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Guide to capital gains tax 2017
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/Last modified: 19 Feb 2018QC 51236
 Guide to capital gains tax 2017
 About this guideThe Guide to capital gains tax 2017 explains how capital gains tax (CGT) worksand will help you calculate your net capital gain or net capital loss for 2016–17 soyou can meet your CGT obligations. There are links to worksheets in this guide tohelp you do this.
 Sections in this guide:
 IntroductionWhat's newPart A – About capital gains taxPart B – Completing the capital gains section of your tax returnPart C – Instructions for companies, trusts and funds (entities)AppendixesPublications and rulingsMore information
 This guide is not available in print or as a downloadable PDF (Portable DocumentFormat) document.
 Who should use this guide?
 An individual, company, trust or superannuation fund can use this guide to work outtheir CGT obligations.
 Individuals may prefer to use the shorter, simpler Personal investors guide to capitalgains tax 2017 (NAT 4152) if, during 2016–17, they only:
 sold some shares
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sold some units in a managed fund, orreceived a distribution of a capital gain from a managed fund.
 A company, trust or superannuation fund may be required to complete and lodge aCapital gains tax (CGT) schedule 2017 (NAT 3423) (CGT schedule) as explained inPart C.
 If you have a small business, you should get the publication Small business CGTconcessions.
 This guide does not deal fully with the CGT position of:
 an individual or entity that is not an Australian resident for tax purposesa company that is the head company of a consolidated group. The rules thatapply to members of a consolidated group modify the application of the CGTrules. For more information about the consolidation rules, see Consolidation.
 This guide does not cover individuals or entities whose gains or losses are notsubject to CGT but are covered under other tax law; for example, gains or lossesfrom:
 carrying on a business of share trading; see Carrying on a business of sharetradingproperty renovation activities.
 Publications and services
 To find out how to obtain a publication referred to in this guide, see Publicationsand rulings. For information about our other services, see More information.
 Introductionhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=2Last modified: 19 Feb 2018QC 51236
 This guide will help you work out whether any of the assets you own or may own inthe future, and any events that happen, are subject to CGT. It tells you how to workout your capital gain or capital loss, and what records you need to keep.
 New terms
 We may use some terms that are new to you. These words are explained inDefinitions. Generally they are also explained in more detail in the section wherethey first appear.
 While we have sometimes used the word ‘bought’ rather than ‘acquired’, you mayhave acquired an asset subject to CGT (a CGT asset) without paying for it (for
 2 of 293
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example, as a gift or through an inheritance). Similarly, we refer to ‘selling’ such anasset when you may have disposed of it in some other way (for example, by giving itaway or transferring it to someone else). Whether by sale or by any other means, allof these disposals are CGT events.
 Your tax return
 Whether you are an individual or an entity (company, trust or fund), if you have acapital gain or capital loss for 2016–17, this guide will help you to complete thecapital gains item on your tax return.
 Worksheets
 You may wish to use the two CGT worksheets provided to help you keep track ofyour records and make sure you pay no more CGT than necessary.
 There is:
 a Capital gain or capital loss worksheet (PDF, 134KB) for working out yourcapital gain or capital loss for each CGT eventa CGT summary worksheet for 2016–17 tax returns (PDF, 170KB) (CGTsummary worksheet) to help you summarise your capital gains and capitallosses and produce the final net amount you need to include on your taxreturn.
 You can print out these forms and complete them as you work through the guide.
 CGT schedule
 If you are a company, trust, attribution managed investment trust (AMIT) orsuperannuation fund with total capital gains or capital losses of more than $10,000this income year or you have applied the CGT relief for the 2016–17 year, you mustcomplete a Capital gains tax schedule 2017 (CGT schedule). Multi-class AMITsmust lodge a separate CGT schedule for each class that has total capital gains orlosses of more than $10,000. Partnerships and individuals who lodge a paper taxreturn are not required to lodge a schedule. Individuals who have entered into anearnout arrangement which requires an amendment to a prior year's assessmentshould also lodge a schedule.
 The CGT schedule is explained in detail in part C. Part C provides instructions forcompanies, trusts and funds. Although the instructions for individuals are in part Bof this guide, individuals who have entered into an earnout arrangement will alsohave to refer to Item 7 of Step 4 of Part C if an amendment to a prior year'sassessment is required.
 What's newhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-
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detail/Publications/Guide-to-capital-gains-tax-2017/?page=3Last modified: 19 Feb 2018QC 51236
 Foreign resident capital gains withholding payments
 The foreign resident capital gains withholding regime applies to transactionsentered into on or after 1 July 2016.
 A 10 percent withholding obligation will apply to the disposal of:
 taxable Australian real property with a market value of $2 million or morean indirect Australian real property interestan option or right to acquire such property or interest.
 Where the vendor of these Australian assets is a foreign resident, the purchasermust pay 10 per cent of the purchase price to the ATO as a foreign resident capitalgains withholding payment.
 A vendor can claim a credit for the foreign resident capital gains withholdingpayment the purchaser has made to the ATO by lodging a tax return for the relevantyear.
 See New legislation for more information about foreign resident capital gainswithholding:
 obligationsexclusions, andexceptions.
 Transitional CGT relief
 Transitional CGT relief is available for funds to provide temporary relief from certaincapital gains that might arise as a result of individuals complying with the newtransfer balance cap and Transition-to-Retirement Income Stream (TRIS) reforms,both of which commenced on 1 July 2017. It applies to certain CGT assets held bya complying SMSF at all times from 9 November 2016, to 30 June 2017.
 CGT relief is not automatic; it must be chosen by a trustee for a CGT asset. If CGTrelief is chosen, the trustee will need to advise us in the CGT schedule on, orbefore, the day they are required to lodge their fund’s 2016–17 income tax return.The decision is irrevocable.
 For more information regarding transitional CGT relief, see LCR 2016/8Superannuation reform: transfer balance cap and transition-to-retirement reforms:transitional CGT relief for superannuation funds.
 Norfolk Island residents
 From 1 July 2016, CGT applies to CGT assets acquired by Norfolk Island residentsafter 23 October 2015. If you were a resident of Norfolk Island on 23 October 2015you may be able to disregard any capital gain or loss made on a CGT asset you
 4 of 293
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held at that time. For more information see Other exemptions - Norfolk Islandresidents and Norfolk Island tax and super - Capital gains tax.
 Early Stage Innovation Company Investors
 From 1 July 2016, if you invest in a qualifying early stage innovation company youmay be eligible for a modified capital gains tax (CGT) treatment, under which youmay disregard capital gains on qualifying shares that are continuously held for atleast 12 months and less than ten years.
 If you are an investor who acquired newly issued shares in a qualifying early stageinnovation company and you make a capital gain on these shares from a CGTevent that takes place in 2016–17, then that gain will be subject to ordinary CGTtreatment.
 You must disregard capital losses made on your investment in a qualifying earlystage innovation company that is held for less than ten years.
 Small business restructure rollover
 Small business restructure rollover applies to transfers of active assets from oneentity to one or more entities on or after 1 July 2016.
 The rollover applies to the transfer of active assets that are CGT assets, tradingstock, revenue assets or depreciating assets. For more information, see: Smallbusiness restructure rollover.
 Capital gains tax changes for foreign investors
 On 9 May 2017 the Government announced that Australia's foreign resident capitalgains tax (CGT) regime will be extended to deny foreign and temporary taxresidents access to the CGT main residence exemption. This change applies fromthe date of announcement.
 Properties held prior to this date will be grandfathered until 30 June 2019.Legislation is being developed for this measure. For more information, see: Capitalgains tax changes for foreign investors.
 Part A – About capital gains taxhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=4Last modified: 19 Feb 2018QC 51236
 In this section:
 Do you need to read this part of the guide?
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 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=4

Page 6
                        

Does capital gains tax apply to you?How to work out your capital gain or capital lossKeeping recordsTrust distributionsInvestments in shares and unitsForestry managed investment scheme interestsCGT and the TOFA rulesReal estate and main residenceLoss, destruction or compulsory acquisition of an assetMarriage or relationship breakdownDeceased estatesEarnout arrangements
 Do you need to read this part of the guide?
 To find out, answer the following questions. If you answer No to all questions, youdon’t need to read part A. Go to part B.
 Have you applied an exemption or rollover?
 If yes then see Exemptions and rollovers.
 Have you applied the transitional CGT relief?
 If yes then see Transitional CGT relief.
 Do you need information about the three methods of calculating a capital gain?
 If yes then see How to work out your capital gain or capital loss.
 Have you received a distribution of a capital gain from a managed fund or other unittrust in 2016–17?
 If yes then see Trust distributions.
 Have you sold shares or units in a unit trust in 2016–17?
 If yes then see Investments in shares and units.
 Did you sell real estate or your home (main residence) in 2016–17?
 If yes then see Real estate and main residence.
 Do you need help completing the capital gains item on your individual tax return?
 If yes then see the relevant sections in part A, then work through part B.
 Do you need help completing the capital gains item on your entity’s tax return?
 If yes then see the relevant sections in part A, then work through part C.
 6 of 293
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Does capital gains tax apply to you?
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=5Last modified: 19 Feb 2018QC 51236
 This section provides general background information about CGT and whether andhow it applies to you.
 What is capital gains tax and what rate of tax do you pay?CGT is the tax that you pay on any capital gain you include on your annual incometax return. It is not a separate tax, merely a component of your income tax. You aretaxed on your net capital gain at your marginal tax rate.
 Your net capital gain is:
 your total capital gains for the year
 minus
 your total capital losses for the year and any unapplied net capital losses fromearlier income years
 minus
 any CGT discount and small business CGT concessions to which you areentitled.
 If your total capital losses for the income year are more than your total capital gains,the difference is your net capital loss for the year. You can carry it forward to laterincome years to be deducted from future capital gains. (You cannot deduct capitallosses or a net capital loss from your income). There is no time limit on how longyou can carry forward a net capital loss. You apply your net capital losses in theorder that you make them.
 There are special rules for capital losses made on collectables. You cannot make acapital loss on a personal use asset.
 If you are completing a tax return for an individual and want more information onhow to apply your capital losses, see steps 5 and 6 in part B of this guide. For moreinformation for companies, trusts and funds or for completing the CGT summaryworksheet, see step 2 in part C of this guide.
 Capital gain or capital loss
 You make a capital gain or capital loss if a CGT event happens. You can also makea capital gain if a managed fund or other trust distributes a capital gain to you.
 For most CGT events, your capital gain is the difference between your capitalproceeds and the cost base of your CGT asset. For example, if you sell an asset formore than you paid for it, the difference is your capital gain. You make a capital lossif your reduced cost base of your CGT asset is greater than the capital proceeds.
 7 of 293
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Generally, you can disregard any capital gain or capital loss you make on an assetif you acquired it before 20 September 1985 (pre-CGT). For details of some otherexemptions, see Exemptions and rollovers.
 There are special rules that apply when working out gains and losses fromdepreciating assets. A depreciating asset is a tangible asset (other than land ortrading stock) that has a limited effective life and can reasonably be expected todecline in value over the time it is used. Certain intangible assets are alsodepreciating assets.
 If you use a depreciating asset for a taxable purpose (for example, in a business)any gain you make on it is treated as ordinary income and any loss as a deduction.It is only when a depreciating asset has been used for a non-taxable purpose (forexample, used privately) that you can make a capital gain or capital loss on it. Fordetails on the CGT treatment of depreciating assets, see CGT and depreciatingassets.
 To work out whether you have to pay tax on your capital gains, you need to know:
 whether a CGT event has happenedthe time of the CGT eventwhat assets are subject to CGThow to calculate the capital gain or capital loss (how to determine your capitalproceeds, cost base and reduced cost base; how to apply capital losses andthe methods available to calculate a capital gain)whether there is any exemption or rollover that allows you to reduce ordisregard the capital gain or capital losswhether the CGT discount applieswhether you are entitled to any of the small business CGT concessions.
 What is a CGT event?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=6Last modified: 19 Feb 2018QC 51236
 CGT events are the different types of transactions or events that may result in acapital gain or capital loss. Many CGT events involve a CGT asset; some relatedirectly to capital receipts (capital proceeds).
 You need to know which type of CGT event applies in your situation because itaffects how you calculate your capital gain or capital loss and when you include it inyour net capital gain or net capital loss.
 The range of CGT events is wide. Some happen often and affect many peoplewhile others are rare and affect only a few people. There is a summary of thevarious types of CGT events at appendix 1.
 8 of 293
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The most common CGT event happens if you dispose of a CGT asset to someoneelse, for example, if you sell it or give it away, including to a relative.
 A CGT event also happens when:
 an asset you own is lost or destroyed (the destruction may be voluntary orinvoluntary)shares you own are cancelled, surrendered or redeemedyou enter into an agreement not to work in a particular industry for a set periodof timea trustee makes a non-assessable payment to you from a managed fund orother unit trustsyou have an annual cost base reduction that exceeds the cost base of yourinterest in an attribution managed investment trusta company makes a payment (not a dividend) to you as a shareholdera liquidator or administrator declares that shares or financial instruments youown are worthlessyou receive an amount from a local council for disruption to your businessassets by roadworksyou stop being an Australian residentyou enter into a conservation covenantyou dispose of a depreciating asset that you used for private purposes.
 Subdividing land does not result in a CGT event if you retain ownership of thesubdivided blocks. Therefore, you do not make a capital gain or a capital loss at thetime of the subdivision.
 Australian residents make a capital gain or capital loss if a CGT event happens toany of their assets anywhere in the world. As a general rule, foreign residents makea capital gain or capital loss only if a CGT event happens to a CGT asset that istaxable Australian property.
 Order in which CGT events apply
 If more than one CGT event can happen, use the one that is most specific to yoursituation.
 Time of the CGT event
 The timing of a CGT event is important because it determines in which income yearyou report your capital gain or capital loss.
 If you dispose of a CGT asset to someone else, the CGT event happens when youenter into the contract for disposal. If there is no contract, the CGT event generallyhappens when you stop being the asset’s owner.
 Example 1: Contract
 In June 2017, Sue enters into a contract to sell land. The contract is settledin October 2017.
 9 of 293
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Sue makes the capital gain in the 2016–17 year (the income year she entersinto the contract), not the 2017–18 year (the income year settlement takesplace).
 If a CGT asset you own is lost or destroyed, the CGT event happens when you firstreceive compensation for the loss or destruction. If you do not receive anycompensation, the CGT event happens when the loss is discovered or thedestruction occurred.
 Example 2: Insurance policy
 Laurie owned a rental property that was destroyed by fire in June 2016. Hereceived a payment under an insurance policy in October 2016. The CGTevent happened in October 2016.
 CGT events relating to shares and units, and the times of the events, are dealt within Investments in shares and units.
 What is a CGT asset?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=7Last modified: 19 Feb 2018QC 51236
 Many CGT assets are easily recognisable, for example, land, shares in a company,and units in a unit trust. Other CGT assets are not so well understood, for example,contractual rights, options, foreign currency and goodwill. All assets are subject tothe CGT rules unless they are specifically excluded.
 CGT assets fall into one of three categories:
 collectablespersonal use assetsother assets.
 Collectables
 Collectables include the following items that you use or keep mainly for the personaluse or enjoyment of yourself or your associates:
 paintings, sculptures, drawings, engravings or photographs, reproductions ofthese items or property of a similar description or use
 10 of 293
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jewelleryantiquescoins or medallionsrare folios, manuscripts or bookspostage stamps or first day covers.
 A collectable is also:
 an interest in any of the items listed abovea debt that arises from any of those itemsan option or right to acquire any of those items.
 You can only use capital losses from collectables to reduce capital gains (includingfuture capital gains) from collectables. However, you disregard any capital gain orcapital loss you make from a collectable if any of the following apply:
 you acquired the collectable for $500 or lessyou acquired an interest in the collectable for $500 or less before16 December 1995you acquired an interest in the collectable when it had a market value of $500or less.
 If you dispose of a number of collectables individually that you would usuallydispose of as a set, you are exempt from paying CGT only if you acquired the setfor $500 or less. This does not apply to an individual collectable you acquiredbefore 16 December 1995, which is exempt from CGT if you acquired it for less than$500, irrespective of whether or not it would usually be disposed of as part of a set.
 Personal use assets
 A personal use asset is:
 a CGT asset, other than a collectable, that you use or keep mainly for thepersonal use or enjoyment of yourself or your associatesan option or a right to acquire a personal use asseta debt resulting from a CGT event involving a CGT asset kept mainly for yourpersonal use and enjoymenta debt resulting from you doing something other than gaining or producing yourassessable income or carrying on a business.
 Personal use assets may include such items as boats, furniture, electrical goodsand household items. Land and buildings are not personal use assets. Any capitalloss you make from a personal use asset is disregarded.
 If a CGT event happened to a personal use asset, you disregard any capital gainyou make if you acquired the asset for $10,000 or less. If you disposed of a numberof personal use assets individually that would usually be sold as a set, you get theexemption only if you acquired the set for $10,000 or less.
 Other assets
 Assets that are not collectables or personal use assets include:
 11 of 293
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landshares in a companyrights and optionsleasesunits in a unit trustgoodwilllicencesconvertible notesyour home (see Exemptions)contractual rightsforeign currencyany major capital improvement made to certain land or pre-CGT assets.
 Partnerships
 It is the individual partners who make a capital gain or capital loss from a CGTevent, not the partnership itself. For CGT purposes, each partner owns a proportionof each CGT asset. Each partner calculates a capital gain or capital loss on theirshare of each asset and claims their share of a credit for foreign resident capitalgains withholding amounts.
 Tenants in common
 Individuals who own an asset as tenants in common may hold unequal interests inthe asset. Each tenant in common makes a capital gain or capital loss from a CGTevent in line with their interest in the asset. For example, a couple could own arental property as tenants in common with one having a 20% interest and the otherhaving an 80% interest. The capital gain or capital loss made when the rentalproperty they dispose of (or another CGT event happens) is split between theindividuals according to their legal interest in the property.
 Joint tenants
 For CGT purposes, individuals who own an asset as joint tenants are each treatedas if they own an equal interest in the asset as a tenant in common. Each jointtenant makes a capital gain or capital loss from a CGT event in line with theirinterest in the asset. For example, a couple owning a rental property as joint tenantssplit the capital gain or capital loss equally between them.
 When a joint tenant dies, their interest in the asset is taken to have been acquiredin equal shares by the surviving joint tenants on the date of death.
 Separate assets
 For CGT purposes, there are exceptions to the rule that what is attached to the landis part of the land. In some circumstances, a building or structure is considered tobe a CGT asset separate from the land.
 Improvements to an asset (including land) acquired before 20 September 1985 mayalso be treated as a separate CGT asset.
 Buildings, structures and other capital improvements to land you acquired on or after 20September 1985
 12 of 293
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A building, structure or other capital improvement on land that you acquired on orafter 20 September 1985 is a separate CGT asset, not part of the land, if abalancing adjustment provision applies to it. For example, a timber mill building issubject to a balancing adjustment if it is sold or destroyed, so it is treated as anasset separate from the land it is on.
 Buildings and structures on land acquired before 20 September 1985
 A building or structure on land that you acquired before 20 September 1985 is aseparate asset if:
 you entered into a contract for the construction of the building or structure onor after that date, orthere was no contract for its construction, and construction began on or afterthat date.
 Other capital improvements to pre-CGT assets
 If you make a capital improvement to a CGT asset you acquired before20 September 1985, this improvement is treated as a separate asset and is subjectto CGT if, at the time a CGT event happens to the original asset, the cost base ofthe capital improvement is:
 more than the improvement threshold for the year in which the event happens(see table 1), andmore than 5% of the amount of money and property you receive from theevent.
 If there is more than one capital improvement and they are related, they are treatedas one separate CGT asset if the total of their cost bases is more than thethreshold.
 The improvement threshold is adjusted to take account of inflation. The thresholdsfor 1985–86 to 2016–17 are shown in table 1.
 Table 1: Improvement thresholds for 1985–86 to 2016–17
 Income year Threshold($) Income year Threshold
 ($)
 1985–86 50,000 2001–02 97,721
 1986–87 53,950 2002–03 101,239
 1987–88 58,859 2003–04 104,377
 1988–89 63,450 2004–05 106,882
 1989–90 68,018 2005–06 109,447
 13 of 293
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1990–91 73,459 2006–07 112,512
 1991–92 78,160 2007–08 116,337
 1992–93 80,036 2008–09 119,594
 1993–94 80,756 2009–10 124,258
 1994–95 82,290 2010–11 126,619
 1995–96 84,347 2011–12 130,418
 1996–97 88,227 2012–13 134,200
 1997–98 89,992 2013–14 136,884
 1998–99 89,992 2014–15 140,443
 1999–00 91,072 2015–16 143,392
 2000–01 92,802 2016–17 145,401
 Example 3: Adjacent land
 On 1 April 1984, Dani bought a block of land. On 1 June 2017, she boughtan adjacent block. Dani amalgamated the titles to the two blocks into onetitle.
 The second block is treated as a separate CGT asset distinct from the firstblock. Since the second block was acquired on or after 20 September 1985it is subject to CGT provisions. Therefore, Dani can make a capital gain orloss from the second block when the whole area of land is sold.
 What are capital proceeds?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=8Last modified: 19 Feb 2018QC 51236
 Whatever you receive as a result of a CGT event is referred to as your ‘capital
 14 of 293
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proceeds’. For most CGT events, your capital proceeds are an amount of money orthe value of any property you:
 receive, orare entitled to receive.
 If you receive (or are entitled to receive) foreign currency, you work out the capitalproceeds by converting it to Australian currency at the time of the relevant CGTevent.
 You reduce your capital proceeds from a CGT event if:
 you are not likely to receive some or all of the proceedsthe non-receipt of some or all of the proceeds is not due to anything you havedone or failed to do, andyou took all reasonable steps to get payment.
 Provided you are not entitled to a tax deduction for the amount you repaid, yourcapital proceeds are also reduced by:
 any part of the proceeds that you repay, orany compensation you pay that can reasonably be regarded as a repayment ofthe proceeds.
 If you are registered for GST and you receive payment when you dispose of a CGTasset, any GST payable is not part of the capital proceeds.
 Market value substitution rule
 In some cases, if you receive nothing in exchange for a CGT asset (for example, ifyou give it away as a gift), you are taken to have received the market value of theasset at the time of the CGT event. You may also be taken to have received themarket value if:
 your capital proceeds are more or less than the market value of the CGTasset, andyou and the purchaser were not dealing with each other at arm’s length inconnection with the event.
 This is known as the market value substitution rule for capital proceeds.
 You are said to be dealing at arm’s length with someone if each party actsindependently and neither party exercises influence or control over the other inconnection with the transaction. The law looks not only at the relationship betweenthe parties but also at the quality of the bargaining between them.
 Example 4: Gifting an asset
 On 7 May 2007, Martha and Stephen bought a block of land.
 In November 2016, they complete a transfer form to have the blocktransferred to their adult son, Paul, as a gift.
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Because they received nothing for it, Martha and Stephen are taken to havereceived the market value of the land at the time it was transferred to Paul.
 For more information, see Transferring real estate to family or friends.
 There are special rules for calculating the proceeds from a depreciating asset. Formore information, see CGT and depreciating assets.
 The market value substitution rule for capital proceeds is subject to a number ofexceptions. For example, the substitution rule for capital proceeds does not apply tothe following examples of CGT event C2 (about cancellation, surrender and similarendings):
 the expiry of a CGT asset that the taxpayer ownsthe cancellation of a statutory licence held by the taxpayer.
 It also does not apply where CGT event C2 happens for interests held in companiesand unit trusts that have at least 300 members or unit holders and do not haveconcentrated ownership.
 If the taxation of financial arrangements (TOFA) rules apply to you, there are specialrules for calculating proceeds from a CGT asset, where you start or cease to have afinancial arrangement as consideration for providing that CGT asset. For moreinformation, see the Guide to the taxation of financial arrangements (TOFA).
 What is the cost base?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=9Last modified: 19 Feb 2018QC 51236
 The cost base of a CGT asset is generally the cost of the asset when you bought it.However, it also includes certain other costs associated with acquiring, holding anddisposing of the asset.
 For most CGT events, you need the cost base of the CGT asset to work outwhether or not you have made a capital gain. If you may have made a capital loss,you need the reduced cost base of the CGT asset for your calculation. The columnslabelled ‘Capital gain’ and ‘Capital loss’ in the tables at appendix 1 indicate whetherthe cost base and reduced cost base of an asset are relevant for a CGT event.
 If they are not relevant, the same columns in the tables explain how to work out yourcapital gain or loss. For example, if you enter into an agreement not to work in aparticular industry for a set period of time, CGT event D1 specifies that youcalculate your capital gain or capital loss by comparing the capital proceeds with theincidental costs.
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Cost base is not relevant when working out a capital gain from a depreciating asset.
 There are special rules for calculating the cost of a depreciating asset. For moreinformation, see CGT and depreciating assets and Guide to depreciating assets2017 (NAT 1996).
 Elements of the cost base
 The cost base of a CGT asset is made up of five elements:
 1. money or property given for the asset2. incidental costs of acquiring the CGT asset or that relate to the CGT event3. costs of owning the asset4. capital costs to increase or preserve the value of your asset or to install or
 move it5. capital costs of preserving or defending your ownership of or rights to your
 asset.
 You need to work out the amount for each element, then add them together to workout the cost base of your CGT asset.
 An amount paid in a foreign currency that is included in an element of the cost baseis converted to Australian currency at the time of the relevant transaction or event.
 If you are registered for GST, you reduce each element of the cost base of yourasset by any related GST net input tax credits. If you are not registered for GST,you do not make any adjustment as the GST is included in the cost base.
 First element: money or property given for the asset
 The money paid (or required to be paid) for the asset and the market value ofproperty given (or required to be given) to acquire the asset are included in the firstelement.
 Second element: incidental costs of acquiring the CGT asset or that relate to theCGT event
 There are 10 incidental costs you may have incurred in acquiring the asset or forthe CGT event that happens to it, including its disposal. They are:
 1. remuneration for the services of a surveyor, valuer, auctioneer, accountant,broker, agent, consultant or legal adviser (you can only include the cost ofadvice concerning the operation of the tax law as an incidental cost if theadvice was provided by a recognised tax adviser and you incurred the costafter 30 June 1989)
 2. costs of transfer3. stamp duty or other similar duty4. costs of advertising or marketing (but not entertainment) to find a seller or
 buyer5. costs relating to the making of any valuation or apportionment to determine
 your capital gain or capital loss
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6. search fees relating to an asset (such as fees to check land titles and similarfees, but not travel costs to find an asset suitable for purchase)
 7. the cost of a conveyancing kit (or a similar cost)8. borrowing expenses (such as loan application fees and mortgage discharge
 fees)9. expenditure that
 1. is incurred by the head company of a consolidated group to an entity thatis not a member of the group, and
 2. reasonably relates to a CGT asset held by the head company, and3. is incurred because of a transaction that is between members of the
 group.
 10. expenditure (also known as termination or exit or similar fees) that is incurredas a direct result of your ownership of a CGT asset ending.
 You do not include costs if you:
 have claimed a tax deduction for them in any year, oromitted to claim a deduction but can still claim it because the period foramending the relevant income tax assessment has not expired.
 Third element: costs of owning the asset
 The costs of owning an asset include rates, land taxes, repairs and insurancepremiums. Non-deductible interest on borrowings to finance a loan used to acquirea CGT asset and on loans used to finance capital expenditure you incur to increasean asset’s value are also third element costs.
 You do not include such costs if you acquired the asset before 21 August 1991. Nordo you include them if you:
 have claimed a tax deduction for them in any income year, oromitted to claim a deduction but can still claim it because the period foramending the relevant income tax assessment has not expired.
 You cannot include them at all in the cost base of collectables or personal useassets.
 You cannot index these costs or use them to work out a capital loss. See Indexationof the cost base.
 Fourth element: capital costs to increase or preserve the value of your asset or toinstall or move it
 The fourth element is capital costs you incurred for the purpose or the expectedeffect of increasing or preserving the asset’s value, for example, costs incurred inapplying (successfully or unsuccessfully) for zoning changes. It also includes capitalcosts you incurred that relate to installing or moving an asset. However, it does notinclude capital expenditure incurred for goodwill, which may be deductible as abusiness-related cost. For details, see the Guide to depreciating assets 2017.
 Fifth element: capital costs of preserving or defending your ownership of or rights to
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your asset
 Capital expenses you incur to preserve or defend your ownership of, or rights to,the asset come under this element, for example, you paid a call on shares.
 Assets acquired after 13 May 1997
 If you acquired a CGT asset after 13 May 1997, the cost base of the assetexcludes:
 any expenditure in the first, fourth or fifth element for which you have claimed atax deduction in any income year, or have omitted to claim but can still claim asa deduction because the period for amending the relevant income taxassessment has not expiredheritage conservation expenditure and Landcare and water facilitiesexpenditure incurred after 12 November 1998 that give rise to a tax offset.
 Special rules apply for land and buildings. See Cost base adjustments for capitalworks deductions.
 Reversal of deduction: effect on cost base
 In some cases, a deduction you have claimed on a CGT asset can be partly orwholly ‘reversed’. This means that part or all of the deduction may be included inyour assessable income in the income year the CGT event happens. In this case,you increase the cost base of the CGT asset by the amount you have to include inyour assessable income.
 Indexation of the cost base
 If a CGT event happened to a CGT asset you acquired before 11.45am (by legaltime in the ACT) on 21 September 1999 and owned for at least 12 months, you canuse either the indexation method or the discount method to calculate your capitalgain.
 If you use the indexation method, some of the cost base expenditure you incurredup to this time may be indexed to account for inflation up to the September 1999quarter. Only expenditure incurred before this time may be indexed becausechanges to the law mean indexation was frozen at that date. For more informationon the indexation and discount methods, see How to work out your capital gain orcapital loss.
 What is the reduced cost base?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=10Last modified: 19 Feb 2018QC 51236
 19 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=10

Page 20
                        

When a CGT event happens to a CGT asset and you haven’t made a capital gain,you need the asset’s reduced cost base to work out whether you have made acapital loss. Remember, you can use a capital loss to reduce a capital gain only,you cannot use it to reduce other income.
 Elements of the reduced cost base
 The reduced cost base of a CGT asset has the same five elements as the costbase, except for the third element:
 1. money or property given for the asset2. incidental costs of acquiring the CGT asset or that relate to the CGT event3. balancing adjustment amount, that is, any amount that is assessable because
 of a balancing adjustment for the asset or that would be assessable if certainbalancing adjustment relief were not available
 4. capital costs to increase or preserve the value of your asset or to install ormove it
 5. capital costs of preserving or defending your title or rights to your asset.
 These elements are not indexed.
 You need to work out the amount for each element then add the amounts togetherto find out your reduced cost base for the relevant CGT asset.
 If you are registered for GST, you reduce each element of the reduced cost base ofthe asset by the amount of any GST net input tax credits for that element. If you arenot registered for GST, you do not make any adjustment and the GST paid isincluded in the reduced cost base.
 The reduced cost base does not include any costs you have incurred for which youhave claimed a tax deduction or have omitted to claim, but can still claim, adeduction because the period for amending the relevant income tax assessmenthas not expired, for example, capital works deductions for capital expenditure.
 Example 5: Capital works deduction: effect on reduced cost base
 Danuta acquired a new income-producing asset on 28 September 2005 for$100,000. She sold it for $90,000 in November 2016. During the period sheowned it, she claimed capital works deductions of $7,500. Her capital loss isworked out as follows:
 Cost base $100,000
 less capital works deductions $7,500
 Reduced cost base $92,500
 less capital proceeds $90,000
 Capital loss $2,500
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Modifications to the cost base and reduced cost basehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=11Last modified: 19 Feb 2018QC 51236
 In some cases, the general rules for calculating the cost base and reduced costbase have to be modified. For example, you substitute the market value for the firstelement of the cost base and reduced cost base if:
 you did not incur expenditure to acquire the assetsome or all of the expenditure you incurred cannot be valuedyou did not deal at arm’s length with the previous owner in acquiring the asset.
 This is known as the market value substitution rule for cost base and reduced costbase.
 There are exceptions to the market value substitution rule. One exception is whereshares in a company, or units in a unit trust, are issued or allotted to you but you didnot pay anything for them.
 You do not include expenditure you subsequently recoup (such as an insurancepay-out you receive or an amount paid for by someone else) in the cost base andreduced cost of a CGT asset except to the extent the recouped amount is includedin your assessable income.
 Example 6: Recouped expenditure
 John bought a building in 2000 for $200,000 and incurred $10,000 in legalcosts associated with the purchase. As part of a settlement, the vendoragreed to pay $4,000 of the legal costs. John did not claim as a taxdeduction any part of the $6,000 he paid in legal costs.
 He later sells the building. As he received reimbursement of $4,000 of thelegal costs, in working out his capital gain, he includes only the $6,000 heincurred in the cost base.
 If you acquire a CGT asset and only part of the expenditure relates to the
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acquisition of the CGT asset, you can only include that part of the expenditure thatis reasonably attributable to the acquisition of the asset in its cost base and reducedcost base.
 Apportionment is also required if you incur expenditure and only part of thatexpenditure relates to another element of the cost base and reduced cost base.
 Similarly, if a CGT event happens only to part of your CGT asset, you generallyapportion the asset’s cost base and reduced cost base to work out the capital gainor capital loss from the CGT event.
 Consolidated groups
 The rules that apply to members of a consolidated group modify the application ofthe CGT rules.
 For more information about the consolidation rules, see Consolidation.
 General value shifting regime
 Value shifting generally occurs when a dealing or transaction between two parties isnot at market value and results in the value of one asset decreasing and (usually)the value of another asset increasing.
 The general value shifting regime (GVSR) rules apply to value shifts that arise:
 because interests in a company or trust are issued or bought back at otherthan market value, or because their rights are varied so that the value of someinterests increases while the value of others decreases (direct value shifts oninterests)because two entities under the same control or ownership conduct dealings ortransactions that are neither at market value nor arm’s length, so that the valueof interests in one entity decreases while (usually) the value of interests in theother entity increases (indirect value shifting), andfrom the creation of a right over a non-depreciating asset in favour of anassociate for less than market value (direct value shifts by creating rights).
 The rules on direct value shifts on interests target only equity or loan interests heldby an individual or entity that controls the company or trust, the controller’sassociates and, if the company or trust is closely held, any active participants in thearrangement.
 The indirect value shifting rules target only equity or loan interests held by anindividual or entity that controls the two entities conducting the dealing ortransaction and the controller’s associates. But if the two entities are closely held,the rules also target equity or loan interests held by two or more common owners ofthose entities, the common owner’s associates and any active participants in thearrangement.
 There are also exclusions and safe harbours that limit the operation of the rules.
 If the rules apply, you may need to adjust:
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the cost base and reduced cost base of equity and loan interests affected bythe value shift, ora realised loss or gain on the disposal of the relevant assets.
 In some cases, there may also be an immediate capital gain.
 For more information about whether the GVSR rules apply to you, see:
 General value shifting regime: who it affectsGeneral value shifting regime: overview of provisions.
 Other special rules
 There are other rules that may affect the cost base and reduced cost base of anasset. For example, they are calculated differently:
 if the asset is your main residence and you use it to produce income for thefirst time after 20 August 1996, see Real estate and main residenceif you receive the asset as a beneficiary or as the legal personal representativeof a deceased estate, see Deceased estatesfor bonus shares or units, rights and options and convertible notes, seeInvestments in shares and unitsunder a demerger, see Investments in shares and unitswhere you have been freed from paying a debt, see Debt forgiveness belowwhere you start or cease to have a financial arrangement as consideration foracquiring a CGT asset, see Guide to the taxation of financial arrangements(TOFA).
 Debt forgiveness
 A debt is forgiven if you are freed from the obligation to pay it. Commercial debtforgiveness rules apply to debts forgiven after 27 June 1996. A debt is a commercialdebt if part or all of the interest payable on the debt is, or would be, an allowablededuction.
 Under the commercial debt forgiveness rules, a forgiven amount may reduce (in thefollowing order) your:
 prior income year revenue lossesnet capital losses from earlier yearsdeductions for capital allowances and some similar deductionsassets’ cost base and reduced cost base.
 These rules do not apply if the debt is forgiven:
 as a result of an action under bankruptcy lawin a deceased person’s will, orfor reasons of natural love and affection.
 Example 7: Applying a forgiven debt
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On 1 July 2016, Josef had available net capital losses from earlier years of$9,000. On 3 January 2017, he sold shares he had owned for more than 12months for $20,000. They had a cost base (no indexation) of $7,500. On1 April 2017, a commercial debt of $15,000 that Josef owed to AZC Pty Ltdwas forgiven. Josef had no prior income year revenue losses and nodeductible capital expenditure.
 Josef must use part of the forgiven commercial debt amount to wipe out hisnet capital losses from earlier years and the rest to reduce the cost base ofhis shares. He works out the amount of net capital gain to include in hisassessable income as follows:
 Adjust net capital losses from earlier years:
 Available net capital losses from earlier years $9,000
 less debt forgiveness adjustment $9,000
 Adjusted net capital losses from earlier years Nil
 Adjust cost base:
 Cost base of shares (no indexation) $7,500
 less debt forgiveness adjustment $6,000
 Adjusted cost base (no indexation) $1,500
 Calculate net capital gain:
 Sale of shares $20,000
 less adjusted cost base (no indexation) $1,500
 less adjusted net capital losses from earlier years Nil
 Capital gain (eligible for discount) $18,500
 less discount percentage (50%) $9,250
 Net capital gain $9,250
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Acquiring CGT assetshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=12Last modified: 19 Feb 2018QC 51236
 Generally, you acquire a CGT asset when you become its owner. You may acquirea CGT asset for the following reasons:
 Someone else has a CGT event (for example, the transfer of land to you undera contract of sale). If you acquired an asset because of a CGT event, you aregenerally taken to have acquired the asset at the time of the CGT event. Forexample, if you enter into a contract to purchase a CGT asset, the time ofacquisition is when you enter into the contract. However, if you obtain an assetwithout entering into a contract, the time of acquisition is when you start beingthe asset’s owner.Other events or transactions happen that are not the result of someone elsehaving a CGT event. For example, if a company issues or allots shares to you(which is not a CGT event), you acquire the shares when you enter into acontract to acquire them or, if there is no contract, at the time of their issue orallotment.Other special CGT rules apply. For example, if a CGT asset passes to you asa beneficiary of someone who has died, you are taken to have acquired theasset on the date of the person’s death. Also, if you start using your mainresidence to produce income for the first time after 20 August 1996, you aretaken to have acquired it at its market value at the time it is first used toproduce income.
 Time of acquisition
 The time a CGT asset is acquired is important for four reasons:
 CGT generally does not apply to assets acquired before 20 September 1985(pre-CGT assets)different cost base rules apply to assets acquired at different times. Forexample, the costs of owning an asset (see Third element: costs of owning theasset) are not included in the cost base if you acquired it before 21 August1991it determines whether the cost base can be indexed for inflation and the extentof that indexation (see How to work out your capital gain or capital loss)it determines whether you are eligible for the CGT discount. For example, onerequirement is that you need to have owned the CGT asset for at least 12months (see How to work out your capital gain or capital loss).
 Compensationhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-
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detail/Publications/Guide-to-capital-gains-tax-2017/?page=13Last modified: 19 Feb 2018QC 51236
 There can be CGT consequences when you receive compensation.
 You disregard some capital gains made as a result of you receiving compensation,for example, compensation for personal injury or compensation payable undercertain government programs. For details of other compensation you disregard, seeExemptions. You may defer a capital gain made as a result of compensation for theloss, destruction or compulsory acquisition of an asset.
 A compensation payment may relate to the disposal of, or permanent damage to, anunderlying asset. The underlying asset is the most relevant asset to which thecompensation amount is most directly related. For example, if you receivecompensation for damage to a rental property, the most relevant asset (theunderlying asset) is the rental property.
 If the payment relates to the disposal (in whole or part) of an underlying asset,the compensation is treated as additional capital proceeds for the disposal ofthat asset.If the payment relates to permanent damage to, or permanent reduction in thevalue of, an underlying asset, the compensation is treated as a recoupment ofall or part of the acquisition cost of the asset (that is, you reduce the cost baseand reduced cost base by the amount of the compensation).If the payment is not for an underlying asset, it relates to the disposal of theright to seek compensation. The capital gain or capital loss will be thedifference between the incidental costs and the compensation received.
 For more information about the CGT consequences of receiving compensation, seeTaxation Ruling TR 95/35– Income tax: capital gains: treatment of compensationreceipts.
 Foreign residents, temporary residents and changing residencyhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=14Last modified: 19 Feb 2018QC 51236
 There are special CGT rules that apply if you are a foreign resident or if youbecome or cease being an Australian resident. (Unless otherwise specified,‘Australian resident’ means a resident of Australia for tax purposes.) There are alsospecific rules for temporary residents. These rules do not affect pre-CGT assets.
 For periods when you are a foreign resident or temporary resident only certainassets are subject to CGT. In addition, when you become an Australian resident orstop being one, the range of assets on which you pay CGT in Australia changes.
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The law has been amended to remove or reduce the 50% discount on capital gainsmade after 8 May 2012 by foreign resident individuals on taxable Australianproperty. For more information, see Capital gains tax (CGT) discount for foreignresident individuals.
 Foreign residents
 If you are a foreign resident, you are subject to CGT if a CGT event happens to aCGT asset that is ‘taxable Australian property’.
 There are specific rules where the CGT asset is a share or right acquired under anemployee share scheme and you are or have been a temporary resident. SeeForeign income exemption for Australian residents and temporary residents –employee share schemes.
 Taxable Australian property
 Taxable Australian property includes:
 a direct interest in real property situated in Australia or a mining, prospecting orquarrying right to minerals, petroleum and quarry materials situated in Australiaa CGT asset that you have used at any time in carrying on a business througha permanent establishment in Australiaan indirect Australian real property interest which is an interest in an entity,including a foreign entity, where you and your associates hold 10% or more ofthe entity and the value of your interest is principally attributable to Australianreal property.
 Taxable Australian property also includes an option or right over one of the above.
 For CGT events happening on or after 20 May 2009, a leasehold interest in landsituated in Australia is 'real property situated in Australia'.
 Certain CGT assets will also be taken to be taxable Australian property; seeChoosing to disregard capital gains and capital losses when you cease being anAustralian resident.
 If you are a foreign resident, or the trustee of a trust that was not a resident trust forCGT purposes, and:
 you acquired a post-CGT indirect Australian real property interest before11 May 2005, andthat interest did not have the necessary connection with Australia but is taxableAustralian propertyyou are taken to have acquired it on 10 May 2005 for its market value on thatday.
 If you are a foreign resident and have entered into a transaction on or after 1 July2016 to dispose of a CGT asset of yours that is taxable Australian property,payments made to you in that transaction may be subject to withholding. For moreinformation, see Foreign resident capital gains withholding payments.
 Temporary residents
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Temporary residents are subject to the same CGT rules as foreign residents.However, there are specific rules where the CGT asset is a share or right acquiredunder an employee share scheme and you are, or have been, a temporary resident.See Foreign income exemption for Australian residents and temporary residents –employee share schemes.
 This means, if you are a temporary resident, you will be subject to CGT on CGTevents that happen to taxable Australian property.
 You are a temporary resident if you:
 hold a temporary visa granted under the Migration Act 1958are not an Australian resident within the meaning of the Social Security Act1991, anddo not have a spouse who is an Australian resident within the meaning of theSocial Security Act 1991.
 The Social Security Act 1991 defines an Australian resident as a person whoresides in Australia and is an Australian citizen, the holder of a permanent visa, or aprotected special category visa holder.
 Anyone who is an Australian resident for tax purposes after 6 April 2006, but is not atemporary resident, cannot later become a temporary resident, even if they laterhold a temporary visa.
 Ceasing to be a temporary resident
 If you cease being a temporary resident and remain an Australian resident, then youare taken to have acquired assets (other than assets you acquired before20 September 1985) that are not taxable Australian property for their market valueat the time you ceased being a temporary resident. There is an exception to thisrule for employee shares and rights.
 Becoming a resident
 When you become an Australian resident (other than a temporary resident), you aretaken to have acquired certain assets at the time you became a resident for theirmarket value at that time.
 This does not apply to assets you acquired before 20 September 1985 (pre-CGTassets) and assets that were taxable Australian property.
 If you have become a resident, the general cost base rules apply to any CGTassets that are taxable Australian property.
 Ceasing to be an Australian resident
 If you cease being an Australian resident, or ceased being a resident trust for CGTpurposes, you are taken to have disposed of each of your assets that are nottaxable Australian property for their market value at the time you ceased being aresident. In the case of any indirect Australian real property interests and options orrights to acquire such interests, you are taken to have immediately reacquired theseassets for their market value. See Taxable Australian property.
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Exemption for a short-term resident who ceases being an Australian resident
 If you are an individual who was in Australia on 6 April 2006 and have remainedhere as an Australian resident since that date, an exemption applies if you satisfycertain conditions. You disregard the capital gain or capital loss if you were anAustralian resident for less than a total of five years during the 10 years before youstopped being one, and either:
 owned the asset before last becoming an Australian residentinherited the asset after last becoming an Australian resident.
 Exemption for a temporary resident who ceases being an Australian resident
 If you are a temporary resident when you cease to be an Australian resident, youare not taken to have disposed of any of your assets.
 Choosing to disregard capital gains and capital losses when you cease being an Australianresident
 If you are an individual, you can choose to disregard all capital gains and capitallosses you made when you stopped being a resident.
 If you ceased being a resident and make this choice, the assets are taken to betaxable Australian property until the earlier of:
 a CGT event happening to the assets (for example, their sale or disposal), oryou again becoming an Australian resident.
 The effect of making this choice is that the increase or decrease in value of theassets from the time you cease being a resident to the time of the next CGT event,or of you again becoming a resident, is also taken into account in working out yourcapital gains or capital losses on those assets. For information about when and howyou make a choice, see Choices.
 Choiceshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=15Last modified: 19 Feb 2018QC 51236
 There are a number of provisions in the CGT laws that allow you to make a choice.
 Some of the provisions allow you to defer or roll over a capital gain you make whena CGT event happens (such as exchanging an asset for a replacement asset) untila later CGT event (such as selling the replacement asset).
 When and how you make a choice
 The general rule under CGT law is that you must make a choice by the day youlodge your income tax return for the income year in which the relevant CGT event
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happened.
 The way you prepare your tax return is sufficient evidence of your choice. However,there are some exceptions:
 companies must make some decisions about replacement asset rolloversearlierchoices relating to the small business retirement exemption must be made inwriting, andchoices relating to the assessment of capital gains of resident testamentarytrusts must be made by a trustee within a specific period.
 Once you make such a choice, it cannot be changed. Your choice is binding.
 However, there are some circumstances when we consider that you have not madea choice. These are if you lodge your tax return without being aware that:
 events have happened that required you to make a choice, ora choice was available.
 In these circumstances, we may allow you more time to make a choice.
 Factors to be considered for an extension of time
 To determine if more time should be allowed, we consider factors such as whether:
 you have an acceptable explanation for not making the choice by the time itshould have been madeit would be fair and equitable in the circumstances to allow you more time tomake a choiceprejudice to the Commissioner of Taxation (Commissioner) may result fromadditional time being allowed to you (note that the absence of prejudice byitself is not enough to justify the granting of an extension)it would be fair and equitable to people in similar positions and the wider publicinterestany mischief is involved.
 Each case is decided on its own merits.
 How to request an extension of time to make a choice
 If you have lodged a tax return without knowing a choice was available to you underCGT law and you want to find out how to make a request for more time to make thechoice, see Choices you make under capital gains tax.
 Examples of choices available under capital gains tax
 CGT choices you can make include:
 You may use the indexation method rather than the CGT discount method if aCGT event happens to a CGT asset you acquired before 21 September 1999(or are taken to have acquired before that date for the purpose of using thosemethods). See Choosing the indexation or discount method.
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DYou may make a capital loss for the income year in which a liquidator oradministrator declares in writing that shares or securities held in a companyare worthless. See Shares in a company in liquidation or administration.You may roll over a capital gain if a company in which you hold shares is takenover and you receive shares in the takeover company and the takeover meetscertain conditions. This is known as a scrip for scrip rollover. It can also applyif a trust or fund in which you hold units is taken over and you receive units inthe takeover trust or fund. The company, trust or fund will usually adviseinvestors if the conditions for rollover are met. See Scrip for scrip rollover.You may roll over a capital gain if you hold shares in a company that demerges(or splits), you receive shares in the demerged company, and the demergermeets certain conditions. A rollover can also apply if you hold units in a trust orfund that demerges and you receive units in the demerged trust or fund. Thehead company or head trust or fund will usually advise investors if theconditions for a rollover are met. See Demergers.You may rollover a capital gain if you receive money or property (or both) ascompensation for the loss or destruction of an asset or for the compulsoryacquisition of property if certain conditions are met. See Loss, destruction orcompulsory acquisition of an asset.You may treat a dwelling as your main residence even though
 you no longer live in it (see Continuing main residence status afterdwelling ceases to be your main residence), oryou are yet to live in it but will do so as soon as practicable after it isconstructed, repaired or renovated and will continue to live in it for at leastthree months (see Constructing, renovating or repairing a dwelling onland you already own).
 You make the choice when you prepare your income tax return for the income yearin which you enter into the contract to sell the dwelling. If you own both:
 the dwelling that you can choose to treat as your main residence for one of theperiods above, andthe dwelling you actually lived in during that period
 then you make the choice for the income year in which you enter into the contract tosell the first of those dwellings.
 Exemptions and rollovershttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=16Last modified: 19 Feb 2018QC 51236
 There are exemptions and rollovers that may allow you to reduce, defer or disregardyour capital gain or capital loss.
 31 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=16

