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1 Long Service Awards

Employers can give employees a wide range of awards for various reasons including as a gesture
of appreciation, in recognition of outstanding performance, as a reward for achieving a specific
target or goal, or in recognition of an employee's length of service (commonly referred to as a
"long service award"). These various awards are (with a few exceptions) generally subject to
employees' tax. In the following pages we will focus specifically on the employees tax treatment of
long service awards.

Long service awards can take many forms including cash awards (i.e.: money), the acquisition of
an asset at less than actual value, the right of use of an asset, or free or cheap services provided
to employees.

Prior to March 2022, if one or more assets were given to an employee in recognition of long
service (as defined), the taxable value to be placed on all such assets given to the employee
during the year of assessment could be reduced in terms of paragraph 5(2)(b) of the Seventh
Schedule to the Income Tax Act by the lesser of the cost of the asset to the employer or R 5
000.00. Any cash award, the right of use of an asset, or free or cheap services provided to
employees in recognition of long service was however still subject to employees tax.

As of March 2022 however the legislation has been updated so that qualifying long service awards
(as defined) awarded to employees in the form of cash, the right of use of an asset, or free or
cheap services now qualify for the R 5 000.00 tax reduction as well.

Note however that the allowable tax reduction applies only to long service awards given to
employees in respect of "long service" as defined in the Income Tax Act.

1.1 What Qualifies as "Long Service" in Terms of The Act

Paragraph 5(4) of the Seventh Schedule to the Income Tax Act states:

(4) For the purposes of this paragraph, "long service" means an initial unbroken period of
service of not less than 15 years or any subsequent unbroken period of service of not less than
10 years.

IMPORTANT:

This does not mean that the reduction in the taxable value of a long service award automatically
applies after 15, 25, 35 and 45 years of service, but rather that an employee must have at least 15
years of unbroken service before becoming eligible for a qualifying long service award, and then at
least another 10 years of unbroken service from the date of receiving the last qualifying long
service award before becoming eligible for a subsequent qualifying long service award (see
paragraph 4.3 of SARS Interpretation Note No. 71 of 18 March 2013).

The earliest that an employee can become eligible for a long service award that qualifies for the
tax reduction is therefore after a minimum of 15 years of unbroken service. The fact that an
employee becomes eligible for a qualifying long service award after 15 years however does not
mean that such an award will be awarded to the employee after 15 years, as the employee's
employer might only pay long service awards after 20 years of service for example. Assuming that
is the case, the earliest that such an employee could then become eligible for another long service
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award that qualifies for the tax reduction would be after another 10 years of unbroken service
following the date of the previous qualifying long service award.

The following examples may help to demonstrate the concept:

Example 1:

An employee is employed by the same employer without interruption for a period of 30 years. The
employee becomes eligible for and receives a long service award as defined in the Income Tax Act
after the initial 15 years of unbroken service. The employee will now be eligible for another
qualifying long service award only after another 10 years of unbroken service (i.e.: after 25 years
of service).

Example 2:

An employee is employed by the same employer without interruption for a period of 30 years. The
employee becomes eligible for a long service award as defined in the Income Tax Act after the
initial 15 years of unbroken service, but a long service award is only actually awarded to the
employee after 18 years of unbroken service. The employee will now become eligible for another
qualifying long service award only after another 10 years of unbroken service following the date of
the previous qualifying long service award (i.e.: after 28 years of service).

Example 3:

An employee is employed by the same employer for 12 years, then works for a different employer
for two months and is then re-employed by the original employer for another 10 years. The
employee would not be eligible for any long service awards in terms of the Income Tax Act since
the employee's initial period of service was "broken" after 12 years. The unbroken period of
service would have restarted when the employee was re-employed, so the employee would only
be eligible for his/her initial qualifying long service award 15 years after the start of the second
period of service with that employer, and then every 10 years following each previous qualifying
long service award.

Example 4:

An employer decides to give an employee a cash amount in recognition of 10 years of
uninterrupted service with that employer, and calls it a "long service award" on the payroll. Since
paragraph 5(4) of the Seventh Schedule to the Income Tax Act defines "long service" as an initial
period of 15 years of unbroken service, the cash amount will not qualify as a "long service" award
in terms of the Act (regardless of what the employer chooses to call it on the payroll) and will
therefore not be eligible for the R 5 000.00 reduction in its taxable value. The full amount must be
reflected under code 3605 (Annual Payments) on the payroll and will be fully taxable.

