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LESOTHO REVENUE AUTHORITY 

 

PAYE  :   “Final Deduction System Guidelines” 

Date of Issue :  31 March 2019    

Effective Date :  1 April 2019 

Applicable Tax Years:  From 1 April 2019 onwards 

 

Employee Mosebetsi SEBEREKANE  Employee No. 1200

Position Mine Engineer

Departmet Engineering

Bank Green Bank  A/c No 200001000

Earnings Amount (M) Deductions Amount (M)

Basic Salary 37,500.00    Overpayment March Salary 550.00          

Salary arrears for April 3,500.00      Pension  - Employer 3,750.00      

Bonus for FY 2018/19 34,000.00    Pension - Self-provided (private) 1,875.00      

Overtime 7,400.00      Salary advance 2,500.00      

Gym subsidy 750.00          Car loan 4,550.00      

Travel Allowance 1,250.00      Medical Aid 1,875.00      

Union Fees 187.50          

PAYE 22,353.50    

Total Earnings 84,400.00    Total Deductions 37,641.00    

Net Pay 46,759.00    

Big Mountain Diamonds Ltd

Payslip: May 2019
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1 Acronyms and Definitions 
 

Term Definition/Meaning 

Employee A person who offers services to another under an employment contract. 

Employer A person who employs another and is obligated to withhold tax under 

the ITA 1993. 

FDS Final deduction system which indicates that under PAYE the tax so 

withheld by employers should be correct and therefore no need for re-

assessments of tax liabilities by the LRA. 

FBT Fringe benefit tax system under which the law prescribes how certain 

employment related benefits should be treated for tax purposes. 

Non-refundable tax 

credit 

The amount by which the tax charged on the taxable income is reduced 

for individuals.  

ITA 1993 

 

Income Tax Act 1993 (as amended) 

LRA 

 

Lesotho Revenue Authority 

PAYE It is a system under which employers are obliged by law to withhold tax 

from remuneration due to employees and remit the same to the LRA. 

P16 A summary of the annual remuneration, deductions and tax paid which 

is produced by the employer with copies to the employee and the LRA. 

Tax structure It is a combination of the tax rates, tax brackets and the non-refundable 

tax credit applicable to gross incomes or chargeable incomes. 

Currently the tax structure is as follows; 

• The 1st M61 080 per annum of taxable income is taxed at 20% 

• The excess of taxable income over M61 080 is taxed at 30% 

• Non-refundable tax credit is M7 260 per annum 
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2. Introduction  

 

Every person who earns income in Lesotho is liable to pay income tax in terms of section 4 

of the ITA 1993. The same Act further obliges employers under section 156 to deduct tax 

from remuneration due to employees and pay the tax so deducted to the LRA. The system 

under which employers deduct tax from remuneration due to employees is commonly 

known in Lesotho as PAYE. It is a form of withholding tax. 

 

3.  Purpose 

 

The purpose of this Guideline it to explain how PAYE, as a final tax deduction system, is to 

be operated so that compliance with the law is achieved.  

 

4.  What is Taxable? Employment Income 

 

The meaning deduced from section 18 of the ITA 1993 is that every payment or benefit that 

an employee gets as a result of the employment relationship or contract is taxable, that is, it 

should be included in the gross employment income. This, therefore, means that 

employment income does not only include; salary, leave or sick pay, bonus, overtime but 

also includes other benefits that an employee may directly or indirectly enjoy from the 

existing or past employment.  

  

Note 1: 

If an employer operates the FBT regime, the benefits provided to the employees that are included 

in FBT calculations should not be included in the employees’ remunerations. The tax related to 

those benefits would have been paid by the employer under the FBT. 



5 
 

5.  What is Not Taxable? Deductions 

 

Under section 33 of the ITA 1993 certain amounts may be deducted from employment 

remuneration before calculation of the tax liability under the PAYE scheme. Examples of 

deductions that are allowed include; 

• Contributions made by employees to either employer or self-provide employee pension 

or similar schemes. The pension scheme must first be approved by the Commissioner 

General, otherwise the deduction is not available.  

