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Step2. Calculatetheamountthatwould havebeen
deductedfor non-quotationofaTEN if thedeemed
paymentamounthadbeenpaidto theinvestorasmoney.
This will be theTFN withholdingtaxpayablejointly and
severallyby theinvestorand investmentbody for the
eligibledeferredinterestinvestment. It is describedin the
Bill asthe“undeductedTFN amounC.

14.29 Whentheincomefrom aneligibledeferredinterest
investmentis actuallypaidattheendofthetermof the
investment,no deductionsarerequiredfor failureto quotea
TFNotherthantheamountthatis includedasassessable
incomeunderDivision 16E for thefinal yearandanyperiodic
interestpayment.

What aboutSubstitutedAccountingPeriods?

14.30 A taxpayer maybegiven leave to adoptanaccounting
period,for tax purposes,in placeofthenormalyearofincome
(i.e. lJulyto3O June).

14.31 In calculatingthedeemedpaymentamount(step1) any
substitutedaccountingperiodthat mayapply to theinvestoris
ignored. [Clause77- newsubsection221YJJZQ(2)J

An exampleofhowTFN withholding tax is calculated

14.32 Kateinvestsin debentureswith X Bank to the
valueof$1,000for atermoftwo yearscommencingon 1
July 1992and endingon 30 June1994. Interestwill be
paidon thedebenturesat6%per6 monthscompound
whenthe term ends on 30 June 1994.

14.33 This investmentis aneligible deferredinterest
investmentandwill thusbesubjectto TFNwithholding
taxifaTF’Nisnotquoted.
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1434 The invé~tmeñt pays assessable incomeasfollows.

Date Cash Written Up Notional
Flow($) Value($) Accrual

Amount($)

01/07/92 -1,000.00 1,000.00

31112192 0.00 1,060.00 60.00

30/06/93 0.00 1,123.60 63.60

31/12/98 0.00 1,191.02 67.42

30/06/94 1,262.47 1,262.47 71.45

14.35 “Notional accrualamount” is theamountofaccrued
interestwhichmustbe includedin Kate’s assessable
incomeunderDivision 16E.

14.36 Katefails to quoteherTFN to X Bank. TheTFN
withholdingtaxrulesarethereforeapplicable.

14.37 Fortheyearofincomeending30June1993,Kate is
assessedon theaccruedincomeearnedon thedebentures.
Theamountofincomeincludedin herassessmentunder
section159GQofDivision 16E for that yearis $123.60(i.e.
$60.00+ $63.60). Assuminga toptax rateplus medicare
levyof48.25%,theTEN withholdingtaxpayableon the
investmentfor 1992193is $5925(takingaccountof the
rounding offprovisionin subsection221YHZC(1C)).

14.38 ThenormalTFN rulesapplyto thefirst $138.87
($67.42+ $71.45)ofthefinal paymentto theinvestorsince
that is theamountofaccruedinterestearnedin the
1993/94incomeyear(i.e.theyearin which thetermends).
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Whathappensif an investorgetsperiodic mterest as well
asdeferredinterest?

14.39 Somedeferredinterestinvestmentspay incomein two
ways:by periodicinterestanddeferredinterest:

• Periodicinterestis paymentsof interest(usuallyby
coupon)paidto theinvestorat intervalsof 12 monthsor
less;

• Deferredinterest accruesoverthetermoftheinvestment
and is paidwhenthe term ends.

14.40 Paymentsof periodicinterestare not caughtby theTFN
withholdingtax niles. Thesepayments aresubjectto the
normalTFNarrangements.Thatis, if aTFN is notquotedby
theinvestor,48.25%oftheperiodicinterestmustbededucted
andremittedto theCommissioner.Thebalancecanbepaid to
theinvestor. [Clause75-newsubsection221YHZA(2R)J

14.41 If aTFN is not quotedon theinvestment,thedeferred
interestfor yearsotherthanthefinal yearofthetermis subject
to TFNwithholding tax.

Example

14.42 Andrew deposits $1,000 with Z Bank for a fouryear
term commencing on 1 July 1992 and ending on80June
1996. Theinvestmentearnsincomeby way of:

• periodicpaymentsofinterestof$40 every6 months;
and

• accruinginterestpaidat theendofthetermat4%
per6 monthscompound.

14.43 Andrew’syield to redemptionon his investmentis
7.53%compoundper6 months.

14.44 This investmentis an eligible deferredinterest
investmentandwill thusbesubjectto TEN withholding
taxifaTFNisnotquoted.
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14.4o The invëEtmént pays asãessabfé income as follows:

Date Cash Written Up Notional
Flow($) Value($) Accrual

Amount($)

01/07/92 -1,000.00 1,000.00

31/12/92 40.00 1,085.25 35.25

80/06/93 40.00 1,073.15 37.90

31112/93 40.00 1,113.91 40.76

30/06/94 40.00 1,157.73 43.82

31~12/94 40.00 1,204.85 47.12

30/06/95 40.00 1,255.51 50.66

31/12/95 40.00 1,309.99 54.48

30/06/96 1,408.57 1,368.57 58.58

368.57

14.46 “Cashflow” is thepaymentsofperiodicinterestand
thepaymenton30/06/96which represents$40.00periodic
interestand$1,368.57accruedinterestplus capital.

14.47 “Notional accrualamount”is theamountofaccrued
interestwhich mustbe includedin Andrew’sassessable
incomeunderDivision 16E.

14.48 Andrewfails to quotehis TFN to Z Bank. TheTFN
withholdingtax rulesarethereforeapplicableto the
accruedinterestfor the1992/93to 1994/95incomeyears
while the normalTEN nilesapplyto theperiodicinterest
and the accruedinterestfor the1995/96incomeyear.
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Periodic interest

14.49 Assuming a top rate of tax plus medicarelevy of 48.25%,
Z Bank is required to deduct $1920under the normal TFN
rulesfrom eachpaymentof periodicinterestwhenit is paid.

Accruedinterestfor 1992/93incomeyear

14.50 For the yearofincomeending30June1993,Andrewis
assessedon theaccruedincomeearnedon thetermdeposit The
amountofincomeincludedin hisassessmentunderDivision
16E for thatyearis $73.15(i.e. $35.25+ $37.90) Assumingatop
rateof tax plus medicare levy of 48.25%,theTEN withholding
tax payableon theinvestmentfor 1992/93is $35.20(taking
accountoftheroundingoff provisionin subsection
221YEIZC(1C)).

Whohas to pay theTEN withholding tax?

14.51 This will depend on whether theinvestmentbodyis an
untaxableCommonwealthentity. UntaxableCommonwealth
entities are defined in the Bill to be the Commonwealth or a
Commonwealth authority that cannot, by a law of the
Commonwealth, be made liable to pay Commonwealth tax
[Clause 77-newsection221YHZPJ. An exampleofan
untaxableCommonwealthentity is theReserveBankof
Australia. An exampleofan investmentbody which is not an
untaxableCommonwealthentity is abank orbuildingsociety.

14.52 Wheretheinvestmentbodyis notanuntaxable
Commonwealthentity, theinvestorand investmentbodyare
jointly andseverallyliableto payTEN withholdingtax.
[Clause 77-newparagraph 22JYHZT(b)j

14.53 Where the investment body is an untaxable 4
Commonwealthentity, theinvestoris solelyliable topayTEN
withholdingtax[Clause77- newparagraph 221YHZT(a)J.
In this case,theinvestorwill betakento haveauthorisedthe
investmentbodyto paythetaxonbehalfof theinvestor.
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