
What Is Salary Packaging? A Beginner’s Guide

For many Australian employees, salary packaging offers a simple way to increase the value of
their income without necessarily earning a higher salary. Yet despite its growing popularity,
many people are still unsure about how it works or whether it’s worth considering.

  

If you’ve heard the term but aren’t quite sure what it means, this beginner’s guide explains how
salary packaging works, what benefits it can provide, and why it has become a common
employee benefit across many industries in Australia.

  

Understanding Salary Packaging

  

Salary packaging, sometimes called salary sacrifice, is an arrangement between an employer
and employee where part of the employee’s pre-tax salary is used to pay for certain expenses
or benefits.

  

Instead of receiving your full salary as taxable income, you agree to “package” a portion of your
earnings toward approved expenses. Because the funds are taken from your salary before
income tax is applied, the amount of tax you pay may be reduced, depending on the benefits
involved and your individual circumstances.

  

Many organisations partner with providers that specialise in managing these arrangements.
Companies that offer salary packaging services in Australia  help employers administer the
process while ensuring employees understand the options available to them.
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How Salary Packaging Works

  

At its core, salary packaging is relatively straightforward. Here is a simplified explanation of the
process:

  

1. You choose an eligible benefit – This could include items such as a car through a novated
lease, additional superannuation contributions, or other approved expenses.

  

2. Your employer deducts the cost from your pre-tax salary – Instead of paying for the benefit
yourself with after-tax income, the cost is taken directly from your salary before tax is applied.

  

3. The provider manages the arrangement – A salary packaging provider typically handles
payments, reporting requirements, and compliance with Australian tax regulations.

  

The end result is that part of your income is allocated toward benefits in a tax-efficient way.

  

Common Salary Packaging Benefits

  

The benefits available through salary packaging can vary depending on your employer and
industry. However, some of the most common options available to Australian employees
include:

  

Novated Lease Vehicles
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One of the most popular salary packaging options is a novated lease, where the cost of a car
and some running expenses are paid through your pre-tax salary.

  

This arrangement involves three parties:

  
    -  The employee
    -  The employer
    -  The finance provider

  

  

Your employer agrees to deduct the lease payments from your salary, while the vehicle remains
in your possession for personal use.

  

Superannuation Contributions

  

Salary packaging can also be used to increase your superannuation contributions. By
contributing extra funds to your super before tax is applied, you may benefit from lower tax rates
on those contributions compared to your regular income tax rate.

  

Portable Devices and Work-Related Items

  

Depending on your workplace policies, items such as laptops, tablets, and other work-related
devices may be eligible for salary packaging.

  

These items can be particularly appealing for employees who need professional equipment and
want to pay for it in a more tax-effective way.
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Remote Area and Fringe Benefits

  

Employees in certain industries or geographic locations may also be eligible for specific fringe
benefits through salary packaging arrangements.

  

Some sectors, such as healthcare and not-for-profit organisations, offer additional packaging
options due to government concessions.

  

The Potential Benefits of Salary Packaging

  

Salary packaging can provide several advantages when used appropriately. While the exact
benefits depend on your income level and the types of benefits selected, common advantages
include:

  

Potential tax savings
By reducing your taxable income, salary packaging may lower the total amount of tax you pay.

  

Access to major purchases
Benefits like novated leases allow employees to spread the cost of larger expenses across their
salary payments.

  

Improved cash flow management
Because payments are automatically deducted from your salary, budgeting for certain expenses
can become easier.
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Employee benefits programs
Many employers offer salary packaging as part of a broader employee benefits package
designed to attract and retain staff.

  

Important Things to Consider

  

Although salary packaging can offer financial advantages, it’s important to consider a few key
factors before entering into an arrangement.

  

Individual Tax Situations Vary

  

The financial impact of salary packaging depends on your personal tax situation. What works
well for one employee may not produce the same outcome for another.

  

Fringe Benefits Tax (FBT)

  

Some salary packaged benefits may be subject to Fringe Benefits Tax. In many cases,
employers manage this as part of the arrangement, but it’s still important to understand how it
affects your package.

  

Employment Changes

  

If you change jobs while participating in a salary packaging arrangement, certain
agreements—such as novated leases—may need to be transferred or renegotiated.
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Understanding these details before signing any agreements can help you avoid unexpected
complications.

  

Who Can Access Salary Packaging?

  

Salary packaging is available across many sectors in Australia, including:

  
    -  Corporate and private sector businesses
    -  Government organisations
    -  Healthcare and hospitals
    -  Not-for-profit organisations
    -  Education institutions

  

  

However, the specific benefits available will depend on your employer’s policies and the
packaging provider they work with.

  

Is Salary Packaging Right for You?

  

Salary packaging can be a valuable financial tool when used strategically. For many employees,
it provides a way to structure income in a more tax-efficient manner while gaining access to
useful benefits such as vehicles, superannuation contributions, and professional equipment.

  

That said, it’s always wise to consider your financial goals, employment stability, and tax
situation before committing to a salary packaging arrangement.

  

If you’re unsure whether it’s the right choice, speaking with a financial adviser or salary
packaging specialist can help you better understand the potential advantages and
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responsibilities involved.

  

Final Thoughts

  

Salary packaging has become a widely used employee benefit in Australia, helping workers
structure their income more effectively while gaining access to valuable perks. By
understanding how these arrangements work, you can make informed decisions about whether
salary packaging fits your financial plans.

  

For many Australians, taking the time to explore salary packaging options can lead to smarter
financial management and greater flexibility in how they use their income.
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