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	QUESTIONS
	ANSWERS

	1.
	Who is the Technical Advisor
	1. The briefing session from which the questions raised by the bidder was convened for the purposes of the PPP Transaction Advisor tender and not a completed process of the appointment of a Technical Advisor (consultant). The Bid Evaluation Committee of this RFP 30/2017 is therefore competent to answer questions only falling within their scope i.e. PPP Transaction Advisor tender. Bidders are therefore advised to direct their questions/queries regarding the appointment of the Technical Advisor to proc.ope@sars.gov.za.


	2.
	How was the Technical Advisor appointed
	2. As pointed out in the response above, this RFP 30/2017 is confined to the appointment of the Transaction Advisor only.  The appoint ment of the Technical Advisor was undertaken in a process separate to the RFP 30/2017. As a result, this RFP 30/2017 is not the appropriate forum to respond to questions/queries relating to the appointment of Technical Advisor. Questions relating to the appointment of the Technical Advisor should be directed to proc.ope@sars,gov.za  

	3.
	The tender specifications indicate research and a report by the Technical Advisor in the tobacco industry, what was the research done and can we have access to it
	3. Please refer to the attached Annexure 1 BSC Technical Response  
[image: image1.emf]Annexure 1  RFP30-2017 BSC Technical response for 85% Output.docx



	4. 
	It is clear that the report was only done on tobacco how would this then be influence the rest of the tender / other sectors and could we have access to the report done since it is essential to base our RFP price on. 
a.
Which entity will be tasked to do the report on the rest of the Excisable goods?
	4.  Please refer to the attached Annexure 1 BSC Technical Response
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The successful bidder as Transactional Advisor must do rest of the products

	5.
	Has SARS already decided on a solution / service provider? Is it safe to assume that the Track & Trace solution is already chosen?   


	5. SARS has not decided on a solution we only have the requirements based on analysis and review of internal and external which presents a perspective that does not consider in totality the solution that will eventually need to be implemented. Once the final solution design is completed and resultant terms of reference for a solution provider are drafted, these requirements will have to be revisited to ensure they fully deliver the mandate.

	5.1 
	a.
On page 7 of the Business Requirements Specification document it states: "The Transactional Advisor must perform a review of the technical feasibility already conducted by the Technical Advisor and submit a report in this regard. The report shall evaluate and comment on a preliminary feasibility as well as financial and economic modelling of the probable options that may exist."

b.
It is unclear if SARS together with the Technical Advisor has already identified "probable options" and the Transactional Advisor should only approve
	6.  SARS has not decided on a solution we only have the requirements based on analysis and review of internal and external which presents a perspective that does not consider in totality the solution that will eventually need to be implemented. Once the final solution design is completed and resultant terms of reference for a solution provider are drafted, these requirements will have to be revisited to ensure they fully deliver the mandate.
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PERCENTAGE OF WORK DONE BY SARS





Purpose

 

The global increase in manufacture, supply and sale of illicit excisable products has been severely felt in South Africa leading to significant loss in Customs and Excise revenue and perpetuated non-compliance.

Illicit and unregulated Excise products can further harm the public and increase consumption, undermining the objectives of Health Policies. These non-conformant products do not adhere to manufacture, formulation, packaging and pricing requirements intended to reduce harm and curb consumption. Without adequate controls in place, these illicit products are able to enter and circulate in the South African internal market to be consumed by the public.

To support the Excise control policies of SARS, a solution is required that will assist in determining the market legitimacy of Excise products, in order to protect the internal market from non-conformant products.

All stakeholders, if possible including consumers, should be provided a mechanism to authenticate that Excise products available for purchase are legitimate. 

SARS embarked on a campaign to find a solution to mitigate such activity by means of policy, process and technology. 

The latter being the focus of the Request for Proposal, to appoint a Transactional Advisor to assist in the Public Private Partnership (PPP) procurement process of appointing a service provider.

The appointed service provider, stemming from the TA recommendation, should assist in providing a system that can utilise technology to enhance compliance by uniquely marking excisable products utilising 3rd party data that will aid in the enforcement environment and ensure overall control of the supply chain.