IMPORTANT:

As demonstrated in the above example it is critical to understand the distinction between the
concept of a "long service award" and a "qualifying long service award". Employers can choose to
give employees awards in recognition of their length of service at any arbitrary interval (every 5
years for example) and call them "long service awards". The mere fact that an award is called (or
described as) a long service award on the payroll does however not mean that the relevant award
qualifies for the R 5 000.00 income exemption in terms of section 1(c)(vii) of the Income Tax Act
or for the reduction in its taxable value in terms of paragraphs 5(2)(b), 6(4)(d) and 10(2)(e) of the
Seventh Schedule to the Income Tax Act. Only awards given to employees specifically in
recognition of "long service" as defined in paragraph 5(4) of the Seventh Schedule to the Income
Act may be taken into account for the income exemption or reduction in taxable value by means of
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declaring them under the new IRP5 income codes (e.g.: 3622 and/or 3835). All other awards,
regardless of what the are called on the payroll, must be declared under the normal IRP5 income
codes (e.g.: 3605, 3801 or 3806) and will be fully taxable.

1.2 Tax Treatment of Long Service Awards

Prior to March 2022, the Income Tax Act only made provision for tax relief in respect of assets
given to employees for long service (i.e.: acquisition of an asset at less than actual value). In
terms of section 5(2)(b) of the Seventh Schedule to the Income Tax Act the value of any asset
given to an employee for "long service" as defined in the Act would be reduced by the lesser of
the cost to the employer of all such assets given to the employee during the year of assessment
and R 5 000.00.

In March 2022 however the Taxation Laws Amendment Act 2021 amended various section of the
Income Tax Act to allow for qualifying long service awards in the form of cash awards (section
1(c)(vii) of the Act), the right use of an asset (paragraph 6(4)(b) of the Seventh Schedule), and
free or cheap services provided to an employee (paragraph 10(2)(e) of the Seventh Schedule) to
be taken into account for the R 5 000.00 reduction in taxable value as well.

Therefore, as of March 2022 the total value of all long service awards given to an employee during
the year of assessment in the in the form of -

· cash, and/or;

· the right of use of an asset, and/or;

· the acquisition of an asset at less than actual value, and/or;

· free or cheap services

can be reduced by the lesser of -

· the total cost to the employer of all such awards given to the employee during the year of
assessment, and;

· R 5 000.00

provided that the award is given to the employee for "long service" as defined in paragraph 5(4)
of the Seventh Schedule to the Income Tax Act, which means -

· an initial unbroken period of service with the same employer of not less than 15 years, and;

· any subsequent unbroken period of service of not less then 10 years.

SARS has introduced two new IRP5 codes that must be used to declare long service awards that
qualify for the tax reduction, namely -

· Code 3622 for long service cash awards (i.e.: money), and;

· Code 3835 for long service fringe benefits (i.e. acquisition of an asset, right of use of an asset,
and free or cheap services).
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The new codes must be used -

· only for long service awards awarded to employees as of March 2022 or later, and;

· only for awards given to employees in respect of "long service" as defined in the Income Tax
Act and that therefore qualify for the tax reduction, and;

· only to the extent that the total value of all such awards given to an employee during the year
of assessment does not exceed R 5 000.00 (any excess must still be declared under the
normal income codes - see below).

The first R 5 000.00 of the total value of all qualifying long service awards declared under code
3622 and/or 3835 during the year of assessment will be non-taxable.

Any portion of the total value of all qualifying long service awards given to an employee during the
year of assessment as exceeds R 5 000.00 must still be reflected under the normal income codes,
and as such will also be fully taxable.

Long service awards that are not in respect of "long service" as defined in the Income Tax Act
(and that do therefore not qualify for the tax reduction) as well as long service awards awarded
prior to March 2022 must still be declared under the normal income codes, being -

· 3605 for cash awards;

· 3801 for acquisition of an asset at less than actual value;

· 3801 for the right of use of an asset, and;

· 3806 for free or cheap services.

The total value of non-qualifying long service awards as well as any excess portion of qualifying
long service awards declared under the above codes will be fully taxable.

1.2.1 Examples of Tax Treatment and IRP5 Codes

The following examples (in the form of Q&A) may help to demonstrate the correct tax treatment
and/or IRP5 codes to be used on Intercode Payroll in various scenarios:

Q: An employer gives an employee a long service award for 10 years of unbroken service in the
form of a cash amount of R 5 000.00. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee does not qualify as a long service
award as defined in the Act. The value of the cash award must be declared under code 3605 on
the payroll and will be fully taxable.
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Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of a cash amount of R 5 000.00. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. The value of the cash award must be declared under code 3622 on the payroll
and will be non-taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of a cash amount of R 7 500.00. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. Since the value of the cash award exceeds the annual limit for non-taxable long
service awards, the first R 5 000.00 of the cash award must be declared under code 3622 on the
payroll and will be non-taxable, and the excess portion of R 2 500.00 must be declared under
code 3605 and will be fully taxable.

