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Provisional Tax: Are You Ready for the Crucial 29 February Deadline?

“Provisional tax is merely a mechanism to pay the
normal income tax liability during the tax year...
an advance payment of a taxpayer’s normal tax
liability.” (SARS) i
S . . Provisional
o provisional taxpayers, especially those who are liable for
provisional tax in both their personal capacities and as

Tax

business owners, it may well seem that there are endless L g AreYou Ready?
provisional tax deadlines and payments to be made every year.

There are indeed numerous income tax provisional and final
declarations and payments that overlap across tax years, which
is certainly confusing, and yet non-compliance is met with
some of the harshest penalties imposed by SARS, most notably in respect of the second provisional tax
declaration and payment, due by the end of February for individuals, and for companies with a February
financial year end.

In this article we find out who are provisional taxpayers, what they need to pay and when and how to avoid
the penalties for non-compliance.
What is provisional tax?
¢ Provisional tax is not a type of tax, but a cash flow mechanism to collect pre-payments of taxes that
must be made in respect of individual provisional taxpayers’ and company taxpayers’ normal annual
income tax prior to a final determination of the annual tax liability.
o At least two amounts are paid in advance during the year of assessment, based on estimated taxable

income for the year of assessment. A third optional payment can be made.

Why must provisional tax be paid?
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Ensures government collects cash more evenly during the year and not just in bulk amounts following
final tax assessments which are annual and usually in similar time periods e.g. end of December or
February.

Spreads the payment of a taxpayer’s year’s income tax liability over two or even three provisional
payments.

Prevents taxpayers facing large income tax liabilities that are only revealed at the end of the year of
assessment when the annual personal income tax (PIT) return ITR12 or the annual corporate income
tax (CIT) return ITR14 is filed.

The first, second and third provisional payments are credited against any tax owing after the final
income tax return is filed, and any further tax liability will then become due.

Reduces the risk and amount of interest accruing between the time when a tax liability is determined
and when it is paid.

Who must pay provisional tax?

Provisional tax is paid by individuals who earn income other than, or in addition to, a salary or
traditional remuneration paid by an employer from which PAYE deductions are made - including those
who earn income from conducting a business, such as members of CCs, sole proprietors and
company owners.

Companies and trusts.

Any person notified by the Commissioner of SARS.

Exceptions and thresholds apply in every instance, so be sure to check with your accountant.

When is provisional tax due?

Below is an example of the provisional and final income tax due dates for:

o The 2024 year of assessment (1/03/23-29/02/24) and

o The 2025 year of assessment (1/03/24-28/02/25)

for a company with a February financial year (FY) end.

It shows how the due dates for different years of assessments overlap to create both seemingly endless
provisional tax deadlines and much confusion.



Year of

Due Date Period Requirement
Assessment

31-Aug-23 I e i 2024 First provisional tax payment
year of assessment

Last working day of the

29-Feb-24
year of assessment

2024 Second provisional tax payment

31-Aug-24 S aeting oo diost 1 2025 First provisional tax payment
year of assessment

Last business day of
September; or within six
30-Sep-24 |months of end of the 2024 Third and voluntary provisional payment
previous year of
assessment

Last working day of the

28-Feb-25 2025 Second provisional tax payment
year of assessment

28-Feb-25 12 mcn.nths from end of 2024 Annual company income tax (CIT) return
financial year end IRT14

30-Apr-25 |Usually 60 days 2024 Any further payment due on IRT14 - 2024
Last business day of
September; or within six

30-Sep-25 |months of end of the 2025 Third and voluntary provisional payment
previous year of
assessment

28.Feb-26 12 rrm_nths from end of 2025 Annual company income tax (CIT) return
financial year end IRT14

30-Apr-26 |Usually 50 days 2025 Any further payment due on IRT14 - 2025

The company provisional tax due dates shown in the table above are the same for individual provisional
taxpayers, but individuals who are provisional taxpayers will be due to file their annual personal income tax
(PIT) returns in January at the end of the tax season as announced by SARS.