Background

The scope of work which was done by SARS was to test the premise of implementing a solution for production control, marking, track and trace of excise products. The work included establishing                                                                                                                                          a project and bringing SARS up to speed on the concepts and technologies involved. The main areas focused on, and work concluded was: 

1. Diagnostic of SARS Customs, Excise and Enforcement capabilities (desk based assessment of current processes). This included

a. SARS Excise data overview. Data from 1 April 2013 to 31 March 2016

b. Staff count per roll and geographical distribution 

c. Registration and licencing. An analysis of registered clients per industry and associated audits per category. The revenue collected by industry

d. An analyses of declarations versus revenue and audits of registered client in specific industries

e. Import and export data review pertaining to the import of cigarettes over the 2015 and 2016 periods.

f. As-is Excise review. The primary objective of the assessment and diagnostic workshops was to provide SARS Executive with a quantitative and qualitative assessment to aid in strategic decision-making and provide insight to user requirements for the proposed track and trace solution.

2. Market Assessment/benchmarking of available solutions (best practice solution overview for SA context). 

3. Development of high level solution design and specifications as input to a Business Requirements Specifications (BRS) document (review of available technological solutions requirements gathering and strategic alignment). In this regard the following summary can be provided 



a. [bookmark: _Toc466978301]Introducing a track and trace solution for Excise products



The International Organization for Standardisation (ISO) defines traceability as ‘the ability to track a product or component forward through specified stages of the supply chain to the user, and trace back the history, application or location of that product or component’.

Tracking is the concept of marking products with a unique identifier so that they can be monitored from the point of production up to the point of sale to the customer, including each step of the process, creating a time and location history for every step.

Tracing is the ability to identify the past or current location of an item. Where an item is intercepted, tracing allows you to verify the products route back to its origin, and allows you to retrieve a specific product’s time and location history. These two concepts of tracking and tracing are combined to establish the concept of traceability.

The below table highlights the impact of introducing a track and trace solution on the different capability areas with SARS as assessed by the technical advisor:

Table 1:  Impact of Traceability
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A customised and end-to-end solution design will define the full principles and requirements for any solution provider that will deliver a track and trace solution, however, in order for SA to be able to implement, manage and reap the benefits from such a solution there are a number of internal and external requirements that will need to be met.

These requirements are based on analysis and review of the internal and external environment of SARS and thus present a perspective that does not consider in totality the solution that will eventually be implemented. Once the final solution design is completed and resultant terms of reference for a solution provider are drafted, these requirements will have to be revisited to ensure they fully deliver the mandate.

i. [bookmark: _Ref287025964]Traceability



To address this problem, the following critical success factors have been identified by the technical advisor from an understanding of the background. The track and trace solution for Excise products should:

Table 2:  Traceability Solution Critical Success Factors

		1

		Ensure each container (pack, bottle, can, etc.)  is marked with a unique identifier;



		2

		Provide an accurate mechanism for recording the movement (tracking) of Excise products from the point of manufacture to the last economic operator before retail;



		3

		Support the concept of aggregation, wherein the items within a container (carton, master case, pallet etc.) are recorded, and a unique identifier is then assigned to the container and used as the basis to record the movement of the container (with its contents) through the distribution chain. This parent-child relationship can record the hierarchy between packs and cartons, cartons and master cases, and master cases and pallets; (Article 15, §5)



		4

		Store data independently (not by the Excise industry);



		5

		Ensure that the systems used for the unique identifier and the related functions are fully compatible with others across the region; 



		6

		Protect confidentiality and safeguard that decoding and full access to the data storage facilities is limited to authorized authorities and only exceptionally in duly justified cases to the Excise industry under restrictive conditions; 



		7

		As far as possible, be compatible with current Excise production, packaging and the trade environment to minimize the impact on Excise production taking into consideration production speeds, equipment, etc. (internal market proportionality obligations);



		8

		Uphold respect for data protection as specified in the legal framework 



		9

		Be resistant to manipulation. This includes physical measures such as providing that marks are irremovable and indelible, but also solution design considerations such as non-predictability of unique identifier codes, traceability data reconciliation against other data sources, safeguards against traceability being accessed / used by unauthorized parties;



		10

		Enable SARS and other Government agencies to monitor and survey the market as per respective mandates;



		11

		As far as possible, utilize solution components currently being used in a commercial supply chain environment and avoid unnecessary burden for business and/or authorities (Impact assessment considerations). 







