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Car Fringe Benefits


4. CAR FRINGE BENEFITS

Introduction

Car Benefit 

A car fringe benefit generally arises where the employer “holds” a car and makes it available to an employee (or associate) for private purposes.

Held
A car is "held" by an employer where it is owned or leased by the employer (or hired on a long term basis).  (If the car is owned by the employee and the car expenses are reimbursed by the employer, this is not a car fringe benefit but an expense payment fringe benefit.  A cents/km reimbursement is an ‘allowance’).

Car
A "car" is defined as any motor car, station wagon, panel van, 4WD, utility truck and similar vehicle or any other road vehicle designed to carry a load of less than one tonne or fewer than nine passengers.  This covers most passenger vehicles.  An employer provided motor cycle or vehicle other than a car (eg. one tonne dual cab) are not a car benefit, but a residual fringe benefit (refer section 14).

Available
For a fringe benefit to arise, a car must be merely available for private use by the 

For Private
employee.  Actual private use is not necessary.  A car is taken (or deemed) to be 

Use

available for private use by an employee on any day when:

· it is actually used for private purposes (including home to work travel in most circumstances - refer appendix 4.1); or

· in relation to the statutory formula method:

· the car is garaged or kept at or near the employee's residence (ie taken home);

· the car is not at the employer's premises and the employee is entitled to use it for private purposes.  Actual private use is not required; or

· the employee has custody or control of the car while it is away from the employer’s premises and the employee is not performing employment duties.

A car garaged at an employee’s residence overnight will result in a benefit being provided on two consecutive days in most circumstances.  As a general rule, only a car garaged at the employer may not be subject to FBT (unless actually used for private purposes).  The law effectively deems a car to be ‘available’ for private use in any other circumstance under the statutory formula method.

Residual
Where a vehicle is available for private use, but it is not a “car” or “held” as defined, Benefit
a car fringe benefit will not arise (but a residual benefit may).  This will only be the 

case in limited circumstances (eg. short term hire car for private purposes, use of a 1 

tonne (or more) work van).  See Section 14 for valuation of residual fringe benefits.

Prohibition  
A car fringe benefit will arise where a car is used for private purposes or is

on Private
available for private purposes.

Use
Therefore, where an employee is performing duties of employment and is not entitled to apply the car to a private purpose because the employer prohibits the employee from using the car for private purposes, no fringe benefit should arise.

This prohibition must be consistently enforced, such as regular checks of odometer readings against business kilometres.  The issuing of a minute or a directive stating the prohibition without further enforcement is not considered by the Commissioner of Taxation to be sufficient for employers to avail themselves of this exemption.  (Refer Miscellaneous Tax Ruling MT 2021).

However, if an employee has custody and control of a car away from business premises and is not carrying out employment duties, a car fringe benefit is deemed to arise, regardless of any prohibition on private use.

Exemptions from FBT

Certain car fringe benefits are specifically exempt from FBT.

Commercial
An exemption is available for the private use of commercial vehicles.  Where the car Vehicles
is a taxi, panel van, utility truck or other road vehicle not designed for the principal 

purpose of carrying passengers, and the only private use of the vehicle is:

· travel by the employee between the place of residence and place of employment (or where they perform employment duties); and/or 

· other minor, infrequent and irregular private use.

no car fringe benefit will arise.  Practically speaking, for exemption to apply private use of the car must be limited to home/work travel or incidental private use whilst performing employment duties.  If private use goes beyond minor, infrequent or irregular use or home to work, then all private travel (including home to work) becomes taxable.  Therefore, care must be taken so as to not to exceed the threshold.

Where a normal passenger vehicle is used for home to work travel, this will not be exempt from FBT.  A fringe benefit is likely to arise.

Unregistered
The provision of a car that is unregistered during the period held by the employer Cars

and that is used during the period principally in connection with the business 


operations of the employer, will also be an exempt car benefit.  This exemption 


would apply to an unregistered car used exclusively off-road on a mine site or farm.

