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STANDARD INTERPRETATION GUIDELINE 2021-26 
 

DEBT FORGIVENESS 
INCOME TAX ACT 2015 – SECTION 17(1)(f)   

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

operational practice in relation to debt forgiven rules and its taxation rules under the Income Tax Act 2015  

 

It 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 and its Regulations (unless otherwise 

stated) 

 

This SIG is in effect from 1st August 2021 to 31st March 2022. 

 

The SIG is hereinafter withdrawn following the changes to the Income Tax ACT 2015 from the 2021-2022 

National Budget [Revised Budget] and is replaced with SIG 2022-02 effective 1st April 2022. 
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PURPOSE 

1. The purpose of this Standard Interpretation Guideline (SIG) is to provide guidance to the taxpayer 

community on the income tax rules on commercial debt that is forgiven between associates for the 

purpose of Income Tax Act 2015. 

 

2. The COVID-19 Response Budget and the subsequent National Budgets have introduced some 

exemptions on the application of the conventional rules which apply to commercial debt that is forgiven 

between associates. 

 

3. Consequently. the CEO is appreciative of the need to provide awareness on the usual taxation rules 

which relate to debt forgiven and the exemptions and relaxation from these rules under the recent 

National Budget amendments. 

 

INTRODUCTION  

4. The business income of a taxpayer is included as gross income as part of the computation of 

chargeable income. 

  

5. A commercial debt that is forgiven between associates is usually regarded as business income, meaning 

that the amount of debt that is forgiven is included as gross income and therefore included in the 

computation of chargeable income of the taxpayer. 

  

6. The SIG looks at the nature of debts and the relationship that must exist between the borrower and 

lending entity for the debt forgiven rules to apply.  

  

7. As mentioned above, the COVID 19 Supplementary Budget had introduced some relaxation or 

exemptions of such rules in order to promote an influx of funds into the country. On 26th March 2020, 

the Honorable Aiyaz Sayed-Khaiyum, Attorney-General and Minister for Economy, Civil Service and 

Communications stated the following in Parliament during the COVID-19 Response Budget 

deliberations:  

“Debt forgiveness by associated companies will not be subject to income tax. This applies to the forgiving 
of any and all outstanding debt, effective from 1 April 2020 through 31 December 2020.”   
 

8. The relaxation of such rules was further extended to debts that are forgiven prior to 31 December 2022 

in the 2020-2021 National Budget and the 2021-2022 National Budget. This will be discussed in this SIG. 

  

9. 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. 

  

10. The full text of the legislative provisions is contained in the Appendix.  
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LEGISLATIVE ANALYSIS 
 
11. Section 17(1)(f) of the Income Tax Act provides that any commercial debt between associates that is 

forgiven is included in the business income of a person conducting a business.   

  

12. The key elements from section 17(1)(f) include: 

a. the debt must be a commercial debt; 

b. the debt must be between associates; and 

c. the debt is forgiven. 

A Commercial Debt  

13. A commercial debt is a debt where the interest component (or an amount in the nature of interest) of 

the debt that is paid or payable may be deducted by the debtor from the business income. This simply 

means that the interest expense in relation to the debt is incurred in order to derive taxable business 

income of the debtor.  

 

14. This also applies to debt where the debt is interest free (or free from an amount in the nature of 

interest), but if such debt would have been subject to interest, the interest would have been an 

allowable deduction by the debtor as the debt was incurred in order to derive taxable income.  

  

15. A debt that is incurred to finance personal expenses of the debtor or to finance expenditure which will 

not be used to derive taxable income included in the gross income of the debtor will not be regarded as 

a commercial debt.   

  

For example, a sole trader that has taken a loan or has entered into debt to finance their personal 

residence will not qualify as a commercial debt.   

  

16. Similarly, a taxpayer whose income is fully exempt from income tax entering into debt would not classify 

such debt as commercial debt for tax purposes as any interest on such loans would not be allowed as 

an allowable deduction since no taxable income is derived by the taxpayer1.  

  

17. It is not necessary that the debt is provided by means of cash but may be provided by a means of supply 

of trading stock, capital assets or other assets which creates an obligation on the debtor to repay for 

such assets in reference to its value to the creditor.  

  

18. If the debt is not a commercial debt, the forgiveness of such debt will not have any income tax 

implications on the debtor under section 17(1)(f) of the Income Tax Act 2015. 

A Debt between Associates  

19. A person would be regarded as an associate of another is there is a relationship that exists between the 

two persons where one or both persons may reasonably be expected to act in accordance with the 

directions, requests, suggestions, or wishes of the other.  