A regional Excise traceability solution would be favourable considering the requirements of the FCTC protocol and the objective of reducing illicit trade. A solution for SA should therefore not preclude any regional solution. 

ii. Security Features



In review of the context and requirements, the following critical success factors have been identified for the security features to be applied to Excise products:

Table 3:  Security Feature Critical Success Factors

		1

		Provide a reliable mechanism to authenticate the legitimacy of an Excise product;



		2

		Have overt elements which provide the modicum of authentication by the consumer without requiring specialised equipment / devices; 



		3

		Must be tamper proof and irremovable; 



		4

		Ensure that covert elements are accessible by authorised persons and protect commercially sensitive data, if necessary; 



		5

		Provide court-admissible forensic evidence of security feature authentication; 



		6

		As far as possible, be compatible with the current Excise production, packaging trade environment and existing tax regimes and avoid unnecessary burden for business and/or authorities (internal market proportionality obligations).





[bookmark: _Toc466978302]

b. Assumptions



The following high-level assumptions guided the research and analysis of the proposed solution:

Tobacco:

1. +-80% of all locally consumed tobacco is locally produced by a single manufacturer 

2. There is limited volume of imported tobacco products for local consumption.

3. Conversely, there is significant local production that is destined for exports, mainly to the SACU region but also beyond.

4. At the date of review there were 47 registered warehouses dealing with tobacco products.

5. South Africa is a signatory to the FCTC protocol but has not yet ratified.

6. The current labelling requirements for health reasons on tobacco packs will remain. Although there is an intention to move towards plain packaging for cigarette packs in the near future.

7. The fundamental need for traceability for tobacco products revolves around identifying licit versus illicit goods in the local market, with the added benefit of managing and authenticating the tax paid status of all locally produced and imported tobacco products.

Beer:

1. 90% + of all locally consumed beer is produced by a single manufacturer 

2. The fraud challenges confronting beer production are different to that of tobacco, implying a need for a tax stamp and point to point tracking as opposed to end-to-end tracking of beer products.

3. Although FCTC will be used as a guide for beer product traceability, it will not be applied to the full extent.

4. There are a number of different packaging options for beer products in SA, including bottles of varying sizes, cans and kegs.

5. The current labelling requirements for health reasons on beer will remain. 

6. The fundamental need for traceability for beer products revolves around managing and authenticating the tax paid status of all locally produced and imported beer products.



Other Excise products:

1. Other excise products will be phased in and thus any solution implemented will have to be able to expend to cater for these products as they come online



4. Track and Trace system Benefit analyses



There is always an inherent challenge measuring benefits related to illicit trade – by its very nature it attempts to be “invisible”, and estimates of its magnitude need to be treated with caution where they may be ulterior motives to overstate or understate. With this in mind the benefits related to introducing a track and trace solution for tobacco products can be summarised under 2 main headings:

Public health savings: by reducing the supply of under-priced illicit cigarettes, using price elasticity estimates, a reduction in smokers is expected. In addition, academic literature proposes a corresponding decrease of expected Non Communicable Diseases (NCD), with an associated reduction in the NCD economic burden for the state. 

Increased fiscal revenues: for each % of the current tobacco market that is illicit, a potential tax loss amount can be calculated. Again, depending on price elasticity figures available, tax benefits of implementing a traceability solution can be estimated, given distinct levels of impact – low, medium or high - that such solution could have on illicit trade. 

From a qualitative perspective, improving the functioning of the internal market and combatting illicit trade aids SARS in fulfilling its mandate. A decrease in an overall reduction of tobacco consumption could in turn result in consumers smoking less or quitting smoking altogether. If there is a reduction in consumption this could mean less absenteeism from work on a daily basis and possibly a decrease in the number of people retiring early, due to smoking-related health issues. Furthermore, a reduction in smoking will impact the life expectancies of these smokers, thus prolonging their lives to the levels of non-smokers. Other benefits may include increasing the effectiveness of national tax and health policies, which include curbing tobacco demand and meeting supply objectives, promoting consumer protection and health improvements, fighting illicit trade and criminal organisations and supporting fair economic practices for legitimate tobacco companies and distributors. 

