The Income Tax Act: Deduction in respect of learnership agreements

In addition to claiming Learnership Discretionary grants from INSETA (please refer to the Inseta Learnership Funding Policy), an employer can also claim a tax incentive when an employer registers a learnership agreement with INSETA.  Only learnership agreements that are formally registered with INSETA will qualify – as the South African Revenue Services (SARS) will check with INSETA before approving the claim.

The details of the tax incentive are contained in Government gazette No. 23 709 that was published on the 5 August 2002.  The entitlement derives from the Taxation Laws Amendment Act, No 30 of 2002.  The amendment is however only applicable to any learnership agreements entered into or completed on or after the 1st of October 2001.  You can find a copy on the SARS website: www.sars.gov.za (First select Legislation, then Acts, then Act No 30 of 2002) or on website www.inseta.org.za (First select Learnerships, then Legislation Relative to Learnerships, then Amendment to the income Tax Act).

Basically, you will have two opportunities to claim, one at the beginning of the learnership and one at the successful conclusion of the learnership.

AT THE BEGINNING OF THE LEARNERSHIP:

At the beginning of the learnership, distinction is made between employed learners (who are referred to as 18(1) learners) and unemployed learners (who are referred to as 18(2) learners). Employed learners are those who are current employees and for who contracts of employment were in existence before they entered into a learnership.  Unemployed learners are those who are not current employees and for who contracts of employment did not exist before they entered into a learnership.

For employed learners – 18(1) learners:

Once an employer has entered into a learnership agreement with a learner and has registered the agreement with INSETA, the employer may deduct the LESSER of 

· 70% of the annual salary paid to that learner 

OR 

· R 17 500

During the relevant year of assessment.

If R17 500 is applicable, the actual tax saving based on a 30% company tax rate is 

R5 250.  See example below.

For unemployed learners – 18(2) learners:

Once an employer has entered into a learnership agreement with a learner and has registered the agreement with INSETA, the employer may deduct the LESSER of 

· 100% of the annual salary paid to that learner 

OR 

· R 25 000

During the relevant year of assessment.

If R25 000 is applicable, the actual tax saving based on a 30% company tax rate is 

R7 500.  See example below.

AT THE END OF THE LEARNERSHIP:

The employer can claim again.  At the end of the learnership, NO distinction is made between employed learners (who are referred to as 18(1) learners) and unemployed learners (who are referred to as 18(2) learners). 

For Both employed learners – 18(1) learners and unemployed learners – 18(2) 

Once a learner has successfully completed the learnership, the employer may deduct the LESSER of 

· 100% of the annual salary paid to that learner 

OR 

· R 25 000

During the relevant year of assessment.

If R25 000 is applicable, the actual tax saving based on a 30% company tax rate is 

R7 500.  See example below.

From the above it is clear that the actual tax savings are :

For employed learners – 18(1) learners: R5 250 (start) + R 7 500 (end) = R12 750

And

For unemployed learners – 18(2) learners: R7 500 (start) + R 7 500 (end) = R15 000

These in addition to Learnership discretionary grants, is a substantial amount that is made available to subsidise the training of a learner on a learnership.

BASIC EXAMPLE OF THE TAX ADVANTAGES OBTAINED FROM THIS ALLOWANCE:

	
	Before a Learnership is engaged
	
	After an UNEMPLOYED LEARNER is engaged in a Learnership
	
	After an EMPLOYED LEARNER is engaged in a Learnership


	

	Company income
	200 000
	
	200 000
	
	200 000
	

	Less: Company expenses
	(100 000)
	
	(100 000)
	
	(100 000)
	

	Gross income
	100 000
	
	100 000
	
	100 000
	

	Less: Allowances
	-
	
	(25 000)
	
	(17 500)
	

	Taxable income
	100 000
	
	75 000
	
	82 500
	

	Tax payable @ 30%
	(30 000)
	
	(22 500)
	
	(24 750)
	

	Gross income after tax
	70 000
	
	77 500
	
	75 250
	

	
	
	
	
	
	
	

	Tax saving
	
	
	7 500
	(1)
	5 250
	(2)


Notes to example:

1. Actual tax saving is R7 500 (R30 000 less R22 500) per learner, when Learnership agreement is signed.  This is the first part.  When the Learner completes the Learnership the same process is followed again and another tax saving of R7 500 will be available.

In real money, the first R7 500 (when Learnership agreement is signed) PLUS the second R7 500 totals R15 000 per learner on a Learnership.  This is in addition to grants made available from INSETA.

2. Actual tax saving is R5 250 (R30 000 less R24 750) per learner, when Learnership agreement is signed.  This is the first part.  When the Learner completes the Learnership the same process is followed as in (1) and another tax saving of R7 500 will be available.

In real money, the first R5 250 (when Learnership agreement is signed) PLUS the second R7 500 totals R12 750 per learner on a Learnership.  This is in addition to grants made available from INSETA.

To claim the tax exemption employers must provide SARS with the following information:

· The name of the SETA with which the learnership agreement is registered

· The title and code of the learnership allocated and issued by the Department of Labour 

· The full names and ID number of the learner involved

· Proof that the employer has complied with all the requirements of the Skills Development Levies Act, (Act No. 9 of 1999).

SARS is in the process of developing a form that should be completed by employers claiming the deduction for learnerships.  This should be attached to the relevant income tax return.  The form will provide for a declaration that the employer has complied with the Skills Development Levies Act and it will not be necessary for an employer to attach any further proof in this regard.

Where an employer has a number of learnership agreements, it will not necessary to complete a form for each one.  It will be sufficient to compile a schedule for all the learnership agreements provided that all of the information requested in the SARS form is included.  Any such schedule must be signed by the employer with a declaration that the provisions of the Skills Development Levies Act have been complied with.

Deductions are not permissible if:

· The employer who is party to the learnership agreement changes

· A learnership agreement is substituted by another learnership agreement entered into with the same learner

· A learnership agreement is entered into more than once with the same learner in respect of the same learnership.

Should you require further information in this regard please contact :

Leon Ganswyk at PriceWaterhouseCoopers


Tel
: (011) 797 - 4944


Fax
: (011) 209 - 4944


E-mail
: leon.ganswyk@za.pwcglobal.com
OR

Saber Patel at INSETA


Tel
: (011) 484 - 0722


Fax
: (011) 484 – 0862


E-mail
: saberp@inseta.org.za
Acknowledge input from :  DoL & Deloitte & Touche
