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1.
Introduction
Fringe Benefits Tax is perhaps one of the most disliked and least complied with area of taxation in the Australian Income Tax System.

Perhaps the frustration with this lies in its underlying premise that no one should escape tax on what is essentially a benefit being provided to an employee by his employer.

Perhaps it relates to the fact that often benefits are provided as a mere consequence of setting up an employee for business.
In any case, it is a tax that has been in place now for 30 years and not likely to go away in a hurry.

It is useful for bookkeepers to have an understanding of fringe benefits. This can assist with identifying potential fringe benefits, recording them correctly in the accounts and minimising their impact on the client.
The purpose of this paper is to provide a brief explanation of what fringe benefits are, outline the different types of fringe benefits that exist and examine in more detail two of the more common fringe benefit types encountered by small businesses. We will also provide some suggestions on how to minimise FBT for these two common benefits.
2. What are Fringe Benefits
Fringe benefits can be any non-cash benefit that a business provides to their employees in connection with their employment. This includes benefits provided to their employees’ family or other associates as well as future and former employees. Non-cash benefits include items such as entertainment, cars and loans to staff. 

The benefit may be in addition to or part of their salary or wage package and also includes benefits provided to company directors.
The fringe benefits tax year is separate from the financial year and runs from 1 April to 31 March.
Each year employers who provide taxable fringe benefits must lodge a Fringe Benefits Tax Return. Fringe benefits tax is different from income tax in that it is the responsibility of the employer and not the employee to calculate and pay for the tax.

Once the value of a fringe benefit is calculated it is then grossed up by a factor of 2.1463 if GST is claimable by the employer on the benefit or 1.9608 if GST is not claimable. The grossed up value of the benefit is then taxed at a rate of 49% (these rates are current for the year ended 31 March 2017).
3. Different Types of Fringe Benefits

· Motor vehicle 
A car fringe benefit commonly arises where you make a car you own or lease available for the private use of an employee. A car is taken to be made available for private use by an employee on any day the car:

· is actually used for private purposes by the employee or associate

· is not at your premises, and the employee is allowed to use it for private purposes

· is garaged at their place of residence, regardless of whether they have permission to use it privately.

As a general rule, travel to and from work is private use of a vehicle.

Private use of a motor vehicle that is not a car may give rise to a residual fringe benefit.

· Loan

A loan fringe benefit arises where you provide a loan to an employee and charge a low rate of interest (or no interest) during the FBT year. A low rate of interest is one that is less than the statutory rate of interest. This rate is published by the ATO each year, usually in April (currently 5.65%).

· Debt Waiver

A debt waiver fringe benefit arises where you waive or forgive an employee's debt. For example, if you sold goods to an employee and later told them not to bother about paying the amount invoiced for the goods, you have provided a debt waiver fringe benefit.

· Expense Payments

An expense payment fringe benefit may arise where you:

· reimburse an employee for personal expenses they incur

· pay a third party for personal expenses incurred by an employee.

· Housing

If you provide an employee with the right to use a unit of accommodation and that unit of accommodation is the usual place of residence of the employee, the right to use the unit of accommodation is a housing fringe benefit.

· Living Away From Home Allowances

If you pay an employee a living-away-from-home allowance, you are providing a living away from home allowance fringe benefit.

For FBT purposes, a living-away-from-home allowance is an allowance you pay to an employee. It is intended to compensate for additional expenses incurred and any disadvantages suffered because the employee has to live away from home to perform employment-related duties. Additional expenses don't include expenses the employee could claim as an income tax deduction.

· Airline Transport Fringe Benefit

An airline transport fringe benefit arises where employees of airlines or travel agents are provided with free or discounted air travel on a stand-by basis.
· Board Fringe Benefit

A board fringe benefit may arise if you provide an employee with accommodation and there is an entitlement to at least two meals a day - the meals may be a board fringe benefit.

Examples include:

· meals provided in a dining facility located on a remote construction site, oil rig or ship

· meals provided to a live-in housekeeper or to resident teachers in a boarding school.

· Property

A property fringe benefit arises where you provide an employee with free or discounted property.
· Entertainment

The provision of entertainment means the provision of entertainment by way of food, drink or recreation. There is no category of fringe benefit called an entertainment fringe benefit, but the following types of fringe benefits may arise from providing entertainment:

· an expense payment fringe benefit - for example, the cost of theatre tickets purchased by an employee and reimbursed by the employer

· a property fringe benefit - for example, providing food and drink

· a residual fringe benefit - for example, providing accommodation or transport in connection with such entertainment

· a tax-exempt body entertainment fringe benefit (only employers who are exempt from income tax).

Where expense payment fringe benefits, property fringe benefits, residual fringe benefits or tax-exempt body entertainment fringe benefits arise from the provision of meal entertainment, you may be eligible to elect to classify these fringe benefits as meal entertainment fringe benefits.
· Car Parking

Broadly, a car parking fringe benefit may arise where you provide car parking for an employee at or near their place of employment, and:

· there is a commercial parking station available for all-day parking within a one-kilometre radius of the premises on which the car is parked, and

· that commercial car parking station charges a fee for all-day parking that is more than the car parking threshold.