In addition to these over-arching benefits the following benefits for the various stakeholders will be realised by introducing a track and trace solution for excise products.

		SARS



		1

		Improved enforcement capability thereby improving compliance 



		2

		Better informed risk management capability enabling a more focused approach to risk management of supply chain stakeholders



		3

		Real-time oversight of production environment with supply chain event tracking and event management



		4

		Ability to forecast production volumes and related revenue by improving the data management capability related to excise production and movement



		5

		3rd party validation mechanism of declarations, with the aim of pre-populating production declarations in the future 



		Government



		1

		Government is a signatory to the FCTC protocol, by implementing a track and trace solution for tobacco they will meet the obligations of article 8 of the protocol.



		2

		Placing marks on locally produced goods lends a sense of national pride to producers and consumers of such goods, increasing consumption of such goods over imported goods



		3

		Jobs protection and improved regulation of potentially threatened industries



		4

		Increased revenue from legitimate production and importation of excise products



		Industry



		1

		Improved supply chain management



		2

		Reduced recall time and impact on operations



		3

		Improved production control and forecasting capability



		4

		Improved brand awareness and trust



		5

		Reducing the possibility of illicit products invading market share through counterfeiting or illicit production



		Consumers



		1

		Product legitimacy and trust



		2

		National pride around locally produced products



		3

		Active participation (through consumer authentication) in combatting illicit goods 



		4

		Health awareness and related benefits of reducing illicit products entering the market







5. [bookmark: _Toc466978313]Financial Analysis

6. Technical tender specifications for inclusion in the tender document to put SARS in a position to go on tender for a solution (converting BRS and solution design into technical specifications as input to the invitation to tender). 

7. Evaluation criteria and methodology for evaluation of received service provider tenders, for the SARS designed solution.







Way Forward



The outputs of the above exercise translated into a SARS conceptual design for a system of marking, tracking and tracing of Tobacco Product of witch the detail will be shared with the TA advisor for review upon appointed. 



The conceptual SARS design covers the requirements of how the fiscal marking should address and manage the following end to end Customs and Excise processes for:



1. Registration, licensing and accreditation, first time and re-registrations of tobacco traders (local manufacturing, importation and distribution) 

2. Tobacco products to be marked, key elements and requirements of the marking system

3. Ordering, request process, issuing and payment for the fiscal marks

4. Applying and placement of track and trace marks on tobacco products for local consumption (Duty Paid) (Incl. BLNS) 

5. Requirements for warehouse local manufacture for export / SOS and ship chandlers and transit movements account submissions 

6. Low volume manufacturing

7. Production lines requirements

8. Methodology for authentication and verification of marked/unmarked product

9. Ownership and maintenance of the system

10. Audits

11. Account submission, import and export declarations and Excise payments 

12. Authentication of Tobacco Products

13. Report, storage and coordination requirements of production line and account information 

14. Waste, return and destruction of marker management 

15. Command centres operational capabilities and functioning





National Treasury (NT) advised that this initiative contains all the elements of a PPP, hence the request for a TA to assist in conducting a feasibility study for the marking of all excisable products, the appointment of a service provider, should such be required in terms of the outcome of the study, and to review the work already done on Tobacco Products. 



Research done by SARS, on the remainder of the excisable products, was based on internal SARS information, research, industry statistics and processes. This involved comparing industry published figures and established modus operandi versus SARS figures and systems. The accuracy and completeness of this work must be reviewed and enhanced by the TA.

The TA, upon appointment, must become familiar with this work in order to conduct a feasibility study as per PPP process. 



The above methodology was followed to arrive at the current SARS conceptual design for Tobacco Products. The work on the remainder of the excisable products were not taken through all of the above mention 5 steps, which allowed SARS to arrive at the existing conceptual design for Tobacco products.



SARS is already marking illuminating carnosine of which the detailed systems of marking will be shared with the TA, upon appointment, as this product needs to be included in the feasibility study.



The excisable products listed below are to be included in the feasibility study of fiscal marking excisable products, for tracking and tracing purposes. 



