
TAX LAW – WEEK 10 LECTURE (Fringe benefit tax) 
 
Introduction 
 
•   The fringe benefits tax regime is essentially a tax on a wide range of benefits provided by an 

employer to an employee.  
•   S 26(e) of the ITAA36 (now s 15-2 of the ITAA97) was inadequate in capturing all non-cash 

benefits provided by employers to employees within the tax system. In particular, it overcame the 
inadequacies in the income tax regime: 
o   Taxes non-cash benefits that are not convertible to cash [in order to meet s 6-5 there are 2 

prerequisites i.e. must be cash and must be a payment. Therefore, cannot be non-cash 
convertibles and so another legislation was made to overcome this i.e. s 15-2 non cash 
benefits received under employment context. S 15-2 only applies if s 6-5 or FBT does not 
apply. Therefore, can establish that s 15-2 was not intended to capture all non-cash benefits in 
employment context]. 

o   Taxes benefits provided to an employee’s associate (e.g. spouse) so can’t avoid tax in the 
event a benefit was provided to an associate instead of the employer. 

•   FBT is a different type of tax in that it is a tax that is imposed on the provision of fringe benefits, 
rather than the derivation of income. The provisions regarding FBT are contained in the Fringe 
Benefits Tax Assessment Act 1986 (Cth) (FBTAA) and the Fringe Benefits Tax Act 1986 (Cth). 

•   Differences between the income tax and FBT: 
o   Taxpayer - FBT is imposed/levy on the employer, not the employee: s 66(1) FBTAA 
o   Tax year – Income tax year is from 1 July to 30 June, the FBT is from 1 April to 31 March (as 

the year of tax): s 136(1) FBTAA 
o   Rate of tax – If subject to FBT, the employer would pay 49% on the benefits. Where as in 

income tax legislations, a progressive tax of 45% at the highest would be charged. 49% here 
consists of a 2% Temporary Budget Repair levy and 2% Medicare levy [for the year ended 31 
March 2017]  
⇒   So can’t get away from splitting the remuneration package to non-cash components 
⇒   For an employee, cannot claim fringe benefit deductions because a nexus can’t be 

established i.e. it has been incurred in the production of assessable income 
⇒   For an employer, they can claim it back because the benefit is provided within the course 

of carrying on the business so can claim back up to 30% 
⇒   In practice, for the remaining cost, the employee and the employer will negotiate the 

remaining 19% of the cost to ensure the employer is not “out of pocket” 
 
Definition: 
 
•   The term “fringe benefit” is defined s 136(1) of the FBTAA and is central to the imposition of FBT. 
•   5 key elements: 

A benefit ⇒   The term benefit includes any right, privilege, service or facility 
provided under an arrangement in relation to the performance of 
work (s 136(1)) 

⇒   It is a broad definition that will capture most benefits, including 
non-monetary benefits unless an exclusion applies 

Provided during the 
year of tax 

⇒   Under s 136(1), the term provide means: 

§   In relation to a benefit: includes “allow, confer, give, grant 
or perform; AND 

§   In relation to property: disposal of a beneficial interest in or 
legal ownership of the property 

⇒   The word provide covers discounts as well because how broad 
the definition is 

By an employer, 
associate or third 
party arranger 

⇒   Definition of an employer under s 136(1) includes: future 
employer (haven’t worked for them, but receive non-cash 
benefits so this payment is known as sign on payments so FBT 
covers sign on payments), current employer and former 
employer (used to work for a company, a property or loan 
benefit provided at the time) 

⇒   An associate under s 136(1), and in turn s 318 ITAA36 includes 
related parties.  

