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Keeping service fees in the non-taxable column
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Traditional RMC revenue models needlessly
increase gross-up costs for employers
The most sweeping US tax legislation since
the Tax Reform Act of 1986 was signed into
law on December 22, 2017. The Tax Cuts &
Jobs Act ushered in many changes to our tax
code, some of which impacted the mobility
industry directly. The most significant change
for mobility was the elimination of the
exclusion from taxable income of household
goods (HHG) shipment and final move
expense reimbursements or payments.

Recognizing tax changes that affect
your bottom line

The elimination of the exclusion is significant
in that these expenses are now subject to
income taxation and, as such, increase the
tax assistance (gross-up) costs for employers.
A side effect of this change is the spotlight it
has put on the commission or rebate portion
of HHG invoicing.
Traditionally, relocation management companies (RMCs) have earned a “commission”
when booking HHG shipments with a carrier

on behalf of their clients. These commissions are paid from the carrier to the RMC as
rebates after the fact, with the commission
amount embedded in the gross amount of
the invoice. The commission is part of the
overall fee structure the client pays to the
RMC for outsourcing the mobility function.
Fees paid to RMCs for services are not
considered taxable income to the employee
but are treated as business expenses. As
a business expense, fees are not subject to
gross-up, saving the employer additional tax
assistance expenses. Unfortunately, with
HHG expenses now taxable, the portion
of the invoice which represents the fee is
also now taxable, unnecessarily increasing
gross-up expenses for the employer.
In the comparison table below, we can see
that including the RMC commission amount in
the gross HHG charge increases the overall
expense to the employer due to the need to
gross-up the entire amount.

Example
Pricing
			
HHG Transportation Charges
Commission Amount
HHG Total Invoice Amount-Carrier
Gross-Up Rate
Gross-Up Amount
Total Expense to Employer
Rebate to RMC

1

Pre-2018 Model

2018 Model

Commission as
Fee Model

$10,000.00
$10,000.00
$0.00

$10,000.00
$10,000.00
50%
$5,000.00

$9,400.00
$600.00
$10,000.00
50%
$4,700.00

$10,000.00

$15,000.00

$14,700.00

$600.00

$600.00

$600.00
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Properly classifying commissions as a “fee for services
rendered” and splitting those fees out separately on partner
invoicing saves on gross-up expense. Service fees are
business expenses and not taxable income to the employee.

Recommendations
1

Understand the commissions earned
by your RMC – Commissions are simply
another way employers compensate
RMCs for the work that they do. These
amounts do not come out of supplier
profits but are simply added on.
Many taxable reimbursements have
embedded commissions:






HHG transportation charges
Auto shipment
Third-party HHG services
Temporary lodging
Spousal counseling

2

Work with your RMC to properly classify
commissions and rebates as service
fees and reduce the gross-up expense.

3

Consider switching from a commission-based compensation model to a
purely fee-based model in your mobility
program. This will save on gross-up
expenses and allow greater visibility and
confidence in the accuracy of amounts
paid to your RMC for services.

Conclusion
Properly classifying the commission
amount as a “fee for services rendered”
and separating it out on the carrier’s
invoice saves the client the gross-up
expense component. A service fee is a
business expense and not taxable income to the employee.*
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"Relocation company service fees are
universal and are not considered taxable.
Rev. Rul. 2005-74, 2005-2 CB 1153,
specifically includes among the costs paid
by the employer a fee to the relocation
management company, and holds that
none of the costs are taxable. This is in
keeping with years of private letter rulings
to the same effect.
In numerous IRS audits of relocation
programs, agents have accepted the
argument that service fees should be excluded from the costs that are considered
taxable to employees, even if the actual
costs associated...are found to be taxable.
This treatment of fees acknowledges that
the fees are paid for administration and
delivery of a benefits program, not for
specific taxable benefits to employees.
Seeking to tax the fees would be akin to
seeking taxability, for example, of fees paid
to benefits administrators for maintaining a
company’s 401(k) or health plans."

Home Purchasing Program Service Fees
Peter K. Scott, Peter Scott Associates
Worldwide ERC ® Tax Counsel
2019 WERC Tax and Legal Mastersource

2

6800 France Avenue South
Suite #355
Minneapolis, MN 55435
+1.866.678.7356
Relo@HomeServices.com
HomeServicesRelocation.com

HomeServices Relocation, LLC is a full-service relocation management company that designs flexible relocation management solutions for corporations worldwide. Through its national network of relocation associates,
HomeServices Relocation offers clients integrated relocation services including brokerage, mortgage origination,
title, insurance, closing and other home-related services. HomeServices Relocation is a division of Minneapolisbased HomeServices of America, a Berkshire Hathaway affiliate and ranked as the largest real estate company
in the United States.
*The information contained in this paper does not constitute tax or legal advice nor a client relationship and should not be used as a substitute for consultation
with professional accounting, tax, legal or other competent advisers. The application and impact of laws can vary widely based on the specific facts involved.
Before making any decision or taking any action, you should consult with your tax professional regarding your specific circumstances. The author’s use of
Worldwide ERC®’s material is not, in any way, an endorsement by Worldwide ERC® of the article or the opinions expressed in the article.

