Energy
Independence

Uy

SOUTH AFRICAN

Solar Tax Benefits Guide

for Businesses

Maximise Your Investment. Minimise Your Tax.

A practical, up-to-date guide explaining how South African businesses can claim accelerated tax allowances, VAT
refunds and related benefits when investing in solar PV systems.

CURRENT STATUS (JULY 2026)

» Section 12B is the primary permanent incentive

¢ PV systems <1 MW: 100% deduction in Year 1

* PV systems >1 MW: 50% / 30% / 20% over 3 years

* Section 12BA (125%) expired 28 February 2025 — not renewed
« Corporate tax rate remains 27%

Prepared by
Energy Independence (Pty) Ltd
81A Schooner Avenue, Laser Park, Honeydew, Johannesburg
www.powerprovider.co.za
Support@powerprovider.co.za | +27 72 690 2734

July 2026 | Version 1.0

Energy Independence (Pty) Ltd | www.powerprovider.co.za Page 1



1. Why Solar Tax Benefits Matter

South Africa continues to incentivise private investment in renewable electricity generation. For businesses, the
most powerful tool remains the accelerated capital allowance under Section 12B of the Income Tax Act 58 of
1962. When combined with the ability to claim input VAT and the reduction in electricity costs, a well-structured
solar investment can deliver substantial after-tax returns and improved cash flow.

This guide is written specifically for commercial and industrial customers of Energy Independence. It explains the
current rules (as at July 2026), how the three financing options interact with tax, and the practical steps required to
claim the benefits correctly.

2. Current Incentive Landscape

2.1 Section 12B — The Core Permanent Allowance

Section 12B provides an accelerated wear-and-tear (depreciation) allowance on qualifying assets used by a
taxpayer in the generation of electricity from specified renewable sources, including photovoltaic (PV) solar energy.

Photovoltaic solar energy < 1 MW 100%

Photovoltaic solar energy > 1 MW

% % 20%
(and most other renewables) 50% 30% 0%

Source: Section 12B(1)(h) & (i) and Section 12B(2) of the Income Tax Act; SARS Guide IT39 (November 2024). The 1 MW threshold for the
100% write-off was confirmed unchanged in the 2025 Budget Speech.
2.2 Section 12BA — Temporary 125% Enhancement (Expired)

Section 12BA provided a once-off 125% deduction for qualifying renewable energy assets brought into use
between 1 March 2023 and 28 February 2025. It was not extended in the March 2025 Budget. Any system
brought into use on or after 1 March 2025 qualifies only under the ordinary Section 12B rules above.

2.3 VAT Input Credit

VAT-registered businesses may claim the full 15% input VAT on the cost of the solar system (panels, inverters,
mounting, cabling, installation labour, and most related components) in the tax period in which the tax invoice is
received and the supply is used for taxable purposes. This is separate from, and additional to, the Section 12B
income-tax deduction.
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3. Eligibility Requirements (Section 12B)

To claim the Section 12B allowance the following conditions must all be met:

* Ownership — The asset must be owned by the taxpayer or acquired under an instalment credit agreement (as

defined in the VAT Act).

« First use by the taxpayer — The asset must be brought into use for the first time by that taxpayer (second-hand
assets can qualify provided the taxpayer has not previously claimed an allowance on them).

* Use in trade — The asset must be used by the taxpayer in the generation of electricity from a specified renewable
source (photovoltaic solar energy) for the purposes of the taxpayer's trade.

e Location — The generation must take place in South Africa.

* No double-dipping — No deduction may be claimed under both Section 12B and the (now expired) Section 12BA

on the same asset.

3.1 Qualifying Costs

The allowance is calculated on the cost to the taxpayer of the asset. Cost includes the direct cost of acquisition
plus the direct cost of installation or erection. Foundations and supporting structures that are designed for the
asset, are integrated with it, and whose useful life is limited to that of the asset, are deemed part of the asset
(provided they were brought into use on or after 1 January 2013).