  

 
1 Debt forgiven for such taxpayers would have no impact on business income or chargeable income in any case as the 
income of the taxpayer is exempt from income tax 
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20. This is further extended to situations where one or both the persons may be expected to act in 

accordance with the directions, requests, suggestions, or wishes of a third party.  

  

21. The determination of associates is not solely based on reason of an employment relationship or a service 

provider and client relationship. However, if there are other reasons to substantiate the relationship 

where one person may act in accordance with the directions, requests, suggestions, or wishes of the 

other (such as family ties), the employer and employee or service provider and client would be regarded 

as associates. 

  

22. For example, Abdul is a legal practitioner who has Sera as his client. Abdul and Sera would not be 

regarded as an associate by virtue of the client relationship alone. However, if Sera is a family member 

of Abdul (perhaps spouse) then Abdul and Sera would be regarded as associates for taxation purposes.  

  

23.  The following arrangements would classify the parties as associates as well: 

Taxpayer Relation 

Individual Relative of the individual except if the CEO is satisfied that neither person may 

reasonably be expected to act in accordance with the directions, requests, 

suggestions or wishes of the other 

Partnership Partners and the partnership if the partner, either alone or together with an 

associate or associates under another application of this section, controls more 

than 50% of the rights to income or capital of the partnership 

Trust person who benefits under the trust or who may benefit under the trust through 

the exercise of a power of appointment or otherwise 

Company 

a member of a company and the company, if the member, either alone or 

together with an associate or associates under another application of this 

section, controls either directly or through one or more interposed persons— 

i. more than 50% of the voting power in the company; 

ii. more than 50% of the rights to dividends; or 

iii. more than 50% of the rights to capital; 

two companies, if a person, either alone or together with an associate or 

associates under another application of this section, controls either directly or 

through one or more interposed persons— 

i. more than 50% of the voting power in both companies; 

ii. more than 50% of the rights to dividends in both companies; or 

iii. more than 50% of the rights to capital in both companies. 

 

24. It is important to note that for a company, it is not only the control that a particular member or company 

has in relation to the company directly, but also indirectly through other associates.  

 

For example, in a private company owned by family members, a shareholder may have 10% ownership 

of the issued shares in the company and therefore has less than 50% voting power, right to dividends 
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and capital. However, the shareholder would treat other shareholders as an associate as there exists a 

relationship where one might act in accordance with the directions, requests, suggestions, or wishes of 

the other. If the other family members own the remaining 90% of issued shares in the company, then 

the shareholders (and all other shareholders) would be seen as having control over the running of the 

company and would therefore be regarded as associates. 

  

25. Furthermore, if there is a change in shareholding of a member of the company from when a debt is 

entered into and when the debt is forgiven, the CEO will look at the presence of a relationship where 

the shareholder could have required the company to act in accordance with the directions, requests, 

suggestions, or wishes of the shareholder at both point in the transaction, that is, when a debt was 

provided by the member and when the debt was forgiven. 

  

If such a relationship exists or existed at any of the two points, then the member would be regarded as 

an associate of the company. 

  

26. The table in paragraph 23 is not meant to exclude any particular relationship from being regarded as 

associates but is inclusive in nature. There may be instances where a related party may not meet the 

requirements as stated in the table but would still have a relation one person may act in accordance 

with the directions, requests, suggestions, or wishes of the other.  

  

27. If the debt that is forgiven is not between associates, then the forgiveness of such debt will not have 

any income tax implications on the debtor under section 17(1)(f) of the Income Tax Act 2015  

A Debt that is Forgiven  

28. There are a number of scenarios where a debt would be regarded as being forgiven. Generally, this 

would include situations where: 

a. the debtor’s obligation to pay the debt is released or waived, or is otherwise extinguished 

other than by repaying the debt in full; or 

b. the period within which the creditor is entitled to sue for the recovery of the debt ends, as a 

result of the operation of the Limitation Act2, without the debt having been paid3. 

  

29. There may be scenarios where an agreement or arrangement is entered into by the debtor and 

creditor to cease the debtor’s obligation to pay whole or part of the debt at a particular future time 

without any financial or other obligation being incurred by the debtor. In such scenarios, the debt 

or part of the debt is taken to be forgiven when the agreement or arrangement is entered into.  

 

This applies regardless of whether the agreement or arrangement is enforceable by legal 

proceedings or where the debtor incurs obligations which are of a nominal or insignificant amount 

or kind4.  

