
TP pays tax to a foreign tax authority. Can TP get a Foreign income tax offset (‘FITO’)?  
The ‘foreign income tax offset’ (FITO) contained in Div 770 ITAA97 applies to both Australian and foreign residents 
 
STEP 1: Has TP paid foreign income tax?  The FITO offset applies if foreign income tax has been paid by an Australian or foreign 
resident on amounts that are included in their Australian assessable income. TP’s foreign source income tax liability is $X 

• Foreign income tax is deemed to be paid in certain circumstances (Subdivision 770-C): 
o Partnerships: If foreign income tax is being paid under an arrangement with another entity (770-130(2)): 

▪ Example: TP is a partner in a partnership and the partnership pays foreign income tax on the 
partnership income  

o Trusts: If TP is a beneficiary and receives foreign sourced income from trust (770-130(3)): 
▪ Example: TP is sole beneficiary of an Aus resident Trust H and is presently entitled to all the 

income of Trust H. Trust H owns shares in [Foreign Co]. [Foreign Co] pays dividend to Trust H 
and the dividend is subject to WHT in For Co’s country of residence. Trust H allocates [Foreign 
Co]’s dividend to TP. TP is treated as having paid the foreign income tax paid by [Foreign Co] 
under s770-130(3). The foreign income tax is treated as paid in respect of the amount included 
in TP’s assessable income that is attributable to the dividend. 

• Under an anti-avoidance rule, foreign income tax is deemed not to be paid where the entity is (770-140): 
o entitled to a refund of the foreign income tax; OR 
o gets some other benefit worked out by reference to the amount of foreign income tax  

 
If yes, then Division 770 applies to foreign income tax (defined in 770-15) paid by Australian and foreign residents on amounts 
that are included in their Australian assessable income. 
 
STEP 2: How is TP’s FITO calculated? 

• State: The amount of the foreign income tax offset (‘FITO’) generally equals the foreign income tax paid (s770-70), which 
is $X*Y%=$Z 

o Y% = TP’s foreign tax rate on the foreign income $X 
• IF $Z is ≤$1000? Then state: The full amount of foreign income tax paid is available as an offset without further 

calculation as it is within the $1000 threshold (s770-75(4)(a)) 

• IF $Z is >$1000? Then state: However, the amount of foreign income tax payable is subject to an ‘offset limit’, being the 
amount of Australian income tax payable by TP less the tax that TP would have paid if the assumptions in s 770-75(4) 

ITAA97 are made. 
o The assumptions: the amount of Australian income tax that would have been payable if (s770-75(4) ITAA97) 

▪ TP’s assessable income does not include foreign income from a foreign source: 
▪ TP is not entitled to: 

• debt deductions attributable to an overseas PE; or 

• other deductions that are reasonably related to assessable income in respect of which 
foreign tax is paid or are reasonably related to other amounts of ordinary or statutory 
income from a foreign source 

o Identify TP’s Australian and Foreign income 
▪ TP’s Australian sourced income is $A 
▪ TP’s foreign sourced income is $X (gross amount (before tax amount) only, not net amount) 

• If TP receives ‘net amount’ of foreign sourced income (pays foreign income tax on an 
amount that forms part of TP’s assessable income): Add back (ie ‘gross up’) any foreign 
tax that TP paid to find gross amount of foreign sourced income that Australia will assess 
TP on 

o Identify TP’s Australian Assessable income: TP’s assessable income is $A+$X=$C (if TP is a non-resident, $X = 0) 
o Identify TP’s Australian tax payable: The amount of Australian tax payable on TP’s taxable income (ignoring 

any FITO) is: $C*TR% = $D 
▪ TR = TP’s Australian tax rate 

o Identify the amount of foreign tax payable on foreign income: The amount of foreign tax payable on TP’s 
foreign income is: $X* Y% = $Z 

▪ E.g. $10,000 foreign dividend = $X, ‘$1000 deducted foreign withholding tax’ = foreign tax payable = 
$Z 

o The amount of Australian income tax payable, $D, less the amount of Australian income tax that would be 
payable assuming the taxpayer’s assessable income did not include the $X foreign income (and $N foreign 
deductions) is: $A*TR% = $F 

o TP’s FITO cannot exceed the offset limit of $F (s770-75(4)) 
o Is:  

▪ $Z>$F? Then state: TP is therefore entitled to a FITO credit of $F instead of $Z 
▪ $Z≤$F? Then state: TP is entitled to the full offset credit of $Z  



o Identify TP’s total worldwide tax paid: The total Australian tax payable by TP on its taxable income of $A is 
therefore $D minus [$F or $Z] = $G. As TP is also liable to pay $Z of foreign tax, it will have paid a total 
worldwide tax of $D+$Z = $H 

• See example in p.938 FTL 
 

Tough Example: 
Bill is a resident who is subject to tax at the top marginal rate. Bill has deposited $100,000 with a foreign bank 
overseas. The bank pays him interest of $10,000 during the income year, but has deducted $1000 of foreign 
withholding tax, leaving him with only $9000. Advise how the interest income will be taxed in Australia. 

 
As Bill is a resident he will be taxed on the interest income in Australia (s 6-5 ITAA97) and given a credit for the 
foreign tax paid (s 770-10 ITAA97).  
He will gross up the $9,000 received to include the foreign tax paid or $1,000 giving him a total assessable income 
of $10,000.  
To this we apply the top marginal rate of tax (including Medicare Levy and the temporary budget repair levy) or 
49% which gives a tax liability of $4,900.  
Applying the foreign income tax offset rules, Bill is able to offset the foreign income tax paid against his Australian 
tax liability and so claim a foreign income tax offset of $1,000 and this is applied to reduce his income tax liability.  
The full amount of foreign income tax paid is available as an offset without further calculations as it is within the 
$1,000 threshold (s 770-75 ITAA97).  
 

 
STEP 3: Amendment? 

• If foreign tax is paid in an income year after the foreign income was included in their assessable income, Subdiv 770-D 
contains a special rule that allows a taxpayer’s assessment to be amended (s770-190) 

• Ie where foreign income included in TP’s assessable income in previous year + TP paid for the 
foreign tax this year, TP can get FITO for payment (maximum 4 years after foreign income was 
included in TP’s assessable income) 

• The amendment period is four years from the time of payment and is designed to ensure that TP is not deprived of 
FITO merely because they pay foreign income tax in an income year that does not coincide with the income year in 
which they derive the foreign income 

 
Step 4: Exceptions making FITO not available? 
Foreign income tax paid does not count towards TP’s FITO in the following situations: 

Residence-based taxes The FITO is not available if (770-10(3)): 

• Taxpayer paid foreign income tax to [the foreign country]; and 

• TP is a resident of [the foreign country]; and 

• The income was derived from a source outside [the foreign country] – e.g. income 
earned domestic country or foreign country #2 

e.g. a resident of a foreign country that imposes a ‘worldwide tax system’ (like Australia) does 
not get FITO for tax paid in the foreign country on income earned in another foreign country 
(eg income earned in Australia) 

Credit absorption and 
unitary taxes 

The FITO is not available if TP paid ‘credit absorption’ or ‘unitary’ taxes to foreign country 
(770-10(5)). 
 
Credit absorption tax = tax imposed under a foreign law that would not have been payable by 
an entity if the entity (or another entity) had not been entitled to a tax offset in respect of the 
tax (770-15(2)) 
 
Unitary tax = a foreign tax that, for the purposes of taxing a company on its income derived 
from sources in the country, takes into account the company’s (or its associated company’s) 
income and outgoings derived from sources outside the country (s770-15(3)) 

 