The TA must review, for further enhancement if required, the SARS conceptual design covering tobacco products.  



		1. Tobacco

		a. Cigarettes

b. Cigarette tobacco

c. Pipe tobacco

d. Cigars   

e. Snuff / snuss

f. Electronic cigarettes



		2. Alcohol

		a. Sorghum beer

b. Malt beer

c. Wine

d. Other fermented beverages

e. Spirits



		3. Petroleum Products

		a. Petrol

b. Diesel

c. Illuminating paraffin



		4. Health Promotion Goods

		a. Sugary beverages



		5. Other Goods

		a. Other goods will be determined as per SARS priorities
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Capability Impact Comments




Legal and Policy
§ Additional rules may be required under authority within existing Act but 




the premise is that this can be done in short term.  Longer term 
changes to excise legislation may be considered to improve controls. 




Risk Management
§ Traceability will provide the basis for the introduction of transactional 




risk management (in addition to audit) and 3rd party data points that 
can be used to manage risk across the excise value chain.




Entity Management
§ FCTC compliance will require additional licensing requirements on 




supply chain actors.




Declaration Management
§ Traceability will improve accuracy of declarations and can incorporate 




“pre-pop” functionality 




Production Management
§ Traceability will for the first time introduce a validation point within the 




production and warehousing environment that can be easily checked 
by BURS. 




Audit
§ Audit controls will be greatly enhanced via barcode technology and 




ability to validate goods in the supply chain. 
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PERCENTAGE OF WORK DONE BY SARS





Purpose

 

The global increase in manufacture, supply and sale of illicit excisable products has been severely felt in South Africa leading to significant loss in Customs and Excise revenue and perpetuated non-compliance.

Illicit and unregulated Excise products can further harm the public and increase consumption, undermining the objectives of Health Policies. These non-conformant products do not adhere to manufacture, formulation, packaging and pricing requirements intended to reduce harm and curb consumption. Without adequate controls in place, these illicit products are able to enter and circulate in the South African internal market to be consumed by the public.

To support the Excise control policies of SARS, a solution is required that will assist in determining the market legitimacy of Excise products, in order to protect the internal market from non-conformant products.

All stakeholders, if possible including consumers, should be provided a mechanism to authenticate that Excise products available for purchase are legitimate. 

SARS embarked on a campaign to find a solution to mitigate such activity by means of policy, process and technology. 

The latter being the focus of the Request for Proposal, to appoint a Transactional Advisor to assist in the Public Private Partnership (PPP) procurement process of appointing a service provider.

The appointed service provider, stemming from the TA recommendation, should assist in providing a system that can utilise technology to enhance compliance by uniquely marking excisable products utilising 3rd party data that will aid in the enforcement environment and ensure overall control of the supply chain.



Background

The scope of work which was done by SARS was to test the premise of implementing a solution for production control, marking, track and trace of excise products. The work included establishing                                                                                                                                          a project and bringing SARS up to speed on the concepts and technologies involved. The main areas focused on, and work concluded was: 

1. Diagnostic of SARS Customs, Excise and Enforcement capabilities (desk based assessment of current processes). This included

a. SARS Excise data overview. Data from 1 April 2013 to 31 March 2016

b. Staff count per roll and geographical distribution 

c. Registration and licencing. An analysis of registered clients per industry and associated audits per category. The revenue collected by industry

d. An analyses of declarations versus revenue and audits of registered client in specific industries

e. Import and export data review pertaining to the import of cigarettes over the 2015 and 2016 periods.

f. As-is Excise review. The primary objective of the assessment and diagnostic workshops was to provide SARS Executive with a quantitative and qualitative assessment to aid in strategic decision-making and provide insight to user requirements for the proposed track and trace solution.

2. Market Assessment/benchmarking of available solutions (best practice solution overview for SA context). 

3. Development of high level solution design and specifications as input to a Business Requirements Specifications (BRS) document (review of available technological solutions requirements gathering and strategic alignment). In this regard the following summary can be provided 



a. [bookmark: _Toc466978301]Introducing a track and trace solution for Excise products



The International Organization for Standardisation (ISO) defines traceability as ‘the ability to track a product or component forward through specified stages of the supply chain to the user, and trace back the history, application or location of that product or component’.

