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STANDARD INTERPRETATION GUIDELINE 2020-30 
 

INCOME TAX ACT 2015 – SECTION 62 – THIN CAPTILISATION 

This Standard Interpretation Guideline (SIG) sets out Fiji Revenue and Customs Service’s (FRCS) policy and 

operational practice in relation to thin capitalisation rules under the Income Tax Act 2015. 

 

The SIG is issued with the authority of the Chief Executive Officer (CEO) of FRCS. 

 

All legislative references in this SIG are to the Income Tax Act 2015 (unless otherwise stated). 

 

This SIG is in effect from 1 August 2020 and may need to be reviewed in the event of any relevant legislative 

amendments. 
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PURPOSE 

1. The purpose of this Standard Interpretation Guideline (SIG) is to issue a practical guidance on thin 

capitalisation rules under section 62 of the Income Tax Act 2015.  

  

2. The COVID-19 Response budget and the 2020-2021 National Budget has made some changes to the 

conventional rules of thin capitalisation rules. As such, the CEO has recognised the need to create more 

awareness on the thin capitalisation rules and the changes that were effected through the budget 

amendments. 

 

INTRODUCTION 

3. Thin Capitalisation refers to the situation in which a company is financed through a relatively high level 

of debt compared to equity. Thinly capitalized companies are sometimes referred to as highly leveraged 

or highly geared.  

 

4. Domestic taxation legislation usually allows a deduction for interest paid or payable in arriving at the 

tax measure of profit. The higher the level of debt in a company, and the amount of interest paid the 

lower will be the taxable profit. Debt is therefore considered to be more tax efficient method of finance 

than equity.  

 

Multinational groups are often able to structure their financing arrangements to maximize these 

benefits. They are able to establish a tax efficient mixture of debt and equity in borrowing countries and 

also able to influence the tax treatment of the lender which receives interest. 

  

5. The thin capitalisation rules apply to foreign controlled resident companies where the control of a 

resident company is primarily vested with non-residents. Many non-resident companies also conduct 

business in Fiji through a permanent establishment rather than a subsidiary and as such the thin 

capitalisation rule applies also to permanent establishments. 

  

6. The Income Tax Act 2015 provides rules that place a limit on the amount of interest that can be deducted 

in calculating the measure of a company’s profit for tax purposes. Such rules are designed to counter 

cross border shifting of profit through excessive debt and thus aim to protect the country’s tax base.  

  

7. The examples used throughout this SIG are merely illustrative. They do not cover the infinite number of 

factual scenarios that may arise. The relevant legislative provisions must be considered and applied to 

each case on its particular facts.  

 

That is, conclusions should not be drawn by determining whether the facts of a particulars case may be 

analogous with particular examples, but rather on the basis of applying the correct tests established by 

the law. 

 

8. The full text of the legislative provisions is contained in the Appendix.   
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LEGISLATIVE ANALYSIS  
 

9. Section 62 of the Income Tax Act 2015 provides for thin capitalisation rules under the ratio approach 

where the maximum amount of debt on which interest may be deducted for tax purposes is established 

by a pre-determined ratio in relation to the equity levels of the taxpayer.  

  

10. Under the general thin capitalisation rules a foreign-controlled resident company that has a debt-to-

equity ratio in excess of 3:1 at any time during a tax year, is disallowed a deduction for the interest paid 

by the company during the year on the excess debt for the period the 3:1 debt-to-equity ratio is 

exceeded1. 

  

11. A foreign controlled resident company refers to a resident company in which more than 50% of the 

membership interests in the company is held by a non-resident person either alone or together with an 

associate or associates2.  

 

12. The amount of debt for the purposes of the thin capitalisation rules refers to the greatest amount, at 

any time during the tax year, of the debt obligations of the company on which interest is payable as 

determined according to generally accepted accounting principles3. Similar rules are applicable to the 

level of equity where the greatest amount, at any time during a tax year, of the equity of the company 

as determined according to generally accepted accounting principles 

 

This means that the debt level and the equity level at the point in which the debt obligation or equity of 

the company is the greatest is taken as the debt or equity for the purposes of the debt to equity ratio.  

