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Employee allowances
As an employer, you can choose to provide allowances on top of your employees’ usual pay. Allowances are extra
payments for things like accommodation, meals and clothing, and are taxed through PAYE.

If you pay your staff extra money for things that aren’t part of their usual wages or salary — like accommodation or
travel costs — these payments are known as employee allowances. Some allowances are taxable and others are
tax free, depending on the circumstances.

In the Inland Revenue Employer’s Guide — the ‘Other Payments’ section is all about
employee allowances, with case studies and calculations.

Download the Employers Guide (external link) (http://www.ird.govt.nz/forms-guides/keyword/employers/ir335-
guide-employers-guide.html) — Inland Revenue

Paying tax on employee allowances

As a small business owner, it’s important to know which allowances need to be taxed via the PAYE system. In
many cases, employee allowances are tax-free, with examples given on this page.

Quiz

Quiz: Employee allowances vs FBT
Test your knowledge on employee allowances and fringe benefit tax. When you’re done, follow the links in the
answers for more details.

Accommodation allowances
Generally, if you provide accommodation or an accommodation allowance to an employee, it's taxable via PAYE,
but tax isn't paid on all accommodation allowances.

Tax-free allowances include accommodation payments to employees who are:

attending a work-related meeting, conference or training course that requires them to stay overnight
working somewhere they can’t easily travel to every day, eg on secondment.

There are also accommodation allowance tax exemptions for Canterbury earthquake reconstruction projects.

Accommodation allowances (external link) (https://www.ird.govt.nz/employing-staff/paying-staff/allowances) —
Inland Revenue
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Meal and clothing allowances
You can provide these allowances to employees to help cover the costs of meals and clothing they have to buy as
part of their job. They're usually tax-exempt.

Examples of common tax-free meal and clothing allowances include:

payments to cover meals for employees working away from the employer’s premises
payments provided to an employee to cover the cost of clothing for work, like uniforms or protective gear.

Meal and clothing allowances (external link) (https://www.ird.govt.nz/employing-staff/paying-staff/allowances) —
Inland Revenue

Fringe benefit tax (FBT) does not apply to employee allowances.

Employers, not employees, pay FBT when they provide a perk or benefit to their staff, eg gym membership or a
work vehicle also available for personal use.

Find out more about FBT (/tax-and-accounting/tax-when-you-have-employees/fringe-benefit-tax-fbt/)

Travel allowances

These are paid to employees for travel between their home and work. These are usually taxed via PAYE but will

be tax-free for employees:

working outside their normal hours, eg overtime, shift or weekend work
carrying work-related tools and equipment, eg the employee usually takes the bus to work but must use a taxi
or their own vehicle to transport work-related gear
travelling to do something you need done for your business
who have a temporary change in workplace
with no adequate public transport system serving their workplace.

Travel allowances (external link) (https://www.ird.govt.nz/employing-staff/paying-staff/allowances) — Inland
Revenue

Benefit allowances
Benefit allowances are regular payments made in addition to an employee’s salary or wages, and include things
like:

food allowances, eg payments to subsidise meals at a workplace cafe or canteen
clothing allowances, eg to buy a suit to wear at work (but not a uniform)
free or subsidised board, eg a farm worker paying below-market rent for a farm cottage.

These are taxable. Because you pay benefit allowances as part of your employee’s wages, PAYE is taken off
these payments.

Benefit allowances (external link) (https://www.ird.govt.nz/employing-staff/paying-staff/allowances) — Inland
Revenue

Reimbursing allowances
Reimbursing allowances are paid to employees to refund them for any unexpected on-the-job expenses that they
incur — like paying for meals or travel when they’re away from their normal workplace.
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If an employee pays for something out of their own pocket, you’ll need to reimburse them for the cost. They can
either provide you with receipts for anything they pay for, or you can make a reasonable estimate of how much they
should be paid back.

Reimbursements are generally paid to the employee in their pay. They’re added to the employee’s net salary after
their PAYE has been taken out. You don't pay tax on reimbursing allowances (unless you pay back more than the
employment-related expense — then the difference between the employment-related cost and what you pay is
subject to PAYE).

Reimbursing allowances (external link) (https://www.ird.govt.nz/employing-staff/paying-staff/allowances)— Inland
Revenue

Claiming GST on employee allowances

If you’re registered for GST, you can claim GST credits on reimbursements paid to employees for business
expenses. You can’t claim GST on any allowances paid to employees that aren’t reimbursements for employment-
related expenses, or those paid for their private expenses.

Keeping records

It’s important to keep good records about employee allowance payments — both for payments that are taxable and
those that aren’t. You need to have the paperwork to prove your payments meet any tax-exemption standards.
Your employee allowance records are subject to all the standard record keeping rules. They must be saved for
seven years and kept in English unless Inland Revenue approves another language.

Personnel files and record-keeping (/hiring-and-managing/managing-people-day-to-day/personnel-files-and-
record-keeping/)

Rating form

How helpful was this information?

Rate this

 1 Star
 2 Star
 3 Star
 4 Star
 5 Star

Additional comments

Submit

Related content

More  More

How expenses can help reduce tax bills

(/tax-and-accounting/reducing-your-tax/claiming-expenses/)

Offseting expenses against income can help with your tax bill. But you’ll need to know what to claim for, and how.

(/tax-and-accounting/reducing-your-tax/claiming-expenses/)
Find out more
(/tax-and-accounting/reducing-your-tax/claiming-expenses/)
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How to pay employees for leave

(/hiring-and-managing/handling-holidays-and-leave/paying-employees-for-leave/)

Whether you’re paying staff for holiday, parental or sick leave, our guide helps you get it right.

(/hiring-and-managing/handling-holidays-and-leave/paying-employees-for-leave/)
Find out more
(/hiring-and-managing/handling-holidays-and-leave/paying-employees-for-leave/)

News for business

(/news/)

Get updates for small businesses from across government about new services, law changes and more.

(/news/)
Read all about it
(/news/)

Help Kiwi businesses like yours

(/join-us/be-part-of-our-customer-group/)

Your thoughts and experiences can help us shape the content and resources on this website.

(/join-us/be-part-of-our-customer-group/)
Join our customer group
(/join-us/be-part-of-our-customer-group/)

FBT tax guide from Inland Revenue (IR409)

(http://www.ird.govt.nz/forms-guides/keyword/fbt/ir409-guide-fbt.html)

For more information on FBT rates, calculating FBT and completing FBT returns.

(http://www.ird.govt.nz/forms-guides/keyword/fbt/ir409-guide-fbt.html)
Read on
(http://www.ird.govt.nz/forms-guides/keyword/fbt/ir409-guide-fbt.html)
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