Tracking is the concept of marking products with a unique identifier so that they can be monitored from the point of production up to the point of sale to the customer, including each step of the process, creating a time and location history for every step.

Tracing is the ability to identify the past or current location of an item. Where an item is intercepted, tracing allows you to verify the products route back to its origin, and allows you to retrieve a specific product’s time and location history. These two concepts of tracking and tracing are combined to establish the concept of traceability.

The below table highlights the impact of introducing a track and trace solution on the different capability areas with SARS as assessed by the technical advisor:

Table 1:  Impact of Traceability
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A customised and end-to-end solution design will define the full principles and requirements for any solution provider that will deliver a track and trace solution, however, in order for SA to be able to implement, manage and reap the benefits from such a solution there are a number of internal and external requirements that will need to be met.

These requirements are based on analysis and review of the internal and external environment of SARS and thus present a perspective that does not consider in totality the solution that will eventually be implemented. Once the final solution design is completed and resultant terms of reference for a solution provider are drafted, these requirements will have to be revisited to ensure they fully deliver the mandate.

i. [bookmark: _Ref287025964]Traceability



To address this problem, the following critical success factors have been identified by the technical advisor from an understanding of the background. The track and trace solution for Excise products should:

Table 2:  Traceability Solution Critical Success Factors

		1

		Ensure each container (pack, bottle, can, etc.)  is marked with a unique identifier;



		2

		Provide an accurate mechanism for recording the movement (tracking) of Excise products from the point of manufacture to the last economic operator before retail;



		3

		Support the concept of aggregation, wherein the items within a container (carton, master case, pallet etc.) are recorded, and a unique identifier is then assigned to the container and used as the basis to record the movement of the container (with its contents) through the distribution chain. This parent-child relationship can record the hierarchy between packs and cartons, cartons and master cases, and master cases and pallets; (Article 15, §5)



		4

		Store data independently (not by the Excise industry);



		5

		Ensure that the systems used for the unique identifier and the related functions are fully compatible with others across the region; 



		6

		Protect confidentiality and safeguard that decoding and full access to the data storage facilities is limited to authorized authorities and only exceptionally in duly justified cases to the Excise industry under restrictive conditions; 



		7

		As far as possible, be compatible with current Excise production, packaging and the trade environment to minimize the impact on Excise production taking into consideration production speeds, equipment, etc. (internal market proportionality obligations);



		8

		Uphold respect for data protection as specified in the legal framework 



		9

		Be resistant to manipulation. This includes physical measures such as providing that marks are irremovable and indelible, but also solution design considerations such as non-predictability of unique identifier codes, traceability data reconciliation against other data sources, safeguards against traceability being accessed / used by unauthorized parties;



		10

		Enable SARS and other Government agencies to monitor and survey the market as per respective mandates;



		11

		As far as possible, utilize solution components currently being used in a commercial supply chain environment and avoid unnecessary burden for business and/or authorities (Impact assessment considerations). 







A regional Excise traceability solution would be favourable considering the requirements of the FCTC protocol and the objective of reducing illicit trade. A solution for SA should therefore not preclude any regional solution. 

ii. Security Features



In review of the context and requirements, the following critical success factors have been identified for the security features to be applied to Excise products:

Table 3:  Security Feature Critical Success Factors

		1

		Provide a reliable mechanism to authenticate the legitimacy of an Excise product;



		2

		Have overt elements which provide the modicum of authentication by the consumer without requiring specialised equipment / devices; 



		3

		Must be tamper proof and irremovable; 



		4

		Ensure that covert elements are accessible by authorised persons and protect commercially sensitive data, if necessary; 



		5

		Provide court-admissible forensic evidence of security feature authentication; 



		6

		As far as possible, be compatible with the current Excise production, packaging trade environment and existing tax regimes and avoid unnecessary burden for business and/or authorities (internal market proportionality obligations).





[bookmark: _Toc466978302]

b. Assumptions



The following high-level assumptions guided the research and analysis of the proposed solution:

Tobacco:

1. +-80% of all locally consumed tobacco is locally produced by a single manufacturer 

2. There is limited volume of imported tobacco products for local consumption.

3. Conversely, there is significant local production that is destined for exports, mainly to the SACU region but also beyond.