 

13. For example; in the case below the debt level would be taken to be $1m although the company had 

minimal debt towards the end of the tax year; and equity would be taken as $500,000; 

 

 Debt Equity 

Month 1 $100,000 $50,000 

Month 2 $150,000 $50,000 

Month 3 $200,000 $100,000 
Month 4 $300,000 $100,000 
Month 5 $1,000,000 $200,000 
Month 6 $800,000 $250,000 

Month 7 $600,000 $250,000 
Month 8 $400,000 $250,000 
Month 9 $200,000 $250,000 

Month 10 $200,000 $300,000 

Month 11 $100,000 $500,000 

Month 12 $50,000 $500,000 

 

 

14. A debt obligation refers to an obligation to make a repayment of money to another person, including 

obligations arising under promissory notes, bills of exchange and bonds. The debt obligation is not 

                                                        
1 Section 62(1) of the Income Tax Act 2015 
2 Section 64(4) of the Income Tax Act 2015 
3 Section 64(4) of the Income Tax Act 2015 
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limited to the debt provided by the shareholders of the company but is inclusive of any debt that is 

sourced from third parties, such as financial institutions, credit corps or other lending facilities.  

 

15. Example 

Company A (a resident company) is a subsidiary of B (a foreign company). In 2021 Company A had 

maintained debt levels of $2m with equity of $750,000. A is seeking to claim interest expenses on the 

$1m debt for its 2021 return of income. 

       

Debt (3): Equity (1) 

Debt (x): Equity ($750,000) 

$2.25m: $750,000 

 

CEO’s position:  

A foreign controlled resident company is limited to 3:1 debt to equity ratio for tax deductions. The 

company has a debt level ($2m) which does not exceed the 3:1 ratio ($2.25m). Therefore, Company A 

is entitled to claim the full interest expense for the $1m debt. If the debt was in excess of $2.25m, the 

allowable interest expense would be limited to $2.25m only. 

 

16. The thin capitalisation rules extends to permanent establishments in Fiji of non-resident companies4. 

The thin capitalisation rules which are applicable to permanent establishments deems that the PE is a 

“foreign-owned resident company”5. The debt and equity computations for a PE is limited to the 

debt obligations or equity of the non-resident company attributable to the operations of the 

company conducted through the permanent establishment6. 

  

17. The above rule does not apply if the amount of the debt of the company does not exceed the arm’s 

length debt amount7, or the amount of debt that that a financial institution that is not an associate of 

the company would be prepared to lend to the company having regard to all the circumstances of the 

company8.  

 

Therefore, the thin capitalisation rules will not apply even if the debt to equity ratio is above 3:1 if a 

financial institution would normally be prepared to lend to the company at similar debt levels. This may 

occur in highly lucrative industries where the financial institutions, with regard to the income and 

expense may be prepared to lend a higher amount than the norm. 

 

18. For example, a foreign controlled resident company which has equity levels of $1m engages in mining 

of precious metals in Fiji.  The company has borrowed from various sources and its debt level is at $4m. 

The debt of $4m is sourced from its shareholders and through promissory notes and bonds issued to 

the public. Due to highly profitable nature of the industry, an independent financial institution would 

have been prepared to lend $5m to the company.  

 

                                                        
4 Section 62(3) of the Income Tax Act 2015 
5 Section 62(3)(a) of the Income Tax Act 2015 
6 Section 62(3)(b)(i) and (ii) of the Income Tax Act 2015 
7 Section 64(2) of the Income Tax Act 2015 
8 Section 64(4) of the Income Tax Act 2015 
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In such a case, although the debt to equity ratio is 4:1 which is in excess of the thin capitalisation ratio 

of 3:1, the thin capitalisation rules would not be applicable as the debt of the company does not exceed 

the arm’s length debt amount. 

  

19. A further exception is provided to the thin capitalisation rules for debts incurred by foreign-controlled 

resident company on and from 1 April 2020 to 31 December 2020 resulting in a debt-to-equity ratio in 

excess of 3: 1 at any time during the foreign-controlled resident company’s tax year9. 