Q: An employer gives an employee a long service award for 30 years of unbroken service in the
form of a cash amount of R 7 500.00. The employee has never received any previous qualifying
long service ward. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. However, even though the employee has completed 30 years of unbroken
service and has never received any previous long service awards, the allowable tax reduction is
still limited to R 5 000.00 for the year of assessment. The first R 5 000.00 of the cash award
must be declared under code 3622 on the payroll and will be non-taxable, and the excess
portion of R 2 500.00 must be declared under code 3605 and will be fully taxable. The earliest
that the employee could now receive another long service award that qualifies for a tax reduction
would be after another 10 years of unbroken service (i.e.: after 40 years of service).

Q: An employer gives its employees long service awards after every 5 years of unbroken service
in the form of a cash amount of R 2 500.00. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the awards given to employees after 5 and 10 years of service will not
qualify as long service awards as defined in the Act. The value of the cash awards for both 5 and
10 years of service must be declared under code 3605 on the payroll and will be fully taxable.
The awards given to employees after 15 years of service however will qualify as long service
awards in terms of the Act, and must therefore be declared under code 3622 on the payroll and
will be non-taxable. The awards for 20 years of service will once again not qualify (less than 10
years since previous qualifying award) and must be declared under code 3605 on the payroll and
will be fully taxable, but the awards for 25 years of service will once again qualify (10 years
since last qualifying award) and must therefore be declared under code 3622 on the payroll and
will be non-taxable.
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Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of an asset (e.g: a wristwatch) which cost the employer R 4 000.00. How must this be
reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. The total cost to the employer of the asset given to the employee (R 4
000.00) must be declared under code 3835 on the payroll and will be non-taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of an asset (e.g: a wristwatch) which is worth R 4 000.00. The employer is a frequent buyer
at the store where the asset was bought and receives a 10% discount, so the asset only cost the
employer R 3 600.00.  How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. The total cost to the employer of the asset given to the employee (R 3
600.00) must be declared under code 3835 on the payroll and will be non-taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of an asset (e.g: a wristwatch) which cost the employer R 6 000.00. How must this be
reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. Since the maximum tax reduction which can be applied during the year of
assessment is limited to R 5 000.00, the first R 5 000.00 of the cost to the employer of the asset
given to the employee must be declared under code 3835 on the payroll and will be non-
taxable, and the excess portion of R 1 000.00 must be declared under code 3801 on the payroll
and will be fully taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of the right of use of an asset owned by the employer (e.g: a holiday apartment) which
would otherwise have cost the employee R 6 000.00. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. Since the maximum tax reduction which can be applied during the year of
assessment is limited to R 5 000.00, the first R 5 000.00 of the cost to the employer of the right
of use of the asset given to the employee must be declared under code 3835 on the payroll and
will be non-taxable, and the excess portion of R 1 000.00 must be declared under code 3801
on the payroll and will be fully taxable.
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Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of free services (e.g.: child care) to the value of R 6 000.00. How must this be reported on
the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. The first R 5 000.00 of the cost to the employer of the free services provided
to the employee must be declared under code 3835 on the payroll and will be non-taxable, and
the excess R 1 000.00 must be declared under code 3806 (Free or Cheap Services) on the
payroll and will be fully taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of cheap services (e.g.: discounted garden services). The value of these services would
normally be R 10 000.00 but after receiving a 75% discount as a result of the long service award
the employee only pays the employer R 2 500.00 in respect for the services. How must this be
reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. Since the employee paid the employer R 2 500.00 in consideration for the R
10 000.00 worth of services provided, the cost to the employer for providing the services is only
R 7 500.00. The first R 5 000.00 of the cost to the employer (R 7 500.00) of the cheap services
provided to the employee must be declared under code 3835 on the payroll and will be non-
taxable, and the excess R 2 500.00 must be declared under code 3806 (Free or Cheap
Services) on the payroll and will be fully taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of an asset (e.g: a wristwatch) which cost the employer R 4 000.00. In addition the
employer also gives the employee a cash amount of R 1 500.00. How must this be reported on
the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. The cost to the employer of the asset given to the employee (R 4 000.00)
must be declared under code 3835 on the payroll and will be non-taxable. Since the combined
value of both long service awards is still below the R 5 000.00 non-taxable limit, the full value of
the cash amount (R 1 500.00) can be declared under code 3622 on the payroll and will also be
non-taxable.

