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Following royal assent of the Treasury Laws Amendment (Making
Multinationals Pay Their Fair Share-Integrity and Transparency) Act
2024, we've now updated our Thin capitalisation web guidance to
assist entities who need to apply the new thin capitalisation rules.

The amendments to Australia’s thin capitalisation rules introduce new
earnings-based tests (including a third party debt test) for certain
classes of entities to replace the existing asset-based rules for those
entities.

The amendments also provide a new integrity provision (also known as
'debt deduction creation rules’) that will apply to debt creation
schemes.

These changes aim to strengthen Australia’s thin capitalisation rules by
aligning them with the Organisation for Economic Co-operation and
Development's best practice approach.

The new thin capitalisation rules apply to tax assessments for income
years commencing on or after 1 July 2023, while the debt deduction
creation rules will apply to assessments for income years starting from
1 July 2024.

If you're a 'general class investor', you'll be subject to one of 3 new
tests:

Fixed ratio test – which limits net debt deductions to 30% of
earnings before interest, taxes, depreciation, and amortisation
(EBITDA) measured on a tax basis
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Group ratio test – based on the proportion of group net third party
interest expense to group (EBITDA)

Third-party debt test – which replaces the arm’s length debt test
and limits debt deductions other than those relating to third party
debt interests that meet certain conditions.

If you're a 'financial entity', you'll continue to be subject to the existing
safe harbour test and worldwide gearing test. Or, you may choose the
new third party debt test.

Entities excluded from the new rules
If you're one of the following entity types, you're excluded from the
new debt deduction creation rules:

authorised deposit-taking institutions (ADIs)

securitisation vehicles

Australian plantation forestry entities.

The previous rules will continue to apply to you.

Using the feedback we received from the community during the
consultation period, we're developing further public advice and
guidance. We'll let you know when it's available.

Keep up to date
We have tailored communication channels for medium, large and
multinational businesses, to keep you up to date with updates and
changes you need to know.

Read more articles in our online Business bulletins newsroom.

Subscribe to our free:

fortnightly Business bulletins email newsletter

email notifications about new and updated information on our
website - you can choose to receive updates relevant to your
situation. Choose the 'Business and organisations' category to
ensure your subscription includes notifications for more Business
bulletins newsroom articles like this one.



Our commitment to you
We are committed to providing you with accurate, consistent and clear
information to help you understand your rights and entitlements and meet
your obligations.

If you follow our information and it turns out to be incorrect, or it is
misleading and you make a mistake as a result, we will take that into
account when determining what action, if any, we should take.

Some of the information on this website applies to a specific financial year.
This is clearly marked. Make sure you have the information for the right year
before making decisions based on that information.

If you feel that our information does not fully cover your circumstances, or
you are unsure how it applies to you, contact us or seek professional
advice.

Copyright notice
© Australian Taxation Office for the Commonwealth of Australia

You are free to copy, adapt, modify, transmit and distribute this material as
you wish (but not in any way that suggests the ATO or the Commonwealth
endorses you or any of your services or products).

QC 102816


