
Asia Pacific Tax Newsalert 

www.pwc.com 

 

 

Australia considers changes to thin 
capitalization rules 

March 27, 2013 

In brief 

In advance of the expected release of the 2013-2014 Australian Federal Budget on May 14, it has been 

suggested that there could be a change to the country’s thin capitalization regime – specifically,  a 

reduction in the thin capitalization threshold from a maximum debt to equity ratio of 3:1 to 2:1 or even 

1.5:1. This change has been discussed for the last two years. US multinational corporations (MNCs) 

should consider the possible impact on their tax relief for interest expenses in Australia if the thin 

capitalization changes are implemented. 

 

In detail 

The Australian thin 
capitalization rules operate to 
disallow tax relief for interest 
relating to debt that exceeds the 
thin capitalization threshold. 
Generally, for non-Australian 
tax resident companies with 
Australian subsidiaries, the 
current thin capitalization 
threshold is a debt level of 75% 
of the adjusted Australian assets 
(‘safe harbor debt test’), or an 
arm's-length level of debt. 
Different rules apply if the 
relevant entity is a financial 
institution. 

On August 13, 2012, the 
Australian Business Tax 
Working Group (BTWG) 
released a discussion paper that 
considered ways to reduce the 
Australian company tax rate in a 
neutral manner by ‘broadening’ 
the business tax revenue base. 

The paper’s proposals included 
reducing the permitted debt 
levels and interest deductibility 
in Australia through 
amendment of the thin 
capitalization rules. 

The Australian government did 
not include the BTWG proposed 
changes to the Australian thin 
capitalization rules in the 2012-
13 Australian Federal Budget. 
However, it is possible that the 
changes could be introduced in 
the 2013-14 Australian Federal 
Budget scheduled for release on 
May 14.  

It has been suggested that:  

 When the BTWG looked at 

ways to fund the proposed 

reduction in the corporate 

tax rate, it identified changes 

to the thin capitalization 

rules as a favored revenue 

raiser. This view likely has 

not changed, even without 

the benefit of a corporate tax 

rate cut. 

 The thin capitalization 

threshold will be lowered to a 

debt-to-equity ratio of 1.5:1 

or 2:1. 

 The effect of any such a 

change on the arm's length 

debt test remains unclear. 

Given the possibility that this 
change will be included in the 
forthcoming budget, taxpayers 
should consider whether, and to 
what extent, a lowered thin 
capitalization threshold would 
restrict their tax relief for 
interest expenses. 

Among the details that will need 
to be spelled out if the budget 
includes a reduction in the thin 
capitalization threshold are the 
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effective date and whether existing 
arrangements would be 
grandfathered. 

The takeaway 

US MNCs with existing debt-funded 
Australian subsidiaries should 

monitor the status and effects of the 
proposed changes. 

US MNCs intending to invest into 
Australia should consider the 
possibility of incorporating flexible 
financing in their funding structures 
in anticipation of possible changes in 

the thin capitalization rules.  

We will continue to provide updates 
on the status of this important 
potential change to the Australian tax 
rules.  

 

 

 

 

 

 

Let’s talk 

  

For a deeper discussion, please contact: 

International Tax Services, United States 

Nicholas Maley  

+1 (646) 471-6963 

nicholas.x.maley @us.pwc.com 

Wendy Hartanti  

+1 (646) 471-6575 

wendy.f.hartanti@us.pwc.com 

 

International Tax Services, Australia 

Peter Collins 
+61 3 8603 6247 
peter.collins@au.pwc.com  

Chris Morris 
+61 2 8266 3040 
chris.j.morris@au.pwc.com 

 

© 2013 PricewaterhouseCoopers LLP. All rights reserved. In this document, PwC refers to PricewaterhouseCoopers (a Delaware limited liability partnership),  
which is a member firm of PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity. 

SOLICITATION 
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