Reduction where expense would have been deductible to employee (otherwise deductible rule)

If you provide something as a benefit to an employee that they would normally be able to claim as an income tax deduction, you can reduce the taxable value of the benefit by the amount they would have been able to claim. This is called the ‘otherwise deductible’ rule.

For example, if an employee incurred a work expense, it would be wholly deductible for income tax purposes. Under the otherwise deductible rule, if you reimburse the employee for all or part of this expense, the taxable value of the expense payment fringe benefit would be zero.

The otherwise deductible rule states  - 

The taxable value of a fringe benefit is reduced by the amount of a once off “tax deduction” that the employee would have been entitled to had they paid the amount themselves.

In order for the otherwise deductible rule to apply, there must be a link between the income earning activities of the individual and the course, seminar or workshop. Thus, if an individual undertakes a course, seminar or workshop where one of the following conditions is met, then the relevant fees will qualify under the otherwise deductible rule:

· The course, seminar or workshop improves or maintains the skills or knowledge required for current work activities.

· There is a direct connection between the course, seminar or workshop and the current work activities as the course, seminar or workshop will lead to, or is likely to lead to, increased income from the current work activities.

· Other circumstances exist where there is a direct connection between the course, seminar or workshop and current work activities.

Where the otherwise deductible rule applies and the staff member completes the ‘OTHERWISE DEDUCTIBLE DECLARATION’, there will be no FBT.