Typically Qualifies

Generally Does Not Qualify (or contested)

* Solar PV modules / panels

* Inverters and optimisers (integral to generation)

* Mounting / racking systems

* Integrated concrete foundations & support structures

» DC/AC cabling forming part of the generation system

* Batteries that form an integral part of a hybrid generation
system

« Stand-alone battery storage that only stores grid power

« Pure transmission / distribution assets

« Civil works with useful life longer than the PV system (e.g.
strengthened roof structures that outlast the panels)

 Soft costs not directly attributable to the asset (certain
professional fees may be excluded)

SARS has confirmed that pure storage assets do not generate electricity and therefore generally fall outside Section 12B. However, where
batteries form an integral part of a system that produces electricity from a renewable source, the cost may qualify. Each case must be assessed

on its facts. Always obtain written advice from your tax practitioner.

3.2 Important Prohibitions

No Section 12B deduction is allowed if the asset has been let under a lease that is not an operating lease (as
defined), unless specific conditions are met. Assets previously used by a related company in the same year, or
assets on which an allowance has already been claimed, are also excluded. See Section 12B(4) and (5).
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4. How Financing Options Affect Your Tax Position

The way you structure the acquisition of the solar system has a major impact on which tax benefits you can claim.
Below is a practical comparison aligned with the three flexible options offered by Energy Independence and its
financing partners.

4.1 Outright Purchase (Cash or Own Funding)

Best tax outcome. You own the asset from day one. You claim the full Section 12B allowance (100% in Year 1 if <
1 MW) and the full 15% input VAT immediately. You also claim any available accelerated wear-and-tear on
non-12B components and enjoy the highest long-term after-tax return.

 Upfront cost: 100%

 Section 12B: Full claim by you
* VAT: Full input claim by you

* Monthly payment: None

* Ownership: Immediate

4.2 Rent-to-Own / Instalment Sale / Finance Lease

If the agreement transfers ownership (or the risks and rewards of ownership) to you, or is structured as an
instalment credit agreement, you will generally be treated as the owner for tax purposes and can claim Section
12B. Interest or finance charges are usually deductible under Section 11(a) or 24J.

Critical warning: If the agreement is a pure operating lease (lessor retains ownership and residual risk), you may
only deduct the rental payments under Section 11(a). The lessor claims the capital allowance. SARS may
recharacterise agreements that are labelled “rent-to-own” but in substance are finance leases. Always have the
draft agreement reviewed by a tax practitioner before signature.

4.3 Power Purchase Agreement (PPA)

Under a typical PPA the financier or Energy Independence (or a special-purpose vehicle) owns and operates the
system. You pay only for the electricity generated at an agreed rate. You do not claim Section 12B or the capital
VAT (the owner does). Your payments are normally fully deductible as operating expenses under Section 11(a).
This option provides zero capital outlay and predictable energy costs, but the tax depreciation benefit stays with
the owner.

4.4 Summary Comparison — Tax Perspective

Usually yes (if ownership

Section 12B claim Yes — full (you No (owner claims
(you) transfers) ( )
VAT input claim Full immediate Usually full (or as instalments) No (owner claims)
Operating expense . )
. None (capital Interest / finance charges Full ener ayments
deduction (capital) 9 9y pay!
. . . Manageable instalments + tax Zero capital + expense
Cash-flow impact Year 1 Large outlay + big tax saving 9 ) P . P
saving deduction
Best for Businesses with taxable Businesses wanting ownership + = Businesses wanting zero
profits & available capital preserved cash flow capital risk
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5. Worked Examples (27% Corporate Tax Rate)

Example A — 500 kWp System (<1 MW) — Outright Purchase

System cost (excluding VAT): R2 800 000
VAT at 15%: R420 000 (claimable as input tax)
Total cash outlay: R3 220 000