⇒   A third party may provide the benefit under an arrangement with 
the employer, but the employer must “participate in or facilitate 
the provision or receipt of benefit” 

⇒   MBF, a health insurance company, may give 5% staff discount, 
and have an arrangement with Monash University. This discount 
is extended to the staff employees and so is a fringe benefit 

⇒   Third parties could be insurance companies for instance 
⇒   Associate could be subsidiaries – done in order to avoid the 

splitting of the benefit to anyone other than the employee 
To an employee or an 
associate 

⇒   An employee is someone who receives salary and wages and 
includes: future employee, current employee and former 
employee 

⇒   An associate takes meaning as per s 318ITAA36; AND 
§   Is deemed to be an “associate” of the employee where the 

benefit is provided to the person due to an arrangement 
between the employer and employee: s 148(2) 

In respect of the 
employment of the 
employee 

⇒   There must be a causal link (i.e. nexus) with employment 
⇒   “In respect of”: to qualify as a fringe benefit, the benefit must be 

provided “by reason of, by virtue of, or for or in relation directly 
or indirectly to, that employment”: s 136 [if a free holiday was 
given for a wedding then not in respect of] 

⇒   The nexus requirement: 
§   Sufficient and material relationship (J&G Knowles & 

Associates Pty Ltd v FCT) 
§   Loan to company directors and shareholders not “in 

respect of employment” (Starrim Pty Ltd) AND 
Repayments of loans not fringe benefits (Slade Bloodstock 
Pty Ltd v FCT) i.e. Court held that where the employee 
lends money to the employer and the employer has to 
repay. The transaction is done under a lending relationship 
not an employer-employee relationship so not “in respect 
of”  

 
 



Step-by-step approach: 
 
 
   
  
     
    

  
    
    

       
       
       
       

      
    

 
   

    
    
    

     
         

       
       
       

         
         

       
       
       
       

         
       
       
       
       

         
       
        
 

 
 
 

Exclusions: are dealt under the income tax regime s 6-5 ITAA97 
 
•   Salary/wages – Salary and wages comprise all amounts paid as a reward for services rendered by 

an employee (FCT v J Walter Thompson (Australia) Pty Ltd)  
•   Superannuation contributions 
•   Payments from superannuation funds 
•   Benefits under an employee share scheme 
•   Payments on termination of employment 
 
Allowance vs. reimbursement 
 
•   Need to consider whether the payment to an employee constitutes an allowance or reimbursement 
•   Allowance: 

o   General rule – An amount will constitute an allowance where it is a predetermined amount to 
cover an estimated expense (Roads and Traffic Authority of New South Wales v FCT), 
Ruling TR 92/15 

o   Constitutes “salary and wages” and hence excluded from being a fringe benefit therefore, 
assessed in the employee’s hand under the income tax system 

o   For example, Zac receives $500 per month to cover the costs of entertaining clients. Under an 
industrial award, Zac also receives $50 fortnight to cover his medical insurance premiums. Zac 
is required to provide a letter from the health fund certifying that he is a member of the health 
fund, but is not required to provide any further evidence in relation to payments. The payments 
made to Zac for entertaining clients and his medical insurance premiums are allowances. He 
receives the amounts regardless of his actual expenditure.  

•   Reimbursement: 
o   General rule – A reimbursement is a payment made in respect of the taxpayer’s actual 

expenditure (Roads and Traffic Authority of New South Wales v FCT), Ruling TR 92/15 
o   Does NOT constitute “salary and wages” 
o   “Reimburse” defined as “any act having effect or result, direct or indirect, or a reimbursement”: 

s 136(1) 
o   Reimbursements are covered by FBT either as part of a car fringe benefit or expense 

payment benefit 
o   For example, an employee drives a car, incurs petrol costs and provides the receipt back to the 

employer in which case he will receive the full amount cost back (reimbursement) 
o   For example, Beatrice is entitled to a payment for her medical insurance premiums up to a limit 

of $500 per year. In order to claim the payment, Beatrice is required to provide the employer 
with her insurance premium statements verifying the actual amount incurred by her in relation 
to the premiums. The payments made to Beatrice are reimbursements because she is 
compensated for the exact amount of her medical insurance and cannot make a claim for 
payment without documentary evidence.  