The car parking threshold is indexed in line with the consumer price index. It is announced each year in a tax determination, usually published in April (currently $8.48)
Businesses with turnover of less than $10 million are exempt from tax on car parking benefits if they are not provided in a commercial car park.
· Residual Benefits 
Any fringe benefit that is not subject to any of the above categories is called a residual fringe benefit. Essentially, these are the fringe benefits that remain or are left over because they are not one of the more specific categories of fringe benefit.

A residual fringe benefit could include providing services (such as travel, or the performance of professional or manual work) or the use of property.

4. Motor Vehicle Benefits

a) Conditions Precedent

Before a motor vehicle fringe benefit is determined to have arisen, there must be some conditions satisfied.

Broadly speaking, those conditions are:

i. There must be a car (as defined)

ii. The car must be owned or leased by the employer

iii. The car must be provided in respect of employment of the person

iv. The car must be used for private purposes OR taken to be available for private purposes

Some of the technical points noted above will be discussed in greater detail later but there are a few points to note in respect of the conditions.

· a motor vehicle fringe benefit arises irrespective of use.  Provided that a motor vehicle is capable of being used for private purposes, a fringe benefit will arise.
· in the vast majority of cases, home to work travel is deemed to be for a private purpose, therefore virtually all vehicles will have some form of fringe benefit.

b) Methods of Calculation

There are only two methods of calculating a motor vehicle fringe benefit:

· Log book or Operating Cost Method

· Statutory Formula

For those employers for whom motor vehicles are either trading stock or pool vehicles a modified version of the statutory formula is available.  This however is outside the scope of this paper.

The Operating Cost method requires the taxpayer to determine all of the costs of operating the vehicle for a period and then apply a private portion determined by the use of a log book to calculate the fringe benefit amount.

The Statutory Formula is a more arbitrary calculation which equates vehicle value and distance travelled to calculate the value of the benefit.

c) Operating Cost Method

Under the operating cost method, the value of the benefit provided is calculated as follows:


Value of Benefit   =   (Operating Cost   x   Private %)   -   Employee Contribution

· The operating cost of a vehicle includes:

· fuel/oil

· repairs

· insurance & registration

· tyres

· depreciation (if the car is owned)

· imputed interest at the ATO rate (if the car is owned)

· lease costs (if the car is leased)

· the private percentage is that percentage of travel as calculated in the log book which relates to private travel.

· Employee contribution is any financial payment made by an employee towards the cost of a benefit.  This contribution may be made directly or through the payment of expenses.

As an example of the calculation assume:
· Fuel



$ 1,000

· Repairs


$ 1,500

· Value of Car $33,000

 Depreciation

25% of $33,000

$ 8,250
· Imputed Interest (5.65%)

$33,000 x 5.65%

$ 1,865
	


Total Operating Cost

$12,615
Private Use %


25%

Employee Contribution
$ 1,000

Then:

Value of Benefit 
= 
($12,615 x 25%) – 1,000




=
$ 3,154 – 1,000




=
$2,154
d) The Statutory Method
Under the statutory method, the benefit is calculated as follows:


Taxable Value of Benefit   =   (AxBxC)  -  E






   D


A
=
Base value of car


B
=
Statutory fraction


C
=
Number of days benefit provided


D
=
Number of days in year


E
=
Employee’s contribution

The base value of the car depends upon whether it was originally owned or leased and whether it has been held for more than 4 years at the beginning of the FBT year.

Where the car was owned, the base value is the cost price of the car to the provider of the benefit when the provider first held it.

The cost price is the expenditure directly attributable to acquisition or delivery of the vehicle exclusive of registration and any tax on registration or transfer.  Cost price also includes non-business accessories.

Where the car is leased, the base value is the original leased value of the car when it was first acquired.

Cost also includes GST and any luxury car tax payable.

Where the vehicle has been held for more than 4 years at the beginning of an FBT year, the base value is reduced to 2/3 of the original cost price or leased value.
The statutory fraction is a flat rate of 0.20 which has been in place since 1 April 2014.
Lastly, the number of days the benefit was provided is equal to the number of days during the FBT period on which the conditions for a car benefit were present.
As an example of the statutory method assume:


Base value of car

$30,000 + GST = $33,000


Benefit provided

365 days

Days in year


365


Employee contribution
$1,000

Taxable value
=
(AxBxC) – E





       D




=
(33,000 x .2 x 365) – 1,000






365




=
6,600 – 1,000



=
$5,600
5. Opportunities to Manage/Reduce Motor Vehicle FBT

There are a number of strategies that can be used to minimise the amount of motor vehicle fringe benefits. These strategies have been covered in detail in a previous paper and it is not the intention of this paper to revisit them, however I have listed 7 possible strategies below.
i. Strategy 1 – Providing employees with 1 tonne utes instead of cars. Certain utes are exempt from FBT when use is restricted to travel between home and work, travel in the course of employment and non-work use that is minor and infrequent.
ii. Strategy 2 – Keeping the vehicle garaged at the business premises when not in use – this results in a reduction in the number of days a benefit is provided for the statutory method