Page 32
                        

If you are required to complete a CGT schedule, you may be required to provideinformation regarding the capital gains disregarded: see part B of this guide forindividuals or part C for companies, trusts and funds.
 There is no rollover or exemption for a capital gain you make when you sell anasset and put the proceeds into a superannuation fund, use the proceeds topurchase an identical or similar asset, or transfer an asset into a superannuationfund. For example, if you sell a rental property and put the proceeds into asuperannuation fund, or use the proceeds to purchase another rental property, arollover is not available. However, an asset, or the capital proceeds from the sale ofan asset, may be transferred into a superannuation fund in order to satisfy certainconditions under the small business retirement exemption. For more informationabout the CGT concessions for small business, see Small business CGTconcessions.
 To find out when a rollover is available, see Rollovers.
 Exemptions
 Generally, capital gains and capital losses from pre-CGT assets (that is, an assetyou acquired before 20 September 1985) are exempt. However, CGT event K6 canresult in capital gains if certain CGT events happen to pre-CGT shares in acompany or to pre-CGT interests in a trust. See Taxation Ruling TR 2004/18–Capital gains: application of CGT event K6 (about pre-CGT shares and pre-CGTtrust interests) in section 104-230 of the Income Tax Assessment Act 1997.
 Another important exemption is for a capital gain or capital loss you make from aCGT event relating to a dwelling that was your main residence. This rule canchange, however, depending on how you came to own the dwelling and what youhave done with it, for example, if you rented it out. For more information see Realestate and main residence.
 Capital gains and capital losses that are also disregarded include those you makefrom:
 a car (that is, a motor vehicle designed to carry a load of less than one tonneand fewer than nine passengers) or motorcycle or similar vehiclea decoration awarded for valour or brave conduct, unless you paid money orgave any other property for itcollectables acquired for $500 or lessa capital gain from a personal use asset acquired for $10,000 or lessany capital loss from a personal use assetCGT assets used solely to produce exempt income or some amounts of non-assessable non-exempt income (that is, tax-free income)a CGT asset that is your trading stock at the time of a CGT eventcertain profits, gains or losses resulting from the disposal of shares in a pooleddevelopment fund, see appendix 4 of the Company tax return instructions 2017compensation or damages you receive for any
 wrong or injury you suffer in your occupationwrong, injury or illness you or your relatives suffer
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compensation you receive under the firearms surrender arrangementswinnings or losses from gambling, a game or a competition with prizestransferring an asset into a Special Disability Trust for no considerationa reimbursement or payment of your expenses (but not for the loss, destructionor transfer of an asset) under a scheme established
 by an Australian government agency, a local government body or foreigngovernment agencyunder an Act or legislative instrument (for example, regulations or localgovernment by-laws)
 a reimbursement or payment of expenses under the Unlawful TerminationAssistance Scheme or the Alternative Dispute Resolution Assistance Schemea reimbursement or payment of your expenses under the General PracticeRural Incentives Program or the Rural and Remote General Practice Programa reimbursement or payment made under the M4/M5 Cashback Schemea right or entitlement to a tax offset, deduction or a similar benefit under anAustralian law, under the law of a foreign country or part of a foreign countrypayments made under the German Forced Labour Compensation Programme(GFLCP), and certain payments or property received by Australian residentsas a result of persecution during the Second World Warsome types of testamentary giftsassignment of a right under, or for, a general insurance policy held with an HIHcompany, to the Commonwealth, the trustee of the HIH trust or a prescribedentityyour rights being created or your rights ending for making a superannuationagreement (as defined in the Family Law Act 1975), the termination or settingaside of such an agreement or such an agreement otherwise coming to an endthe ending of rights that directly relate to the breakdown of your marriage orrelationship, including cash you receive as part of your marriage or relationshipbreakdown settlementa CGT event happening for a segregated current pension asset (made by acomplying superannuation entity)in certain circumstances, a general insurance policy, a life insurance policy oran annuity instrumentyour share of certain profits, gains or losses arising from disposal ofinvestments by a venture capital limited partnership (VCLP), an early stageventure capital limited partnership (ESVCLP) or an Australian venture capitalfund of funds (AFOF), see Venture capital tax incentives and concessionsa financial arrangement where gains and losses are calculated under theTOFA rules, see section 118-27 of ITAA 1997certain CGT events happening to shares held by an Australian residentcompany that represents a non-portfolio interest in a foreign company to theextent the foreign company has an underlying active business (Subdivision768-G)ceasing to hold an eligible vessel to the extent it is used to produce certainexempt income, see subsection 104-235(1AA) of ITAA 1997.
 Other exemptions: capital gains
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You may reduce your capital gain if, because of a CGT event, you have included anamount in your assessable income other than as a capital gain. For example, if youmake a profit on the sale of land that is included in your assessable income asordinary income, you don’t also include that profit as a capital gain.
 There is a range of concessions that allow you to disregard part or all of a capitalgain made from an active asset you use in your small business. For moreinformation, see Capital gains tax concessions for small business – overview.
 Other exemptions: capital losses
 You disregard any capital loss you make:
 from the expiry, forfeiture, surrender or assignment of a lease if the lease is notused solely or mainly for the purpose of producing assessable incomefrom a payment to any entity of personal services income that is included in anindividual’s assessable income under the alienation of personal servicesincome provisions, or any other amount attributable to that incomeas an exempt entity.
 Other exemptions: Norfolk Island residents
 You may be able to disregard a capital gain or loss on disposal of a CGT asset, if
 on or before 23 October 2015 you: were a Norfolk Island residentacquired and held the CGT asset, and
 had a CGT event happened in relation to the asset immediately before24 October 2015. Any capital gain or loss from the CGT event would havebeen disregarded because you were a Norfolk Island resident,
 If you meet the conditions above in relation to the CGT asset, the references in thisGuide to 20 September 1985 apply in relation to the asset as if they werereferences to 24 October 2015. See also Norfolk Island tax and super.
 Rollovers
 You may defer or disregard (that is, rollover) a capital gain or capital loss until alater CGT event happens. The types of rollovers available are listed below. Onlythe first four types are covered in detail in this guide. If you would like information onthe others, contact us.
 Marriage or relationship breakdown
 In certain cases where an asset or a share of an asset is transferred from onespouse to another after their marriage or relationship breaks down, any CGT isautomatically deferred until a later CGT event happens (for example, until theformer spouse sells the asset to someone else). For more examples of how CGTobligations are affected by marriage or relationship breakdown, see Marriage orrelationship breakdown.
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Loss, destruction or compulsory acquisition of an asset
 You may defer a capital gain in some cases where a CGT asset has been lost ordestroyed or is compulsorily acquired, see Loss, destruction or compulsoryacquisition of an asset.
 Scrip for scrip
 You may be able to defer a capital gain if you dispose of your shares in a companyor interest in a trust as a result of a takeover, see Investments in shares and units.
 Demergers
 You may be able to defer a capital gain or capital loss if a CGT event happens toyour shares in a company or interest in a trust as a result of a demerger, seeInvestments in shares and units.
 Other replacement asset rollovers
 You may be able to defer a capital gain or capital loss when you replace an asset inthe following circumstances:
 an individual or trustee disposes of assets to, or creates assets in, a whollyowned companypartners dispose of assets to, or create assets in, a wholly owned companya CGT event happens to small business assets and you acquire replacementassetsyour statutory licence ends and is replaced with another statutory licence orlicences which authorises substantially similar activity to the original licence orlicencesyou are a financial service provider who had assets (for example, licences)replaced on transition to the financial services reform (FSR) regimeyour property is converted to strata titleyou exchange shares in the same company or units in the same unit trustyou exchange rights or options to acquire shares in a company or units in aunit trustyou exchange shares in one company for shares in an interposed companyyou exchange units in a unit trust for shares in a companya body is converted to an incorporated companyyou acquire a Crown leaseyou acquire a depreciating assetyou acquire prospecting and mining entitlementsyou dispose of a security under a securities lending arrangementa trust restructure ends your ownership of units or interestsa membership interest in a medical defence organisation (MDO) is replacedwith a similar membership interest in another MDO and both MDOs arecompanies limited by guaranteeyou replace an entitlement to water with one or more different waterentitlements.
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If you would like information on these rollovers, contact us or your recognised taxadviser.
 Other same asset rollovers
 You may be able to defer a capital gain or capital loss when you transfer or disposeof assets in the following circumstances:
 an individual or trustee transfers a CGT asset to a wholly owned companya partner transfers their interest in a CGT asset to a wholly owned companya CGT asset is transferred between related companiesa trust disposes of a CGT asset to a company under a trust restructurea CGT event happens because of a change to a trust deed of a complyingapproved deposit fund, a complying superannuation fund or a fund thataccepts worker entitlement contributionsa CGT asset is transferred from one small superannuation fund to anothercomplying superannuation fund because of a marriage or relationshipbreakdowna trustee of a trust creates a trust over a CGT asset or transfers a CGT assetto another trust where both the transferring and receiving trusts meet certainrequirements.
 If you would like information on these rollovers, contact us or your recognised taxadviser.
 CGT and foreign exchange gains and losseshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=17Last modified: 19 Feb 2018QC 51236
 A CGT asset can be denominated in a foreign currency and foreign currency cashitself can be a CGT asset. Gains or losses that you make during the period that youhold such assets will generally be taxed as a capital gain or capital lossrespectively. However, if dealings with foreign currency denominated assets giverise to rights to receive or obligations to pay foreign currency, the rights orobligations may be subject to the foreign exchange (forex) provisions when a rightor obligation ceases. For example, if a contract you enter into to sell an overseasrental property is denominated in foreign currency, you will have a right to receiveforeign currency (being the sale price of the rental property). The right ceases onpayment of the foreign currency. Such rights and obligations will usually arise onthe acquisition or disposal of a CGT asset.
 A forex gain or loss commonly arises for the acquisition or disposal of a CGT assetdenominated in foreign currency where there is a currency exchange ratefluctuation between the date you entered into the contract and the date ofsettlement of the contract (when payment occurs). Currency fluctuations between
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the date of acquisition and date of disposal of a CGT asset are taken into accountwhen the cost base and capital proceeds are translated into Australian currency.
 It may be that the gain or loss you make on the ending of rights for foreign currency,a disposal of foreign currency or a right to receive foreign currency is taxable underboth CGT and the forex measures. Generally, to the extent that both the forexmeasures and CGT bring to account a forex gain or loss, the forex measures takeprecedence, such that the forex gain or loss is brought to account only under theforex provisions.
 In addition, if the TOFA rules apply to you, your foreign exchange gains and lossesmay be brought to account under those TOFA rules instead of the forex measures.For more information about the TOFA rules, see Guide to the taxation of financialarrangements (TOFA).
 For more information, see Foreign exchange gains and losses.
 Short-term foreign exchange gains and losses rules
 Some short-term foreign exchange (forex) gains or losses, which arise undertransactions for the acquisition or disposal of certain CGT assets, will be treated ascapital gains or capital losses. In such cases, CGT events K10 or K11 will happen,which will result in the forex gain or loss being integrated into the tax treatment ofthe CGT asset, or matched to the character of the gain or loss that would arise fromthe disposal of the asset. For the short-term rules to apply, the due date forpayment must be within 12 months of acquiring or disposing of the asset. For moreinformation, see Capital assets and the 12 month rule.
 Translating (converting) foreign currency denominated CGT assets to Australian dollars
 For information on what exchange rates to use in translating foreign currencyamounts into Australian currency, see Translation (conversion) rules.
 Examples of the application of forex rules to CGT assets
 For examples of the application of the forex rules to acquisitions and disposals offoreign currency denominated CGT assets, see Common forex transactions.
 CGT and depreciating assetshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=18Last modified: 19 Feb 2018QC 51236
 Under the uniform capital allowance (UCA) system, a capital gain or capital lossfrom the disposal of a depreciating asset will only arise to the extent that you haveused the asset for a non-taxable purpose, for example, for private purposes.
 You calculate a capital gain or capital loss from a depreciating asset used for a non-
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taxable purpose using the UCA concepts of cost and termination value, not theconcepts of capital proceeds and cost base found in the CGT provisions.
 If a balancing adjustment event occurs for a depreciating asset that you have atsome time used for a non-taxable purpose, a CGT event happens; see CGT eventK7 in appendix 1. The most common balancing adjustment event for a depreciatingasset occurs when you stop holding it (for example, you sell, lose or destroy it) orstop using it.
 Calculating a capital gain or capital loss for a depreciating asset
 You make a capital gain if the termination value of your depreciating asset is greaterthan its cost. You make a capital loss if the reverse is the case, the asset’s cost ismore than its termination value.
 You use different formulas to calculate a capital gain or capital loss depending onwhether the asset is in a low-value pool or not.
 Depreciating asset not in a low-value pool: capital gain
 If your depreciating asset is not a pooled asset, you calculate the capital gain asfollows:
 (termination value − cost) × (sum of reductions note 1 ÷ total decline note 2)
 Depreciating asset not in a low-value pool: capital loss
 You calculate the capital loss from a depreciating asset that is not a pooled asset asfollows:
 (cost − termination value) × (sum of reductions (note 1 ÷ total decline note 2)
 Example 8: Capital gain on depreciating asset
 Larry purchased a truck in August 2015 for $5,000 and sold it in June 2017for $7,000. He used the truck 10% of the time for private purposes. Thedecline in value of the truck under the UCA system up to the date of salewas $2,000. Therefore, the sum of his reductions relating to his private useis $200 (10% of $2,000). Larry calculates his capital gain from CGT eventK7 as follows:
 ($7,000 − $5,000) × (200 ÷ 2,000)
 Capital gain from CGT event K7 = $200 (before applying any discount).
 Depreciating asset in a low-value pool: capital gain
 You calculate the capital gain from a depreciating asset in a low-value pool asfollows:
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(termination value − cost) × (1 − taxable use fraction)
 Depreciating asset in a low-value pool: capital loss
 You calculate the capital loss from a depreciating asset in a low-value pool asfollows:
 (cost − termination value) × (1 − taxable use fraction (note 3))
 Notes
 1. The sum of the reductions in your deductions for the asset’s decline in valuethat is attributable to your use of the asset, or having it installed ready for use,for a non-taxable purpose.
 2. The decline in the value of the depreciating asset since you started to hold it.3. Taxable use fraction is the percentage of the asset’s use that is for producing
 your assessable income, expressed as a fraction. This is the percentage youreasonably estimate at the time you allocated the asset to the low-value pool.
 Application of CGT concessions
 A capital gain from a depreciating asset may qualify for the CGT discount if therelevant conditions are satisfied. If the CGT discount applies, there is no reductionof the capital gain under the indexation method, as detailed in How to work out yourcapital gain or capital loss.
 The small business CGT concessions do not apply to a capital gain made from thedisposal of a depreciating asset, because a capital gain can only arise out of anasset’s use for non-taxable purposes (for example, to the extent it is used for privatepurposes).
 Do any CGT exemptions apply to a depreciating asset?
 A number of exemptions may apply to a capital gain or capital loss made from thedisposal of a depreciating asset:
 pre-CGT assets; you disregard a capital gain or capital loss from adepreciating asset if the asset was acquired before 20 September 1985assets of small business entities; you disregard a capital gain or capital lossfrom a depreciating asset if you are a small business entity and you can deductan amount for the depreciating asset’s decline in value under the smallbusiness entity capital allowance provisions for the income year in which thebalancing adjustment event occurredpersonal use asset
 if a depreciating asset is a personal use asset (that is, one used or keptmainly for personal use and enjoyment), you disregard any capital lossfrom CGT event K7you also disregard a capital gain under CGT event K7 from a personaluse asset costing $10,000 or less
 collectables; you disregard a capital gain or a capital loss from a depreciating
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asset that is a collectable costing $500 or lessbalancing adjustment event and CGT event; you only include a balancingadjustment event that gives rise to a capital gain or capital loss under CGTevent K7. However, capital proceeds received under other CGT events (forexample, CGT event D1) may still be relevant for a depreciating asset as CGTevents are not the equivalent of balancing adjustment events.
 Treatment of intellectual property
 Under the capital allowance rules intellectual property is a depreciating asset.
 If you grant or assign an interest in an item of intellectual property, you are treatedas if you had stopped holding part of the item. You are also treated as if, just beforeyou stop holding that part, you had split the original item of intellectual property intotwo parts, the part you stopped holding and the rest of the original item. Youdetermine a first element of the cost for each part.
 This treatment applies if a licence is granted over an item of intellectual property. Tothis extent, the treatment of intellectual property is different from other depreciatingassets. The granting of a licence in respect of other depreciating assets wouldresult in CGT event D1 (about creating contractual rights) happening.
 For more information about depreciating assets, see the Guide to depreciatingassets 2017.
 Where to now?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=19Last modified: 19 Feb 2018QC 51236
 How to work out your capital gain or capital loss in part A explains how to calculatea capital gain using one of the three methods:
 indexationdiscount'other'.
 Trust distributions in part A explains how to calculate your capital gain if a managedfund or trust has distributed a capital gain to you. You must take into account capitalgains included in trust distributions in working out your net capital gain or capitalloss.
 For more specific directions on how to complete your tax return, go to:
 part B for individualspart C for companies, trusts and funds (individuals who use the worksheetsmay find steps 1, 2 and 3 in part C useful, ignore the word ‘entity’).
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How to work out your capital gain or capital loss
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=20Last modified: 19 Feb 2018QC 51236
 This section explains how to work out each capital gain or capital loss you madeduring the income year.
 It does not explain how to work out your net capital gain or net capital losses carriedforward to later income years. If you are completing the Tax return for individuals(supplementary section) 2017 (NAT 2679) and want more information on how tocalculate your net capital gain for the income year or net capital losses carriedforward to later income years (including how to deduct any unapplied net capitallosses from earlier years), see part B of this guide. For more information aboutcompanies, trusts and funds or about completing the CGT summary worksheet, seepart C of this guide.
 Three methods of calculating capital gainsThere are three methods that are used to calculate a capital gain: the indexationmethod, the discount method and the 'other' method. There is only one way tocalculate a capital loss.
 The three methods of calculating capital gains are summarised and compared intable 2 Capital gain calculation methods. They are explained in more detail in thefollowing pages. In some cases, you may be able to choose either the discountmethod or the indexation method to calculate your capital gain. In these cases, youuse the method that gives you the better result.
 The CGT summary worksheet (PDF, 170KB) shows the three methods ofcalculating a capital gain. You are not obliged to use this worksheet, but you mayfind it helps you calculate your capital gain or capital loss for each CGT event.
 The 'other' methodhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=21Last modified: 19 Feb 2018QC 51236
 This is the simplest of the three methods. You must use the 'other' method tocalculate your capital gain if you have bought and sold your asset within 12 monthsor generally for CGT events that do not involve an asset. In these cases, theindexation and discount methods do not apply.
 Generally, to use the 'other' method, you simply subtract your cost base (what theasset cost you) from your capital proceeds (how much you sold it for). The amount
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of proceeds left is your capital gain. For some types of CGT events, a cost base isnot relevant. See appendix 1 for the amounts to use.
 Example 9: Calculating a capital gain using the 'other' method
 Marie-Anne bought a property for $250,000 under a contract dated 23 June2016. The contract provided for the payment of a deposit of $25,000 on thatdate, with the balance of $225,000 to be paid on settlement on 4 August2016.
 Marie-Anne paid stamp duty of $5,000 on 20 July 2016. On 4 August 2016,she received an account for solicitors fees of $2,000 which she paid as partof the settlement process.
 Marie-Anne sold the property on 16 October 2016 (the day the contractswere exchanged) for $315,000. She incurred costs of $1,500 in solicitorsfees and $4,000 in agent’s commission.
 As she bought and sold her property within 12 months, Marie-Anne must usethe 'other' method to calculate her capital gain.
 Deposit $25,000
 Balance $225,000
 Stamp duty $5,000
 Solicitors fees for purchase of property $2,000
 Solicitors fees for sale of property $1,500
 Agents commission $4,000
 Cost base (total) $262,500
 Marie-Anne works out her capital gain as follows:
 Capital proceeds $315,000
 less cost base $262,500
 Capital gain calculated using the 'other' method $52,500
 Assuming Marie-Anne has not made any other capital losses or capital gainsin the 2016–17 income year, and does not have any unapplied net capitallosses from earlier years, the net capital gain to be included at item 18 onher Tax return for individuals (supplementary section) 2017 (NAT 2679) is
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$52,500.
 The indexation methodUse the indexation method to calculate your capital gain if:
 a CGT event happened to an asset you acquired before 11.45am (by legaltime in the ACT) on 21 September 1999, andyou owned the asset for 12 months or more.
 If you are not a company and you meet the two conditions above and you wish touse the indexation method, you must choose to do so, otherwise the discountmethod will apply. If you are a company (other than a listed investment company)and the capital gain meets the conditions listed above, you must use the indexationmethod to calculate the capital gain. Specific rules affect certain assets of a lifeinsurance company.
 Under the indexation method, you increase each amount included in an element ofthe cost base (other than those in the third element, costs of owning the asset) byan indexation factor.
 The indexation factor is worked out using the consumer price index (CPI) atappendix 2.
 If the CGT event happened on or after 11.45am (by legal time in the ACT) on21 September 1999, you can only index the elements of your cost base up to30 September 1999. You use this formula:
 If the CGT event happened before 11.45am (by legal time in the ACT) on21 September 1999, you use this formula:
 Work out the indexation factor to three decimal places, rounding up if the fourthdecimal place is five or more.
 For most assets, you index expenditure from the date you incur it, even if you do notpay some of the expenditure until a later time. However, there is an exception forpartly paid shares or units acquired on or after 16 August 1989. If the company ortrust later makes a call on the shares or units, you use the CPI for the quarter inwhich you made that later payment.
 There are some exceptions to the requirement that you must have owned an assetfor at least 12 months for indexation to apply. For example, you can use the
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indexation method if:
 you acquire a CGT asset as a legal personal representative or a beneficiary ofa deceased estate. The 12-month requirement is satisfied if the deceasedacquired the asset 12 months or more before you disposed of it, oryou acquired an asset as the result of a marriage or relationship breakdown.You will satisfy the 12-month requirement if the combined period your spouseand you owned the asset is more than 12 months.
 The discount methodhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=22Last modified: 19 Feb 2018QC 51236
 Use the discount method to calculate your capital gain if:
 you are an individual, a trust or a complying superannuation entitya CGT event happens to an asset you ownthe CGT event happened after 11.45am (by legal time in the ACT) on21 September 1999you acquired the asset at least 12 months before the CGT event, andyou did not choose to use the indexation method.
 Generally, the discount method does not apply to companies, although it can applyto a limited number of capital gains made by life insurance companies.
 In determining whether you acquired the CGT asset at least 12 months before theCGT event, you exclude both the day of acquisition and the day of the CGT event.
 If you:
 acquire a property and construct a building or make improvements to it that arenot separate assets (see Separate assets), andowned the property for at least 12 months (even if you did not construct thenew building or improvements more than 12 months before the CGT eventhappened)
 then you can use the discount method to work out your capital gain from theproperty.
 Example 10: Discount method
 Sally acquired a CGT asset on 2 February 2016. She is entitled to apply theCGT discount if a CGT event happened to that asset on or after 3 February2017.
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In certain circumstances, you may be eligible for the CGT discount even if you havenot owned the asset for at least 12 months. For example if:
 you acquire a CGT asset as a legal personal representative or as a beneficiaryof a deceased estate. The 12-month requirement is satisfied if the asset wasacquired by the deceased
 before 20 September 1985 and you disposed of it 12 months or moreafter they died, oron or after 20 September 1985 and you disposed of it 12 months or moreafter they acquired it
 you acquired a CGT asset as the result of a marriage or relationshipbreakdown and rollover applies. You will satisfy the 12-month requirement ifthe combined period your spouse and you owned the asset was more than 12monthsa CGT asset was compulsorily acquired, lost or destroyed and you acquired arollover replacement asset, you will satisfy the 12-month requirement for thereplacement asset if the period of ownership of the original asset and thereplacement asset was at least 12 months.
 Table 2: Capital gain calculation methods
 Method Indexation method Discount method 'other' method
 Descriptionof method
 Allows you to increasethe cost base byapplying an indexationfactor based on CPI upto September 1999
 Allows you todiscount yourcapital gain
 Basic methodof subtractingthe cost basefrom the capitalproceeds
 When touse themethod
 Use for an asset ownedfor 12 months or more ifit produces a betterresult than the discountmethod. Use only forassets acquired before11.45am (by legal time inthe ACT) on21 September 1999.
 Use for an assetowned for 12months or more ifit produces abetter result thanthe indexationmethod.
 Use when theindexation anddiscountmethods do notapply (forexample, if youhave boughtand sold anasset within 12months).
 How tocalculateyour
 Apply the relevantindexation factor, seeCPI table at appendix 2,then subtract the indexedcost base from the
 Subtract the costbase from thecapital proceeds,deduct any capitallosses, then
 Subtract thecost base (orthe amountspecified by therelevant CGT
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capitalgain usingthe method
 capital proceeds, seeworked example 13.
 reduce by therelevant discountpercentage, seeworked example13.
 event) from thecapitalproceeds, seeworkedexample 9.
 The law has been amended to remove or reduce the 50% discount on capital gainsmade after 8 May 2012 by foreign resident individuals on taxable Australianproperty. For more information see Capital gains tax (CGT) discount for foreignresident individuals.
 In our examples, we have assumed that the taxpayer is entitled to a 50% discountpercentage.
 Certain capital gains are excluded
 The CGT discount does not apply to capital gains from certain CGT events. TheCGT discount does not apply to these CGT events:
 D1 Creating contractual or other rightsD2 Granting an optionD3 Granting a right to income from miningE9 Creating a trust over future propertyF1 Granting a leaseF2 Granting a long-term leaseF5 Lessor receives payment for changing a leaseH2 Receipt for an event relating to a CGT assetJ2 Change for replacement asset or improved asset after a rollover underSubdivision 152-EJ5 Failure to acquire replacement asset and to incur fourth elementexpenditure after a rollover under Subdivision 152-EJ6 Cost of acquisition of replacement asset or amount of fourth elementexpenditure, or both, not sufficient to cover disregarded capital gainK10 Forex realisation gain.
 The full list of CGT events is shown at appendix 1.
 If you make a capital gain from a CGT event that creates a new asset (for example,receiving a payment for agreeing not to do something, that is, entering into arestrictive covenant) you cannot satisfy the 12-month ownership rule, so your CGTevent does not qualify for the CGT discount.
 The CGT discount may be denied:
 if the CGT event that gave rise to the capital gain occurred under anagreement that was made within 12 months of the acquisition of the asseton the disposal of certain shares or trust interests in non-widely heldcompanies and trusts, that is, those with fewer than 300 membersif an arrangement was entered into for the purposes of claiming the CGTdiscount under which an ‘income’ asset was converted into a ‘capital’ asset
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(conversion of income to capital) (Part IVA of the Income Tax Assessment Act1936).
 If the home first used to produce income rule applies and the period between whenyou first used the dwelling to produce income and the CGT event happening is notat least 12 months, the discount method is not available.
 Discount percentage
 The discount percentage is the percentage by which you reduce your capital gain.You can reduce the capital gain only after you have applied all the capital losses forthe income year and any unapplied net capital losses from earlier years.
 The discount percentage is 50% for individuals and trusts, and 33 1/3% forcomplying superannuation entities and eligible life insurance companies.
 The law has been amended to remove or reduce the 50% discount on capital gainsmade after 8 May 2012 by foreign resident individuals on taxable Australianproperty. For more information, see Capital gains tax (CGT) discount for foreignresident individuals.
 Choosing the indexation or discount methodhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=23Last modified: 19 Feb 2018QC 51236
 For assets you acquired before 11.45am (by legal time in the ACT) on21 September 1999 and have held for 12 months or more, you can choose to usethe indexation method or the discount method to calculate your capital gain. Thereis no one factor to use as a basis to select the better option as it depends on thetype of asset you own, how long you have owned it, the dates you owned it andpast rates of inflation. Because capital losses must be offset against capital gainsbefore the discount is applied, your choice may also depend on the amount ofcapital losses that you have available. For information about when and how, seeChoices.
 Example 11: Comparison of discount and indexation methods
 Justin sold some land and has a $10,000 capital gain under the discountmethod (before applying the CGT discount) or a $7,000 capital gain underthe indexation method. If Justin has no capital losses, the discount methodwill produce the smaller capital gain (that is, $5,000).
 However, Justin also made a capital loss of $5,000 on the sale of someshares. He will be better off using the indexation method to work out thecapital gain from the sale of his land. Under this method, his net capital gain
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is $2,000 (that is, $7,000 minus $5,000). If he used the discount method, hisnet capital gain would be $2,500 (that is $10,000 minus $5,000, multipliedby 50%).
 Example 12 shows that applying one method to work out your capital gains on awhole parcel of shares you acquired before September 1999 may not be to youradvantage if you have capital losses or net capital losses to apply.
 In this situation, you will get a better result if you apply the indexation method tosufficient shares to absorb the capital loss (or as much of the capital loss as youcan) and apply the discount method to any remaining shares.
 Example 12: Capital gains on shares where you also have capital losses
 Clare sold a parcel of 500 shares in March 2017 for $12,500, that is, for $25each. She had acquired the shares in March 1995 for $7,500, that is, for$15 each, including stamp duty and brokerage. There was no brokerage onthe sale. Clare had no other capital gains or capital losses in 2016–17,although she has $3,500 net capital losses carried forward from previousincome years.
 Because Clare owned the shares for more than 12 months she can use thediscount method or the indexation method to work out her capital gains,whichever gives her a better result. Clare decides to work out her net capitalgain by applying both the discount method and the indexation method to thewhole parcel of shares:
 Comparison of indexation and discount methods
 Calculation element Using indexationmethod
 Using discountmethod
 Capital proceeds $12,500 $12,500
 Cost base (acquisition cost ×indexation factor)
 $8,077* $7,500
 Capital gain $4,423 $5,000
 less capital losses $3,500 $3,500
 $923 $1,500
 CGT discount Nil $750
 Net capital gain $923 $750
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*$7,500 × 1.077 (indexation factor is 68.7 ÷ 63.8 = 1.077)
 However, because each share is a separate asset, Clare can use differentmethods to work out her capital gains for shares within the parcel. Thelowest net capital gain would result from her applying the indexation methodto the sale of 395** shares, and the discount method to the remaining 105.She works out her net capital gain as follows:
 Indexation method (395 shares)
 Capital proceeds ($25 each) $9,875
 Cost base (395 × $15 × 1.077 each) $6,381
 Capital gain $3,494
 less capital losses $3,500
 Capital gain/(loss) (6)
 Discount method (105 shares)
 Capital proceeds ($25 each) $2,625
 Cost base (105 × $15) $1,575
 Capital gain $1,050
 less any remaining capital losses 6
 $1,044
 CGT discount $522
 Net capital gain $522
 **To calculate this, Clare worked out the capital gain made on each shareusing the indexation method ($4,424 ÷ 500 = 8.85) and divided the capitalloss by this amount ($3,500 ÷ 8.85 = 395).
 It is probably best to calculate your capital gain using both methods to find outwhich gives you the better result. This is shown for Val in example 13 and in thecompleted Capital gain or capital loss worksheet (PDF, 100KB) .
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Example 13: Choosing the indexation or discount method
 Val bought a property for $150,000 under a contract dated 24 June 1991.The contract provided for the payment of a deposit of $15,000 on that date,with the balance of $135,000 to be paid on settlement on 5 August 1991.
 She paid stamp duty of $5,000 on 20 July 1991. On 5 August 1991, shereceived an account for solicitors fees of $2,000, which she paid as part ofthe settlement process.
 She sold the property on 15 October 2016 (the day the contracts wereexchanged) for $350,000. She incurred costs of $1,500 in solicitors fees and$4,000 in agents commission.
 Val’s capital gain calculated using the indexation method
 Deposit × indexation factor$15,000 × 1.164(indexation factor is 68.7 ÷ 59.0 = 1.164)
 $17,460
 Balance × indexation factor$135,000 × 1.164 $157,140
 Stamp duty × indexation factor$5,000 × 1.159(indexation factor is 68.7 ÷ 59.3 = 1.159)
 $5,795
 Solicitors fees for purchase of property x indexation factor$2,000 × 1.159 $2,318
 Solicitors fees for sale of property(indexation does not apply)
 $1,500
 Agents commission(indexation does not apply)
 $4,000
 Cost base (total) $188,213
 Val works out her capital gain as follows:
 Capital proceeds $350,000
 less cost base $188,213
 Capital gain(Val’s total current year capital gain using this method)
 $161,787
 Assuming Val has not made any other capital losses or capital gains in the
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2016–17 income year and does not have any unapplied net capital lossesfrom earlier years, her net capital gain using the indexation method is$161,787.
 Val’s capital gain calculated using the discount method
 Deposit $15,000
 Balance $135,000
 Stamp duty $5,000
 Solicitors fees for purchase of property $2,000
 Solicitors fees for sale of property $1,500
 Agents commission $4,000
 Cost base (total) $162,500
 Val works out her capital gain as follows:
 Capital proceeds $350,000
 less cost base $162,500
 Capital gain before applying discount(Val’s total current year capital gain using this method)
 $187,500
 less CGT discount(as Val has no capital losses)
 $93,750
 Net capital gain $93,750
 As the discount method provides Val with the better result, she will write theamount worked out using the discount method on her tax return rather thanthe amount worked out using the indexation method.
 The Capital gain or capital loss worksheet (PDF, 100KB) shows how Valmight complete the worksheet using both methods.
 How to calculate a capital losshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-
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detail/Publications/Guide-to-capital-gains-tax-2017/?page=24Last modified: 19 Feb 2018QC 51236
 Example 14: Calculating a capital loss
 Antonio acquired a new income-producing asset on 28 September 1999 for$100,000, including stamp duty and legal costs. He sold it for $90,000 inNovember 2016. During the period he owned it, he was allowed capitalworks deductions of $7,500. Antonio works out his capital loss as follows:
 Cost base $100,000
 less capital works deductions $7,500
 Reduced cost base $92,500
 less capital proceeds $90,000
 Capital loss $2,500
 Example 15: Calculating a capital loss
 In July 1996, Chandra bought 800 shares at $3 per share. He incurredbrokerage and stamp duty of $100. In December 2016, Chandra sold all 800shares for $2.50 per share. He incurred brokerage of $75. He made acapital loss, calculated as follows:
 Calculation of reduced cost base
 July 1996 Purchase price $2,400
 July 1996 Brokerage and stamp duty $100
 December 2016 Brokerage $75
 Reduced cost base $2,575
 Calculation of capital loss
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Reduced cost base $2,575
 Capital proceeds (800 × $2.50) $2,000
 Capital loss $575
 However, the reduced cost base is not relevant for some types of CGT events. Inthese cases, see appendix 1 for the amounts to use for the particular CGT event.
 Reduced cost base
 You cannot index a reduced cost base.
 Keeping records
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=25Last modified: 19 Feb 2018QC 51236
 Keeping adequate records of all expenditure will help you correctly work out theamount of capital gain or capital loss you have made when a CGT event happens. Itwill also help to make sure you do not pay more CGT than is necessary.
 You must keep records of everything that affects your capital gains and capitallosses. Penalties can apply if you do not keep the records for at least five yearsafter the relevant CGT event. If you use information from those records in a later taxreturn, you may have to keep records for longer. If you have applied a net capitalloss, you should generally keep your records of the CGT event that resulted in theloss until the end of any period of review for the income year in which the net capitalloss is fully applied.
 For more information, see Taxation Determination TD 2007/2– Income tax: should ataxpayer who has incurred a tax loss or made a net capital loss for an income yearretain records relevant to the ascertainment of that loss only for the recordretention period prescribed under income tax law?
 Keeping good records can help your beneficiaries reduce the impact of CGT afteryou die. If you leave an asset to another person, the asset may be subject to CGTwhen a CGT event happens to that asset in the future, for example, if your daughter(the beneficiary) sells the shares (the asset) you have left her in your will.
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What records do you need to keep?You must keep records of every act, transaction, event or circumstance that may berelevant to working out whether you have made a capital gain or capital loss from aCGT event. It does not matter whether the CGT event has already happened orwhether it may happen.
 The records must be in English (or be readily accessible or translatable intoEnglish) and must show:
 the nature of the act, transaction, event or circumstancethe day it happenedwho did the act or who were the parties to the transactionhow the act, transaction, event or circumstance is relevant to working out thecapital gain or capital loss.
 The following are examples of records you may need to keep:
 receipts of purchase or transferdetails of interest on money you borrowed relating to this assetrecords of agent, accountant, legal and advertising costsreceipts for insurance costs, rates and land taxesany market valuationsreceipts for the cost of maintenance, repairs and modificationsaccounts showing brokerage on shares.
 You should also keep records to establish whether you have claimed an income taxdeduction for an item of expenditure. In many cases, if you have claimed adeduction for an amount, the expenditure may not be included in the cost base orreduced cost base of a CGT asset.
 Records relating to real estate
 Real estate can include the family home, vacant blocks of land, business premises,rental properties, holiday houses and hobby farms.
 Even though your family home is usually exempt, if you acquired it on or after20 September 1985, try to keep all records relating to the home, just as you wouldfor other items of real estate. If the home ceases to be fully exempt at some time inthe future, you will need to know the full cost of the home so that you do not paymore CGT than necessary. If you do not have sufficient records, reconstructingthem later could be difficult. For details of when your home may not be fully exempt,see Real estate and main residence.
 Keep a copy of the purchase contract and all receipts for expenses relating to thepurchase of the property, for example, stamp duty, legal fees, survey and valuationfees. Also keep all records relating to the CGT event and all relevant expenses, forexample, the sale contract and records of legal fees and stamp duty.
 Keep a record of capital expenditure on improvements, costs of owning the propertyand capital expenditure on maintaining title or right to it that you incurred duringyour period of ownership. These costs may form part of the cost base in working outwhether you have made a capital gain or capital loss at the time the CGT event
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happens.
 Capital expenditure on improvements may include building an extension, addition orimprovement, including initial repairs.
 Examples of costs of owning real estate include interest, rates and land taxes,insurance premiums and cost of repairs or replacing broken items. You only includesuch costs if you acquired the CGT asset on or after 21 August 1991 and if youhave not claimed, and cannot claim, a tax deduction for them.
 If the property is your home and you use it to produce income (for example, byrenting out part or all of it), you will need to keep records of the period the home isproducing income and the proportion of the home you have used to produceincome.
 If, after 20 August 1996, you use your home for income-producing purposes for thefirst time, you will be taken to have acquired your home at that time for its marketvalue. You will use this as your acquisition cost for the purpose of calculating acapital gain or capital loss at the time the CGT event happens. You will still need tokeep details of expenses relating to your home after the date that it startedproducing income.
 Marriage or relationship breakdown has some information about records you mayneed to obtain from your spouse if your marriage or relationship has broken downand a CGT rollover applies on the transfer of real estate.
 Records relating to shares in companies and units in unit trusts
 Most of the records you need to keep regarding your disposal of shares incompanies or units in unit trusts (including managed funds), will be given to you bythe company, the unit trust manager or your stockbroker. It is important for you tokeep everything they give you on your shares and units.
 These records will generally provide the following important information:
 the date of purchase of the shares or unitsthe amount paid to purchase the shares or unitsdetails of any non-assessable payments made to you during the time youowned the shares or unitsthe date and amount of any calls if shares were partly paidthe sale price if you sell themany commissions paid to brokers when you buy or sell them.
 There are special CGT rules for certain shares and units, which may affect therecords you keep, for example, bonus shares and units, rights and options, andemployee shares. See Investments in shares and units for more information.
 Records relating to bonus shares
 To be safe, if you have received any bonus shares on or after 20 September 1985,keep all the documents the company gives you.
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For any bonus shares issued before 1 July 1987, you need to know when theoriginal shares were acquired. If you acquired them on or after 20 September 1985,you will also need to know what they cost. Flowchart 3.1 in appendix 3 summarisesthe different rules applying to the treatment of bonus shares.
 Keep a record of any amounts you paid to acquire the bonus shares and anyamounts taxed as a dividend when they were issued.
 Records relating to inheriting an asset
 If you inherited an asset as a beneficiary of the estate of a person who died on orafter 20 September 1985, you may need to obtain information from the executor ortrustee.
 If the deceased person acquired the asset before 20 September 1985, or an assetpasses to you as the trustee of a Special Disability Trust (irrespective of the datethe deceased acquired the asset), you need to know:
 the market value of the asset at the date of the person’s death, andthe amount of any relevant costs incurred by the executor or trustee.
 This is the amount that the asset is taken to have cost you. If the executor or trusteehas a valuation of the asset, get a copy of that valuation report. Otherwise, you willneed to get your own valuation.
 If the asset you inherit was acquired by the deceased person on or after20 September 1985, you need to know full details of all relevant costs incurred bythe deceased person and by the executor or trustee. Get those details from theexecutor or trustee.
 Inheriting a main residence
 If you inherit a house that was the deceased’s main residence, any capital gain onits subsequent disposal may be exempt. However, until the exemption is certain,you should keep records of relevant costs incurred by you, the deceased or theirtrustee or executor.
 You will not need to keep records of the deceased’s costs if:
 you inherited the house after 20 August 1996the house was the deceased’s main residence just before they diedthe house was not being used to produce income at the time of death.
 In these circumstances, you will be taken to have acquired the house at its marketvalue at the date of death. If the executor or trustee has a valuation of the asset, geta copy of that valuation report. Otherwise you will need to get your own valuation.
 Records relating to foreign resident capital gains withholding
 When the foreign resident capital gains withholding amount has been paid, then wewill issue confirmation to both the vendor and the purchaser. The vendor will beable to use this confirmation to help them complete their tax return to claim a creditfor the foreign resident capital gains withholding amount.
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Asset registersYou can choose to enter information from your CGT records into an asset register.If you keep an asset register, you may be able to discard records that you mightotherwise need to keep for a long time.
 If you choose to keep an asset register, transfer the following information to it fromthe records you generally need to keep for CGT purposes:
 the date the asset was acquiredthe cost of the asseta description, amount and date for each cost associated with the purchase ofthe asset, for example, stamp duty and legal feesthe date the CGT event happened to the assetthe capital proceeds received when the CGT event happened.
 This information must be certified by a registered tax agent or a person approved bythe Commissioner.
 If you use an asset register, you must keep the documents from which you havetransferred the information for five years from the date the relevant asset registerentry is certified. You must keep the asset register entries for five years from thedate the related CGT event happens. Keep the asset register for a longer period ifyou need to substantiate any carried forward net capital losses, for five years afterany CGT event where you have applied any capital loss against capital gains.
 For more information about asset registers and who can certify them, see TaxationRuling TR 2002/10– Income tax: capital gains tax: asset register.
 ExceptionsYou do not need to keep records if, for any CGT event, a capital gain or capital lossis disregarded. For example, you do not need to keep records for exempt assetssuch as cars and motorcycles as the capital gain or loss is disregarded.
 It is never too lateIf you acquired assets on or after 20 September 1985 and did not keep records, oryour records have inadvertently been destroyed, you can still do something about it.
 If you bought real estate, your solicitor or real estate agent may have copies of mostof the records you need. You should be able to get copies if you ask for them.
 If you made improvements to an investment property, for example, if you built anextension, then ask for a copy of the builder’s receipt for payment.
 If you bought shares in a company or units in a unit trust, your stockbroker orinvestment adviser may be able to give you the information you need.
 If you received an asset as a gift and you did not get a market valuation at the time,a professional valuer can tell you what its market value was at the relevant date.
 The main thing is to get as many details as possible so you can reconstruct your
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records. Make sure you keep sufficient records in the future.
 Trust distributions
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=26Last modified: 19 Feb 2018QC 51236
 This section explains how distributions from trusts (including managed funds) canaffect your CGT position. Managed funds include property trusts, share trusts,equity trusts, growth trusts, imputation trusts and balanced trusts.
 Distributions from trusts can include different amounts but only the following typesof amounts are relevant for CGT purposes:
 distributions of all or a part of the trust's income where the trust’s net incomefor tax purposes includes a net capital gaindistributions or other entitlements described as being referable to a specificcapital gain or gains anddistributions of non-assessable amounts.
 You are treated as having made a capital gain or gains if you are 'specificallyentitled' to all or part of a trust's capital gain and that capital gain is reflected in thetrust's net income for tax purposes.
 Additionally, if there is an amount of a capital gain reflected in the net income of thetrust for tax purposes to which no entity is specifically entitled, that amount will beproportionately assessed to beneficiaries in accordance with their 'adjusted Division6 percentage' (which is based on their proportionate entitlement to certain income ofthe trust), or otherwise to the trustee.
 In certain circumstances where you would be treated as having made a capital gainbut are unable to benefit from the gain within a set period, an eligible trustee mayelect to be assessed on the capital gain on your behalf.
 Trustees of managed investment trusts (MITs) have had a choice to apply the rulesdescribed above for the 2010–11 and later years (see Capital gains made by atrust). That choice will continue to be available for 2015–16 and 2016–17, but willnot be available to MITs after 2016–17.
 If you receive a distribution from a MIT that has not applied these rules, you will betreated as having made a capital gain or gains if the trust’s net income for taxpurposes includes a net capital gain. You must include as assessable income yourshare of the MIT’s net income for tax purposes at L Share of net income from trustsitem 13 Partnerships and trusts on your tax return (supplementary section).
 Non-assessable payments mostly affect the cost base of units in a unit trust
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(including managed funds) but can in some cases create a capital gain. Non-assessable payments to beneficiaries of a discretionary trust will not give rise tocapital gains.
 Trustees, including fund managers, may use different terms to describe themethods of calculation and other terms used in this guide. For example, they mayuse the term ‘non-discount gains’ when they refer to capital gains worked out usingthe indexation and 'other' methods.
 Managed investment trustsFor 2015–16 and later years, a MIT may choose to apply the attribution rules inDivision 276 of the Income Tax Assessment Act 1997. Where that choice is made,the MIT becomes known as an attribution managed investment trust (AMIT).
 Generally, those rules apply to 'attribute' amounts to each member based on theirinterest in the AMIT, rather than a 'present entitlement' to the net income of the trustor the amount actually paid.
 The attribution rules ensure that amounts from the trust retain their tax character asthey flow through to you, so that for taxation purposes it is treated as if you hadearned the income directly in your own right. In relation to capital gains, those rulesmean you will treat the capital gains component of your trust income as your owncapital gain.
 These rules also mean that the cost base of your units in an AMIT may have annualupward or downward adjustments (see Cost base adjustments for AMIT members).
 Your share of trust amounts attributed to you is shown on your member statement,which for an AMIT is called an AMIT Member Annual statement (AMMA) (similar tothe standard distribution statement provided by a managed fund).
 Otherwise, for members (unitholders) of an AMIT, there will be little discernibledifference to the way income is distributed to you.
 For more information on the tax system for MITs, see Managed investment trusts -overview.
 Capital gains made by a trusthttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=27Last modified: 19 Feb 2018QC 51236
 Since 2011, in relation to capital gains, the general trust taxation provisions inDivision 6 of the Income Tax Assessment Act 1936 (Division 6) give way to specificrules in Division 115-C of the Income Tax Assessment Act 1997. These rulesensure that, where permitted by the trust deed, the capital gains of a trust (other
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than an AMIT) can be effectively streamed to beneficiaries for tax purposes bymaking them 'specifically entitled' to those gains. Generally, a beneficiary will beconsidered specifically entitled to an amount of a capital gain if the beneficiary hasreceived (or can reasonably be expected to receive) an amount referrable to thatgain, and certain recording conditions are satisfied.
 A beneficiary specifically entitled to a capital gain will generally be assessed inrespect of that gain, regardless of whether the benefit they receive or are expectedto receive is income or capital of the trust.
 Capital gains to which no beneficiary is specifically entitled will be allocatedproportionately to beneficiaries based on their present entitlement to income of thetrust estate (excluding amounts of capital gains and franked distributions to whichany entity is specifically entitled). This proportion is known as the beneficiary's'adjusted Division 6 percentage'. If there is some income to which no beneficiary isentitled (apart from capital gains and/or franked distributions to which any entity isspecifically entitled) the trustee may be assessed under section 99 or 99A of theITAA 1936.
 The trust provisions also allow the trustee of a resident trust to choose to beassessed on a capital gain, provided no beneficiary has received or benefited fromany amount relating to the gain during the income year or within two months of theend of the income year.
 From 2010–11, MITs have been able to choose whether to apply these rules. From2017–18, this choice will no longer be available.
 Item 13 on the tax return for individuals (supplementary section)
 Question 13 in the Tax return for individuals (supplementary section) 2017 tells youto exclude net capital gains from the amount of trust income you write at U item 13on your tax return (supplementary section). In your statement of distribution oradvice, the trust should state your share of the trust’s net capital gain. Exclude onlyso much of the trust's net capital gain that would otherwise form part of your shareof the trust income.
 For beneficiaries of trusts
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=28Last modified: 19 Feb 2018QC 51236
 Determine your share of the capital gain of the trust
 You will need to determine whether you have a share of each capital gain made bythe trust that has been included in the trust's net income for tax purposes. For everycapital gain you have a share of, your statement of distribution or advice from the
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trust should advise you of:
 your share of that gainhow much of the net income of the trust for tax purposes relates to each gain(or what is the 'attributable gain' to which your share relates)the type of capital gain to which your share relates and the method used by thetrustee to calculate it (including any CGT discount or small businessconcessions applied), andyour share of any credit for a foreign resident capital gains withholding amount.
 Your share of a capital gain is any amount of the capital gain to which you arespecifically entitled plus your adjusted Division 6 percentage share of any amount ofthe capital gain to which no beneficiary is specifically entitled.
 For more information on how to determine these amounts, see Specifically entitledand Adjusted Division 6 percentage.
 These rules do not apply to a distribution of a capital gain by an AMIT. SeeManaged investment trusts for more information.
 Divide by the total capital gain
 That amount is then divided by the total capital gain to give you your ‘fraction’ of thetotal capital gain.
 Multiply your fraction of the capital gain by the trust's taxable income relating to thecapital gain
 Your fraction is then multiplied by the net income for tax purposes of the trust thatrelates to the capital gain. The result is your ‘attributable gain’.
 In certain circumstances where the trust's net capital gain and total net frankeddistributions exceed the net income of the trust for tax purposes, the amount of thetrust's taxable income relating to the capital gain is rateably reduced. This ensuresthat beneficiaries and the trustee cannot be assessed on more than the total netincome of the trust.
 Extra capital gains you are taken to have made
 If you are a beneficiary who is taken to have an 'attributable gain' (your share of atrust’s capital gain included in its net income for tax purposes), you are taken tohave made extra capital gains in addition to any other capital gains you may havemade from your own CGT events.
 These extra capital gains are taken into account in working out your net capital gainfor the income year. You include them at step 2 in part B or part C.
 In order to work out the amount of extra capital gains that are taken into account inworking out your own net capital gain, you will need to know the method used bythe trustee in calculating the trust’s capital gains that were included in the trust’s netcapital gain. Your statement of distribution or advice should show this information.
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If you are a unit holder in a managed fund, the trustee or manager will generallyadvise you of your share of the trust’s net capital gain, together with details of yourshare of any other income distributed to you.
 In other cases, the trustee may have advised you what your share is or you mayneed to contact them to obtain details.
 Trust distributions to which the CGT discount or the small business 50% activeasset reduction apply
 Your 'attributable gain' is then grossed up as appropriate for any CGT concessions(the general CGT discount or the small business 50 per cent reduction) applied bythe trustee to that capital gain. You have an extra capital gain equal to the grossed-up amount.
 Where the trustee reduced the capital gain by the CGT discount or the smallbusiness 50% active asset reduction, you need to gross up your 'attributable gain'by multiplying it by two. This grossed-up amount is an extra capital gain.
 You multiply by four your share of any capital gain that the trust has reduced byboth the CGT discount and the small business 50% active asset reduction. Thisgrossed-up amount is an extra capital gain.
 If the capital gain has not been reduced by either the CGT discount or the smallbusiness 50% active asset reduction, then your 'attributable gain' is an extra capitalgain.
 You are then able to reduce your extra capital gains by any current or prior yearcapital losses that you have, and then apply any relevant discounts to work out yourown net capital gain.
 No double taxation
 You are not taxed twice on these extra capital gains because you did not includeyour capital gains from trusts at item 13 on your tax return (supplementary section).
 Example 16: Applying the trust provisions
 Step 1: determine the beneficiary’s share of the capital gain of the trust
 The Cropper Trust generated $100 of rent and a $500 capital gain (whichwas a discount capital gain). The trust also had a capital loss of $100. Thetrust deed does not define ‘income’ and therefore capital gains do not formpart of the trust income. As a result, the income of the trust estate is $100(being an amount equal to the rent), whereas the net income of the trust fortax purposes is $300. The $300 net income for tax purposes comprises the$200 net capital gain (which is the $500 capital gain less the $100 capitalloss, reduced by the 50 per cent CGT discount) plus the $100 rent income.
 The trustee resolves to distribute $200 related to the capital gain (after
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absorbing the capital loss) to Shane and the $100 of rent to Andrea.
 Shane is specifically entitled to 50 per cent of the $500 capital gain becausehe can reasonably be expected to receive the economic benefit of 50 percent ($200) of the $400 capital gain remaining after accounting for the $100capital loss. Shane’s share of the capital gain equals the amount to whichhe is specifically entitled namely $250 (50 per cent of the $500 capital gain).
 Andrea’s share of the capital gain is also $250 because, being entitled to allof the $100 income of the trust (none of the capital gain being treated astrust income), she has an adjusted Division 6 percentage of 100 per centand there is $250 of the $500 capital gain to which no one is specificallyentitled.
 Step 2: divide by the total capital gain
 Shane divides his share of the capital gain ($250) by the total capital gain($500) and therefore has a fraction share of 1/2 of the capital gain.
 Andrea divides her share of the capital gain ($250) by the total capital gain($500) and therefore also has a fraction share of 1/2 of the capital gain.
 Step 3: multiply the beneficiary’s fraction of the capital gain by the trust’staxable income relating to the capital gain
 The net income of the trust for tax purposes relating to the capital gain is$200.
 Shane’s attributable gain is $100 ($200 × 1/2).
 Andrea’s attributable gain is $100 ($200 × 1/2).
 Step 4: gross up the amount for CGT discounts applied by the trustee
 Shane is required to double his attributable gain of $100 to an extra capitalgain of $200 because the trustee had applied the 50 per cent CGT discount.
 Andrea similarly doubles her attributable gain to $200 which is her extracapital gain.
 Both Shane and Andrea will take their extra capital gain of $200 into accountin working out their own net capital gain at 18. Shane and Andrea areindividuals entitled to claim the 50% CGT discount. Neither have othercapital gains or capital losses of their own to apply against their extra capitalgains. Therefore, after applying the 50% CGT discount to their $200 extracapital gain, they will have made a net capital gain of $100 ($200 extracapital gain × 50% = $100). They will write $100 at A item 18 Capital gainson their tax returns (supplementary section). They also write $200 (which is$100 grossed up) at H item 18.
 Note that Shane and Andrea's statement of distribution or advice from the
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trust advised each of them that the trust had made a capital gain of $500,that only $200 of this had been included in the net income of the trust estatefor tax purposes, that the 50% discount had been applied and that theirshare of the gain was $250. Alternatively, it could have advised them thatthey each had an extra capital gain of $200 that was a discount capital gain.
 Example 17: Distribution where the trust claimed concessions
 Serge is the sole beneficiary in the Shadows Unit Trust. His statement ofdistribution or advice from the trust shows that his 100% share of the netincome of the Shadows Unit Trust for income tax purposes was $2,000. The$2,000 includes a net capital gain of $250 (made of a $1,000 capital gainthat was reduced by the CGT discount and the small business 50% activeasset reduction).
 His statement advises that he has a $1,000 (100%) share of the $1,000capital gain.
 Because he has a 100% share of the capital gain, Serge will have an'attributable gain' of $250 (that is, the whole of the net income of the trustestate for tax purposes that relates to the gain).
 Due to the application of the CGT discount and the small business 50%active asset reduction, Serge then grosses up his 'attributable gain' of $250by multiplying it by 4 to $1,000 which is his extra capital gain.
 Serge has also made a capital loss of $100 from the sale of shares.
 He calculates his own net capital gain as follows:
 Serge’s extra capital gain (that is, his $250 attributable gain ×4)
 $1,000
 Deduct capital losses $100
 Capital gains before applying discounts $900
 Apply the CGT discount of 50% $450
 Apply the 50% active asset reduction $225
 Net capital gain $225
 Serge will write $1,000 at H item 18 on his tax return (supplementary
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section), which is his total current year capital gain. His net capital gain tobe written at A item 18 on his tax return (supplementary section) is $225. Hewill write a trust distribution of $1,750 ($2,000 − $250) at U item 13 on histax return (supplementary section).
 Applying the concessions
 You must use the same method as the trust to calculate your capital gain.
 This means you cannot apply the CGT discount to capital gains distributed to youfrom the trust calculated using the indexation method or 'other' method.
 You can only apply the small business 50% active asset reduction to grossed-upcapital gains to which the trust applied that concession.
 Investors in Managed Funds
 If you are a unit holder in a managed fund and have received a distribution from atrust that includes a net capital gain, take your share of that net capital gain intoaccount in working out your own net capital gain for the year, to the extent that itdoes not exceed the overall net amount of your distribution from the trust; seeexamples 18 and 19.
 Your statement of distribution or advice should show your share of the trust netcapital gain and other information relevant to that gain, including your share of anycredit for a foreign resident capital gains withholding amount.
 If your statement shows that your share of the trust’s net capital gain is more thanthe overall net amount of your distribution, then there is a limit on the amount of thecapital gain component you exclude from L item 13 Partnerships and trusts on yourtax return (supplementary section). In this situation, you cannot exclude an amountgreater than the overall net amount of your distribution from the trust; see examples18 and 19. The amount of your share of the trust’s net capital gain you exclude fromthe amount at L item 13 Partnerships and trusts is used in working out your capitalgain. If you receive a distribution from more than one trust, this applies to eachdistribution.
 Trust distributions to which the CGT discount or the small business 50% activeasset reduction apply
 Your statement should show whether any discounts or reductions were applied bythe trustee in determining the amount of the capital gain.
 If you have a share of a trust’s net capital gain you are taken to have made extracapital gains in addition to any other capital gains you may have made from yourown CGT events.
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These extra capital gains are taken into account in working out your net capital gainfor the income year. You include them at step 2 in part B or part C.
 You need to know whether the trustee applied any discounts or reductions incalculating the capital gain to which your share relates in order to work out thecorrect amount to include in your own net capital gain calculation.
 Where the trustee reduced one or more capital gains by the CGT discount or thesmall business 50% active asset reduction, you need to gross up your share of anysuch capital gain by multiplying it by two. This grossed-up amount is your extracapital gain that you include in your own net capital gain calculation.
 You multiply by four your share of any capital gain from a trust that the trustee hasreduced by both the CGT discount and the small business 50% active assetreduction. This grossed-up amount is your extra capital gain that you include in yourown net capital gain calculation.
 If your share of a capital gain from a trust is attributable to a capital gain that thetrustee has not reduced by one of these concessions, that amount is your extracapital gain. You include this amount in your own net capital gain calculation.
 This calculation lets you reduce your extra capital gains by any current or prior yearcapital losses that you have, and then apply any relevant discounts to work out yourown net capital gain; see example 19.
 No double taxation
 You are not taxed twice on these extra capital gains because you did not includeyour capital gains from trusts at item 13 on your tax return (supplementary section).
 Example 18: Capital gain greater than share of trust net income and capitalgain was discounted
 Daniel’s statement of distribution or advice from a Managed Fund (otherthan an AMIT) shows that his share of the net income of that trust for taxpurposes was $7,000.
 This is made up of his $3,000 proportionate share of the trust’s non-primaryproduction loss and his $10,000 proportionate share of the trust’s net capitalgain to which the trust applied the 50% CGT discount. Daniel also made a$2,000 capital loss during the year on the sale of some shares. He does nothave any other trust distributions for the year.
 Daniel will need to write a zero at 13 Partnerships and Trusts on his taxreturn. He takes $14,000 (that is, the $7,000 remaining of his share of thecapital gain from the trust grossed up) into account in working out his netcapital gain at item 18. Therefore, after deducting the capital losses from thegrossed up capital gain he is taken to have made ($14,000 − $2,000 =$12,000), he applies the 50% CGT discount ($12,000 × 50% = $6,000) andwrites $6,000 at A item 18 Capital gains on his tax return (supplementary
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section). He also writes $14,000 ($7,000 grossed up) at H item 18.
 Example 19: Capital gain greater than share of trust net income and capitalgain was not discounted
 Debra’s statement of distribution or advice from a Managed Fund (otherthan an AMIT) shows that her share of the net income of that trust for taxpurposes was $2,000.
 This is made up of her $5,000 proportionate share of the trust’s primaryproduction loss, her $2,000 proportionate share of the trust’s non-primaryproduction income and her $5,000 proportionate share of the trust’s netcapital gain. (The trust’s net capital gain does not include any discountedgains.)
 At 13 Partnerships and Trusts on her tax return (supplementary section),Debra will write $5,000 loss from primary production at L and $5,000 non-primary production income at U (that is, $2,000 non-primary productionincome plus sufficient net capital gain [$3,000] to offset the loss from primaryproduction).
 Assuming Debra has no other capital gains or capital losses, she will write$2,000 ($5,000 − $3,000) at H and A item 18 Capital gains on her tax return(supplementary section).
 Non-assessable payments from a trusthttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=29Last modified: 19 Feb 2018QC 51236
 Trusts often make non-assessable payments to beneficiaries.
 If a profit made by the trust is not assessable, any part of that profit distributed to abeneficiary will also be non-assessable in most cases, for example, a share of aprofit made on the sale of property acquired by the trust before 20 September 1985.
 However, if you receive non-assessable payments from a trust, you may need tomake cost base adjustments to your units or trust interest. Those adjustments willaffect the amount of any capital gain or capital loss you make on the unit or interest,for example, when you sell it.
 Non-assessable payments may be made over a number of years. If non-assessable
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payments exceed your cost base, you may also make a capital gain equal to theexcess in the year the excess is paid to you.
 Non-assessable payments from a managed fund to a unit holder are common andmay be shown on your statement from the fund as:
 tax-free amountsCGT-concession amountstax-exempted amountstax-deferred amounts.
 If you are a beneficiary in a trust which is subject to the trust provisions relating to'streaming' of capital gains and franked distributions, even if you are distributed anamount that is described as the CGT concession amount, you may be taken to havemade a capital gain. You will need to include this in your own net capital gaincalculation.
 For more information, see Streaming trust capital gains and franked distributions.
 You may need to adjust the cost base and reduced cost base of your unitsdepending on the kind of non-assessable payment you received. If you hold aninterest in an AMIT, the adjustment may either increase or decrease your cost baseand reduced cost base. For more information, see Cost-base adjustments for AMITmembers.
 Your statement of distribution or advice should show amounts and other informationrelevant to your cost base or reduced cost base.
 Tax-free amounts relate to certain tax concessions received by the fund whichenable it to pay greater distributions to its unit holders. If your statement shows anytax-free amounts, you adjust the reduced cost base (but not your cost base) of yourunits by these amounts. Payments of amounts associated with building allowanceswhich were made before 1 July 2001 were treated as tax-free amounts.
 CGT-concession amounts relate to the CGT discount component of any actualdistribution. Such amounts do not affect your cost base and reduced cost base ifthey were received after 30 June 2001. A CGT-concession amount received before1 July 2001 is taken off the cost base and reduced cost base.
 Tax-exempted amounts are generally made up of:
 exempt income of the fundamounts on which the fund has already paid tax, orincome you had to repay to the fund.
 Such amounts do not affect your cost base and reduced cost base.
 Tax-deferred amounts are other non-assessable amounts, including indexationreceived by the fund on its capital gains and accounting differences in income. Youadjust the cost base and reduced cost base of your units by these amounts.Payments associated with building allowances which are made on or after 1 July2001 are treated as tax-deferred amounts.
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If the tax-deferred amount is greater than the cost base of your units, you includethe excess as a capital gain. You can use the indexation method if you bought yourunits before 11.45am (by legal time in the ACT) on 21 September 1999.
 Capital loss
 You cannot make a capital loss from a non-assessable payment.
 As a result of recent stapling arrangements, some investors in managed funds havereceived units which have a very low cost base. The payment of certain non-assessable amounts in excess of the cost base of the units will result in theseinvestors making a capital gain.
 Non-assessable payments under a demerger
 If you receive a non-assessable payment under an eligible demerger, you do notdeduct the payment from the cost base and the reduced cost base of your units ortrust interest. Instead, you adjust your cost base and reduced cost base accordingto the demerger rules.
 You may make a capital gain on the non-assessable payment if it exceeds the costbase of your original unit or trust interest, although you will be able to choose aCGT rollover.
 An eligible demerger is one that happens on or after 1 July 2002 and satisfiescertain tests. The trust making the non-assessable payment will normally adviseunit or trust interest holders if this is the case.
 For more information about demergers, see Investments in shares and units.
 Cost base adjustments
 Generally, you make any adjustment to the cost base and reduced cost base ofyour unit or trust interest at the end of the income year. However, if some otherCGT event happens to the unit or trust interest during the year (for example, yousell your units), you must adjust the cost base and reduced cost base just beforethe time of that CGT event. The amount of the adjustment is based on the amountof non-assessable payments paid to you up to the date of sale. You use theadjusted cost base and reduced cost base to work out your capital gain or capitalloss. For more information, see How to work out your capital gain or capital loss.
 The cost base and reduced cost base adjustments are more complex if youdeducted capital losses from a grossed-up capital gain where a capital gain madeby the trust was reduced by the small business 50% active asset reduction. If thisapplies to you, you may need to seek advice from us on how to make theadjustments.
 If the tax-deferred amount is greater than the cost base of your unit or trust interest,you include the excess as a capital gain. You can use the indexation method if youbought your units or trust interest before 11.45am (by legal time in the ACT) on21 September 1999. However, if you do so, you cannot use the discount method to
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work out your capital gain when you later sell the units or trust interest.
 Example 20: Bob has received a non-assessable amount
 Bob owns units in OZ Investments Fund (a managed fund that is not anAMIT and has not elected to apply the 2011 changes to the rules relating tocapital gains made by trusts) which distributed income to him for the 2016–17 income year. The fund gave him a statement showing his distributionmeant that his share of the trust’s net capital gain included:
 $100 calculated using the discount method (grossed-up amount $200)$75 calculated using the indexation method$28 calculated using the 'other' method.
 These capital gains add up to $203.
 The statement shows Bob’s distribution did not include a tax-free amount,but it did include:
 $105 tax-deferred amount.
 From his records, Bob knows that the cost base and reduced cost base ofhis units are $1,200 and $1,050 respectively.
 Bob has no other capital gains or capital losses for the 2016–17 incomeyear and no unapplied net capital losses from earlier years.
 The following steps show how Bob works out the amounts to write on his taxreturn.
 Step 1As Bob has a share of a capital gain which the fund reduced under the CGTdiscount of 50% (so that his share was $100), he includes the grossed-upamount of his share ($200) in his total current year capital gains.
 Step 2Bob adds the grossed-up amount to his share of the trust’s capital gainscalculated using the indexation method and 'other' method to work out histotal current year capital gains:
 $200 + $75 + $28 = $303
 Step 3As Bob has no other capital gains or capital losses, and he must use thediscount method for the capital gains calculated using the discount methodfrom the trust, his net capital gain is equal to his share of the trust’s netcapital gain for tax purposes ($203).
 Step 4Bob completes item 18 on his tax return (supplementary section) as follows:
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Bob must print X in the No box at M and leave the code blank because hedid not apply an exemption or rollover.
 Records Bob needs to keepThe tax-deferred amount Bob received is not included in his income or hiscapital gains, but it affects the cost base and reduced cost base of his unitsin OZ Investments Fund for future income years.
 Cost base $1,200
 less tax-deferred amount $105
 New cost base $1,095
 Reduced cost base $1,050
 less tax-deferred amount $105
 New reduced cost base $945
 Example 21: Ilena’s capital loss is greater than her non-discounted capitalgain
 Ilena invested in XYZ Managed Fund (a managed fund that is not an AMITand has not elected to apply the 2011 changes to the rules relating tocapital gains made by trusts). The fund made a distribution to Ilena for theyear ending 30 June 2013 and gave her a statement that shows herdistribution meant that her share of the trust’s net capital gain included:
 $65 discounted capital gain, and$90 non-discounted capital gain.
 The statement shows Ilena’s distribution also included:
 $30 tax-deferred amount$35 tax-free amount.
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Ilena has no other capital gains, but made a capital loss of $100 on someshares she sold during the year. Ilena has no unapplied net capital lossesfrom earlier years.
 From her records, Ilena knows the cost base and reduced cost base of herunits are $5,000 and $4,700 respectively.
 Ilena has to treat the capital gain component of her share of the fund’s netincome for tax purposes as if she made the capital gain. To complete her taxreturn, Ilena must identify this capital gain component and work out her netcapital gain.
 The following steps show how Ilena works out the amount to write at H item18 on her tax return (supplementary section).
 Step 1As Ilena has a share of a capital gain which the fund reduced by the CGTdiscount of 50% (her discounted share being $65), she must gross up hershare of this capital gain. She does this by multiplying the amount of hershare of the discounted capital gain by two:
 $65 × 2 = $130
 Step 2Ilena adds her share of the trust’s grossed-up and non-discounted capitalgains to work out her total current year capital gains:
 $130 + $90 = $220
 She writes her total current year capital gains ($220) at H item 18 on her taxreturn (supplementary section).
 Step 3After Ilena has grossed up her share of the fund’s discounted capital gain,she subtracts her capital losses from her capital gains.
 Ilena can choose which capital gains she subtracts the capital losses fromfirst. In her case, she gets the better result if she:
 subtracts as much as possible of her capital losses (which were $100)from her non-discounted capital gains ($90).$90 − $90 = $0 (non-discounted capital gains)subtracts her remaining capital losses after step 1 ($10) from herdiscounted capital gains ($130).$130 − $10 = $120 (discounted capital gains)applies the CGT discount to her remaining discounted capital gains:($120 × 50%) = $60 (discounted capital gains)
 Step 4Finally, Ilena adds up the capital gains remaining to arrive at her net capitalgain:
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$0 (non-discounted) + $60 (discounted) = $60 net capital gain.
 Ilena completes item 18 on her tax return (supplementary section) asfollows:
 Ilena must print X in the No box at M and leave the code blank. The trustapplied the exemption or rollover and will need to report that on its trustreturn.
 Records Ilena needs to keep
 The tax-deferred and tax-free amounts Ilena received are not included in herincome or her capital gain, but the tax-deferred amount affects the cost baseand reduced cost base of her units in XYZ Managed Fund for future incomeyears. The tax-free amount affects her reduced cost base.
 Ilena reduces the cost base and reduced cost base of her units as follows:
 Cost base $5,000
 less tax-deferred amount $30
 New cost base $4,970
 Reduced cost base $4,700
 less (tax-deferred amount + tax-free amount)($30 + $35)
 $65
 New reduced cost base $4,635
 Cost-base adjustments for AMIT members
 If any non-assessable amounts from an AMIT are attributed to you, these may affectthe cost base of your units in the AMIT.
 Non-assessable payments are any part of the profit of the trust that is non-assessable, and are not included in your assessable income. However, tax-free andtax-deferred amounts may reduce the cost base of your units, while tax-exemptamounts do not affect the cost base; see Non-assessable payments from a trust.
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Under the new tax system for managed investment trusts, the cost base of yourunits can be adjusted both upwards and downwards (upwards adjustments werenot previously allowed).
 Your statement of distribution or advice or AMIT Member Annual statement (AMMA)should show amounts and other information relevant to your cost base or reducedcost base.
 The AMIT will calculate a cost base net amount. The cost base net amount is thebalance of your cost base reduction amount and your cost base increase amount.
 Example 21A: AMIT cost base net adjustment
 Miriam owns units in the Exponential Growth Fund, which has elected in tothe new tax system for managed investment trusts in 2016–17 and istherefore an AMIT.
 The fund attributes $13 per unit to Miriam for the income year but pays acash amount of $3 per unit. The balance of $10 is retained by ExponentialGrowth Fund for reinvestment, rather than paid as a cash distribution.Miriam includes the $13 attributed amount in her assessable income as'Share of net income from trusts' at 13 Partnerships and trusts.
 Cost base consequences
 The $13 attributed to Miriam is added to her cost base of $55, while theactual payment of $3 is taken away from her cost base. In this way, the costbase increase is netted off against the cost base reduction, resulting in acost base net increase of $10 per unit. The cost base increase and costbase reduction are shown in Miriam's AMMA statement, along with a costbase net amount of $10.
 The $10 cost base net amount is not included in Miriam's assessableincome or capital gains because it represents amounts that have alreadybeen taxed to her on attribution, but is used to increase the cost base of herunits in Exponential Growth Fund for future years. Miriam will need toinclude it in her cost base calculations when she eventually sells her units inthe fund, to ensure that the undistributed amount attributed to her is notdouble taxed as a capital gain.
 Cost base per unit $55
 Plus taxable income attributed in 2016–17 $13
 less cash dividend for 2016–17 $3
 New cost base per unit $65
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The amounts attributed to you to be included in your assessable income, as well asany non-assessable non-exempt income related to your CGT asset, are added tothe cost base amount of your units in the AMIT. Cash payments you receive inrelation to your units are taken away from their cost base. Any reductions andincreases are netted off against each other to arrive at your cost base net amount.
 Any excess cost base net amount is used to reduce your unit’s cost base. If theexcess is greater than your cost base it will reduce your cost base to nil. Anyremaining excess will result in a capital gain. If the excess is less than your costbase your cost base amount will be decreased, which may result in a greater capitalgain or reduced capital loss on the disposal of your membership interests in theAMIT.
 Any shortfall in the cost base net amount is used to increase your asset’s cost baseand reduced cost base. This may result in a reduced capital gain or increasedcapital loss on disposal of your assets.
 For more information on cost base adjustments for AMITs, see the Law CompanionRuling LCR 2015/11 Attribution Managed Investment Trusts: annual cost baseadjustments for units in an AMIT and associated transitional rules.
 Investments in shares and units
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=30Last modified: 19 Feb 2018QC 51236
 This section explains your CGT obligations if you sold or otherwise disposed of anyshares or units in a unit trust (including a managed fund) in the 2016–17 incomeyear. It also explains what happens when you have a CGT event under a demerger.For information about distributions from a unit trust (other than under a demerger) inthe 2016–17 income year, see Trust distributions.
 Managed fund
 A managed fund is a unit trust. Where we refer to a unit trust in this guide we arealso referring to a managed fund.
 How capital gains tax affects shares and units
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https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=31Last modified: 19 Feb 2018QC 51236
 For CGT purposes, shares in a company or units in a unit trust are treated in thesame way as any other assets.
 As a general rule, if you acquired any shares or units on or after 20 September1985, you may have to pay tax on any capital gain you make when a CGT eventhappens to them. This would usually be when you sell or otherwise dispose ofthem. It also includes where you redeem units in a managed fund by switching themfrom one fund to another. In these cases, CGT event A1 happens. There is a list ofall CGT events at appendix 1.
 Profits on the sale of shares held in carrying on a business of share trading areincluded as ordinary income rather than as capital gains. For more information, seeCarrying on a business of share trading. In addition, if the TOFA rules apply to youand you have elected to have certain tax-timing methods apply, gains and lossesfrom trading of shares and units will be brought to account under those rules ratherthan as capital gains or capital losses. For more information about the TOFA rules,see Guide to the taxation of financial arrangements (TOFA).
 Capital gains or losses made in respect of certain CGT events happening to sharesheld by an Australian resident company that represents a non-portfolio interest inforeign companies may be reduced under Subdivision 768-G of ITAA 1997depending on the Active foreign business asset percentage of the foreign company.
 A CGT event might happen to shares even if a change in their ownership isinvoluntary, for example, if the company in which you hold shares is taken over ormerges with another company. This may result in a capital gain or capital loss.
 This section also deals with the receipt of non-assessable payments from acompany (CGT event G1) while Trust distributions deals with non-assessablepayments from a trust (CGT event E4 or E10).
 If you own shares in a company that has been placed in liquidation oradministration, CGT event G3 lets you choose to make a capital loss when theliquidator or administrator declares the shares (or other financial instruments)worthless.
 There are a number of special CGT rules if you receive such things as bonusshares, bonus units, rights, options or non-assessable payments from a company ortrust. Special rules also apply if you buy convertible notes or participate in anemployee share scheme or a dividend reinvestment plan.
 The rest of this section explains these rules and has examples showing how theywork in practice. The flowcharts at appendix 3 will also help you work out whetherthe special rules apply to you.
 For more information about how other income tax provisions affect your share
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investments, see You and your shares 2017 (NAT 2632).
 Identifying shares or units soldhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=32Last modified: 19 Feb 2018QC 51236
 Sometimes taxpayers own shares or units that they may have acquired at differenttimes. This can happen as people decide to increase their investment in a particularcompany or unit trust. A common question people ask when they dispose of onlypart of their investment is how to identify the particular shares or units they havedisposed of.
 This can be very important because shares or units bought at different times mayhave different amounts included in their cost base. In calculating the capital gain orcapital loss when disposing of only part of an investment, you need to be able toidentify which shares or units you have disposed of. Also, when you dispose of anyshares or units you acquired before 20 September 1985, any capital gain or capitalloss you make is generally disregarded.
 If you have the relevant records (for example, share certificates), you may be able toidentify which particular shares or units you have disposed of. In other cases, theCommissioner will accept your selection of the identity of shares disposed of.
 Alternatively, you may wish to use a ‘first in, first out’ basis where you treat the firstshares or units you bought as being the first you disposed of.
 In limited circumstances, we will also accept an average cost method to determinethe cost of the shares disposed of. You can only use this average cost methodwhen:
 the shares are in the same companythe shares are acquired on the same daythe shares have identical rights and obligations, andyou are not required to use market value for cost base purposes.
 Example 22: Identifying when shares or units were acquired
 Boris bought 1,000 shares in WOA Ltd on 1 July 1997. He bought another3,000 shares in the company on 1 July 2002.
 In December 2002, WOA Ltd issued Boris with a CHESS statement for his4,000 shares. When he sold 1,500 of the shares on 1 January 2017, he wasnot sure whether they were the shares he bought in 2002 or whether theyincluded the shares bought in 1997.
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Because Boris could not identify when he bought the particular shares hesold, he decided to use the ‘first in, first out’ method and nominated the1,000 shares bought in 1997 plus 500 of the shares bought in 2002.
 Demutualisation of life insurance and general insurance companieshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=33Last modified: 19 Feb 2018QC 51236
 If you hold a policy in a life insurance company or a general insurance company thatdemutualises, you may be subject to CGT either at the time of the demutualisationor when you sell your shares (or another CGT event happens).
 A company demutualises when it changes its membership interests to shares, forexample, AMP, IOOF and NRMA. (There are similar rules for non-insuranceorganisations that demutualise).
 The insurance company may give you the choice to either keep your shareentitlement or to take cash by selling the shares under contract through an entity setup by the company (‘share sale facility’).
 If it is an Australian insurance company and you choose to keep the shares, you willnot be subject to CGT until you eventually sell them or another CGT eventhappens. However, if you elect to sell your share entitlement through a share salefacility and take cash, you need to include any capital gain in your tax return in theincome year in which you entered into the contract to sell the shares, even thoughyou may not receive the cash until a later income year.
 The demutualising company will write to all potential ‘shareholders' and advise themof the acquisition cost in each instance, sometimes referred to as the ‘embeddedvalue'. Even though you did not pay anything to acquire the shares, they have avalue that is used as the cost base and reduced cost base for CGT purposes.
 If you sell your shares before the insurance company is listed on the stockexchange and you make a capital loss, you disregard the loss.
 If you hold a policy in an overseas insurance company that demutualises, you maybe subject to CGT at the time of the demutualisation. Phone us for advice if thisapplies to you.
 78 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=33