How much are the provisional tax payments?
Individual provisional taxpayers

o During every period, individual provisional taxpayers must submit an estimate of their total taxable
income in the year of assessment, excluding any retirement fund lump sum or withdrawal benefit or
any severance benefit. The taxpayer’s estimate must be informed by a reasonable calculation.

e The taxable portion of the aggregate capital gain for the current year of assessment must be
included.

e The estimate may not be less than the ‘basic amount’ which is the taxpayer’s taxable income
assessed for the preceding year of assessment, less any taxable capital gain; the taxable portion of a
retirement fund lump sum or withdrawal benefit or severance benefit, and other amounts specified by
SARS, unless SARS approves a lesser amount. SARS can still adjust an estimate upwards that is
more than the basic amount but less than a reasonably calculated amount.

e The calculations provided by SARS below show why professional assistance is optimal.



Estimated taxable income for the year of assessment H0EK
Mormal tax on estimated taxable income HAAX
Less: Primary, secondary and tertiary rebates under section 6 (XXX
Less: Tax credit for medical scheme fees under section 64 (XXXX)
Less: Additional medical expenses tax credit under section 6B [9.9.94]
Total Tax Payable (A) HAAX
Half of the normal tax payable on estimated table income (A/2) XX
Less: Employees’ tax deducted from the provisional taxpayer's
remuneration during the first period (%)
Less: Foreign tax credits under section 6quat proved to be
payable by the end of the first period. (X}
FIRST PROVISIONAL TAX PAYMENT OO
R
Estimated taxable income for the year of assessment h5.0.98
MNormal tax on estimated taxable income HOOK
Less: Primary, secondary and tertiary rebates under section & [ HHXX)
Less: Tax credit for medical scheme fees under section 64 (XXXX)
Less: Additional medical expenses tax creditunder section 6B (XXXX)
Total Tax Payable OO
Less: Employees” tax deducted from the provisional taxpayer’s
remuneration during the year (%)
Less: First provisional tax payment [if actually paid) (X}
Less: Foreign tax credits (section 6quat) for the year X}
SECOND PROVISIONAL TAX PAYMENT .9.9.9.4
R
Estimated/actual taxable income for the year of assessment HHHK
Mormal tax on estimated taxable income KAXX
Less: Primary, secondary and tertiary rebates under section 6 (HHXXK)
Less: Tax credit for medical scheme fees under section 6A [ HHXX)
Less: Additional medical expenses tax credit under section 6B (XXXX)
Total Tax Payable KAXX
Less: Employees’ tax deducted from the provisional taxpayer's
remuneration during the year (X}
Less: First provisional tax payment (if actually paid) (%)
Less: Second provisional tax payment (if actually paid) (X}
Less: Other provisional tax top-up payments (if any, if actually
paid) (X)
Less: Foreign tax credits (section 6quat) (X))
TOP-UP PAYMENT KX

Source: SARS

Company provisional taxpayers

e« Company provisional taxpayers must submit a return of an estimate of the total taxable income for
the year of assessment.

e |t cannot be less than the basic amount, which is the taxpayer’s taxable income assessed for the
latest preceding year of assessment, less the amount of any taxable capital gain in that year of
assessment.

e The basic amount for all taxpayers must be increased by 8% if the estimate is made more than 18
months after the end of the latest preceding year of assessment.

¢ The calculations provided by SARS below reveal why the assistance of your accountant is invaluable.



Estimated taxable income for the year of assessment HNX
Mormal tax on estimated taxable income (A) KXXX
Half of the normal tax payable on estimated taxable income [A/2) xX
Less: Employees’ tax deducted from the provisional taxpayer's
remuneration during the first period (%)
Less: Foreign tax credits under section 6guat proved to be
payable by the end of the first period (X}
FIRST PROVISIONAL TAX PAYMENT AXXX
R
Estimated taxable income for the year of assessment KXXX
Mormal tax on estimated taxable income KXXX
Less: Employees’ tax deducted from the provisional taxpayer's
remuneration during the year (%)
Less: First provisional tax payment (if actually paid) (X)
Less: Foreign tax credits |section Gguat ) for the year [#.4]
SECOND PROVISIONAL TAX PAYMENT XXX
R
Estimated/actual taxable income for the year of assessment KAAX
Mormal tax on estimated/actual taxable income (taxable income
% 28%) HXXX
Less: First provisional tax payment (if actually paid) (X}
Less: Second provisional tax payment (if actually paid) (X)
Less: Other provisional tax top-up payment (if any, if actually
paid) (X}
TOP-UP PAYMENT AXXX

Source: SARS
Top tips

o SARS can ask for the estimate to be justified and can increase the estimate if they are dissatisfied
with the amount, and this is not subject to an objection or appeal.

o SARS provides the following advice: ‘the calculation must be one which has been carefully
considered and is thoughtful, earnest and sincere...” and the amount of the estimate must be
determined “sensibly and by careful reasoning and judgment, in a mathematical manner, and using
experience, common sense and all available information”.

o Keep accurate records of all the calculations and source documents used.