Taxable Value of Car Fringe Benefits

Methods
There are two methods of calculating the taxable value of a car fringe benefit, and an 

employer may choose a different method each year for each car.  Ideally, the method 

chosen should be whichever results in the lower taxable value.  The choice of 

methods are

· Operating Cost method; or

· Statutory Formula method.

Statutory
If an employer makes no express choice, then the statutory formula method applies. Method
The specific details of each method and the calculations required are contained in 


Appendix 4.1 following.

Which
Generally speaking, the statutory formula method produces a lower taxable value for

Method ?
executive vehicles (high private use), whereas the operating cost method is preferred for operational vehicles (high business use).  However, where sufficient information is available, the results of the two methods of calculation should be compared and the lower taxable value chosen on a per vehicle basis.  The FBT laws allow an employer to choose whichever method results in the lower taxable value.  This can change from car to car and from year to year.

The statutory formula method usually involves the least record keeping and is the method chosen by most employers.

Information
To determine your car fringe benefit taxable value correctly, the following 


information should be obtained in respect of each motor vehicle:

· acquisition date

· make and model of car

· registration number

· odometer reading as at 1 April (or date of acquisition if later)

· odometer reading as at 31 March (or date of disposal if earlier)

· number of kilometres travelled during the FBT year (or shorter period if not   held for the full year) 

· cost of vehicle. This includes any non-business accessories (air conditioning, radio/CD), sales tax and customs duty (if purchased tax free) and dealer delivery charges; exclude registration and stamp duty costs.  From 1 July 2000, if GST is paid, this is most likely to be excluded from the ‘cost’ calculation

· number of days during the FBT year when the car was ‘held’ (ie. how long did you own or lease the vehicle)

· number of days the car was not available for private use (ie. number of days the vehicle was garaged at the employer)

· details of any unreimbursed expenses incurred by the employee in respect of the car (recipients payments).  These may be treated as an employee contribution


Taxable Value of Car Fringe Benefits
Appendix 4.1

There are two methods to value car fringe benefits; the statutory formula method and the operating cost method.

1. Statutory
This method of valuing car fringe benefits requires the least records and 

   Formula
documentation and is therefore highly recommended.  Basically, the method deems a

   Method
certain percentage of private use of the vehicle based solely on the total kilometres travelled by the vehicle (whether for business or private purposes is irrelevant).

The statutory formula is expressed as:

ABC - E
where

   D

A
is the base value of the car

B
is the relevant statutory fraction

C
is the number of days during the year on which a car fringe benefit was provided

D
is the number of days in the year of tax (365, 366 leap year)

E
is the amount of any recipient's (employee's) contribution, if any

These terms are now defined.

Base

The base value of the car is generally calculated as follows:

Value (A)
· where the car was purchased, the base value is the amount actually paid for the car (subject to comments below);

· where the car is not owned (ie. leased), the base value is the leased car value,





which is basically the cost of the car to the lessor or provider;

· where the car has been held by the employer for more than four years at the 


beginning of the FBT year in which the benefit arises, the base value may be


reduced by one-third.  This happens rarely;

· where the provider has not paid sales tax, the base value must be increased by this amount.  See below.  Non-profits must take note of this requirement.

· All non-business accessories (eg. air conditioning, CD etc.) and dealer delivery charges must be included in the base value, whereas stamp duty, insurance and registration are excluded from the base value. 

Sales Tax/

For sales tax exempt organisations, the base value must be increased for the sales tax

GST

 
that could reasonably have been expected to pay.  The Tax Office in Tax 
Determination TD 96/34 outlines various methods (3) to arrive at a figure for sales 
tax.  An employer may choose either method.  Details are as follows.  The ruling has  




not been updated.  Where GST is paid after 1 July 2000 and an input tax credit is




claimed, and in all likelihood, the base value is the total cost (refer TR 2000/D8).  