Section 12B deduction Year 1: 100% x R2 800 000 = R2 800 000

Tax saving at 27%: R2 800 000 x 27% = R756 000

Plus VAT refund: R420 000

Total Year-1 cash benefit from tax & VAT: R1 176 000

Effective net cost after tax & VAT: R3 220 000 — R1 176 000 = R2 044 000

Example B — 1.5 MWp System (> 1 MW) — Outright Purchase

System cost (excluding VAT): R9 500 000

Section 12B: 50% Year 1 (R4 750 000), 30% Year 2 (R2 850 000), 20% Year 3 (R1 900 000)
Year-1 tax saving: R4 750 000 x 27% = R1 282 500

Plus full VAT input on the taxable supply.

Note: These examples illustrate the income-tax and VAT mechanics only. They do not include the ongoing electricity cost savings, which form the
largest part of the overall business case. Actual results depend on your taxable income, timing of commissioning, and precise cost allocation.

6. How to Claim the Allowance

1. Ensure the system is correctly commissioned and brought into use for the first time in the relevant year of
assessment.

2. Record the asset in your fixed-asset register with a clear description, cost breakdown, and commissioning date.
3. Retain the tax invoice(s), proof of payment, installation certificates, and any CoC / electrical certificates.

4. Claim the Section 12B deduction on your company tax return (ITR14) or the relevant return for the entity type.

5. Claim the VAT input on your VAT201 return in the period the invoice is received (subject to the normal VAT
rules).

6. Keep all supporting documents for at least five years (or longer if SARS has raised an assessment).

7. Common Pitfalls & Practical Tips

» Do not assume batteries automatically qualify — obtain specific advice if the system includes significant storage.
 Lease agreements labelled “rent-to-own” must be carefully analysed; substance prevails over form.
* Related-party transfers can trigger the anti-avoidance rules in Section 12B(4).

« If you dispose of the asset, a recoupment under Section 8(4) will normally arise (limited to the allowances previously
claimed).

» Municipal rates and property valuation increases are separate from the income-tax allowance and should be
discussed with your local authority.

 Always involve a registered tax practitioner early — preferably before the financing agreement is signed.
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8. Quick Reference Checklist

Before Installation After Installation

m Confirm system size (< or > 1 MW)

m Decide ownership vs PPA vs lease structure

m Have financing agreement reviewed by tax advisor
m Confirm VAT registration status

m Request detailed cost breakdown from Energy
Independence

Obtain final tax invoice & commissioning certificate
Update fixed-asset register

File Section 12B claim on tax return

Claim VAT input on next VAT201

File all documents securely for SARS audit readiness

9. Disclaimer & Next Steps

This guide is provided by Energy Independence (Pty) Ltd for general informational purposes only. It is based on
the Income Tax Act, SARS Guide IT39 (November 2024), National Treasury budget announcements up to 2026,
and publicly available professional commentary as at July 2026. Tax law is complex and fact-specific. Legislation,
SARS interpretation, and case law can change.

This document does not constitute tax, legal or financial advice. You should obtain independent advice from a
registered tax practitioner or chartered accountant who is familiar with your specific circumstances before making
any investment or financing decision or submitting any tax return.

Energy Independence accepts no liability for any loss arising from reliance on this guide. We will gladly supply the
detailed system cost breakdown, technical specifications and commissioning documentation that your tax advisor
will require.

Ready to explore a solar solution for your business?

Contact Energy Independence for a free site assessment and tailored proposal that includes clear guidance
on the tax and financing implications of each option.

Energy Independence (Pty) Ltd
Reg. No. 2015/364804/07

81A Schooner Avenue
Laser Park, Honeydew
Johannesburg, Gauteng

www.powerprovider.co.za

Support@powerprovider.co.za
+27 72 690 2734

© 2026 Energy Independence (Pty) Ltd. All rights reserved. This guide may be distributed freely to customers and prospects of Energy
Independence.
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