 

 
2 Limitation Act 1971 
3 Section 17(1A) of ITA 2015 
4 Section 17(1A) of ITA 2015 
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For example, ACo and BCo enter into a loan agreement where ACo lends $250,000 to BCo. After a 

year or so, ACo and BCo enter into an agreement where BCo’s obligation to repay ACo ceases and 

in return BCo will transfer a motor vehicle with the current market valuation of $5,000.  

 

CEO’s position: The motor vehicle would be regarded as being of nominal or an insignificant amount 

relative to the debt, therefore the debt ($245,000) would be regarded as forgiven instead of the 

whole debt being regarded as settled. 

The Limitation Act 1971 

30. Section 4 of the Limitation Act 1971 prescribes a 6-year timeline where actions cannot be brought after 

the expiration of 6 years from the date in which the cause of action accrued including actions founded 

on a contract or agreement5.  

   

31. As such, if the debt remains unpaid upon the expiry of 6 years from the date in which the debt was to 

be repaid then the debt is deemed to be forgiven for the purpose of the Income Tax Act. 

  

32. For example, Parent Co lent $100,000 to Subsidiary Co on 1st January 2014 with the first repayment of 

$60,000 due on 31st July 2015 and the remaining $40,000 due on 31st July 2016. On 1st August 2021, the 

debt remains unpaid. What are the tax implications? 

 

CEO’s position: The repayment of $60,000 became due and enforceable on 31st July 2015. As of 1st 

August, 2021, Parent Co will not be able to bring any action to recover the $60,000 as 6 years have 

passed from 31st July 2015. Therefore, the $60,000 would be regarded as forgiven for tax purposes and 

would be included as business income of Subsidiary Co.  

 

Parent Co still has till 31st July 2022 to recover the $40,000 through an action in recovery. Consequently, 

this amount cannot be regarded as forgiven as at 1st August 2021.  

 

33. There are also circumstances where funds are provided through debt which are interest free and 

repayable upon demand. In such scenarios, if the debt remains unpaid within 6 years from when the 

debt is provided, the entire amount is regarded as forgiven and is included as business income of the 

debtor. 

Examples  

34. X&Y Associates (a partnership) required a finance facility in order to purchase some capital for the 

purposes of their business. They approached Credit Co, a financial institution to get a loan Credit Co. 

agreed to finance the purchase of the capital with a loan of $50,000. X&Y Associates had been faithful 

to their repayments for three years which reduced the loan to $5,000.  

 

Following this, X&Y Associates could not meet their financial obligations to Credit Co. who then agreed 

to forgive the remaining sum. Would this amount of debt which was forgiven have any income tax 

implications under section 17(1)(f) of the ITA 2015? 

 

 
5 Section 4 of Limitations Act 1971 
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CEO’s position: The CEO will look at the following criteria- 

1. Is the debt a commercial debt? 

2. Is the debt  

 

 

The Deduction by the Creditor 

35. A commercial debt that is forgiven between associates will have income tax implications on the debtor 

where such amounts would be regarded as business income of the debtor and would therefore be 

subject to income tax.  

  

36. On the other side of the equation, the creditor or the lending entity may be entitled to an allowable 

deduction of bad debt under section 26 of the Income Tax Act 2015.  

  

37. In order to qualify for the deduction, the amount of the debt— 

a. should have previously included in the gross income of the person, that is, it should have been 

subject to income tax in the hands of the creditor already; or 

b. was lent by a person whose normal course of carrying on a business is money lending to derive 

taxable business income. 

  

38. Furthermore, there must be reasonable grounds to believe that the debt is irrecoverable, that is, there 

is reasonable expectation that the debt will not be recovered from the debtor given the circumstances 

of the debtor.  

  

39. FRCS will issue a separate SIG to provide comprehensive guidelines on the Bad Debts deductions under 

section 26 of the ITA 2015 at a later date. 

 

Relaxation of the Debt Forgiven Rules 

40. From 1st April 2020, through the COVID-19 Response National Budget and the subsequent National 

Budgets, an exemption from the usual debt forgiven rule is provided where any commercial debt 

between associates that is  

a. incurred on or before 31 December 2021; and  

b. forgiven on and from 1 April 2020 to 31 December 2022, 

is not included in the business income of a person conducting a business. 
  

41. The implications of the above is that any commercial debt that was incurred on or before 31st December 

2021 and is forgiven within 1st April 2020 to 31st December 2022 is not regarded as business income 

which consequently means that the same is not subject to income tax.  

