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introduction
In Australia and many 
places around the world, 
tax plays a significant 
role in managing our 
financial plans.

If you’re living in Australia, it’s likely 
that you pay more tax than those living 
in other countries, therefore if you 
hope to create realistic financial goals, 
it’s important to consider the amount 
of tax you are paying. 

While for the most part, i t’s hard to 
lower your personal taxes 
significantly and legally, however, 
small changes can have a snowball 
effect on your finances, so you 
should consider trying to reduce your 
tax where possible legally. 

There are many different processes 
you can go through to minimise your 
tax, and Salary Sacrificing may be an 
option available to you. By uti l ising 
Salary Sacrificing, you wil l  end up 
with more of your money in your 
pocket and fewer worries in the 
future for your finances.
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Salary Sacrificing, also commonly known as Salary Packaging or Total 
Remuneration Packaging, is an option available to many employees who wish 
to purchase an item before tax is applied to their income. Essentially, this is 
an arrangement made with your employer which allows you to trade some of 
your income for benefits directly from the business. The benefits, which are 
to be used to purchase/pay for an individual item or service, are exempt 
from income tax. 

So with salary sacrificing in place, not only can you purchase an item 
without income tax applied to the money before, but you also essentially 
lower your current taxable income. 

what is it?
This means that you 

ultimately get a lower 
tax rate, and thus have 

to pay less tax.
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how does
it work?

Before the working period in which 
the employee wishes to utilise 
salary sacrificing, they discuss the 
terms of a potential agreement 
with their employer. 

These terms usually include the size of 
the benefits, what the benefits will be 
used for, whether or not the contract 
will be repeatable and so on. Once 
discussion concludes and if there is an 
agreement, the parties may form a 
contract which is usually in writing but 
can be verbal.

The process behind 
salary sacrificing is 
rather simple in 
comparison to other 
agreements. 

As part of the contract, the parties 
agree that the benefits will be put to a 
particular use. For example, the 
benefits could be put towards a car or 
perhaps a work-related item, even 
towards a home loan. Therefore, the 
benefits cannot be used freely on the 
side of the employee, and they must 
follow the rules of the contract.

With the contract in place, the 
employee begins work with the 
adjusted income. At the end of the 
working period, the employee wil l  
receive a smaller income and thus a 
lower tax rate, while the employer 
contributes to a particular purchase 
through the benefits as per the 
contract. At this point, the parties 
may wish to repeat the contract.
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As stated before, tax plays an 
important part of every Australian’s 
finances, and it is crucial to consider 
how much tax you are paying. Through 
salary sacrificing, you have the ability 
to reduce your taxable income thus 
reducing your tax rate, and you also 
receive a tax-free benefit towards a 
particular purchase.

Salary sacrifice is an excellent way to 
reduce tax. However, it is not 
necessarily for everyone. For example, 
only those on mid to high incomes will 
find the most success through a salary 
packaging agreement, especially when 
dealing with large purchases or 
contributions. While low-income 
households may receive some benefit 
from going into an agreement, it’s not 
entirely recommended.

Unfortunately, not everyone can enter 
a salary sacrificing agreement with an 
employer. It is up to the employer to 
decide whether or not they will give 
their employees the ability to get into 
a salary sacrificing agreement. This is 
because there are certain expenses for 
the employer that come into play when 
entering the agreement. While this is 
true, not-for-profit organisations 
receive exemptions from certain costs. 
Therefore there is more incentive for 
providing the ability to get into a 
salary sacrificing agreement for their 
employees. 

who can
do it?

how can it
help me?

Therefore, if you are working in a 
not-for-profit organisation, you will 
most likely be able to enter a deal.
It’s entirely possible that an employer 
is willing to provide a salary sacrificing 
agreement. However, they are only 
willing to do so for certain items. 
Companies usually only provide 
benefits for certain categories of items 
which fall under the categories of 
fringe benefits and exempt benefits.

The best way to find out whether or 
not you can enter a salary sacrificing 
agreement is to simply ask your 
employer about what services they can 
provide. Through this, you should be 
able to get an understanding of 
whether or not your company will enter 
the agreement and how much they 
would be willing to give in benefits.
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what about super?
This results in a reduction of the super guarantee 
contributions necessary for the account. 
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While salary sacrificing can be used to help reduce your tax and purchase, for 
example, a new car or work-related item, it is also possible to use salary 
sacrificing to receive contributions towards your super. In this case, some of the 
employee’s income before tax is put directly into their super fund rather than to 
them. This results in a reduction of the super guarantee contributions necessary 
for the account. 

Through this process, contributions are taxed at a maximum rate of 15% which is 
less than the marginal tax rate. Therefore, it is an attractive choice to consider 
using salary sacrificing as a way to make contributions to your super and reduce 
the amount of income tax you pay. Since managing your super is vital for securing 
a realistic and comfortable financial future, everybody should consider making 
contributions through salary sacrificing if they have the ability to do so.
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While salary sacrificing 
may appear to be an 
attractive choice, 
there’s important 
information you should 
consider before you 
think to go into an 
agreement:

information
important

Not everyone will have the ability to 
enter a salary sacrificing agreement 
with their employer. Some businesses 
simply do not provide services such as 
salary sacrificing to their employees, 
so it’s important to ask about the 
services your company does provide.

1.

Super contributions made through 
salary sacrificing are reported as 
employer super contributions and not 
employee contributions.

This means that the employer’s 
superannuation obligations receive a 
reduced level of super contributions. If 
you are in a situation where the 
salary-sacrificed super contribution is 
more than the minimum super 
guarantee amount of 9.5%, your 
employer will be in a position where 
they don’t need to pay an additional 
amount to their super guarantee 
obligations to you.

If you wish for them to contribute to 
the minimum super guarantee amount 
as well as the salary sacrificed 
contribution, you will need to organise 
these details in the contract 
beforehand.

4.

Salary sacrificing agreements are most 
beneficial to those earning mid to high 
incomes. Therefore if you are currently 
on a low income, you should attempt 
to explore other options.

2.

It is important to make sure that all of 
the terms within a contract dealing 
with salary sacrificing are clearly laid 
out and understandable. Mistakes 
during the discussion stage may result 
in problems during the working period 
which could seriously affect your 
finances.

5.
Not all salary sacrificing agreements 
are beneficial to the employee, and 
there could potentially be harmful 
consequences as a result. Talk to your 
financial adviser before you decide to 
enter an agreement with your 
employer.

3.
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CONCLUSION
With tax playing a significant role in managing our daily finances, it can be 
incredibly beneficial to consider tax reduction methods such as salary 
sacrificing when possible. Not only does it help to reduce the tax you pay, but it 
also lets you purchase certain items and services tax-free and allows you to 
keep up with your super contributions. If you want to create a comfortable 
financial future for yourself and your family, salary sacrificing is there as an 
option to help you reach your goals.
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