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What is a fringe benefit? 

A fringe benefit is a non-cash related employment benefit which is provided to an employee (or an 
associate of the employee) which attracts taxation under the fringe benefits tax scheme. FBT 
Legislation is quite complex, and treats benefits differently depending on the nature of the benefit 
and the status of the employer. Accordingly, it is imperative that those responsible for managing tax 
and wages obligations are across these issues, and if not, have sought the appropriate professional 
advice. 

What is Fringe Benefits Tax (FBT)? 

Essentially, FBT is a tax which is payable by employers for providing certain fringe benefits to 
employees/or their associates. 

Who is an associate of an employee? 

An ‘associate’ of an employee may include real people, such as a relation of an employee, a partner, 
a spouse or a child, as well non-human associates such as another organisation that the employee 
has informal control over, or a trust that the employee derives direct or indirect benefit from. 

Key points to note about FBT: 

• The FBT Year runs from 1 April, to 31 March on an annual basis; and 
• The status of an organisation will dictate how it is treated for FBT purposes. 

Who is eligible for a FBT exemption? 

Some organisations are eligible for a FBT exemption, these include: 

• Public benevolent institutions (other than hospitals) - capping threshold of $30,000 per 
employee applies; 

• Health promotion charities - capping threshold of $30,000 per employee applies; and 
• Public and non-profit hospitals and public ambulance services – capping threshold of 

$17,000 per employee applies. 

Other businesses not included in the above list do not attract special FBT exemptions, therefore will 
attract FBT payments. 

FBT Calculations 

FBT is grossed up so the tax rate is aligned with the highest marginal tax rate and taking account of 
GST where applicable. Calculated as follows: 
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• When the benefit provider is not entitled to a GST credit: 1 / (1 - 46.5%) = 1.8692 

Example 1: a $1,000 benefit would cost a company $1,869 including FBT. 

• Where the Benefit provider is entitled a GST credit the calculation becomes: 

FBT rate + GST rate calculated as (1 – FBT rate) × (1 + GST rate) × FBT rate = 2.0747 

Example 2: The cost of the $1,000 benefit in Example 1 above would cost $2,074. 

What this means is that benefits that attract Full-FBT are very expensive to provide for whoever pays 
the FBT, and HR (and remuneration professionals in particular) must look closely at the cost of 
introducing new benefits. 

Be aware that if you provide certain fringe benefits with a total taxable value of more than $2,000 in 
the FBT year, you must report the grossed-up taxable value of the fringe benefits on the employee's 
payment summary for the corresponding income year. 

Where these amounts appear on the payment summary they are then taken into account when 
considering eligibility for certain government benefits including superannuation and Medicare levy 
surcharges, income-tested government benefits, child support and HECS contributions.  

Where people are tipped over a tax threshold by a fringe benefit, even a holiday, dinner or visit to a 
concert can have a major impact on their family income flow. 

FBT and the treatment of different benefits Exempt fringe benefits – work related 

Exempt fringe benefits that are work related include: 

• a portable electronic device; 
• an item of computer software; 
• an item of protective clothing; 
• a briefcase; and 
• a tool of trade. 

These work-related items commonly provided in salary sacrifice arrangements are exempt benefits. 
The work-related items exemption is limited to items primarily for work-related use and one item 
per FBT year for items that have a substantially identical function unless the item is a replacement 
item. 

Superannuation 

Salary sacrificed superannuation contributions under an effective salary sacrifice arrangement are 
considered to be employer contributions which, when paid in respect of an employee to a complying 
superannuation fund, are not fringe benefits. 

However, superannuation contributions made for the benefit of an associate, such as your spouse, 
are a fringe benefit. Similarly, contributions paid to a non-complying superannuation fund will be a 
fringe benefit. 
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Otherwise Deductible Benefits 

Under this rule the taxable value of a benefit may be reduced by the amount of the income tax 
deduction that would have been allowable to the employee if the employee had met the expense 
and not been reimbursed. 

In other words, the value of the benefit is reduced to the extent the cost could have been a tax 
deduction to the employee. For example, if an employee gets reimbursed for business calls only on 
their mobile, these would ordinarily be a tax-deductible expense to the employee. The 'otherwise 
deductible' rule reduces the taxable value to nil (no FBT). If reimbursed for an expense, no income 
tax deduction is available to the employee. An employee declaration is also required to support the 
business use claim. Professional Membership fees are another example of an otherwise deductible 
benefit. 

