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A public notice was recently
issued by the Lagos State
Internal Revenue Service
(LIRS) to provide clarity on
the treatment of the savings
element of Insurance
premium.
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Overview

Some life assurance policies
contain elements of savings or
investment. Such policies often
mature during the active lifetime
of the policyholder or based on an
agreed tenure.

Section 33(4d) of the Personal
Income Tax Act (PITA), 2011 as
amended provides for tax
deductibility of premium on life
insurance and deferred annuity
on an individual’s life or their
spouse.

Many taxpayers and insurance
companies typically take the view
that any policy with elements of
life insurance qualify for the tax
deduction.

In view of this, the LIRS has
issued a notice to clarify its
position on what qualifies as life
insurance, and deferred annuity
contracts. It also states the
compliance obligations for the
premium payments to qualify for
tax exemption.

Highlights of the Notice

Definitions
A life insurance policy is defined
as a contract where the insurer
promises to pay a beneficiary a
designated sum of money in
exchange for a premium, upon
the death of an insured person.

An annuity life contract provides
for the annuitant to be paid a
fixed monthly amount until death
or when benefits are exhausted.

Qualification criteria and
compliance requirements

 Only the insurance premium
relating to the life insurance
or deferred annuity on life
are tax deductible.

 Any savings scheme element
which sometimes forms part
of the life insurance premium
or contract should not be
included in the deduction.

 Life insurance policies must
include;

- a cover for the death of
the insured or his/her
spouse; or

- it must not include or
anticipate a payment to
the insured before the
age of 50 i.e. for deferred
annuity contracts.

 Deferred annuity contracts in
line with the provisions of the
Pension Reform Act (PRA)
2014 are tax exempt where the
holder has no control over the
funds.

Reporting Obligation

Employers or taxpayers are to
report details of life insurance
and deferred annuity in their
Claims for Allowance and Reliefs
(Form A). This should be
supported with the relevant life
policy documents.

Takeaway

This notice is intended to
sensitise the general public who
undertake life insurance policies.

The notice clearly defines life
insurance, deferred annuity on
life and the basis for tax
deduction for premium
payments.

However the LIRS did not clarify
how the savings elements of the
premium payments should be
identified for tax reporting
purposes.

A practical solution could be to
require insurance companies to
clearly state the savings element
of premium payments on life
policies and where this is not
stated, the policy benefit could be
taxed upon collection or
withdrawal by the policyholder
where it is inconsistent with a life
policy. This however presents a
monitoring challenge for the
LIRS.
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