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Employer-Provided Housing – When Is It Not Taxable? 

Employers will at times provide housing to employees for a number of reasons. Many nonprofit 

organizations, including colleges and universities, historic sites, housing facilities, churches and 

church denominations, often come to mind. Unless an exception applies, the full value of the 

housing provided is treated under the tax laws as taxable compensation to the employee. 

Full or partial exceptions, however, can apply if the housing is: 

 Provided for the convenience of the employer, 

 A temporary work location, or 

 Lodging furnished by an educational institution 

Convenience of the Employer 

To take advantage of this exception the lodging must meet the following specific requirements: 

 It is provided for the convenience of the employer. Note: a written statement in the 

employment contract is not sufficient to meet this test. For the housing to qualify, there 

must be a direct connection between the lodging furnished and the business interests of 

the employer, which means that the employer must have a valid business purpose for 

providing housing beyond giving the employee additional compensation. For example, if 

the employer’s work site is located a substantial distance from other housing options, the 

IRS would likely conclude that the employer is providing the lodging for the convenience 

of the employee. 

 It is required as a condition of employment. The employee must accept the lodging to 

properly perform the duties of employment, and he or she cannot have an option to accept 

cash in lieu of the lodging. Examples include lodging furnished because the employee is 

required to be available for duty at all times or because the employee would not be able 

to perform the service without the lodging. 

 It is furnished on the business premises of the employer. This is generally defined as 

the place of employment. Mere ownership of the premises by the employer is not 

sufficient. Courts have ruled that the lodging needs to be living quarters that constitute an 

integral part of the employer’s business property – for example, geographically integrated 

within a campus or above an organization’s location of charitable activities – or on the 

premises where the employer conducts a significant portion of its business, such as a 

residence off-site from the main location but where significant charitable activities are 

conducted. A special provision in the tax code also qualifies certain lodging furnished in 

a camp in a foreign country by or on behalf of the employer as exempt lodging. 

It’s important the employer’s file includes documentation to defend the nontaxable treatment of 

the lodging. This file may contain a description of the employee’s responsibilities, a description 

of the lodging being furnished, reasons why the lodging is required for the employee to perform 

his or her duties, the employment contract, and a listing of taxable or nontaxable utilities and 
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services provided (such as phone, Internet, cleaning services, and landscaping services). If the 

lodging is not located on the main business premises, a calendar of events and a log of business 

use of the residence should be maintained to support that significant business activities are 

conducted at the residence. 

Temporary Work Locations 

In some cases, an organization will cover housing costs for an employee for a temporary 

assignment or project outside his or her normal work area. To qualify for the temporary work 

location exception, several factors come into play: 

 The employee must be traveling away from his or her tax home (see below), which is the 

individual’s regular place of business, regardless of where he or she maintains a family 

home. This includes the entire city or general area in which the business or work is 

located. 

 The assignment must be temporary (one year or less). If the assignment is indefinite or 

expected to last more than one year, the employee’s tax home changes to the new 

location and lodging costs paid by the employer will be taxable unless another exception 

is met. 

If the employee has more than one place of work, the “main place” or “tax home” can be 

identified based on hours, level of activity, and source of income at each location. For example, 

say a person lives in Los Angeles and holds a seasonal job for eight months each year, earning 

$70,000. She works the other four months in Phoenix, also at a seasonal job, and earns $35,000. 

The main place of work – and therefore her tax home – is Los Angeles under the hours and 

income test. 

Based on these rules, if a person is hired for an indefinite period of time and chooses to keep a 

family residence in another city – such as a person who relocates from San Diego to San Jose for 

a job, but chooses to keep the family home in San Diego until the end of the school year – 

lodging paid for by the employer in the new work location will generally not qualify for tax-free 

treatment. However, if the person is hired for a specific project, can prove his or her tax home 

remains in the original city (San Diego), and the project is expected to last less than one year, the 

lodging may qualify for tax-free reimbursement under the organization’s accountable plan. 

See IRS Publication 463 for more information and examples for temporary work locations and 

travel expenses. 

 

 
DISCLAIMER 

 

    This material is presented with the understanding that the author is providing basic information only, and 

assumes no liability whatsoever in connection with its use.  Tax laws are constantly changing, are subject to 

differing interpretations, and the facts and circumstances in any particular situation may not be the same as those 

presented here.  Therefore, we urge you to do additional research and make sure that you are fully informed and 

knowledgeable before using the information contained herein. 

http://www.irs.gov/pub/irs-pdf/p463.pdf