Page 79
                        

Demutualisation of private health insurershttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=34Last modified: 19 Feb 2018QC 51236
 If you hold or held a policy of a private health insurer that converts from a not forprofit insurer to a profit insurer by demutualising, you disregard capital gains andlosses you make from a CGT event happening to your interest or other right youhave or had in the insurer.
 If you receive shares or rights to acquire shares as a result of the demutualisation ofyour private health insurer you will be taken for CGT purposes to have acquiredeach share or right at the time it is issued. The first element of the cost base orreduced cost base is equal to the market value of that share or right on the day theyare issued.
 Any sale of the shares or rights will be a CGT event that may give rise to a capitalgain or capital loss in the income year in which you enter into the contract of sale.This includes when the shares are sold through the sale facility.
 If you receive a cash payment under the demutualisation that is not as a result ofthe sale of the shares or rights you will not make a capital gain or loss.
 Demutualisation of friendly societieshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=35Last modified: 19 Feb 2018QC 51236
 If you hold or held a policy of a friendly society that demutualised from a not-for-profit friendly society to a profit friendly society, you may be able to disregard yourcapital gain or loss from the CGT event. You can disregard capital gains and lossesyou make from a CGT event happening to your interest or other right you have orhad in the friendly society except where you receive an amount of money. Yourfriendly society should advise you whether you realised a capital gain or capitalloss.
 If you received only shares, or rights to acquire shares, as a result of thedemutualisation of your friendly society, we consider for CGT purposes that youacquired each share or right at the time it was issued.
 Your friendly society should advise you of the cost base of the shares or rights toacquire shares. The cost base, or reduced cost base, will be a proportion of thetotal of the:
 market value of the health insurance business and
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embedded value of the life insurance business and any other business of thefriendly society.
 Selling the shares or rights (through the sale facility or otherwise) will be a CGTevent that may give rise to a capital gain or capital loss in the income year in whichyou enter into the contract of sale.
 Share buy-backshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=36Last modified: 19 Feb 2018QC 51236
 As a shareholder, you may have received an offer from a company to buy backsome or all of your shares in the company. If you disposed of shares back to thecompany under a share buy-back arrangement, you may have made a capital gainor capital loss from that CGT event.
 You compare the capital proceeds with your cost base and reduced cost base towork out whether you have made a capital gain or capital loss.
 The time you make the capital gain or capital loss will depend on the conditions ofthe particular buy-back offer. It may be the time you lodge your application toparticipate in the buy-back or, if it is a conditional offer of buy-back, the time youaccept the offer.
 If shares in a company:
 are not bought back by the company in the ordinary course of business of astock exchange, for example, the company writes to shareholders offering tobuy their shares (commonly referred to as ‘off-market share buy-back’), andthe buy-back price is less than what the market value of the share would havebeen if the buy-back hadn’t occurred and was never proposed
 then the capital proceeds are taken to be the market value the share would havebeen if the buy-back hadn’t occurred and was never proposed, minus the amount ofany dividend paid under the buy-back.
 In this situation, the company may provide you with that market value or, if thecompany obtained a class ruling from us, you can find out the amount at Capitalgains tax.
 Under other off-market buy-backs where a dividend is paid as part of the buy-back,the amount paid excluding the dividend is your capital proceeds for the share.
 Example 23: Buy-back
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Sam bought 4,500 shares in Company A in January 1994 at a cost of $5 pershare. In February 2017, Sam applied to participate in a buy-back offer todispose of 675 shares (15%). Company A approved a buy-back of 10%(450) of the shares on 15 June 2017. The company sent Sam a cheque on5 July 2017 for $4,050 (450 shares × $9). No part of the payment is adividend.
 Sam works out his capital gain for 2016–17 as follows:
 If he chooses to use the indexation method:
 Capital proceeds $4,050
 Cost base 450 shares × $5($2,250 x 1.117 including indexation)
 $2,513
 Capital gain $1,537
 If he chooses to use the discount method:
 Capital proceeds $4,050
 Cost base $2,250
 Capital gain (before applying any discount) $1,800
 Sam has no capital losses to apply against this capital gain and decides thatthe discount method will provide him with the better result. He takes $900($1,800 × 50%) into account in working out his net capital gain for the year.
 Example 24: Off-market buy-back including dividend
 Ranjini bought 10,000 shares in Company M in January 2003 at a cost of $6per share, including brokerage.
 In January 2017, the company wrote to its shareholders advising them it wasoffering to buy back 10% of their shares for $9.60 each. The buy-back pricewas to include a franked dividend of $1.40 per share (and each dividendwas to carry a franking credit of $0.60).
 Ranjini applied to participate in the buy-back to sell 1,000 of her shares.
 Company M approved the buy-back on 1 May 2017 on the terms anticipated
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in its earlier letter to shareholders.
 The market value of Company M shares at the time of the buy-back (if thebuy-back did not occur and was never proposed) was $10.20.
 Ranjini received a cheque for $9,600 (1,000 shares × $9.60) on 8 June2017.
 Because it was an off-market share buy-back and the buy-back price wasless than what the market value of the share would have been if the buy-back hadn’t occurred, Ranjini works out her capital gain for the 2016–17year as follows.
 Capital proceeds:
 Market value ($10.20) less dividend ($1.40) = $8.80$8.80 × 1,000 shares = $8,800 Cost base: $6 × 1,000 shares = $6,000Capital gain (before applying any discount) = $2,800
 Ranjini takes her capital gain into account when completing item 18 on hertax return (supplementary section). She also includes her dividend at item11 on her tax return ($1,400 at T and $600 at U).
 Shares in a company in liquidation or administrationhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=37Last modified: 19 Feb 2018QC 51236
 If a company is placed in liquidation or administration, company law restricts thetransfer of shares in the company. This means that, in the absence of special CGTrules, you may not be able to realise a capital loss on shares that have becomeworthless unless you declare a trust over them.
 In certain circumstances, you can choose to realise a capital loss on worthlessshares before dissolution (if you acquired the shares on or after 20 September1985). This applies if you own shares in a company and a liquidator or administratordeclares in writing that there is no likelihood you will receive any further distributionin the course of winding up the company. A liquidator’s declaration can be madeafter you receive a distribution during the winding up.
 Financial instruments relating to a company (not just shares) can also be declaredworthless by a liquidator or administrator.
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Financial instruments include (but are not limited to) convertible notes, debentures,bonds, promissory notes, loans to the company, futures contracts, forward contractsand currency swap contracts relating to the company, and rights or options toacquire any of these (including rights or options to acquire shares in a company).Many financial instruments may be referred to as securities.
 If you make this choice, you will make a capital loss equal to the reduced cost baseof the shares (or financial instruments) at the time of the liquidator’s oradministrator’s declaration. The cost base and reduced cost base of the shares (orfinancial instruments) are reduced to nil just after the liquidator or administratormakes the declaration.
 These rules do not apply to:
 a financial instrument where any profit made on the disposal or redemption of itwould be included in your assessable income or any loss would be deductible,such as a traditional security or qualifying securitya right acquired prior to 1 July 2009 under an employee share schemea share acquired under an employee share scheme if it is a qualifying share,you did not make a section 139E election for the share under the employeeshare rules, and the declaration by the liquidator or administrator was made nolater than 30 days after the ‘cessation time’ for the share. For more informationabout employee share schemes, see Employee share schemesan ESS interest or an ESS interest that is a beneficial interest in a right that isforfeited and is taken to have been acquired, orunits in unit trusts or financial instruments relating to trusts.
 For information about capital losses on worthless shares, see Shares and othersecurities that become worthless.
 Example 25: Liquidator's declaration that shares are worthless
 The administrators of XYZ Company Ltd made a written declaration on31 March 2017 that they had reasonable grounds to believe that there wasno likelihood that the shareholders of XYZ Company Ltd would receive anydistribution from their shares.
 Hillary purchased shares in XYZ Company Ltd in March 2008 for $1.70,including brokerage. Following the administrators’ declaration, Hillary canchoose to make capital losses equal to the reduced cost bases of hershares as at 31 March 2017. She claims the capital losses in her 2017 taxreturn.
 If no declaration is made by a liquidator or administrator, or you have not chosen tomake a capital loss following a declaration by a liquidator or administrator, you maymake a capital loss on your shares or financial instruments when a court order isgiven to dissolve the company.
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For information about when and how you make a choice, see Choices,
 Also, if a company is wound up voluntarily, shareholders may realise a capital losseither three months after a liquidator lodges a tax return showing that the finalmeeting of the company has been held, or on another date declared by a court. Thecancellation of shares as a result of the dissolution of the company is an example ofCGT event D2.
 Takeovers and mergershttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=38Last modified: 19 Feb 2018QC 51236
 If a company in which you own shares is taken over or merges with anothercompany, you may have a CGT obligation if you are required to dispose of yourexisting shares or they are cancelled.
 In certain circumstances, if you acquire new shares in the takeover or mergedcompany, you may be able to defer paying CGT until a later CGT event happens.For more information, see Scrip for scrip rollover.
 Some takeover or merger arrangements involve an exchange of shares. In thesecases, when you calculate your capital gain or capital loss, your capital proceedswill be the market value of the shares received in the takeover or merged companyat the time of disposal of your original shares.
 If you receive a combination of money and shares in the takeover or mergedcompany, your capital proceeds are the total of the money and the market value ofthe shares you received at the time of disposal of the original shares.
 The cost of acquiring the shares in the takeover or merged company is the marketvalue of your original shares at the time you acquire the other shares, reduced byany cash proceeds.
 To correctly calculate the capital gain or capital loss for your original shares, youwill need to keep records (in addition to the usual records) showing the parties tothe arrangement, the conditions of the arrangement and the capital proceeds.
 As each takeover or merger arrangement will vary according to its own particularcircumstances, you need to get full details of the arrangement from the partiesinvolved.
 We are assuming in the following example that the scrip for scrip rollover does notapply.
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Example 26: Takeover
 In October 2000, Desiree bought 500 shares in DEF Ltd. These shares arecurrently worth $2 each. Their cost base is $1.50.
 XYZ Ltd offers to acquire each share in DEF Ltd for one share in XYZ Ltdand 75 cents cash. The shares in XYZ Ltd are valued at $1.25 each.Accepting the offer, Desiree receives 500 shares in XYZ Ltd and $375 cash.
 The capital proceeds received for each share in DEF Ltd is $2 ($1.25market value of each XYZ Ltd share plus 75 cents cash). Therefore, as thecost base of each DEF Ltd share is $1.50, Desiree will make a capital gainof 50 cents ($2 − $1.50) on each share, a total of $250.
 The cost base of the newly acquired XYZ Ltd shares is the market value ofthe shares in DEF Ltd ($2) less the cash amount received ($0.75) whichequals $1.25 each or a total of $625 (500 × $1.25).
 Scrip for scrip rolloverhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=39Last modified: 19 Feb 2018QC 51236
 If a company in which you owned shares was taken over and you received newshares in the takeover company, you may be entitled to a scrip for scrip rollover.You may also be eligible for this rollover if you exchange a unit or other interest in afixed trust, for a similar interest in another fixed trust.
 A scrip for scrip rollover is not available if a share is exchanged for a unit or otherinterest in a fixed trust, or if a unit or other interest in a fixed trust is exchanged for ashare.
 You can only choose the rollover if you have made a capital gain from such anexchange on or after 10 December 1999. A rollover does not apply to a capital loss.
 A rollover is only available if the exchange is in consequence of an arrangementthat results in the acquiring entity (or the wholly owned group of which it is amember) becoming the owner of 80% or more of the original company or trust.
 For companies, the arrangement may qualify for the scrip for scrip rollover if:
 holders of voting interests in the target entity can participate in the merger ortakeover on substantially the same terms
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it includes a takeover bid that does not contravene key provisions in Chapter 6of the Corporations Act, orif the target entity is a company, it includes a scheme of arrangement approvedby a court under Part 5.1 of the Corporations Act.
 For trusts, an arrangement may qualify if:
 all owners of trust voting interests in the original entity or, where there are novoting interests, all owners of units or other fixed interests can participate, orit includes a takeover bid that does not contravene the Corporations Act.
 There are special rules if a company or trust has a small number of shareholders orbeneficiaries and there is a significant or common stakeholder. If the company ortrust does not let you know, you will need to seek information from them aboutwhether these conditions have been satisfied.
 The rollover allows you to disregard the capital gain made from the original shares,units or other interest. You are taken to have acquired the replacement shares,units or other interest for the cost base of the original interest.
 You can apply the CGT discount when you dispose of new shares providing thecombined period that you owned the original shares and the new shares is at least12 months. The same applies to units in a trust. Note that you have to deduct anycapital losses (including unapplied net capital losses from earlier years) from yourcapital gains before applying the CGT discount.
 You may only be eligible for a partial rollover if you exchange shares, units orinterests for similar interests in another entity (replacement interest) plus somethingelse, usually cash.
 This is because the rollover applies only to the replacement interest. You will needto apportion the cost base of the original interest between the replacement interestand the cash (or other proceeds not eligible for the rollover).
 If your original shares, units or other interests were acquired before 20 September1985 (pre-CGT), you are not eligible for a scrip for scrip rollover. Instead, youacquire the replacement interest at the time of the exchange and the replacementinterest is no longer a pre-CGT asset. However, if the arrangement is one thatwould otherwise qualify for a scrip for scrip rollover, the cost base of thereplacement interest is its market value just after the acquisition.
 Example 27: Partial scrip for scrip rollover
 Gunther owns 100 shares in Windsor Ltd, each with a cost base of $9. Heaccepts a takeover offer from Regal Ltd, which provides for Gunther toreceive one Regal share plus $10 cash for each share in Windsor. Guntherreceives 100 shares in Regal and $1,000 cash. Just after Gunther is issuedshares in Regal, each share is worth $20.
 Gunther receives $10 cash for each of his Windsor shares and so has
 86 of 293