 

• All employment related expenses like motor vehicle costs incurred in consulting and 

engaging with clients, telephone calls for business purposes. 

 

 

 

 

Note 2: 

No deduction can be made from an employee or employer’s income of expenses of a personal nature 

which include;  

• Transport costs between home and work, 

• General clothing, 

• Education leading to a formal qualification. 

 

In the example on the cover page only the following have been deducted from the total 

earnings for purposes of calculating PAYE: (i) pension contribution and (ii) overpayment 

of salary in March (which has the effect of allowing the employee to claim back the tax 

paid on the overpayment). The others are by law not tax deductible. 
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6.  Calculation of Tax Payable 

 

6.1  Formula for Annual Tax Payable 

 

The tax payable is found by applying the tax structure on the taxable income as follows. 

(i) Taxable income = gross income – deductions  

 

(ii) Tax on taxable income = (1st M61 080 of taxable income) x 20% +  

(excess over M61 080) x 30%. 

(iii) Tax payable = tax on taxable income – non-refundable tax credit. 

 

6.2  Formulae for Periodic PAYE Calculations 

 

The most common practice it to pay salaries on a monthly basis. However, there are 

instances where different time periods are used. The following is an illustration of how 

PAYE is to be calculated in the case of different time periods that may be adopted. 

(i) Monthly: where salaries and benefits are paid on a monthly basis the figures in 6.1 

(i) to (iii) must be divided by 12. 

 

(ii) Fortnightly: where salaries and benefits are paid on a fortnightly basis, two weeks 

basis, the figures in 6.1 (i) to (iii) must be divided by 26. 

 

(iii) Weekly: where salaries and benefits are paid on a weekly basis the figures in 6.1 (i) 

to (iii) must be divided by 52. 

 

(iv) Daily: where salaries and benefits are paid daily the figures in 6.1 (i) to (iii) must be 

divided by 365. 
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7.  Calculation of Tax Under Special Cases 

 

There are certain employment remunerations that might not ordinarily be regarded as 

normal wages or salaries. The following illustrate how the remuneration is to be taxed by 

the employer. 

 

7.1  Periodic Special Cases 

 

(i) Directors or Board Fees: Tax payable = gross directors or board fees x 30%. 

 

(ii) Honoraria/Allowance: Tax payable = gross honoraria/allowance x 30%. 

 

(iii) Part-time salary: Tax payable = gross part-time salary x 30%. 

(iv) Secondary employment; Tax payable = gross secondary employment income x 30%. 

 

Note 3: 

• The calculations in 6.1 and 6.2 above are applicable in cases where the remuneration in 

question is the only source of employment income for the employee. Where an employee has 

more than one source of employment income refer to the section 7 below; Special Cases. 

 

• An employer who pays salaries monthly may also refer to the published tax table to know how 

much tax is payable. It must be noted that the tax table assumes that any allowable deduction 

has been factored in, that is, it uses taxable income and not gross income.  



8 
 

 

 

7.2  Lump Sum Special Cases 

 

The following lump sum payments may be applicable. The calculation of the tax payable is 

shown against category of lump sum. 

 

(i) Gratuity (from fixed term employment contracts) 

Tax payable on gratuity = (gross gratuity – exempt gratuity amount) x 30%. 

Where exempt gratuity amount = total salary over the contract period x 25%. 

 

(ii) Gratuity (from approved superannuation fund; pension or provident) 

Tax payable on gratuity = (gross gratuity – exempt gratuity amount) x 25%. 

Where exempt gratuity amount = total salary over the contract period x 25%. 

 

(iii) Severance pay 

Tax payable on severance pay = (gross severance pay – exempt severance pay) x 30%. 

Where exempt severance pay amount = total salary over employment period x 25%.  

