6.3% in the Easte

Cape.

Other Time Variables

Two other variables related to SARS timeliness were captured by the survey. The first is the time

it takes SARS to update its records after notif
for all respondents was justder 10 weeks. The best performing province was the Western Cape

(just slightly over 8 weeks) followed by the North West province while the longest average time

was recorded in the Limpopo province. The service charter standard is 21 working days (just over

four weeks).

Call Centre

The SARS service standard is for calls to be answered within 20 seconds (1/3 of a minute).
According to SARS data, about 70% of calls in the financial year ending 31 March, 2007 were
answered within 20 seconds. The survey datatvariance with this. One possible explanation

is that the phone might be answered promptly, but it may take more time before the call is
directed to a SARS staff person who is in position to deal substantively with the caller. According

to the survey daa , the national average time fion hol do
ranging from averages of about 5 minutes in the Western Cape, Northern Cape, and Kwazulu

Natal Provinces to a high of 15 minutes in the Limpopo province.

Office waiting period
Waiting at SARS (without having made a prior appointment), the SARS service standard is 15

minutes. The Eastern Cape Province is closest to meeting the standard, according to the survey
data, at 16 minutes on average. In the Limpopo province, the wait is batt@aur on average.
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Suggested Follow up Research

The Tax Practitioner survey yielded a large amount of rich, useful data at relatively little cost and
effort. Tax Practitioners are extremely knowledgeable and can make accurate estimates of time
and cos estimates of specific procedures. Preliminary comparisons with the results of the direct
survey of SMME tax payers show a high degree of consistency. The Tax Practitioner survey
seems to be an efficient way to gather information on tax compliance costeegular, frequent

basis. However, it would still be wise periodically to carry out direct surveys of SMMEs (which
are much more expensive and slow) to ensure a thorough understant#ingompliance costs

for SMMEs, including those who do not outsoeiiany tax preparation work.

While there was comparatively little variation in the Tax Practitioner Survey by turnover band
(confirming the regressive nature of tax compliance costs in South Africa, as has already been
observed in more developed countrjébgre appears to be quite a lot of variation by province. In

the case of fAcostso (based on prices charged by
not surprised to see higher costs in the more urban provinces, where fees are relatively higher

than in rural areas.

But there is also considerable variation in time indicators, and it is not always an urban/rural

divide. Rather, it appears that some SARS provincial offices are more efficient than others, and

this varies by tax and by procedure. Whhere is not a strong pattern, it appears that Western

Cape often appears most efficient, while some of the rural provinces appear often to be slow and
relatively unresponsive within the context of official procedures. However, the rural provinces

oftenrate relatively well with regard to communications with tax practitioners (perhaps because

they have a less onerous césad), while on the other hand, tax practitioners report a higher

frequency of SARS errors in the rural provincésere may be consdable scope for identifying

Afbest practiceo among provinces for vari ous t
disseminate the key features of their good performance.

SARS service standards are tizaly new and perhapsmbitiousfor many areas coved by the

Service CharterSouth Africa has, in fact, set some of its standards as high as (or even higher

than) those in several OECD member countries, such as Sinddpwe are many areas where

SARS offices are not yeneeting the goals set by thendce charter tandards, and it will take

further work to meet therge.g., issuing a tax registration number, delivery of tax refui@tshe
provinces are doing relatively better than ot he
practi ceo paonvimcial@ffic€srariSlisseminate those practices more widely. In cases

where all or most provinces are comfortably exceeding SARS service staelgrdprocessing

time for tax returns)it may be appropriate to tighten them further, and encouragenget

efficiency gains.

The data from the Tax Practitioner Survey should be compared directly with the data from the
direct survey of SMME tax payers to combine the strengths of both surveys (as well as insights
from the survey of informal firms) and udeetcombined data to test a number of hypotheses,
including (but not limited to) the following:

T Firms that donét use professional Tax Prac
cash (fAout of pocketo) ter ms, beofthenay f ace
opportunity cost of staff time;

3 For information about service standards for tax in several OECD member countries see
http://www.oecd.org/dataoecd/43/7/37610131.pdf
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T Firms that donot use Tax Practitioners i nc.t
and/or inspections;

1 The relatively high variability in time/cost estimates across provinces for tax
compliance and reports of SARresponse times and service quality are relatively
uncorrelated with firm size, legal form, or main activity, and thus are most likely due
to result from differences in practices and/or efficiency across SARS provincial
offices

It would be beneficial toarry out another survey after reforms are enacted and after firms have
had at least one full tax year to experience the new situation. This could make it possible to
compare Abeforedo versus Aafter 0 s(amomgetersdat a and

1 SMEs face significantly lower compliance costs after reforms have been enacted (test
by tax, by procedure, by provinge)

1 SMEs face significantly lower rates of queries and inspections from SfRSthe
reforms;

9 Tax Practitioners report signifindy lower rates of SARS errorsvfiich may not
necessarily be attributable to the reforms, but perhaps from overall improvements in
accuracy and efficiency due to more electronic filing)

If some procedural or administrative reforms (e.g., different taxpaytreach strategies) are

tested in some provinces and not others (and especially if they are differentially tested in, say, one

of the larger urban provinces and not in the others) it may be possible to test the efficacy of such
strategies by comparingte it r eat ment 06 provinces against the i

vi
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1. Introduction: The Survey and its Results

In manydeveloping countrie@both poor and middiércome), business owners complain ttaet

compliancecoss (i.e. cost of preparing, handling and sulim@ required tax forms to the
countryds andrelateduntefaations with taxsauthorifiadda seriousburden to their
opemtions and significantly affecbottom lines In South Africathese complaints are
compoundedby anecdotal evidencethat tax compliance castalso prevent a lot of small
businesses from registeringgnd i ni ng t he Af or mal 06 economy

The National Treasury and the South African Revenue Service (SARS) therefore requested that
the Foreign Investment Advisory Service (Fl&SmMultidonor facility of the World Bank Grogp

assist them with a set of baseline surveys of tax compliance costs for small and medium
enterprises. The objective of the surveys wasdaoumenttax compliance costs for small
businesses in South Africa, ientify the most onerous compliance burdens based on these costs
as targets for reform and to serve as a baseline against which future progress can be measured.

FIAS therefore designed a set of three surveys:

1 A survey of professional tax practitioners avprovide taxconsultingservices for
SMEs on a fedor-service basis;

1 Adirect survey of SMEs registered with SARSd

1 A survey of informal fims about their perceptions tafx compliance

The t ax pract i ta largeescabescoustrwidev seryey ol prafessionaltax
practitionerswhose main job is to help small and medium size businesses (as defined by South
Africa Revenue Service (SARS)) comply with the tax requirements imposed by the state.