 
Categories of fringe benefits 

1 Car fringe benefits 
2 Debt waiver fringe benefits 
3 Loan fringe benefits 
4 Expense payment fringe benefits 
5 Meal entertainment fringe benefits 

Is there a “fringe benefit”? 
consider definition 

Is the benefit excluded from 
the definition of “fringe 
benefit”? consider exclusions 

Consider whether the benefit 
could be assessable income (s 
6-5 or s 15-2 ITAA97) to the 
employee 

Is the fringe benefit 
wholly exempt? 

The fringe benefit is 
an “exempt fringe 
benefit” 

Calculate the “fringe benefits 
taxable amount” 

YES 

YES 

YES YES 

NO 

NO 

Identify the category of fringe 
benefit which applies (see the 
13 categories) 

Does an exemption apply to 
the particular fringe benefit? 

NO 

Determine the “taxable value” 
of the fringe benefit 

NO 

Determine if there is a 
reduction in taxable value 

Determine whether the fringe 
benefit is a Type 1 or Type 2 
fringe benefit 

Calculate the FBT liability 



6 Property fringe benefits 
7 Residual fringe benefits 
8 Housing fringe benefits (less common) 
9 Living-away-from-home allowance fringe benefits (less common) 
10 Airline transport fringe benefits (less common) 
11 Board fringe benefits (less common) 
12 Tax-exempt body entertainment fringe benefits (less common) 
13 Car parking fringe benefits (less common) 

 
Car fringe benefits 
 
Definition: 
•   A car fringe benefit arises where an employer provides a car for an employee’s private use: s 7(1) 

o   “Private use” means any use of a car that is not exclusively in the course of producing 
assessable income: s 136 

o   Actual use is irrelevant – a fringe benefit arises when the car is available for use (e.g. car is 
garaged at employee’s home) 
⇒   Available for private use includes: 
§   Employee (or associate) has custody and control of the car that is not used for work 

purposes: s 7(3) (For example, you leave the car at the airport to go interstate for a 
meeting, but you hold on to the keys of the car. In which case, there is custody and 
control of the car because the car is available for the private use) (For example, if you 
leave the car at the repairs and leave, you do not have custody and control as the keys 
are no longer with you and is not available for use) 

§   Employer prohibits private use of car and the prohibition is not strictly enforced: TD 94/16 
(For example, if you retain the keys to the car while you are overseas, a car fringe benefit 
will arise as you have custody and control of the car. However, if your employer takes the 
keys from you, the employer is taking custody and control away from you. And he 
enforces a prohibition on the private use of the car by you or your associates. In this case, 
a car fringe benefit will not arise) 

Exemptions: 
•   Certain cars such as taxis provided for work purposes only and private use is minor, infrequent and 

irregular: s 8(2). 
•   Unregistered cars: s 8(3) – As you shouldn’t be driving if it is unregistered and therefore, not 

available for private use.  
•   Any fringe benefits that arise in relation to the provision of a car fringe benefit are treated as exempt 

benefits: s 53 – So not subject to tax and not included in the calculation of taxable value because it 
is a reimbursement. Generally, all reimbursements are related to expense related fringe benefits 
excluding any reimbursements relating to cars in which case, it would be covered under car fringe 
benefits. However, reimbursements are not included in the taxable value calculations and so s 53 
makes these reimbursement expenses exempt. It also prohibits these reimbursement expenses to 
be covered by any other provision i.e. if it is exempt under car fringe benefits, it will be exempt 
under any other provision including expense related fringe benefit. 

 
 
 
 

Determination of taxable value: 
•   There are 2 methods to calculate the taxable value of the car fringe benefit: 

Statutory formula method: s 9 Cost basis: s 10 
o   Statutory formula applies automatically 

unless the employer elects to use the 
cost basis: s 10(1) 

o   Taxable value for FBT years starting 1 
April 2011 =  

[0.2 x BASE VALUE OF CAR x (NO. OF DAYS 
DURING THE YEAR WHERE CAR FBs ARE 
PROVIDED BY THE EMPLOYER/NUMBER OF 
DAYS IN THAT YEAR OF TAX)] – AMOUNT (IF 
ANY) OF THE RECIPIENT’S PAYMENT (e.g. 
petrol costs not reimbursed) 

