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An often overlooked and misunderstood issue is that of withholding tax on
international payments. A failure to apply the rules appropriately may lead to
significant penalties or a denial of income tax deductions.

Withholding Tax

In an international context, Australia's withholding tax provisions
impose a requirement to withhold and remit tax to the Australian
Taxation Office ("ATQ"), on certain prescribed payments to
non-residents, including dividends, interest and royalties.

The rules operate such that the withholding tax requirement is
imposed on the Australian resident, or an Australian branch of a
non-resident, for payments made to non-residents or foreign
branches of Australian residents. The tax is remitted to the ATO in
accordance with your other PAYG withholding requirements, i.e.
generally in accordance with your Business Activity Statement
lodgements for the period in which the liability to withhold arises.

The liability to withhold tax generally arises when the respective
dividend, interest or royalty amount has been paid, credited or
otherwise dealt with. The mere accruing of interest or royalties does
not necessarily give rise to a withholding tax liability. However, where
the amount is credited to a loan account or another account
whereby the recipient has legal claim over the monies, a withholding
tax liability arises. The facts, circumstances and documentation need
to be considered in each case to determine whether the liability to
withhold has arisen.

Note, income tax deductions for payments of interest and royalties
subject to withholding tax are not available until such time as the
withholding tax has been remitted to the ATO.

Dividends

Non-resident withholding tax is imposed on gross unfranked
dividends paid or credited to non-residents. To the extent that the
dividend is franked (or is declared to be 'conduit foreign income'
under new laws), no withholding tax applies.

The rate of withholding tax on dividends is 30%, generally reduced to
15% where the dividend is paid to a resident of a country with which

Australia has a double tax treaty. Note a reduced rate of 0% or 5%
can apply to certain US and UK recipients.

Interest

Interest withholding tax is imposed at the rate of 10% (regardless of
in which foreign country the recipient is resident) when that interest
is paid or credited.

Royalties

Royalty withholding tax is ordinarily imposed at the rate of 30% when
that royalty is paid or credited. The withholding tax rate is reduced
to 10% or 15% where a double tax treaty is in force.

The law also imposes withholding tax on certain industry specific
payments including:

o Operating or promoting casino junket tours;
o Entertainment and sports activities; and
o Certain construction, installation and upgrading contracts.

Should these impact you, please do not hesitate to seek additional
information from your local advisor.
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