Page 87
                        

$1,000 to which a rollover does not apply.
 In this case, it is reasonable to allocate a portion of the cost base of theoriginal shares having regard to the proportion that the cash bears to thetotal proceeds. That is:
 Cash $1,000 ÷Total proceeds (cash and value of shares received) $3,000 ×Cost base of original sharee $900 =Proportion of cost base for which cash was received $300
 Gunther’s capital gain is as follows:
 $1,000 (cash) − $300 (cost base) = $700 (capital gain)
 Gunther calculates the cost base of each of his Regal shares as follows:
 ($900 − $300) ÷ 100 = $6
 Example 28: Scrip for scrip rollover
 Stephanie owns ordinary shares in Reef Ltd. On 28 February 2017, sheaccepted a takeover offer from Starfish Ltd, under which she received oneordinary share and one preference share for each Reef share. The marketvalue of the Starfish shares just after Stephanie acquired them was $20 foreach ordinary share and $10 for each preference share.
 The cost base of each Reef share just before Stephanie ceased to ownthem was $15.
 The offer made by Starfish Ltd satisfied all the requirements for a scrip forscrip rollover.
 If the rollover did not apply, Stephanie would have made a capital gain pershare of:
 $30 (capital proceeds) − $15 (cost base) = $15 (capital gain)
 Scrip for scrip rollover allows Stephanie to disregard the capital gain. Thecost base of the Starfish shares is the cost base of the Reef Ltd shares.
 Apportioning the cost base
 As the exchange is one share in Reef Ltd for two shares in Starfish Ltd,Stephanie needs to apportion the cost base of the Reef Ltd share betweenthe ordinary share and the preference share.
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Cost base of ordinary share:
 $20 ÷ 30 × $15 = $10
 Cost base of preference share:
 $10 ÷ 30 × $15 = $5
 Demergershttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=40Last modified: 19 Feb 2018QC 51236
 A demerger involves the restructuring of a corporate or fixed trust group by splittingits operations into two or more entities or groups.
 Under a demerger, the owners of the head entity of the group (that is, theshareholders of the company or unit holders of the trust) acquire a direct interest(shares or units) in an entity that was formerly part of the group (the demergedentity).
 Example 29: Demerger
 Peter owns shares (his original interest) in Company A. Company B is awholly owned subsidiary of Company A. Company A undertakes a demergerby transferring all its shares in Company B to its shareholders. Following thedemerger, all the shareholders in Company A, including Peter, will own allthe shares in Company B (their new interests) in the same proportion thatthey hold their shares in Company A.
 Demergers on or after 1 July 2002
 Certain rules apply to eligible demergers that happened on or after 1 July 2002.
 Demerger rollover
 If you received new interests in a demerged entity under an eligible demerger thathappened on or after 1 July 2002, you need to be aware of the following CGTconsequences:
 you may be entitled to choose a rollover for any capital gain or capital loss youmake under the demerger, and
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you must calculate the cost base and reduced cost base of your interests inthe head entity and your new interests in the demerged entity immediately afterthe demerger.
 The head entity will normally advise you whether it has undertaken an eligibledemerger. We may have provided advice to the head entity in the form of a classruling.
 Rollover available
 To choose a rollover, the demerger must be an eligible demerger.
 If you choose a rollover:
 you disregard any capital gain or capital loss made under the demerger, andyour new interests in the demerged entity are acquired on the date of thedemerger. However, if a proportion of your original interests was acquiredbefore 20 September 1985 (pre-CGT), the same proportion of your newinterests in the demerged entity is treated as pre-CGT assets.
 If you do not choose a rollover:
 you cannot disregard any capital gain or capital loss made under thedemerger, andall your new interests in the demerged entity are acquired on the date of thedemerger.
 Demerger exemption
 This exemption applies to disregard certain capital gains or capital losses made bya demerging entity in a demerger group. A demerger group comprises the headentity of a group of companies or trusts and at least one demerger subsidiary.Discretionary trusts and superannuation funds cannot be members of a demergergroup.
 Cost base calculations
 You must recalculate the first element of the cost base and reduced cost base ofyour remaining original interests in the head entity and of your new interests in thedemerged entity. You must make these calculations whether you choose a rolloveror not, or if no CGT event happens to your original interests under the demerger.
 The calculation will depend on whether you have pre-CGT original interests in thehead entity.
 Cost base calculations where you do not have pre-CGT interests
 You work out the cost base and reduced cost base of your remaining post-CGToriginal interests and your post-CGT new interests immediately after the demerger.You do this by spreading the total cost base of your post-CGT original interests(immediately before the demerger) over both your remaining post-CGT originalinterests and your post-CGT new interests. The following steps explain how to dothis.
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The steps and example 30 work out new cost bases using a method referred to asthe ‘relative market value method’, which is sometimes also referred to as the‘averaging method’. You may be able to use other methods if they are reasonable.For more information, see Demergers: Overview.
 Step 1
 Add the cost bases of your post-CGT original interests immediately before thedemerger. (Do not reduce your total cost base by any capital amounts returned toyou under the demerger and do not include indexation.)
 Step 2
 Use the relevant percentages to apportion the step 1 amount between:
 your post-CGT original interests in the head entity, andyour post-CGT new interests in the demerged entity.
 The head entity should advise you of the relevant percentages to use.
 Step 3
 Divide the cost base apportioned to the head entity interests (from step 2) by thenumber of remaining post-CGT original interests you own.
 Step 4
 Divide the cost base apportioned to the demerged entity interests (from step 2) bythe number of post-CGT new interests you own.
 These amounts will form the first element of the cost base and reduced cost base ofyour post-CGT original interests and post-CGT new interests.
 Example 30: No pre-CGT interests
 Under the BHP Billiton Ltd demerger of BHP Steel Ltd, shareholdersreceived one BHP Steel share for every five BHP Billiton shares they ownedat the date of the demerger.
 Anita owned 280 BHP Billiton shares (all post-CGT) with a cost base of$2,500 immediately before the demerger. Under the demerger, Anitareceived 56 BHP Steel shares. Anita works out the cost base and reducedcost base of her BHP Billiton shares and BHP Steel shares as follows:
 Step1
 The total cost base of the BHP Billiton shares immediately beforethe demerger was $2,500.
 Step2
 BHP Billiton advised shareholders to apportion 94.937% of thetotal cost base from step 1 to BHP Billiton shares and 5.063% toBHP Steel shares:
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(a) BHP Billiton: 94.937% × $2,500= $2,373.43(b) BHP Steel: 5.063% × $2,500 = $126.58
 Step3
 Divide the step 2(a) amount by the 280 BHP Billiton shares:$2,373.43 ÷ 280 = $8.48 per share
 Step4
 Divide the step 2(b) amount by the 56 BHP Steel shares$126.58 ÷ 56 = $2.26 per share
 Cost base calculations where you have pre-CGT interests
 If you choose a rollover
 If you choose a rollover and a proportion of your original interests are pre-CGT, thesame proportion of your new interests will be treated as pre-CGT interests. It is notnecessary to calculate the cost base and reduced cost base for your pre-CGTinterests.
 You calculate the cost base and reduced cost base of your remaining post-CGToriginal interests and your post-CGT new interests in the same way as shown in theexample above.
 There is no change to the acquisition date of your original interests.
 If you do not or cannot choose a rollover
 If you do not or you cannot choose a rollover (for example, because a CGT eventdid not happen to your original interests), the new interests that you receive for yourpre-CGT original interests are treated as post-CGT interests. You work out the costbase of these new interests under the ordinary cost base rules (this will generallybe equal to the capital return and dividend distributed from the head entity that isapplied to acquire those new interests).
 It may be to your advantage not to choose a rollover for the new interests youreceive for your pre-CGT original interests (for example, where the reduced costbases of those new interests calculated under the ordinary cost base rules meanyou will make a capital loss when you dispose of them).
 You calculate the cost base and reduced cost base of your remaining post-CGToriginal interests and your post-CGT new interests (other than those received forpre-CGT original interests) in the same way as shown in example 30 except thatyou ignore the new interests received for pre-CGT original interests in thecalculation.
 There is no change to the acquisition date of your original interests.
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Example 31: With pre-CGT interests
 Anita owned 400 BHP Billiton shares immediately before the demerger:
 120 pre-CGT shares, and280 post-CGT shares (the cost base of which, immediately before thedemerger, was $2,500).
 (i) If Anita chose a rollover, the 24 BHP Steel shares she received for the120 pre-CGT BHP Billiton shares will also be pre-CGT. It is not necessaryto work out the cost base and reduced cost base for your pre-CGT interests.
 Immediately after the demerger, she calculates the cost base and reducedcost base of her 280 post-CGT BHP Billiton shares and the 56 BHP Steelshares she received for those BHP Billiton shares in the same way asshown in example 30.
 (ii) If Anita did not choose a rollover, the 24 BHP Steel shares she receivedfor the 120 pre-CGT BHP shares are post-CGT shares acquired on the dateof the demerger. Immediately after the demerger, the cost base and reducedcost base of the 24 BHP Steel shares are $3.45 per share (the capital returnof $0.69 per share × 5).
 Immediately after the demerger, she calculates the cost base and reducedcost base of her 280 post-CGT BHP Billiton shares and the 56 BHP Steelshares she received for those BHP Billiton shares in the same way asshown in example 30.
 In either case, there is no change to the pre-CGT status of Anita’s 120 BHPBilliton shares.
 Using the discount method if you sell your shares after the demerger
 If you sell your new interests in the demerged entity after the demerger, you musthave owned those interests for at least 12 months from the date you acquired thecorresponding original interests in the head entity in order to use the discountmethod.
 Example 32: Using the discount method after a demerger (1)
 You received BHP Steel Ltd shares under the demerger on 22 July 2002.They related to shares you acquired in BHP Billiton Ltd on 15 August 2001.You can only use the discount method to work out your capital gain on theseshares if you dispose of them after 15 August 2002; that is, more than 12months after the date you acquired the BHP Billiton shares.
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However, you calculate the 12 months from the date of demerger if you:
 did not choose the rollover and you received new interests in the demergedentity which relate to pre-CGT interests in the head entity, oracquired your new interests without a CGT event happening to your originalinterests.
 Example 33: Using the discount method after a demerger (2)
 You received BHP Steel Ltd shares under the demerger where youcalculated the cost base as $3.45 per share (because they related to pre-CGT shares you owned in BHP Billiton Ltd and you did not choose arollover). You can only use the discount method to work out your capitalgain on these shares if you disposed of them after 22 July 2003; that is,more than 12 months after the demerger.
 Demergers calculator and other products and information
 You can use our demergers calculator to help you make these calculations.
 We also have other products to help you, such as question-and-answer sheets forsome demergers undertaken by major listed entities; see Demergers.
 Dividend reinvestment plansSome companies ask their shareholders whether they would like to participate in adividend reinvestment plan. Under these plans, shareholders can choose to usetheir dividend to acquire additional shares in the company instead of receiving acash payment. These shares are usually issued at a discount on the current marketprice of the shares in the company.
 For CGT purposes, if you participate in a dividend reinvestment plan you aretreated as if you had received a cash dividend and then used the cash to buyadditional shares.
 Each share (or parcel of shares) acquired in this way, on or after 20 September1985, is subject to CGT. The cost base of the new shares includes the price youpaid to acquire them, that is, the amount of the dividend.
 Example 34: Dividend reinvestment plans
 Natalie owns 1,440 shares in PHB Ltd. The shares are currently worth $8each. In November 2016, the company declared a dividend of 25 cents pershare.
 Natalie could either take the $360 dividend as cash (1,440 × 25 cents) orreceive 45 additional shares in the company (360 ÷ 8).
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Natalie decided to participate in the dividend reinvestment plan and received45 new shares on 20 December 2016. She included the $360 dividend inher 2016–17 assessable income.
 For CGT purposes, she acquired the 45 new shares for $360 on20 December 2016.
 Bonus shareshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=41Last modified: 19 Feb 2018QC 51236
 Bonus shares are additional shares a shareholder receives for an existing holdingof shares in a company. If you dispose of bonus shares received on or after20 September 1985, you may make a capital gain. You may also have to modify thecost base and reduced cost base of your existing shares in the company if youreceive bonus shares.
 The cost base and reduced cost base of bonus shares depend on whether thebonus shares are assessable as a dividend.
 As a result of changes to company and taxation laws, the paid-up value of bonusshares is now generally not assessable as a dividend. An exception to this rule iswhere you have the choice of being paid a cash dividend or of being issued sharesunder a dividend reinvestment plan. These shares are treated as dividends and theamount of the dividend is included in your assessable income.
 Table 3 explains how the time of issue of your bonus shares affects whether thepaid-up value of the bonus shares is assessed as a dividend.
 Date Implications of timing of bonus shares
 From20 September1985 to30 June 1987inclusive
 Many bonus shares issued were paid out of a company’sasset revaluation reserve or from a share premium account.These bonus shares are not usually assessable dividends.
 From 1 July1987 to30 June 1998inclusive
 The paid-up value of bonus shares issued is assessed as adividend unless paid from a share premium account.
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From 1 July1998
 The paid-up value of bonus shares issued is generally notassessed as a dividend unless you have the choice of beingpaid a dividend or being issued shares and you chose to beissued with shares.
 There are other, less common, circumstances where bonus shares will be assessedas a dividend, for example, where:
 the bonus shares are being substituted for a dividend to give a tax advantage,orthe company directs bonus shares to some shareholders and dividends toothers to give them a tax benefit.
 Flowchart 3.1 in appendix 3 summarises the different rules applying to differentbonus shares issued on or after 20 September 1985.
 Bonus shares issued where no amount is assessed as a dividend
 Original shares acquired on or after 20 September 1985
 If your bonus shares relate to other shares that you acquired on or after20 September 1985 (referred to as your original shares) your bonus shares aretaken to have been acquired on the date you acquired your original shares. If youacquired your original shares at different times, you will have to work out how manyof your bonus shares are taken to have been acquired at each of those times.
 Calculate the cost base and reduced cost base of the bonus shares by apportioningthe cost base and reduced cost base of the original shares over both the originaland the bonus shares. Effectively, this results in a reduction of the cost base andreduced cost base of the original shares. You also include any calls paid on partlypaid bonus shares as part of the cost base and reduced cost base that isapportioned between the original and the bonus shares.
 Original shares acquired before 20 September 1985
 Your CGT obligations depend on when the bonus shares were issued and whetherthey are fully paid or partly paid. For more information, see flowchart 3.1 in appendix3.
 Example 35: Fully paid bonus shares
 Chris bought 100 shares in MAC Ltd for $1 each on 1 June 1985. He bought300 more shares for $1 each on 27 May 1986. On 15 November 1986, MACLtd issued Chris with 400 bonus shares from its capital profits reserve, fullypaid to $1. Chris did not pay anything to acquire the bonus shares and nopart of the value of the bonus shares was assessed as a dividend.
 For CGT purposes, the acquisition date of 100 of the bonus shares is1 June 1985 (pre-CGT). Therefore, those bonus shares are not subject toCGT.
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The acquisition date of the other 300 bonus shares is 27 May 1986. Theircost base is worked out by spreading the cost of the 300 shares Chrisbought on that date over both those original shares and the remaining 300bonus shares. As the 300 original shares cost $300, the cost base of eachshare will now be 50 cents.
 Example 36: Partly paid bonus shares
 Klaus owns 200 shares in MAC Ltd, which he bought on 31 October 1984,and 200 shares in PUP Ltd, which he bought on 31 January 1985.
 On 1 January 1987, both MAC Ltd and PUP Ltd made their shareholders aone-for-one bonus share offer of $1 shares partly paid to 50 cents. Klauselected to accept the offer and acquired 200 new partly paid shares in eachcompany. No part of the value of the bonus shares was taxed as a dividend.
 On 1 April 1989, PUP Ltd made a call for the balance of 50 centsoutstanding on the partly paid shares, payable on 30 June 1989. Klaus paidthe call payment on that date. MAC Ltd has not yet made any calls on itspartly paid shares.
 For CGT purposes, Klaus is treated as having acquired his bonus PUP Ltdshares on the date he became liable to pay the call (1 April 1989). The costbase of the bonus shares in PUP Ltd includes the amount of the callpayment (50 cents) plus the market value of the shares immediately beforethe call was made.
 The MAC Ltd bonus shares will continue to have the same acquisition dateas the original shares (31 October 1984) and are therefore not subject toCGT. However, this will not be the case if Klaus makes any more paymentsto the company on calls made by the company for any part of the unpaidamount on the bonus shares. In this case, the acquisition date of the bonusshares will be when the liability to pay the call arises and the bonus shareswill then be subject to CGT.
 Bonus shares issued where the paid-up value is assessed as a dividend
 If the paid-up value of bonus shares is assessed as a dividend, you may have topay CGT when you dispose of the bonus shares, regardless of when you acquiredthe original shares.
 Original shares acquired on or after 20 September 1985
 If your bonus shares relate to original shares that you acquired on or after
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20 September 1985, the acquisition date of the bonus shares is the date they wereissued. Their cost base and reduced cost base includes the amount of the dividend,plus any call payments you made to the company if they were only partly paid.
 Exception – bonus shares received before 1 July 1987
 The exception to this rule is bonus shares you received before 1 July 1987. Theyare taken to be acquired on the date you acquired your original shares. Their costbase is calculated as if the amount was not taxed as a dividend; see Bonus sharesissued where no amount is assessed as a dividend.
 Original shares acquired before 20 September 1985
 The rules that apply where you acquired your original shares before 20 September1985 depend on when the bonus shares were issued and whether they were partlypaid or fully paid. For more details, see flowchart 3.1 in appendix 3.
 Example 37: Cost base of bonus shares
 Mark owns 1,000 shares in RIM Ltd, which he bought on 30 September1984 for $1 each.
 On 1 February 1997, the company issued him with 500 bonus shares partlypaid to 50 cents. The paid-up value of bonus shares ($250) is anassessable dividend to Mark.
 On 1 May 1997, the company made a call for the 50 cents outstanding oneach bonus share, which Mark paid on 1 July 1997.
 The total cost base of the bonus shares is $500, consisting of the $250dividend received on the issue of the bonus shares on 1 February 1997 plusthe $250 call payment made on 1 July 1997.
 The bonus shares were acquired on 1 February 1997.
 If Mark held the bonus shares for more than 12 months when he sold them,he can use the indexation method to calculate his capital gain.
 Amounts payable to a company on shares in the company can be indexedonly from the date of actual payment. In Mark’s case, he can only index the$250 call payment from the date he paid it (1 July 1997).
 However, indexation on the $250 dividend included in his assessableincome on the issue of the bonus shares was available from 1 February1997. This is different from the indexation treatment of amounts paid toacquire assets in other circumstances where indexation is available from thetime the liability to make the payment arises. The indexation rules areexplained in more detail in How to work out your capital gain or capital loss.
 If Mark disposes of the shares after 11.45am (by legal time in the ACT) on
 97 of 293

Page 98
                        

21 September 1999, he can calculate his capital gain using either theindexation method or the discount method.
 Bonus unitshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=42Last modified: 19 Feb 2018QC 51236
 If you have received bonus units on or after 20 September 1985, you may make acapital gain when you dispose of them.
 The CGT rules for bonus units are similar to those for bonus shares. However, therules do not apply if the bonus units are issued by a corporate unit trust or a publictrading trust.
 When the unit trust issues the bonus units, they will generally tell you what amount(if any) you have to include in your assessable income. You need to keep a recordof that information to work out your CGT obligation when you dispose of them.
 Flowchart 3.2 in appendix 3 summarises the rules applying to bonus units issued onor after 20 September 1985.
 Bonus units issued where no amount is included in assessable income
 Original units acquired on or after 20 September 1985
 If your bonus units relate to other units that you acquired on or after 20 September1985, your bonus units are taken to have been acquired on the date you acquiredyour original units. If you have original units that you acquired at different times, youwill have to work out how many of your bonus units are taken to have beenacquired at each of those times.
 Calculate the cost base and reduced cost base of the bonus units by apportioningthe cost base and reduced cost base of the original units over the original units andthe bonus units. Effectively, this results in a reduction of the cost base and reducedcost base of the original units. You also apportion any calls paid on partly paidbonus units between the cost bases (and reduced cost bases) of the original unitsand the bonus units.
 Original units acquired before 20 September 1985
 The rules that apply if you acquired your original units before 20 September 1985depend on when the bonus units were issued and whether they were partly paid orfully paid. For more details, see flowchart 3.2 in appendix 3.
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Example 38: Unit trusts
 Sarah is a unit holder in the CPA Unit Trust. She bought 1,000 units on1 September 1985 for $1 each and 1,000 units on 1 July 1996 for $2 each.On 1 March 1997, the unit trust made a one-for-one bonus unit issue to allunit holders. Sarah received 2,000 new units. She did not include anyamount in her assessable income as a result.
 The 1,000 new units issued for the original units she acquired on1 September 1985 are also treated as having been acquired on that dateand are therefore not subject to CGT.
 However, the 1,000 new units issued for the original units she acquired on1 July 1996 are subject to CGT. Their cost base is worked out by spreadingthe cost of the original units ($2,000) acquired on that date over both theoriginal units and the bonus units. Each of the units therefore has a costbase of $1.
 Bonus units issued where an amount is included in assessable income
 If you include any amount in your assessable income as a result of the issue ofbonus units, their acquisition date is the date they were issued, regardless of whenyou acquired the original units.
 The cost base and reduced cost base of the bonus units is the amount included inyour assessable income as a result of the issue of those units, plus any calls youmade if they were only partly paid.
 If the bonus units were issued before 20 September 1985, any capital gain orcapital loss is disregarded, as they are pre-CGT assets.
 Rights or options to acquire shares or unitshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=43Last modified: 19 Feb 2018QC 51236
 If you own shares or units, the company or trust may issue you rights or options toacquire additional shares or units at a specified price. The market value of theserights, at the time the rights or options are issued to you, is non-assessable non-exempt income, provided:
 you already own shares/unitsthe right was issued to you because of your ownership of the shares/units
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your shares/units, and the rights, must not be revenue assets or trading stockat the time they are issuedthose rights were not acquired under an employee share schemeyour shares/units, and the rights, are not traditional securities, andyour shares/units are not convertible interests.
 You will make a capital gain or capital loss when a CGT event happens to:
 the rights or options, other than as a result of exercising those rights or optionsthe shares or units acquired as a result of exercising those rights or options.
 The calculation of the capital gain arising from a subsequent CGT event will not beaffected by any non-assessable non-exempt income amount.
 Rights and options issued directly to you from a company or trust for no cost
 You are taken to have acquired the rights and options at the same time as youacquired the original shares or units. Therefore, if you acquired the original sharesor units before 20 September 1985, you disregard any capital gain or capital lossyou make when the rights or options expire or are sold, as they are pre-CGTassets.
 If you acquired the original shares or units on or after 20 September 1985, youmake a capital gain if the capital proceeds on the sale or expiry of the rights oroptions are more than their cost base. You make a capital loss if the reduced costbase of the rights or options is more than those capital proceeds.
 Rights and options you paid to acquire from a company or trust, or that youacquired from another person
 If you acquired your rights or options on or after 20 September 1985, they aretreated much like any other CGT asset and are subject to CGT.
 Flowchart 3.3, Flowchart 3.4 and Flowchart 3.5 in appendix 3 summarise thedifferent rules applying to the treatment of rights or options to acquire shares orunits.
 Exercising rights or options to acquire shares or unitshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=44Last modified: 19 Feb 2018QC 51236
 Many people decide to exercise their rights or options to acquire new shares orunits rather than sell them. In most cases, no CGT is payable at the time youexercise the rights or options.
 The acquisition date of the shares or units is the date of exercise of the rights or
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options to acquire the shares or units.
 If you exercise the rights or options on or after 20 September 1985, some specialrules apply for calculating the cost base and reduced cost base of shares or unitsacquired as a result. Exercising the option or right may be subject to the foreignresident capital gains withholding, regardless of when the option or right wasoriginally acquired. For more information, see What’s new.
 The rules outlined below do not apply to rights or options to acquire shares underan employee share scheme.
 Rights or options issued directly to you for no cost from a company or trustin which you are a shareholder or unit holderThe amount included in the cost base and reduced cost base of the shares or unitsyou acquire on exercise of the rights or options depends on when you acquired youroriginal shares or units. The following rules do not apply to rights or options toacquire units issued before 29 January 1988.
 Original shares or units acquired before 20 September 1985
 The first element of the cost base and reduced cost base for the shares or units youacquire on exercising your rights or options is:
 the market value of the rights or options at the time you exercised them, plusthe amount you paid to exercise the rights or options, plusany amount that was included in your assessable income as a result of youexercising your rights or options on or after 1 July 2001.
 Original shares or units acquired on or after 20 September 1985
 The first element of the cost base and reduced cost base for the shares or units youacquire on exercising your rights or options is:
 the cost base of the rights or options at the time you exercised them, plusthe amount you paid to exercise the rights or options (except to the extent thatthe amount is represented in the cost base of the rights or options at the timeof exercise), plusany amount that was included in your assessable income as a result of youexercising your rights or options on or after 1 July 2001.
 Flowchart 3.3 in appendix 3 summarises the rules relating to the treatment of suchoptions and rights.
 Rights or options you acquired from an individual or entity that received them as a shareholder inthe company or as a unit holder in the trust
 The amount included in the cost base and reduced cost base of the shares or unitsyou acquire depends on when you acquired your rights or options. The followingrules do not apply to rights or options to acquire units issued before 29 January1988.
 Rights or options acquired before 20 September 1985
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If the rights or options were exercised on or after 20 September 1985, the firstelement of the cost base and reduced cost base for the shares is:
 the market value of the rights or options at the time you exercised them plusthe amount you paid to exercise the rights or options plusany amount that was included in your assessable income as a result of youexercising your rights or options on or after 1 July 2001.
 Rights or options acquired on or after 20 September 1985
 The first element of the cost base and reduced cost base for the shares or units youacquire on exercising your rights or options is:
 the cost base for the rights or options (including any amount you paid for them)plusthe amount you paid for the shares or units on exercising the rights or options(except to the extent that the amount is represented in the cost base of therights or options at the time of exercise) plusany amount that was included in your assessable income as a result of youexercising your rights or options on or after 1 July 2001.
 Flowchart 3.4 in appendix 3 summarises the rules relating to the treatment of suchoptions and rights.
 Rights or options you paid for that were issued directly to you from the company or trust or thatyou acquired from an individual or entity that was not a shareholder or unit holder
 For rights or options to acquire units, these rules apply to rights or options exercisedon or after 27 May 2005.
 The amount included in the cost base and reduced cost base of the shares or unitsyou acquire depends on when you acquired your rights or options.
 Rights or options acquired before 20 September 1985
 This includes rights or options last renewed or extended after that date if they wereexercised before 27 May 2005.
 If the rights or options were exercised on or after 20 September 1985 the firstelement of the cost base and reduced cost base for the shares or units is:
 the market value of the rights or options at the time you exercised them, plusthe amount you paid for the shares or units on exercising the rights or options.
 Rights or options acquired on or after 20 September 1985
 This includes rights or options you acquired before 20 September 1985 which werelast renewed or extended after that date and were exercised before 27 May 2005.
 The first element of the cost base and reduced cost base for the shares or units youacquire on exercising your rights or options is:
 the amount you paid for the rights or options, plus
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the amount you paid for the shares or units on exercising the rights or options.
 Flowchart 3.5 in appendix 3 summarises the rules relating to the treatment of suchoptions and rights.
 Example 39: Sale of rights
 Shanti owns 2,000 shares in ZAC Ltd. She bought 1,000 shares on 1 June1985 and 1,000 shares on 1 December 1996.
 On 1 July 1998, ZAC Ltd granted each of its shareholders one right for eachfour shares owned to acquire shares in the company for $1.80 each. Shantitherefore received 500 rights in total. At that time, shares in ZAC Ltd wereworth $2. Each right was therefore worth 20 cents.
 Shanti decided that she did not wish to buy any more shares in ZAC Ltd, soshe sold all her rights for 20 cents each, a total amount of $100. Only thoserights issued for the shares she bought on 1 December 1996 are subject toCGT. As Shanti did not pay anything for the rights, she has made a $50taxable capital gain on their sale.
 The $50 Shanti received on the sale of her rights for the shares she boughton 1 June 1985 is not subject to CGT, as those rights are taken to havebeen acquired at the same time as the shares, that is, before 20 September1985.
 Example 40: Rights exercised
 Assume that, in example 39, Shanti wished to acquire more shares in ZACLtd. She therefore exercised all 500 rights on 1 August 1998 when theywere still worth 20 cents each.
 There are no CGT consequences arising from the exercise of the rights.
 However, the 500 shares Shanti acquired on 1 August 1998 when sheexercised the rights are subject to CGT and are acquired at the time of theexercise.
 When Shanti exercised the rights issued for the shares she bought on1 December 1996, the cost base of the 250 shares she acquired is theamount she paid to exercise each right ($1.80 for each share).When Shanti exercised the rights for the shares she bought before20 September 1985, Shanti’s cost base for each of the 250 shares sheacquired includes not only the exercise price of the right ($1.80) butalso the market value of the right at that time (20 cents). The cost base
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of each share is therefore $2.
 CGT discount on shares or units acquired from exercise of rights or options
 You can only use the discount method to calculate your capital gain from an asset ifyou own it for at least 12 months. In calculating any capital gain on shares or unitsyou acquire from the exercise of a right or option, the 12-month period applies fromthe date you acquire the shares or units (not the date you acquired the right oroption).
 Retail premiumsSome or all of a payment may be a retail premium if you receive it because:
 you did not exercise some or all of your right or entitlement, either by choice orotherwiseyou were not eligible to exercise some or all of your right or entitlementyou did not receive some or all of your right or entitlement.
 You receive a retail premium if:
 a company you own shares in offers shareholders a right or entitlement tosubscribe for additional shares in proportion to their existing shareholding at aset amount, often called 'the offer price'.you do not participate; that is, one of the following applies
 you choose not to take up some or all of your right or entitlementyou are ineligible to receive some or all of a right or entitlementyou are not permitted to take up some or all of your right or entitlement.
 the company that issued the right or entitlement arranges to issue a number ofshares, equivalent to those which would have been issued to you had youexercised the right or entitlement for which you did not participate, to othersubscribers such as institutional investors. The amount offered by thesubscribers for the equivalent shares is often called 'the clearing price'.the clearing price is the basis of a payment to you, generally because it is morethan the offer price.
 The retail premium will be the amount paid to you, generally worked out on a prorata basis by the company because you are a shareholder or unit holder and you donot participate. The retail premium the company pays will generally be a share of allor part of the difference between the clearing price of the shares and the offer price.
 Retail premiums are unfranked dividends, or alternatively ordinary income, andshould not be treated as capital gains. Shareholders who receive the premiums arenot eligible to claim the CGT discount.
 For more information, see Taxing retail premiums.
 Convertible notesA convertible note (which is one type of convertible interest) is another type of
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investment you can make in a company or unit trust. A convertible note earnsinterest on the amount you pay to acquire the note until the note’s expiry date. Onexpiry of the note, you can either ask for the return of the money paid or convert thenote to new shares or units.
 Convertible notes you acquired after 10 May 1989 will generally not be subject toCGT if you sold or disposed of them before they were converted into shares.Instead, you include any gain you make on your tax return as ordinary income andany loss you make is included as a deduction.
 If the TOFA rules apply to you, gains and losses from your convertible notes may bebrought to account under those TOFA rules. For more information about the TOFArules, see Guide to the taxation of financial arrangements (TOFA).
 For more information, see You and your shares 2017.
 If you have sold or disposed of a convertible note that you acquired before 11 May1989, phone us on 13 28 66. When you phone, have the date you acquired theconvertible note as this may affect the tax treatment.
 Conversion of notes to shares
 The tax treatment that applies when your convertible notes are converted to sharesdepends on when you acquired the convertible notes, the type of convertible note,when the conversion occurred and when the convertible note was issued.
 Shares acquired by the conversion of convertible notes on or after 20 September1985 will be subject to CGT when they are sold or disposed of as the shares aretaken to be acquired when the conversion happens.
 You may have acquired the convertible notes on or after 20 September 1985 and,as a traditional security or qualifying security, you have already included the gainyou made on the conversion of the notes on your tax return as income (or as adeduction if you made a loss). The way you calculate the cost base of the sharesvaries depending on whether the notes converted to shares before 1 July 2001 oron or after that date. Table 4 provides a summary.
 Convertible notes issued after 14 May 2002
 If your convertible notes are traditional securities and were issued by a companyafter 14 May 2002:
 any gains you make when these notes are converted or exchanged forordinary shares in a company will not be ordinary income at the time ofconversion or exchange, and any losses you make will not be deductibleinstead, any gains or losses you make on the later sale or disposal of theshares (incorporating any gain or loss that would have been made on theconversion or exchange of the notes) will be:
 subject to CGT if you are an ordinary investor, orordinary income (or deductible, in the case of a loss) if you are in thebusiness of trading in shares and other securities.
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If you are an individual who is an ordinary investor, this means you will be able toget the benefit of the CGT discount if you own the shares for more than 12 months.
 Table 4 sets out how you calculate the cost base.
 Table 4: Treatment of convertible notes acquired after 10 May 1989, converted toshares
 Convertiblenote
 Converted before 1 July2001 Converted on or after 1 July 2001
 The note is atraditionalsecurity* thatwas issuedbefore15 May 2002.
 You include gain onconversion as income (orloss on conversion isdeducted).Cost base of sharesincludes their marketvalue at the date theconvertible notes wereconverted.
 You include gain on conversion asincome (or loss on conversion isdeducted).Cost base of shares includes costbase of the convertible note, anyamount paid on conversion andany amount included in yourassessable income on conversion.
 The note is atraditionalsecurity* thatwas issuedafter 14 May2002.
 Not applicable You disregard gain (or loss) onconversion.Cost base of shares includes costbase of the convertible note andany amount paid on conversion.
 The note is aqualifyingsecurity**
 You include accruedgains as income andinclude any gain onconversion as income (ordeduct any loss onconversion).Cost base of sharesincludes amounts paid toacquire the note and anyamount paid onconversion.
 You include accrued gains asincome and include any gain onconversion as income (or deductany loss on conversion).Cost base of shares includes costbase of the convertible note, anyamount paid on conversion andany amount included in yourassessable income on conversion.
 *A traditional security is one that is not issued at a discount of more than 1.5%,does not bear deferred interest and is not capital indexed. It may be, for example, abond, a deposit with a financial institution, or a secured or unsecured loan.
 **A qualifying security is one that has a deferred income element, that is, it is issuedunder terms such that the investor’s return on investment (other than periodicinterest) will be greater than 1.5% per annum.
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Conversion of notes to units
 Convertible notes, converted before 1 July 2001
 If your convertible notes are traditional securities, the first element of the cost baseand reduced cost base of the units is their market value at the time of conversion.You disregard any capital gain or capital loss made on their conversion to units inthe unit trust.
 If your convertible notes are not traditional securities and were issued by the unittrust after 28 January 1988, the first element of the cost base and reduced costbase of the units includes both the cost of the convertible notes and any furtheramount payable on their conversion. You disregard any capital gain or capital lossmade on their conversion to units in the unit trust.
 Convertible notes, converted after 1 July 2001
 If your convertible notes are traditional securities the first element of the cost baseand reduced cost base of the units includes:
 the cost base of the convertible notes, plusany amount paid on conversion, plusany amount included in your assessable income on conversion.
 You disregard any capital gain or capital loss made on their conversion to units inthe unit trust.
 Similarly, if the convertible notes are not traditional securities and were issued bythe unit trust after 28 January 1988, the first element of the cost base and reducedcost base of the units includes:
 the cost base of the convertible notes, plusany amount paid on conversion, plusany amount included in your assessable income on conversion.
 You disregard any capital gain or capital loss made on their conversion to units inthe unit trust.
 Example 41: Converting notes to shares
 David bought 1,000 convertible notes in DCS Ltd on 1 July 1997 (that is,notes that were issued before 15 May 2002). The notes cost $5 each. Eachconvertible note is convertible into one DCS Ltd share. On expiry of thenotes on 1 July 2000, shares in the company were worth $7 each. Davidconverted the notes to shares, which are subject to CGT. No further amountwas payable on conversion of the notes. David sold the shares on4 December 2016 for $10 each.
 The $2 ($7 − $5) gain David made on the conversion of each of the notes toshares was assessable to David as ordinary income at the time ofconversion, that is, in the 2000–01 income year. As such, David has no
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capital gain in that year.
 The $3 ($10 − $7) gain David made on the sale of each of the shares issubject to CGT. The $7 cost base is the market value per share on the datethe notes converted to shares. Because he sold the shares after 11.45am(by legal time in the ACT) on 21 September 1999 and owned them for atleast 12 months, David can claim the CGT discount. David calculates hiscapital gain as follows:
 $3 per share × 1,000 shares = $3,000
 less CGT discount of 50% = $1,500
 Net capital gain = $1,500
 David includes the capital gain on his 2017 tax return.
 Stapled securitieshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=45Last modified: 19 Feb 2018QC 51236
 Stapled securities are created when two or more different securities are legallybound together so that they cannot be sold separately. Many different types ofsecurities can be stapled together. For example, many property trusts have theirunits stapled to the shares of companies with which they are closely associated.
 The effect of stapling depends on the specific terms of the stapling arrangement.The issuer of the stapled security will be able to provide you with detailedinformation on their particular stapling arrangement. However, in general, the effectof stapling is that each individual security retains its character and there is novariation to the rights or obligations attaching to the individual securities.
 Although a stapled security must be dealt with as a whole, the individual securitiesthat are stapled are treated separately for tax purposes. For example, if a share in acompany and a unit in a unit trust are stapled, you:
 continue to include separately on your tax return dividends from the companyand trust distributions from the trust, andwork out any capital gain or capital loss separately for the unit and the share.
 Because each security that makes up your stapled security is a separate CGTasset, you must work out a cost base and reduced cost base for each separately.
 If you acquired the securities after they were stapled (for example, you bought the
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stapled securities on the ASX), you do this by apportioning, on a reasonable basis,the amount you paid to acquire the stapled security (and any other relevant costs)between the various securities that are stapled. One reasonable basis ofapportionment is to have regard to the portion of the value of the stapled securitythat each security represented. The issuer of the stapled security may provideassistance in determining these amounts.
 Example 42: Apportionment of cost base and reduced cost base to theseparate securities
 On 1 September 2002, Cathy acquired 100 JKL stapled securities, whichcomprised a share in JKL Ltd and a unit in the JKL Unit Trust. She paid$4.00 for each stapled security, and on the basis of the information providedto her by the issuer of the stapled securities, she determined that 60% of theamount paid was attributable to the value of the share and 40% to the valueof the unit. On this basis, the first element of the cost base and reduced costbase of each of Cathy’s shares in JKL Ltd will be $2.40 ($4.00 × 60%). Thefirst element of the cost base and reduced cost base of each of Cathy’sunits in JKL Unit Trust will be $1.60 ($4.00 × 40%).
 If you acquired your stapled securities as part of a corporate restructure you will,during the restructure, have owned individual securities that were not stapled. Theway you work out the cost base and reduced cost base of each security dependson the terms of the stapling arrangement.
 The stapling does not result in any CGT consequences for you, because theindividual securities are always treated as separate securities. However, there maybe other aspects of the whole restructure arrangement which will result in CGTconsequences for you.
 Example 43: CGT consequences associated with the stapling of securities
 Jamie acquired 100 units in the Westfield America Trust (WFA) in January2003. Immediately before the merger of Westfield America Trust withWestfield Holdings Ltd and Westfield Trust (July 2004), the cost base ofeach of his units was $2.12 (total cost base = $212 ($2.12 × 100)).
 Under the arrangement, Jamie’s original units in WFA were firstlyconsolidated in the ratio of 0.15 consolidated WFA unit for each originalWFA unit. After the consolidation, Jamie held 15 consolidated WFA unitswith a cost base of $14.13 ($212 ÷ 15) each. There were no CGTconsequences for Jamie as a result of the consolidation of his units in WFA.
 Jamie then received a capital distribution of $1.01 for each consolidated unithe held.
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CGT event E4 happens as a result of the capital distribution, see appendix1. Consequently, Jamie must reduce the cost base of each of hisconsolidated WFA units by $1.01 to $13.12.
 The capital distribution was compulsorily applied to acquire a share inWestfield Holdings Ltd (WSF) for $0.01 and a unit in the Westfield Trust(WFT) for $1.00. The first element of the cost base and reduced cost baseof each of Jamie’s new shares in WSF will be $0.01 and, for each new WFTunit, $1.00.
 The units and shares were then stapled to form a Westfield Group Security.There were no CGT consequences for Jamie as a result of the stapling ofeach consolidated WFA unit to each new WFT unit and WSF share.
 Following the arrangement, Jamie holds 15 Westfield GroupSecurities with the following CGT attributes:
 Element WFA unit WFT unit WSF share Total
 Cost base (initial) $13.12 $1.00 $0.01 $14.13
 When you dispose of your stapled securities, you must divide the capital proceeds(on a reasonable basis) between the securities that make up the stapled securityand then work out whether you have made a capital gain or capital loss on eachsecurity.
 Other tax provisions may apply upon disposal of some securities, for example, youinclude a gain made on a traditional security in your assessable income under othertax provisions.
 Example 44: Apportioning the capital proceeds between the separatesecurities
 On 1 August 1983, Kelley purchased 100 shares in XYZ Ltd for $4.00 pershare. In August 2002, Kelley was allocated 100 units in XYZ Unit Trustunder a corporate reorganisation of the XYZ Group. The units wereacquired for $1.00 each, with the funds to acquire the units coming from acapital reduction made in respect of her shares. At that same time, Kelley’sshares in XYZ Ltd and units in XYZ Unit Trust were stapled and becameknown as XYZ stapled securities.
 Kelley disposed of all of her XYZ stapled securities on 1 March 2017 for$8.00 per security. On the basis of the information provided by the issuer of
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the stapled securities, Kelley determined that of this amount, 70% or $5.60per share ($8.00 × 70%) was attributable to the value of her XYZ Ltdshares, and 30% or $2.40 per unit ($8.00 × 30%) attributable to the value ofher units in the XYZ Unit Trust.
 Kelley must account for the sale of each share and unit (that make up thestapled security) separately.
 As Kelley acquired her XYZ Ltd shares before 20 September 1985, shedisregards any capital gain or capital loss she makes on the disposal ofthese shares.
 Kelley will make a capital gain of $1.40 per unit ($2.40 − $1.00) on thedisposal of her units in the XYZ Unit Trust. As Kelley owned those units formore than 12 months, she can reduce her capital gain by the CGT discountof 50% after applying any capital losses.
 Employee share schemeshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=46Last modified: 19 Feb 2018QC 51236
 Employee share schemes (ESS) give employees benefits such as shares or theopportunity to buy shares or rights (including options) in the company they work forat a discounted price. These benefits are known as ESS interests. In most cases,ESS interests are exempt from CGT implications until the discount on the ESSinterest has been taxed. When you sell your ESS interests (or resulting shares),they are taxed under the CGT rules (or if you are a share trader, the trading stockrules).
 For more information, see Employee share schemes.
 CGT implications for employee shares and rights under a corporate restructure
 If employee shares or rights are exchanged for replacement shares or rights in anew company under a corporate restructure that happened on or after 1 July 2004,a rollover may be available so that there is no taxing point under the ESS tax rules.Corporate restructures affected include mergers, demergers (in limitedcircumstances) and 100% takeovers. Any capital gain or capital loss made on theemployee shares or rights because of the restructure will be disregarded where thisrollover applies.
 For more information, see ESS: Rollover relief.
 Changing residence or working in multiple countries
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There are specific CGT rules relating to ESS shares or rights held by employeeswho become, or cease to be, Australian residents. There are also specific rules fortemporary residents.
 Non-assessable paymentshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=47Last modified: 19 Feb 2018QC 51236
 You may need to adjust the cost base of shares or units for CGT calculations if youreceive a non-assessable payment without disposing of your shares or units. Apayment or distribution can include money and property.
 You need to keep accurate records of the amount and date of any non-assessablepayments on your shares and units.
 Non-assessable payments after a recent restructure
 As a result of some stapling arrangements, some investors in managed funds havereceived units which have a very low cost base. The payment of certain non-assessable amounts in excess of the cost base of the units will result in theseinvestors making a capital gain.
 Non-assessable payments from a company (CGT event G1)
 Non-assessable payments to shareholders are not very common and wouldgenerally be made only if a company has shareholder approval to reduce its sharecapital. If you receive a non-assessable payment from a company (that is, apayment that is not a dividend or an amount that is taken to be a dividend for taxpurposes), you need to adjust the cost base of the shares at the time of thepayment. These payments will often be referred to as a return of capital. If theamount of the non-assessable payment is not more than the cost base of the sharesat the time of payment, you reduce the cost base and reduced cost base by theamount of the payment.
 You make a capital gain if the amount of the non-assessable payment is more thanthe cost base of the shares. The amount of the capital gain is equal to the excess. Ifyou make a capital gain, you reduce the cost base and reduced cost base of theshares to nil. You cannot make a capital loss from the receipt of a non-assessablepayment.
 Interim liquidation distributions that are not dividends can be treated in the sameway as other non-assessable payments under CGT event G1.
 The exception is if the payment is made to you by a liquidator after the declarationand the company is dissolved within 18 months of such a payment. In this case, youinclude the payment as capital proceeds on the cancellation of your shares (rather
 112 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=47