⇒   Base value of the car under s 9(2) 
is cost (if purchased), leased car 
value (if leased) 

⇒   Where the car is > 4 years old, the 
base value reduces by 1/3rd: s 
9(2)(a) (e.g. cost was $45,000, if 
held for more than 4 years then cost 
becomes, $30,000) 

Refer to page 193 of textbook for worked out 
example 

o   Statutory formula applies automatically 
unless the employer elects to use the 
cost basis: s 10(1) 

o   Cost basis requires log book records and 
odometer records to be maintained: ss 
10A and 10B 

o   Taxable value = [C x (100% - BP)] – R 
⇒   C = operating cost of the car during 

the period (i.e. any costs relating to 
the car that was incurred such as 
repairs, insurance, registration. If the 
car is owned, C includes deemed 
depreciation (will be 25% of the 
cost of the car) and deemed 
interest (5.65% of the lease cost of 
the car): s 11 

⇒   BP = is the business use percentage 
(this is because FBT is levy on the 
private use of the car so deduct the 
business use) 

⇒   R = is the amount of the recipient’s 
payment  

Refer to page 194 of textbook for worked out 
example 

 
•   If both methods are used to calculate, always conclude which method results in the lowest taxable 

value and that is why that method should be used. Typically, this method would be cost basis.  
 
Debt waiver fringe benefits: 
 
Definition: 
•   A debt waiver fringe benefit arises under s 14 where: 

o   An employee (or associate) owes an amount to an employer 
o   The employee (or associate) is released from his/her obligation to repay (waived) all or some of 

that amount 
•   For example, if the employer lends a sum to the employee and the employee gets injured so the 

employer decides to waive all or some of the amount payable it is known as a debt waiver fringe 
benefit 

•   Debt must be waived due to the employment relationship and not for some other reasons (e.g. 
irrecoverable debt i.e. can’t pay for the debt) 

Determination of taxable value: s 15 
TAXABLE VALUE = AMOUNT OF THE LOAN THAT NO LONGER NEEDS TO BE REPAID 
•   For example, due to unexpected personal misfortune, Michael was forced to borrow $30,000 from 

his employer. His employer informed him, after a couple of months, that only $20,000 was required 
to repay the loan. The debt was waived because the employer values Michael as an employee and 



wants to reward him for his loyalty). A debt waiver fringe benefit arises as Michael has been released 
from his obligation to repay an amount that is owed to his employer and the waiver was due to the 
employment relationship. The taxable value of the debt waiver fringe benefit is $10,000, being the 
amount Michael no longer has to pay.  

 
Loan fringe benefits: 
 
Definition: 
•   A loan fringe benefit arises each year when an employer provides an employee (or associate) with a 

loan: s 16 FBTAA 
o   Benefit is essentially the interest “saved” by the employee from a loan with a low interest rate 

i.e. because a lower interest rate is provided on the loan relative to the prevailing statutory 
interest rate otherwise known as the bank lending rate 

•   If the interest rate provided with the loan is < 5.65% (this amount is determined as per TD 2016/5), 
then a loan fringe benefit will arise 

Exemption (s 17): 
•   Where the loan is provided by a person who provides loans to the general public in the ordinary 

course of his/her business and the loan to the employee is provided at an interest rate at least equal 
to the interest rate prevailing at that time on similar loans to the public (e.g. a home loan to a bank 
employee at standard commercial terms): s 17(1) and 17(2) of FBTAA 

Determining the taxable value: 
TAXABLE VALUE = LOAN AMOUNT x (STATUTORY INTEREST RATE – ACTUAL INTEREST RATE) x 
(NO. OF DAYS LOAN PROVIDED DURING THE YEAR/NO. OF DAYS IN FBT YEAR) 
•   For example, company Z provides its employee with a loan of $10,000 on 1 December 2016 with no 

interest. The employee has not repaid any amount of the loan at 31 March 2017. A loan fringe 
benefit arises as company Z has provided one of its employees with a loan. Therefore, the taxable 
value = $10,000 x (5.65% - 0%) x (121/365) = $187. Thus, the employee has “saved” $187 in interest 
by obtaining a loan from the employer rather than at a commercial rate.  