 

20. The intention behind the exception above is mirrored in the COVID-19 Response budget address where 

the Minister for Economy stated the following:  

 

  “from 1 April through the end of December, thin capitalisation rules will be suspended for local business 

subsidiaries that rely heavily on borrowings from their parent companies overseas. Previously, these 

businesses were limited to a 2:110 debt-to-equity ratio to qualify for tax deductions; by relaxing this 

threshold, we will further ensure the cost of borrowing is muted for our foreign-controlled businesses to 

access capital from their parent companies.” 

   

21. For example, 

During the COVID-19 period, Company A decides to borrow from its parent foreign company to fund its 

operations. A borrows $3m from B on the 5th of April 2020 bringing its total debt to $5m with equity of 

$750,000. A is seeking to claim the interest expense on the $5m debt in its 2020 Return of Income 

 

CEO’s position:  

Under the usual rules, Company A would be limited to interest expense on the 3:1 debt to equity ratio 

from 5th of April 2020 to 31st December 2020; which means that A would have only been able to claim 

interest expense on debt of $2.25m only. 

 

Debt (3): Equity (1) 

Debt (x): Equity ($750,000) 

$2.25m: $750,000 

 

However, the debt to equity rules have been relaxed for the above period in order to promote foreign 

parent companies to lend to resident companies in order to allow the resident company to borrow and 

invest in the economy. Therefore, Company A would be able to claim the entire interest expense in 

relation to the $5m debt for the 2020 Return of Income. 

  
22. For further information and clarification in regard to this SIG, please email us at tipu@frcs.org.fj   

 

  

 

  

                                                        
9 Section 62(3A) of the Income Tax Act 2015 
10 The rate which changed to 3:1 from 1st August 2020, however the practical implications are the same 

mailto:tipu@frcs.org.fj
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APPENDIX: LEGISLATION 
 

INCOME TAX ACT 2015 
 
[Section 62] Thin Capitalisation 
(1) Subject to subsection (2), if a foreign-controlled resident company, other than a financial 
institution, has a debt-to-equity ratio in excess of 3 to 1 at any time during a tax year, a 
deduction is disallowed for the interest paid by the company during that year on that part of 
the debt that exceeds the 3 to 1 ratio for the period the ratio was exceeded. 
 
(2) If the debt-to-equity ratio of a foreign-controlled resident company exceeds 3 to 1 for a 
tax year, subsection (1) does not apply if, at all times, during the year, the amount of the debt 
of the company does not exceed the arm’s length debt amount. 
 
(3) This section applies to a non-resident company with a permanent establishment in Fiji on 
the basis of the following— 

a) the permanent establishment is treated as a foreign-controlled resident company; and 

b) the debt-to-equity ratio of the permanent establishment is computed by reference to— 

i. the debt obligations of the non-resident company attributable to the permanent 

establishment; and 

ii. the equity of the non-resident company attributable to the operations of the 

company conducted through the permanent establishment. 

(3A) Subsection (1) does not apply if a foreign-controlled resident company, other than a 
financial institution, has incurred a debt on and from 1 April 2020 to 31 December 2020 
resulting in a debt-to-equity ratio in excess of 3 to 1 at any time during the foreign-controlled 
resident company’s tax year. 
[inserted by Act 3 of 2020, s 4, effective 1 April 2020] 

 
(4) In this section— 
arm’s length debt amount in relation to a foreign-controlled resident company, means the 
amount of debt that a financial institution that is not an associate of the company would be 
prepared to lend to the company having regard to all the circumstances of the company; 
 
debt in relation to a foreign-controlled resident company, means the greatest amount, at any 
time during a tax year, of the debt obligations of the company on which interest is payable as 
determined according to generally accepted accounting principles; 
 
debt obligation means an obligation to make a repayment of money to another person, 
including obligations arising under promissory notes, bills of exchange and bonds; 
 
equity in relation to a foreign-controlled resident company, means the greatest amount, at any 
time during a tax year, of the equity of the company as determined according to generally 
accepted accounting principles; and 
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foreign-controlled resident company means a resident company in which more than 50% of 
the membership interests in the company are held by a non-resident person either alone or 
together with an associate or associates. 


