
 

When deposits become taxable

Many different types of deposits are received in the ordinary course of business, such as rental, sale, building and security
deposits to name a few. Some deposits are refundable or only refunded when certain conditions are met. Other deposits
are set off against the price of goods when delivered, or the services, when they are rendered.
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A deposit will only become taxable if it has been “received by” the taxpayer within the definition of “gross income” in the
Income Tax Act. Our courts have interpreted “received by” to mean received by the taxpayer on his own behalf for his own
benefit. For example, a builder who receives a deposit as an advance payment for work and applies the deposit to
purchase building materials, has received the deposit for his own benefit.

The South African Revenue Service (Sars) recently published a draft interpretation note, for public comment by 18
September 2020, on the taxation of deposits. In its note, the revenue service points out that amounts received on behalf of a
third party should not be included in a taxpayer’s gross income as they are received on behalf of another party. If there is
an unconditional contractual obligation to return funds to a party at the end of a contract, the deposit is not received by the
taxpayer on his own behalf for his own benefit and should not be included in gross income.

Contractual obligation

Where there is a contractual obligation to refund a person, such as a rental deposit repayable by a landlord to a tenant on
termination of a lease, the amount is not received by the landlord on his own behalf for his own benefit and therefore not
included in the landlord’s gross income. However, if the tenant breaches the lease and the landlord applies the deposit
towards repairs or rental such amount would then be included in the landlord’s gross income.

21 Aug 2020By Graeme Palmer

https://www.bizcommunity.com/
https://www.bizcommunity.com/Search/196/710/s-Graeme+Palmer.html


While each case must be decided on its own facts, for a deposit to be excluded from a taxpayer’s gross income, it must be
held in trust, preferably in a separate bank account and not mixed with the taxpayer’s own money. But even using a
separate account will not override the true nature of the transaction and the intention of the taxpayer. Therefore, if a
taxpayer keeps the deposit in a separate account, but has no intention of refunding it, the amount should be included in
gross income in the year that it was received.
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