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Subjeet: Withholding of Personal Income Tax, including Sta Emplayees

This cireelar is 1o instruct all taxpayers on the proper method of withholding Personal Income
Tax (rom salaries. wages, allowances and benefits in kind pmd, or provided, to, employees
(employees’ pay). The National Directorate of Taxation has been charged with the responsibility
of collecting business profits tax, national excise tax, national personal income tax, and sales tax.
as well as collecting state personal income and excise taxes on behalf of the states.

Ihe Finance Rill of 2012 has included a state income tax 1o help the states meet their budgetary
needs  The state meome tax is in the form of a surcharge added to the 1ax withheld for the
national guvernman

[he firet state income *ax 1 be withheld from employees’ pay will be for that pay which was
paid in the month of August (monthly withholding tax retum due on the 15" of September,
Employers are to use Form 95-2, Monthly Tax Withholding Statement, 1o report and pay the
amounts they have withheld from their empioyees® pay. The form can be obtained from the
national Directorate of Taxation offices located in each state, or from the Directorate of Taxation

website; www linvurl com\RSS-Taxation.

To carrectly compute the amount to be withheld from an employce’s pay, the following steps
must be followed:

|. Determine the employee's base pay (BP) for the month.

2. Calcutate Deductable Pension Contributions (DPC) amount
If the employee is not making pension contributions skip this step, otherwise
DPC = Smaller of (actual pension contribution amount or 8% of the Base Pay)

The deductable pension contribution is the smaller of actual pension contributien pail or
K% of the base salary (BF)

= Bl 8 L TR LT T ST e LT




Examples:

1. BP=2000 58P

Pension Contribution Paid =120 sSSP
Maximum DPC = 8% of 2000= 160 551
For this employee the DPC is 120 SEP.

2. BP= 2,000 55P

Pension Contribution Paid =180 S5P
Maximum DPC = 8% of 2,000~ 160 S5P
For this employee the DPC is 160 SSP.

3 Calculate the Gross Pay (GF) as emplovee’s base pay plus, allowances, and benefits-in-kind
received (all benefits) minus DPC: ("GP"=BP-DPC+ all benefits)

4. Calculate Taxable Employee's Pay (TP) Subtracting <P 300 from the GP (300 SSP is the
monthly exemption ameount): uTp* =GP - 300

5. Calculate National Tax (W

a) If the taxable pay (TP) 1s less than or equal to SSP 4,700, multiply the remaining
amount by 10% - this is the monthly national tax w be withheld:

b} if the TP amount is more than SSP 4,700, compute the Nationn] Tax using the
following formula:

Mational Tax (NT)= 470 + 15% of (TP - 4,700)
6. Caleulate the state income 12X (ST} as 30% of the National Tax: ST=0.30* NT

7. Pay the total amount to the nationsl Directorate of Taxation, but designate the amount of the
payment that is for national personal income tax and the amount that is for state income tax. If
there are employees in more than one state, {he ampunt of siate fncome tax to be paid to cach
state must be indicated separately.
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