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Tax Insights 

ATO compliance approach for related 
party debt derivatives  

The Australian Taxation Office (ATO) released the final version of Schedule 2 to PCG 2017/4 on 27 

November 2019. PCG 2017/4 sets out the ATO’s view on various risks presented by cross border 
related party financing arrangements. 

Schedule 2 deals with the ATO’s views on specific risks in related party derivative arrangements 

that are used to hedge or manage economic exposure. As is common with the PCG format, colour 

coded risk ratings are provided for taxpayers to assess the risk level assumed by the ATO for their 

particular arrangements. 
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A draft version of Schedule 2 was released on 1 August 2018, and the final version remains very 

similar to the approach articulated in that draft. In this regard, the finalised PCG maintains 14 risk 

indicators that taxpayers must self-assess themselves against, using Yes/No answers, for each of 

their related party derivatives. However, some changes from the draft that taxpayers should take 

note of include: 

• The term ‘derivative’ in Schedule 2 is based on the definition used in Australian Accounting 

Standard AASB 139, with the added requirement that the derivative must be related to a 

financing arrangement with a related party to be within scope of Schedule 2. However, the 

definition of arrangements addressed by the Schedule has been broadened in the final version 

to now also encompass total return swaps (TRS) even when these TRSs are with entirely 

unrelated parties. Accordingly, these arrangements are expected to be scored under the risk 

rating schema. The basis of this change in the definition is not explained in the Schedule but it 

is significant that a PCG dealing with related party financing now also addresses itself to certain 

unrelated party arrangements.  

• One of the risk questions that the ATO poses to taxpayers has been slightly ameliorated by 

changing from “The derivative associated with the underlying transaction is initially with a 

related party, but it is ultimately back to back with a non-related party in the market on 

precisely the same terms” to “…The derivative associated with the underlying transaction is 

initially with a related party, but it is ultimately backed out to the market to a non-related party 

dealing at arm’s length to mirror the same terms” (emphasis added). The precise impact of 

this change in the wording is not clear in the Schedule, however it appears to mean that there 

is slightly more latitude regarding how closely the terms match the market. 

• The definition of a “low tax jurisdiction” has been amended to a corporate tax rate of below 

15% (previously it was 18%). 

The other main change to the Schedule concerns paragraphs on how the ATO will treat taxpayers 

who seek to transition to the green zone as a result of the publication of the Schedule. Taxpayers 

are encouraged to notify the ATO if they choose to do this, and a remission of shortfall penalties 

and GIC (but not any underlying primary tax), using the Commissioner’s discretion in this area, is 

held out as being available in these circumstances. This approach is common with all newly 

published PCGs, and the opportunity to take this up extends to 30 June 2020. 

The newly published Schedule 2 to PCG 2017/4 has effect from 1 January 2019. Taxpayers should 

carefully review their derivative arrangements and seek assistance from their advisors if they are 

uncertain about any aspect of the Schedule. 
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