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THE DECEASED PAY TAXES TOO! By Jonathan Hore
The Income Tax Act has provisions which prescribe how income earned by the deceased is taxed. In other words, the simple fact that someone has passed on does not mean they are free from taxation. In fact, the deceased pay tax at higher tax rates than the living. Well, there is no clear reason why this is so but that is how the Eighth Schedule or the taxing schedule to the said Act is crafted. I dedicated this article to analyse how income of the deceased is taxed. In this article, words importing the masculine shall be deemed to include the feminine.
INCOME TO DATE OF DEATH

When a person passes on, an artificial person called the deceased’s estate or estate of the late comes into being and it takes over all the affairs of the late. There is no formal take over that happens but there is an automatic shift from the late to the estate upon death. Since the estate is not a natural person, it requires an executor to manage its affairs. The executor may be a lawyer, accountant or any other person appointed by a will, where one is available. 

It often happens that when someone passes on, they would have earned some income which would not have been taxed. Basically, this is income earned to date of death. For example, if someone had filed their 2019 income tax return and they pass away on 1 November 2019, any income that they earned from 1 July 2019 to 1 November 2019 needs to be taxed in the hands of the estate. The executor should ensure that such income is declared and the necessary tax returns are filed. This could include income such as salaries, bonuses declared and paid just before date of death.

INCOME AFTER DATE OF DEATH

Income that is earned after the date of death of the deceased also has special treatment. In the first instance, income earned by the estate to which is not allocable to particular beneficiaries will be taxed in the name of the estate. For example, any rental income which accrues to the estate after the date of death and which is not due to any particular beneficiary is taxed in the hands of the estate but paid by the executor as agent of the estate. However, if rental income is paid to the estate and belongs to the first son of the late, such rental income will be taxed in the name of the first son and not the estate. The estate can only suffer tax on income which has no ascertained beneficiary and as stated above, which procedurally is paid by the executor out of funds of the estate.

LIFE INSURANCE

Life insurance paid by an insurer to the beneficiary as stipulated in a life policy does not form part of the assets of the estate. This is income in the hands of the beneficiary as per the life policy. Such income does not suffer income tax in the hands of the beneficiary as it is fortuitous, i.e. it is not planned for and only comes once in a lifetime. Secondly, per the current version of the Capital Transfer Tax Act (before commencement of amendments enacted on 28.08.19), the recipient is subject to inheritance tax on the insurance payout. 
ADMINISTRATIVE MATTERS
When a person passes on and there is a will, the appointment of an executor is usually not difficult. The duty of the executor is to ensure that all assets are paid off and all income is accounted for. Further, the executor also needs to ensure that the assets of the estate should be distributed, on eventual liquidation of the estate. When all matters of the estate are finalized, the executor is required to ensure that the final income tax return is filed with BURS. If the individual was registered for other taxes such as VAT, then all returns must be filed to ensure compliance with the Tax Acts. Lastly, the executor should not forget to get the estate’s tax account deregistered and deactivated so that it does not generate any further outstanding tax returns.
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