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Understanding Income Tax in South Africa

Income tax is one of the most important taxes collected by SARS and affects almost every South
African who earns an income. Whether you are an employee, self-employed individual, company
director, investor, pensioner, or business owner, understanding your tax obligations can help you
remain compliant and avoid unnecessary penalties.

This guide provides a practical overview of the South African income tax system and explains the
key responsibilities of taxpayers.

What is Income Tax?

Income tax is a tax levied by the South African Revenue Service (SARS) on income earned by
individuals and certain entities.

Income may include:
e Salaries and wages
e Bonuses and commissions
e Rentalincome
e Businessincome
e |nvestmentincome
e Foreign income (subject to certain exemptions)
¢ Retirement fund withdrawals
e Certain fringe benefits

Income tax is governed primarily by the Income Tax Act, 58 of 1962.

Who Must Register for Income Tax?
A person may be required to register for income tax if they:
e Earntaxable income above the prescribed threshold.
e Carryonabusiness.
e Receive rentalincome.
e Earninvestmentincome above certain exemptions.
e Arerequired by SARS to submit a return.
¢ Have multiple sources of income.

Even where registration is not compulsory, SARS may still require a return to be submitted.
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Step 1
Register with SARS

g

SARS eFiling

Understanding Your Tax Number
When you register for income tax, SARS allocates a unique tax reference number.
This number is used for:

e Filing taxreturns

¢ Communicating with SARS

e Receiving assessments

¢ Making tax payments

e Claimingrefunds

Taxpayers should ensure that their tax number and personal details remain updated with SARS.

Page 3|11



HOW THE INCOME TAX PROCESS WORKS

The annual tax process generally follows six stages:

Step 1-EarnIncome

Income is received from employment, business activities, investments, rentals, pensions, or
other sources.

Step 2 - Maintain Supporting Documents
Taxpayers should retain records including:

o |RP5 certificates

e Medical aid certificates

o Retirement annuity certificates

e Travel logbooks

e Investment certificates

e Rentalrecords

o Proof of deductible expenses

Generally, supporting records should be retained for at least five years.

Medical Aid
Keep all records

for at least 5 years

Bank Statement

| e Organise by tax year
and document type
]
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Step 3 - Tax Return Submission
Each year taxpayers may be required to submit an Income Tax Return (ITR12).
The return declares:

e Incomereceived

e Deductions claimed

e Taxcredits applicable

Returns are submitted through SARS eFiling or the SARS MobiApp.

SARS eFiling — Income Tax Return (ITR12) 2024

Submitted
Successfully

wvia eFiling

Step 4 - SARS Verification
SARS may request supporting documentation to verify information declared on the tax return.
Common requests include:

¢ Medical certificates

o Retirement annuity certificates

e Proof ofincome

e Banking records
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Step 5 - SARS Assessment
After processing the return SARS issues an assessment known as an ITA34.
The assessment determines:

¢ Whethertaxis payable.

o Whether arefundis due.

e Whether no further action is required.

SARS Assessment — [TA34 Outcome

4 ™
Refund Due Nil Assessment Amount Payable
SARS owes you money Mo tax payable Tax owed to SARS
Refund paid to your No refund due Payment instruction
bank account Tax fully up to date will be issued
., -~

Step 6 - Payment or Refund

Following assessment:
e Taxpayers may need to pay SARS.
e SARS may pay arefund.

e The assessment may result in a nil balance.

TYPES OF TAXABLE INCOME

The following forms of income are commonly taxable:
1. Employment Income
e Salary
o Wages
e Bonuses
e Overtime

¢ Commissions
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2. Businessincome

Income earned from self-employment, freelancing, consulting, or operating a business.
3. Rentallncome

Net rental profits received from property.

4. InvestmentIncome

May include:
e |nterest
e Dividends

e Foreign investment income
Certain exemptions may apply.
5. Retirement Fund Withdrawals

Lump sums withdrawn from retirement funds may be taxable.