How is provisional tax declared and paid?

e A provisional return or IRP6 return must be submitted by all provisional taxpayers for the first and
second periods.

e Even if you or your company owes no tax, a 'nil' return showing taxable income is equal to zero must
still be filed on time.

o [f an IRP6 is filed more than four months after the deadline, SARS considers a 'nil' return to have
been submitted - unless the actual taxable income is really zero, this will result in penalties.

What are the penalties for non-compliance?
o A 10% penalty will be levied on late payments, along with interest at the prescribed rate.

e Harsh penalties for under-estimation are levied when the actual taxable income is more than the
taxable income estimated on the second provisional tax return. The penalty amount depends on
whether the actual taxable income is more or less than R1 million.

o Where taxable income is more than R1 million - if the taxable income estimate for the second
provisional tax payment is less than 80% of actual taxable income declared on the annual tax return,
a 20% penalty will be levied on the difference between: the amount of tax payable on 80% of actual
taxable income after taking into account rebates, and employees’ tax and provisional tax already
paid.



o Where taxable income is less than R1 million - if the taxable income estimate for the second
provisional tax payment is less than 90% of actual taxable income, and is also less than the basic
amount, a penalty is levied of 20% of the difference between: employees’ tax and provisional tax paid
in the year of assessment, and the lesser of (a) the normal tax payable on 90% of actual taxable
income (after deductible rebates) or (b) the normal tax payable for the year of assessment on the
basic amount.

« Interest at the prescribed rate (7.75% pa subject to change) will also be levied on the underpayment
of provisional tax as a result of under estimation.

Rely on tax expertise

Provisional taxpayers, whether individuals or companies, should consider relying on the expertise of their
accountant to assist them in preparing and/or reviewing their provisional tax and income tax returns prior to
submission. Similarly, where penalties and interest have already been imposed and levied, taxpayers may
need expert assistance to successfully make a request for the remission of such penalties and interest to
SARS.

These Invoicing Tips Could Save Your Business

“Never take your eyes off the cash flow because
it’s the lifeblood of business” (Sir Richard
Branson, entrepreneur, investor, and author)

Cash is king, said one anonymous business genius. At the end
of the day, it's having money in the bank that keeps a company
running smoothly. According to a recent study by Sibongiseni Improving Cashflow
Selby Myeni at the Walden University, the majority of SA’s
small to medium enterprises are destined for the scrap
heap and the majority of these cases will be due to a lack
of cash flow. In an era where more invoices are going unpaid,
how can your invoicing process help to make sure you are one of the lucky ones?

Invoicing Tips

¢ Send the invoice immediately

The best time to send an invoice is when you and your relationship with a client is still fresh in
everyone’s minds. Ask for the invoicing details up front, so you can send the invoice with the final
deliverable.

¢ Invoice for immediate payment

The invoice should request payment immediately, or failing that, at the end of the month and not only
when you need the money. Smaller businesses are likely to comply, and bigger companies may rush
faster to ensure you get paid promptly within their next payment cycle. Making the assumption that
your client needs leeway or payment time scales well into the future only guarantees your invoice
loses priority.

e Check your clients

If you are going into a large contract, it's wise to do some groundwork on your client. One of the
biggest reasons for non-payment is the client’'s own cash flow worries. Getting some intelligence from
other clients, or if possible, running a background check on them, will ensure you don't invest huge
amounts of time and resources into defaulting clients. If you do establish a client might default, you
don’t have to cut them off, simply invoice with the intention of being paid up front, or at least request a
deposit and include a punitive “late payers’ fee” or interest on non-payment to encourage them to
prioritise you.

« Never miss the payment cycle
Your larger clients are going to be fanatical about their payment cycles. Ask them upfront when they
need to receive invoices and make sure you get the invoice in before that date. Failure to do so will
often mean a 30 or even 60 day delay in payment.