A report of the survey resultsvhich wasfocusedprimarily on different turnover bandsvas
published by FIAS in September, 2007, entitled
A Survey of Tax Pr actThis reporh bases onithe safe datahfocusésr i c a 0 .
more onthe differences btween the nine provinces in South Africa. Such an analysis is expected
to be particularly useful for SARS to understand provincial variation in compliance costs as well
as differences in performance of provincial offices, as reported by professionahtéiigners
acting on behalf of their SME clients.

This study was designed as a wmsed list assisted surveyThis survey was completed by
members of twmf the largest organization® which tax practitioner§professional accountants
and bookkeepersyho are registered with SARS belonthat is theSouth African Institute of
Chartered AccountantéSAICA) and the South African Institute of Professional Accountants
(SAIPA). The members ofrether sma#r organization that has some tax practitionersagrits
members the South Africaninstitute of Certified BookkeeperéSAICB), were also used as
respondentso the survey Allegedly, althougtdefinitive empirical eidence isnot yet available,
members of théwo largerorganizations submit about 2/3 afl busines tax returns in the
country.This survey also had the merit of being relativelydoost, and therefore more likely to
be repeated on a regular basis.

4 Available at:http://www.ifc.org/ifcext/fias.nsf/Content/FIAS_Resources_Country Reports
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For personal interview surveys (and to a lesser extent, mail and telephone surveyshahdditio
attempts to reach members of the frame add significantly to the cost of the survey, especially
beyond two or three calls where the completion rate falls rapidlyeb surveys d not have this

cost constraintbecause sending out an extra electroriminder adds only marginally to the
overall cost of the survey.

It is alsoimportant to keep in mind that thargeted populatioof the surveywas rather unusual
the dominant majority of prospective respondents were highly educatedpfiveltcounting
professionalsi busy, but detail orientedwell-informed and highly responsibleput not
necessaly responsive people

This paper is organized in the following way. The first part briefly digsitbe methodology

used, followed by a brief descriptiarf the survey population antthe achieved sampjethe

second parprovides an analysis of thekey survey resultswith an emphasis othe variations

between the nine provincethe third part presents arief overall discussion othe results,

conclusionsand an outline for potential next steps for the data analyges tried not to

overburden the reader with too many tables, although it was not always possible, considering the
descriptive nature of the papdt.ur t her det ail s aboaeptiondiabduj ect i ons
SARSquality of service and priorities for the reform agenda by Province are contaiAaden

1.

1.1 Selection of the mode for questionnaire delivery

An electronicWeb-based survewas selected as the instrumémt the questionnaire deery for
the following reasns:

1 An option for a telephonsurvey was rejected at the outdee tothe complexity ofthe
guestions, routings, length of the questionnaire and potential danger that in order to
answer some of the questions respondents mag tte consult with their records, thus
they had to be reached during business hours or multiple calls would be needed for a full
completion of the questionnaire;

1 The cost ofa faceto-face survey of this magnitude would be prohibitively expensive in
SouthAfrica where cost of highly trained labor is at least on par if not higher than in
major developed countries;

f The time constraintét ax practitioners have a very narrtr
conducting a countrwide Webbased survey was found most fibésas it allows for a
shorter filed period and provides respondents with more flexibility and convenience for
responding;

1 While internet penetration in South Africa is relatively low, the targeted population
consists of highly qualified and educatedfpssionals that are familiar with and have a
reliable access to the internet;

1 Although in the questionnaire design we tried to avoid particularly sensitive questions,
the anonymity of respondents was seen as better assured when any personal interview
contact would be eliminated;

5 Kish, Leslie. Survey Sampling. New York: John Wiley, 1965.
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9 Data coding and database construction steps were eliminated from the survey process,
thus further reducing the time and cost of the survey, while improving accuracy of the
results.

1.2 Questionnaire design and field-testing

The questionaire was prepared by team comprised of the/orld Bank survey and tax
compliance costexperts, a South African tax expert/consultant and a South African internet
expert/programmer. The draft questionnaire was reviewed for clarity and coverage,eahtbtest
usability by South African and internationtx expertsrepresentingdcal and international
universities SARS and National Treasur¥he survey instrument allowed participaitd make
ontline comments for each question. Comments were then redidy the project team and
necessary changes incorporated in a subsequent version of questionnaire.

A pilot study was then run from 15 September 2006 October 2006A randomly selected
sample of members was selected for eadheparticipating organiations. Altogether 1,250 tax
practitioners were invited to participate in the pilot t@80 from SAICB, 500 from SAICA and
500 from SAIPA. The smaller sample size fdBAICB was chosen due to its overalinaller
membership base thémr the other twgrofessional institutions

Among 1,250 tax practitioners selected for the pilg1,29 had functioningemail address and
were workingin South Africa No attempt was made to update email addresses, tax practitioners
who were not involved with South Africadients were also eliminated from the sample. The
overall response rate the pilot, including partially completed questionnaires, ¥ia%%.

Participantswere notinformedthat they were part of the pilot study as all iingtation letters

and incentive schemes were also tested on this sanfpilet study duration, progress and
outcome reports were compiled and reviewed in order to make the necessary changes required to
the final questionnaireThe majority of the changes made after the pilot werhértitne and cost

scales they were adjusted to enswenore realistic outlook armlv oi d Abunchi ngo of

1.3 Preparations for the main survey and fieldwork arrangements

At the outsedf the projectthe FIAS team contactethe threemaintax-practiioner organizations

in South Africa: South African Institute of Chartered Accountants (SAICA), South African
Institute of Professional Accountants (SAIPA), albuth African Institute of Certified
Bookkeepers SAICB). The lists of their membership weretaibned. These lists consisted of
names, telephone numbers, and email addressesmbineddatabase of all the members of
SAICA (20,279), SAIPA (5294) and the SAICB (274) wascompiled to a totaP7,747 names
and email addresses

Due to thelow margina cost of adding a participant to a Webrvey and limited exogenous
information that would allowdesigninga proper sampling methodology it was decided to send
invitations to all tax practitioners on the list

The pilot demonstrated that membershipsligicludel a significant number of association
members whose addressesrenot functional and/or whwerebased overseas addl not work
with clients in South Africa. A special listeaning exercise was undertaken and it was found
that theSAICA membeship listincluded the largest number averseas membersAlthough,
overseabased members would be filtered out from the survey after ditleefirst or second
guestion, it was decided not to include them at all as they would not be providing anytidorm
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needed. These members were therefore excluded from the final populatoonly local
members were invited to participate in the survég it was mentioned earlier, no attempt was
made to find correct email addresses fan-reachable members.