iii. Strategy 3 – Selecting the method (operating cost or statutory) that provides the lowest FBT – you can make a different choice each year
iv. Strategy 4 – Operating Cost Method – Reduce operating cost. This can be reduced by choosing a vehicle with a lower purchase cost to reduce depreciation and interest.
v. Strategy 5 – Operating Cost Method – Reduce private percentage by setting rules around the use of the vehicle or re-doing logbooks if private usage has decreased
vi. Strategy 6 – Both Methods – Receive employee contributions to offset the value of the benefit
vii. Strategy 7 – Statutory Method – Lower the base value of car by purchasing a cheaper car or holding onto vehicles that you have owned for 4 years as the cost base reduces by one third.
6. Entertainment Benefits

As mentioned in section 3 of this paper, there is no category of fringe benefit called an entertainment fringe benefit, but providing entertainment may give rise to expense payment fringe benefits, property fringe benefits, residual fringe benefits or tax-exempt body entertainment fringe benefits.
Where these types of benefits arise from the provision of meal entertainment, you may be eligible to elect to classify these fringe benefits as meal entertainment fringe benefits. Meal entertainment fringe benefits also includes providing accommodation or travel in connection with, or to facilitate the provision of, such entertainment

The ATO has published a Tax Ruling TR 97/17 which contains a table that outlines the correct treatment for FBT, GST and Income Tax purposes of entertainment benefits provided in a variety of different situations. I have included below a table showing the correct treatment and suggested account coding for some of the more common situations where entertainment is provided.

	Situation
	Expense category
	Person
	Tax Deductible?
	GST Claimable?
	FBT Applicable?

	Food and drink (inc alcohol) consumed on business premises ie: After work drinks, Christmas Party, other social function
	Entertainment (Non-FBT)
	Staff
	No
	No
	No

	
	
	Clients
	No
	No
	No

	
	Entertainment (FBT)
	Associates


	Yes
	Yes
	Yes

	
	
	
	
	
	

	Food and drink consumed off the premises
	Entertainment (FBT)
	Staff & Associates
	Yes
	Yes
	Yes

	
	Entertainment (Non-FBT)
	Clients
	No
	No
	No

	
	
	
	
	
	

	Morning teas, light lunches,  afternoon teas and drinks (no alcohol) consumed on business premises during work hours by staff or clients
	Staff amenities
	Staff & Clients
	Yes
	Yes
	No

	
	
	
	
	
	

	Food and drink (no alcohol) consumed while travelling overnight by staff
	Travel
	Staff
	Yes
	Yes
	No


You can see that by following the table above and categorising entertainment into different expense accounts you can ensure that the client minimises their FBT exposure while maximising their tax deduction for those costs that they can claim. It also makes the process of dealing with these expenses much easier at tax time.
There are three different ways that you can use to determine the split of the entertainment costs between your staff, associates and clients.

a) Actual Method – This method splits the costs based on the actual expenditure for each person in attendance at the entertainment event. A per head apportionment method can be used in this case. A good idea would be to write on receipts.

b) 50/50 Method – This method is only available if you elect to classify the benefits as meal entertainment. It allows you, without keeping records, to treat 50% of your meal entertainment costs as staff entertainment (with FBT) and the other 50% as client entertainment (with no FBT).
c) 12 Week Register Method - This method is only available if you elect to classify the benefits as meal entertainment. It allows you to keep a register for a 12 week period which records the expenditure on meal entertainment for staff and associates as a percentage of overall meal entertainment expenditure. You can then apply this percentage to split all future entertainment expenditure for a period of up to 5 years.

7. Opportunities to Manage/Reduce Entertainment FBT
There are a number of strategies that can be used to minimise the amount of motor vehicle fringe benefits. I have presented 5 possible strategies below:
i. Strategy 1 – Using the minor benefits exemption

This can be used if the benefit is minor infrequent and irregular. To be classified as minor, it must be under $300 (ex GST) on each instance. If a number of benefits are provided together, you can use a separate $300 threshold for each benefit
ii. Strategy 2 – Holding social functions on the business premises rather than off premises

This will avoid FBT for entertainment provided to staff, however not for associates (although the minor benefit exemption may be used for them).
iii. Strategy 3 – Consider holding working meetings with clients and staff training sessions on premises with catering brought in to provide light meals (such as sandwiches) rather than dining out for your meeting
Light meals consumed on premises during working hours will be tax deductible and avoid FBT.
iv. Strategy 4 – Consider which of the three methods is most appropriate for calculating your split.

You are entitled to choose anyone of the three methods each year. Therefore you should choose the method which produces the lowest FBT and/or reduces your administrative burden
v. Strategy 5 – Consider employee contributions from the director through a journal against their loan account

If entertainment expenses are mostly incurred by the owners of a business rather than their staff you could consider recording entertainment expenses against their loan account. This will have the effect of reducing the tax burden from 49% to whatever the director’s personal marginal tax rate is and eliminate the need for an FBT return.