¢ Request Debit orders
If you have a client who uses the same service regularly, don’t be afraid to ask for retainers and other
contracts, to be paid by debit order, to cover the costs rather than invoicing each month. Be sure to
offer perks to encourage your clients to take you up on these offers.

o Build relationships
When it comes time to pay, even struggling companies will want to pay the people they know and like

first, over the anonymous supplier. Knowing who at your client is responsible for the invoice and
following up politely with them is a great way to ensure your invoices are treated with priority.



Build Your Team Stronger This Year

There are many benefits to having a great team, and these
have been backed up by scientific research around the world.

These include, for example:

"Great things in business are never done by one e o
person. They're done by a team of people.” (Steve m - e
Jobs)

Improved productivity, with thousands of employees
noting that having the respect of their peers is the
number one reason they go the extra mile at work.

Better problem-solving, as team members pool their diverse unique talents and skills to find smart
solutions to ever-more complex problems.

Generation of innovative ideas as team members with different experiences, opinions and
perspectives collaborate.

Taking more calculated risks, as team members know they have the support of a team.

Personal growth, increased job satisfaction and reduced stress are all benefits of working in a team.

Reduced risk of burnout as the workload is shared among team members.

Five steps to build your team stronger

1. Take care of the basics with the help of your accountant

Ensure fair remuneration and that each team member’s salary is optimally structured.

Put the basics in place: Employment contracts, salary slips, leave and sick leave, job
descriptions and performance reviews.

Offer incentives for employees to increase their earnings - from simply working extra hours to
profit sharing for achieving company goals.

2. Provide the right skills and tools for each team member

Team members should have a clear understanding of their roles and responsibilities, and how
it contributes to achieving the team’s goals.

In addition to safe, clean and friendly working conditions, each team member should have the
right skills and the right tools to make their contribution to the team’s success effectively and

efficiently.

Be sure to provide practical means to track the team’s progress to maintain motivation.

3. Offer perks that matter!

Non-monetary perks that have proven to be very popular include flexible working hours, extra
time off, transport, childminding facilities, fun social activities and opportunities to volunteer
during work time.

Health and wellness programmes are an affordable and practical option to help team
members to better care for their health, improving productivity and reducing both absenteeism
and presenteeism (when team members are at work, but are too ill to perform their duties).

Financial wellness programmes can provide team members completely confidential
assistance to deal with the financial stress that is known to negatively affect work
performance.

4. Ensure open and regular communication

Regular and prioritised communication — from weekly team meetings to reports with regular
due dates are crucial to share information and provide feedback to the team and individual
members.

Provide all team members with opportunities to share their input, actively seek out
suggestions, listen to understand and work to build consensus, which is likely to result in the

best decisions.

Define common goals and clear steps to achieving these goals.

5. Celebrating successes and implementing lessons learned



e Be certain to celebrate milestones and successes with the team, recognising each team
member’s efforts.

o Define the lessons learnt from failures and adjust the team’s approach accordingly.

o Consider team-building activities that can foster cooperation and build trust and team spirit.

This year, build your team stronger with these simple steps, and set your company up to enjoy all the well-
documented benefits of great teams — from increased productivity to better problem-solving and innovation —
in the year ahead and beyond.

Adapt or Die: How to Develop a Digital Transformation Strategy

“At least 40% of all businesses will die in the next
10 years... if they don’t figure out how to change
their entire company to accommodate new
technologies.” John Chambers, former CEO of
Cisco Systems)

Around the boardroom tables of the world, one thing is on
every agenda - digital transformation. From global
conglomerates to SMEs, leadership is keenly aware that in a
digital world, those who do not adapt will quickly become
irrelevant. In fact, a recent study revealed that 55% of
businesses believe they have less than a year to digitalise
before they start to suffer financially and lose market share. Businesses must adapt to stay ahead of the
game.

By integrating advanced technologies across all aspects of the enterprise, businesses are able to
significantly improve a business's efficiency by automating manual processes, reducing errors and improving
productivity. This allows them to not only keep up with the competition, but also to enjoy greater efficiency,
productivity and customer satisfaction. This process of implementing these modernising technology
advancements is referred to as a digital transformation.

However, the process of digital transformation is not one a company should enter into lightly as it's not simply
about implementing the latest technology and tools. The goal of digital transformation isn't just to eliminate
manual processes, but to augment your operations, streamlining workflows and improving the customer
experience. This must all be considered within the context of your budgets, timelines and overall business
goals, while managing organisational risks. As a result, it's imperative to develop a digital transformation
strategy which takes into account all of these aspects and potential pitfalls of an overhaul of this nature.