Q: An employer gives an employee a long service award for 15 years of unbroken service in the
form of a wristwatch which is worth R 3 000.00. In addition the employer also gives the
employee a cash amount of R 3 000.00. How must this be reported on the payroll?

A: The Income Tax Act defines "long service" as an initial unbroken period of service of not less
than 15 years, therefore the award given to the employee qualifies as a long service award as
defined in the Act. The first R 5 000.00 of the total cost to the employer of the combined
value of all qualifying awards given to the employee during the year of assessment must be
declared under the new IRP5 codes on the payroll and will be non-taxable, and the excess
portion of R 1 000.00 must be declared under the normal IRP5 codes on the payroll and will be
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fully taxable. The payroll administrator can choose to declare either the full R 3 000.00 of the
cash amount under code 3622 and only R 2 000.00 of the the fringe benefit under code 3835
and the remaining R 1 000.00 of the fringe benefit under code 3801, or to declare the full R 3
000.00 of the fringe benefit under code 3835 and only R 2 000.00 of the cash amount under
code 3622 and the remaining R 1 000.00 of the cash amount under code 3605 on the payroll.
Which one of the awards is declared as being non-taxable in full and which one is apportioned
makes no practical difference. The nett result in both cases will be that the first R 5 000.00 of the
combined value of the awards will be non-taxable and the remaining R 1 000.00 will be fully
taxable.

2 Working with Longh Service Awards

This section described the process of adding a long service award to an employee's income on
Intercode Payroll.

The long service award could be in the form of a cash amount or in the form a fringe benefit, and
may or may not qualify for the tax reduction in terms of the Income Tax Act.

2.1 Adding a Long Service Award to an Employee's Income

Long service awards are by their very nature usually ad-hock or once-off awards, and as such
should not added to an employee's standard (i.e.: recurring) income. Instead, when adding a long
service award to an employee's income, the relevant income item should be added directly to the
employee's payslip for the applicable pay period.

To add an income item for a long service award to an employee's payslip:

· Go to the Payroll  section.

· Find the relevant employee’s latest open payslip and double-click on it to open the
Employee Payslip window.

· In the Employee Payslip window, select the Income tab.

· On the toolbar at the top of the Employee Payslip window, click Add Income Item (or
right-click in the open area below the Income tab and select Add Income Item from the
resulting pop-up menu).

· In the Select Income Type window, select the income type you want to add to the
employee's income.
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IMPORTANT:

Pay special attention to the tax classification code (in the Class Code column) of the
income type you select.

If you are adding -

o a long service cash award that qualifies for the tax reduction in terms of the

Income Tax Act, the tax classification code of the income type you select should be
3622, or;

o a long service cash award that does not qualify for the tax reduction in terms of

the Income Tax Act, the tax classification code of the income type you select should
be 3605, or;

o a long service benefit that qualifies for the tax reduction in terms of the Income Tax

Act, the tax classification code of the income type you select should be 3835, or;

o a long service benefit that does not qualify for the tax reduction in terms of the

Income Tax Act and the benefit is in the form of an asset or the use of an asset,
the tax classification code of the income type you select should be 3801, or;

o a long service benefit that does not qualify for the tax reduction in terms of the

Income Tax Act and the benefit is in the form of free or cheap services, the tax
classification code of the income type you select should be 3806.
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Note: If a suitable income type does not already exist you will first need to define a new
income type before you continue. Refer to the topic on Defining a New Income Type
elsewhere in this document for detailed instructions on how to do this.

· If the relevant income type has a default calculation type defined (other than a Fixed
Amount and Quantity), an income item for that income type will be added to the
employee's income using the default calculation type, otherwise the Income Item window
will be displayed allowing you to specify a calculation type and value.

· If the Income Item window is displayed, select the relevant Calculation Type, then specify
the value of the long service award.

· Click OK to close the window.

· An income item for the relevant income type and with the specified value should now be
visible under the employee's income.
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That concludes the process of adding an income item for a long service awards to an employee's
payslip.

Note:

You can add more than one income item for different types of long service awards to an
employee's payslip in the same pay period if required. If for example an employee receives a cash
ward as well as free services in recognition of long service you would need to add two separate
income items (one for the cash award and one for the fringe benefit) to the employee's payslip, as
is shown in the example below:

IMPORTANT:

When more than one income item in respect of long service awards that qualify for the tax
reduction in terms of the Income Tax Act are added to an employee's income, the combined value
of all such qualifying long service awards cannot exceed R 5 000.00 per year of assessment. If the
combined value of all qualifying long service awards given to an employee during the year of
assessment exceeds the R 5 000.00 non-taxable limit, the excess must be reflected under a
separate income item which uses one of the non-qualifying tax classification codes (e.g.: 3605,
3801 or 3806 as applicable).

