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Government announces reforms to 
Living-Away-From-Home concessions 

In Brief 
The Living-Away-From-Home (LAFH) 

concessions provide tax-free benefits 

for housing and food costs of employees 

who are required to live-away-from-

home in order to perform employment 

duties elsewhere. For inbounds to 

Australia (and outbounds), concessions 

also apply for children‟s education and 

home leave. 

From July 1, 2012, the Government 

proposes to reform the LAFH rules by 

(1) move the current LAFH rules in the 

FBT regime, back to the Income Tax 

regime with LAFH allowances 

assessable to employees and a 

deduction being available for 

substantiated amounts of housing and 

food costs; and (2) requiring temporary 

residents (i.e. foreign nationals) to 

maintain an Australian home before 

any concession may be claimed when 

living-away-from that Australian home. 

Clearly the costs of employing foreign 

nationals in Australia will increase. 

Temporary residents will be subject to 

personal taxation on their housing 

costs, etc. unless they are able to fall 

within the (unlikely) narrow framework 

of maintaining an Australian home.  

Permanent residents may continue to 

enjoy the concessions.  

Fringe Benefits Tax 
(FBT) reform Living-
Away-From-Home 
allowances and benefits 
The Government will introduce reforms 

to stop individuals from being able to 

exploit (this is the Government‟s word) 

the tax exemption for living-away-

from-home allowance and benefits. 

According to the Government, this tax 

exemption is being increasingly 

misused by a narrow group of people, 

 

PwC International 
Assignment Services 
Network 

PricewaterhouseCoopers 
International Assignment 
Services (IAS) is a special 
practice unit of tax 
professionals who spend 100% 
of their time with consulting 
and compliance issues for 
international assignees.  If you 
have any questions concerning 
this Global Watch, or would like 
further information concerning 
our IAS capabilities, please 
contact William Owens, IAS 
Leader at +1 (704) 347-1608. 
 
This Global Watch does not 
provide a comprehensive or 
complete statement of the 
taxation law of the countries 
concerned. It is intended only to 
highlight general issues which 
may be of interest to our clients. 
 
For issues relating to this 
Global Watch please contact 
your local international 
assignment services advisor. 



 

PwC Global Watch 2 

 

particularly highly-paid executives and 

foreign workers, at the expense of 

Australian taxpayers.  

Rorting (i.e. take unfair advantage of 

something) of this tax exemption was 

one of the issues raised at the Tax 

Forum, and has seen the total amount 

of tax-free living-away-from-home 

allowance reported by employers to the 

Australian Taxation Office increase 

from $162 million in 2004-05 to $740 

million in 2010-11. 

Under reforms announced today: 

• Access to the tax exemption for 

temporary residents will be limited to 

those who maintain a residence for 

their own use in Australia, which they 

are living away from for work purposes, 

such as „fly-in fly-out‟ workers; and 

• Individuals will be required to 

substantiate their actual expenditure on 

accommodation and food beyond a 

statutory amount. 

The announcement states no 

permanent resident legitimately using 

this tax exemption for accommodation 

and food expenses will lose any 

entitlements. 

Furthermore, these reforms will not 

affect other tax concessions, such as 

those that apply to travel and meal 

allowances, and remote area fringe 

benefits. 

The reforms will apply from July 1, 

2012.  This start date will enable the 

Government to undertake an extensive 

consultation process on these reforms, 

so appropriate transitional 

arrangements can be put in place, 

including in regional Australia. 

These changes will ensure that a level 

playing field exists between temporary 

residents and permanent residents, and 

that Australian taxpayers are not 

funding the unfair exploitation of 

concessions. 

A Consultation Paper has been issued 

by Treasury and submissions to 

Treasury are due by February 3, 2012. 

What is this all about? 
The Consultation Paper sets out in 

great detail the history of LAFH rules 

and the lack of success of both 

Government and the Australian Tax 

Office in previous efforts to reform the 

rules. LAFH was introduced in 1945 to 

assist both returning Servicemen and 

displaced workers who needed to find 

work away from home. LAFH 

allowances were subject to income tax 

and a deduction was allowed to the 

individual.  

The allowance was required to be 

reasonable and a deduction was 

allowable to the extent the 

Commissioner considered was 

reasonable. 