Methods

(i) Tax Known  Where the amount of sales tax that would otherwise have been 
payable is disclosed in the purchase document or is known, use that amount.




(ii) Estimated  The amount calculated by multiplying the tax-inclusive 
Recommended Retail Price (RRP) of the car by the applicable percentage below:




Before 1/7/94


$47,116


11% of RRP




Before 10/5/95


$49,896


11% of RRP




Before 1/7/95


$51,615


14% of RRP




Before 1/7/96


$53,622


14% of RRP




Before 1/7/97


$55,721


14% of RRP






(iii) RRP Method  Alternatively, where the RRP for the car is less than the LCL, multiply the actual cost (tax exclusive) of the car by the sales tax rate applicable to non-luxury cars (ie. 15% to 18 August 1993, 16% to 10 May 1995, 21% to 30 June 1995 and 22% from 1 July 1995).

Example
A school purchases a car sales tax free on 1 June 1997 for $20,000.  The tax-inclusive RRP of the car is $26,400. The notional sales tax added to the base value under method (ii) is $3,696 (ie 14% of $26,400).  The base value (A) is $23,696.

Statutory  
The relevant statutory fraction is calculated by reference to the total "annualised"

Fraction    
kilometres travelled by the car.  The total annualised kilometres is the total 

(B) kilometres travelled as if the car was held for the full FBT year.  Where the car is held for less than the full year (ie. purchased/sold during the year), the annualised kilometres are the total kilometres travelled during the period held, multiplied by the number of days in the FBT year (365) and divided by the number of the days held.


The statutory fraction is determined by referencing the total annualised kilometres 
 travelled to the following table:




         Annualised Number of


Statutory





 Whole Kilometres


Fraction





  Less than 15,000


    0.26





  15,000 to 24,999


    0.20





  25,000 to 40,000


    0.11





  more than 40,000


    0.07

Odometer
Kilometers travelled need to be determined each FBT year.  Therefore, an odometer Readings
reading should be taken each 31 March for each car, and whenever a car is acquired 

or disposed.  If the car is acquired/disposed during the year, the kilometres need to 

be ‘annualised’ to determine the statutory percentage (see below).

Annualised
The following example demonstrates the steps to annualise the kilometres travelled 

Kilometres
for a car held only part of the year.  Assume the car was held from 1 April 19X8 to 30 June 19X8 (ie. 91 days).




Kilometres travelled in 3 months

= 4,000 km




Annualised kilometres



= 4,000 x 365 days









           91 days held










= 16,044 km (as if full year use)




Statutory fraction (refer table before)

= 0.20

Days 
The days on which the car fringe benefit is provided is calculated as the number of

Benefit
days the vehicle is available, or deemed available for private use (refer introduction).

Provided 
(C) A car is available or deemed available for private use if:

· not all use of the car by the employee is in the course of producing assessable 
income (ie. the car is used privately);

· the car is garaged at the employee's residence or place of accommodation; or

· the car is not at the employer's business premises and the employee has the 


use, custody or control of the car.


As a general rule, unless a car is garaged at the employer's premises or used for employment duties, it will be regarded as available for private use.  Most employers assume the car is available for the full year unless records kept support otherwise.

Recipient's 
A reduction in the taxable value is available for any recipient's contribution, that is,

Payment

payment by the employee as consideration for use of the car or a car expense (fuel,

(E) 
repairs, rego, maintenance) directly incurred by an employee which is not reimbursed (eg. petrol whilst on holidays).

An employee contribution must be made from the employee’s after tax income (not an allocated portion of remuneration).  This is a common error.  The Tax Office may also accept entries in an employer's accounts as payment by the employee.

Employee contributions are subject to GST.  The GST is 1/11th of the contribution.  The taxable value is reduced by the total employee contribution (TR 2000/D8).

