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Disclaimer

Figures and statistics referred to in this presentation, represent an industry
view based on external research and publicly available market information.
The definition of “illicit trade” for purposes of this document includes any
product sold to consumers below R17,85, and/or being non-compliant to
the Tobacco Products Control Act, No 83 of 1993 (as amended). The
various brands referred to herein are assumed to be manufactured and /or
distributed by the corporate entities who publicly claim to do so. TISA
accepts no responsibility or liability whatsoever with regard to the
information or statistics quoted incorrectly or out of context from this
presentation by any person.



TISA Scope & Mandate

TISA is the industry body for the legal tobacco sector in SA; mandate extends into

the South Africa Customs Union (SACU) region.

TISA represents farmers, leaf processors, leaf merchants, manufacturers,
importers and exporters of all tobacco products; in the legally compliant industry.

Clear distinction between legal and illegal industry

Strategic objectives:
» Regulation (secure a reasonable regulatory framework for the sector)
» lllicit Trade (strategy to bring down illicit rates in cooperation with Govt)

» To ensure the sustainability of tobacco sector, including farmers.

TISA believes in public/private partnerships to achieve objectives for the Govt

(NDP), the sector and SA pty Itd, on the basis of trust, mutual respect and good

relationships.



lllicit Trade: Understanding the Problem

Counterfeit, non-compliant, Duty not Paid
Is the product compliant with National Health

Regulations?
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What is the market
for cigarettes sold
below the tax
owed on each
sale?

What are the
brands retailing
below tax owed ?\ |




Retail census was
done to estimate
size of the tobacco
retail universe

This was followed
by a retail audit
(4,124 shop visits
in total) \\ 5
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The non-
organised trade
sells 79.7% of all
cigarettes sold in
South Africa




Brands retailing below
tax owed, make up
26.8 % of sales in Total

South Africa retail.
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Brands retailing
below tax owed
are found in
three out Of
every four non-




Brands from Gold
Leaf Tobacco
Company (GLTC)
make up 75.1% of
all sales below
minimum tax owed
on each sale
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Below tax brands

can sell for as little
as R5 per pack and
are generally
priced around
R10 (minimum
collectible tax is
R17.85)...
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RG (from GLTC) is
the top selling
brand below
minimum tax owed;
and is now the 2n¢
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Conclusions
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The value at stake

e In 2014, TISA Members stimulated economy-wide production amounting
to more than R54.3 billion

* 108,475 jobs in SA
* R22.4 billion in government tax revenue
« Exports worth R2.6 billion annually

e 8000-10,000 jobs in the agricultural sector alone — 186 commercial
and 155 emerging farmers
e Returns of more than R640 million annually for legal tobacco farmers
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Working relationship with SARS

PRE-2014:
* SARS and TISA had effective working relationship since 2005

* SARS referred to TISA co-operation as a model of public/private partnership

2014-2017

* SARS crippled, project “Honeybadger” terminated in 2014, no investigations
* Breakdown of action and co-operation from SARS

* Created opportunity for illicit operators to flourish
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The Ipsos findings: Key Takeouts

Cheapest first smoke in the world, available in over 100,000 shops

* The illicit market has now hit epidemic proportions
* It is sold in 3 out of 4 shops of the non-organised retail - over
100,000 shops

* |t is available at prices as low as R5. The minimum tax owed on a
pack — just on its own —is R17.85

* At least 8 billion sticks are illicit - thus SARS is losing over R7 billion this
year.

* 14% of estimated Government shortfall of R50 billion 1



The Ipsos findings: Key Takeouts

75% of illicit is from one manufacturer in a local factory licensed by SARS

I Top Five lllicit Brands Share of lllicit

RG (second biggest brand
in market overall)
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The Ipsos findings: Key Takeouts

Illicit traders have cashed in on the demise of SARS

« We estimate that illicit traders could have made over R15 billion in
the last 3 years

+ Legal industry volumes dropped 15% since 2015

* Last week, former Chief Enforcement Officer, Gene Ravele, told the
SARS Inquiry:

“After | left [2015], there was no inspections at cigarette factories.
Until today. When the Minister of Finance complains of the lack of
compliance, it was planned....If you are going to stop inspections,

people are going to do as they wish.”
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Aside from the financial impact....

Social Impact: Impact on health and impact on livelihoods

Compromises the government’s health agenda:
* Market flooded with cheapest first smokes in the world
* Available and affordable to children and the vulnerable.

Threat to jobs, especially in deep rural areas:

. 8000 - 10,000 tobacco farm workers with 30,000 to 35,000

dependents

« 155 emerging tobacco farmers planting tobacco and food crops,
promoting food security
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Aside from the financial impact....

Hurts South Africa’s attractiveness to foreign investors

* Tax-evading companies permitted to operate with impunity

e Trust in fair tax administration and the rule of law a prerequisite
for investment

* SA can ill afford to scare off investors and job creators

* Organised crime: Interpol found illicit cigarette trade funds other
criminal activities and fuels corruption.

NATIONAL STUDY ON ILLICIT TRADE
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What’s to be done?

* llicit cigarettes sold in SA are manufactured locally in factories licensed by SARS

+ Andsold in 100,000 shops

URGENT ACTION IS NEEDED

Short term solutions can be effected quickly
* Monitor production: place customs officials in all cigarette manufacturing plants.

* Ban on sales below the level of tax owed.

TISA supports intentions by new SARS Acting Commissioner and Minister of Finance
and fully committed to cooperate and assist in eradicating illicit trade as matter of
urgency
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