
1. Problem statement and scope 

This thesis explores one of the most significant trends in the 

development of global anti-avoidance rules; namely, ‘thin 

capitalisation rules’. These rules are perceived as anti-

avoidance rules which limit tax base erosion from cross-border 

intercompany activities by multinational enterprises’ (MNEs’). 

This has resulted in their exponentially increasing popularity 

internationally. 

 

 

 

 

 

 

 

 

 

However, the phenomenon of thin capitalisation arises from the 

decisions of revenue authorities to create a tax-induced cross-

border debt bias (the underlying ‘disease’), which presents 

opportunities for tax base erosion. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This is exacerbated in the cross-border intercompany context, 

particularly given the increasing mobility of capital. Currently, 

“we cannot observe how a firm structures its internal affairs in a 

tax-optimal manner”. 
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3. Research methods 
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3.2. Legal analysis 

A longitudinal, legal analysis by reference to good 

tax design principles of ACE-variants in Belgium and 

Italy, and thin capitalisation rules in Australia, has not 

yet been extensively carried out in the literature.  

This gap will be explored through a comparative 

analysis of these legislative frameworks to 

investigate the reasons for the ongoing persistence 

of Australia’s thin capitalisation rules compared to 

Belgium’s and Italy’s ACE-variants.  

4. Preliminary findings 

The tax optimisation model developed by this thesis shows that it is more effective to align the tax treatment of intercompany funding to eliminate the 

tax incentive for thin capitalisation. In conjunction with the legal comparative analysis,  this forms the basis for suggested improvements to the existing 

tax regimes. This presents the foundations for a cross-border ACE-CBIT proposal or an expanded thin capitalisation regime as an alternative to 

existing thin capitalisation rules.  
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2. Original contribution 

The aim of this research is to improve the tax design of anti-avoidance rules governing MNEs’ cross-border intercompany deductions by introducing 

the concept of the tax-induced cross-border ‘funding bias’.  

To date, the literature has primarily focussed on the ‘debt bias’, which arises from the distortion in the tax treatment between debt and equity financing. 

Reforms traditionally designed to address the domestic debt bias include: the allowance for corporate equity (ACE), a comprehensive business 

income tax (CBIT) or a combined ACE-CBIT.   

On the other hand, the funding bias also includes licensing and leasing activities in addition to debt and equity financing. This presents a novel 

contribution to the literature. 

3.1. Modelling intercompany behaviour 

While general equilibrium modelling is utilised throughout the literature, optimisation modelling using linear programming remains largely 

unexplored in the context of anticipating MNE behaviour. To date, only two preliminary papers exist in this area.  The most sophisticated model thus 

far utilises Excel Solver in a 6-jurisdiction MNE with 2 constraint functions across 2 scenarios considering intercompany debt and equity flows only, 

subject to thin capitalisation rules. Unlike existing models which consider the MNE behaviours only, this model undertakes multiobjective 

optimisation by incorporating the government perspective. Further, this research improves existing models by utilising the CPLEX Optimizer in a 4-

jurisdiction MNE with 26 constraint functions across over 20 scenarios with intercompany debt, equity, licensing and leasing activities, subject to 

thin capitalisation rules, withholding taxes and foreign tax credits. This constitutes a novel contribution to the literature. 
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