Documentary
 To reduce the taxable value by any such payment, the employee must provide the 

Evidence
 employer with documentary evidence of the payment.  This documentary evidence 



must be a receipt, invoice or similar document.  Where the payment relates to fuel 



and oil only, the employee need only provide the employer either documentary 



evidence or a "Fuel and Oil Declaration" (not both).  The “Fuel and Oil” declaration appears at Appendix 4.4.  All documentary evidence must be provided before the FBT return is lodged.

Example
 - a $30,000 car is purchased on 1 October 2000.  Th employee pays $1,000 in fuel.



 - the car is available for private use from 1 October 2000 to 31 March 2001 

    (ie. 183 days) and travels 15,000 km.  The annualised kilometres is therefore 

    29,918 (ie. 15,000 x 365/183).  The statutory fraction from the table is 0.11.


The taxable value of the car fringe benefit is calculated as follows:






  ABC - E






     D





$30,000 x 0.11 x 183 - $1,000 = $654






    365


On 1 October 2004, the car would have been held for 4 years.  However, it is not until the following FBT year (ie. beginning 1 April 2003) that the 1/3 reduction in the base value is allowed.  Assuming the same facts as above, in the FBT year beginning 1 April 2005, the FBT calculation will be 





($30,000 x 2/3) x 0.11 x 365 - $1,000 = $1,200






        365



(The higher FBT value results from the car being provided for the full year).

2. Operating
The formula to calculate the taxable value under the operating cost method is as 

    Cost

follows:

    Method



(C x (100% - BP)) - R 
where



C
are the operating costs of the car during the holding period



BP
is the business percentage as established under the log book rules



R
is the amount of any recipient's (employee's) contribution

Operating
The operating costs are defined as the following expenses:

Cost
· car expenses, such as petrol and oil, registration, insurance, repairs and

 maintenance and car lease payments “grossed up” for sales tax (if car leased).

· imputed interest and depreciation will also be included if the car is owned by the

employer.  Depreciation is calculated at 22.5% of the written down value

(depreciated value) of the car each year.  The rate is fixed.  The income tax

depreciation cost limit does not apply for FBT purposes.  Imputed interest is

calculated at the relevant statutory interest rate for the FBT year – See Appendix 5.1.  For example, for the year ended 31 March 2001, the imputed depreciation (22.5%) and interest (7.3%) totals 29.8% of the written down value of the car.

The above expenses form part of the calculation of the taxable value, whether or not the expenditure is incurred by the employer or another person.  That is, the total operating costs of the car are included, irrespective of who paid the expense.

Business
The business percentage (BP) is determined in accordance with the log book rules, Percentage
which require a daily log book of business travel to be kept for a period of at least 12 (BP)

continuous weeks in the first year the method is used and then every five (5) years.

Since 1 April 1995, simplified log book rules have applied.  The business percentage is based on the number of business kilometres travelled during the year:

business kilometres

x
100%

total kilometres travelled

To establish a business percentage, an employer must during the 12 week period:

· complete a log book and record odometer readings;

· calculate the total number of business kilometres; and

· determine the business use percentage.

Log 

Car records must be kept in a form approved by the Commissioner.  An approved Book

form of log book is available at most newsagents.  During the log book period, an 


entry must be made for each business journey.  No entry is required for private 

journeys.  Details required for each journey are the date(s) the journey began and 

ended, the odometer reading and the journey’s purpose.

For Commonwealth departments and authorities, care should be taken on running sheets in making the distinction between "official use" and "business use", as official use to be recorded on the running sheets may also include travel considered private for FBT purposes, such as home to work travel.  (Business travel is defined below).

Each log book entry should be made on the same day as the relevant journey unless exceptional circumstances exist (for example, an emergency call), in which case the entry should be on a timely basis.  If no log book is maintained, the business percentage will be treated as nil (ie. private use assumed 100%).

Each log book for each vehicle must be retained by the employer.  The employer is also required to maintain odometer records at the beginning and end of the FBT year, or the period of holding, whichever is the shorter time span.