WHAT DEDUCTIONS CAN BE CLAIMED?
A deduction reduces taxable income and may reduce the amount of tax payable.
Common deductions include:

1. Retirement Annuity Contributions
Subject to annual limits prescribed by legislation.

2. Business Expenses
Where a taxpayer carries on a trade, qualifying business expenses may be deductible.

3. Home Office Expenses
Available only where specific SARS requirements are met.

4. Donations
Donations to approved Public Benefit Organisations may qualify for a deduction.

5. Medical Tax Credits
Medical aid contributions generally qualify for Medical Scheme Fees Tax Credits.
Additional medical expenses may also qualify for tax relief subject to SARS rules.

Every deduction claimed

reduces your taxable income
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PROVISIONAL TAX

Many taxpayers incorrectly assume provisional tax is a separate tax.
Provisional tax is simply a method of paying income tax in advance.
Typically applicable to:

e Self-employed individuals

e Consultants

e Freelancers

e Investors

e Landlords
Two compulsory provisional tax returns are submitted annually:

1. August

2. February

A voluntary third submission may be made after year-end.

QUOEERZIZY Provisional Tax
Mo Tu We Th Fr Sa Su Mo Tu We Th Fr Sa Su
Not a separaie tax — income
1 2 3 4 5 6 7 1 2 3
8 a 10 n 12 13 14 4 5 Gl 7 B a 10
R R R R N — Twao retumns per year
22 23 24 23 26 27 28 18 19 20 21 22 23 24 required by SARS
20 30 e 25 26 27 e
— Voluntary 3rd submission
( 1st Period Deadline — 31 August I 2nd-Period Deadline — 28 Feb ) available after year-and
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TAX-FREE INVESTMENTS

South African taxpayers may invest through approved Tax-Free Savings Accounts (TFSASs).

Benefits include:
e Notaxoninterest earned
e Notaxondividends earned
o No capital gains tax on growth

Contribution limits apply and should be monitored carefully.

No Dividend Tax
|: GIows completely Dividends received Growth exempt
tax-free without tax from CGT
Annual contribution limit applies — menitor carefully to aveid excess contributions
CAPITAL GAINS TAX (CGT)

Capital Gains Tax applies when certain assets are sold for a profit.
Common examples include:

e |Investment properties

e Shares

e Unittrusts

e Businesses

CGT forms part of the income tax system and is not a separate tax.

CGT Calculation Remember
R 1350 000 CGT is part of
~ ncome tax — not
R 850000 e
R 500000
R 460000
R 184000

Purchase: R 850 000
Sale R 1350 000
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COMMON SARS PENALTIES

SARS may impose penalties for:

e Late submission of returns

Failure to register

Late payment of tax

Understatement of income

Incorrect declarations

Interest may also be charged on outstanding tax liabilities.

O Avoid These Common SARS Penalties O

-

Late Submission

™ y

Late Payment

-

Failure to Register

-

-

Understatement

Adminisrative penalty
applied per month until

return is submited

Imerest charged on
outstanding @x from

due dae of paymem

Penaliies and possible
enforcement action

from SARS

Up 10 200% additional
tax on the amount

understated

~

SARS AUDITS AND VERIFICATIONS

SARS has extensive powers to verify information submitted by taxpayers.
Records commonly requested include:

e Bank statements

¢ Invoices

e Contracts

¢ Investment certificates

o Medical aid certificates

Good record keeping significantly reduces audit risks.

ANNUAL INCOME TAX CHECKLIST
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Before filing your return, ensure you have:

v IRP5 certificates

v Medical aid certificates

v Retirement annuity certificates

v Investment income certificates

v Rental income information

v Travel logbook (if applicable)

v Donation certificates

v Banking details updated with SARS

CONCLUSION

Income tax affects most South Africans at some stage of their lives. Understanding how income
is taxed, what deductions are available, and how the SARS assessment process works can help
taxpayers remain compliant and avoid unnecessary penalties.

Regular review of your tax affairs, accurate record keeping, and professional tax advice where
required are key components of effective tax management.

s ™y
Tax
TING - TAX - A R Compliance
We handle SARS Keep your books Guidance when
submissions for you clean and cument you need it most
Practical guidance.
etter compliance. Stronger businesses.
Better compliance. Stronger busir \ J
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