Page 113
                        

than you making a capital gain at the time of the payment). In preparing your taxreturn, you may delay declaring any capital gain until your shares are cancelledunless you are advised by the liquidator in writing that the company will not cease toexist within 18 months of you receiving the payment.
 Example 45: Non-assessable payments
 Rob bought 1,500 shares in RAP Ltd on 1 July 1994 for $5 each, includingbrokerage and stamp duty. On 30 November 2007, as part of a shareholder-approved scheme for the reduction of RAP Ltd’s share capital, he received anon-assessable payment of 50 cents per share. Just before Rob receivedthe payment, the cost base of each share (without indexation) was $5.
 As the amount of the payment is not more than the cost base (withoutindexation), he reduces the cost base of each share at 30 November 2007by the amount of the payment to $4.50 ($5.00 − 50 cents). As Rob haschosen not to index the cost base, he can claim the CGT discount if hedisposes of the shares in the future.
 Non-assessable payments from a unit trust (CGT event E4 or E10)
 Unit trusts often make non-assessable payments to unit holders. Your CGTobligations in this situation are explained in Non-assessable payments from a trust.
 When you sell the units, you must adjust their cost base and reduced cost base.The amount of the adjustment is based on the total of the non-assessable paymentsyou received during the income year up to the date of sale. You use the adjustedcost base and reduced cost base to work out your capital gain or capital loss.
 If the unit or interest is not in an AMIT, the CGT event is E4, and if the unit orinterest is in an AMIT, the CGT event is E10.
 Non-assessable payments under a demerger
 If you receive a non-assessable payment under an eligible demerger, you do notadjust the cost base and the reduced cost base of your shares or units. Instead, youadjust your cost base and reduced cost base under the demerger rules. You maymake a capital gain on the non-assessable payment if it exceeds the cost base ofyour original share or unit, although you will be able to choose a CGT rollover.
 An eligible demerger is one that happened on or after 1 July 2002 and satisfiescertain tests. The head entity will normally advise shareholders or unit holders if thisis the case.
 For more information about demergers, see Demergers.
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Investments in foreign hybridshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=48Last modified: 19 Feb 2018QC 51236
 A foreign hybrid is an entity that is taxed in Australia as a company but taxedoverseas as a partnership. This can include a limited partnership, a limited liabilitypartnership and a US limited liability company.
 If you have an investment in a foreign hybrid (referred to as being a member of aforeign hybrid), you are treated for Australian tax purposes as having an interest ineach asset of the partnership.
 As a consequence, any capital gain or capital loss made in relation to the assets ofa foreign hybrid is taken to be made by the member.
 General value shifting regime (GVSR)https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=49Last modified: 19 Feb 2018QC 51236
 If you own shares in a company or units (or other fixed interests) in a trust, you maybe affected by value shifting rules. These rules may apply to you if:
 you have interests in a company or trust in which equity or loan interests havebeen issued or bought back at other than market value, or varied such that thevalues of some interests have increased while others have decreased (directvalue shifts on interests), oryou have interests in an entity whose dealings (such as providing loans orother services, or transferring assets) with another entity are neither at marketvalue nor arm’s length and both entities are under the same control orownership (indirect value shifting).
 For more information on how the GVSR rules may apply to you, see:
 General value shifting regime: who it affectsGuide to the general value shifting regime.
 Using the capital gain or capital loss worksheet for shareshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=50
 114 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=48
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=49
 https://www.ato.gov.au/Business/Consolidation/In-detail/General-value-shifting-regime/Who-it-affects/
 https://www.ato.gov.au/Business/Consolidation/In-detail/General-value-shifting-regime/Guide-to-the-general-value-shifting-regime/
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=50

Page 115
                        

Last modified: 19 Feb 2018QC 51236
 In example 46, Tony uses the indexation method, the discount method and the'other' method to calculate his capital gain so he can decide which method gives himthe best result. To calculate your capital gain when you acquire or dispose ofshares, see how to complete the Capital gain or capital loss worksheet (PDF,134KB) .
 For a description of each method and when you can use each one, see How towork out your capital gain or capital loss.
 Remember that if you bought and sold your shares within 12 months, you must usethe 'other' method to calculate your capital gain. If you owned your shares for 12months or more, you may be able to use either the discount method or theindexation method, whichever gives you the better result.
 Because each share in a parcel of shares is a separate CGT asset, you can usedifferent methods to work out the amount of any capital gain for shares within aparcel. This may be to your advantage if you have capital losses to apply. Seeexample 12.
 Example 46: Using all three methods to calculate a capital gain
 On 1 July 1993, Tony bought 10,000 shares in Kimbin Ltd for $2 each. Hepaid brokerage of $250 and stamp duty of $50.
 On 1 July 2016, Kimbin Ltd offered each of its shareholders one right foreach four shares owned to acquire shares in the company for $1.80 each.The market value of the shares at the time was $2.50. On 1 August 2016,Tony exercised all rights and paid $1.80 per share.
 On 1 December 2016, Tony sold all his shares in Kimbin Ltd for $3.00 each.He incurred brokerage of $500 and stamp duty of $50.
 Separate records
 Tony has two parcels of shares, those he acquired on 1 July 1993 andthose he acquired at the time he exercised all rights, 1 August 2016. Heneeds to keep separate records for each parcel and apportion the salebrokerage of $500 and stamp duty of $50.
 The completed Capital gain or capital loss worksheets (PDF, 99KB) showhow Tony can evaluate which method gives him the best result.
 He uses the 'other' method for the 2,500 shares he owned for less than 12months, as he has no choice:
 $7,500 capital proceeds − $4,610 cost base = $2,890 capital gain
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For the 10,000 shares he has owned for more than 12 months, his capitalgain using the indexation method would be:
 $30,000 capital proceeds − $23,257 cost base = $6,743 capital gain
 This means his net capital gain would be:
 $2,890 'other' method + $6,743 indexation method = $9,633 net capital gain
 If Tony uses the discount method instead (assuming he has no capitallosses), his capital gain would be:
 $30,000 − $20,740 = $9,260
 He applies the CGT discount of 50%:
 $9,260 × 50% = $4,630
 This means his net capital gain would be:
 $2,890 'other' method + $4,630 discount method = $7,520 net capital gain
 In this case, he would choose the discount method rather than theindexation method, as it gives him the better result (a lower net capital gain).
 Dividend paid by a listed investment company (LIC) that includes LIC capital gain
 If an LIC pays a dividend to you that includes an LIC capital gain amount, you maybe entitled to an income tax deduction.
 You can claim a deduction if:
 you are an individualyou were an Australian resident when an LIC paid you a dividend, andthe dividend included an LIC capital gain amount.
 The amount of the deduction is 50% of the LIC capital gain amount. The LIC capitalgain amount will be shown separately on your dividend statement.
 You do not show the LIC capital gain amount at item 18 on your tax return(supplementary section).
 Example 47: LIC capital gain
 Ben, an Australian resident, was a shareholder in XYZ Ltd, a LIC. For the2016–17 income year, Ben received a fully franked dividend from XYZ Ltd of$70,000 including an LIC capital gain amount of $50,000. Ben includes onhis tax return the following amounts:
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Franked dividend (written at T item 11 in his tax return) $70,000
 plus franking credit (written at U item 11 in his tax return) $30,000
 Equals $100,000
 less 50% deduction for LIC capital gain (shown as adeduction at item D8 on his tax return)
 $25,000
 Net amount included in taxable income $75,000
 Forestry managed investment scheme interests
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=51Last modified: 19 Feb 2018QC 51236
 This section explains your CGT obligations if:
 you are a subsequent participant in a forestry managed investment scheme(FMIS), andyou sold or otherwise disposed of your forestry interests in an FMIS in the2016–17 income year.
 Subsequent participant
 You are a subsequent participant if you are not an initial participant. In most cases,this means that you bought your forestry interest from an initial participant.
 You are an initial participant if:
 you obtained your forestry interest from the forestry manager of the scheme,andyour payment to obtain the forestry interest is used to establish trees.
 How CGT affects FMIS interests of subsequent participantsYou can hold your forestry interest in one of two ways:
 on revenue account (for example, if you are in the business of trading forestryinterests), oron capital account.
 117 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=51

Page 118
                        

If you hold your forestry interest on revenue account, there will be no CGTimplications for the purchase and sale of your interest.
 If you hold your forestry interest on capital account, then the CGT treatment of yourforestry interest is discussed below.
 Subsequent participant in an FMIS and forestry interest held on capitalaccount
 Treatment of costs for acquiring a forestry interest in an FMIS
 If you are a subsequent participant in an FMIS and hold your forestry interest oncapital account, you are not able to claim a deduction for the costs of acquiring theforestry interest. Instead, you include these costs in the cost base or reduced costbase of your forestry interest for CGT purposes when the interest is subsequentlydisposed of prior to harvest or when the harvest proceeds are received.
 Example 48: Acquiring a forestry interest in a forestry managed investmentscheme
 Julian acquires a forestry interest in Australian Forests Limited (AFL), anFMIS, from Caroline in August 2016 for $14,000 (at market value). As Juliandid not purchase the interest from the forestry manager of the scheme, he isa subsequent participant and also holds the interest on capital account ashe does not trade in securities.
 Julian is not entitled to a deduction for the $14,000 paid to Caroline for theacquisition of the interest. Instead, this amount will form part of the cost baseor reduced cost base of the interest when Julian later sells the interest orreceives harvest proceeds.
 Ongoing costs of ownership
 You can claim a deduction for the ongoing costs of holding your forestry interest ifthe amounts would have been deductible were they paid by an initial participant.That is, you do not include these costs in your cost base or reduced cost base.
 Treatment of thinning receipts
 Amounts you receive for thinning are excluded from the CGT treatment of yourforestry interest. These amounts are included in your assessable income. Includethis amount at A item 23 Forestry managed investment scheme income on your taxreturn (supplementary section).
 Example 49: Treatment of ongoing fees and thinning receipts
 Julian pays $1,000 to AFL in annual management and services fees in eachyear of income after acquiring the interest from Caroline. These amounts are
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not included in the cost base or reduced cost base of the forestry interestand Julian can claim a deduction for these amounts. This is because Julianwould have been able to deduct these amounts if he was an initialparticipant.
 Julian receives $1,500 for thinning in December 2016 from AFL. Thisamount is not subject to CGT and is instead included in his assessableincome for the income year ended 30 June 2017.
 Treatment of sale and harvest proceeds
 Amounts you receive from a CGT event that happens to your forestry interest, forexample the sale of your forestry interest or as harvest proceeds, are capitalproceeds for CGT purposes; see What are capital proceeds?
 Sale and harvest receipts: forestry interest no longer held
 If a CGT event happens when you cease to hold your forestry interest (for exampleyou sell your interest or receive the harvest proceeds), you will also need to includeat A item 23 Forestry managed investment scheme income on your tax return thelesser of the following two amounts:
 the market value of your forestry interest (at the time of the CGT event)the amount (if any) by which the total forestry scheme deductions (ongoingcosts of ownership) exceeds the incidental forestry scheme receipts (forexample, thinning).
 To work out any capital gain or capital loss, the cost base or reduced cost base ofyour forestry interest increases by this amount.
 Example 50: Sale of a forestry interest in an FMIS
 Julian is a subsequent participant who sells his forestry interest on 30 May2017 at the market value of $20,000. He purchased the forestry interest for$14,000 on 1 August 2016. A CGT event happens when he sells the forestryinterest. The original cost base of his forestry interest is $14,000.
 While holding his forestry interest, he has claimed $4,000 in deductions(total forestry scheme deductions). This amount relates to lease fees,annual management fees, and the cost of felling that he has paid to theforestry manager. Julian has also received $1,500 as thinning proceeds(incidental forestry scheme receipts) during the same period. This amountwas shown at A item 23 Forestry managed investment scheme income onhis tax return for that income year.
 In 2016–17 Julian will also need to include $2,500 ($4,000 − $1,500) asincome at A item 23 on his tax return, as this amount is less than the marketvalue of the interest at the time of the sale ($20,000).
 119 of 293
 https://www.ato.gov.au/printfriendly.aspx?url=/individuals/tax-return/2017/in-detail/publications/guide-to-capital-gains-tax-2017/#What_are_capital_proceeds

Page 120
                        

Julian’s cost base increases from $14,000 to $16,500 ($14,000 + $2,500).
 Julian calculates the capital gain as follows:
 capital proceeds $20,000
 less cost base $16,500
 capital gain $3,500
 Julian may apply capital losses (if any) to the capital gain in determining thenet capital gain to be included in his assessable income at 18 Capital gainson his tax return (supplementary section). See the sample worksheet (PDF,96KB) .
 If you still hold your forestry interest after the CGT event, for example you sold partof your interest or you received partial harvest proceeds over two or more incomeyears, you will need to apportion your income as follows:
 Step 1: Work out the following two amounts:
 the market value of the forestry interest (at the time of the CGT event)the amount (if any) by which the total forestry scheme deductions exceeds theincidental forestry scheme receipts.
 Step 2: Use the lesser of the two amounts above in the following formula:
 Amount worked out from step 1 multiplied byThe decrease (if any) in the market value of the forestry interest (as a result ofthe CGT event divided by the market value of the forestry interest just beforethe CGT event
 Step 3: Include the resulting amount at A item 23 Forestry managed investmentscheme income on your tax return.
 Step 4: For CGT purposes, to calculate the new cost base or reduced cost base ofyour forestry interest:
 apportion the original cost base and reduced cost base of your forestry interestby the change in market value of your forestry interest, and thenadd the amount from step 3.
 This apportioned cost base or reduced cost base should then be used to calculateyour capital gain or capital loss.
 Example 51: Harvest proceeds over two income years
 John is a subsequent participant who receives harvest proceeds over two
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income years. He receives his first harvest payment of $5,000 in the 2015–16 income year.
 The market value of John’s forestry interest is $20,000 just before hereceived his first harvest payment (which is a CGT event). After Johnreceived this first harvest payment, the market value of his forestry interestwas reduced to $15,000. His original cost base was $14,000.
 In the time that he has held his interest, he has claimed $4,000 indeductions (his total forestry scheme deductions). This relates to lease fees,annual management fees and the cost of felling that he has paid to theforestry manager. John has also received $1,500 from thinning proceeds(his incidental forestry scheme receipts) in the same period.
 Step 1
 the market value of the forestry interest (at the time of the CGT event)= $20,000the amount by which the total forestry scheme deductions exceed theincidental forestry scheme receipts: $4,000 − $1,500 = $2,500
 The amount to use in step 2 of the calculation is $2,500
 Step 2
 $2,500 × $5,000 ÷ $20,000 = $625
 Step 3
 John will need to include $625 at A item 23 Forestry managed investmentscheme income on his tax return.
 Step 4
 The market value of John’s forestry interest has been reduced by 25%(5,000 ÷ 20,000 × 100).
 John’s adjusted cost base is:(25% × $14,000) + $625 = $4,125.
 Accordingly, he calculates his capital gain to be $5,000 − $4,125 = $875.This amount should be included in the calculation of John’s net capital gainor loss at item 18 Capital gains on his tax return.
 In the 2016–17 income year, John receives his final harvest payment (whichis a CGT event) of $15,000. He has not paid any other fees in the 2016–17income year.
 John will need to include the following amounts on his 2016–17 tax return:
 the remainder of $1,875 (that is, $2,500 − $625) from step 2 at A item23 Forestry managed investment scheme income
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his capital gain of $2,625 (see below) in the calculation of his netcapital gain or loss at item 18.
 Adjusted cost base:(75% × 14,000) + $1,875
 $12,375
 capital gain:capital proceeds
 $15,000
 less adjusted cost base $12,375
 Net capital gain $2,625
 CGT and the TOFA rules
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=52Last modified: 19 Feb 2018QC 51236
 The key provisions of the TOFA rules are found in Division 230 of the ITAA 1997.
 When will the TOFA rules affect an entity's tax return?The TOFA rules will apply to financial arrangements that an affected entity starts tohave in its first income year commencing on or after 1 July 2010 (unless it electedfor the rules to apply a year earlier).
 Which entities are affected?The TOFA rules will apply to you if you are:
 an authorised deposit-taking institution, securitisation vehicle or financialsector entity with an aggregated annual turnover of $20 million or morea superannuation entity, approved deposit fund, pooled superannuation fund,managed investment scheme or entity with a similar status under foreign lawrelating to foreign regulation, with assets of $100 million or moreany other entity (other than an individual) which satisfies one or more of thefollowingan aggregated turnover of $100 million or moreassets of $300 million or morefinancial assets of $100 million or more.
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If you do not meet these requirements you can elect to have the TOFA rules applyto you.
 Key impacts on CGTWhere the TOFA rules apply, they will have the following key impacts on CGT:
 They may operate to modify the cost base or capital proceeds of a CGT asset.A capital gain or capital loss made from a CGT asset that is a financialarrangement may be disregarded.Certain gains and losses from hedging financial arrangements may be taxedunder the CGT rules.
 TOFA and capital proceeds and cost base rulesIf the TOFA rules apply to you and you start or cease to have a financialarrangement as consideration for the disposal of a CGT asset, the TOFA rules willoperate to determine the capital proceeds of the CGT asset. In general the rulesoperate to ensure your capital proceeds are the market value of the CGT asset atthe time of its disposal.
 In the same the way, the TOFA rules may determine that the first element of yourcost base and reduced cost base is the market value of the CGT asset at the timeof its acquisition.
 The TOFA rules can also affect other elements of the cost base and reduced costbase if the financial arrangement represents consideration for something obtainedwhich is relevant to the other elements of the cost base and reduced cost base.
 Example 52: TOFA and capital proceeds and cost base rules
 Both ABC Co and Aus Co are subject to the TOFA rules.
 On 1 July 2016, ABC Co enters into a contract to sell land to Aus Co for$250,000. Under the terms of the contract, title to the land passes in 6months time on 1 January 2017, and payment is to be made on 1 July 2018(that is, 18 months after title to the land passes). The market value of theland on 1 January 2017 is $200,000.
 On 1 January 2017 when ABC Co passes title of the land to Aus Co it willstart to have a financial arrangement as consideration for the disposal of itsland. The TOFA rules will operate so that ABC Co is taken to have receivedan amount equal to the market value of the land when it is provided.Therefore, ABC Co’s capital proceeds are $200,000. Similarly, Aus Co’s firstelement of its cost base is $200,000. For both ABC Co and Aus Co, theadditional $50,000 relates to a financial arrangement which is taxed underthe TOFA rules and is not subject to the CGT rules.
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TOFA rules apply instead of CGT rulesWhere the TOFA rules determine there is a gain or loss from your financialarrangement that is a CGT asset, a capital gain or capital loss that is made from aCGT event is disregarded. In general, this does not apply for superannuationentities, where CGT remains the primary code for calculating gains and losses fromfinancial arrangements.
 Hedging financial arrangementsThe TOFA rules provide for a hedging tax-timing method that allows gains andlosses from certain hedging financial arrangements to be characterised and taxed inaccordance with the tax treatment of the underlying item being hedged. Forexample, if a valid hedging tax-timing method election is in effect, gains or lossesfrom a hedging financial arrangement used to hedge against risks associated with aCGT asset will be treated as a capital gain or capital loss on the same basis as thecapital gain or capital loss on the underlying CGT asset that is being hedged. If thisapplies to you, specify the amount of the gains or losses from the relevant hedgingfinancial arrangements on the Capital gains tax (CGT) schedule 2017.
 For more information, see Guide to the taxation of financial arrangements (TOFA).
 Real estate and main residence
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=53Last modified: 19 Feb 2018QC 51236
 This section explains your CGT obligations for real estate. Real estate includesvacant blocks of land, business premises, rental properties, holiday houses andhobby farms. The CGT exemption for a main residence is also explained in thissection.
 Apart from the main residence rules, capital gains and capital losses on real estateare worked out under the rules set out earlier in this guide.
 Land is a CGT asset. In some cases, improvements made to land are treated asseparate CGT assets, see Separate assets. A depreciating asset that is found in abuilding (for example, carpet or a hot-water system) is also taken to be a separateCGT asset from the building. When a CGT event happens to your property, youmust work out a capital gain or capital loss for each CGT asset it comprises (orbalancing adjustment in the case of depreciating assets sold with the property).
 The most common CGT event that happens to real estate is its sale or disposal,CGT event A1. The time of the event is:
 when you enter into the contract for the disposalif there is no contract, when the change of ownership occurs
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if the asset is compulsorily acquired by an entity, the earliest of when you received compensation from the entitythe entity became the asset’s ownerthe entity entered it under a power of compulsory acquisitionthe entity took possession under that power.
 If land is disposed of under a contract, it is taken to have been disposed of whenthe contract is entered into, not the settlement date. The fact that a contract issubject to a condition, such as finance approval, will generally not affect this date.
 You are not required to include any capital gain or capital loss on your tax return forthe relevant income year until settlement occurs. When settlement occurs, you mustinclude any capital gain or capital loss on your tax return for the income year inwhich the contract was made. If an assessment has already been made for thatincome year, you may need to have that assessment amended. Where anassessment is amended to include a net capital gain and a liability for shortfallinterest charge (SIC) arises, remission of that interest charge will be considered ona case-by-case basis. Generally, it would be expected that the SIC would beremitted in full where requests for amendment are lodged within a reasonable timeafter the date of settlement, which, in most cases, is considered to be one month. Ifyou consider that the SIC should be remitted, you should provide reasons whywhen you request the amendment to your assessment. For more information aboutSIC see Shortfall interest charge.
 Rules to keep in mindThere are a few rules to keep in mind when you calculate your capital gain orcapital loss from real estate, in particular rules relating to:
 the costs of owning the real estatecost base adjustments for capital works deductions.
 Costs of owning
 You do not include rates, insurance, land tax, maintenance and interest on moneyyou borrowed to buy the property or finance improvements to it in the reduced costbase. You only include them in the cost base if you:
 acquired the property under a contract entered into after 20 August 1991 (or ifyou didn’t acquire it under a contract, you became the owner after that date),andcould not claim a deduction for the costs because you did not use the propertyto produce assessable income, for example, it was vacant land, your mainresidence, or a holiday home during the period.
 Cost base adjustments for capital works deductions
 In working out a capital gain for property that you used to produce assessableincome (such as a rental property or business premises), you may need to excludefrom the cost base and reduced cost base capital works deductions you haveclaimed in any income year (or omitted to claim, but can still claim, because the
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period for amending the relevant income tax assessment has not expired).
 For information on when property (for example, a building, structure or other capitalimprovement to land) is treated for CGT purposes as a CGT asset separate fromthe land, see:
 Does capital gains tax apply to you,Major capital improvements to a dwelling acquired before 20 September 1985.
 You must exclude from the cost base of a CGT asset (including a building, structureor other capital improvement to land that is treated as a separate asset for CGTpurposes) the amount of capital works deductions you claimed (or omitted to butcan still claim because the period for amending the relevant income tax assessmenthas not expired) for the asset if you acquired the asset:
 after 7.30pm (by legal time in the ACT) on 13 May 1997, orbefore that time and the expenditure that gave rise to the capital worksdeductions was incurred after 30 June 1999.
 However, if you omitted to claim capital works deductions because you did not havesufficient information to determine the amount and nature of the constructionexpenditure, there is no need to exclude the amount of such deductions from thecost base of the CGT asset.
 Reduced cost base
 You exclude the amount of the capital works deductions you claimed (or omitted toclaim but can still claim because the period for amending the relevant income taxassessment has not expired) from the reduced cost base. However if you omitted toclaim capital works deductions because you did not have sufficient information todetermine the amount and nature of the construction expenditure, there is no needto exclude the amount of such deductions from the reduced cost base of the CGTasset.
 Example 53: Capital works deduction
 Zoran acquired a rental property on 1 July 1997 for $200,000. Beforedisposing of the property on 30 June 2017, he had claimed $10,000 incapital works deductions.
 At the time of disposal, the cost base of the property was $210,250. Zoranmust reduce the cost base of the property by $10,000 to $200,250.
 Rollover
 There is generally no rollover or exemption for a capital gain you make when yousell an asset and put the proceeds into a superannuation fund, or use the proceedsto purchase an identical or similar asset, or you transfer an asset into asuperannuation fund. For example, if you sell a rental property and put the proceeds
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into a superannuation fund, or use the proceeds to purchase another rentalproperty, a rollover is not available.
 A rollover may be available in special circumstances, in particular for destruction orcompulsory acquisition of property or marriage or relationship breakdown. However,an asset or the capital proceeds from the sale of an asset may be transferred into asuperannuation fund in order to satisfy certain conditions under the small businessretirement exemption. For more information about the CGT concessions for smallbusiness, see Small business CGT concessions.
 Keeping records
 Keep appropriate records, see Records relating to real estate.
 Sale of a rental propertyhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=54Last modified: 19 Feb 2018QC 51236
 Example 54 shows how you would calculate your capital gain on the sale of yourrental property.
 The sample worksheet (PDF, 101KB) shows how you would complete the Capitalgain or capital loss worksheet for this example.
 Example 54: Sale of a rental property
 Brett purchased a residential rental property, on 1 July 1997. The price hepaid was $150,000, of which $6,000 was attributable to depreciating assets.He also paid $20,000 in total for pest and building inspections, stamp dutyand solicitor’s fees.
 In the next few years, Brett incurred the following expenses on the property:
 interest on money borrowed $10,000
 rates and land tax $8,000
 deductible (non-capital) repairs $15,000
 Total $33,000
 Brett cannot include the expenses of $33,000 in the cost base, as he wasable to claim a deduction for them.
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When Brett decided to sell the property, a real estate agent advised him thatif he spent around $30,000 on major structural improvements, the propertywould be valued at around $500,000. The major structural improvementswere completed on 1 October 2016 at a cost of $30,000.
 On 1 February 2017, he sold the property for $500,000 (of which $4,000was attributable to depreciating assets).
 Brett could not claim any capital works deductions for the originalconstruction costs, as construction of the property began before 18 July1985. However, he could claim a capital works deduction of $255($30,000 × 2.5% × 124 ÷ 365) for the major structural improvements.
 For information about capital works that qualify for a deduction, see Rentalproperties 2017 (NAT 1729). For information about how capital worksdeductions affect the CGT cost base, see Cost base adjustments for capitalworks deductions.
 This is Brett’s only capital gain for the year, and he has no capital losses tooffset from this income year or previous years.
 Brett works out his cost base as follows:
 purchase price of property (not including depreciatingassets)
 $144,000
 Plus pest and building inspections, stamp duty and solicitorsfees on purchase of the property
 $20,000
 capital expenditure (major structural improvements) $30,000less capital works deduction ($255)
 $29,745
 real estate agent’s fees and solicitor’s fees on sale of theproperty
 $12,500
 Cost base unindexed $206,245
 Brett deducts his cost base from his capital proceeds (sale price):
 proceeds from selling the house (not including depreciatingassets)
 $496,000
 Less cost base unindexed $206,245
 Equals $289,755
 He decides the discount method will give him the best result, so he uses thismethod to calculate his capital gain:
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$289,755 × 50% = $144,877
 Brett writes $144,877 at A item 18 on his tax return (supplementary section).
 Brett writes $289,755 at H Total current year capital gains item 18 on his taxreturn (supplementary section). Brett must also make balancing adjustmentcalculations for his depreciating assets. Because he used the property100% for taxable purposes, he will not make a capital gain or capital lossfrom the depreciating assets.
 Other CGT events affecting real estateCGT event B1 happens to real estate if you enter into an agreement where the newowner is entitled to possession of the land or the receipt of rents and profits beforebecoming entitled to a transfer or conveyance of the land.
 Where this happens under a contract, it is known as a ‘terms contract’ and the newowner usually completes the purchase by paying the balance of the purchase priceand receiving the instrument of transfer and title deeds.
 It may also happen where an agreement is made with a relative or other party to useand enjoy the property for a specified period, after which title to the property passesto them. It will not happen where, under an arrangement, title to a property maypass at an unspecified time in the future.
 CGT event B1 happens when use and enjoyment of the land is first obtained by thenew owner. Use and enjoyment of the land from a practical point of view takesplace at the time the new owner gets possession of the land or the date the newowner becomes entitled to the receipt of rents and profits.
 If the agreement falls through before completion and title to the land does not passto the new owner, you may be entitled to amend your assessment for the year inwhich CGT event B1 happened.
 CGT event C1 happens if an asset is lost or destroyed. This event may happen if,for example, a building on your land is destroyed by fire. Your capital proceeds forCGT event C1 happening include any insurance proceeds you may receive for theloss or destruction. The market value substitution rule for capital proceeds thatgenerally applies if you receive no capital proceeds does not apply if CGT event C1happens. For more information, see Loss, destruction or compulsory acquisition ofan asset.
 CGT event D1 happens if you give someone a right to reside in a dwelling. Thecapital proceeds include money (but not rent) and the value of any property youreceive.
 The market value substitution rule for capital proceeds (see Definitions) applies if:
 the amount of capital proceeds you receive is more or less than the market
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value of the right, andyou and the person you granted the right to were not dealing with each otherat arm’s length in connection with the event.
 CGT event D2 happens if you grant an option to a person or an entity, or renew orextend an option that you had granted.
 The amount of your capital gain or capital loss from CGT event D2 is the differencebetween what you receive for granting the right and any expenditure you incurredon it. The CGT discount does not apply to CGT event D2.
 Example 55: Granting of an option
 You were approached by Colleen, who was interested in buying your land.On 30 June 2016, you granted her an option to purchase your land within 12months for $200,000. Colleen pays you $10,000 for the grant of the option.You incur legal fees of $500. You made a capital gain in the 2015–16income year of $9,500.
 Exercise of an option
 If the option you granted is later exercised, you ignore any capital gain or capitalloss you made from the grant, renewal or extension. You may have to amend yourincome tax assessment for an earlier income year.
 Similarly, any capital gain or capital loss that the grantee would otherwise makefrom the exercise of the option is disregarded.
 The effect of the exercise of an option depends on whether the option was a ‘calloption’ or a ‘put option’. A call option is one that binds the grantor to dispose of anasset. A put option binds the grantor to acquire an asset.
 Example 56: Granting of an option (continued)
 On 1 February 2017, Colleen exercised the option you granted her. Youdisregard the capital gain that you made in 2015–16 income year and yourequest an amendment of your income tax assessment to exclude thatamount. The $10,000 you received for the grant of the option is consideredto be part of the capital proceeds for the sale of your property in the 2016–17 income year. Your capital gain or capital loss from the property is thedifference between its cost base/reduced cost base and $210,000.
 CGT event D4 happens if you enter into a conservation covenant after 15 June2000 over land that you own and if you receive capital proceeds for entering intothe covenant.
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From 1 July 2002, CGT event D4 also happens if you receive no capital proceedsfor entering into the covenant and you can claim a tax deduction for entering intothe covenant. One of the conditions for a tax deduction is that the covenant isentered into with a deductible gift recipient or an Australian Government agency(that is, the Commonwealth, a state, a territory or one of their authorities).
 A ‘conservation covenant’ is a covenant that:
 restricts or prohibits certain activities on the land that could degrade theenvironmental value of the landis permanent and binding on current and future land owners (by way ofregistration on the title to the land where possible), andis approved by the Environment Minister (including those entered into under aprogram approved by that Minister).
 If CGT event D4 happens, you calculate your capital gain by comparing your capitalproceeds from entering into the covenant with the portion of the cost base of theland that is attributable to the covenant.
 Similarly, you calculate your capital loss by comparing your capital proceeds fromentering into the covenant with the portion of the reduced cost base of the land thatis attributable to the covenant.
 The market value substitution rule for capital proceeds that generally applies if youreceive no consideration for a CGT event does not apply if CGT event D4 happens.Instead, the capital proceeds are equal to the amount you can claim as a taxdeduction for entering into the covenant.
 Calculate the relevant portion of the cost base and reduced cost base attributable tothe covenant using this formula:
 Cost base (reduced cost base) multiplied by(Capital proceeds from entering into the covenant over land ÷ those capitalproceeds plus the market value of the land just after you enter into thecovenant)
 As the conservation covenant will affect the value of the entire land you must usethe cost base of the entire land in calculating the cost base apportioned to thecovenant. This is the case even if the covenant specifically states within its termsthat the restrictions as to use only apply to part of the land.
 CGT event D4 will not happen if you receive no capital proceeds and the conditionsfor a tax deduction for entering into the covenant are not satisfied. In this case, CGTevent D1 will apply.
 CGT events involving leases
 There are a number of CGT events that may apply to the lease of land.
 CGT event F1 happens if you grant a lease to a person or entity or if you extend orrenew a lease that you had previously granted. In the case of a long-term lease(one that may be expected to continue for at least 50 years), you can choose to
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treat the grant (renewal or extension) of the lease as a part disposal of theunderlying leased property.
 Example 57: Receiving an amount for granting a lease
 Elisabeth operates a profitable footwear retailing business, and wishes tolease some shop space in a prestigious location in the Sydney CBD.However, the demand for shop space in the locality is great, and competitionbetween prospective tenants is fierce. In order to ensure that she securesthe lease of the particular shop space that she wants, Elisabeth pays John(the owner of the shop space) a premium of $6,000 in consideration for thegrant of that particular lease.
 She enters into the lease on 6 September 2008, and John incurs stamp dutyof $300 and solicitor’s fees of $500 on the grant of the lease.
 John makes a capital gain of $5,200 from CGT event F1
 capital proceeds: $6,000
 less incidental costs: (that is, stamp duty of $300 and solicitorsfees of $500)
 $800
 capital gain $5,200
 For Elisabeth, this transaction results in CGT event C2 when the leaseexpires.
 The amount of your capital gain or capital loss from CGT event F1 is the differencebetween any premium you got for granting the lease and the expenditure youincurred in granting it. The CGT discount does not apply to CGT event F1. Themarket value substitution rule for capital proceeds that generally applies if youreceive no consideration for a CGT event does not apply if CGT event F1 happens.
 CGT event F2 You can choose for CGT event F2 to apply (rather than CGT eventF1) when you grant, renew or extend a long-term lease. It can apply if you are theowner of the underlying land or if you grant a sub-lease.
 Your capital proceeds if CGT event F2 happens are the greatest of:
 the market value of the freehold or head lease (at the time you grant, renew orextend the lease)the market value if you had not granted, renewed or extended the leaseany premium from the grant, renewal or extension.
 There are special cost base rules that apply if you choose for CGT event F2 toapply.
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For any later CGT event that happens to the land or the lessor’s lease of it, its costbase and reduced cost base (including the cost base and reduced cost base of anybuilding, part of a building, structure or improvement that is treated as a separateCGT asset) excludes:
 any expenditure incurred before CGT event F2 happensthe cost of any depreciating asset for which the lessor has deducted or candeduct an amount for its decline in value.
 The fourth element of the property’s cost base and reduced cost base includes anypayment by the lessor to the lessee to vary or waive a term of the lease or for theforfeiture or surrender of the lease, reduced by the amount of any input tax credit towhich the lessor is entitled for the variation or waiver.
 CGT event F3 happens if you make a payment to a lessee to vary a lease. You canonly make a capital loss from this CGT event. Your capital loss is equal to theexpenditure you incurred to change the lease.
 CGT event F4 happens if you (as lessee) receive a payment from the lessor foragreeing to vary or waive a term of the lease.
 You cannot make a capital loss from this CGT event. You will only make a capitalgain from CGT event F4 if the amount of the payment you received exceeds thecost base of your lease at the time when the term is varied. In other cases, you willbe required to adjust the cost base of your lease.
 The market value substitution rule for capital proceeds that applies if you do notreceive market value for a CGT event does not apply if CGT event F4 happens.
 Example 58: Payment to lessee for change in lease
 Sam is the lessor of a commercial property. His tenant, Peter, currentlyholds a three-year lease over the property, which has another 26 months torun. A business associate of Sam’s wishes to lease the property from Samfor a 10-year period, beginning in six months’ time, for twice the rent thatPeter is currently paying. Sam approaches Peter with an offer of $5,000cash for Peter to agree to vary the terms of the lease so that the lease willexpire in six months’ time. Peter agrees to vary the terms on 10 August2016.
 Sam will make a capital loss of $5,000 from CGT event F3 happening:
 capital proceeds: $0
 less incidental costs and expenditure incurred: $5,000
 Capital gain or loss −$5,000
 For Peter, this transaction results in CGT event F4 happening. The cost
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base of Peter’s lease at the time of the variation was $500. He makes acapital gain of $4,500 ($5,000 − $500).
 You disregard any capital loss you make from the expiry, forfeiture, surrender orassignment of a lease (except one granted for 99 years or more) if you did not use itsolely or mainly for the purpose of producing assessable income, for example, if youused it for private purposes.
 CGT event F5 happens if you, as lessor, receive a payment for changing a lease.
 The amount of your capital gain or capital loss from CGT event F5 is the differencebetween what you receive for changing the lease and any expenditure you incurredon it. The CGT discount does not apply to CGT event F5.
 Subdivision of landIf you subdivide a block of land, each block that results is registered with a separatetitle. For CGT purposes, the original land parcel is divided into two or more separateassets. Subdividing land does not result in a CGT event if you retain ownership ofthe subdivided blocks. Therefore, you do not make a capital gain or a capital loss atthe time of the subdivision.
 However, you may make a capital gain or capital loss when you sell the subdividedblocks. The date you acquired the subdivided blocks is the date you acquired theoriginal parcel of land and the cost base of the original land is divided between thesubdivided blocks on a reasonable basis.
 For more information on what is considered 'a reasonable basis' read TaxationDetermination TD 97/3 Income tax: capital gains: if a parcel of land acquired after19 September 1985 is subdivided into lots ('blocks'), do Parts 3-1 and 3-3 of theIncome Tax Assessment Act 1997 treat a disposal of a block of the subdividedland as the disposal of part of an asset (the original land parcel) or the disposal ofan asset in its own right (the subdivided block)?
 When the profit is ordinary income
 You may have made a profit from the subdivision and sale of land which occurred inthe ordinary course of your business or which involved a commercial transaction orbusiness operation entered into with the purpose of making a profit. In this case, theprofit is ordinary income (see Taxation Ruling TR 92/3– Income tax: whether profitson isolated transactions are income). You reduce any capital gain from the land bythe amount otherwise included in your assessable income.
 Example 59: Land purchased before 20 September 1985, land subdividedafter that date and house built on subdivided land
 In 1983, Mike bought a block of land that was less than two hectares. Hesubdivided the land into two blocks in May 2016 and began building a house
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on the rear block, which he finished in August 2016 and did not use as hismain residence. He sold the rear block (including the house) in October2016 for $650,000. Mike got a valuation from a qualified valuer who valuedthe rear block at $550,000 and the house at $100,000. The constructioncost of the house was $85,000.
 Mike acquired the rear block before 20 September 1985, so it is not subjectto CGT. As the new house was constructed after 20 September 1985 onland purchased before that date, the house is taken to be a separate assetfrom the land. Mike is taken to have acquired the house in May 2016, whenhe began building it. Mike made a capital gain of $15,000($100,000 − $85,000) when he sold the house because he did not use it ashis main residence.
 As Mike had owned the house for less than 12 months, he used the 'other'method to calculate his capital gain.
 Example 60: Dwelling purchased on or after 20 September 1985 and landsubdivided after that date
 Kym bought a house on a 0.2 hectare block of land in June 2008 for$350,000. The house was valued at $120,000 and the land at $230,000.Kym lived in the house as her main residence. She incurred $12,000 instamp duty and legal fees purchasing the property.
 Kym found the block was too big for her to maintain. In January 2009, shesubdivided the land into two blocks of equal size – the front one with thehouse on it. She incurred $10,000 in survey, legal and subdivisionapplication fees, and $1,000 to connect water and drainage to the rearblock. In March 2009, she sold the rear block for $130,000.
 As Kym sold the rear block of land separately, the main residence exemptiondoes not apply to that land. She contacted several local real estate agentswho advised her that the value of the front block was $15,000 higher thanthe rear block. Kym apportioned the $230,000 original cost base into$107,500 for the rear block (46.7%) and $122,500 for the front block(53.3%). Kym incurred $3,000 legal fees on the sale.
 The cost base of the rear block is calculated as follows:
 cost of the land $107,500
 Plus46.7% of the $12,000 stamp duty and legal fees on thepurchase
 $5,604
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Plus46.7% of the $10,000 cost of survey, legal and applicationfees
 $4,670
 Pluscost of connecting water and drainage
 $1,000
 Pluslegal fees on sale
 $3,000
 Total $121,774
 The capital gain on the sale of the rear block is $8,226. She calculates thisby subtracting the cost base ($121,774) from the sale price ($130,000). AsKym had owned the land for less than 12 months, she uses the 'other'method to calculate her capital gain.
 Kym will get the full exemption for her house and the front block if she usesthem as her main residence for the full period she owns them.
 Amalgamation of titlehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=55Last modified: 19 Feb 2018QC 51236
 The amalgamation of the titles to various blocks of land that you own does notresult in a CGT event happening.
 Land you acquired before 20 September 1985 that is amalgamated with landacquired on or after that date retains its pre-CGT status.
 Example 61: Amalgamation of title
 On 1 April 1984, Robert bought a block of land. On 1 June 2008, he boughtanother block adjacent to the first one. Robert amalgamated the titles to thetwo blocks into one title.
 Robert is taken to have two separate assets. The first block continues to betreated as a pre-CGT asset.
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Examples of CGT calculations affecting real estate
 There are a number of other examples in this guide that explain how to calculateyour capital gain or capital loss on the sale of real estate:
 calculation of capital gain (including worksheet), where a person can choosethe indexation or discount method to calculate their capital gain, see example13calculation of capital gain on property owned for 12 months or less, seeexample 9recoupment of expenditure affecting CGT cost base calculation, see example 6deductions affecting CGT cost base calculations, see example 53 and example54.
 Main residencehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=56Last modified: 19 Feb 2018QC 51236
 Generally, if you are an individual (not a company or trust) you can ignore a capitalgain or capital loss from a CGT event that happens to your ownership interest in adwelling that is your main residence (also referred to as ‘your home’). However,special rules apply if the interest in the dwelling is held by the trustee of a SpecialDisability Trust. In such cases, the trustee of the Special Disability Trust will beeligible for any main residence exemption to the extent the individual principalbeneficiary of the Special Disability Trust would have been if that individual principalbeneficiary owned the interest in the dwelling.
 To get the full exemption from CGT:
 the dwelling must have been your home for the whole period you owned ityou must not have used the dwelling to produce assessable income, andany land on which the dwelling is situated must be two hectares or less.
 If you inherited a dwelling or a share of a dwelling and it was not the deceased’smain residence, you may not get a full exemption. See flowchart 3.6 in appendix 3,and Inherited main residence.
 You may get only a partial exemption if:
 the dwelling was your main residence during only part of the period you ownedityou used the dwelling to produce assessable income, orthe land on which the dwelling is situated is more than two hectares.
 Short absences from your home (for example, annual holidays) do not affect yourexemption.
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If a dwelling was not your main residence for the whole time you owned it, somespecial rules may entitle you to a full exemption or to extend the partial exemptionyou would otherwise get. These rules can apply to land or a dwelling if you:
 choose to treat the dwelling as your main residence, even though you nolonger live in it, see Continuing main residence status after dwelling ceases tobe your main residencemoved into the dwelling as soon as practicable after its purchase, see Movinginto a dwellingare changing main residences, see Moving from one main residence toanotherare yet to live in the dwelling but will do so as soon as practicable after it isconstructed, repaired or renovated and you will continue to live in it for at leastthree months, see Constructing, renovating or repairing a dwelling on land youalready own, orsell vacant land after your main residence is accidentally destroyed, seeDestruction of dwelling and sale of land.
 Special rules
 There are some special CGT rules that are not covered in this section that mayaffect you if your home was:
 destroyed and you receive money or another asset as compensation or underan insurance policy, see Loss, destruction or compulsory acquisition of anassettransferred to you as a result of its conversion to strata title, orcompulsorily acquired, see Loss, destruction or compulsory acquisition of anasset.
 If you own more than one dwelling during a particular period, only one of them canbe your main residence at any one time.
 The exception to this rule is if you move from one main residence to another. In thiscase you can treat two dwellings as your main residence for a limited time, seeMoving from one main residence to another.
 Special rules apply if you have a different main residence from your spouse ordependent children, see Having a different home from your spouse or dependentchild.
 What is a dwelling?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=57Last modified: 19 Feb 2018QC 51236
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A dwelling is anything that is used wholly or mainly for residential accommodation.Certain mobile homes can also be a dwelling. Examples of a dwelling are:
 a home or cottagean apartment or flata strata title unita unit in a retirement villagea caravan, houseboat or other mobile home.
 Any land the dwelling is on is included as part of the dwelling, but it only qualifies forthe main residence exemption if the land and the dwelling are sold together. Also,the exemption applies to a maximum of two hectares of land (including the land onwhich the dwelling is built). Any excess is subject to CGT. See Land adjacent to thedwelling.
 A building or a unit in a building, which is a dwelling, ceases to be a dwelling onceyou commence converting it into commercial premises.
 What is an ownership interest?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=58Last modified: 19 Feb 2018QC 51236
 In the case of a flat or home unit, you have an ownership interest if you have a:
 legal or equitable interest in a strata title in the flat or home unitlicence or right to occupy the flat or home unit, orshare in a company that owns a legal or equitable interest in the land on whichthe flat or home unit is constructed and that share gives you a right to occupythe flat or home unit.
 In the case of a dwelling that is not a flat or home unit, you have an ownershipinterest if you have a:
 legal or equitable interest in the land on which it is constructed, orlicence or right to occupy it.
 In the case of land, you have an ownership interest if you have a:
 legal or equitable interest in it, orright to occupy it.
 An equitable interest may include life tenancy of a dwelling that you acquire, forexample, under a deceased’s will.
 When do you acquire an ownership interest?
 For the purposes of the main residence exemption, you have an ownership interest
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in a dwelling or land you acquire under a contract from the time you get legalownership (unless you have a right to occupy it at an earlier time).
 You have legal ownership of a dwelling or land from the date of settlement of thecontract of purchase (or if you have a right to occupy it at an earlier time, that time)until the date of settlement of the contract of sale. This period is called yourownership period. If the dwelling is on two hectares of land or less, is your mainresidence for the whole of the ownership period and you do not use it to produceassessable income, the home is fully exempt.
 Example 62: Full exemption
 Frank signed a contract on 14 August 1999 to purchase 0.1 hectare of landfrom a developer and to have a house constructed on the land. Under thecontract, settlement did not occur until construction was completed on26 October 2000.
 Frank moved into the house immediately upon settlement of the contract hehad with the developer, that is, on 26 October 2000. He did not have a rightto occupy the house at an earlier time under the purchase contract. Hesigned the contract to sell it on 25 May 2017 and settlement occurred on20 July 2017. The house was Frank’s main residence for the full period heowned it and he did not use any part of it to produce income.
 For CGT purposes, Frank is taken to have acquired the land on which thehouse was constructed on the date he entered into the contract, 14 August1999. However, because the house was Frank’s main residence for thewhole period between settlement of the purchase contract and settlement ofthe sale contract, it is fully exempt.
 The period between when Frank entered into the purchase contract andstarted to live in the house (14 August 1999 to 25 October 2000) is ignored.This is because the relevant dates for the main residence exemption are thesettlement dates or, if you had a right under the purchase contract to occupythe dwelling at an earlier time, that time until settlement of the sale contract.
 Even though the settlement dates are used to calculate the period for which themain residence exemption applies, the dates you enter into the purchase and salecontracts are important.
 A CGT event occurs when you enter into the sale contract. You include any capitalgain on your tax return for the income year in which the CGT event occurs. Thedates you enter into the purchase and sale contracts are also relevant fordetermining what method you can use to work out your capital gain from your mainresidence.
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Example 63: Partial exemption
 The facts are the same as in the previous example except that Frank rentedout the house from 26 October 2000, the date of settlement of the purchasecontract, until 2 March 2002.
 Frank makes a capital gain of $90,000 on the house. To work out the part ofthe capital gain that is not exempt, Frank must determine how many days inhis ownership period the dwelling was not his main residence.
 Frank had an ownership interest in the property from settlement of thepurchase contract (26 October 2000) until settlement of the sale contract(20 July 2017), a total of 6,112 days.
 The period between the dates the purchase contract was signed (14 August1999) and settled (25 October 2000) is ignored. Because the house was notFrank’s main residence from 26 October 2000 to 2 March 2002 (493 days),he does not get the exemption for this period.
 Frank calculates his capital gain as follows:
 $90,000 capital gain × (493 days ÷ 6,112) = $7,259 taxable portion
 Because Frank entered into the purchase contract before 11.45am (by legaltime in the ACT) on 21 September 1999 and entered into the sale contractafter owning the house for at least 12 months, he can choose either theindexation or the discount method to calculate his capital gain. Frankdecides to reduce his capital gain by the CGT discount of 50% afterapplying any capital losses.
 Because Frank signed the sale contract on 25 May 2017, the CGT eventoccurred in the 2016–17 income year, even though settlement occurred inthe next income year. Frank writes the capital gain on his 2017 tax return.
 Is the dwelling your main residence?https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=59Last modified: 19 Feb 2018QC 51236
 The following factors may be relevant in working out whether a dwelling is yourmain residence:
 the length of time you live there (there is no minimum time a person has to live
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in a home before it is considered to be their main residence)whether your family lives therewhether you have moved your personal belongings into the homethe address to which your mail is deliveredyour address on the electoral rollthe connection of services (for example, phone, gas or electricity)your intention in occupying the dwelling.
 A mere intention to construct or occupy a dwelling as your main residence, withoutactually doing so, is not sufficient to get the exemption.
 In certain circumstances, you may choose to treat a dwelling as your mainresidence even though:
 you no longer live in it; for more information, see Continuing main residencestatus after dwelling ceases to be your main residence, oryou are yet to live in it, but will do so as soon as practicable after it isconstructed, repaired or renovated and you will continue to live in it for at leastthree months; for more information, see Constructing, renovating or repairing adwelling on land you already own.
 Moving into a dwellinghttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=60Last modified: 19 Feb 2018QC 51236
 A dwelling is considered to be your main residence from the time you acquired yourownership interest in it if you moved into it as soon as practicable after that time. Ifyou purchased the dwelling, this would generally be the date of settlement of thepurchase contract. However, if there is a delay in moving in because of illness orother unforeseen circumstances, the exemption may still be available from the timeyou acquired your ownership interest in the dwelling.
 If you could not move in because the dwelling was being rented to someone, youare not considered to have moved in as soon as practicable after you acquired yourownership interest.
 As mentioned earlier, there is a special rule that allows you to treat more than onedwelling as your main residence for a limited time if you are changing mainresidences, see Moving from one main residence to another.
 Example 64: Moving in as soon as practicable
 Mary signs a contract to buy a townhouse on 1 March 2017. She is to takepossession when settlement occurs on 30 April 2017.
 142 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=60