Business
Business travel can be broadly defined as travel exclusively in the course of  earning

Travel

assessable income of the employee.  Such travel need not be for the purpose of 


meeting the employer's business objectives, but may be travel by the employee to 


produce his own assessable income.  However, usually they will be one in the same.

Circumstances where travel may be considered to be business travel include:

· travel between two places of employment/business;

· employees whose work is inherently itinerant in nature, and


employment require duties to be performed in more than one place;

· the nature of the job makes travel in performing duties essential;

· it can be said that the employee is travelling in performance of duties


from the time of leaving home;

· where the employee makes a "business call" involving substantial


employment duties, on the way to or from work.  In this situation the


whole trip may be accepted as business; or

· where the employee is required to carry bulky equipment and there are


sound reasons for keeping the equipment at home.

As a general rule, travel to and from work is considered to be private use of a vehicle.  There are, however, exceptions to this rule.  Miscellaneous Tax Ruling MT 2027 contains the Commissioner's interpretation.

On-Call
Where an employee travels to and from work in response to a call whilst on stand-by 

duty, this would not ordinarily alter the character of that travel.  That is, it remains 

private as an employee does not usually commence duties of employment until after 

arriving at their place of employment.  Where, however, on an objective analysis of 

the nature of the employment duties, the employee commences duties on receiving 

the call, the journey to the place of employment would be business travel.

Recipient's
A reduction in the taxable value is available for any recipient's contribution; that is, a Contribution
payment by the employee either as consideration for the provision of the car benefit (R)

or, say, a car expense directly incurred by an employee which is not reimbursed by 

the employer (eg. petrol, oil, repairs etc.).  Payments must be from after tax income.

From 1 July 2000, employers need to be careful of the GST implications of any employee contributions.  Employee contributions are subject to GST.  The GST is 1/11th of the contribution.  The taxable value is reduced by the total employee contribution (TR 2000/D8) – go to www.ato.gov.au.


To reduce the taxable value by any such payment, the employee must provide the 


employer with documentary evidence of the payment.  Refer discussion under 


Statutory Formula Method.

Example 

Assume – 

· a car owned by the employer is used privately throughout the FBT year

· operating costs (fuel, insurance, repairs, etc.) were $5,000

· the depreciated value at 1 April 2000 was $20,000, so that depreciation at





22.5% to 31 March 2001 would be $4,500 (22.5% @ $20,000)

· the statutory interest rate is 7.3% (year ended 31 March 2001).




The interest component to 31 March 2001 is $1,460 (7.3% @ $20,000).

· the business percentage under the log book procedures is say, 75%

· the employee spent $1,000 on fuel and has provided the required declaration

The taxable value of the car fringe benefit for the 19X8/X9 FBT year would be :






(C x (100% - BP)) - R




((5,000 + 4,500 + 1,460) x (100% - 75%)) - 1,000 = $1,740

In the following year, the depreciation and imputed interest is calculated on the written down value.  In the example above, this is $15,500.  The statutory interest rate will change from year to year - refer Appendix 5.1.  If the car is acquired or disposed during the year, the value is apportioned on a daily basis.


Fuel and Oil Declaration
Appendix 4.2

(employer's name)

FRINGE BENEFITS TAX

FUEL AND OIL DECLARATION

I,
..............................................................................................………........................

 (employee name)

declare that...............................................................................................................expenses

(state whether petrol and/or oil)

of $.......................... were incurred by me during the period from..........................................

to...........................................in respect of .............................................................................








(state make and model of car)

registration number........................

I also declare that the total kilometres travelled during the period was..............................

(* Only required if the employee is responsible for all fuel and oil costs and the amount is     calculated as a reasonable estimate derived from the total kilometres travelled).


.................................................


..........................................



signature





     date

 NATIONAL TAX MANAGER
16
07/00