4. At the date of review there were 47 registered warehouses dealing with tobacco products.

5. South Africa is a signatory to the FCTC protocol but has not yet ratified.

6. The current labelling requirements for health reasons on tobacco packs will remain. Although there is an intention to move towards plain packaging for cigarette packs in the near future.

7. The fundamental need for traceability for tobacco products revolves around identifying licit versus illicit goods in the local market, with the added benefit of managing and authenticating the tax paid status of all locally produced and imported tobacco products.

Beer:

1. 90% + of all locally consumed beer is produced by a single manufacturer 

2. The fraud challenges confronting beer production are different to that of tobacco, implying a need for a tax stamp and point to point tracking as opposed to end-to-end tracking of beer products.

3. Although FCTC will be used as a guide for beer product traceability, it will not be applied to the full extent.

4. There are a number of different packaging options for beer products in SA, including bottles of varying sizes, cans and kegs.

5. The current labelling requirements for health reasons on beer will remain. 

6. The fundamental need for traceability for beer products revolves around managing and authenticating the tax paid status of all locally produced and imported beer products.



Other Excise products:

1. Other excise products will be phased in and thus any solution implemented will have to be able to expend to cater for these products as they come online



4. Track and Trace system Benefit analyses



There is always an inherent challenge measuring benefits related to illicit trade – by its very nature it attempts to be “invisible”, and estimates of its magnitude need to be treated with caution where they may be ulterior motives to overstate or understate. With this in mind the benefits related to introducing a track and trace solution for tobacco products can be summarised under 2 main headings:

Public health savings: by reducing the supply of under-priced illicit cigarettes, using price elasticity estimates, a reduction in smokers is expected. In addition, academic literature proposes a corresponding decrease of expected Non Communicable Diseases (NCD), with an associated reduction in the NCD economic burden for the state. 

Increased fiscal revenues: for each % of the current tobacco market that is illicit, a potential tax loss amount can be calculated. Again, depending on price elasticity figures available, tax benefits of implementing a traceability solution can be estimated, given distinct levels of impact – low, medium or high - that such solution could have on illicit trade. 

From a qualitative perspective, improving the functioning of the internal market and combatting illicit trade aids SARS in fulfilling its mandate. A decrease in an overall reduction of tobacco consumption could in turn result in consumers smoking less or quitting smoking altogether. If there is a reduction in consumption this could mean less absenteeism from work on a daily basis and possibly a decrease in the number of people retiring early, due to smoking-related health issues. Furthermore, a reduction in smoking will impact the life expectancies of these smokers, thus prolonging their lives to the levels of non-smokers. Other benefits may include increasing the effectiveness of national tax and health policies, which include curbing tobacco demand and meeting supply objectives, promoting consumer protection and health improvements, fighting illicit trade and criminal organisations and supporting fair economic practices for legitimate tobacco companies and distributors. 

In addition to these over-arching benefits the following benefits for the various stakeholders will be realised by introducing a track and trace solution for excise products.

		SARS



		1

		Improved enforcement capability thereby improving compliance 



		2

		Better informed risk management capability enabling a more focused approach to risk management of supply chain stakeholders



		3

		Real-time oversight of production environment with supply chain event tracking and event management



		4

		Ability to forecast production volumes and related revenue by improving the data management capability related to excise production and movement



		5

		3rd party validation mechanism of declarations, with the aim of pre-populating production declarations in the future 



		Government



		1

		Government is a signatory to the FCTC protocol, by implementing a track and trace solution for tobacco they will meet the obligations of article 8 of the protocol.



		2

		Placing marks on locally produced goods lends a sense of national pride to producers and consumers of such goods, increasing consumption of such goods over imported goods



		3

		Jobs protection and improved regulation of potentially threatened industries



		4

		Increased revenue from legitimate production and importation of excise products



		Industry



		1

		Improved supply chain management



		2

		Reduced recall time and impact on operations



		3

		Improved production control and forecasting capability



		4

		Improved brand awareness and trust



		5

		Reducing the possibility of illicit products invading market share through counterfeiting or illicit production



		Consumers



		1

		Product legitimacy and trust



		2

		National pride around locally produced products



		3

		Active participation (through consumer authentication) in combatting illicit goods 



		4

		Health awareness and related benefits of reducing illicit products entering the market







5. [bookmark: _Toc466978313]Financial Analysis

6. Technical tender specifications for inclusion in the tender document to put SARS in a position to go on tender for a solution (converting BRS and solution design into technical specifications as input to the invitation to tender). 

