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Employees’ Tax Audits by SARS 
The South African Revenue Service (SARS), which has a 31 March year-end, missed their 
2018/2019 tax collection target by ZAR 14,6 billion. Having missed their target, it is anticipated 
that the SARS audit activity across all taxes will increase. 
 
Personal income tax is South Africa’s largest source of revenue. In fact, personal income tax added 38.1% 
to the State coffers in the 2017/2018 SARS fiscal year. There were approximately 20 million registered 
individual taxpayers in South Africa as at 31 March 2017 and the majority of personal income tax is collected 
monthly via employees’ tax (also known as Pay-As-You-Earn) withholding. The balance of personal income 
tax comes from provisional tax and assessed tax collections. 
 
SARS has delegated its collection responsibilities to all employers in relation to employees’ tax. The 
employer is required to withhold employees’ tax and remit the taxes to SARS. In addition, the employer 
must keep detailed record of remuneration paid to employees and the relevant taxes withheld. They must 
provide this information to SARS on a per employee basis by way of an employees’ tax certificate (forms 
IRP5/IT3A).  
 
There are significant financial penalties for employers for failure to: 

• withhold the correct amount of tax at the right time; and  
• remit the tax payments to SARS by the stipulated deadlines. 

In relation to the 2017 tax year, there were 18 million employees’ tax certificates (forms IRP5/IT3A) issued 
by employers to just over 12.7 million individuals. When compared to the number of registered individuals, 
it indicates that most individual taxpayers have some form of employees’ tax withholding applied to them. 
 
Payroll management is administratively intense. The larger the payroll (number of compensation and 
benefit items and/or the size of the employee population), the greater the risks to the employer. Employers 
are easy targets for additional revenue collection since the administration relating to payroll is so onerous 
and mistakes due to human or programming errors can easily occur. It is also an easy way for SARS to 



access additional revenue from multiple taxpayers (i.e. the employees) but only having to deploy resources 
to audit one (i.e. the employer). 
 
Chapter 5 of the Tax Administration Act No.28 of 2011 (the TAA) provides for the rules for inspection, 
verification, audit and criminal investigation. SARS may select a person (taxpayer) for verification, audit 
etc. based on random selection or risk assessment basis. 
 
SARS may issue questionnaires to employers in relation to employees’ tax stating that the questionnaire is 
a “pre-audit assessment which may be followed by a field audit. The practice of SARS may also include 
interviews with a random selection of your employees.”  Employers are therefore cautioned to be aware of 
what could be an information gathering process versus an official SARS audit. SARS must issue employers 
with a formal “Notification of Audit” letter from a specific SARS auditor. A payroll questionnaire from SARS 
is not a formal “Notification of Audit”. 
 
It is also important to note that the detailed information provided to SARS by the employer through the bi-
annual reconciliation process and issue of tax certificates, may be enough for SARS to launch a focussed 
and specific audit of compensation and benefit items which may be seen as high risk for errors to occur. 
 
Audits can include a wide variety of compensation and benefit entitlements such as (not an exhaustive list): 

— cash remuneration and benefits paid to expatriate employees 
— cash remuneration and benefits paid to local employees 
— cash remuneration and benefits paid to executives and directors 
— retirement benefits provided to employees 
— payments to personal service providers, labour brokers and independent contractors *hot topic* 
— share incentive schemes 
— cash book payments 
— gifts, prizes, awards and gift vouchers 
— Loans to employees 
— Company cars *hot topic* 
— Travel allowances and reimbursements*hot topic* 

Moreover, there has been a prevalence of SARS audits as relates to the Employment Tax Incentive (“ETI”) 
claims. ETI is an incentive whereby employer may claim a deduction against the monthly employees’ tax 
liability if they employ a certain category of employee. This immediate cash-flow benefit can be significant 
and if not claimed correctly, can result in substantial penalties for the employer. 
 
Payroll audits can take up to 12 months to be finalised and therefore employers need to be prepared to 
invest a large of amount of time and prepare for many interactions with the SARS auditor assigned. It’s 
best to fully co-operate with the SARS auditor, but also be aware of your taxpayer rights in terms of the 
TAA. 
 
We recommend that employers undertake periodical payroll reviews to determine the degree of compliance 
in anticipation of a SARS audit. Remedies for employees’ tax defaults include re-opening employer returns 
or applying for relief in terms of the Voluntary Disclosure Programme (VDP).  
 
KPMG has deep technical skills, experience and data analytical technology solutions to provide comfort 
that the payroll is compliant with regard to the calculation of employees’ tax and reporting to SARS. In 
addition, we are able to provide assistance and support throughout the audit process or, where non-
compliance has been identified, provide recommendations of how best to regularise the position. 
 
 
 
 
 
 



 
 
If you have any queries, require assistance or need more information, please contact us: 

 

 
Melissa Duffy 
Director: Global Mobility Services &  
Employment Tax Advisory 
KPMG South Africa 
M:+27 (0)82 448 1989 
E: melissa.duffy@kpmg.co.za                             

 
Sarika Rautenbach 
Associate Director: Global Mobility Services & 
Employment Tax Advisory 
KPMG South Africa 
M:+27 (0)82 719 5685 
E: sarika.rautenbach@kpmg.co.za    
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