
LIRS ON TAXATION OF EMPLOYEE LOANS, EMPLOYEE 

SHARES/STOCK OPTIONS AND ALLOWABLE INTEREST 

DEDUCTIONS ON OWNER OCCUPIED RESIDENTIAL HOUSES

Taxation of Employee Loans

Overview

The publication addresses the taxability of 
employee loans as a benefit-in-kind. The 
taxable benefit was defined as the difference 
between the interest charged on the loan by 
the employer and the interest accruing using 
a rate stipulated by the LIRS, which is MPR 
minus 3%. 

It thus means that where an employer 
currently charges interest on employee loan 
at a rate above the LIRS rate, no taxable 
benefit exists. Also, where the interest 
charged on the loan is less than LIRS 
benchmarked rate or where no interest has 
been charged, the taxable benefit is the 
accruing interest computed using the LIRS 
rate minus the interest charged. 

This benefit will be assessed to tax at the 
point of payment whether monthly or an 
annual basis and every employer is required 
to file, alongside their annual returns, a 
schedule showing the information on its 
employee loan and the payment terms.  The 
provision applies to all directors and 
employees until the loans have been fully 
settled whether or not the employee is still in 
the employment of the company.
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Our View

The LIRS relied on the provision of section 
3(1)b of the Personal Income Tax Act (PITA) 
which imposes tax on “…any salary, wage, 
fee, allowance or other gain or profit from 
employment including compensations, 
bonuses, premiums, benefits or other 
perquisites allowed, given or granted by any 
person to any temporary or permanent 
employee”. When an employer offer loans to 
its employees at zero interest rate or at an 
interest rate lower than the market interest 
rate, such action may be deemed to have 
given rise to a benefit which is taxable in the 
hands of the employees.

The controversy however, is on the powers of 
LIRS to make inputs into section 4 of PITA 
which already outlines the two methods of 
valuation of benefits in kind to be 5% of cost 
per annum, where an asset owned by the 
employer is deployed for the employee’s 
personal use and actual cost paid, where an 
expense was borne by the employer for the 
benefit of the employee.  Section 5 is also 
wholly dedicated for the method of valuation 
where a living accommodation for the 
employee is involved.

There is no provision in PITA (as currently 
amended) regarding the valuation of any 
benefits using MPR rates or any interest rates 
for loans advanced to employees. In our view, 
the crafters of PITA may not have 
contemplated the taxation of deemed interest 
on employee loans, hence it was not 
specifically addressed in the law.  We do not 
however agree that this lacuna (if indeed it is) 
can be solved by a simple public notice to the 
taxpaying public without a deliberate 
amendment of PITA.

This newsletter addresses three recent public notices issued by Lagos Internal Revenue Service 
(LIRS) in respect of the taxation of:
• Employee Loans
• Allowable Interest Deduction on Owner-occupied Houses
• Taxation of Employees Share/Stock Options 

…every employer is required to file, 
alongside their annual returns, a 

schedule showing the information 

on its employee loan and the 

payment terms. 



Taxation of Employee Stock Options

Overview

The publication details LIRS view on the basis for determining the taxable 
benefit in relation to employee stock options. According to the notice, 
share/stock option agreement gives employees the right to a company's 
shares based on prices agreed on the initiation date (grant date). However, 
the employees must wait for an agreed period (known as the vesting 
period) before they can exercise the right. The taxable benefit is the 
difference between the actual share price at the vesting/exercise date and 
exercise price. The share price for a public limited liability company is the 
value for which the shares are traded on the stock market at the date of 
exercise. For non-listed companies, the price per share is the net assets of 
the company issuing the shares (reported in its penultimate financial 
statement) divided by the number of shares.

The publication further imposes the obligation to deduct the tax on the 
benefit on the exercise date or the effective date of payment for the 
phantom shares. Employers are required to deduct and remit the tax on 
10th day following the month that the shares were exercised and file 
alongside their annual returns, a schedule showing the information on its 
employees share options. The employer also has the obligation to deduct 
and remit PAYE tax on phantom or unvested shares where the employee 
owns no legal title to the shares but an equivalent dividend is payable to the 
employee. Dividend paid to individuals that are shareholders are subject to 
withholding tax at 10%.

Our View

The LIRS also relied on the provision of section 3(1)b of the Personal Income 
Tax Act (PITA) to subject employee stock options to tax. As highlighted 
earlier, deemed benefit can arise where employees are given access to 
acquire the employer’s share at below the market price or for free. The 
contention here as well, is whether a general provision can be used to 
attribute value to a benefit that is not specifically provided for in the tax 
law. In other jurisdictions like the United Kingdom, United States of America 
and South Africa, specific legislations exist which bring these benefits into 
the tax net by providing taxing rules relating to these unique benefits. Also, 
the demand for tax on phantom shares which are yet to vest violates the 
general principle of taxing employment benefits, which requires that the 
benefit/remuneration would have been placed at the disposal of the 
employee before becoming liable to tax.

The employer also have the obligation to deduct and 

remit PAYE tax on phantom or unvested shares where 

the employee owns no legal title to the shares…
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Interest on Owner-Occupied Property

Overview

This publication covers the determination of allowable/deductible interest 
on money borrowed to build an owner-occupier property. It defines such 
property as “… any residential property (i.e. not a commercial property) 
which an individual has incurred expenditure on the purchase, construction, 
or conversion for his/her occupation. It excludes all the temporary fixture 
components such as paintings, furniture, electricals etc. It must be qualifying 
residential property that is used by the individual as his or her sole/main 
residence”. It provides that taxpayer applying for relief for interest on 
mortgage for owner-occupier property, the relief will only be granted for 
first time application only. Also where application is for a multiple 
properties, the relief will be restricted to the property occupied by the 
taxpayer. In the event that the taxpayer occupies more than one property, 
the relief will be granted on the property with the lowest mortgage value at 
the beginning of the tax period. Furthermore, where the taxpayer has used 
one mortgage loan to develop more than one house or flat, the interest 
deduction should be applied on a pro-rata basis based on the proportion of 
the property occupied by him/her.

A taxpayer is required to prove that he/she occupied the property for, at 
least, 1 year period at the end of the year which will be validated by the 
LIRS. Also, the taxpayer must have declared the property as owner occupied 
in the “Claims for Allowances and Relief (FORM A)” filed in accordance with 
Section 34 of PITA. Even though actual occupation is required before relief 
can be granted, the LIRS is flexible to accommodate interest incurred at the 
development stage of a property on a case by case basis. 

Our View

LIRS’s position complies with the provision of Section 20(1)(b) of the 
Personal Income Tax Act (PITA) which allows taxpayer to deduct, from 
employment income, interest on owner-occupier property. The general tax 
principle is that the onus of proof of a particular position lies with the 
taxpayer. Thus, the LIRS is legally empowered to specify the conditions that 
must be met before such interest would be allowed. 

The controversy would however be in the areas of honoring only first 
application for relief. This presupposes that a taxpayer can only enjoy the 
relief once in a life time. What happens where a taxpayer takes a mortgage 
to build a new property for the purpose of occupying the property, whether 
or not the former one was disposed of or where he has to take several 
mortgages to build a single property? Also, what happens where a taxpayer 
occupies more than one property at a time? 
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