Example:

Suppose an employer gives an employee a long service award for 15 years of unbroken service in
the form of a wristwatch (acquisition of an asset) which is worth R 3 000.00. In addition the
employer also gives the employee a cash amount of R 3 000.00.

If a qualifying long service cash award to the value of R 3 000.00 is added to the employee's
income under code 3622 and a qualifying long service fringe benefit to the value of R 3 000.00 is
added under code 3835, the combined value of the qualifying long service awards will exceed the
non-taxable limit of R 5 000.00 per year of assessment and a validation error will be displayed as
shown below:
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Select the Validation Errors tab to view the details of the error:

To fix this error, the excess portion of R 1 000.00 (of either the long service cash award or the
long service fringe benefit) must be reported under one of the normal taxable IRP5 codes instead:

Only the first R 5 000.00 of the qualifying long service awards will be non-taxable. The excess
portion (reflected under code 3801 in the example above) will be fully taxable.
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2.2 Defining a New Income Type for a Long Service Award

Intercode Payroll ships with pre-defined income types for the most commonly used long service
awards. If the pre-defined long service award income types are not sufficient to cater for your
particular needs however you can also define one or more of your own long service award income
types.

To define a new income type for a long service award:

· Select Setup --> Income and Deduction Types from the Intercode Payroll main menu.

· Select the Income Types tab.

· On the right-hand side of the window, click Add.

· In the Income Description field, provide a description for the income type. This is the
description that the employees will see on their payslip if this income type is added to their
income.

Note: Since the same income type could potentially be used on the payslips of multiple
employees, try to use a generic description that will make sense to any employee for whom
the income is added, instead of a description that will only make sense to a specific employee.
For example, instead of using a description like "Long Service - Free Spa Day" for an
employee who receives a fringe benefit in the form of a free Spa day, rather use a description
like "Long Service Fringe Benefit" which could be used for any employee who receives a long
service fringe benefit, regardless of what the specific benefit might be. In the example below
we are defining an income type for a long service cash award that could be awarded to any
employee who has completed 15 years of service, so we have chosen a description that
reflects that.
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· To the right of the Tax Classification field, click the Select Tax Classification button.
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· In the Select Tax Classification window, select the tax classification code that is applicable to
the type of long service award for which the income type is being defined.

If you are defining an income type for -

o a long service cash award that qualifies for the tax reduction in terms of the Income Tax

Act, you should select tax classification code 3622, or;

o a long service cash award that does not qualify for the tax reduction in terms of the

Income Tax Act, you should select tax classification code 3605, or;

o a long service fringe benefit that qualifies for the tax reduction in terms of the Income

Tax Act, you should select tax classification code 3835, or;

o a long service fringe benefit that does not qualify for the tax reduction in terms of the

Income Tax Act and the benefit is in the form of an asset or the use of an asset, you
should select tax classification code 3801, or;

o a long service fringe benefit that does not qualify for the tax reduction in terms of the

Income Tax Act and the benefit is in the form of free or cheap services, you should select
tax classification code 3806.

Note: In the example above we are defining an income type for a long service cash award
which is awarded after 15 years of services and therefore qualifies for the tax reduction in
terms of the Income Tax Act, so we have selected tax classification code 3622. This is for
demonstration purposes only. The tax classification code you select when defining your own
income types might differ depending on the type of long service award being defined.

Once you have selected the tax classification code applicable to the type of long service award
for which the income type is being defined, click OK to return to the Income Type Definition
window.
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· If the value of the long service award is likely to be the same for all employees who receive
the award, set the default Calculation Type to Fixed Amount and Quantity then set the Fixed
Amount to the value of the long service award (the Default Quantity will be zero).
Alternatively, if the value of the long service award is likely to differ from one employee to the
next, set the default Calculation Type to No Default .

· Click OK to save the new Income Type Definition and close the window.

The income type definition process is now complete and you should be able to see the newly
created income type listed under the Income tab in the Income and Deduction Types window.

This income type can now be used to add a long service award of the relevant type to the income
of any of the employee's on your payroll.

Note: If you need to add long service awards of different types (e.g.: cash awards and fringe
benefits) to the income of one or more employees (and assuming the pre-defined long service
award income types are not sufficient for your needs) you will need to define a separate income
type for each type of long service award you require, as their tax classification codes will differ.