Thepool of potential respondents whsther reducettyt he fAunsubscri be optiono
after the pilot A participantwho passed the oversea test would h&ubscribedf at least onéhe

following would be true: (i) bing abroad used for thosegrticipanswh o wer e not fAweed
out 0 at t h(® being of &niinadrrectsatideegteetired from practice, studyingther

than practicingetc

The totalnumber of tax practitionsron the initial membership lists who were eliminated due to
one of the above reasonsas 5,970, thus the invitations were sent 24,777 potential
respondents

All potential respondentsn the final list were sent an-gail explaining the background and
purpose of the study and requestthgir participation To increasethe response rate a set of
prizes (rather than incentives) was offer&tould the respondent complete the survey, he/she
would be entered inta randomdraw to win one of the followingn either computer or travel
vouchergno cash was offered)

1 One irst prize- R7,000
1 Two scond prize- R3500, and
1 Three thirdprizes - R1,500.

The survey invitation included a wdibk to the survey welsite consistingf the questionnaire,
explanations, antetters of support issued ltlge National TreasuBARS SAICA, SAIPA, and
SAICB.

Thefirst invitation to participate wasent toall members of eachissociatiomemaining on the list
(other than the pilot participants) on 1 November 2006. The invitatiowikstated that the
survey would close on 20 Dember 2007, butater onit was decided to leave it open until 5
January 2007or those respondents that were not on leave over the Christmas. f8eioeral e
mails and SMS reminders were sent twuall participants(with certain exceptions) that hadtno
completed the survey.

Unfortunately, as of November 21, 2006 the SAICA management contacted the project team and
requestedhemto stop sending reminders to its members. The reason given Yéaithe Bank
teamby the SAICAwas complaintsfrom certain rembers who requested to stop receiving the
reminders. In terms of response rates for the overall survey, this request from SAICA
management waamostequivalent to stoppinthe survey of SAICA mebers - less than 10% of

all SAICA responses weillectedafter reminders were discontinyes compared to over 40%

for SAIPAresponses.df the latter organization we were allowed to send reminders until the end
of the survey field period.

In order to mitigate potential complaints from members of other asemsdt was decided to

add an Aunsubscri beod o p tshowdthe pasticigamdt befinterested er r e mi
or willing to complete the survey questionnaire (jbald inform the World Bank team of this

fact via email and would be unsubsbed from the survey. This option was not provided earlier,

% Note that not all members of the target bodies are tax practitioners; many are accountants in other fields of
specialization.
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as this would have beeasn easy way out for somgarticipants. Surprisingly, only about 1
percent of remaining participants utilized this option.

1.4 Structure of the questionnaire, confidentiality and other issues

The questionnaire was designed to have a modular structure. Each fully eligible respondent was
expected to complete two generic modulesprofile of the respondent and profile of his/her

clients. Based on responses to the client profilelule a respondent was randomly assigned a
Aifocusod client. td@ ¢oilest speciic taxdcompleancd burdeo fcdstime)
information for SMEs (defined by turnoveegal form, and main economic actiity After a

Af ocus o c lgned the respordent veas asked to complete sandomly assigned tax
module, either:(a) Corporate Income Tax(b) Provisional Tax (c) VAT, or (d) PAYE.
Respondents wergiven an option to complete one or mawditional tax modulg) if they

would be wiling to do so after completion of the assigned tax module. #Afeetax module was
completeda respondent was asked to complete the final module asking more generic questions
aboutthe quality of SARS services and his/her viewsaoeform agendéor SME taxation

Some of respondents were not taken though all modules, a.@ifpractitioner was netorking
with clients other thamis/her primay employer, or if all his/her clients hadn annual turnover
over R14 million thenbuilt-in filters wouldtakethem to eithethe additional information module
or to the end of the survey questionnaire.

Each participant was expected to rehd invitation email/letter, the letters of support and all
other information provided on the website and then by aicgpshe survey, the inddual
provided his/her implicitonsent to provide informaticequested in the survey

The confidentiality and/or anonymity of the respondemse assured as the respondewsre

not requested to provide their namesany otherinformation that coulde used to identify them

in person in the questionnaire, the research report or any other publications based on the study.
Each respondentasidentified by a respondent number only. The completed questionnaires and
any other docums that araused to identify respondents wearely handled by the World Bank
teamand consultantsivolved in the study.

The electronic system used to handle the survey guestionnaitean irbuilt securityfeature
preventing anyone outside the targebup from participating in the survey. This system also
prevented the same respondent from answering the survey more than once.

Should any of the respondents experience any difficultiey were provided witla support €
mail address, the-mail addres of one of the World Bank team members and a support hotline
that they could call.

The survey was designed to avoid the coverage error, so common to the surveys of this nature

we used an updated list of the association members, thus we coveredirth@anilation of

interest. The cminant majority of inactive email addresses were attributed to inactive members

(i .e. those who would have been fidefined outo ar

Of course numerous other potential sources of errors and biases common-thas&@durveys
were also expected to appear. At the design stage we made an effort to reduesponse error
by making the topic interesting to the targeted audience, althauggimave only anecdotal

"Couper, Mick P.vi#webobBurseuyses Andeapproacheso. Public Opi
pg. 464.
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evidencewhether our achieved sample is a good reflectiothef entire targeted poptilan.

Some comforting evidence arisiesm the fact that 2/3 of respondents agreed to become a part of

the fAexpert groupod and participate in the futur.
not significantly differat from the distribution of the whole sample, except, perhaps in terms of

their years of experience (wniteers tend to be relatively more concentratetiénmiddle of the

experience interval).

The response rate (whichever way it would be calculated) hedsv averages of 230%

reported for this type of surveys @ook, Heath and Thomson, 2008nd while overall response

rate of 18% seem to be significant for the analytical purposes, the research team was concerned
about potential biases and their effect the overall conclusions and policy recommendations
these results will be eventually used for.

Thereweretwo main concerti (i) difference in responses given by respondents from different
organizations; (ii) differencan responses provided by earlyrseslater respondent If either or

both differences would be foundhene xt r apol ati on of t he over al |l
uni ver sed may b A specalttdolkitrwould thecneeded dor the result extrapolation

and to remedy any potenti@sponse bias. Developing and proposing such procedures is beyond

the scope of this paper.

1.5 Main characteristics of the achieved sample

1.5.1Response ratissues
As mentioned above, thevitation to participate was issued to ematirefi e | i gaopldation of
each of the aboveprofessionalassociations(refer to SAICA exception aboveegarding
reminder¥. Altogether 3,985 tax practitioners accessed the questionnaire (see Table A.1 for
details), i.e. 18.2% fAhit rateo.

