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Introduction
Managing payroll tax can be a real headache for business owners,
especially since the rules, thresholds, and rates differ depending on
which state or territory you’re in. It’s easy to feel overwhelmed, but
staying on top of your payroll tax obligations is vital to keeping your
business compliant and avoiding any costly penalties.

In this guide, we’ll break it all down for you—what payroll tax actually
is, how to determine if your business needs to pay it, and how to
calculate it properly. Plus, we’ll share some practical tips to help you
dodge common mistakes and include a simple checklist to make
managing your payroll tax as smooth as possible.



What is
Payroll Tax?

Payroll tax is a state or territory-based tax that applies to the total
wages an employer pays. It comes into play when a business’s total
taxable wages exceed a specific threshold, which varies depending
on the state or territory where the business operates. 

Administered by local revenue offices, payroll tax is calculated on the
total wages paid to employees. This doesn’t just include base salaries
—it also covers bonuses, allowances, and certain fringe benefits.
Understanding these details is key to staying compliant and avoiding
any unexpected surprises.



Key Concepts
in Payroll Tax

THRESHOLD 
AND RATES

Some wages, like those paid to
apprentices or trainees, may be exempt
from payroll tax.

EXEMPTIONS

Every state and territory in Australia has
its own unique tax rates and thresholds,
so it’s crucial for businesses to stay on
top of these. Keeping up-to-date ensures
you’re clear on your obligations and can
steer clear of any unexpected surprises.

NEXUS
TEST

For businesses operating across multiple
states, the nexus test helps determine
which state or territory’s payroll tax rules
apply.

HARMONISATON
For businesses operating across multiple
states, the nexus test helps determine
which state or territory’s payroll tax rules
apply.



Does My Business
Need to Pay
Payroll Tax?

Understanding Payroll Tax
Thresholds

To work out if your business
needs to pay payroll tax, the
first step is to check the payroll
tax thresholds for each state or
territory you operate in. If your
total wages exceed the
threshold in any state or
territory, you'll need to register
for payroll tax in that location
and make sure you comply with
their specific rules and
requirements.

When Do You Need to
Register?

If your total wages go over the
payroll tax threshold in any
state or territory where you
have employees, you’ll need to
register for payroll tax in that
area. Each region has its own
registration rules and
deadlines, so it’s important to
stay on top of local
requirements to ensure you
remain compliant.



Salaries and Bonuses

All types of remuneration paid
to employees.

Contractor Payments

Payments made to contractors
might be classified as wages in
certain situations, especially if the
contractor is found to have an
employer-employee relationship.

Fringe Benefits

Non-cash benefits provided to
employees, such as company
cars or gym memberships, are
also included.

Shares and Options

It also includes the value of
shares and options given to
employees.

What Counts
as Wages?

Allowances

This includes things like car
and travel allowances.



Payroll Tax
Rates in Australia

Tax Rate: 5.5% 
Annual Threshold: $1,000,000 
Monthly Threshold: $83,333 •
Notable Features: Diminishing threshold
from $1 million to $7.5 million

Tax Rate: 5.5% 
Annual Threshold: $1,500,000 
Monthly Threshold: $125,000 
Notable Features: Fixed monthly
threshold

Tax Rate: 4.75% up to
$6.5 million, 4.95%
above $6.5 million 
Annual Threshold:
$1,300,000 
Monthly Threshold:
$108,333 
Notable Features: 1%
discount for regional
employers until June
2030

Tax Rate: 0% to 4.95% 
Annual Threshold: $1,500,000
Monthly Threshold: $125,000 
Notable Features: Maximum
deduction of $600,000 per
annum

Tax Rate: 4.85% (1.2125% for
regional employers) 
Annual Threshold: $900,000 
Monthly Threshold: $75,000 
Notable Features: Phased-
out deductions starting at
45% for total wages between
$3 million and $5 million

Tax Rate: 4% for wages
$1,250,001 - $2,000,000, 6.1%
for wages above $2,000,000 
Annual Threshold: $1,250,000 
Monthly Threshold: $104,167 
Notable Features: Variable
monthly thresholds

Tax Rate: 5.45% 
Annual Threshold:
$1,200,000 
Monthly
Threshold:
$100,000 
Notable Features:
Surcharges for
businesses with
national wages
exceeding $10
million

Tax Rate: 6.85% 
Annual Threshold: $2,000,000 
Monthly Threshold: $166,666 
Notable Features: Higher
annual threshold

rates are accurate as of 1/07/2024 and may be subject to change.



Contractors who work 90 days or less during the
financial year.

90-day rule

Exemptions Uncovered: 
Are You Off the Hook?

Services required for less than 180 days in a
financial year. 

180-day exemption

Services required for less than 180 days in a
financial year. 

Services that are ancillary to the supply of goods

Services that are not typically required by the business and
are generally performed for the public.

Services that are not ordinarily required

Contractor performs similar services for the public generally

Ordinarily provided to the public

The contractor employs two or more people to complete the
contract.

Two or more persons

The contractor’s services involve transporting goods using a
vehicle they provide.

Owner-driver contracts



How to Avoid Payroll Tax 
Pitfalls

Misunderstanding payroll tax
thresholds

Many businesses overlook the specific payroll tax thresholds
and rates for their state or territory, leading to errors in
payroll tax calculations.  