Page 143
                        

On 11 March 2017, Mary is directed by her employer to go overseas on anassignment for four months, leaving on 25 March 2017. Mary moves into thetownhouse on her return to Australia in late July 2017.
 Mary’s overseas assignment was unforeseen at the time of purchasing theproperty. As she moved in as soon as practicable after settlement of thecontract occurred, Mary can treat the townhouse as her main residence fromthe date of settlement until she moved in.
 Land adjacent to the dwellinghttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=61Last modified: 19 Feb 2018QC 51236
 The land adjacent to a dwelling is also exempt if:
 during the period you owned it, the land is used mainly for private or domesticpurposes in association with the dwelling, andthe total area of the land around the dwelling, including the land on which itstands, is not greater than two hectares. If the land used for private purposesis greater than two hectares, you can choose which two hectares are exemptbut the land you choose must include the land on which the dwelling is built.
 Land is adjacent to your dwelling if it is close to, near, adjoining or neighbouring thedwelling.
 If you sell any of the land adjacent to your dwelling separately from the dwelling, theland is not exempt. It is only exempt when sold with the dwelling. There is anexception if the dwelling is accidentally destroyed and you sell the vacant land orvacant land adjacent to your dwelling is compulsorily acquired. See:
 Destruction of dwelling and sale of landCompulsory acquisition of part of your main residence.
 Any part of the land around a dwelling used to produce income is not exempt, evenif the total land is less than two hectares. However, the dwelling and any buildingsand other land used in association with it remain exempt if you do not use them toproduce income.
 Example 65: Land used for private purposes
 Tim bought a home with 15 hectares of land in November 2000. He uses 10hectares of the land to produce income and five hectares for private
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purposes. Tim can get the main residence exemption for the home and twohectares of land he selects out of the five hectares that are used for privatepurposes.
 Tim gets a valuation which states that the home and two hectares of landthat he has selected are worth two-thirds of the total value of the property.The relative values of the different parts of the property remained the samebetween the time of purchase and the time of sale.
 Tim entered into a contract to sell the property on 8 May 2017. The capitalgain from the property is $150,000. Tim may claim the main residenceexemption on the two-thirds of the capital gain attributable to the house andtwo hectares of land, that is, $100,000.
 Because he entered into the contract to acquire the property after 11.45am(by legal time in the ACT) on 21 September 1999 and owned it for at least12 months, Tim reduces his remaining $50,000 gain (attributable to the land)by the CGT discount of 50% after applying any capital losses.
 Other structures associated with the dwellinghttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=62Last modified: 19 Feb 2018QC 51236
 A flat or home unit often includes areas (for example, a laundry, storeroom orgarage) that are physically separate from the flat or home unit. As long as you usethese areas primarily for private or domestic purposes in association with the flat orhome unit for the whole period you own it, they are exempt on the same basis thatthe flat or home unit is exempt.
 However, if you dispose of one of these structures separately from the flat or homeunit, they are not exempt. If one of these structures is compulsorily acquired withoutyour flat or home unit also being acquired, see Compulsory acquisitions of part ofyour main residence.
 Partial exemptionhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=63Last modified: 19 Feb 2018QC 51236
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Main residence for only part of the period you owned it
 If a CGT event happens to a dwelling you acquired on or after 20 September 1985and that dwelling was not your main residence for the whole time you owned it, youget only a partial exemption.
 You calculate the part of the capital gain that is taxable as follows:
 total capital gain made from the CGT event multiplied by(number of days in your ownership period when the dwelling was not yourmain residence ÷ total number of days in your ownership period
 Example 66: Main residence for part of the ownership period
 Andrew bought a house on 1 hectare of land under a contract that wassettled on 1 July 1990 and moved in immediately. On 1 July 1993, he movedout and began to rent out the house. He did not choose to treat the houseas his main residence for the period after he moved out, although he couldhave done this under the continuing main residence status after dwellingceases to be your main residence rule. The home first used to produceincome rule does not apply because Andrew used the home to produceincome before 21 August 1996.
 A contract for the sale of the house was entered into on 1 July 2016 andsettled on 31 August 2016 and Andrew made a capital gain of $100,000. Ashe is entitled to a partial exemption, Andrew’s capital gain is as follows:
 $100,000 × (8,463 days ÷ 9,559 days) = $88,534
 As Andrew entered into the contract to acquire the house before 11.45am(by legal time in the ACT) on 21 September 1999 but the CGT eventoccurred after this date, and he had owned the house for at least 12months, Andrew can choose to use the discount method or the indexationmethod to calculate his capital gain.
 If a dwelling was not your main residence for the whole time you owned it, somespecial rules may entitle you to a full exemption or to extend the partial exemptionyou would otherwise get. These rules apply to land or a dwelling if you:
 choose to treat the dwelling as your main residence, even though you nolonger live in it; see Continuing main residence status after dwelling ceases tobe your main residencemoved into the dwelling as soon as practicable after its purchase; see Movinginto a dwellingare changing main residences; see Moving from one main residence toanotherare yet to live in the dwelling but will do so as soon as practicable after it isconstructed, repaired or renovated and you will continue to live in it for at least
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three months; see Constructing, renovating or repairing a dwelling on land youalready ownsell vacant land after your main residence is accidentally destroyed; seeDestruction of dwelling and sale of land.
 Note: You cannot choose to treat a building or a unit in a building as your mainresidence if immediately after you cease to occupy it as your main residence youcommence converting it into commercial premises.
 Dwelling used to produce incomehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=64Last modified: 19 Feb 2018QC 51236
 Usually, you cannot get the full main residence exemption if you:
 acquired your dwelling on or after 20 September 1985 and used it as yourmain residenceused any part of it to produce income during all or part of the period you ownedit, andwould be allowed a deduction for interest had you incurred it on moneyborrowed to acquire the dwelling (interest deductibility test).
 The interest deductibility test applies regardless of whether you actually borrowedmoney to acquire your dwelling. You must apply it on the assumption that you didborrow money to acquire the dwelling.
 If you rent out part of your home, you would be entitled to deduct part of the interestif you had borrowed money to acquire the dwelling.
 If you run a business or professional practice in part of your home, you would beentitled to deduct part of the interest on money you borrowed to acquire thedwelling if:
 part of the dwelling is set aside exclusively as a place of business and isclearly identifiable as such, andthat part of the home is not readily adaptable for private use, for example, adoctor’s surgery located within the doctor’s home.
 You would not be entitled to deduct any interest expenses if, for convenience, youuse a home study to undertake work usually done at your place of work. Similarly,you would not be entitled to deduct interest expenses if you do paid child-minding athome (unless a special part of the home was set aside exclusively for that purpose).In these situations, you could still get a full main residence exemption.
 Example 67: Renting out part of a home
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Thomas purchased a home under a contract that was settled on 1 July 1999and sold it under a contract that was settled on 30 June 2017. The homewas his main residence for the entire eighteen years.
 Throughout the period Thomas owned the home, a tenant rented onebedroom, which represented 20% of the home. Both Thomas and the tenantused the living room, bathroom, laundry and kitchen, which represented30% of the home. Only Thomas used the remainder of the home. Therefore,Thomas would be entitled to a 35% deduction for interest if he had incurredit on money borrowed to acquire his home. The home first used to produceincome rule does not apply because Thomas used the home to produceincome from the date he purchased it.
 Thomas made a capital gain of $120,000 when he sold the home. Of thistotal gain, the following proportion is not exempt:
 capital gain × percentage of floor area = taxable portion
 $120,000 × 35% = $42,000
 As Thomas entered into the contract to acquire the home before 11.45am(by legal time in the ACT) on 21 September 1999, and entered into thecontract to sell it after he had held it for at least 12 months, he can useeither the indexation or the discount method to calculate his capital gain.
 If you set aside and use part of the dwelling exclusively as a place of business, youcannot get a CGT exemption for that part of the dwelling by not claiming adeduction for the interest. Nor can you include interest in the cost base if you areentitled to a deduction but do not claim it.
 You can still get a full main residence exemption if someone else uses part of yourhome to produce income and you receive no income from that person.
 When a CGT event happens to the home, the proportion of the capital gain orcapital loss that is taxable is an amount that is reasonable according to the extent towhich you would have been able to deduct the interest on money borrowed toacquire the home.
 In most cases, this is the proportion of the floor area of the home that is set aside toproduce income and the period you use the home to produce income. This includesif the dwelling is available (for example, advertised) for rent.
 Example 68: Running a business in part of a home for part of the period ofownership
 Ruth entered into a contract to buy her home that settled before 11.45am
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(by legal time in the ACT) on 21 September 1999. Ruth owned the home formore than 12 months. The home was her main residence for the entireperiod she owned it.
 For half the period Ruth owned the home, she used part of the home tooperate her photographic business. She modified the rooms for that purposeand they were no longer suitable for private and domestic use. Theyrepresented 25% of the total floor area of the home.
 When she sold the home, Ruth made a capital gain of $80,000. Thefollowing proportion of the gain is taxable:
 capitalgain
 × percentage offloor area notused as mainresidence
 × percentage of periodof ownership thatthat part of the homewas not used asmain residence
 = taxableportion
 $80,000 × 25% × 50% = $10,000
 As Ruth entered into the contract to acquire the home before 11.45am (bylegal time in the ACT) on 21 September 1999, and entered into the contractto sell it after she had held it for at least 12 months, she can use either theindexation or discount method to calculate her capital gain.
 The ‘home first used to produce income’ rule does not apply, because Ruthused the home to produce income from the date she purchased it.
 For more information on rental properties, for example, negative gearing anddeductions, see Rental properties 2017.
 Home first used to produce income
 If you start using part or all of your main residence to produce income for the firsttime after 20 August 1996, a special rule affects the way you calculate your capitalgain or capital loss.
 In this case, you are taken to have acquired the dwelling at its market value at thetime you first used it to produce income if all of the following apply:
 you acquired the dwelling on or after 20 September 1985you first used the dwelling to produce income after 20 August 1996when a CGT event happens to the dwelling, you would get only a partialexemption, because you used the dwelling to produce assessable incomeduring the period you owned it, andyou would have been entitled to a full exemption if the CGT event happened tothe dwelling immediately before you first used it to produce income.
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If all of the above apply, you must work out your capital gain or capital loss usingthe market value of the dwelling at the time you first used it to produce income. Youdo not have a choice.
 A similar rule applies if you inherit a dwelling that was the deceased’s mainresidence and you use it to produce income, see Using a home you inherited toproduce income.
 Full exemption
 You may have made the choice to treat a dwelling as your main residence after thedwelling ceases to be your main residence, see Continuing main residence statusafter dwelling ceases to be your main residence. In this case, if the dwelling is fullyexempt, the ‘home first used to produce income’ rule does not apply.
 In working out the amount of capital gain or capital loss, the period before thedwelling is first used by you to produce income is not taken into account. The extentof the exemption depends on the period after that time and the proportion of thehome used to produce income. The following three examples explain this.
 If the ‘home first used to produce income’ rule applies and the period between whenyou first used the dwelling to produce income and the CGT event happening is lessthan 12 months, the CGT discount method is not available.
 Example 69: Home becomes a rental property after 20 August 1996
 Erin purchased a home on 0.9 hectares of land in July 2000 for $280,000.The home was her main residence until she moved into a new home on1 August 2003. On 2 August 2003, she commenced to rent out the oldhome. At that time, the market value of the old home was $450,000.
 Erin does not want to treat the old home as her main residence, seeContinuing main residence status after dwelling ceases to be your mainresidence, as she wants the new home to be treated as her main residencefrom when she moved into it.
 On 14 April 2017, Erin sold the old home for $496,000. Erin is taken to haveacquired the old home for $450,000 on 2 August 2003, and calculates hercapital gain to be $46,000.
 Because Erin is taken to have acquired the old home on 2 August 2003 andhas held it for more than 12 months, she can use the discount method tocalculate her capital gain. As Erin has no capital losses, she includes acapital gain of $23,000 on her 2017 tax return.
 149 of 293

Page 150
                        

Example 70: Part of home first used to produce income after 20 August 1996
 Louise purchased a home in December 1991 for $200,000. The home washer main residence. On 1 November 2015, she started to use 50% of thehome for a consultancy business. At that time the market value of the housewas $320,000.
 She decided to sell the property in August 2016 for $350,000. As Louisewas still living in the home, she could not get a full exemption under thecontinuing main residence status after dwelling ceases to be your mainresidence rule. The capital gain is 50% of the proceeds less the cost base.
 percentage of use × (proceeds − cost base) = capital gain
 50% × ($350,000 − $320,000) = $15,000
 Louise is taken to have acquired the property on 1 November 2015 at a costof $320,000. Because she is taken to have acquired it at this time, Louise istaken to have owned it for less than 12 months and must use the 'other'method to calculate her capital gain.
 If you make the choice to continue to treat a dwelling as your main residence after itceases to be your main residence (see Continuing main residence status afterdwelling ceases to be your main residence) and you do not get a full exemption, the‘home first used to produce income’ rule may apply.
 Example 71: Dwelling used to produce income for more than six years andfirst used to produce income after 20 August 1996
 Roya purchased an apartment in Australia for $280,000 under a contractthat was settled on 15 September 1994, and immediately started using theapartment as her main residence.
 On 29 September 1996, she moved overseas and began renting out theapartment. During the time she was overseas, she did not acquire anotherdwelling and continued to rent out the apartment. After she returned toAustralia in July 2016, she sold the apartment for $555,000. Settlementoccurred on 29 September 2016 and she incurred $15,000 in real estateagent’s and solicitor’s costs.
 As Roya rented out the apartment, she is only entitled to choose to continueto treat the dwelling as her main residence during her absence for amaximum of six years, that is, for the period 29 September 1996 to29 September 2002.
 As Roya is only entitled to a partial CGT exemption, she first used the
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property to produce income after 20 August 1996, and she would have beenentitled to a full CGT exemption for the dwelling immediately before shestarted renting it out, she treats the dwelling as having been acquired on29 September 1996 at the market value at that time, which was $340,000.
 Roya works out her capital gain as follows:
 capital proceeds $555,000
 cost base: ($340,000 + $15,000) $355,000
 total capital gain $200,000
 Non-main residence days 5,114 (30 September 2002 to 29 September2016)
 Ownership period days 7,306, (29 September 1996* to 29 September 2016)
 $200,000 × (5,114 days ÷ 7,306 days) = $139,995
 *new deemed acquisition date
 Roya chooses to use the discount method and, because she has no othercapital gains or capital losses, she includes a net capital gain of $69,997($139,995 × 50%) on her 2017 tax return.
 Moving from one main residence to anotherhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=65Last modified: 19 Feb 2018QC 51236
 If you acquire a new home before you dispose of your old one, both dwellings aretreated as your main residence for up to six months if:
 the old dwelling was your main residence for a continuous period of at leastthree months in the 12 months before you disposed of ityou did not use the old dwelling to produce assessable income in any part ofthat 12 months when it was not your main residence, andthe new dwelling becomes your main residence.
 If you dispose of the old dwelling within six months of acquiring the new one, bothdwellings are exempt for the whole period between when you acquire the new oneand dispose of the old one.
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Example 72: Exemption for both homes
 Jill and Norman bought their new home under a contract that was settled on1 January 2017 and they moved in immediately. They sold their old homeunder a contract that was settled on 15 April 2017. Both the old and newhomes are treated as their main residence for the period 1 January to15 April, even though they did not live in the old home during that period.
 If it takes longer than six months to dispose of your old home, both homes areexempt only for the last six months before you dispose of the old one. You get onlya partial exemption when a CGT event happens to your old home.
 Example 73: Partial exemption for old home
 Jeneen and John bought their home under a contract that was settled on1 January 1999 and they moved in immediately. It was their main residenceuntil they bought another home under a contract that was entered into on2 November 2015 and settled on 1 January 2016.
 They retained their old home after moving into the new one on 1 January2016, but did not use the old one to produce income. They sold the oldhome under a contract that was settled on 1 October 2016. They owned thishome for a total period of 6,484 days.
 Both homes are treated as their main residence for the period 1 April 2016to 1 October 2016, the last six months that Jeneen and John owned their oldhome. Therefore, their old home is treated as their main residence only forthe period before settlement of their new home and during the last sixmonths before settlement of the sale of the old home.
 The 91 days from 1 January 2016 to 31 March 2016, when the old homewas not their main residence, are taken into account in calculating theproportion of their capital gain that is taxable (91 ÷ 6,484).
 Because they entered into the contract to acquire their old home before11.45am (by legal time in the ACT) on 21 September 1999 and entered intothe contract to sell it after they had held it for at least 12 months, Jeneenand John can use either the indexation or the discount method to calculatetheir capital gain.
 If it takes longer than six months to dispose of your old home, you may get anexemption for the old home for the period in excess of the six months by choosing totreat it as your main residence for that period under the ‘continuing main residencestatus after dwelling ceases to be your main residence’ rule. If you do this, you get
 152 of 293

Page 153
                        

only a partial exemption when you dispose of your new home.
 Example 74: Partial exemption for new home
 The facts are the same as in the previous example, except that Jeneen andJohn choose to continue to treat their old home as their main residence forthe period from 1 January 2016 to 31 March 2016 under the continuing mainresidence status after dwelling ceases to be your main residence rule.
 This means they get a full exemption when they sell it.
 Because both homes can only be exempt for a maximum of six months whenyou are moving from one to the other, Jeneen and John will not get a fullexemption for their new home when they sell it. The exemption would not beavailable for the new home for the 91 days from 1 January 2016 to 31 March2016.
 Continuing main residence status after dwelling ceases to be your mainresidence
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=66Last modified: 19 Feb 2018QC 51236
 In some cases, you can choose to treat a dwelling as your main residence eventhough you no longer live in it. You cannot make this choice for a period before adwelling first becomes your main residence. See Is the dwelling your mainresidence?
 Example 75: Not main residence until you move in
 Therese bought a house and rented it out immediately. Later, she stoppedrenting it out and moved in.
 Therese cannot choose to treat the house as her main residence during theperiod she was absent under the continuing main residence rule, becausethe house was not her main residence before she rented it out. She will onlybe entitled to a partial exemption if she sells the dwelling.
 This choice needs to be made only for the income year that the CGT eventhappens to the dwelling, for example, the year that you enter into a contract to sell
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it. If you own both:
 the dwelling that you can choose to treat as your main residence after you nolonger live in it, andthe dwelling you actually lived in during that period
 you make the choice for the income year you enter into the contract to sellthe first of those dwellings.
 If you make this choice, you cannot treat any other dwelling as your main residencefor that period (except for a limited time if you are changing main residences, seeMoving from one main residence to another).
 If you do not use it to produce income (for example, you leave it vacant or use it asa holiday home) you can treat the dwelling as your main residence for an unlimitedperiod after you stop living in it.
 If you do use it to produce income (for example, you rent it out or it is available forrent) you can choose to treat it as your main residence for up to six years after youstop living in it. If you make this choice and as a result of it the dwelling is fullyexempt, the home first used to produce income rule does not apply.
 Example 76: One period of absence of 10 years
 Lisa bought a house after 20 September 1985, but stopped using it as hermain residence for the 10 years immediately before she sold it. During thisperiod, she rented it out for six years and left it vacant for four years.
 Lisa chooses to treat the dwelling as her main residence for the period aftershe stopped living in it, so she disregards any capital gain or capital lossshe makes on the sale of the dwelling. The maximum period the dwellingcan continue to be her main residence while she used it to produce incomeis six years. However, while the house is vacant, the period she can treatthe dwelling as her main residence is unlimited. This means the exemptionapplies for the whole 10 years that she was absent from the dwelling.
 As the dwelling is fully exempt because Lisa made the choice to treat thedwelling as her main residence, the home first used to produce income ruledoes not apply.
 The maximum period that Lisa can treat the dwelling as her main residencewhilst it was being used to produce income is a total of six years even if theperiod the dwelling was income producing was broken by a period ofvacancy. For example, if Lisa rented the dwelling for four years, left it vacantfor three years and rented for three years, she could only treat the dwellingas her main residence for nine of the 10 years that she was not living there.
 You can choose when you want to stop the period covered by this choice.
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For information about when and how you make a choice, see Choices.
 Example 77: Choosing to stop the period covered by the choice early
 James bought his home in Brisbane on 1 July 2002 and moved inimmediately. On 31 July 2013, he moved to Perth and rented out hisBrisbane home. James bought a new residence in Perth on 31 January2016. He sold the property in Brisbane on 31 July 2016. In completing his2017 tax return, James decided to continue to treat the Brisbane property ashis main residence after he moved out of it, but only until 31 January 2016,when he purchased his new main residence in Perth.
 If you rent out the dwelling for more than six years, the ‘home first used to produceincome’ rule may apply, which means you are taken to have acquired the dwellingat its market value at the time you first used it to produce income. See Home firstused to produce income.
 If you are absent more than once during the period you own the home, the six-yearmaximum period that you can treat it as your main residence while you use it toproduce income applies separately to each period of absence.
 Example 78: Two periods of absence of eight years
 Lana bought a house after 20 September 1985. For the last 20 years prior toselling the house she stopped using it as her main residence for two periodsof eight years. During each period, she rented it out for six years and left itvacant for two years. Between the first and second period of absence shelived in the dwelling for two years. She sold it two years after last returningto live in the house.
 Lana chooses to treat the dwelling as her main residence for the periodsafter she stopped living in it. She disregards any capital gain or capital lossshe makes on selling it as the period of income production during eachabsence is not more than six years. Lana is entitled to another maximumperiod of six years as she returned to live in the dwelling between theperiods of absence. See example 79 for more detail where the period ofincome production exceeds six years.
 Example 79: Home ceases to be the main residence and is used to produceincome for more than six years during a single period of absence
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1 July 1993
 Ian settled a contract to buy a home in Sydney on 0.9 hectares of land andused it as his main residence.
 1 January 1995
 Ian was posted to Brisbane and settled a contract to buy another homethere.
 1 January 1995 to 31 December 1999
 Ian rented out his Sydney home during the period he was posted toBrisbane.
 31 December 1999
 Ian settled a contract to sell his Brisbane home and he chose not to claimthe main residence exemption for this property. The tenant left his Sydneyhome, and Ian decided to leave it vacant.
 The period of five years from 1995 to 1999 is the first period the Sydneyhome was used to produce income for the purpose of the six-year test.
 1 January 2000
 Ian was posted from Brisbane to Melbourne for three years and settled acontract to buy a home in Melbourne. He did not return to his Sydney homeat this time.
 1 March 2000
 Ian again rented out his Sydney home, this time for two years.
 28 February 2002
 The tenant of his Sydney home left, and Ian again chose to leave it vacant.
 The period of two years from 2000 to 2002 is the second period the Sydneyhome was used to produce income under the six-year test.
 31 December 2002
 Ian sold his home in Melbourne. Ian chose not to claim the main residenceexemption on the sale of this property.
 31 December 2003
 Ian returned to his home in Sydney and it again became his main residence.
 28 February 2017
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Ian settled a contract to sell his Sydney home.
 As Ian did not claim the main residence exemption for either of his Brisbaneor Melbourne homes he is able to choose to treat the Sydney home as hismain residence for the period after he stopped living in it. The effect ofmaking this choice is that any capital gains Ian made on the sale of both hisBrisbane home in 1999–00 and his Melbourne home in 2002–03 are notexempt.
 Ian cannot get the main residence exemption for the whole period ofownership of the Sydney home because the combined periods he used it toproduce income (1 January 1995 to 31 December 1999 and 1 March 2000to 28 February 2002) during his one absence were more than six years.
 As a result, the Sydney house is not exempt for the period it was used toproduce income that exceeds the six-year period, that is, one year.
 If the capital gain on the disposal of the Sydney home is $250,000, hecalculates the amount of the gain that is taxable as follows:
 Period of ownership of the Sydney home:
 1 July 1993 to 28 February 2017 = 8,644 days
 Periods the Sydney home was used to produce income after Ian stoppedliving in it:
 1 January 1995 to 31 December 1999 1,826 days
 1 March 2000 to 28 February 2002 730 days
 Total 2,556 days
 First six years the Sydney home was used to produce income:
 1 January 1995 to 31 December 1999 1,826 days
 1 March 2000 to 28 February 2001 365 days
 Total 2,191 days
 Income producing for more than six years after Ian stoppedliving in it: (2,556 − 2,191)
 365 days
 Proportion of capital gain taxable in 2016–17
 $250,000 × (365 ÷ 8,644) = $10,556
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Because Ian entered into the contract to acquire the house before 11.45am(by legal time in the ACT) on 21 September 1999 and entered into thecontract to sell it after that time, and owned it for at least 12 months, he canuse either the indexation or the discount method to calculate his capital gain.
 The home first used to produce income rule does not apply because thehome was first used by Ian to produce income before 21 August 1996.
 Home used to produce income and then you stop living in ithttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=67Last modified: 19 Feb 2018QC 51236
 If you use any part of your home to produce income before you stop living in it, youcannot apply the continuing main residence status after dwelling ceases to be yourmain residence rule to that part. This means you cannot get the main residenceexemption for that part of the dwelling either before or after you stop living in it.
 Example 80: Ceasing to live in a home after part of it is used to produceincome
 Caroline purchased a home under a contract that was settled on 1 July1999, and she moved in immediately. She used 75% of the home as hermain residence and the remaining 25% as a doctor’s surgery, which sheused until 30 June 2011.
 On 1 July 2011, she moved out and rented out the home until it was soldunder a contract that was settled on 30 June 2017. Caroline chose to treatthe dwelling as her main residence for the six years she rented it out. Shemade a capital gain of $100,000 when she sold the home.
 As 25% of the home was not used as her main residence during the periodbefore Caroline stopped living in it, part of the capital gain is taxable,calculated as follows:
 $100,000 × 25% = $25,000
 Because Caroline entered into the contract to acquire the house before11.45am (by legal time in the ACT) on 21 September 1999 and sold it aftershe had owned it for at least 12 months, she can use either the indexation orthe discount method to calculate her capital gain.
 The home first used to produce income rule does not apply because she
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used it to produce income from the time she purchased it.
 Constructing, renovating or repairing a dwelling on land you already ownhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=68Last modified: 19 Feb 2018QC 51236
 Generally, if you build a dwelling on land you already own, the land does not qualifyfor exemption until the dwelling becomes your main residence. However, you canchoose to treat land as your main residence for up to four years before the dwellingbecomes your main residence in certain circumstances.
 You can choose to have this exemption apply if you acquire an ownership interest(other than a life interest) in land and you:
 build a dwelling on the landrepair or renovate an existing dwelling on the land, orfinish a partly constructed dwelling on the land.
 There are conditions that you must satisfy before you can claim the exemption. Youmust first finish building, repairing or renovating the dwelling and then:
 move into the dwelling as soon as practicable after it is finished, andcontinue to use the dwelling as your main residence for at least three monthsafter it becomes your main residence. A period in which you choose to treat adwelling as your main residence under the continuing main residence statusafter dwelling ceases to be your main residence rule is taken into account inworking out the three month period.
 The land, including the dwelling that is being built, renovated, repaired or finishedon it, is exempt for the shorter of the following periods:
 the four-year period immediately before the date the dwelling becomes yourmain residencethe period between the date you acquired the land and the date the dwellingbecomes your main residence.
 However, if after you acquired the land you or someone else occupied a dwellingthat was already on the land, the period of exemption starts from the date thatdwelling was vacated.
 Full Exemption
 If a newly constructed dwelling is built to replace a previous dwelling that wasdemolished or destroyed, you can get a full exemption when you dispose of the
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property if:
 the original dwelling was your main residence for the full period you owned it,you did not use it to produce assessable income, and it was on land coveringan area of two hectares or lessthe new dwelling becomes your main residence as soon as practicable after itis completed, it continues to be your main residence until you dispose of it, andthat period is at least three monthsyou make a choice to treat the vacant land and new dwelling as your mainresidence in the period starting when you stopped occupying the previousdwelling and ending when the new dwelling becomes your main residence,and this period is four years or less, andyou dispose of the land and new dwelling together.
 If you make this choice, you cannot treat any other dwelling as your main residencefor the period, except for a limited time under the moving from one main residence toanother rule.
 The effect of making the choice is that there will be an unbroken period of a mainresidence occupancy on the land from the time the original dwelling became yourmain residence until your new dwelling built on that land is sold.
 Therefore, if you have a dwelling you acquired on or after 20 September 1985 andyou live in it while you build your new home, you must decide whether to:
 maintain the exemption for your old home, orhave the exemption apply to the land (including the dwelling that is being built,renovated, repaired or finished on it) for the shorter of:
 the time from when you acquire the land until the new home becomesyour main residence, orthe four-year period immediately before the date on which the new homebecomes your main residence.
 If you acquired your old main residence before 20 September 1985, it is fullyexempt. (The exception is if you made major capital improvements after that dateand did not use them exclusively as your main residence; see Major capitalimprovements to a dwelling acquired before 20 September 1985).This means youwill benefit from choosing to treat the land on which your new dwelling is to be built,renovated, repaired or finished as your main residence for the relevant dates above.
 You cannot choose to have a shorter period of exemption for the new home in orderto exempt the old home for part of the construction period.
 For information about when and how you make a choice, see Choices.
 Example 81: Choosing to claim exemption for the land from the date ofconstruction
 Grant bought vacant land on which he intended to build a new home under
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a contract that was settled on 3 September 2007. He bought his previoushome under a contract that was settled on 3 November 1994.
 Grant finished building his new home on 3 September 2016. He moved intoit on 7 October 2016, which was as soon as practicable after completion. Hesold his previous home under a contract that was settled on 1 October 2016.
 Grant can treat the new home as his main residence from 7 October 2012.In these circumstances, the main residence exemption applies for the periodof four years immediately before the date the new home actually becomeshis main residence. He can also claim the exemption for his previous homefrom 3 November 1994 to 6 October 2012.
 Both homes are also exempt from 1 April 2016 to 1 October 2016, the dateGrant disposed of the old home. This is because the maximum six-monthexemption also applies, see Moving from one main residence to another.
 If you were to die at any time between entering into contracts for the constructionwork and the end of the first three months of residence in the new home, thisexemption can still apply.
 If you owned the land as a joint tenant and you die, the surviving joint tenant (or ifnone, the trustee of your estate) can choose to treat the land and the dwelling asyour main residence for the shorter of:
 four years before your death, orthe period starting when you acquired the land and ending when you die.
 If there was already a dwelling on the land when you acquired it and someone elseoccupied it after that time, the surviving joint tenant (or if none, the trustee of yourestate) can choose to treat the land and the dwelling as your main residence for theshorter of:
 four years before your death, orthe period starting when the dwelling stopped being occupied so that it couldbe repaired or renovated and ending when you die.
 Partial exemption
 If a newly constructed dwelling is built to replace an original dwelling that wasdemolished or destroyed more than four years before the new dwelling becameyour main residence, you may be entitled to a partial exemption. You can get apartial exemption covering the period from four years prior to the date the newdwelling became your main residence if:
 the original dwelling was your main residence for the full period you owned it,you did not use it to produce assessable income, and it was on land coveringan area of two hectares or lessthe new dwelling becomes your main residence as soon as practicable after itis completed, it continues to be your main residence until you dispose of it, and
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that period is at least three monthsyou make a choice to treat the vacant land and new dwelling as your mainresidence in the period of up to four years before the new dwelling becomesyour main residence, andyou dispose of the land and new dwelling together.
 As more than four years has elapsed, no exemption is available from the start of theoriginal ownership period to the time when the original dwelling was vacated eventhough the original dwelling was the taxpayer’s main residence throughout that time.
 If you do not make the choice, an exemption will only be available from the time thenew dwelling became you main residence.
 A partial exemption will also be available on the sale of a newly constructed dwellingbuilt to replace a previous residence which was not your main residence for thewhole time you owned it. For example where you had rented out your propertyduring the original ownership period, and you treated another dwelling as your mainresidence during that time.
 Destruction of dwelling and sale of landhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=69Last modified: 19 Feb 2018QC 51236
 If your home is accidentally destroyed and you then dispose of the vacant land onwhich it was built, you can choose to apply the main residence exemption as if thehome had not been destroyed and continued to be your main residence.
 You can get a full exemption for the land if you used it solely for private purposes inassociation with your home and it does not exceed two hectares. You cannot claimthe main residence exemption for this period for any other dwelling, except for alimited time if you are changing main residences, see Moving from one mainresidence to another.
 You can only get this exemption where your home was accidentally destroyed. If thedestruction of your home is intentional and just after the destruction you sell thevacant block of land, you cannot get the main residence exemption.
 Having a different home from your spouse or dependent childhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=70Last modified: 19 Feb 2018
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QC 51236
 If you and a dependent child under 18 years old have different homes for a period,you must choose one of the homes as the main residence for both of you for theperiod.
 If you and your spouse have different homes for a period, you and your spousemust either:
 choose one of the homes as the main residence for both of you for the period,ornominate the different homes as your main residences for the period.
 If you and your spouse nominate different homes for the period, and you own 50%or less of the home you have nominated, you qualify for an exemption for yourshare. If you own more than 50%, your share is exempt for half the period you andyour spouse had different homes.
 The same applies to your spouse. If your spouse owns 50% or less of the homethey have nominated, they qualify for an exemption for their share. However, if yourspouse owns more than 50% of the home, their share is exempt for only half theperiod you had different homes.
 This rule applies to each home the spouses own, whether they have sole ownershipor own the home jointly (either as joint tenants or tenants in common).
 Your 'spouse' includes another person (of any sex) who:
 you were in a relationship with that was registered under a prescribed state orterritory lawalthough not legally married to you, lived with you on a genuine domestic basisin a relationship as a couple.
 This rule applies also if you choose to treat a dwelling as your main residence whenyou no longer live in it, see Continuing main residence status after dwelling ceasesto be your main residence, and this choice results in your having a different mainresidence from your spouse or a dependent child for a period.
 For information about when and how you make a choice, see Choices.
 Example 82: Spouses with different main residences
 Under a contract that was settled on 1 July 1998, Kathy and her spouseGrahame purchased a townhouse, in which they lived together. Grahameowns 70% of the townhouse while Kathy owns the other 30%.
 Under a contract that was settled on 1 August 2000, they purchased abeach house, which they own in equal shares. From 1 May 2001, Kathylives in their beach house while Grahame keeps living in the townhouse.Grahame nominated the townhouse as his main residence and Kathynominated the beach house as her main residence.
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Kathy and Grahame sold the beach house under a contract that was settledon 15 April 2017. As it was Kathy’s main residence and she owned 50% ofit, she disregards her share of any capital gain or capital loss for the periodshe and Grahame had different homes (1 May 2001 to 15 April 2017).
 As Grahame did not live in the beach house or nominate it as his mainresidence when he and Kathy had different homes, he does not ignore hisshare of any capital gain or capital loss for any of the period he owned it.
 Grahame and Kathy also sold the townhouse, under a contract that wassettled on 15 April 2017.
 Because Grahame owns more than 50% of the townhouse, it is taken tohave been his main residence for half of the period when he and Kathy haddifferent homes.
 If the total capital gain on the sale of the townhouse is $100,000, Grahame’sshare of the capital gain is $70,000 (reflecting his 70% ownership interest).The amount of the gain that Grahame disregards under the main residenceexemption is worked out as follows:
 $70,000 × (1,036 days* ÷ 6,864 days) = $10,565
 Plus
 $70,000 × 50% × (5,829 days*** ÷ 6,864 days**) = $29,722
 * townhouse was Grahame’s home and he and Kathy did not have differenthomes
 ** total ownership period
 *** when Grahame and Kathy had the different homes
 The total amount disregarded by Grahame is:
 $10,565 + $29,722 = $40,287
 As Grahame bought the townhouse before 11.45am (by legal time in theACT) on 21 September 1999 and entered into the contract to sell it afterowning his share for at least 12 months, he can use either the indexation orthe discount method to calculate his capital gain.
 Kathy’s share of the $100,000 capital gain on the townhouse is $30,000,reflecting her 30% ownership interest. The amount she disregards is:
 $30,000 × (1,036 days* ÷ 6,864 days**) = $4,528
 * period before 1 May 2001 when the townhouse was Kathy’s home
 ** total ownership period
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As Kathy entered into the contract to buy the townhouse before 11.45am (bylegal time in the ACT) on 21 September 1999 and entered into the contractto sell it after owning her share for at least 12 months, she can use eitherthe discount method to calculate her capital gain or the indexation method.
 Example 83: Different main residences
 Anna and her spouse, Mark, jointly purchased a townhouse under a contractthat was settled on 5 February 1999. They both lived in it from that date until29 April 2017, when the contract of sale was settled. Anna owned more than50% of the townhouse.
 Before 5 February 1999, Anna had lived alone in her own flat, which sherented out after moving to the townhouse. She then sold her flat and settledthe sale on 11 March 2000. Anna chose to treat the flat as her mainresidence from 5 February 1999 until she sold it under the continuing mainresidence status after dwelling ceases to be your main residence rule.
 Because of Anna’s choice, Mark had a different main residence from Annafor the period 5 February 1999 to 11 March 2000. Therefore, Mark musteither:
 treat Anna’s flat as his main residence for that period, ornominate the townhouse as his main residence for that period.
 If he chooses to treat Anna’s flat as his main residence, a part of any gainMark makes when he sells the townhouse will be taxable. He will not get anexemption for the townhouse for the period that he nominated Anna’s flat ashis main residence (that is, 5 February 1999 to 11 March 2000).
 If Mark nominates the townhouse as his main residence, he qualifies for afull exemption on any capital gain he makes when it is sold because heowned 50% or less of it. However, because Mark and Anna have differentmain residences as a result of Mark’s choice, and Anna owns more than50% of the flat, her gain on the flat will only qualify for a 50% exemption forthe period from 5 February 1999 to 11 March 2000.
 Any capital gain Anna makes on the townhouse is taxable, except for theperiod from 12 March 2000 to 29 April 2017 and the part that is ignoredunder the moving from one main residence to another rule.
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Major capital improvements to a dwelling acquired before 20 September1985
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=71Last modified: 19 Feb 2018QC 51236
 If you acquired a dwelling before 20 September 1985 and you make major capitalimprovements after that date, part of any capital gain you make when a CGT eventhappens to the dwelling could be taxable. Even though you acquired the dwellingbefore CGT started, major capital improvements are considered to be separateCGT assets from the original asset, and may therefore be subject to CGT in theirown right if you make them on or after 20 September 1985.
 If the dwelling is your main residence and you use the improvements as part of yourhome, they are still exempt. This includes improvements on land adjacent to thedwelling (for example, installing a swimming pool) if the total land, including the landon which the home stands, is two hectares or less.
 However, if the dwelling is not your main residence or you used the improvementsto produce income for any period, the part of any gain that is attributable to theimprovements for that period is taxable.
 A capital improvement to an existing structure, such as a renovation to your house,is taken to be major if its original cost (indexed for inflation if the improvements weremade under a contract entered into before 11.45am (by legal time in the ACT) on21 September 1999) is:
 more than 5% of the amount you receive when you dispose of the dwelling,andgreater than a certain threshold. The threshold increases every income year totake account of inflation. Improvement thresholds for 1985–86 to 2016–17 areshown in table 1.
 When you dispose of the dwelling, you calculate the capital gain or capital loss onthe major improvements by taking away the cost base of the improvements from theproceeds of the sale that are reasonably attributable to the improvements:
 capital gain on major improvements =proceeds of sale attributable to improvements − cost base of improvements
 You can choose to calculate the capital gain made on the improvements usingeither the indexation or the discount method if:
 the improvements were made under a contract entered into before 11.45am(by legal time in the ACT) on 21 September 1999the dwelling was sold after that time, andyou owned the improvements for at least 12 months.
 If you entered into the contract to make the improvements after 11.45am (by legaltime in the ACT) on 21 September 1999 and you owned them for more than 12months, you can calculate your capital gain using the CGT discount of 50%.
 166 of 293
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=71