Table A.1: Share of respondents by provioe and level of questionnaire completion

Respondent type

Province Unit  Non Respondents Respondents  Of which Total

practicing not dealing  answeringto  completed

respondents  with target at least one more than 1

population tax module tax module

Gauteng % .0 8.6 91.4 125 100.0
Mpumalanga % .0 2.8 97.2 6.9 100.0
Limpopo % .0 5.2 94.8 19.0 100.0
Freestate % .0 10.0 90.0 6.4 100.0
North West % .0 10.1 89.9 11.6 100.0
Kwazulu Natal % .0 9.6 90.4 15.0 100.0
Eastern Cape % .0 9.4 90.6 9.4 100.0
Northern Cape % .0 5.0 95.0 30.0 100.0
Western Cape % .0 6.2 93.8 14.3 100.0
Province unknown % 1.9 7.9 2 A1 100.0
Respondent average 39.8 8.0 52.2 7.4 100.0
Province average -- 7.5 83.3 12.5 100.0
Number of observations N 1585 318 2082 293 3985

8Cook, Col |l een, Heat h, F . -Analysis of Rpspomge RateR in sh&fe InterrietBgsed i A Met a
Surveyso, Educational a n d60,Me.\6,8P836 (8090) c a | Measurement, Vol .
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Some ofthe respondentaho accessed the survey questionnaire were not working with clients,
not working with taxes and/or retired, i.e. were not a part of the target population. The number of
these respondents was 1,585. Thus an effective response rate wasod 2,900 respondents

from the population of 20,192 eligible respondénSome of the respondents were not working

with SME clients (318 respondents). These respondents were not asked to complete a tax
module, but requested to complete a few percepi@stions about quality of SARS services and
reform agenda. The remaining respondents (2,082) were asked to complete at least one randomly
selected tax module (thus response rate to tax modules was 10.4%). Some of the respondents
volunteered to completeore than one tax module giving us a total of 2,530 fully or partially
completed tax modules for analysis. $neesponse rateappear to benore or lessn line with

the response rates received on web surveys internatidhally

South African provinces

differ widely in terms of Chart A.1: Number of respondents who answered to at least one t
size and level of module
economic  development, Province unknown, 4

thus the number of Western Cape, 46°
respondents per province

was expected to differ

accordingly Chart A.1

shows the number of Northem Cape, 18
respondents who
completed at least one ta»
module per province.As

expected the highest

Gauteng, 927

Eastern Cape, 9t

\Mpumaanga 70

number of respondms Kwazulu Natal, 283

had their businesses

located inone of thethree North West, 62

most ecmomica”y Freestate, 9¢ Limpopo, 55

developed provinces:

Gauteng, Kwazulu Natal and Western Capéhese account for 45, 14, and 22 percent of
respondents, respectively. The lowest numbersgfaedents came from Northern Cape province
(1 percent of total). The results for this province are often differing substantially from the
country averages and results fanert provinces.Findings for Northern Cape province have to be
interpreted with cation - due to thelow number of responsgei is not necessarily clear what
drives the differencé is it regional specific or lack of representativeness in the sample. The
latter suggestion is also true for other smaller provinces where resptesé specific questions
wererelatively low (e.g. North West, Limpopo and Mpumalanga provinces).

1.5.2 Characteristics of respondents

Respondent s businesses also differ substanti al
professionals employed there (Questt). The provincial averages range from 3.18 in

Mpumalanga to 6.34 ithe Limpopo province. More economically developprovinces have

higher sharemi fA-ma e s h o p s ateng 80% @respondentsTeported that they work in

° Presumably, a large proportion of the respondents were not tax practitioners, eithérey had other
specializations, and that may have been why they were not interested to open the survey.

YHamilton, Mi c le auevey reBporseirates far@ tinhdsanc k gr ound and Gui dance for I n
http://www.supersurvey.com/papers/supersurvey_white_paper_response_ratesetdnaalyss of 199 surveys
conducred using Super Srvey E softward suggests an average


http://www.supersurvey.com/papers/supersurvey_white_paper_response_rates.htm
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a business with onlgne professional employee; this share was 49.1%dWestern Cape and
46.3% in Kwazulu Natal.

Most of the respondents
are located in urban
areas (Question 7) i

overall 89 percent of | | | | | | |
respondents  reported ~ MPumalanga | | | | | | | 13
their businesses to be Northem Cape 35

located in urban areas.

Freestate 132
Chart A.2 shows that . | | | | | |

provincial differences in Limpopo _|—|—|—|—|_|31
the urban/rural North West 21
distributions are very
pronounced, but not
necessaly  surprising: Westem Cape 13
the lowest percentages

Chart A.2; Share of respondets located in rural areas, 9

Eastem Cape 13

! Kwazulu Natal 12
of rural businesses are
reported in the three Gauteng 3
most urbanized ' ' '
provinces. 0 5 10 15 20 25 30 35 40

The respondents are very horeagous in terms of their professional experience (Question 8)
over 50% of respondents in each province have at least 10 years of professional experience. An
average experience for all respondents is about 13 years.

153 Characteristics of ofocusod clients

The South African Revenue Service was particularly interested to learnthbtax compliance
burden on small and medium enterprises. Accordingpgomost generébARS definitionof a

nSmal | Bu s i n ethesear€husginpsses withitumoveér notexceeding R14 million.
For the purposes of the survey we divided SMEs into four turnover l{aedsTable A.2 for

details)As it was mentioned earlier each respondent

one of these turnover bands.
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Table A2:Distri bution of fAfocusod clients by
Percentage of respondents Total
R1- R301,0000  R1,000,00- R6,000,00%:  (N)
R300,000 R1,000,000 R,6,000,000 R214, 000,000
Gauteng 28.1 30.9 24.0 17.0 967
Mpumalanga 33.3 20.8 26.4 194 72
Limpopo 36.8 21.1 29.8 12.3 57
Freestate 27.9 33.7 18.3 20.2 104
North West 27.7 27.7 26.2 18.5 65
Kwazulu Natal 30.5 275 26.8 15.2 302
Eastern Cape 34.0 28.0 24.0 14.0 100
Northern Cape 50.0 15.0 20.0 15.0 20
Western Cape 29.3 285 28.7 13.6 485
Mean % by respondents 29.6 29.1 25.4 16.0 2172
Mean % by provinces 33.1 25.9 24.9 16.1 9
Table A.2 showshedi st ri buti on of responses by the
stribution was driven by

di

Annex 2 for the full questionnaire).

The

second

turnov

si ze

r e s p o retibenaie §sée ans wer

organizational form. In question 12 respondents wegeestedo state which of the five main
common legal aganizational forms their clientsade undeand then one of these forms was

randoml

y

assigned
distribution of responses by the legal forntlofr e s pondent s o

to be

t hei

r

that close corporations are the most comimasedlegal forma mo n g
all provinces (except Northern Cape whareequal percentage of respondents (30%) arexiver

the questionnaire respect okole proprietorsclose corporations, and partnerships). The most

Afocuso thel i
isiviodhcnatiéng
t ax

stoepcldfent he efifeatddmoassignmans & gpécifico u g h r

ent 6s
ol

i ents

pramtitioner

developed provinces had the highest share of companies among their focus clients, while for
lesser developed provinces the share of sole proprietors was relatively higher.

