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Taxation of Certain Benefits-in-Kind:
Removal Expenses and Employer-Provided Accommodation

This Newsletter focuses on two of the publications recently issued by the Lagos State Internal
Revenue Service (LIRS) relating to issues of benefits in kind. While one of the publications
herein discussed relates to what constitute reasonable removal expenses, the other relates to
valuation of accommodation provided by employer.

Reasonable Removal Expense
Introduction

The publication defines reasonable removal
expenses as “any expense which an employee
incurs to move to a new employment location
and the payment made by the employer
towards the expense which results in no net
overall benefit to the employee.” It further
gives some conditions that must be fulfilled
before removal expenses would be accepted
as being reasonable and therefore exempted
from tax. These conditions include the

following:
* The relocation expenses have been
incurred;

* The amount is reasonable;
* The expenses must be well documented,;
* Moving house must be necessary

The publication further requires that certain
specific information/documents must be kept
by the company to substantiate the expenses
for the period. These documents must be
presented before the removal expenses can
be accepted as exempted by LIRS. The tax
authority then advised that companies who
wish to obtain certainty for such removal
expenses and temporary subsistence
allowances, to submit their staff policy and
guidelines as well as their per diem rates for
pre-approval by the tax authority.

Our View

The publication is in line with the provisions of
section 4(3)(c) of Personal Income Tax Act Cap
P13 LFN 2004 (as amended) which provides
for the exemption of reimbursements to an
employee, relating to removal expenses and
the conditions that must be met to make such
reimbursement/expense tax exempt. Though,
the determination of “reasonable removal
expense” has been a major contention
between tax authorities and tax payers, the
fact cannot be denied that to determine
reasonability of expenses is subjective as it is
a factor of different circumstances and
situations. Though the LIRS publication has
not totally solved the problem of what
“reasonability” entails, the ability to prove
that these costs have been incurred and that
the employee does not stand to gain from
such reimbursement lie with the tax payer
and these can be proved by fulfilling all
conditions set above.

However, we believe that the interpretation
of the section by LIRS is much more restrictive
than as envisaged by the Act. Section 4(5) of
the Act gives an indication that liberal
application of the section was intended and
not restrictive as the publication seems to
suggest.

In the meantime, employers should ensure
that all relevant documents to substantiate
the removal expense paid to staff is put
together and made available on request. They
may also seize the opportunity offered by LIRS
to obtain a pre-approved rate for removal
expenses by submitting their staff policy and
guidelines and avoid unnecessary delay on
such issues.



Dedabo

Tax. Audit. Advisory.

Valuation of Employer Provided
Accommodation

The publication highlights situations where
an employer-provided accommodation
constitutes taxable benefit to the employee.
They include:

*  Where accommodation is provided to the

employee on a permanent basis (i.e.
more than 90 days),

* Where employee does not have a
personal accommodation running in
parallel to the accommodation provided
by the employer;

*  Where employer is paying the rent on the

property; and

*  Where accommodation is necessitated by

any circumstance other than business
related reasons.

The publication further noted that based on
the provisions of section 5(1) of the Act, the
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Furthermore, the publication requires
every employer to disclose details of the
accommodation provided to employees
including the name of the landlord;
location of the property; value of the rent
paid annually to the landlord; and other
details as may be required.

Our View

The LIRS’s position is in agreement with the
provisions of section 5(1) of the Act which
provides for the taxation of benefit relating
to provision of accommodation either
directly or indirectly, by paying the rent of
the employee. For accommodation
provided by the employer, the annual
value of the premises is to be used as the
taxable benefit to the employee. The basis
for determining the annual rateable value
of the premises shall be the value of the
premises used in determining the land use
charge under the Land Use Charge Law of

Lagos State 2001. However, where the
rateable value is not readily available, the
tax authority is at liberty to use the rental
value of the premises as the taxable

basis for taxation of accommodation benefit
is annual values as determined for local rate
purposes. However, due to the unavailability
of such rate in practice, the LIRS falls back on
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the provision of section 5(3b) of the PITA
which empowers the relevant tax authority
to determine the annual value in such
situations. The publication states the
following as the basis for determining the
taxable benefit as:

* The taxable value of a leased
accommodation shall be the total lease
rent paid;

*  Where the employer owns the
accommodation, and provides the
accommodation to an employee it shall
be the commercial rental value of
comparable properties in a similar
location;

* The taxable benefit of “hotel
accommodation” occupied by an
employee for more than 90 days shall be
the amount paid by the employer for the
hotel room or the room rate.

benefit.
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