 
Expense payment fringe benefits: 
 
Definition: An expense payment fringe benefit arises under s 20 where: 
•   An employer pays an expense incurred by the employee (e.g. telephone bill); OR 

o   To constitute an expense payment fringe benefit, the expense must be incurred by the 
employee. Broadly, an expense is incurred by an employee when the employee is definitely 
committed to the expense. If, the employer pays an expense which is not incurred by the 
employee, another category such as residual fringe benefits would take this expense into 
account.  

o   For example, your employer pays for your mobile phone bills. Your employer also pays for you 
to go to a physiotherapist once a month as you often work long hours in front of the computer. 
You would otherwise not go to a physiotherapist. The payment of the mobile phone bills by the 
employer is an expense payment fringe benefit as the employer has paid an expense incurred 
by you (you are definitely committed to the expense). The payment of the physiotherapist’s 
cost is not an expense payment fringe benefit as you have not incurred the expense. However, 
it may constitute a residual fringe benefit.  

•   An employer reimburses an employee for expenditure incurred by the employee  
 
 

Exemptions: 
•   But where the employer can make a “no-private-use declaration” in respect of all of the 

employer’s expense payment fringe benefits, which means that the employer will only pay or 
reimburse for the income producing use, so the taxable value of the expense would be reduced to 
nil to the employer: s 20A FBTAA. FBT generally covers only the private portion of an expense so 
will be exempt. 

Determining the taxable value: 
•   Taxable value of an expense payment fringe benefit depends on whether it is an: 

o   In-house expense payment fringe benefit 
⇒   Expenses relates to goods/services provided/sold by the employer in the ordinary course 

of the business (e.g. if you work for Harvey Norman and they provide you with a computer 
then it is in-house as it is part of their ordinary course of business) 

⇒   Taxable value: as if it were a property or residual fringe benefit: s 22A i.e. the wholesale 
value 

o   External expense payment fringe benefit 
⇒   Applies if it not an in-house expense payment fringe benefit (e.g. paying a phone bill 

issued by a 3rd party like Telstra or an employer paying for an employee’s children’s 
school fees) 

⇒   Taxable value: the amount of the expense or reimbursement incurred by the employer: s 
23 i.e. the amount charged by the 3rd party 

⇒   For example, you pay your telephone bill of $200 which you are later reimbursed by your 
employer, an accounting firm. The employer also pays $3,000 in fees directly to the 
university for a further study course you are undertaking. There are 2 expense payment 
fringe benefits arising as your employer has reimbursed you for the telephone bill and paid 
for your university fees. Both expenses were incurred by you and you are definitely 
committed to them. Both expense are external expense payment fringe benefits as 
the benefits are not provided by your employer in the ordinary course of the business. 
The taxable values of both benefits are $200 and $3,000. Depending on the facts, the 
“otherwise deductible” rule may apply to reduce the taxable value of both fringe 
benefits under s 24 FBTAA. 

 
Exemptions 

 
•   There are a number of benefits that are exempt from FBT. No FBT liability arises in relation to an 

exempt fringe benefit.  
•   Exempt benefits in Division 13 (miscellaneous exempt benefits) include: 

Minor benefits: s 
58P 

⇒   Broadly, a benefit will be a minor benefit where (s 136(1)): the 
“notional taxable value (TV)” is < $300 (i.e. after calculation) and 
so will be exempt as it is a minor fringe benefit. 

⇒   $300 applies to each benefit separately and is not cumulative, 
provided that the benefit is provided irregularly (minor basis) i.e. 
frequency and regularity of the minor benefit (and similar or 
connected benefits) need to be taken into consideration 
§   For example, company D provides its employees with a fine 

dining meal voucher whenever they work late. The value of 
each voucher is less than $300. But because the employees 
stay late at least once every month, it is both regular and 



frequent. Also, their cumulative value exceeds $300 and so 
would not be considered a minor benefit.  