Table A.3: Legal organizatichadr m of o0focusd6 clientds business
Percentage of respondents Total
Individuals/sole Companies Close Trusts Partnerships Other  (N)
proprietors corporations
Gauteng 24.4 23.7 39.0 6.6 3.4 2.9 967
Mpumalanga 29.2 8.3 40.3 9.7 5.6 6.9 72
Limpopo 35.1 10.5 36.8 8.8 35 5.3 57
Freestate 26.0 11.5 37.5 12.5 7.7 4.8 104
North West 27.3 13.6 47.0 15 9.1 15 66
Kwazulu Natal 23.6 15.3 39.5 9.6 8.0 4.0 301
Eastern Cape 28.7 7.9 40.6 13.9 4.0 5.0 101
Northern Cape 30.0 5.0 30.0 .0 30.0 5.0 20
Wedern Cape 231 20.5 39.3 7.0 7.4 2.7 484
Mean % by 24.9 19.2 39.3 7.7 5.7 3.4 2172
respondents
Mean % by 275 12.9 38.9 7.7 8.7 4.2 9
provinces
The third step i the Afocusod client selection |

economic ativity from a list offered to respondents in Question 13. The resulting distribution of
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responses is shown in Table A4 belowhe pr ovinci al di stribution of
follows provincial specialization and sectoral impact, at least fornthen areas of economic

activity such as agriculture, manufacturing, trade, finance/business services, and personal
services.

Table A.4: Main economic activity of Afocuso c
Percentage of respondents
© 9 4 — UJ
o se 8 82 9
g o f_—: c 9 S ] g
5 £ c 8 © = 3 c
oo = o o= ®
=% &8 2 §S8% S 5 gsg ¢ £
o = 17 =_<£ 0o E 2892 o 5 =
=0 £ c 28t guwe T8z 2 S g
25 8 Q < E cC 9 c o £ D 5} [} = o
<L = o S®G8 FS0o Loon @] [
Gauteng 3.6 96 93 20.1 5.9 254 148 11.3 960
Mpumalanga 208 56 2.8 22.2 6.9 15.3 111 153 72
Limpopo 105 53 140 211 12.3 8.8 123 158 57
Freestate 214 97 117 223 11.7 11.7 39 78 103
North West 13.8 123 9.2 16.9 9.2 13.8 123 123 65
Kwazulu Natal 6.8 145 105 193 11.8 18.2 10.1 8.8 296
Eastern Cape 9.0 80 7.0 29.0 4.0 20.0 16.0 7.0 100
Northern Cape 350 50 15.0 20.0 .0 .0 100 150 20
Western Cape 104 106 95 19.7 5.0 22.4 129 95 482
Mean % by respondents 8.0 10.2 9.5 204 7.0 215 129 10.5 2155
Mean % by provinces 14.6 89 99 21.2 7.4 151 115 114 9

At the final step of selection, respondents were assigned the tax nmbduteey would be

required to complete This was done based on information collected through Question 14b. The

resulting distribution of focus clienis shown in Table A.5. Please notice tifa¢ sum of

percentages may be above one hundreaime respondents completed more than one tax module.

The most Apopul aro tax waasltaxcoYhAaTtaandoéimpweye &

Table A.5: Perentage of respondents who completed specific tax module

Type of respondent Total (N)

Income tax Provisional tax VAT Employees' tax

respondents respondents respondents respondents
Gauteng 41.2 34.2 26.1 19.8 927
Mpumalanga 32.9 30.0 28.6 20.0 70
Limp opo 49.1 40.0 27.3 12.7 55
Freestate 33.3 29.3 30.3 17.2 99
North West 37.1 27.4 33.9 194 62
Kwazulu Natal 39.9 39.2 25.8 20.5 283
Eastern Cape 36.5 40.6 19.8 16.7 96
Northern Cape 42.1 63.2 42.1 26.3 19
Western Cape 44.1 37.5 23.3 17.6 467
Province unknown 75.0 25.0 25.0 .0 4
Mean % by respondents 41.0 35.7 25.8 19.0 2082
Mean % by provinces 39.6 37.9 28.6 18.9 9

10
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2.  Survey Results by Province

This section of theaper is focused on a provincial analysis of the survey data, highlighting
differences between provinces in key areas of tax compliance Ydkike the key survey data
showed comparatively little variation by turnover band, by legal form, and by main activity, there
appeared to be a noticeably higher range of variation on many tgpm®vince, which makes
analysis along these lines potentially useful and interesting.

2.1 Registration for taxes

The first step in tax compliance for new companies is refimtrdor taxes. Essentially, all
enterprisesnust register for income tax; sgbeoprietors andhe members opartnerships must
register separately for provisional tax (while compardes, CG, are automatically registered for
provisional tax along with income taxgnterprisesvith aturnover over R300,000 are required to
registerfor VAT and firms with employees musbrmallyregister forE mp | o y e @hard2.1t a x
below shows the time required for registration for each tax for each province, as well as the fees
charged by tax practitioners for assistance with this procedure. Ovemal requirements for
registration areéhe highest forthe Freestate Province and @eang, and lowest for Limpopo and

the Northern Cape province. Highest costs, as expected, are in the heavily urban provinces of
Gauteng Kwazulu Natg andthe Western @pe where the rates charged by tax practitioners are
relatively higher than in more rural provinces.

Chart 2.1 Registration for taxes: tax practitioners time and cost to clients

Thousand Rand Hours

Northern Cape

Limpopo
Eastern Cape
Western Cape

Mpumalanga

North West

Kwazulu Natal

Gauteng

Freestate

Mean by respondents

Mean by provinces

20 1.5 1.0 0.5 0.0 5.0 10.0 15.0
BIncome tax DProvisional Tax OVAT ® Employee tax

Of more direcinterest to SARS may be the time it takes the various provincial offices to issue a

tax registration number, compared to the SARS service charter standandaairking daysi(e.,

usually about two weeksSee Chart 2.2). On the basis of the tax practidfor 6 s r esponses
survey, none of the provinces yet meet the SABSs, althoughhe Northern Cape fvince is

close for employee dax (an average of 2.2 weeks) and VAT (2.8 weekse North West

Province performs best for Income tax, at 2.5 weeks.