7. Evaluation criteria and methodology for evaluation of received service provider tenders, for the SARS designed solution.







Way Forward



The outputs of the above exercise translated into a SARS conceptual design for a system of marking, tracking and tracing of Tobacco Product of witch the detail will be shared with the TA advisor for review upon appointed. 



The conceptual SARS design covers the requirements of how the fiscal marking should address and manage the following end to end Customs and Excise processes for:



1. Registration, licensing and accreditation, first time and re-registrations of tobacco traders (local manufacturing, importation and distribution) 

2. Tobacco products to be marked, key elements and requirements of the marking system

3. Ordering, request process, issuing and payment for the fiscal marks

4. Applying and placement of track and trace marks on tobacco products for local consumption (Duty Paid) (Incl. BLNS) 

5. Requirements for warehouse local manufacture for export / SOS and ship chandlers and transit movements account submissions 

6. Low volume manufacturing

7. Production lines requirements

8. Methodology for authentication and verification of marked/unmarked product

9. Ownership and maintenance of the system

10. Audits

11. Account submission, import and export declarations and Excise payments 

12. Authentication of Tobacco Products

13. Report, storage and coordination requirements of production line and account information 

14. Waste, return and destruction of marker management 

15. Command centres operational capabilities and functioning





National Treasury (NT) advised that this initiative contains all the elements of a PPP, hence the request for a TA to assist in conducting a feasibility study for the marking of all excisable products, the appointment of a service provider, should such be required in terms of the outcome of the study, and to review the work already done on Tobacco Products. 



Research done by SARS, on the remainder of the excisable products, was based on internal SARS information, research, industry statistics and processes. This involved comparing industry published figures and established modus operandi versus SARS figures and systems. The accuracy and completeness of this work must be reviewed and enhanced by the TA.

The TA, upon appointment, must become familiar with this work in order to conduct a feasibility study as per PPP process. 



The above methodology was followed to arrive at the current SARS conceptual design for Tobacco Products. The work on the remainder of the excisable products were not taken through all of the above mention 5 steps, which allowed SARS to arrive at the existing conceptual design for Tobacco products.



SARS is already marking illuminating carnosine of which the detailed systems of marking will be shared with the TA, upon appointment, as this product needs to be included in the feasibility study.



The excisable products listed below are to be included in the feasibility study of fiscal marking excisable products, for tracking and tracing purposes. 



The TA must review, for further enhancement if required, the SARS conceptual design covering tobacco products.  



		1. Tobacco

		a. Cigarettes

b. Cigarette tobacco

c. Pipe tobacco

d. Cigars   

e. Snuff / snuss

f. Electronic cigarettes



		2. Alcohol

		a. Sorghum beer

b. Malt beer

c. Wine

d. Other fermented beverages

e. Spirits



		3. Petroleum Products

		a. Petrol

b. Diesel

c. Illuminating paraffin



		4. Health Promotion Goods

		a. Sugary beverages



		5. Other Goods

		a. Other goods will be determined as per SARS priorities
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Capability Impact Comments




Legal and Policy
§ Additional rules may be required under authority within existing Act but 




the premise is that this can be done in short term.  Longer term 
changes to excise legislation may be considered to improve controls. 




Risk Management
§ Traceability will provide the basis for the introduction of transactional 




risk management (in addition to audit) and 3rd party data points that 
can be used to manage risk across the excise value chain.




Entity Management
§ FCTC compliance will require additional licensing requirements on 




supply chain actors.




Declaration Management
§ Traceability will improve accuracy of declarations and can incorporate 




“pre-pop” functionality 




Production Management
§ Traceability will for the first time introduce a validation point within the 




production and warehousing environment that can be easily checked 
by BURS. 




Audit
§ Audit controls will be greatly enhanced via barcode technology and 




ability to validate goods in the supply chain. 
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