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Introduction
Navigating payroll tax can be a daunting task for business owners. With varying regulations, 

thresholds, and rates across different states and territories, it’s easy to feel overwhelmed. However, 
understanding and managing payroll tax effectively is essential for maintaining compliance and 

avoiding costly penalties.
This eGuide is designed to help you navigate the complexities of payroll tax. We’ll provide clear 
insights into what payroll tax is, whether your business needs to pay it, and how to calculate it 

accurately. We’ll also share practical tips on avoiding common pitfalls and offer a checklist to help 
you stay on top of your payroll tax obligations.



Payroll Tax Explained

Payroll tax is a state and territory tax levied on the total wages paid by employers. It applies to 
businesses whose total taxable wages exceed a certain threshold, which varies across jurisdictions. 
The tax is administered by local revenue offices and is based on the total wages paid to employees, 
including salaries, bonuses, allowances, and certain fringe benefits.

What is Payroll Tax?

Key Concepts in Payroll Tax

Since 2007, states and territories have harmonised 
key aspects of payroll tax legislation, simplifying 
compliance for businesses operating in multiple 
jurisdictions.

Harmonisation: 

Certain wages, such as those paid to apprentices 
or trainees, may be exempt from payroll tax.

Exemptions:

For businesses operating in multiple states, the 
nexus test determines which state or territory 
payroll tax applies to.

Nexus Test: 

Each state and territory has different thresholds 
and tax rates. Businesses must monitor these 
closely to determine their obligations.

Thresholds and Rates:  



Does My 
Business Need to 
Pay Payroll Tax?

The first step in determining whether your business needs to pay payroll tax is understanding the 
thresholds in the states or territories where you operate. If your total wages exceed the threshold in 
any given state or territory, you must register for payroll tax and comply with local requirements.

Understanding Payroll Tax Thresholds

You must register for payroll tax if your total wages exceed the threshold in any state or territory 
where you employ workers. Keep in mind that registration requirements and deadlines vary, so it’s 
essential to stay informed about local regulations.

When Do You Need to Register?

What Counts as Wages?

Payroll tax is calculated on the total taxable wages, which include:

All forms of remuneration paid 
to employees.

Salaries and Bonuses:
Such as car and travel 
allowances.

Allowances: 

Non-cash benefits provided to 
employees, like company cars 
or gym memberships.

Fringe Benefits: 
Payments to contractors may be considered wages under certain 
conditions, particularly if the contractor is deemed to be in an 
employer -employee relationship.

Contractor Payments: 

The value of shares and 
options granted to employees.

Shares and Options: 



State-by-State comparison

Payroll Tax Rates In Australia 

• 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: 5.5%
• Annual Threshold: 

$1,000,000
• Monthly Threshold: 

$83,333
• Notable Features: 

Diminishing 
threshold from $1 
million to $7.5 million

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

annual threshold

• 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% 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: 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

Western
Australia

South
Australia

• 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: 5.5%
• Annual Threshold: $1,500,000
• Monthly Threshold: $125,000
• Notable Features: Fixed 

monthly threshold

Northern Territory

TasmaniaVictoria

Queensland

New South
Wales

Australian Capital
Territory



Exemptions 
Uncovered: 
Are You Off 
the Hook?
Some payments are exempt 
from payroll tax under specific 
conditions. Common exemptions 
include:

Exemption Description

90-day rule
Contractor works for 90 days or less during the 
financial year.

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

Services ancillary to 
goods

Contract primarily for the supply of goods with 
related services.

Services not ordinarily 
required

Services not usually required by the business and 
performed generally for the public.

Ordinarily rendering to 
public

Contractor performs similar services for the public 
generally.

Two or more persons
Contractor employs two or more people for the 
contract.

Owner-driver contracts
Contractor’s services relate to the transport of goods 
in a vehicle they provide.



Avoiding Payroll Tax Pitfalls
Payroll tax compliance can be challenging, especially for businesses operating across multiple 

states or territories. Here are some common pitfalls and strategies to avoid them:

Many businesses overlook the specific thresholds and rates applicable in their state or territory, 
leading to incorrect tax calculations.

Solution: Regularly review the payroll tax rates and thresholds in your jurisdiction. Use payroll 
software that automatically updates these figures to ensure accuracy.

1.   Misunderstanding Thresholds and Rates

Businesses operating in multiple states must aggregate wages across jurisdictions, which many fail 
to do correctly.

Solution: Maintain comprehensive records of wages paid in each state and ensure they are 
aggregated accurately for payroll tax purposes.

2.   Failure to Aggregate Wages

Excluding fringe benefits and allowances from payroll tax calculations can result in underreporting 
and penalties.

Solution: Include all taxable components, such as fringe benefits, bonuses, and allowances, in your 
payroll tax calculations.

3.   Neglecting Fringe Benefits and Allowances

Without regular audits, discrepancies and errors in payroll tax calculations can go unnoticed, 
leading to compliance issues.

