
   

 

 

 
 

 



      

 

 



      

 

 

Outstanding hybrid mismatch rules issues 

 

 

 

 

 

 

 

 

 

 
1 Please note that all references to sections of legislation refer to the Income Tax Assessment Act 1997. 

2 The proposed change in subsection 832-30(4) is welcomed as it addresses the technical issue that an Australian trust 
does not have assessable income for an income year, rather net income for an income year. 



      

 

 

 Australian tax Foreign tax 

  15% 28% 

Assessable 180.00   
Deductible -140.00   
Prima facie taxable income 40.00 6.00 11.20 

    
Mismatch 140.00   
Reduction* -105.33   

    
Taxable income 74.67 11.20  
FITO  -11.20  
Tax payable  0.00  
    

*180.00 – (11.20/0.15)    



      

 

 

Australian 
tax - 

superfund 

Australian 
tax - 

company 
Foreign 

tax  

  15% 30% 28%  

Assessable 180.00     

Deductible -140.00     

Prima facie taxable income 40.00 3.00 6.00 11.20  

      

Mismatch 140.00     

Reduction* -124.00     

      

Taxable income 56.00 4.20 8.40   

FITO  -5.60 -5.60   
Tax payable / (excess FITO)  -1.40 2.80   
      

*0.5 x (180.00 – (11.20/0.15)) + 0.5 x (180.00 – (11.20/0.30))  

 
3 For example, the superfund’s taxable income would need to be $37.33 and the taxable income of the company would 
need to be $20.00, as this would give the result that the tax payable by the superfund (15% x $37.33) equates to the $5.60 
FITO and with the company paying an extra $0.40 ($6.00 tax less $5.60 FITO) or 2% of Australian tax on its $20 share of 
the trust’s income representing the 2% differential of the domestic tax rate over the foreign tax rate. 



      

 

 

 

 

 

 

 

 



      

 

 

Australian 
tax - 

company 

Foreign 

company  

Foreign 

tax 

  30% 0%  28% 

Assessable 180.00     

Deductible -140.00     

Prima facie taxable income 40.00 6.00 N/A  11.20 

      

Mismatch 140.00     

Reduction* -90.00     

      

Taxable income 90.00 13.50 N/A   

FITO  -5.60 N/A   

Tax payable   7.90 N/A   

      

* Simplified example being 50% of the dual inclusion income ($180) that is subject to 
Australian tax (the remaining 50% not being subject to Australian tax as it foreign 

sourced). Example does not adjust for the foreign tax paid, which will reduce the 

reduction, thereby leading to greater taxable income. 

 

 

 
4 Pursuant to subsection 832-560(2), an amount of dual inclusion income is available to be applied to reduce the 
neutralising amount for a deducting hybrid mismatch if the amount is “subject to Australian income tax” and “subject to 
foreign income” in the foreign country in which the foreign income tax deduction arose. Pursuant to subsection 832-125, 
“subject to Australian income tax” requires that the net income of the Australian unit trust is included in the assessable 
income of an ultimate beneficiary that is not a trust or partnership. 



      

 

 

 

 



      

 

 

Australian  

tax 

Foreign  

tax 

  15% 28% 

Assessable 180.00   
Deductible -140.00   
Prima facie taxable income 40.00 6.00 11.20 

    
Mismatch 140.00   
Reduction* 0.00   
    
Taxable income 180.00 27.00  
FITO  -11.20  
Tax payable  25.80  
    
*40.00 – (11.20/0.15) (cannot be less than nil, no amount 
considered to be subject to Australian income tax as the $11.20 
FITO exceeds the tax payable on the $40 of prima facie taxable 
income) 

 

 

 



      

 

 



      

 