⇒   Must be concluded that it would be unreasonable to treat the minor 
benefit as a fringe benefit: s 58P(f) 

⇒   For example, if an employer provides a wine bottle every Christmas 
or provides the employee and his family with an end of financial year 
dinner at a restaurant, it is considered infrequently (once a year) but 
regularly (every year). And so, they would be minor benefits and 
would be unreasonable to treat these as fringe benefits. 

⇒   Exemption does not apply to:  
§   In-house benefits subject to a $1,000 reduction in TV not 

$300. Will be reduced if the amount was $2000 i.e. > $1,000 
§   Meal entertainment benefits under the 50:50 method 

Work-related 
items: s 58X 

⇒   Certain work-related items are exempt fringe benefits when used 
primarily in the employee’s employment (ATO ID 2008/127), subject 
to a limit of one item of each type per employee each year (s 58X): 
§   A portable electronic device (limit of one portable electronic 

device does not apply if the employer is a “small business 
entity”) (e.g. mobile phones, laptops, GPS navigation receivers, 
personal digital assistants) 

§   An item of computer software 
§   An item of protective clothing 
§   A briefcase 
§   A tool of trade 

⇒   If the item is a replacement item then it will still be exempt: s 58X(4) 
Membership fees 
and subscriptions: 
s 58Y 

⇒   These benefits are exempt benefits whether paid for directly by the 
employer or by way of a reimbursement: 

§   Subscription to a trade or professional journal 
§   Entitlement to use corporate credit card 
§   Entitlement to use an airport lounge membership 

Single-trip taxi 
travel: s 58Z 

⇒   The provision of single-trip taxi journeys beginning or ending at the 
employee’s place of work is an exempt benefit (s 58Z) such as late 
nights at work because it is related to the income producing 
purposes and not for private use and so will be exempt.  

 
•   Other less common exemptions include: 

o   Reimbursements for costs of travelling to an interview or selection tests for certain future and 
current employees 

o   Various job relocation expenses 
o   Certain medical benefits 
o   Costs of providing newspapers and periodicals for business purposes 

 
 
 
 
 
 
 

Reduction in taxable value: 
•   It is necessary to determine whether the taxable value of a fringe benefit can be reduced because: 

It is an in-house 
fringe benefit 

⇒   The taxable value of all in-house fringe benefits (namely, 
expense property or residual) for each particular employee is 
reduced by $1,000: s 62 FBTAA 
§   Where the taxable value of in-house fringe benefits is < 

$1,000, the taxable value is reduced to nil. Where the 
taxable value is > $1,000 e.g. $1,500 will be reduced to 
$500 

§   Reduction relates to the particular employee and 
cannot be done on an aggregate basis (e.g. if one 
employee receives an item of $600 and another employee 
of $1,400. The first employee’s taxable value will reduce to 
nil and the second employee’s taxable value will reduce to 
$400. One employee’s excess/remaining amount cannot be 
used to offset another employee’s amount) 

There is a recipient’s 
contribution 

⇒   The “taxable value” of certain fringe benefits (e.g. expense 
payment) is reduced by the amount the recipient contributes 

⇒   Does NOT apply to car, debt waiver and loan fringe benefits as 
calculation already takes into consideration of any contributions 

⇒   For example, an employer provides an external expense payment 
fringe benefit of $1,000. If the employee contributes 50% of the 
fringe benefit, the taxable value will be reduced to $500. The 
taxable value is $500.  

⇒   TAXABLE VALUE = AMOUNT OF EXPENSE OR 
REIMBURSEMENT REDUCED BY RECIPIENT’S 
CONTRIBUTION i.e. $1,000 - $500 = $500 

The otherwise 
deductible rule 
applies (ODR) 

⇒   Taxable value is reduced to the extent the amount would have 
been deductible to the employee, had the employee incurred 
the expense directly rather than received a fringe benefit (s 24) 
§   Only applies in relation to the employee (NOT associates) 
§   Expense must give rise to a one-time-only deduction (e.g. 

capital allowance/depreciation deduction would not qualify. 
In such a case, it may be preferable for the employee to 
incur the expense themselves as the amount would be 
excluded from their income under deductions in Division 
40) 