Page 167
                        

In calculating the amount of capital proceeds to be attributed to the improvements,you must take whatever steps are appropriate to work out their value. If you makean estimate of this amount, it must be reasonable and you must be able to showhow you arrived at the estimated amount.
 Example 84: Improvement to a dwelling acquired before 20 September 1985
 Martin bought a home in 1984. On 1 December 1993, he undertook majorrenovations to his home, costing $150,000. He sold the home for $500,000under a contract that was settled on 1 December 2016. At the date of sale,the indexed cost base of the improvements was $168,450.
 Of the $500,000 he received for the home, $200,000 could be attributed tothe improvements. Martin used the improvements to produce income fromthe time they were finished until the time he sold them with the home.
 The home first used to produce income rule does not apply to theimprovements because they were first used to produce income before21 August 1996.
 The cost base of the improvements is more than 5% of the $500,000 capitalproceeds (that is, $25,000) and more than the 2016–17 threshold of$145,401. Therefore, because the improvements were used to produceincome, the capital gain on the improvements is taxable. (Because theimprovements were made under a contract entered into before 11.45am (bylegal time in the ACT) on 21 September 1999 the indexed cost base can beused.)
 As Martin acquired the improvements before 11.45am (by legal time in theACT) on 21 September 1999 and sold the home after he had held theimprovements for at least 12 months, he could use either the indexationmethod or the discount method to calculate his capital gain on theimprovements.
 Martin calculates his capital gain using the indexation method as follows:
 Amount of proceeds attributable to the improvements $200,000
 less cost base of improvements indexed for inflation $168,450
 Taxable capital gain $31,550
 Martin’s capital gain using the discount method (assuming he has no capitallosses or other capital gains in the 2016–17 income year and does not haveany unapplied net capital losses from earlier years) is:
 Amount of proceeds attributable to the improvements $200,000
 167 of 293

Page 168
                        

less cost base of improvements (without indexation) $150,000
 Capital gain $50,000
 less 50% discount $25,000
 Net capital gain $25,000
 Martin chooses the discount method because this gives him a lower capitalgain.
 Note: If the improvements had been used as part of Martin’s main residence,this gain would be exempt. However, if the home (including theimprovements) had been rented out for one-third of the period, one-third ofthe capital gain made on the improvements would have been taxable.
 If construction of the improvements started after 13 May 1997 and they wereused to produce income, Martin would also reduce the cost base by theamount of any capital works deductions he claimed or can claim, see Costbase adjustments for capital works deductions. If Martin makes a capitalloss, the reduced cost base of the improvements is reduced by the amountof any capital works deductions irrespective of when construction started.
 Buildings or structures constructed on land acquired before 20 September1985Buildings or structures constructed on or after 20 September 1985 on land acquiredbefore that date are also considered to be separate CGT assets from the originalland. The major capital improvement threshold and 5% of capital proceeds rules donot apply to them. Therefore, they may be subject to CGT if you use them otherthan as your main residence.
 Dwellings transferred after marriage or relationship breakdownhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=72Last modified: 19 Feb 2018QC 51236
 Special rules apply to dwellings transferred to you from a spouse, or a company ortrustee of a trust, if the marriage or relationship breakdown rollover applies.
 For more information, see Real estate and main residence.
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Inherited main residencehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=73Last modified: 19 Feb 2018QC 51236
 If you inherit a deceased person’s dwelling, you may be exempt or partially exemptwhen a CGT event happens to it. The same exemptions apply if a CGT eventhappens to a deceased’s estate of which you are the trustee. Flowchart 3.6 inappendix 3 sets out the full exemption rules if you inherit a dwelling. Alternatively,the rules are set out below.
 If you are a joint tenant and another joint tenant dies, their interest in the dwelling istaken to pass in equal shares to you and any other surviving joint tenants on thatdate.
 For the purpose of the main residence exemption, you are treated as if that interestin the dwelling has passed to you as beneficiary of the deceased estate, whichmeans the following rules apply to that interest. For more information about otherrules affecting joint tenants, see Joint tenants.
 Full exemption
 Deceased died before 20 September 1985
 As you acquired the dwelling before 20 September 1985, any capital gain you makeis exempt. However, major capital improvements you make to the dwelling on orafter 20 September 1985 may be taxable, see Major capital improvements to adwelling acquired before 20 September 1985.
 Deceased died on or after 20 September 1985
 A. The deceased acquired the dwelling before 20 September 1985 (it does notmatter whether the dwelling was the main residence of the deceased person).
 You may have an ownership interest in a dwelling that passed to you as abeneficiary in a deceased estate or you may have owned it as trustee of adeceased estate. In either case, you disregard any capital gain or capital loss youmake from a CGT event that happens to the dwelling if either of the following twoconditions applies.
 1. You disposed of your ownership interest within two years of the person’sdeath, that is, if the dwelling was sold under a contract, settlement occurredwithin two years. This exemption applies whether or not you used the dwellingas your main residence or to produce income during the two year period. TheCommissioner has the discretion to extend the two year period for CGT events(such as a sale) happening in the 2008–09 income year and later years, seeCommissioner may extend the two year time period.
 2. From the deceased’s death until you disposed of your ownership interest, thedwelling was not used to produce income and was the main residence of oneor more of:
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3. a person who was the spouse of the deceased immediately before thedeceased’s death (but not a spouse who was permanently separatedfrom the deceased)
 4. an individual who had a right to occupy the home under the deceased'swill (including a right to occupy the home as a result of a court orderunder the relevant family provision legislation that takes effect as if it hadbeen made as a codicil to the deceased's will)
 5. you, as a beneficiary, if you disposed of the dwelling as a beneficiary.
 The dwelling can be the main residence of one of the above people (even thoughthey may have stopped living in it) if they choose to treat it as their main residenceunder the continuing main residence status after dwelling ceases to be your mainresidence rule.
 The requirement that the dwelling is the main residence of an individual who had aright to occupy it under the deceased’s will is satisfied if the individual moves intothe dwelling when it is first practicable to do so. This requirement will be satisfiedwhere the delay in moving is because the dwelling cannot be occupied until probateand administration of the estate is granted.
 B. The deceased acquired the dwelling on or after 20 September 1985.
 You disregard any capital gain or capital loss you make when a CGT eventhappens to the dwelling or your ownership interest in the dwelling if either of thefollowing two points applies.
 1. Condition 2 in A above is met and the dwelling passed to you as beneficiary ortrustee on or before 20 August 1996. For this to apply, the deceased musthave used the dwelling as their main residence from the date they acquired ituntil their death, and they must not have used it to produce income.
 2. One of the conditions in A above is met, and the dwelling passed to you asbeneficiary or trustee after 20 August 1996, and just before the date thedeceased died it was:
 3. their main residence, and4. not being used to produce income.
 A dwelling can still be regarded as the deceased’s main residence even though theystopped living in it, see Continuing main residence status after dwelling ceases tobe your main residence.
 Example 85: Full exemption
 Rodrigo was the sole occupant of a home he bought in April 1990. He didnot live in or own another home.
 He died in January 2016 and left the house to his son, Petro. Petro rentedout the house and then disposed of it 15 months after his father died.
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Petro is entitled to a full exemption from CGT, as he acquired the houseafter 20 August 1996 and disposed of it within two years of his father’sdeath.
 If Petro did not sell the house within two years of his father's death, he mayask the Commissioner to grant an extension of time, see Commissioner mayextend the two year time period.
 Partial exemption
 If you do not qualify for a full exemption from CGT for the home, you may be entitledto a partial exemption.
 You calculate your capital gain or capital loss as follows:
 Capital gain or capital loss amount × (non-main residence days ÷ total days)
 Non-main residence days
 ‘Non-main residence days’ is the number of days that the dwelling was not the mainresidence.
 1. If the deceased acquired the dwelling before 20 September 1985, non-mainresidence days is the number of days in the period from their death untilsettlement of your contract for sale of the dwelling when it was not the mainresidence of one of the following:
 2. a person who was the spouse of the deceased (except a spouse who waspermanently separated from the deceased)
 3. an individual who had a right to occupy the dwelling under the deceased’swill, or
 4. you, as a beneficiary, if you disposed of the dwelling as a beneficiary.
 2. If the deceased acquired the dwelling on or after 20 September 1985, non-main residence days is the number of days calculated under (a) plus thenumber of days in the deceased’s period of ownership when the dwelling wasnot their main residence.
 Total days
 1. If the deceased acquired their ownership interest before 20 September 1985,‘total days’ is the number of days from their death until you disposed of yourownership interest.
 2. If the deceased acquired the ownership interest on or after 20 September1985, total days is the number of days in the period from when the deceasedacquired the dwelling until you disposed of your ownership interest.
 A further adjustment may be required if the dwelling was a main residence, but waspartly used to produce income, for example, if, for a period, part of it was rented outor used as a place of business.
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Example 86: Partial exemption
 Vicki bought a house under a contract that was settled on 12 February 1995and she used it solely as a rental property. When she died on 17 November1998, the house became the main residence of her beneficiary, Lesley.Lesley sold the property under a contract that was settled on 27 November2016.
 As Vicki had never used the property as her main residence, Lesley cannotclaim a full exemption from CGT. However, as Lesley used the house as hermain residence, she is entitled to a partial exemption from CGT.
 Vicki owned the house for 1,375 days and Lesley then lived in the house for6,586 days, a total of 7,961 days. Assuming Lesley made a capital gain of$100,000, the taxable portion is:
 $100,000 × (1,375 ÷ 7,961) = $17,272
 In working out her capital gain, Lesley can use either the discount method orthe indexation method. This is because, for the purposes of using thosemethods, she is taken to have acquired the property on 12 February 1995(when Vicki acquired it) and this is before 11.45am (by legal time in theACT) on 21 September 1999, and more than 12 months before Lesleyentered into the contract to sell it.
 If you dispose of your ownership interest in a dwelling within two years of theperson’s death, you can ignore the main residence days and total days in the periodfrom the person’s death until you dispose of the dwelling if this lessens your taxliability. See Commissioner may extend the two year time period.
 You also ignore any non-main residence days before the deceased’s death incalculating the capital gain or capital loss if:
 you acquired the dwelling after 20 August 1996the dwelling was the deceased’s main residence just before their death, andthe dwelling was not being used to produce income at the time of their death.
 Using a home you inherited to produce income
 If a person acquired their main residence on or after 20 September 1985, and theydied and it passed to you as a beneficiary (or as trustee of their estate) after20 August 1996, you are taken to have acquired the dwelling at its market value atthe time you first used it to produce your income if:
 you first used the dwelling to produce income after 20 August 1996when a CGT event happens to the dwelling, you would get only a partialexemption because you used the dwelling to produce assessable incomeduring the period you owned it
 172 of 293