In 1986 the LAFH rules were moved 

into the newly enacted FBT rules 

because “the employer enjoys the 

benefit”. 

The FBT rules provided three benefits; 

first a LAFH allowance which is tax-free 

to the extent it can be concluded the 

allowance is in respect of additional 

expenses that might reasonably be 

expected to be incurred in respect of 

housing costs etc; secondly, an exempt 

fringe benefit in respect of reimbursed 

housing costs and thirdly an exempt 

fringe benefit for housing provided by 

the employer. 

So what is the mischief? 
According to the Government, the 

LAFH concessions are now being 

widely exploited in a manner that is 

outside the original policy intent (mind 

you that was 66 years ago!). Some 
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employers do not have to pay FBT and 

employees do not pay tax on income 

claimed to be spent on accommodation 

and food for those living away from 

home. 

A particular concern expressed by 

Government, is the growing use of the 

concession by employers (including 

through labour hire and contract 

management companies) to allow 

temporary resident workers coming to 

Australia to convert their taxable salary 

into a tax-free allowance. This provides 

them with an unfair advantage over 

local Australian workers. 

The concessions allow some employees 

to access large amounts of tax-free 

remuneration through allowances that 

are well in excess of the actual costs 

incurred by the employee. This is 

because the exemption applies to the 

amount that could reasonably be 

expected to be incurred. So long as the 

employer relies upon a reputable 

housing cost survey, the allowance paid 

is exempt from FBT regardless of how 

much the employee actually incurs in 

housing costs. 

One final matter highlighted by 

Government is the long accepted 

practice of “salary sacrificing” LAFH 

benefits. 

So why are temporary 
residents being targeted? 
One reason is they cannot vote. 

The reason put forward by Government 

is that temporary residents who are not 

genuinely living away from an 

Australian home receive the benefits. 

Since temporary residents all live away 

from their overseas homes, they have 

an advantage in receiving the tax-free 

income over Australian workers who 

must live away from an Australian 

residence. 

In order to be eligible for LAFH 

benefits, a temporary resident must, 

from July 1, 2012, be living-away-from 

an Australian home. The Government 

cites the example of a “fly-in and fly-

out” worker living in Perth and working 

in a remote mining area.  

What are the implications 
for business and 
employees? 
Clearly, the costs of employing foreign 

nationals in Australia will increase. The 

move from FBT back to the Income Tax 

regime means employees will be subject 

to personal taxation unless they are 

able to fall within the (unlikely) narrow 

framework of maintaining an 

Australian home. Costs will increase 

because of the impact of personal 

taxation and this has a flow on affect to 

compulsory Superannuation, State 

Payroll-Tax and Workers 

Compensation imposts.  

What can be done about 
this? 
The Treasury Consultation Paper has 

an inappropriately narrow focus, albeit 

it does include the usual “unintended 

consequences”. That Consultation 

process needs to be vigorously pursued. 

Clients will need to seriously consider 

the impact on their business. The 

Government‟s previous reforms to the 

Employee Share Scheme rules and the 

demolition of the section 23AG foreign 

earnings exemption rules should not be 

forgotten, particularly all the (still) 

unresolved employment tax issues 

which may or may not have been 

unintended consequences of the desire 

of Government to both close down so-

called rorts and to pursue the Budget 

deficit.  

The Australian Tax Office should not be 

forgotten in this process of tax reform. 
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Their focus on LAFH audits can be 

expected to follow the Government‟s 

list of so-called rorts and the ATO will 

be buoyed by their new-found 

Government support. 

The Bottom Line 
Employers need to seriously consider 

this proposed tax reform. It has the 

capacity to increase employment costs 

and to dissuade foreign nationals from 

continuing to work in Australia.  

Both employers and employees 

(Australian and foreign nationals)  will 

need to be wary of the final detail of the 

LAFH rules within the Income Tax 

regime. The possibility of increased 

ATO LAFH audit activity cannot now be 

discounted. 

Employers of foreign nationals should 

review the position of both secondees 

and local hire inpatriates.

For more information, please do not hesitate to contact: 

 

Tony Halcrow   +61 2 8266 7279    anthony.halcrow@au.pwc.com 
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