11
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At the other end of the scale, Kwazulu Natal takes the longest time, at 7.1 weeks, to issue a tax
registration number for VATThe Eastern Cape takeke longest for Income tax, at 7.2 weeks,
and LimpopadProvince forE mp | o y e(@6weeks).a x

Chart 2.2 Time it takes SARS to issue a tax registration number (weeks)

Income tax VAT Empl oyee tax
1] 2 4 6 8 o 2 4 6 8 o 2 4 6 a8
Kwazuh Natal : z I 7.1 : I 15.1
Eastern Cape @36 | l l 6.5
Gauteng 1 5.2 _:L'::tjma
Limpopo w 6.6
western Cape [N 4.3 | | [ — 4.6 | 4.4
Freestate e 14.2 1 490
Mpumalanga ] 3.3 4.5
North west Tmr; 35 5: 3
Northern Cape o 2.8 | 2.2
Mean by respondents ] 4.9 | 5.0 ] 4.5
Mean by provinces =4 e M43 _E\ 4.6
SARS service charter ] 20 | 2.0 ] 2.0

2.2 Tax Returns

Tax returns represent the largest single category of tax compliancef@ost®ost business
taxpayersand are therefore of considerable interesthimse who want to reduce compliance
burdens for SMEs. While it is no surprise that tax practitioners in urban areas charge higher fees,
on average, for their time than those in rural provinces, it is interesting to take note of the
variation in the time eéquirements across provinces (see Chart 2.3, below). According to the
survey results, tax practitioners in Mpaanga take the longest time (especially for empleyée
taxes) while thosén the Northern Cape appear to take the shortest time. As thesethrauba
provinces, it may be interesting to consider why there should be such are marked diffénence.
possibility could be due to the na¢ of the taxpayers activitiés these provinces Mpumalanga
hasforestry, farming and agriculture, and tourigrhere as the Northern Cajgemainly farming

(but it may also be due to the relatively small sample size in both proyinces

12
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Chart 2.3 Tax returns: annual tax practitioners time and cost to clients

Thousand Rand . ) ) ) Hours

North West

Kwazulu Natal

Western Cape

Gauteng

Limpopo

Mpumalanga

Freestate

Eastern Cape ( | i [ i

Northern Cape

Mean by respondents

Mean by provinces

B.O 6.0 4.0 2.0 8.0 2.0 4.0 6.0
EIncome tax @ Provisional tax OVAT B Employee tax

Estimated for 2 PT submissis, 3 VAT submissions and 12 ET submissions per year

Again, the more interesting matter for SARS may be to gage progress on the time required to
process tax returns, by province, compared with the SARS service charter. On average for all of
South Africa,SARS performs better than its service standé@@svorking dates for income téx

about 18 weeks; and 20 working days for VADUt the survey provides evidence that some
provinces may be lagging (see Chart 2.4). BothNorthern Cape and Limpopo provascare

taking more time to process income tax returns than specified in the Service Chartéingwith
Northern Cape taking an average of 26 weeks and Limpopo an average of 19 weeks.

Over time, SARS may strive to tighten its Service Charter standardsthgdtfestern Cape and
Kwazulu Natal process income tax return in 13 weeks or less. For W Eastern Cape and
Gauteng process VAT returns wiitl2.2 weeks on average.

Chart 2.4 Time taken by SARS to process tax returns (weeks)

VAT Income tax
10 5 0 5 10 15 20 25 30

Northern Cape
Limpopo
Freestate
Gauteng

North West
Mpumalanga
Eastern Cape

Kwazulu Natal

Western Cape

Mean by respondents

Mean by provinces

SARS service charter 4.0 118
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2.3 Tax Refunds

Tax refunds often represent a substantial sum of money owed to a firm, and delays in such
refunds thus carry a significant cost to the recipieftee SARS seice charter specifies 30
working days (about six weeksdrf processingf an income tax refund argll days for VAT
refunds. In this area, survey respondents in most regmhsate it is taking longeto receive
refunds than specified in the Service charter (see chart 2.5), althloaigliestern Cape does
manageto process VAT refunds in 4.1 weeks. The best performing province for income tax
refunds is Mpumalanga, which take an average of 9 weeks.

At the other end of the scale, the worst performing regions in the survegeaRorth West
Province, which takes 13 weeks to process a VAT refund athe Limpopo Province, which
takes almost 15 weeks to process an income tax refund.

Chart25Ti me it takes to receive a tax refund on a
VAT Income Tax
15 10 5 0 5 10 15 20
Limpopo 14.9

Freestate
Northern Cape
Eastern Cape
Gauteng
North West13.
Kwazulu Natal

Western Cape

Mean by respondents

Mean by provinces

SARS service charter 4.2 | | 6.0

2.4 Penalties and Interest

Chart 2.6 below shows the percentage of clients paying penalties or interest, by tax and by
province. On average, 5.4 percent of the clients of tax practitioners are charged with penalties or
interest for income tax, but the range is considerablmm a high of 6.4% irthe Freestate
Province to a low of less than 1% in Northern Cape.

For Provisional tax, the range is even larger, with a higi.® percent inthe Northern Cape
Province to a low of 1.2% ithe North West Province. For VAT, the highastalmost 6% in
Kwazulu Natal to a low of 1.9 % ithe Northern Cape. For Employgdax, the range is from a
high of 8% inthe North West province to a low of 1.3% tine Northern Cape. It is interesting to
note that the Northern Cape is at an extrengd lior provisional tax but an extreme low for
Income tax, VAT and Employsetax (which might be due to the small number of respondents)

14
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Chart 2.6 Percentage of clients paying penalties or interest

Employee tax

Income bax Provisio nal tax VAT

Freestate

Gauteng

Extem Cape

Kwamh
Hatal

Limpopo

Western
Cape

Horth West

Mpumaanga

Horthern
Cape

Mean by
respondents

Mean by
provinces

From the point of viewof professionaltax practitioners, a certain proportion of penalties are
assessed as a resulteofors on the part of SARS, which can be a difficult and costly problem for

a small business taxpayer to resolve. The reported probl&ARS errorvaries bo by the tax

and by the province (See chart 2.7). While VAT seems less prone to this problem, with only
about 37 percent of respondents citing that i
figures are over 50% for Income Tax and Provisional Ta

For income tax, the range of respondents stating that penalties are paid as a result of SARS error
foftend or &itelowest intHe Westedn CapsrBvince which is also the best
province for Employee fax. For Provisional tax, the bestthe North West province and for

VAT it is the Eastern Cape.

At the opposite end, the worst performances as reported by tax practitioteedNisrth West
province for income tax, Mpuaanga for provisional tax and VAT, ante Limpopo province
forEmploy e es.0 t ax
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Chart 2.7 Penalties paid as a result of SARS error8hare of respondents saying
it happens Aoftend or Avery ofteno
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By comparison, &x practitioners also find fault with their own clients. Chart 2.8 shows the
percat age of t ax phateelates totreaworking pooroésubmissiors by their own
clients. On average, this is over 20%, with the worst averages reported in the rural provinces of
the Northern Cape, Freestate, and Mpumalanga, while the best avarageported in the more
heavily urban provinces dhéNestern Cape, Gauteng, and Kwazulu Natal.