Get buy in from the highest levels

A digital transformation is a necessary change, but it can’t work without buy in and leadership from the top
down. This is something the company needs to do together, and some tough choices are coming. With a
likely high price tag and disruptions on the cards, the company is about to go through a challenging time;
making sure everyone at the top understands this is a powerful first step.

Analyse your current system

Before embarking on your digital transformation, you will need to know exactly what needs to change. To do
this you will need to do a complete, top to bottom analysis of your current technology and systems in order
to:

¢ Review business processes and highlight inefficiencies
« Identify technology gaps or areas where your existing systems fall short

o Define functional capabilities needed to effectively support or improve your processes.

Develop your company mindset

Digital transformations are not as much about technology as they are about change. A thorough digital
transformation will likely change the way everything is done in your company and will therefore require a
culture of agility, communication and open mindedness.

Leaders will need to take ownership of the transformation and prepare all involved well ahead of any actual
proposed developments. Employees, clients and other stakeholders will all need to understand the
transformation strategy and how it will affect them. Training sessions will need to be organised and feedback
sessions should be incorporated into the strategy at each step to see if the changes are working as
proposed. This is an exciting time that will hopefully end up with your employees working on fewer mundane
tasks and clients getting better service. Make sure they know that this is what the effort is about.

Budgeting and finances

With so much exciting new technology around it's easy to get carried away with what you decide to
implement. It is important that whatever projects go ahead are done to the benefit of the business and that



they do not put pressure on cash flow and savings for other projects. Speaking to your accountant should
help you determine which areas are most critical for advancement, and which will have the biggest impact on
company operations. They will also be able to assist you in developing a roll out plan, so you can be sure to
get all you need within a reasonable timeframe.

Analyse the necessary technologies

It's one thing to read about these new technologies online and quite another to truly understand how they
might impact your workplace. Proper research and expertise need to be included when deciding which
elements of cloud computing, edge computing, Al, Data Analytics and Digital Experience will make a
difference for your business. Would better reporting help you to make decisions? Do you have a large remote
force that needs better organisation? Do you have a factory floor that could do with less wastage? Your
business’s needs will determine where you have to invest.

Work with good partners

Your digital transformation is not the time you want to cut corners with your technology partners. When
choosing which solutions to use, don’t be afraid to ask the hard questions around whether the technology is
scalable and easily adaptable for future needs. Does your partner share the same vision as your
organisation? Do they understand your industry? Do they provide support for upgrades and downtimes, and
what does that support look like? Will you be down for a day or a month? Does the technology work with your
current systems, or will you need to retrain everyone? How future-proof is your partner?

Education and training

Critically, you need time and budget to educate and train your staff on your new systems. It's futile
implementing new_technology if no one can use it. This needs to be built into_your timeline. As an_added

benefit, investing in employee training has been shown to increase employee satisfaction, business
efficiency and consistency so don’t be afraid to give your employees the skills they need to operate in a
me<ern workplace.
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Disclaimer

Budget 2024: The Minister of Finance Wants to Hear from You!
The information provided herein should ndt be used or relied on as professional advice. No liability can be accepted for any errors or omissions nor for any loss or
damage arising from reliance upon any information herein. Always contact your professional adviser for specific and detailed advice.
“Right now we have got a challenge because our

growth levels are insufficient to be able to cope

this in the February budget next month. | can tell
you now, we are operating in a fairly constrained
fiscal space so the message we are likely to put
across in February is going to be a difficult one.”
(Minister of Finance, January 2024)

Finance Minister Enoch Godongwana has invited the public to
share suggestions on the 2024 Budget he is expected to
deliver on Wednesday 21 February 2024.

Go to National Treasury’s “Budget Tips for the Minister of Finance” page and fill out the online form.

Your Tax Deadlines for February 2024

e 07 February - Monthly Pay-As-You-Earn (PAYE) §
submissions and payments

e 23 February - Value-Added Tax (VAT) manual
submissions and payments

o 28 February - Excise Duty payments

e 29 February — CIT Provisional Tax payments

e 29 February — PIT Provisional Tax payments

e 29 February — Value-Added Tax (VAT) electronic submissions and payments
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