Solution: Conduct regular internal payroll audits and consider external audits to ensure all payroll 
tax obligations are met.

4.   Infrequent Payroll Audits

Determining the correct nexus for payroll tax purposes can be challenging for businesses operating 
in multiple states.

Solution: Use the nexus test to accurately determine where payroll tax is payable. This involves 
understanding the primary location of your employees and your principal place of business.

5.   Incorrect Nexus Determination



How to Calculate Payroll Tax
Calculating payroll tax correctly is vital for budgeting, avoiding penalties, and making informed 

business decisions. Here’s a step-by-step guide to help you navigate the process:

Start by calculating your gross taxable wages, which include all wages paid to employees, such as 
salaries, bonuses, allowances, and certain fringe benefits. Ensure you are familiar with the specific 
definitions and exemptions applicable in your state or territory.

Step 1  -  Determine Your Taxable Wages

Once you have your gross taxable wages, apply the relevant deduction to arrive at your net taxable 
wages. Each state has different deduction amounts, so it’s important to check the rules for your 
location.

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

Step 2  -  Apply the Deduction

Next, apply the relevant tax rate to your net taxable wages. Tax rates vary between states and may 
change annually.

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

Step 3  -  Apply the Tax Rate



If your business is part of a group or operates across multiple states, the calculation becomes more 
complex. The payroll tax rate will be based on the total Australian wages of the group. Only the 
designated group employer (DGE) can claim the deduction on behalf of the group, and any unused 
deduction can be distributed among group members during the annual reconciliation.

Step 4  -  Consider Group Membership and Interstate Wages

To ensure accuracy, use payroll tax calculators provided by state revenue offices. These tools can 
help estimate your payroll tax liability based on your projected annual wages.

Step 5  -  Use Payroll Tax Calculators

At the end of the financial year, you must reconcile your payroll tax payments. Compare the 
estimated payroll tax rate used throughout the year to the actual rate based on your final wage 
figures. Address any discrepancies during this reconciliation process, with overpayments refunded 
and underpayments required to be settled.

Key Tips for Annual Reconciliation:
• Ensure all wage records are accurate and up to date.
• Verify the deduction entitlement and any adjustments needed for group members.
• Consult with a tax professional to review your calculations and ensure compliance.

Step 6  -  Annual Reconciliation and Adjustments



Regularly check the payroll tax thresholds and rates in each state or territory 
where you employ workers.

Payroll Tax Essential Checklist
Staying on top of payroll tax obligations is crucial for business owners. Use this checklist to 

help manage your payroll tax compliance effectively:

1.   Understand the Thresholds and Rates:

Register for payroll tax in any state or territory where your total 
wages exceed the relevant thresholds.

2.   Register for Payroll Tax:

Include all forms of remuneration, such as salaries, bonuses, 
allowances, fringe benefits, and shares.

3.   Determine Taxable Wages:

Be aware of available exemptions and deductions, such as those 
for apprentices and trainees.

4.   Apply Exemptions and Deductions:

Determine the correct state or territory for payroll tax purposes 
when employees work in multiple locations.

5.   Use the Nexus Test for Multiple States:

If your business is part of a group, ensure wages are aggregated 
correctly, and only one entity claims the deduction.

6.   Aggregate Wages for Group Members:

Conduct regular internal audits to ensure accuracy and 
compliance.

7.   Implement Regular Payroll Audits:

Keep up to date with changes to payroll tax rates, thresholds, 
and compliance requirements by subscribing to relevant 
industry newsletters or joining professional organisations.

8.   Stay Informed About Legislative Changes:

Invest in payroll software that includes payroll tax calculation 
features and updates regularly with legislative changes.

9.   Use Payroll Software:

Consider consulting with a payroll tax specialist, 
especially if your business operates in multiple states 
or territories or is part of a complex group structure.

10. Consult with a Payroll Tax Professional:



Retinue has been a game-changer for my business. As a busy 
plumber, I was struggling to manage my bookkeeping and payroll, 
but their expert team took the burden off my shoulders. They're 

reliable, knowledgeable, and always available to answer my 
questions.

Jason Lowe
JLX Plumbing

1800 861 566

Need help with your payroll 
processing, accounting and 
bookkeeping? We can help.

retinue.com.au

info@retinue.com.au

L5/100 Walker Street, North
Sydney, NSW, 2060

Liability limited by a scheme approved under Professional Standards Legislation.

The information contained in this guide is of a general nature only and does not constitute financial advice. For 
guidance specific to your business contact the Retinue team.

*Retinue’s payroll service includes the processing of hours and wages rates provided by you. We do not determine 
award rates for your employees or provide advice on the correct employment status of your employees. It is your 

responsibility to ensure that your employees are paid correctly and we recommend obtaining advice from 
specialised employment relations experts.