 

42. To determine when the debt was incurred, the Chief Executive Officer will look at the date on which the 

loan agreement was executed or the date in which the funds were transferred from the lender to the 

borrower (where there is no loan agreement).  

 

43. Where there is debt that has arisen in relation to supply in kind, the CEO will look at the relevant source 

documents and any agreements to determine the date on which the debt was incurred. 
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44. Example,  

A and B are subsidiaries of C, making all three associates. On 1st April 2018, C provides a loan of $500,000 

to B to fund its operations. On 15th May 2020, C decides to forgive the debt owed by B. What are the 

tax implications? 

CEO’s position: The loan was incurred prior to 31st December 2021 and the same was forgiven between 
1st April 2020 and 31st December 2022. Therefore, the debt forgiven will not be considered as business 
income for B. 
  

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

 
  

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

INCOME TAX ACT 2015 
[Section 2] Interpretation 
associate has the meaning in section 4; 
 

[Section 4] Associate 
 
(1) Subject to subsection (2), 2 persons are associates if the relationship between the 2 
persons is such that one person may reasonably be expected to act in accordance with 
directions, requests, suggestions or wishes of the other person, or both persons may reasonably 
be expected to act in accordance with the directions, requests, suggestions or wishes of a third 
person. 
 
(2) Two persons are not associates solely by reason of the fact that one person is an employee 
or client of the other, or both persons are employees or clients of a third person. 
 
(3) Without limiting the generality of subsection (1), the following are treated as associates— 
 

a) an individual and a relative of the individual, except if the CEO is satisfied that neither 

person may reasonably be expected to act in accordance with the directions, requests, 

suggestions or wishes of the other; 

b) a partner in a partnership and the partnership, if the partner, either alone or together 

with an associate or associates under another application of this section, controls more 

than 50% of the rights to income or capital of the partnership; 

c) a trust and a person who benefits under the trust or who may benefit under the trust 

through the exercise of a power of appointment or otherwise; 

d) a member of a company and the company, if the member, either alone or together with 

an associate or associates under another application of this section, controls either 

directly or through one or more interposed persons— 

i. more than 50% of the voting power in the company; 

ii. more than 50% of the rights to dividends; or 

iii. more than 50% of the rights to capital; 

e) two companies, if a person, either alone or together with an associate or associates 

under another application of this section, controls either directly or through one or more 

interposed persons— 

i. More than 50% of the voting power in both companies; 

ii. more than 50% of the rights to dividends in both companies; or 

iii. more than 50% of the rights to capital in both companies. 

 
(4) In applying subsection (3)(b), (d) or (e), holdings that are attributable to a person from an 
associate are not reattributed to another associate. 

 
[Section 17] Business Income 

 
(1) The following are included in the business income of a person conducting a business— 
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f) any commercial debt between associates that is forgiven. 
 
(1A) For the purpose of subsection (1)(f)— 
 
commercial debt means a debt where— 
 

a) the whole or any part of interest, or of an amount in the nature of interest, paid or 

payable in respect of the debt may be deducted by the debtor from business income; or 

b) interest, or an amount in the nature of interest, is not payable in respect of the debt 

but, had interest or such an amount been payable, the whole or any part of the interest 

or amount may be deducted by the debtor from business income; and 

 
forgiven, in the case of a commercial debt, means a debt— 
 

a) where— 

i. the debtor’s obligation to pay the debt is released or waived, or is otherwise 

extinguished other than by repaying the debt in full; or 

ii. the period within which the creditor is entitled to sue for the recovery of the 

debt ends, as a result of the operation of the Limitation Act (Cap 35), without the 

debt having been paid; and 

b) in the case of paragraph (a)(i), where— 

i. the debtor and creditor in relation to a debt enter into an agreement or 

arrangement, whether or not enforceable by legal proceedings; 

ii. under the agreement or arrangement, the debtor’s obligation to pay the whole 

or a part of the debt is to cease at a particular future time; and 

iii. the cessation of the obligation is to occur without the debtor incurring any 

financial or other obligation, other than an obligation that, having regard to the 

debtor’s circumstances, is of a nominal or insignificant amount or kind, 

 
the debt or part of the debt is taken to be forgiven when the agreement or arrangement is 
entered into. 
 

(1B) Notwithstanding subsection (1)(f), any commercial debt between associates that is— 
a) incurred on or before 31 December 2021; and 

b) forgiven on and from 1 April 2020 to 31 December 2022, 

is not included in the business income of a person conducting a business. 
 