Motor Vehicles – (Concessional FBT Treatment) 

The method of providing motor vehicles to employees will often depend how a company typically 
sources its vehicles and at what cost, its history of providing motor vehicles (culture), type of 
industry, type of work, type of cars typically provided. Where the company provides panel vans and 
utilities with a payload of 1 tonne or more they are exempt from FBT. 

In most other cases where the vehicle is used by the employee for private purposes (including 
travelling to and from home to the normal place of work) an FBT liability will occur. 

Motor vehicles can be provided to employees by employers in several ways including: 

• Purchase of the motor vehicle – often this means there is a lack of choice in the vehicle 
provided and the private use may be limited. Can often be a “tool of trade vehicle” 

• Operating lease (most costs paid in one monthly lease figure and the vehicle is handed back 
at the end of the lease. Easy option but choice of vehicle can be an issue with a high cost for 
the convenience of the one stop lease and the vehicles can be poorly maintained. 

• Non-operating lease is like an operating lease except the costs are usually based on the 
actual cost instead of fixed amount.  Employees are typically given a wider choice of vehicles 
to select from.  Operating   costs can blow out and the organisation may be left with many 
different vehicles and the high cost of disposal. 

• Car Allowance – (negative gearing and use of logbook) There are no FBT issues with this 
option where the employee sources the vehicle and pays for the operating costs and claims 
a tax deduction for the work-related costs of operating the vehicle. Costs are fixed for the 
organisation but there is little control over vehicle types and the option is not necessarily the 
cheapest one for the employee. 

• Novated Lease (operating cost or statutory method) – If used correctly a novated lease can 
offer employees and employers the greatest flexibility and the cheapest option. Use of a 
post-tax contribution can bring this option within reach of people earning relatively low 
incomes.  It usually works best if the organisation outsources the process to a professional 
provider.  There are plenty around but get a good one who explains the system clearly to 
employees and operates an easy to use administrative system that can link to your 
organisation’s finance package. 
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Housing – Payment of an employee’s home loan attracts full FBT but there are benefits associated 
with Living Away From Home Allowance payments or when employees are living in a designated 
remote area where housing payments may be FBT exempt. 

Entertainment – Using the 50/50 split method, the total taxable value of meal entertainment fringe 
benefits is 50% of the total expenses you incur in providing meal entertainment to all persons 
(whether employees, clients or otherwise) during the FBT year. 

There is an advantage for people earning high incomes if they salary sacrifice an amount to 
entertainment as only 50% of the entertainment cost attracts FBT. Therefore, 50% of the cost is not 
taxed. 

Car Parking – Attracts FBT but is not reportable on the Payment Summary.  Calculation of FBT is 
based on usage level and the lowest day parking rate for commercial parking stations within a 1-
kilometre radius of the business. 

Living Away From Home Allowance (LAFHA) – As mentioned in Housing there are benefits in both 
housing and  food allowances that can be paid through salary sacrifice up to designated levels that 
do not attract FBT when a person meets the definition of living away from home. 

Complying Share Plans – do not attract FBT. 

Loans – Most organisations have stopped providing loans at rates that are lower than commercially 
available rates and as such do not attract any FBT liability. Each year the ATO sets its interest rate for 
the appropriate commercial interest rate to be used in FBT calculations.  

Paying an employee’s home loan repayments will attract full FBT. 

Taxi Travel – is an exempt benefit if the travel is a single trip beginning or ending at the employee's 
place of work or arises as a result of sickness or injury to the employee. 

Health Insurance – Where an organisation pays for health insurance it attracts full FBT. 

Child Care – Must be provided by the employer in a registered facility on a work site of the employer 
to receive a concessional benefit. 

CAUTION: This is a general overview of key aspects relating to Fringe Benefits Tax (FBT) as is current 
at the time of creation. For a more comprehensive explanation of FBT and any potential liability of 
your organisation to pay FBT, it is recommended that you seek professional advice from a finance 
and/or a tax professional. 
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