 

Note 4: 

The above are applicable where the employer is aware of the existence of primary or other sources 

of income through employee declaration or other means.  In the absence of such other income the 

employer is apply the marginal rates.  
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8.  Underpayments or Overpayments of PAYE 

 

It is the obligation of the employer under the law to ensure that the correct amount of tax is 

withheld from the employee’s remuneration and is ultimately remitted to the LRA on time. 

However, there could be under or over payments of PAYE as a result of the following; 

• Incorrect calculations on the part of the employer. 

• Omissions of items of income, benefits or deductions. 

• Use of wrong or outdated tax structure. 

• Late publication of changes in the tax structure. 

The following steps have to be undertaken to address under or over payments of PAYE. 

 

8.1  Underpayments of PAYE 

 

• The underpaid tax is recoverable, by law, from the employer, but the law also allows the 

employer to subsequently recover the underpayment from the employee.  

 

8.2  Overpayment of PAYE 
 

• The employee is entitled to recover the overpayment from the employer who in turn can 

recover from the LRA. 

 

• The overpayment can also be off-set against the tax liability of the subsequent tax period. 
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8.3  Tax structure changes adjustments  
 

Generally, changes in the tax structures are often made to reduce the tax burden, that is, 

such changes often lower the tax payable as compared to the previous year or period. Where 

there has been a delay in the publication of a Government Gazette to introduce tax structure 

changes the LRA will issue communication indicating how employers are to effect the 

delayed changes. 

 

9.  Obligations and Responsibilities 

 

9.1  The LRA  
 

• Is responsible for ensuring that the necessary tools and communication are in place to 

aide employers in the calculation of PAYE. 

 

• Is responsible for undertaking field inspections and audits to disseminate information 

and educate employers and employees on the proper administration of PAYE. 

 

• Is responsible for ensuring that revenues are safeguarded. 

 

Note 5:  

• The employer must clearly account for any adjustments of under or over payments and ensure 

that they are properly included in the periodic pay slips and P16s. 

 

• Underpayments of PAYE lead to imposition of penalties by the LRA. 
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9.2  Employers 
 

• Are responsible for withholding from employment remunerations and benefits the 

correct amount of PAYE. 

 

• Are responsible for liaising with the LRA to get clarity and confirmation of the tax 

treatment of any items of incomes or expenses/deductions. 

 

• Are responsible for issuing properly reconciled pay slips and P16s. 

 

 

9.3  Employees 
 

• Are responsible for ensuring that their remunerations are properly taxed by their 

employers. 

 

• Are responsible for confirming that the tax withheld by their employers is ultimately 

remitted to the LRA. The income earners, that is the employees, remain liable for any 

ultimate tax liabilities under the law. 

 

• Are responsible for ensuring that the pay slips and P16s are a true reflection of their 

remunerations, benefits and deductions entitlements.  
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10.  Conclusion  

 

This Guideline sets out how PAYE must be operated so that correct amount of tax payable 

under the law is deducted. When this happens both the administration costs and 

compliance costs are reduced or kept at minimal levels. The Guideline does not cover all 

possible scenarios or circumstances and so where there is doubt it is the responsibility of 

both the employers and the employees to seek guidance and clarity from the LRA. The LRA 

will, from the publication of this Guideline ensure that periodic taxes are deducted and 

remitted by employers. There will be very rare cases in which the LRA will directly refund 

overpaid PAYE. 

 

 

11.  Contacts  

 

Should you require additional information or have queries please seek assistance from the 

following contacts; 

The Manager  

Client Education  

Lesotho Revenue Authority 

P O Box Maseru 100 

Tel: 52215089 

Email: taxpayereducation@lra.org.ls 
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Disclaimer 

 

This Guideline does not replace the existing laws but sets out the LRA’s understanding of 

the law and how it should be applied. It is prepared as part of the administrative 

information that the LRA is required by law to publish so as to ensure effective and efficient 

application of the law.  

 

The “Tax Structure” as explained under part 1: Acronyms and Definitions is changed from 

time to time and so care must be taken to ensure that the most current structure, as 

published in the latest Government Gazette is used. 

 

 