Chart28 Per cent age of tax practitionersé work related t
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I % tax praxtioners who think that more than 50% of their work is related to reworking
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One question worth examinimgight be whether the incidence of SARS penalties and interest are
relatively more highly correlated with the repo

submi ssions by clients. 0 \Wheer undertakenm, a greimioatys anal vy
comparison suggests that provinces with a relatively high proportion of work related to reworking
clientds errors are also among those with a hig

(e.g., Northern Cape for Provisional Tax, Freestate for lec®ax), while there appears to be
less correlation between reported SARS errors and the percentage of clients paying penalties and
interest (with the possible exception of Employee tax in Limpopo Province).

2.5 Audits and Inspections

There is also a wideange of survey responses regarding the share of businesses subjected to
audits/inspection from SARS. Chart 2.9 below shows the incidence of such occurrences by tax

and by province. The average for income tax is 1.7 percent, but the isafigm 0.9 inthe

Northern Cape vinceto 3% inthe Freestate ®vince. For VAT, the average is just over 3%,

while the range ifrom a low of 1.6% inthe Limpopo Rovince to a high of 5.7% ithe

MpumalangaPr ovi nce. For e mp | drgne & lewd of @.3%0xi the ltimMpepo r ange i ¢
Province to ahigh of 6.2% in Northern Caped¥ince.

Chart 2.9 Share of businesses subjected to audits / inspections on income tax affairs
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The duration of inspectionssalv ar i es wi dely (See chart 2.10), e
(although, given the small number of respondents on this question, the figures should be treated

with caution) While the average is just under 7 hours, the range is from 0.5 habesNorthern

Cape and Mpumalanga to an average of 8.7 hours in Kwazulu Natal. The other urban provinces,

the Western Cape and Gautgrare also relatively high, probably because urban areas are where

SMEs are most likely to have a relatively large wimice.

The variation is less striking for income tax and VAT. For income tax, the low end of the range is
represented bthe Easten Cape, at. 5.6 hours, and the high end is held by Kwazulu Natal, at 18.4
hours. For VAT, the shortest average duration of inspectso®diours while in Northern Cape it

is an average of 12 hours.
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Chart 2.10 Duration of various inspections (hours)
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There is also considerable variation across provinces in SARSnsssfgimes related to the
various tax inspections (see chart 2.11). For income tax, it ranges from a low of 4.5 vibeks in
North West Province to a highf 13.2 weeks irthe Northern CapeFor VAT, it ranges from a
low of 3.1 weeks irthe North West Prueince to a high of 15.8 weelts the Northern Cape. The
pattern is a bit different fdE mp | o y e with & lowt 0831 weeks ithe Limpopo province to a
high of 12.9 weeks inthe Northern Cape. Irall three cases, Northern CapeoWnce is the
slowest.

Chart 2.11 SARS response time related to various inspections (weeks)
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There is also significant variation in the percent of businesses recqivenges from SARS é

Chart 2.12)The variation is relatively minor in the case of Income tax, ranging from a low of 2.5

percent of businesses receiving such queriethérNorth West Province up to 5.2 % the

FreestateFor VAT, the range is wider, from 1.1% of businesseth@Easten Cape Province to

6.1 % of businesses in Mpumal anga. For Empl oyee:
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of businesses in Mpumalanga atia North West Provinces to high of 6.3% intheEastern
Cape

Chart 2.12 Share of businesses receiving witi&n queries from SARS
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2.6 Other Time Variables

Two othervariables related to SARS timeliness were captured by the survey. The first is the time

it takes SARS0 update its recorddtarnoi f i cati on of taxpayerds addre
The average for all respondents was just under 10 weeks. The best performing provitiee was

Western Cape (just slightly over 8 weefd)owed by theNorth West provincevhile the longest

averge time was recorded the Limpopo provinceThe service charter standard is 21 working

days (just over four weeks).

Chart2.13Ti me it takes SARS to update its records after
(weeks)
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Limpopo Gauteng Hwazulu Eastern Mpuralanga Freesiale MNorthern HNorthWest Wesliern Mean by Mean by
Natal Cape Cape Cape respondents provinces
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Waiting times for business clients to be attended to by SARS staff by phone or at SARS offices

also varies considerably. For teleplwassistane, the SARS service standard is for calls to be
answered within 20 seconds (1/3 of a minute). According eSS 8ata, about 70% of calls in the
financial year ending 31 March, 2007 were answered within 20 seconds. The survey data are at
variance with this. One possible explanation is that the phone might be answered promptly, but it

may take more time before tloall is directed to a SARS staff person who is in position to deal

substanti vel

y

wi t h

t he

cal l

er .

Accor di

ng

with SARSis about seven minutes, ranging from averages of about 5 minutkes \iestern
Cape, Northern Cape, and KwazuNatal Provinces to a high of 15 minutes tine Limpopo

province (See Chart 2.14).

t

(0]

Waiting at SARS (without having made a prior appointment), the SARS service standard is 15

minutes.The Eastern Cape Province is closest to tingethe standard, according to the survey
data, at 16 minutes on averagethalLimpopo province, the wait is over a half hour on average.

Chart 2.14 Waiting time before being attended to by SARS officers (minutes)
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2.7 Summary of SARS Communications Service and Reported Errors at the

Provincial Level

The charts below summarize two key variables for SARS performance at the provincialdavel

index of the evaluation of SAR®ommunicatios serviceby tax practitioners anthe index of

BN

ferrorso

attri

but ed

t o

SARS.

In order to summarize quality of SARS services we created a composite index that allows

assessing seven different aspects of communications between tax payers and SARS personnel on
the subject of paying the four jpataxes in a single index number. Respondents were asked to
evaluate the following aspects of SARS servicesaws each of four major taxes (survey
guestions 37, 46, 73, and 94):

1 personal communication,

1 written communication by post,

20
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written commungation by fax,

telephonic communication,

email communication,

technical knowledge of SARS personnel,

timeliness in communications of changes in regulations.

= =4 =8 =8 -9

The index was calculated as follows. Respondents were asked to rate each of these services for
eat tax from very poor (1) to very good (5). An average rating for all respondents was then
calculated. These ratings for each of the services than were ranked among province$ from 1
worst to 91 best. For each province these rankings were added togetioss services and taxes

and tken normalized in order to bring all numbers to a scale from 0 (lowest overall quality of
service among nine provinces) to 100 (best quality among provinces). This procedure, while not
perfect, allows combining a lot of imfmation in one number.

Based on the values of this composite index, Limpopo has the highest overall quality of taxpayer
communications servi¢elosely followed byGauteng(see Chart 2.15). SARSmmunications
serviceprovided to taxpayers ithe Westen Cape province are perceived as the worst. The
value of the index in the later province is less than a half of what it is in Limpopo.

Chart 2.15 Evaluation of various aspects of SAREommunications service
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Limpopo  Gauteng MNorth West Eastern Kwazulu Freestate Northern Mpumalanga Western
Cape Natal Cape Cape

Standardized sumf ranks for evaluation of SARS service on 7 aspects for 4 taxes.
Scale minimum is 0 and maximum 100. Lower figures represent lower quality of service.

