
Perhaps, encouraging organisations to invest in skills was exactly what Former Finance Minister Trevor Manuel had in mind in 2002, when he 
introduced The Section during his National Budget Speech. To my mind, it does just that, apart from all the normal benefits, as the Section 
encourages job creation, skills and Human Capacity Development. The rationale behind it is to reduce the financial impact of employing and 
training through using Learnerships as a vehicle.

Initially, the benefits instituted by The Section was set to end in 2006, however, this was extended until 2011, then again until 2016. Again, it has 
been extended until 31st March 2022. In addition to the final extension, tax deductions were amended accordingly.

› Skills Development responsibility must be shared between  
 Government and the Private sector. 
› Job Creation can only be achieved sustainably if people are  
 sufficiently educated.

Qualification 2016 – 2022 2011 - 2016

Person without a disability
NQF 1 - 6 

NQF 7 – 10
R  80,000 
R  40,000

R  60,000 
R  60,000

Person with a disability
NQF 1 - 6 

NQF 7 – 10
R 120,000 
R 100,000

R 100,000 
R 100,000

Similarly, the introduction of the Employee Tax Incentive (ETI) on 
1st January 2014, which compliments The Section, encourages 
organisations to employ people between the ages of 18 and 29. 
Finance Minister at the time, Pravin Gordhan, motivated for the 
implementation of ETI on the following basis:

“Millions of young South Africans are excluded from participating 
in economic activity, and as a result suffer disproportionately from 
unemployment, discouragement and economic marginalisation. High 
youth unemployment means young people are not gaining the skills 
or experience needed to drive the economy forward. This lack of skills 
can have a long-term adverse effect on the economy.”

In South Africa, the current lack of skills and experience, coupled with 
the perception that labour regulations are restrictive and the current 
economic climate, decreases the likelihood of job opportunities. The 
ETI effectively addresses this by incentivising the employment of 
the Youth by reducing the employer’s cost of recruiting. In addition, 
the incentive is a cost-sharing mechanism with the government, by 
reducing the ‘Pay As You Earn’ (PAYE) deductions2, hence the take 
home salary of a qualifying employee would be unaffected by such a 
deduction. This benefit is immediate as as PAYE is deducted at the 
end of every month.

The ETI incentive is 50% of the wage paid to all employees by 
Qualifying Employers meeting the criteria. However, the benefit is 
limited to R1,000.00 per month for the first 12-months, then R500.00 

per month for the second year. However, the criteria is outlined 
as follows:

› Wages must be between R2,000.00 and R6,000.00  
 per month;  
› An employer must have good standing with The  
 South African Revenue Services (SARS); and 
› Only qualifying employees that were appointed on or  
 after 1st October 2013 qualify.

Contribution vs Recognition
The normal cost of implementing a Learnership over a 12-month 
period for unemployed ‘Black’ People, without disabilities is 
effectively discounted by approximately 80% of the total cost. 
This includes stipends to the Learners during this period. 

The catch … 
… expense of the Learnership must be incurred up front; 
… the tax deduction may only be claimed at the end of the tax  
 year; and 
… This is normally done over two tax years.

Although this may impact on an organisation’s cash flow, the 
benefits far outweigh the cash flow impact. This is due to a 
Skills Development contribution of R20,000.00, equating to 
R100,000.00 Skills Development recognition. 

Skills Development including Stipend 88 000
Net Cost after Tax benefits 17 760

Discount % 80%

Skills Development is a priority in terms of long-term sustainable Transformation. Therefore, it forms part of the Scorecard criteria for both Large 
Enterprises and Qualifying Small Enterprises. This is irrelevant of whether an organisation is measured on the Amended Codes or a specific  
Sector Code.

What may come to the surprise of many, is that the Income Tax Act N0.58 of 1962 (The Act), specifically Section 12(h) (The Section) supports 
job creation, promotes Skills Development and encourages Human Capacity Development. Essentially, the government laid out their Skills 
Development expectations to corporate South Africa in the Amended Codes, but supports the Investment through an allowance in The Act,  
as illustrated below.

T H E  S K I L L S
D E V E L O P M E N T
I N C E N T I V E 
WEIGHING UP CONTRIBUTION RECOGNITION VS DEVELOPMENT

Melcus Nel qualified as a Chartered Account. He is an Executive at The Signa  
Group, the holding company of the Signa Academy. Since its establishment in  
2012 with 30 Learners, The Signa Academy has had more than 2000 Learners  
successfully progress through their 12-month Learnership programme, offered from  
their nine established campuses. In 2011, Melcus’ career shifted from the Agricultural  
Sector to that of Transformation. It is within this sector that his financial acumen has steered  
many organisations in developing and implementing their Skills Development Plans. His core  
vision is to ensure meaningful Skills Development. He believes that if the development of skills is 
implemented in line with the legislative framework, it contributes to the redistribution of wealth,  
job creation and supports organisations to realise their actual return on their skills spend investment.
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Apart from the financial benefits of both The Section and the ETI, they feed each other. Both filter through to the benefit of an organisation’s 
B-BBEE score. Think about it, The Section compliments the Skills Development recognition whilst the ETI would secure bonus point in lieu of 
Learner retention following the completion of a Learnership programme.

Illustration of an after tax calculation taking into account  
The Section and the ETI incentives:

ABLED DISABLED

Total Cost of Training R30,000 R30,000

TAX DEDUCTIONS

Number of 
Learners

Value of 
Deductions

Amount
After TAX 
Income

After TAX 
Income

S11(a) Deductions on cost of Learnership 1 28% R30,000 R8,400 R8,400

- Stipend 1 28% R0 R0 R0

S12(H) Deduction

- Number of Learners able 1 R80,00 R22,400 R0

- Number of Learners PLWD 1 R120,000 R0 R33,600

ETI - Employment Tax Incentives (Youth Wage Subsidy) First Year First Year R1,000 R12,000 R12,000

ETI - Employment Tax Incentives (Youth Wage Subsidy) Second Year R500 R500 R500

Total deduction and after tax income R43,300 R54,500

TRUE NET COST

Learnership Cost

Training Cost including Student Support R30,00 R30,000

Plus Stipend R0 R0

Minus Tax deductions -R43,300 -R54,500

Minus Mandatory SDL Rebate - 20% of SDL paid on submission of WSP and ATR

NET after tax cost -R13,300  -R24,500

A practical example of a listed organisation in South Africa, based on 
the following:

› Skills Development Levy payable per annum is R11m. 
› A total number of employees 12,000. 
› Target for maximum Skills Development points R66m. 
› Actual expenditure less than R9m.  
› 12 points achieved according to the Amended Codes, Skills  
 Development scorecard.

There are two financial implications for employees 
enrolled in a Learnership programme. Firstly, no 
additional expenses are incurred for stipends 
as wages are already paid to the employee. 
Secondly, wages count towards Skills 
Development Expenditure, on the provision that an 
employee is in a registered learning programme.

Source of Reference: 
1 http://www.sars.gov.za/TaxTypes/PAYE/ETI/Pages/default.aspx 
2 http://www.sars.gov.za/TaxTypes/PAYE/Pages/default.aspx