Solution: Keep up with payroll tax rates and thresholds by
routinely checking for updates in your region. Using payroll
software that automatically updates these figures can also be
a game-changer, ensuring your calculations remain accurate
and compliant.

Failure to Aggregate Wages
Businesses operating in multiple states sometimes miss the
requirement to aggregate wages across jurisdictions, which
can result in payroll tax reporting errors.  

Solution: Maintain clear and detailed records of wages paid in
each state and ensure they are properly aggregated to meet
payroll tax obligations. Leveraging payroll software or seeking
advice from a professional can simplify this process and help
you stay compliant.

Neglecting Fringe Benefits and
Allowances

Failing to include fringe benefits and allowances in payroll tax
calculations can lead to underreporting and hefty penalties.  

Solution: Make sure all taxable components—such as fringe
benefits, bonuses, and allowances—are accurately captured in
your payroll tax calculations. Regularly review your payroll
processes to ensure compliance and avoid costly errors.



Infrequent Payroll Audits

Without regular audits, payroll tax errors and
discrepancies can go unnoticed, increasing the risk of
compliance issues and penalties.  

Solution: Conduct regular internal payroll audits to
catch and correct any mistakes early. For added
peace of mind, engage external auditors to perform a
comprehensive review and ensure your payroll tax
obligations are fully compliant.

Incorrect Nexus Determination
Determining the correct nexus for payroll tax can be
challenging for businesses with operations in multiple
states.  

Solution: Use the nexus test to determine where
payroll tax is payable. This involves identifying your
employees' primary work location and your principal
place of business. Understanding these factors
ensures you comply with the payroll tax rules of the
correct state or territory.



STEP 1

How to Calculate Payroll
Tax

Getting payroll tax right is crucial for accurate budgeting,
avoiding penalties, and making informed business decisions.

Follow these steps to stay on track:

Determine Your
Taxable
 Wages

Begin by calculating your gross taxable wages, which cover all
payments made to employees, including salaries, bonuses,
allowances, and any eligible fringe benefits. Be sure to familiarize
yourself with the specific definitions and exemptions that apply in
your state or territory to ensure your calculations are accurate and
compliant.

STEP 2
Apply the

 Deduction

Once you've calculated your gross taxable wages, subtract the
applicable threshold or deduction specific to your state or territory to
arrive at your net taxable wages. Keep in mind that each state has its
own rules, so ensure you're applying the correct deduction for your
location.

Example Calculation: 
Gross Taxable Wages: $1,600,000  
Less Deduction: $600,000  
Net Taxable Wages: $1,000,000  

This net amount is the basis for calculating your payroll tax liability. 

STEP 3
Apply the 
Tax Rate

Once you have your net taxable wages, apply the payroll tax rate
specific to your state or territory. Remember, tax rates can vary
between states and may be updated annually, so always confirm the
current rate.

Example Calculation: 
Net Taxable Wages: $1,000,000  
Tax Rate: 4.95%  
Payroll Tax Payable: $1,000,000 × 4.95% = $49,500

This calculation determines the payroll tax amount you need to pay.



STEP 4
Consider Group

Membership and
Interstate Wages

For businesses operating as part of a group or across multiple states,
payroll tax is calculated based on the total wages of the group. Only
the designated group employer is eligible to claim the payroll tax
deduction. Any unused portion of the deduction can be distributed
among group members during the annual reconciliation process,
ensuring compliance and fair allocation within the group.

STEP 5
Use Payroll Tax

Calculators

For accuracy, use payroll tax calculators from state revenue offices.
These tools help estimate your payroll tax based on your projected
annual wages.

STEP 6
Annual

Reconciliation and
Adjustments

At the end of the financial year, you’ll need to reconcile your payroll
tax payments. Compare the estimated rate used throughout the year
to the actual rate based on your final wage figures, and address any
discrepancies. Overpayments will be refunded, and underpayments
will need to be settled.

Key Tips for Annual Reconciliation: 
Ensure wage records are accurate and up to date, confirm the
deduction entitlement and adjustments for group members, and
consult a tax professional to review calculations for compliance.



Payroll Tax Essential
Checklist

Regularly check payroll tax thresholds and rates for each state or territory
where you have employees.

Know Your Thresholds and Rates

Use this checklist to effectively manage your payroll tax compliance

Sign up for payroll tax in any state where your total wages go over the
threshold.

Register for Payroll Tax

Include all types of pay, such as salaries, bonuses, allowances, and benefits.

Calculate Taxable Wages

Use available exemptions, like those for apprentices and trainees.

Apply Exemptions and Deductions

Determine which state’s payroll tax applies if employees work across
multiple locations.

Use the Nexus Test for Multiple States

If you're part of a group, combine wages across entities, with one member
claiming the deduction.

Combine Wages for Group Members

Regular audits help ensure accuracy and
compliance.

Conduct Payroll Audits

Keep up with changes in payroll tax laws, rates,
and thresholds by subscribing to industry
updates.

Stay Updated on Legislation

Invest in software that automatically updates payroll tax rates
and thresholds.

Use Payroll Software

If you’re in multiple states or part of a group, consulting a
specialist ensures you’re fully compliant.

Consult a Payroll Specialist



Mission

For inquiries,
contact us.
Website: www.taxopia.com.au
Email: info@taxopia.com.au
Tel: (03) 7034 4646 | 1300 829 674

http://www.taxopia.com.au/
mailto:info@taxopia.com.au