Another indicator of quality of SARS servicesperceived frequency of penalties and interest
raisedas a result of SARS errors. Respondents were asked to assess these frequencies for each of
four taxes (survey questions 28b, 43b, 64b, and 84). A composite index of SARS errors was then
created using the same principle as for quality of service indghart 2.16 shows that while
respondents frorthe Limpopo provincefelt that they receivéhe bestcommunications service

they also perceived th&ARS makesmistakes most frequenthas compared to other provinces.

On the other extremehe Western Capeespondents have showiine lowest satisfactiomwith
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SARS communicationservices butthe value of error index for this provincetise best among
all the provinces

Chart 2.16

Composite index of SARS errors
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Index of SARS errors 1 standardized rank sum of frequency of errors means for 4 taxes. Scale minimum is 0 and maximum 100.
Higher figures represent higher occurrence of SARS errors

It is interesting to note the Western Cape is credited with the fewest értative to the other
provinces)yet receives the lowest relative score from the same respondents in their evaluation of
the communications servicen that province. Kwazulu Natal Province has the sedonest

index of errors, and ranks in the midq®" of the 9 provinces) with regard tfmmunicatons
service. Eastern Cape ranks tHirest in the index of errors, and ranKsmth regard to service.

At the other end of the spectrum, and the mirror oppositeediVestern Cape, ithe Limpopo
province, which has the highest index of errors, but is ranked besbfamunicationservice.
Mpumalanga has the secowdrst index of errors, and also ranks second from the bottom in
terms of serviceNorthern Cape rates third from the bottom in terms ofrgrrand is also third
from the bottom in terms of quality cbmmunicationservice.

3. Discussion of Results, Conclusions and an Outline for
Potential next Steps for the Data Analysis

The Tax Practitioner survey yielded a large amouwitich, useful da at relatively little cost and

effort. Tax Practitioners are extremely knowledgeable and can make accurate estimates of time
and cost estimates of specific procedures. Preliminary comparisons with the results of the direct
survey of SMME tax payers shos high degree of consistency. The Tax Practitioner survey
seems to ban efficient way to gathénformationon tax compliance costs on a regular, frequent
basis. However, it would still be wise periodically to carry diuéct surveg of SMMEs (which

are much more expensive argbw) to ensure a thorough understanding of SMMEs, including
those who do not outsource any tax preparation work.

While there was comparatively little variatiam the Tax Practitioner Survdyy turnover band

(confirming the regresge nature of tax compliance costs in South Africa, as has already been
observed in more developed countri¢is®re appears to be quite a lot of variation by province. In

22



| Tax Compliance Costs for Small Business in South Afric&Wvely of Tax Practiotioners Provincial Data Analy$is

t he ¢ as e (basdd omipcicesschasged by tax practitioners to their SMMEts)jave are
not surprised to see higher costs in the more urban proywbese feesare relatively higher
than in rural areas.

But there is also considerable variation in time indicators, and it is not always an urban/rural

divide. Rather, it appearkdt some SARS provincial offices are more efficient than others, and

this varies by tax and by procedure. While there is not a strong pattern, it appears that Western

Cape often appears most efficient, while some of the rural provinces appear ofteloio aeds

relatively unresponsivevithin the context of official procedures. However, the rural provinces

often rate relatively well with regard to communications with tax practitioners (perhaps because

they have a less onerous césad) There may be corsier abl e scope for i den't
practiced among provinces for various tax servi
key features of their good performance.

SARS service standards are relatively new and perhaps sometimes ambitious. & eamyar

areas where SARS offices are not yet meeting the goals set by the Service Standards, and it will

take further work to meet thetf8ome provinces are doing relatively better than others, and it may

be worthwhile to ident i progvincfalgpfiiceslandpdisseminatetheseé a mo n g
practices more widely.In cases where all or most provinces are comfortably exceeding SARS

service standards, it may be appropriate to tighten them further, and encourage yet more
efficiency gains.

The data from tb Tax Practitioner Survey should be compared directly with the data from the
direct survey of SMME tax payers to combine the strengths of both surveys (as well as insights
from the survey of informal firms) and use the combined data to test a numberotiidsgs,
including (but not limited to) the following:

o Fir ms t haprofessional®ax Practgianershave lower compliance cosits cash
(Aout of pocketodo) ter ms, but may face signifi
cost of staff time;

o Firms that dondt ubkigher ltasxof SARSqudriést penalties, argl/ori nc ur
inspections

o The relatively high variabilityn time/cost estimates across provinces for tax compliance
and reports of SARS response times and service qualitglat&elyuncorrelated with firm
size, legal form, or main activityand thus arenost likelydueto result from differences in
practices and/or efficiency across SARS provincial offices

It would be beneficial to carry out another suredier reforms a enacted and after firms have
had at leastone full tax year to experience thewn situation. This could make it possible to
compare Abefored versus Aafterodo survey data and

0 SMEs face significantly lower compliance coatter reforms have been enacfesst by tax,
by procedure, by province)

0 SMEs face significantly lower rates of queries and inspections from SARS

0 Tax Practitiones report significantly lower rates of SARS errors (may not necessarily be
attributable to theeforms, but perhaps from overall improvements in accuracy and efficiency
due to more electronic filing)

If some procedural or administrative reforms (e.g., different taxpayer outreach strategies) are

tested in some provinces and not others (and espeitiddey are differentially tested in, say, one

of the larger urban provinces and not in the others) it may be possible to test the efficacy of such
strategies by comparing the Atreat mento provi nce
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Annex 11 Additional data by type of tax
1. Income Tax
1.1. Objections, disputes, and queries

The work of tax practibners for their clients does not stop at the submission of tax returns
(discussed in the main text, above). They also represent businesses in negotiations with the
SARS in cases of disagreements, e.g. when businesses object to tax assessments hssued by t
SARS. It takes tax practitioners about two hours to prepare a written objection (Question 22).

After the objection is submitted to SARS it takes about 10 weeks for SARS to respond to this
correspondence (Question 24). Average response time vaaiestidrally from 15.3 weeks in
the Limpopo province to 6.8 weeks in the North West province.

The majority of respondents reported that time available to prepare for the alternative dispute
resolution (ADR) process (the process followed if a taxpayerdoes agr ee t o SARSSH
to their objection), the lack of acknowledgement of receipt of objection by SARS and the time
taken by SARS to respond to their client objections is a burden (QuestiolCRajt 4[need to

fix numbering!] shows that while ovea half of respondents have found each of these aspects
burdensome in each province, the most burdensome from their perspective was the length of time
taken by SARS to respond to their clients written objections.

1.2. Quality of SARS services and reform agenda
Several questions in the questionnaire dealt with the overall quality of SARS services in respect

of income tax and a question was posed about the single most effective reform that would reduce
the income tax compliance burden (Question 106b).
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