§   Where a benefit is provided to an employee and their 
associate jointly, it is applied on a proportionate basis 

Refer to pages 211-213 of textbook for worked out examples 
⇒   ODR best applies to loan fringe benefits 
When a loan is used to buy an income producing asset, its interest 
payments are deductible as per the principles in (Steele v DCT), (FCT 
v Munro). So, the employee would be entitled to claim a deduction on 
the interest. In application of this principle to work out the taxable 
value of the fringe benefits paid by the employer, the taxable value 
can be reduced to the extent that the employee is entitled to claim a 
deduction, had the employee incurred an interest expense himself. 



FBT only taxes the employer for private use so if the employee uses 
the amount or portion of the amount acquired for income producing 
use then the employer should not pay the full amount and so the 
taxable value should be reduced as per the ODR.  
In the case of a holiday, the taxable value would not be reduced for 
the employee under FBT.  
Ultimately, if the amount is otherwise deductible to the 
employee, and the employee ONLY, then the taxable value can 
be reduced.  

 
Calculating the fringe benefit tax liability 
 
•   It is necessary to determine whether the fringe benefit is classified as Type 1 or Type 2 

o   Type 1: Where the employer is entitled to GST input tax credits as a result of taxable supply 
(e.g. telephone bill) 

o   Type 2: Where the employer is NOT entitled to GST input tax credits as a result of input-taxed 
supplies or GST-free supplies (e.g. loans) 

•   Taxable value of a fringe benefit is “grossed up” by the Type 1 or Type 2 classification 
•   The key purpose of “grossing up” is to add the FBT payable and GST saved on the fringe benefit 

back into the tax base 
Calculating the fringe benefit taxable amount: s 5B 
•   Type 1: Based on the FBT rate of 49% (for the year ending 31 March 2017) and GST rate of 10%: 

TOTAL TAXABLE VALUE OF ALL TYPE 1 FRINGE BENEFITS x 2.1463 
•   Type 2: Based on the FBT rate of 49%  

TOTAL TAXABLE VALUE OF ALL TYPE 1 FRINGE BENEFITS x 1.9608 
•   Final benefit tax liability (ss 5B(1A) and 66) = (TYPE 1 FRINGE BENEFITS TAXABLE AMOUNT + 

TYPE 2 FRINGE BENEFITS TAXABLE AMOUNT) x FBT RATE OF 49% (for the year ended 31 
March 2017) 

•   31 March 2018 onwards, the FBT rate will be 47% 
 
Interaction with other taxes: 
 
Income tax: EMPLOYER perspective 
•   Costs of providing the fringe benefit are generally deductible as an ordinary business expense: s 8-

1 ITAA97 
•   Costs of FBT liability is also generally deductible: s 8-1 ITAA97 
•   Certain expenses are not deductible under income tax, however, it becomes deductible if incurred 

in the provision of a fringe benefit: 
o   Deduction might be available if the taxable value of the benefit is reduced (e.g. ODR) 
o   For example, meal entertainment (ss 32-5 and 32-30 ITAA97) which are not deductible but if it 

is relating to an employee then it will be deductible under fringe benefit, higher education 
contribution payments (s 26-20(2) ITAA97) 

Income tax: EMPLOYEE perspective 
•   Fringe benefits constitute non-assessable non-exempt (NANE) income of the employee: s 23L 

ITAA36 to avoid double-taxation 
•   Payment Summary reporting is required when the taxable value of fringe benefits provided exceeds 

$2,000 (exceptions apply). For example, the employee’s taxable amount is $68,000 but because it is 

less than $70,000 for an individual taxpayer. Ordinarily, the employee will not be subject to a 2% 
Medicare Levy surcharge. But, suppose the employee also received $2,000 worth of fringe benefit 
tax in which case you add them together = $70,000. Thus, the employee will be subject to the 
surcharge. So fringe benefit amount will affect whether you pay the surcharge or Medicare Levy. 
Doesn’t affect the income tax.  

 
 
 
 