Page 173
                        

you would have been entitled to a full exemption if the CGT event happened tothe dwelling immediately before you first used it to produce income, andthe CGT event did not happen to the dwelling within two years of the person’sdate of death.
 If all of the above apply, you must work out your capital gain or capital loss usingthe market value of the dwelling at the time you first used it to produce income. Youdo not have a choice.
 Cost to you of acquiring the dwelling
 If you acquire a dwelling the deceased had owned, there are special rules forcalculating your cost base.
 These rules apply in calculating any capital gain or capital loss when a CGT eventhappens to the dwelling.
 The first element of the cost base and reduced cost base of a dwelling (itsacquisition cost) is its market value at the date of death if either:
 the dwelling was acquired by the deceased before 20 September 1985, orthe dwelling passes to you after 20 August 1996 (but not as a joint tenant), andit was the main residence of the deceased immediately before their death andwas not being used to produce income at that date.
 In any other case, your acquisition cost is the deceased’s cost base and reducedcost base on the day they died. You may need to contact the trustee or thedeceased’s recognised tax adviser to obtain the details. If that cost base includesindexation, you must recalculate it to exclude the indexation component if you preferto use the discount method to work out your capital gain from the property.
 If you are a beneficiary, the cost base and the reduced cost base also includeamounts that the trustee of the deceased’s estate would have been able to includein the cost base and reduced cost base.
 Continuing main residence status
 If the deceased was not living in the home at the date of their death, they or theirtrustee may have chosen to continue to treat it as their main residence. You mayneed to contact the trustee or the deceased’s recognised tax adviser to find outwhether this choice was made. If it was, the dwelling can still be regarded as thedeceased’s main residence:
 for an indefinite period, if the dwelling was not used to produce income afterthe deceased stopped living in it, orfor a maximum of six years after they stopped living in it, if it was used toproduce income after they stopped living in it.
 Example 87: Continuing main residence status
 Aldo bought a house in March 1995 and lived in it.
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He moved into a nursing home in December 2013 and left the house vacant.He chose to treat the house as his main residence after he stopped living init under the Continuing main residence status after dwelling ceases to beyour main residence rule.
 Aldo died in February 2017 and the house passed to his beneficiary, Con,who uses the house as a rental property.
 As the house was Aldo’s main residence immediately before his death andwas not being used to produce income at that time, Con can get a fullexemption for the period Aldo owned it.
 If Con rented out the house and sold it more than two years after Aldo’sdeath, the capital gain for the period from the date of Aldo’s death until Consold it is taxable, unless the Commissioner grants Con an extension of time,see Commissioner may extend the two year time period.
 If Con had sold the house within two years of Aldo’s death, he could haveignored the main residence days and total days between Aldo’s death andhim selling it, which would have given him exemption for this period.
 If Aldo had rented out the house after he stopped living in it, he could alsohave chosen to continue to treat it as his main residence, see Continuingmain residence status after dwelling ceases to be your main residence. Thehouse would be considered to be his main residence until his death becausehe rented it out for less than six years.
 If this choice had been made, Con would get an exemption for the periodAldo owned the house.
 Commissioner may extend the two year time period
 A trustee or beneficiary of a deceased estate may apply to the Commissioner for anextension of the two year time period, where the CGT event happens in the 2008-09 income year or later income years. Generally, the Commissioner would exercisethe discretion in situations where the delay is due to circumstances which areoutside of the control of the beneficiary or trustee, for example:
 the ownership of a dwelling or a will is challengedthe complexity of a deceased estate delays the completion of administration ofthe estatea trustee or beneficiary is unable to attend to the deceased estate due tounforeseen or serious personal circumstances arising during the two yearperiod (for example, the taxpayer or a family member has a severe illness orinjury), orsettlement of a contract of sale over the dwelling is unexpectedly delayed orfalls through for circumstances outside the beneficiary or trustee’s control.
 These examples are not exhaustive.
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In exercising the discretion the Commissioner will also take into account whetherand to what extent the dwelling is used to produce assessable income and for howlong the trustee or beneficiary held the ownership interest in the dwelling.
 Inheriting a dwelling from someone who inherited it themselveshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=74Last modified: 19 Feb 2018QC 51236
 The formula for calculating the partial main residence exemption is adjusted if thedeceased individual also acquired the interest in the dwelling on or after20 September 1985 as a beneficiary (or trustee) of a deceased estate. The mainresidence exemption is calculated having regard to the number of days the dwellingwas the main residence of yourself and the previous beneficiaries.
 Example 88: Partial exemption for beneficiaries
 Ahmed acquired a dwelling after 20 September 1985.
 The dwelling was his main residence from the date of settlement of thecontract for purchase until he died. The number of days Ahmed owned thedwelling was 3,700.
 Under his will, Ahmed left the dwelling to his son, Fayez. Fayez was the solebeneficiary of Ahmed’s estate. No other individual had a right to occupy thedwelling under Ahmed’s will.
 Some years later, Fayez died. He had owned the dwelling for 2,600 daysand it wasn’t his main residence at any time during this period.
 The dwelling was left to Mardianah under Fayez’s will.
 Mardianah sold the dwelling in 2016–17 and made a capital gain of$100,000. She owned the dwelling for 750 days and it wasn’t her mainresidence at any time during that period.
 The taxable proportion of Mardianah’s $100,000 capital gain is $47,518.This is worked out as follows:
 $100,000 × (2,600 + 750) ÷ (2,600 + 750 + 3,700) = $47,518
 Because the combined period that Ahmed, Fayez and Mardianah owned thedwelling was more than 12 months, Mardianah can reduce her $47,518capital gain by the 50% discount (after deducting any capital losses).
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Because Mardianah gets an exemption for the period the dwelling wasAhmed’s main residence, her capital gain is less than it otherwise wouldhave been.
 For more information about deceased estates, see Deceased estates.
 Death during constructionhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=75Last modified: 19 Feb 2018QC 51236
 If an individual entered into a contract to construct, repair or renovate a home onland they already owned, and they die before certain conditions are met, the trusteemay choose to have the home and land treated as the deceased’s main residencefor up to four years before the home became (or was to become) their mainresidence.
 The trustee can make this choice if the deceased dies before:
 the home is finishedit was practicable for the home to be their main residence, orthey had lived in the home for three months.
 If the trustee makes this choice, no other dwelling can be treated as the deceased’smain residence during that time.
 Loss, destruction or compulsory acquisition of an asset
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=76Last modified: 19 Feb 2018QC 51236
 This section explains your CGT obligations if your CGT asset is lost, destroyed orcompulsorily acquired.
 Generally, there are no CGT obligations for assets acquired before 20 September1985 (pre-CGT).
 There may be a situation where you receive money or another CGT asset (or both)as compensation when you dispose of an asset involuntarily (or under an insurancepolicy against the risk of such an event happening). In this case, you may be able to
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choose to:
 defer your liability to pay tax on any capital gain arising on the disposal, orget a CGT exemption for any replacement asset if you acquired the originalasset before 20 September 1985.
 This concession is known as a rollover. It may be available if one of the followingevents happens:
 all or part of your CGT asset is lost or destroyedyour CGT asset is compulsorily acquired by an Australian government agencyyour CGT asset is compulsorily acquired by an entity (other than by anAustralian government agency or a foreign government agency) under a powerof compulsory acquisition conferred by an Australian or foreign law. However,the compulsory acquisition of minority interests (such as shares in a company)under the Corporations Act or similar foreign law are excludedyou dispose of your CGT asset to an entity (other than a foreign governmentagency) after a notice is served on you inviting you to negotiate a saleagreement. You must have been informed that, if the negotiations areunsuccessful, the asset will be compulsorily acquired under a power ofcompulsory acquisition conferred by an Australian or foreign law. However, thecompulsory acquisition of minority interests (such as shares in a company)under the Corporations Act or similar foreign law are excludedyou dispose of land to an entity (other than a foreign government agency)where a mining lease was compulsorily granted over the land, the leasesignificantly affected your use of the land, the lease was in force immediatelybefore the disposal and the entity to which you disposed of the land was thelesseeyou dispose of land to an entity (other than a foreign government agency)where a mining lease would have been compulsorily granted over the land, thelease would have significantly affected your use of the land and the entity towhich you disposed of the land would have been the lesseea lease that had been granted to you by an Australian Government agencyunder a Commonwealth, state or territory law expires and is not renewed.
 This rollover is not available for plant disposed of after 11.45am (by legal time in theACT) on 21 September 1999 and other depreciating assets from 1 July 2001.Instead, if a depreciating asset is lost or destroyed or, acquired compulsorily or byforced negotiation (other than by a foreign government agency), the capitalallowances provisions may allow for a balancing adjustment offset.
 This means that rather than including an amount in your assessable income by wayof a balancing adjustment, you can offset that amount against the cost of areplacement asset (or assets).
 If you choose to take rollover, you do not need to lodge a written election statingyour choice, it will be clear from the way you prepare your tax return.
 You cannot choose to defer a capital loss but you can use it to reduce any capitalgain made in the current income year or a later income year.
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For rollover relief to apply, the replacement asset you receive cannot be a car,motorcycle or similar vehicle.
 Further, from 1 July 2001, for rollover relief to apply, the replacement asset youreceive cannot become an item of your trading stock, nor can it be a depreciatingasset.
 Compulsory acquisition of part of your main residenceFor certain compulsory acquisitions, an optional rollover may apply to a particulararrangement to which the exemption for part of a main residence also applies. Therollover may apply to that arrangement to the extent that the compulsory acquisitionexemption does not apply.
 A compulsory acquisition of part of your main residence may not qualify for therollover as the requirement that you acquire a replacement asset that is used for thesame (or a similar) purpose may not be able to be met. For example if vacant landadjacent to your home is compulsorily acquired you may not be able to acquirereplacement adjacent land.
 In this case, the main residence exemption may apply to the compulsory acquisition(or similar arrangement) of part of your main residence such as vacant land orstructures.
 For more information, see Main residence – compulsory acquisition.
 Time of the CGT eventhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=77Last modified: 19 Feb 2018QC 51236
 You need to know the time of a CGT event to work out in which income year acapital gain or capital loss affects your income tax.
 If an asset is lost or destroyed and you receive compensation, the time of the CGTevent is when you first receive the compensation.
 If you do not receive any compensation, the time of the CGT event is when the lossis discovered or the destruction occurred.
 If your asset was compulsorily acquired by an entity under an Australian law orforeign law, the time of the CGT event is the earlier of when:
 you first received compensation from the entitythe entity enters the asset (for example, land) or takes possession of it.
 If an entity acquires your asset following negotiation (rather than compulsorily
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acquiring it), the time of the CGT event is:
 the date the contract to acquire it is made, orthe date of the change of ownership if there is no contract.
 If a lease that had been granted to you by an Australian government agency expiresand is not renewed, the time of the CGT event is when the lease expires.
 If you receive moneyhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=78Last modified: 19 Feb 2018QC 51236
 If you receive money because a CGT event happens, you can choose a rolloveronly if:
 you incur expenditure in acquiring another CGT asset that is used in your business or is installed ready for use in the business for areasonable period if the original asset was a business asset, orotherwise, for a reasonable period for the same or a similar purpose asthe original asset, or
 part of the original asset is lost or destroyed and you incur expenditure of acapital nature in repairing or restoring it.
 You must incur at least some of the expenditure:
 no earlier than one year before the event happens, orwithin one year after the end of the income year in which the event happens.
 This period may be extended in special circumstances.
 Example 89: Rollover applies
 Trish paid for the repair of an asset for which she was compensated afterpart of it was destroyed on 1 September 2016. Trish’s expenditure qualifiesfor the rollover concession if it was incurred any time during the period1 September 2015 to 30 June 2018.
 The replacement asset need not be identical to the one it is replacing.However, for a rollover to apply, you must use it in the same business (or forthe same or a similar purpose) as the one for which you used the originalasset. Also, your replacement asset cannot become an item of trading stock,nor can it be a depreciating asset.
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Example 90: Rollover does not apply
 Denise receives money when her manufacturing business premises aredestroyed. She buys a rental property with this money.
 Denise cannot access the rollover concession because she does not usethe rental property for the same or similar purpose as her old businesspremises.
 Consequences of receiving money
 If you receive money and choose to take a rollover, the consequences depend onwhether you acquired the original asset:
 1. before 20 September 19852. on or after 20 September 1985, and
 3. the money received for the asset is more than the cost of repair orreplacement
 4. the money received does not exceed the cost of repair or replacement.
 1. Original asset acquired before 20 September 1985
 If you acquired the original asset before 20 September 1985, you are taken to haveacquired the repaired or replacement asset before that day if:
 you repair or restore the original asset, oryou replace the original assetat a cost of no more than 120% of its market value at the time of the event, orat any cost, provided it (or part of it) was lost or destroyed by a natural disasterand the replacement asset is substantially the same.
 This means you disregard any capital gain or capital loss you make when a laterCGT event happens to the repaired or replacement asset.
 2. Original asset acquired on or after 20 September 1985
 If you acquired the original asset on or after 20 September 1985, the way rolloverapplies will depend on whether the money you received is more or less than thecost of repairing or replacing the asset. If it is more, it also depends on whether thecapital gain you make when the event happens is:
 1. more than that excess, or2. less than or equal to that excess.
 a. Money received is more than the cost of repair or replacement
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If you do not use all of the money you received to repair or replace the originalasset, this affects your CGT obligations. The amount of capital gain you include onyour tax return depends on whether the capital gain is more or less than thedifference between the amount you received and the cost of the repair orreplacement.
 If the capital gain is more than that difference, you reduce your capital gain to theamount of the excess. Include this amount on your tax return in the year the eventhappens. This gain may be eligible for the CGT discount. For more information seeHow to work out your capital gain or capital loss.
 When a later CGT event happens, you reduce the amount of expenditure includedin the cost base of the asset by the difference between the capital gain before it isreduced and the excess. This enables you to defer part of your CGT liability until alater CGT event happens.
 If the capital gain is less than or equal to the excess (the compensation amount lessthe cost of the repair or replacement), you do not reduce the capital gain and theamount of the expenditure on the repair or replacement included in the cost base,see example 92.
 b. Money received does not exceed the cost of repair or replacement
 If the amount of money you received is less than or equal to the expenditure youincurred to repair or replace the original asset, you disregard any capital gain. Youreduce the expenditure you include in the cost base of the asset when a later CGTevent happens by the amount of the gain, see example 91.
 Example 91: Money received is less than expenditure incurred
 Gerard’s business premises were destroyed by fire on 15 March 2017. Hereceived $246,000 in compensation from his insurance company.
 It cost him $257,000 to reconstruct the premises, $11,000 more than theamount of compensation he received.
 Gerard made a capital gain of $2,000 because his cost base apportioned tothe building was $244,000 at the time of the fire.
 compensation money received $246,000
 less cost base $244,000
 capital gain $2,000
 compensation money received $246,000
 less replacement expenditure $257,000
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shortfall $11,000
 As the compensation money does not exceed the repair expenditure, Gerarddisregards the capital gain.
 However, the amount of expenditure that Gerard can include in the costbase of the repaired building is reduced by the amount of the capital gain($2,000) to $255,000.
 Example 92: Money received is more than the expenditure incurred
 Assume that, in the previous example, Gerard incurred only $240,000 forrepairs and the cost attributed to the building was $230,000.
 compensation money received $246,000
 less cost base $230,000
 capital gain $16,000
 compensation money received $246,000
 less replacement expenditure $240,000
 excess $6,000
 The compensation money ($246,000) is $6,000 more than the replacementexpenditure ($240,000). The capital gain ($16,000) is $10,000 more thanthe excess of $6,000. The capital gain is reduced to the excess amount of$6,000.
 Gerard’s capital gain (before applying the CGT discount of 50%) is $6,000.Therefore, assuming he has not made any other capital losses or capitalgains in the 2016–17 income year (and does not have any unapplied netcapital losses from earlier years) Gerard includes $3,000 ($6,000 × 50%) ashis net capital gain for the 2016–17 income year.
 Also, he reduces the expenditure he incurred on the replacement asset bythe balance of the capital gain ($10,000) to $230,000. This means $10,000of the capital gain is deferred.
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If you receive an assethttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=79Last modified: 19 Feb 2018QC 51236
 If you receive a replacement asset when the CGT event happens, you can choosea rollover only if:
 the replacement asset is not a depreciating asset or held as trading stockwhen you acquire it, andthe market value of the replacement asset is more than the cost base of theoriginal asset just before the event happened.
 Consequences of receiving an asset
 If you choose to take a rollover when you receive a replacement asset, youdisregard any capital gain you make from the original asset. The otherconsequences are outlined below.
 Original asset acquired before 20 September 1985
 If you acquired the original asset before 20 September 1985, you are taken to haveacquired the new asset before that day.
 Original asset acquired on or after 20 September 1985
 If you acquired the original asset on or after 20 September 1985, the first element ofthe cost base and reduced cost base of the replacement asset is taken to be thecost base and reduced cost base of the original asset at the time of the event.
 However, you may have to recalculate the first element of the cost base of yourreplacement asset if the cost base of the original asset included an amount ofindexation and you are seeking to apply the CGT discount to a capital gain from thereplacement asset.
 Example 93: Asset received
 Jon acquired land after 19 September 1985 which the state governmentcompulsorily acquired on 14 July 2016. The cost base of the land at the timeit was compulsorily acquired was $180,000. As compensation, Jon receivedanother piece of land with a market value of $200,000.
 Because the market value of the replacement land was greater than the costbase of the original land just before it was compulsorily acquired, Jondisregards the capital gain made on the disposal of the original land. Jon istaken to have paid $180,000 to acquire the replacement land (that is, thecost base of the original land at the time it was compulsorily acquired).
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If you receive both money and an assethttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=80Last modified: 19 Feb 2018QC 51236
 If you receive both money and an asset and choose to take a rollover, therequirements and consequences are different for each part of the compensation.
 You need to separately determine what happens to the replacement asset and themoney, having regard to the proportion of the original asset attributable to each typeof compensation.
 The rules are then applied separately to the money and to the asset.
 Example 94: Money and an asset received as compensation
 The state government compulsorily acquires land Kris bought in 2002. Itscost base at the time was $150,000 but Kris received compensation worth$160,000.
 Half of the total compensation is money ($80,000) and half is replacementland (market value $80,000).
 Therefore, the cost base of the original land attributable to each part of thecompensation is $75,000 (50% × $150,000). Kris bought additionalreplacement land for $82,000.
 The total capital gain is $10,000 which is capital proceeds of cash andproperty totalling $160,000 less the cost base of $150,000. Half of thiscapital gain can be attributed to the money and half to the asset (thereplacement land).
 The money Kris received as compensation is less than the amount he paidto buy the additional land. He can therefore disregard the $5,000 of thecapital gain that is attributable to the money compensation. He reduces theexpenditure on the additional land by $5,000, so the first element of its costbase is only $77,000.
 As the market value of the replacement land is more than that part of thecost base of the original land, Kris can choose to take rollover relief anddisregard the capital gain of $5,000 relating to the land.
 As a result, the value of the replacement land ($75,000) forms the firstelement of its cost base, not its market value ($80,000) when he acquired it.
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Indexation or CGT discounthttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=81Last modified: 19 Feb 2018QC 51236
 If a CGT event happens to the replacement asset (for example, a later disposal),you may be able to use the indexation method or the discount method to calculateyour capital gain. This applies only if the periods of ownership of the original assetand the replacement asset add up to at least 12 months. For indexation to apply,you must have acquired the asset before 11.45am (by legal time in the ACT) on21 September 1999.
 Main residence – compulsory acquisitionhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=82Last modified: 19 Feb 2018QC 51236
 The main residence exemption can apply to certain compulsory acquisitions (orsimilar arrangements) which are associated with your main residence but not withyour dwelling.
 You can ignore a capital gain or capital loss you make from a compulsoryacquisition (or similar arrangement) that happens only to land that is adjacent to:
 a dwelling that is your main residence, ora dwelling that passed to you as a beneficiary or trustee of a deceased estate.
 The main residence exemption will apply to the extent that the land was usedprimarily for private or domestic purposes in association with the dwelling.
 The maximum area of vacant land covered by the exemption is two hectares lessthe area of land underneath the dwelling.
 This applies to CGT events that happen on or after 29 June 2011.
 You will also have the choice to apply the main residence exemption to CGT eventsthat happen during the transitional period:
 starting at the beginning of the 2004–05 income year, andending immediately before 29 June 2011.
 The main residence exemption applies to structures adjacent to a flat or home unit,such as a garage or a storeroom, in the same way as it applies to land adjacent to adwelling.
 A partial CGT exemption may apply where the dwelling was:
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not used as a main residence during all of the relevant ownership period, orused for income-producing purposes.
 See Partial exemption and Dwelling used to produce income.
 The exemption for compulsory acquisitions of part of your main residence can applyto all the relevant CGT events, which is broader than the CGT events that theordinary main residence exemption can apply to.
 What is compulsory acquisition?
 All levels of Australian government or entities acting on behalf of Government cancompulsorily acquire land and associated structures or an interest in land for apublic purpose.
 Compulsory acquisition involves your ownership interest in the land beingcompulsorily acquired by:
 an Australian government agency (that is, by the Australian, a State or aTerritory Government or by an authority of the Australian, a State or a TerritoryGovernment), ora non-government entity authorised to do so under a power conferred by anAustralian law.
 The acquirer serves a notice on the landowner inviting them to negotiate for thedisposal of the asset or part of the asset. This notice should inform the landownerthat if negotiations are unsuccessful, the acquirer will proceed to acquire the assetor part of the asset in accordance with its legislative powers. Even if the landowneraccepts the initial or negotiated offer, this is viewed to be a compulsory acquisition.This type of negotiated disposal is referred to as an acquisition under the shadow ofcompulsion.
 This would typically involve:
 compulsorily acquiring part of the land adjacent to your residence, orcompulsorily acquiring a structure such as a garage, storeroom or otherstructure associated with your flat or home unit.
 Arrangements similar to a compulsory acquisition include the following:
 Your ownership interest in the land is compulsorily cancelled (howeverdescribed), including compulsorily terminated or revoked.Your ownership interest in the land is varied (however described), for example,removing your ownership right to further develop the main residence. It couldrestrict your ability to erect structures above a certain level, for exampleinstalling antennas or remove your right to dig below the soil inhibiting yourability to undertake any further structural development of the property.Your ownership interest in the land is surrendered (however described) orvaried (however described) under the shadow of compulsion.An interest or right in, or relating to, your land is compulsorily conferred on anAustralian Government agency or an entity under a power conferred by anAustralian law, for example, compulsorily creating a right of access over part of
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land adjacent to your dwelling.You confer on an entity an interest in, or right in, or relating to, your land underthe shadow of compulsion, for example, compulsorily negotiating an agreementin relation to a temporary right in relation to your main residence. Governmentcould require temporary access through your property to improve property thatis used for a public purpose.Your ownership interest in the land was conferred on you by an AustralianGovernment agency for a limited, but renewable period of operation, and thatownership interest was not renewed by that agency. For example, a right thatyou hold over the land is not renewed, such as a Crown lease.
 The exemption does not apply to compulsory acquisitions, or similar arrangements,of adjacent land or a structure where the dwelling to which they relate is outsideAustralia.
 Example 95: full main residence exemption
 Debbie and Geoff live in a three bedroom house on a small suburban blockthat is two hectares. In July 2008, the Department of Main Roadscommenced negotiations with several home owners in Debbie and Geoff’sneighbourhood to end ownership rights over part of the land adjacent to thedwelling. When their ownership rights end, Debbie and Geoff along withother home owners would not be able to build on that part of the land orconduct any activities on that part of the land.
 The area adjacent to their dwelling on which their ownership right ends is 50square metres (10 metres wide by 5 metres located along the rearboundary)
 They qualify for full main residence exemption because they have lived inthe dwelling throughout their ownership period. This means Debbie andGeoff would be able to apply the main residence exemption to the proceedsthey received for the compulsory acquisition which ended their ownershiprights.
 Choosing how much of the land and associated structures will be part of your mainresidence
 If your property exceeds two hectares you will need to determine how much andwhich parts of your property will form part of your main residence exemption area.
 If the land used for private purposes is greater than two hectares, you can choosewhich two hectares are exempt.
 Example 96: land exceeds 2 hectares
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Robyn’s property is 10.35 hectares. She identifies the dwellings, land andassociated structures that are linked to the main residence and are forprivate or personal use. The driveway was 1500 square metres in areawhich means that the calculation is greater than two hectares. Robyndecides to exclude 500 square metres of driveway to ensure that the totalarea of the land is not greater than two hectares.
 Land exceeds 2 hectares
 Calculation element Hectares
 Main Residence 0.03453
 Swimming pool 0.004416
 Dam 1 (pump water to landscaped gardens) 0.35
 Garage 0.01
 Guest house 0.01531
 Driveway 0.1
 Landscaped gardens 1.485744
 Total 2.00
 (Choosing how much land will be part of your main residence when it exceeds twohectares).
 Maximum exempt area
 Where you have previously disregarded one or more capital gains or losses for acompulsory acquisition (or similar arrangement) of adjacent land or structure, themaximum area of adjacent land available for the main residence exemption whenthe dwelling is eventually sold (or otherwise realised) is reduced. The reduced area
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is called the ‘maximum exempt area’.
 However the maximum exempt area is only reduced by a previous compulsoryacquisition or similar arrangement where you lost rights to the substantial use andenjoyment of that land either completely or for at least 10 years.
 This rule ensures you are not disadvantaged by having to reduce your maximumexempt area where you have lost only insubstantial rights to the use and enjoymentof the exempt land. It also ensures that you are not disadvantaged where you losesubstantial rights to the use and enjoyment of the exempt land but only for a shortterm such as under a short-term lease. This means that such land will remaineligible for a later application of the main residence exemption.
 Examples of compulsory arrangements that do not result in substantial loss of rightsto the use and enjoyment of the land might include where an easement is grantedover vacant land which still permits the use and enjoyment of the land. Anotherexample might be where the Government compulsorily acquires subsurface landunder your main residence. If you did not use or enjoy the subsurface land and thecompulsory acquisition did not result in you losing rights to the substantial use andenjoyment of the surface land, then the maximum exempt area would not bereduced.
 Example 97: Reduction in maximum exempt area
 In January 2005, the Government contacted Robyn and advised that theyare acquiring 1.40 hectares of her land for the development of a freeway.Part of this acquisition includes the dam and landscaped gardens Robynhad identified as being part of the main residence. The area of theacquisition includes 0.40 of a hectare of Robyn’s main residence.
 Robyn may choose to apply the main residence capital gains tax exemptionto the part of the capital proceeds, received for the compulsory acquisition,which relates to the 0.40 hectares of the land Robyn had recorded as beingassociated with the main residence.
 After the compulsory acquisition Robyn’s property is reduced to 8.95hectares. The dam and part of her landscaped gardens were acquired bythe Government for the freeway. Robyn is not able to revise the land andstructures that are associated with her main residence. Her maximumexempt area is reduced by the 0.4 hectares she had previously attributed toher main residence that was acquired by the Government.
 Reduction in maximum exempt area
 Calculation element Hectares
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Main Residence 0.03453
 Swimming pool 0.004416
 Garage 0.01
 Guest house 0.01531
 Driveway 0.1
 Landscaped gardens 1.435744
 Total 1.6
 (Where there is a reduction in maximum exempt area).
 Exemption conditions to be met
 Where you satisfy all of the following conditions any capital gain or capital lossarising from the compulsory acquisition (or similar arrangement) of adjacent land orstructure without the dwelling is automatically disregarded.
 The conditions that must be met are:
 you are an individualthe exempt land is all or part of a dwelling’s adjacent land at the time of theCGT eventthe CGT event does not happen in relation to the dwelling or your ownershipinterest in the dwellingone of the following applies:
 the dwelling was your main residence during some or all of the period youowned ityour ownership interest in the dwelling passed to you as a beneficiary in adeceased estate, oryou own the ownership interest in the dwelling as the trustee of adeceased estate
 the adjacent land or structure is compulsorily acquired or is the subject of asimilar compulsory arrangement, and
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the sum of the following is two hectares or less: the area of all of the dwelling’s adjacent land at the time of the CGT eventthe area of land on which the dwelling is built, andfor each earlier CGT event that resulted in a capital gain or capital lossbeing disregarded under this exemption, the area of adjacent landexempted at the time of the earlier CGT event, but only if that involvedreducing the area of the dwelling’s adjacent land at the time of that earlierCGT event.
 This last condition ensures that you will not be disadvantaged by double counting ofthe same area of land where you have not lost substantial use and enjoyment of theland, for example, a compulsory easement is created over land but you retainownership of the land affected by the easement, although with diminished rights.
 Where you satisfy all of the conditions apart from the last condition (that is, wherethe sum of the relevant areas of land is more than two hectares), there is noautomatic disregarding of any capital gain or capital loss arising from thecompulsory acquisition (or similar arrangement).
 In these circumstances, you can choose to disregard so much of the capital gain orcapital loss that relates to an area of adjacent land that is compulsorily acquired (orsubject to a similar arrangement) that is not more than the maximum exempt area.
 Record keeping requirements
 With all assets you need to keep records. In this case, you will need to keep recordsof the transactions or events that provide evidence of your assessment of how themain residence capital gains tax exemption applies to the part of your mainresidence that has been compulsorily acquired. This includes a record of yourcalculations of your capital gain or loss and if your property is greater than twohectares.
 To find out more about the recordkeeping requirements in relation to assets andcapital gain tax see Keeping records.
 Choosing during the transitional period
 A taxpayer who makes a choice to apply the exemption during the transitional periodmust do so:
 by the day they lodge their income tax return for the income year that includesthe commencement day, orwithin further time allowed by the Commissioner.
 The way a taxpayer prepares their tax return for the applicable income year issufficient evidence of them making a choice.
 However, this does not preclude a taxpayer from making a choice or providingevidence of a choice in a way other than the way they prepare their income taxreturn for the applicable income year.
 For example, lodging an objection to an assessment in the transitional period would
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also be sufficient evidence of them making a choice if the basis of the objectionwere to apply the main residence exemption to CGT events happening in thetransitional period.
 The time limit for amending assessments is also extended in cases where ataxpayer wishes to take advantage of the exemption, but their amendment periodhas expired. The extension to the time limit for amendments will apply where:
 the assessment was made before the commencement daythe amendment is made within the period ending two years after 29 June 2011,andthe amendment is made to take advantage of the exemption for CGT eventsthat happen during the transitional period.
 This means that if a compulsory acquisition occurs in the transitional period and thetaxpayer’s amendment period has expired for the income year in which the relevantcompulsory acquisition occurred, there is a two year time limit from 29 June 2011 inwhich the taxpayer can seek an amended assessment.
 The Commissioner may amend an assessment for the purpose of giving effect tothe exemption after the end of the two year period where the taxpayer hasrequested the amendment before the end of the two year period.
 Marriage or relationship breakdown
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=83Last modified: 19 Feb 2018QC 51236
 Read this section if your marriage or relationship ended on or after 20 September1985 and:
 you transfer an asset or a share of an asset to your spouseyou receive an asset or a share of an asset from your spouse, ora company or trustee of a trust transfers an asset to you or your spouse.
 When we talk about ‘your Spouse’, this includes your former spouse. It does notinclude your spouse's or your former spouse's legal personal representative (suchas an executor).
 Transfer of an asset means transferring ownership of an asset to the transfereespouse and includes creating an asset in their favour (such as a right to useproperty).
 Where we talk about an asset, this includes a share of, or an interest in, a jointlyowned asset.
 Transferee spouse refers to the spouse to whom an asset is transferred, while the
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transferor is the person (or a company or the trustee of a trust) who transfers anasset to the transferee spouse.
 As a general rule, CGT applies to all changes of ownership of assets on or after20 September 1985. However, if you transfer an asset to your spouse as a result ofthe breakdown of your marriage or relationship, there is an automatic rollover incertain cases. You cannot choose whether or not it applies.
 This rollover ensures the transferor spouse disregards a capital gain or capital lossthat would otherwise arise. In effect, the one who receives the asset (the transfereespouse) will make the capital gain or capital loss when they subsequently disposeof the asset. If you are the transferee spouse, the cost base of the asset istransferred to you.
 Conditions for the marriage or relationship breakdown rolloverhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=84Last modified: 19 Feb 2018QC 51236
 For the rollover to apply, the CGT event must have happened because of:
 an order of a court or court order made by consent under the Family Law Act1975 or a similar law of a foreign country, ora court order under a state, territory or foreign law relating to breakdown ofrelationship between spouses.
 The rollover also applies to CGT events that happen after 12 December 2006because of one of the following:
 a financial agreement that is binding under section 90G of the Family Law Act1975 (known as a ‘binding financial agreement’) or a corresponding writtenagreement that is binding because of a corresponding foreign lawan award made in an arbitration referred to in section 13H of the Family LawAct 1975 (known as an ‘arbitral award’) or a similar award under acorresponding state, territory or foreign lawa written agreement that is binding because of a state, territory or foreign lawrelating to breakdowns of relationship between spouses and because of suchlaw, a court is prevented from making an order
 about matters to which the agreement applies, orthat is inconsistent with the terms of the agreement for those matters,unless the agreement is varied or set aside.
 These are referred to below as ‘binding agreements’ used by separating couples.The following agreements relating to relationship breakdowns meet theserequirements:
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a domestic relationship agreement or termination agreement that complies withsubsection 47(1) of the New South Wales Property (Relationships) Act 1984a recognised agreement within the meaning of the Queensland Property LawAct 1974a cohabitation agreement that is a certificated agreement within the meaning ofthe South Australian's Domestic Partner Property Act 1996a personal relationship agreement or separation agreement that complies withsubsection 62(1) of the Tasmanian Relationships Act 2003a financial agreement that complies with subsection 205ZS(1) of the WesternAustralian Family Court Act 1997a domestic relationship agreement or termination agreement that complies withsubsection 33(1) of the Australian Capital Territory’s Domestic RelationshipsAct 1994a cohabitation agreement or separation agreement that complies withsubsection 45(2) of the Northern Territory’s De Facto Relationships Acta relationship agreement that complies with subsections 59(1) and (2) of theVictorian Relationships Act 2008 (which came into effect on 1 December2008).
 Note that from 1 March 2009 the rollover also applies to CGT events that happenbecause of a financial agreement that is binding because of section 90UJ of theFamily Law Act 1975 (known as a ‘binding financial agreement’) or a correspondingwritten agreement that is binding because of a corresponding foreign law. Section90UJ relates to agreements made between parties to a de facto relationship.
 In addition, from the 2009–10 and later income years the marriage breakdownrollover is extended to same-sex couples.
 Timing of the CGT event
 Because certain changes to the marriage or relationship breakdown rollover rulesapply to CGT events that happen after 12 December 2006 it is important to knowwhen those events happen. Appendix 1 contains information about the timing ofCGT events.
 If an asset is transferred under a contract, the CGT event happens when thecontract is entered into.
 A binding financial agreement may be a contract. The time at which a contract isentered into depends on the terms and conditions of the agreement and therelevant legislation being satisfied such that the agreement can take effect. In thecase of a binding financial agreement, a separation declaration has to be madeunder section 90DA of the Family Law Act 1975 before the agreement can takeeffect.
 A binding agreement used by a marriage or relationship breakdown couple may bea contract. The time at which a contract is entered into depends on the terms andconditions of the agreement and the relevant legislation being satisfied such thatthe agreement can take effect.
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If there is no contract, the CGT event happens when the change of ownership ofthe asset occurs.
 Transfers made because of a court order or arbitral award are not made under acontract. Therefore, no CGT event happens until the asset is transferred under theorder or award.
 If the asset is transferred under an agreement to which CGT event B1 (seeappendix 1) applies, the event happens when use of the asset passes to thetransferee spouse.
 Binding financial agreements can be entered into before, during or after marriage orrelationship. Arbitral awards allow property and financial matters of separatingcouples to be settled using arbitration. These arrangements allow separatingcouples to settle their affairs without having to go through court processes, whichare often costly and protracted.
 Additional rollover conditions for agreements that do not require court intervention
 For transfers that happen because of a binding financial agreement, or a bindingagreement used by a separating couple, the rollover only applies if at the time of thetransfer:
 the spouses involved are separatedthere is no reasonable likelihood of cohabitation being resumed, andthe transfer happened because of reasons directly connected with thebreakdown of the marriage or relationship.
 The transfer may not be directly connected with the breakdown if, for example:
 the spouses had an agreement before the breakdown of their marriage orrelationship stating that the particular property was to be transferred betweenthem for other reasons not directly related to the marriage or relationshipbreakdown, orthe agreement provided for the transfer of non-specific property, the transferdoes not occur for a considerable time (say, more than 12 months) after theagreement, and factors are present that suggest the transfer was not directlyconnected to the marriage or relationship breakdown.
 Relevant CGT events
 For the rollover to apply, one of the following events must happen. The transferor:
 disposes of an asset to the transferee spouse (CGT event A1)enters into an agreement with the transferee spouse under which
 the right to use and enjoy a CGT asset passes to the transferee spousetitle in the asset will or may pass to the transferee spouse at the end ofthe agreement (CGT event B1). There is no rollover if title in the CGTasset does not pass to the transferee spouse when the agreement ends
 creates a contractual or other right in favour of the transferee spouse (CGTevent D1)
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grants an option to the transferee spouse or renews or extends an optiongranted to them (CGT event D2)owns a prospecting or mining entitlement, or an interest in one, and grants thetransferee spouse a right to receive income from operations carried on by theentitlement (CGT event D3), oris a lessor and grants, renews or extends a lease to the transferee spouse(CGT event F1).
 There is no rollover for the transfer of trading stock.
 Consequences of the rolloverhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=85Last modified: 19 Feb 2018QC 51236
 You transfer the asset
 If you transfer the asset, the consequences of the rollover are:
 you disregard any capital gain or capital loss for assets acquired before20 September 1985, andfor assets acquired on or after 20 September 1985, the marriage orrelationship breakdown rollover ensures you disregard any capital gain orcapital loss you make from the CGT event that involves you and the transfereespouse.
 The asset is transferred to you
 Assets acquired before 20 September 1985
 If a CGT asset, including a share of a jointly owned asset, was transferred to youbecause of the breakdown of your marriage or relationship and it was acquired bythe transferor before 20 September 1985, you are also taken to have acquired theasset before that date. You disregard any capital gain or capital loss you makewhen you later dispose of the asset.
 However, if you make a major capital improvement to that asset after 20 September1985, you may be subject to CGT when you dispose of it or another CGT eventhappens to that asset, see Other capital improvements to pre-CGT assets.
 Assets acquired on or after 20 September 1985
 The rules are different if the asset was acquired by the transferor on or after20 September 1985. In this case, if you receive the CGT asset (or a share of ajointly owned asset) and there is a marriage or relationship breakdown rollover, youare taken to have acquired the asset (or share of the asset) at the time it wastransferred from your spouse (or the company or trustee).
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To calculate your capital gain or capital loss when a later CGT event happens, thefirst element of your cost base and reduced cost base will be the same as the costbase and reduced cost base of your spouse (or the company or trustee) at the timeof the transfer. Your cost base and reduced cost base also include any costsincurred by you or the previous owner (your spouse, the company or trustee) intransferring the particular asset on the breakdown of your marriage or relationship,such as conveyancing costs and stamp duty. General legal costs relating to thebreakdown or incurred in seeking a property settlement, and payments made undera Family Court order representing the increase in value of the CGT asset, are notincluded.
 If the transferor’s cost base includes an amount of indexation, you may later have torecalculate the first element of your cost base to exclude that amount if you want toapply the CGT discount to your capital gain.
 If you acquired the asset from your spouse (or the company or trustee) before11.45am (by legal time in the ACT) on 21 September 1999, you may be able to usethe indexation method when calculating your capital gain. This can only apply ifyour and your spouse’s combined period of ownership is 12 months or more (oryour and the company’s or trustee’s combined period of ownership is 12 months ormore).
 If you acquired the asset after 11.45am (by legal time in the ACT) on 21 September1999, you cannot use the indexation method when calculating your capital gain butyou may be able to use the discount method. You can use the discount method tocalculate your capital gain if your and your spouse’s combined period of ownershipis 12 months or more. If the period is less than 12 months, you use the 'other'method.
 Collectables or personal use assets remain collectables or personal use assetswhen they are transferred from your spouse (or the company or trustee) in the caseof a marriage or relationship breakdown rollover.
 For information about collectables and personal use assets, see What is a CGTasset?
 There are several instances where your spouse (or a company or trustee) maycreate an asset in your favour. Table 5 explains how to calculate the first element ofyour cost base and reduced cost base of that asset in each case.
 Table 5: Calculation of cost base
 CGT event First element of cost base and reduced cost base
 Creating contractual orother rights (D1)
 Incidental costs incurred by the transferor thatrelate to the event
 Granting an option (D2) Expenditure incurred by the transferor to grant theoption
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Granting a right toincome from mining (D3)
 Expenditure incurred by the transferor to grant theright
 Granting a lease (F1) Expenditure incurred by the transferor on the grantrenewal or extension of the lease
 You are taken to have acquired the asset at the time specified by the CGT event.For example, for CGT event D1, you acquire the asset at the time you enter into thecontract, or, if there is no contract, at the time the right is created. For moreinformation, see appendix 1.
 CGT assets transferred by a company or trusthttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=86Last modified: 19 Feb 2018QC 51236
 If a company or a trustee of a trust transfers a CGT asset to a spouse, adjustmentsare required to the relevant cost base and reduced cost base of interests in thecompany or trust. These may be shares (or indirect interests in shares) in thecompany, units in a unit trust and other interests in the trust. They are reduced invalue by an amount that reasonably reflects the fall in their market value as a resultof the transfer of the CGT asset.
 If the transferor is a controlled foreign corporation or a foreign trust, there arespecial rules for working out the capital gain or capital loss for a subsequent CGTevent.
 Generally, the transfer of an asset from a private company to a spouse who is ashareholder or an associate of a shareholder is treated as a payment for thepurposes of Division 7A of the Income Tax Assessment Act 1936, which thecompany may be taken to have paid a dividend because of that payment. For moreinformation, see Division 7A - payments by private companies.
 Example 98: Transfer of assets from a marriage or relationship
 Danny and Claudia jointly owned the following assets immediately beforetheir marriage breakdown:
 Danny and Claudia's joint assets
 Asset When purchased Cost
 The family home January 1985 $75,000
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Holiday house December 1988 $65,000
 Shares in a company March 1999 $35,000
 After their permanent separation in October 2016, the Family Courtapproved the couple’s agreement and made an appropriate court order byconsent.
 Danny transferred his interest in the family home to Claudia in March 2017under the court order. Because it was acquired by the couple before20 September 1985 and the CGT rollover applied, she is taken to haveacquired Danny’s interest in the home before that date. Therefore, Claudiawill not have to pay tax on any capital gains when she sells the home, thatis, either on her original interest in the home, or the interest Dannytransferred to her.
 Danny has no CGT obligation on the transfer to Claudia of his interest in thefamily home.
 Claudia’s interests in the shares and the holiday house were transferred toDanny in March 2017 under the court order. The holiday house did notbecome his home.
 Although the couple acquired these assets on or after 20 September 1985,Claudia’s capital gains from the transfer of her interests in these assets toDanny are disregarded under the marriage breakdown rollover.
 Danny is taken to have acquired Claudia’s interests in these assets at thetime of transfer for her relevant cost bases. If he were to sell the holidayhome or the shares, he would separately calculate his capital gain or capitalloss in respect of his original interest and the interest he acquired fromClaudia.
 When he sells the assets, Danny can choose to apply the indexation methodor the discount method to work out the amount of any capital gain from hisoriginal interests because they were acquired before 21 September 1999.
 Because he acquired Claudia’s interests after that date, he can only choosethe discount method to work out any capital gain on them. However, inapplying the 12-month ownership test for the purposes of the CGT discount,he can take into account the period that Claudia owned the interest.
 Danny will have to ensure that the cost bases of the interests he acquiredfrom Claudia do not include any amount of indexation.
 If these rules apply to you seek help from us or a recognised tax adviser.
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Superannuation interestshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=87Last modified: 19 Feb 2018QC 51236
 Payment splits
 A CGT rollover may apply if an interest in a small superannuation fund is subject toa payment split on the breakdown of relationship between spouses and a CGTasset of a small superannuation fund is transferred to another complyingsuperannuation fund.
 A small superannuation fund is one that is a complying fund and has fewer than fivemembers.
 Transfer of own interest in a small superannuation fund
 A trustee of a small superannuation fund also qualifies for CGT rollover when thetrustee transfers an asset or assets reflecting the entire personal interest of one ofthe spouses or former spouses to the trustee of another complying superannuationfund for the benefit of that spouse. For the rollover to apply both spouses must holdan interest in the small superannuation fund before the transfer. This allowsspouses to separate their superannuation arrangements on the breakdown of theirrelationship without any CGT liability.
 To qualify for a rollover, the spouses have to be permanently separated at the timeof the transfer, the transfer has to have happened because of reasons directlyconnected with the breakdown of the relationship between spouses and, thetransfer has to have been made in accordance with:
 a court order made under section 79 or subsection 90AE(2) or 90AF(2) orsection 90SM of the Family Law Act 1975 or a corresponding foreign lawa court order made under a state, territory or foreign law relating tobreakdowns of relationship between spouses that corresponds to an ordermade under the Family Law Act 1975an award made in an arbitration referred to in section 13H of the Family LawAct 1975 (known as an arbitral award) or a corresponding award made in anarbitration under a corresponding state, territory or foreign lawa financial agreement that is binding under section 90UJ of the Family Law Act1975 (known as a ‘binding financial agreement’) and was made on or after1 March 2009a financial agreement that is binding under section 90G of the Family Law Act1975 (known as a ‘binding financial agreement’) or a corresponding writtenagreement that is binding because of a corresponding foreign lawa written agreement that is binding because of a state, territory or foreign lawrelating to breakdowns of relationship between spouses and, that because ofsuch a law, a court is prevented from making an order about matters to whichthe agreement applies, or that is inconsistent with the terms of the agreementfor those matters, unless the agreement is varied or set aside.
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Once the trustee has obtained a CGT rollover for such a transfer, the rollover is nolonger available for a transfer of any asset reflecting the personal superannuationinterest of the other spouse if that later transfer arises out of the same marriage orrelationship breakdown.
 Example 99: Transfer of superannuation interest
 Danny and Claudia each have a personal interest in a small superannuationfund. They reach a binding financial agreement on marriage breakdownwhich provides that the trustee transfer all of the assets reflecting Danny’spersonal interest to another complying superannuation fund. The assetsreflecting Danny’s personal interest consist of a parcel of shares and arental property.
 A CGT rollover will apply to the transfer. Consequently, no rollover will thenbe available to the trustee for any transfer for the benefit of Claudia.
 The consequences of the rollover for the transfer of a superannuation interest arethe same as for the transfer of other assets between spouses as a result of amarriage or relationship breakdown.
 Cash settlementshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=88Last modified: 19 Feb 2018QC 51236
 Changes to the law ensure that no CGT liability arises in relation to the ending ofspouses’ rights that directly relate to the breakdown of their marriage orrelationship, including if they receive cash as part of a breakdown settlement. NoCGT liability arises if, at the time the rights end, the spouses were separated andthere was no reasonable likelihood of cohabitation being resumed.
 Real estate that was a main residencehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=89Last modified: 19 Feb 2018QC 51236
 Transfers from your spouse where the CGT event happened on or before 12 December 2006
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If a dwelling (or an interest in a dwelling) acquired by your spouse on or after20 September 1985 was transferred to you under a CGT event that happened on orbefore 12 December 2006, and marriage or relationship breakdown rollover applies,you are entitled to an exemption from CGT (when you dispose of it) for the period itwas your main residence after it was transferred to you.
 If the dwelling was your main residence, you may only qualify for a partial exemptionif:
 it was your main residence for only part of the period after it was transferred toyouyou used the dwelling to produce assessable income, orthe land on which the dwelling is situated is more than two hectares.
 For more information about the main residence exemption, see Real estate andmain residence.
 Keep all relevant records. Make sure you get any records you need from yourspouse if you don’t already have a copy, including records that show:
 how and when they acquired the dwelling (or the interest in a dwelling)its cost base when they transferred it to you.
 Transfers from your spouse where the CGT event happened after 12 December 2006
 If a dwelling (or an interest in a dwelling) acquired by your spouse on or after20 September 1985 was transferred to you under a CGT event that happened after12 December 2006, and the marriage or relationship breakdown rollover applies,you take into account the way in which both of you used the dwelling during yourcombined period of ownership when determining your eligibility for the mainresidence exemption.
 This means you are entitled to a full exemption from CGT (when you dispose of it) ifthe land on which the dwelling is situated is two hectares or less, and:
 during the period your spouse owned the dwelling, it was their main residenceand was not being used by them to produce assessable income, andduring the period you owned the dwelling, it was your main residence and wasnot being used by you to produce assessable income.
 If any of these conditions are not met, you may qualify for a partial exemption.
 If the dwelling was not your or your spouse’s main residence during all of yourcombined period of ownership, you work out the proportion of your capital gain thatis taxable using the formula:
 Total capital gain or capital loss multiplied by(number of days it was not your spouse's main residence during their ownershipperiod + number of days it was not your main residence during your ownershipperiod) ÷ number of days in your combined period of ownership
 For more information about the main residence exemption, see Real estate and
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main residence.
 Keep all relevant records. Make sure you get any records you need from yourspouse if you don’t already have a copy, including records that show:
 how and when they acquired the dwelling (or the interest in a dwelling)its cost base when they transferred it to youthe extent (if any) to which it was used to produce income during theirownership period (for example, the periods when it was rented out or availablefor rent) and the proportion of the dwelling that was used for that purposethe number of days (if any) it was their main residence during their ownershipperiod.
 Example 100: Dwelling transferred to you under a CGT event that happenedafter 12 December 2006 becomes your home
 George and Natalie jointly purchased a holiday home on 0.1 hectare of land.Settlement of the purchase contract happened on 13 March 2014. On13 March 2016, George transferred his half-interest to Natalie under theterms of an arbitral award.
 Natalie uses the dwelling as her main residence for three years after thedate of the CGT event until she sells it. Settlement of the sale contracthappens on 13 March 2019.
 Because the dwelling was Natalie’s main residence for three years out ofthe five years she owned her original interest, she is entitled to a 60% mainresidence exemption on that interest.
 Because George’s half interest in the dwelling was transferred to Natalieunder a CGT event that happened after 12 December 2006 and CGTmarriage or relationship breakdown rollover applied, Natalie is also entitledto a 60% main residence exemption on that half interest (having regard tohow they both used that interest during their combined period of ownership).
 In working out the cost base of the interest George transferred to her,Natalie adds any relevant costs she incurred after George transferred it toher to the cost base of his interest at the time of the transfer.
 Home first used to produce income rule applies to combined period of ownership
 If a dwelling acquired on or after 20 September 1985 is used as a main residencefrom the time it is acquired and is later used to produce income, the ‘home first usedto produce income’ rule may apply. For the rule to apply, the first income-producinguse must be after 20 August 1996 and the dwelling must qualify for full mainresidence exemption immediately prior to it being used to produce income. SeeHome first used to produce income.
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If the dwelling (or an interest in the dwelling) is transferred to you under a CGTevent that happened after 12 December 2006 and the marriage or relationshipbreakdown rollover applies to the transfer, the CGT main residence exemption rulestake into account the way you and your spouse use the dwelling during yourcombined period of ownership.
 Where the ‘home first used to produce income’ rule and the marriage or relationshipbreakdown rollover apply and the dwelling (or an interest in the dwelling) wastransferred to you by your spouse, you are taken to have acquired it at the time it isfirst used to produce income for its market value at that time. The first income-producing use may be during your or your spouse’s ownership period.
 Example 101: Home transferred under a CGT event that happens after12 December 2006 and the ‘first used to produce income’ rule applies
 Harry bought a house on 0.2 hectare of land for $200,000 on 17 November1999. It was his main residence and was not used by him to produceincome.
 On 1 June 2012, he and Anita started living together as husband and wife.Harry moved into Anita’s townhouse and rented out the house. The housewas valued at $250,000 at the time.
 Harry and Anita had one child before their relationship broke down in 2016.Harry gave notice to the tenants that the lease on the house wouldn’t berenewed.
 On 1 June 2017, Anita moved into the house with their child. Under abinding agreement entered into on the same day, Harry transferred thehouse to Anita. A CGT rollover applied. (Anita also transferred hertownhouse to Harry under the agreement.)
 Anita is taken to have acquired the house on 1 June 2012 for the marketvalue at that time ($250,000) because it was first used to produce income atthat time. The following facts are relevant in determining eligibility for themain residence exemption in this example:
 Harry acquired the house after 19 September 1985it was his main residence from the time he became the ownerthe house was first rented out after 20 August 1996the CGT event under which the house was transferred to Anitahappened after 12 December 2006 and a CGT rollover appliedAnita would be entitled to a partial main residence exemption on thesale of the houseHarry would have obtained a full main residence exemption had he soldit just before he began renting it out on 1 June 2012.
 If Anita sells the house under a contract that is settled on 1 June 2022 and itis her main residence until that time, she would obtain a 50% exemption,because it would have been her main residence for five years (1 June 2017
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to 1 June 2022) out of the 10 years after she is taken to have acquired it.
 Choices made under the CGT main residence rules
 In certain circumstances, you may choose to treat a dwelling as your mainresidence for a period, even though you no longer live in it, see Continuing mainresidence status after dwelling ceases to be your main residence or you are yet tolive in it, see Constructing, renovating or repairing a dwelling on land you alreadyown.
 Such choices are not required to be made by a transferor spouse where a rolloverapplies because the capital gain or capital loss is disregarded. However, there isnothing to prevent the transferor spouse making a choice (for example, as part ofthe negotiations with the transferee spouse and transferee spouse’s advisers aboutthe transfer of a dwelling or an interest in a dwelling).
 If there was a period when the transferor spouse and transferee spouse haddifferent main residences before they separated, they need to make a choice to:
 treat one of the dwellings as the main residence of both of them for the period,ornominate the different dwellings as their main residences (and obtain a partialexemption on both).
 Choices relating to the main residence exemption generally need to be made by theday the person lodges their tax return for the income year they transfer or enter intothe contract to sell the dwelling (or their interest in it) or another CGT eventhappens to it. In most cases, the way in which the tax return is prepared is sufficientevidence of that choice.
 For the practical reasons of negotiating a property settlement, any choices thetransferor spouse decides to make would generally be expected to be made beforethey transfer the dwelling (or their interest in it) to the transferee spouse.
 A signed statement could be provided by the transferor spouse to the transfereespouse at the time of the property settlement as evidence of the making of a choice.Such a statement would be evidence that the transferee spouse could use tosupport the calculation of any capital gain or capital loss they make when thedwelling is later disposed of or another CGT event happens to the dwelling.
 For more information about choices made under CGT, see Choices.
 Example 102: Choice made by transferor spouse to treat dwelling as theirmain residence
 At the time of negotiating their property settlement on the breakdown of theirmarriage in 2017, Calvin and Denise discuss with their advisers how todivide their joint assets.
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When she was single, Denise had purchased a townhouse under a contractthat was settled on 1 August 1998. She lived in it for three years.
 On 14 August 2001, Denise and Calvin rented a flat and started livingtogether as husband and wife. At that time, Denise began renting out hertownhouse. After living together for two years in the flat, Denise and Calvinbought a house. They moved in on 25 September 2003, the date ofsettlement of the purchase contract.
 Denise continued to rent out the townhouse.
 In 2017, their relationship broke down. Denise and Calvin decided thatCalvin would transfer his half share in the house to Denise (where she andtheir daughter would continue to live) and she would transfer the townhouseto Calvin (for him to live in) under a binding financial agreement.
 Because the townhouse had been Denise’s main residence, she couldchoose to continue to treat it as such for up to six years of any period ofabsence.
 In negotiating their binding financial agreement, Denise provided Calvin witha signed statement which indicated she had chosen to treat the townhouseas her main residence for the two years between the time she moved outand the time they bought the house together.
 Because the ‘home first used to produce income’ rule applies, Calvin istaken to have acquired the townhouse for its market value on 14 August2001 and will qualify for a partial main residence exemption when he sells it.(The period from 1998 to 2001 is ignored from their combined period ofownership.)
 The effect of Denise’s choice is that the townhouse is exempt from CGT forthe period between 14 August 2001 (when she moved out) and25 September 2003 (when she and Calvin bought the house together). Sowhen Calvin sells it, he will get an exemption for that period as well as forthe period he lived in it after the marriage broke down.
 If Denise had not made the choice, Calvin would not get the exemption forthe period from 14 August 2001 to 25 September 2003.
 Dwellings transferred from a company or the trustee of a trust after marriage orrelationship breakdown
 If a dwelling (or an interest in a dwelling) was transferred to you from a company ortrustee of a trust, and the marriage or relationship breakdown rollover applies to thetransfer, you are treated as having owned the dwelling while it was owned by thecompany or trustee. However, you cannot get the main residence exemption duringany part of the period that the company or trustee owned it (even if you lived in thedwelling during that time).
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Therefore, if a dwelling is transferred to you by a company or trustee as a result ofyour marriage or relationship breakdown, you will be entitled to the exemption onlyfor the period after it was transferred when it was your main residence. You workout the proportion of your capital gain or capital loss that is exempt by dividing theperiod after the transfer that it was your main residence by the combined period youand the company or trustee owned it.
 For more information about the main residence exemption, see Real estate andmain residence.
 Consequences of the rollover not applyingIf you and your spouse divide your property under a private or informal agreement(not because of a court order, a binding financial agreement, an arbitral award oranother agreement or award referred to above), the marriage or relationshipbreakdown rollover does not apply.
 If this is the case, you must take any capital gain or capital loss you make on thetransfer of the asset into account in working out your net capital gain (or net capitallosses carried forward to future years) on your tax return for that income year.
 The spouse to whom the asset is transferred is taken to have acquired the asset atthe time of transfer.
 Special rules may apply if a spouse receiving property does not pay anything for it,or if the amount paid by one spouse for property owned by the other is greater orless than the market value of the property and they are not dealing at arm’s length.In these cases, the transferee is taken to have paid the market value of the propertyand the transferor is taken to have received the market value of the property.
 You are said to be dealing at arm’s length with someone if each of you actsindependently and neither of you exercises influence or control over the other inconnection with the transaction. It depends not only on the nature of yourrelationship but also the quality of the bargaining between you.
 Example 103: Rollover does not apply
 Laurie and Jennie separated after living in a relationship for four years. Toavoid legal costs, they decided that they would divide their assets withoutinvolving solicitors.
 During their relationship they had occupied a townhouse owned by Laurie.As part of their informal arrangement, they decided Laurie would keep it.They owned separate household items and decided each of them wouldkeep whatever they had bought.
 They also agreed that Laurie would transfer his half share of their rental
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property to Jennie in return for $6,000. Under the arrangement, Jenniewould also become liable for the whole of the mortgage after the date oftransfer.
 Little or no bargaining took place between Laurie and Jennie and no otherassets were transferred.
 Jennie is taken to have paid the market value of Laurie’s share of the rentalproperty. (The $6,000 she actually paid and the mortgage liability sheassumed from Laurie are ignored.) This is because:
 a CGT rollover did not apply (as the transfer did not happen becauseof a court order or a relevant agreement or award), andJennie and Laurie did not deal with each other at arm’s length inconnection with the transfer.
 Laurie is taken to have received the market value of his share of the rentalproperty at the time it was transferred to Jennie. This means, in working outhis net capital gain for the income year he transferred the property toJennie, he takes into account a capital gain or capital loss, based on themarket value of his half share at that time.
 Deceased estates
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=90Last modified: 19 Feb 2018QC 51236
 If you are a deceased person’s legal personal representative or a beneficiary of adeceased estate, see this section to find out about the special CGT rules that apply.
 When a person dies, the assets that make up their estate can:
 pass directly to a beneficiary (or beneficiaries), orpass directly to their legal personal representative (for example, their executor)who may dispose of the assets or pass them to the beneficiary (orbeneficiaries).
 A beneficiary is a person entitled to assets of a deceased estate. They can benamed as a beneficiary in a will or they can be entitled to the assets as a result ofthe laws of intestacy (when a person dies without having made a will).
 A legal personal representative can be either:
 the executor of a deceased estate (that is, a person appointed to wind up theestate in accordance with the will), oran administrator appointed to wind up the estate if the person does not leave awill.
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Capital gain or capital loss on death is disregardedhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=91Last modified: 19 Feb 2018QC 51236
 There is a general rule that CGT applies to any change of ownership of a CGTasset, unless the asset was acquired before 20 September 1985 (pre-CGT).
 There is a special rule that allows any capital gain or capital loss made on a post-CGT asset to be disregarded if, when a person dies, an asset they owned passes:
 to their legal personal representative or to a beneficiary, orfrom their legal personal representative to a beneficiary.
 Exceptions to this rule
 A capital gain or capital loss is not disregarded if a post-CGT asset owned at thetime of death passes from the deceased to a tax-advantaged entity or to a foreignresident. In these cases, a CGT event is taken to have happened to the asset justbefore the person died. The CGT event will result in:
 a capital gain if the market value of the asset on the day the person died wasmore than the cost base of the asset, ora capital loss if the market value was less than the asset’s reduced cost base.
 These capital gains and losses should be taken into account in the deceasedperson’s ‘date of death return’ (the tax return for the period from the start of theincome year to the date of the person’s death).
 However, any capital gain or capital loss from a testamentary gift of property can bedisregarded if the gift is made to a deductible gift recipient and the gift would havebeen income tax deductible if it had not been a testamentary gift.
 The condition that testamentary gifts of property must be valued at greater than$5,000 before the CGT exemption applies does not apply to gifts made on or after1 July 2005.
 Tax-advantaged entity
 A tax-advantaged entity is:
 a tax-exempt entity, for example, a church or charity, orthe trustee of
 a complying superannuation funda complying approved deposit fund, ora pooled superannuation trust.
 Foreign resident beneficiary
 If a foreign resident is a beneficiary of a deceased’s post CGT asset, any capitalgain or capital loss is taken into account in preparing the deceased person’s date of
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death return if:
 the deceased was an Australian resident when they died, andthe asset is not taxable Australian property in the hands of the beneficiary.
 Assets which pass to the beneficiary or legal personal representativehttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=92Last modified: 19 Feb 2018QC 51236
 Main residence
 Special rules apply if the asset was the deceased person’s or beneficiary’s mainresidence, see Inherited main residence and flowchart 3.6.
 Other real estate
 Even if the property was not the deceased person’s main residence, special rulesmay mean you qualify for a full or partial exemption when you dispose of it, seeInherited main residence and flowchart 3.6.
 Other assets
 In administering and winding up a deceased estate, a legal personal representativemay need to dispose of some or all of the assets of the estate. Assets disposed of inthis way are subject to the normal rules and any capital gain the legal personalrepresentative makes on the disposal is subject to CGT.
 Similarly, it may be necessary for the legal personal representative to acquire anasset (for example, to satisfy a specific legacy made). Any capital gain or capitalloss they make on disposal of that asset to the beneficiary is subject to the normalCGT rules.
 If a beneficiary sells an asset they have inherited, the normal CGT rules also apply.
 Acquisition of asset
 If you acquire an asset owned by a deceased person as their legal personalrepresentative or beneficiary, you are taken to have acquired the asset on the daythe person died. If that was before 20 September 1985, you disregard any capitalgain or capital loss you make from the asset.
 Cost base of asset
 Assets acquired by the deceased person before 20 September 1985
 If the deceased person acquired their asset before 20 September 1985, the firstelement of your cost base and reduced cost base (that is, the amount taken to have
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been paid for the asset) is the market value of the asset on the day the person died.
 If, before they died, a person made a major improvement to a pre-CGT asset on orafter 20 September 1985, the improvement is not treated as a separate asset by thelegal personal representative or beneficiary. They are taken to have acquired asingle asset. The cost base of this asset, when the legal personal representative orbeneficiary acquires it, is equal to the cost base of the major improvement on theday the person died plus the market value of the pre-CGT asset (excluding theimprovement) on the day the person died.
 Assets acquired by the deceased person on or after 20 September 1985
 If a deceased person acquired their asset on or after 20 September 1985, the firstelement of your cost base and reduced cost base is taken to be the deceasedperson’s cost base and reduced cost base of the asset on the day the person died.
 There is an exception if the asset is a dwelling and certain conditions are met. SeeCost to you of acquiring the dwelling.
 If the deceased person died before 21 September 1999, and you choose theindexation method to work out the capital gain when you dispose of the asset (orwhen another CGT event happens), you index the first element of the cost basefrom the date the deceased person acquired it up until 21 September 1999.
 If the deceased person died on or after 21 September 1999, you cannot use theindexation method and, when you dispose of the asset, you must recalculate thefirst element of your cost base to leave out any indexation that was included in thedeceased’s cost base.
 If you are the trustee of a Special Disability Trust, the first element of your cost baseand reduced cost base is the market value of the asset on the day the person died.
 Expenditure incurred by a legal personal representative
 As a beneficiary, you can include in your cost base (and reduced cost base) anyexpenditure the legal personal representative (for example, the executor) wouldhave been able to include in their cost base if they had sold the asset instead ofdistributing it to you. You can include the expenditure on the date they incurred it.
 For example, if an executor incurs costs in confirming the validity of the deceased’swill, these costs form part of the cost base of the estate’s assets.
 Example 104: Transfer of an asset from the executor to a beneficiary
 Maria died on 13 October 2000, leaving two assets, both acquired after19 September 1985: a parcel of 2,000 shares in Bounderby Ltd and avacant block of land. Giovanni was appointed executor of the estate (thelegal personal representative).
 When the assets are transferred to Giovanni as legal personal
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representative, he disregards any capital gain or capital loss. Giovannidisposes of (sells) the shares to pay Maria’s outstanding debts. As theshares are not transferred to a beneficiary, any capital gain or capital losson this disposal must be included on the tax return for Maria’s deceasedestate.
 When all debts and tax have been paid, Giovanni transfers the land toMaria’s beneficiary, Antonio, and pays the conveyancing fee of $5,000. Asthe land is transferred to a beneficiary, any capital gain or capital loss todate is disregarded. The first element of Antonio’s cost base is taken asMaria’s cost base on the date of her death. Antonio is also entitled to includein his cost base the $5,000 Giovanni spent on the conveyancing
 Choosing the indexation method or the discount methodhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=93Last modified: 19 Feb 2018QC 51236
 If the deceased person died before 11.45am (by legal time in the ACT) on21 September 1999 and you dispose of the asset (as legal personal representativeor beneficiary) after that date, there are two ways of calculating your capital gain.You can use either the indexation method or the discount method, whichever givesyou the better result. However, the CGT discount is only available if you are anindividual, a trust or a complying superannuation entity.
 Elements of an asset’s cost base can be indexed only if you own the asset for atleast 12 months before disposing of it. For the purposes of this 12-month ownershiptest you are taken to have acquired the asset when the deceased acquired it, notfrom the date of their death.
 For the CGT discount to apply, you must have acquired the asset at least 12months before disposing of it. For the purposes of this 12-month ownership test,you are taken to have acquired the asset at one of the following times:
 for pre-CGT assets, the date the deceased diedfor post-CGT assets, the date the deceased acquired it.
 Example 105: Indexation and CGT discount
 Leonard acquired a property on 14 November 1998 for $126,000. He diedon 6 August 1999 and left the property to Gladys. She sold the property on6 July 2016 for $240,000. The property was not the main residence of eitherLeonard or Gladys.
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Although Gladys acquired the property on 6 August 1999, for the purpose ofdetermining whether she had owned the property for at least 12 months, shewas taken to have acquired it on 14 November 1998 (the day Leonardacquired it).
 At the time of disposal, Gladys had owned the property for more than 12months. As she is taken to have acquired it before 11.45am (by legal time inthe ACT) on 21 September 1999 and disposed of it after that date, Gladyscould choose to index the cost base. However, if the discount method wouldgive her a better result, she could choose to claim the CGT discount.
 If Gladys chooses the discount method she would have to exclude from thefirst element of her cost base the amount that represented the indexationthat had accrued to Leonard up until the time he died.
 There are changes to the CGT discount after 8 May 2012. For more information,see Capital gains tax (CGT) discount for foreign resident individuals.
 Collectables and personal use assets
 A post-CGT collectable or personal use asset is still treated as such when youreceive it as a beneficiary or the legal personal representative of the estate.
 Joint tenantshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=94Last modified: 19 Feb 2018QC 51236
 If two or more people acquire a property asset together, it can be either as tenantsin common or as joint tenants.
 If a tenant in common dies, their interest in the property is an asset of theirdeceased estate. This means it can be transferred only to a beneficiary of theestate or be sold (or otherwise dealt with) by the legal personal representative ofthe estate.
 If one of the joint tenants dies, their interest in the property passes to the survivingjoint tenants. It is not an asset of the deceased estate.
 For CGT purposes, if you are a joint tenant you are treated as if you are a tenant incommon owning equal shares in the asset. However, if you are a joint tenant andanother joint tenant dies, on that date their interest in the asset is taken to pass inequal shares to you and any other surviving joint tenants, as if their interest is anasset of their deceased estate and you are beneficiaries.
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This means that if the dwelling was the deceased’s main residence, you may beentitled to the main residence exemption (see Inherited main residence) for theinterest you acquired from them.
 If the joint tenant who dies acquired their interest in the asset on or after20 September 1985, the first element of the cost base of the interest you acquirefrom them is the cost base of their interest on the day they died, divided by thenumber of joint tenants (including you) who acquire it. The first element of thereduced cost base of the interest you acquire from them is worked out similarly.
 Example 106: Surviving joint tenants
 In 1999, Ming and Lee buy a residential property for $250,000 as jointtenants. Each one is taken to have a 50% interest in it. On 1 May 2001, Leedies.
 On 1 May 2001, Ming is taken to have acquired Lee’s interest for an amountequal to Lee’s cost base on that day.
 If Ming uses the property as his main residence after Lee dies, he may beentitled to the main residence exemption (see Real estate and mainresidence) for the interest he acquired from Lee as well as for his originalinterest.
 If the joint tenant who dies acquired their interest in the asset before 20 September1985, the first element of the cost base of the interest you acquire from them is themarket value of their interest on the day they died, divided by the number of jointtenants (including you) who acquire it. The first element of the reduced cost base ofthe interest you acquire from them is worked out similarly.
 For the indexation and discount methods to apply, you must have owned the asset(or your share of it) for at least 12 months. As a surviving joint tenant, for thepurposes of this 12-month test, you are taken to have acquired the deceased’sinterest in the asset (or your share of it) at the time the deceased person acquired it.
 Example 107: CGT and joint tenants
 Trevor and Kylie acquired land as joint tenants before 20 September 1985.Trevor died in October 2011. For CGT purposes, Kylie is taken to haveacquired Trevor’s interest in the land at its market value at the date of hisdeath.
 Kylie holds her original 50% interest as a pre-CGT asset, and the inherited50% interest as a post-CGT asset which she is taken to have acquired at itsmarket value at the date of Trevor’s death.
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If Kylie sold the land within 12 months of Trevor’s death, she would qualifyfor the CGT discount on any capital gain she makes on her post-CGTinterest. She qualifies for the CGT discount because, for the purposes of the12-month ownership test, she is taken to have acquired Trevor’s interest atthe time he acquired it, which was before 20 September 1985.
 Unapplied net capital losseshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=95Last modified: 19 Feb 2018QC 51236
 If the deceased had any unapplied net capital losses when they died, these cannotbe passed on to you as the beneficiary or legal personal representative for you tooffset against any net capital gains.
 Life and remainder interestshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=96Last modified: 19 Feb 2018QC 51236
 There may be CGT consequences on the creation, surrender, expiry or disposal ofa life interest or remainder interest.
 For an explanation of these, see Taxation Ruling TR 2006/14 – Income tax: capitalgains tax: consequences of creating life and remainder interests in property and oflater events affecting those interests.
 Trustee choice to be assessed on capital gainshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=97Last modified: 19 Feb 2018QC 51236
 Commencing for the 2010–11 income year the trustee of a resident trust maychoose (if permitted by the trust deed) to be assessed on a capital gain of the trust.This is allowed provided no beneficiary has received any amount referable to the
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gain during the income year or within two months of the end of the income year.The choice must be made in respect of the whole capital gain.
 This is similar to (and replaced) the choice available to the trustee of a testamentarytrust under the law prior to the 2010–11 amendments, but is not limited to thosetrustees. Under the previous law (that applied from the 2005–06 income year) thetrustee of a resident testamentary trust could choose to be assessed on the capitalgains for an income year which would otherwise be assessed to an incomebeneficiary (or the trustee on their behalf).
 The trustee will be able to make the choice if, for example, under the terms of thetrust the income beneficiary cannot benefit from the capital gains. It is only thetrustee that can make this choice.
 If the trustee makes a choice in respect of a capital gain then:
 the trustee will be assessed on the capital gain under section 99 or 99A, asappropriatethe capital gain is not taken into account in working out any beneficiary's netcapital gain for an income year.
 Example 108: Trustee choice to be assessed
 Marcia is entitled to all the income of a resident trust for the duration of herlife. Under the terms of the trust deed, the trust would be wound up on herdeath and the corpus distributed to Trevor.
 While Marcia is alive, the trustee disposes of some shares in the trust andmakes a capital gain. Marcia is not entitled under the terms of the trust toreceive the proceeds from the disposal of the shares as Trevor is the capitalbeneficiary.
 As the capital gain is included in the net income of the trust for tax purposes,Marcia may be assessed on her share of the capital gain even though she isnot entitled to benefit from the gain. The trustee can make a choice to beassessed on the share of the capital gain that would otherwise be assessedto Marcia.
 Earnout arrangements
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=98Last modified: 19 Feb 2018QC 51236
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Earnout arrangements are often employed as a way of structuring the sale of abusiness to deal with uncertainty about its value. Generally, they arise where thecontract for the sale of a business (or assets of the business) provides for an initiallump sum payment by the buyer and a right to subsequent financial benefits that arecontingent on the performance of the business for a specified period after the sale.
 In a standard earnout arrangement, the buyer agrees to pay the seller additionalamounts if certain performance thresholds are met within a particular time. Theseller holds the earnout right.
 In a reverse earnout arrangement, the seller agrees to repay amounts to the buyer ifcertain performance thresholds are not met within a particular time. The buyer holdsthe earnout right.
 Some earnout arrangements combine the features of both a standard earnoutarrangement and a reverse earnout arrangement as both the buyer and seller maybe obligated to provide financial benefits depending on performance.
 Draft Taxation Ruling TR 2007/D10 sets out the ATO view on the application of theCGT provisions to earnout arrangements entered into before 24 April 2015. Underthe view taken in this ruling, where the sale of a business involves an earnoutarrangement, the earnout right or rights created are separate CGT assets and dealtwithin the CGT provisions accordingly.
 New legislation, which became law on 25 February 2016, provides for a look-through CGT treatment of certain earnout arrangements entered into on or after24 April 2015. The law as described in TR 2007/D10 continues to apply to earnoutarrangements to which the new legislation does not apply.
 Earnout arrangements entered into before 24 April 2015
 A taxpayer who entered into an earnout arrangement before 24 April 2015 and whohas lodged previous returns on the basis of the law as described in TR 2007/D10should continue to use that basis.
 Transitional provisions in the new legislation apply to a taxpayer who entered intoan earnout arrangement prior to 24 April 2015, and who, in a previous tax return,reasonably and in good faith anticipated that the law would be retrospectivelyamended to a look through basis. The transitional provisions allow the taxpayer tolodge subsequent tax returns on the same look through basis.
 Earnout arrangements entered into on or after 24 April 2015 – where the new lawapplies
 Look-through CGT treatment applies to 'look-through earnout rights' created on orafter 24 April 2015, if:
 the right is a right to future financial benefits that are not reasonablyascertainable at the time the right is created;the right is created under an arrangement involving the disposal of a CGTasset;
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the disposal causes CGT event A1 to happen;just before the CGT event, the CGT asset was an active asset of the entitywho disposed of the asset;all of the financial benefits under the right are to be provided over a periodending no later than five years after the end of the income year in which theCGT event happens;the financial benefits must be contingent on the economic performance of theCGT asset or a business for which it is expected that the CGT asset be anactive asset for the period to which those financial benefits relate;the value of those financial benefits reasonably relates to that economicperformance; andthe parties to the arrangement deal with each other at arm's length in makingthe arrangement.
 Under the look-through CGT treatment:
 the capital gains or losses in respect of look-through earnout rights aredisregarded;for the buyer, any financial benefit provided (or received) under a look-throughearnout right increases (or decreases) the cost base and reduced cost base ofthe underlying asset;for the seller, any financial benefit received (or provided) under the look-through earnout right increases (or decreases) the capital proceeds from thedisposal of the underlying asset; andcapital losses arising from the disposal of assets to which look-through earnoutrights relate are temporarily disregarded until and to the extent that theybecome certain, i.e. the capital losses could not be further reduced by youreceiving one or more financial benefits. Once the losses become certain, theyare available from the income year in which they were originally incurred, andnot when the amount of the losses became certain.
 You may need to seek an amendment to your net capital gain (or capital lossescarried forward amount) of an earlier income year. You may be able to seek suchamendment by simply completing labels 7F and 7G of the CGT schedule. For moreinformation go to Item 7 Earnout arrangements under Step 4 of Part C How tocomplete the CGT schedule.
 Earnout arrangements entered into on or after 24 April 2015 – where the new lawdoes not apply
 Where an earnout arrangement entered into on or after 24 April 2015 does notsatisfy the conditions of the new legislation described above, the law as describedin TR 2007/D10 still applies.
 Differences between the application of TR 2007/D10 and the new look-throughCGT treatment
 The following example illustrates the differences between the application of the viewcontained in TR 2007/D10 and the look-through CGT treatment. This example doesnot consider any CGT concession that may be available.
 218 of 293

Page 219
                        

A business is sold on the following terms:
 the buyer agrees to pay an initial upfront amount of $800,000;the buyer agrees to pay the seller 50% of the revenue above $500,000 p.a. forthe next three income years.
 The market value of the earnout rights at the time of the contract is $300,000 intotal.
 Revenue for the business in the following three income years is $700,000,$800,000 and $700,000. Therefore the buyer makes additional payments of$100,000, $150,000 and $100,000 to the seller.
 The following assumptions are made:
 each right to a financial benefit is a separate CGT asset with an equal marketvalue of $100,000the seller's cost base for the business is $700,000all the conditions of a look-through earnout right are met (when consideringlook-through CGT treatment)there are no other CGT eventsthere are no capital losses brought forward from prior yearsseller is not eligible for the 50% CGT discount, andno other expenditure has been incurred.
 Comparison of the outcomes of the two treatments for the seller
 Year TR 2007/D10 Look-through CGTtreatment
 0 CGT event A1 happened and the seller'scapital proceeds from this event include thevalue of the earnout rights totalling$1,100,000 (i.e. $800,000 plus $300,000)and the cost base is $700,000. The netcapital gain is $400,000.The seller also acquired three separateCGT assets (three earnout rights) in theform of a chose in action. The first elementof the cost base of each right is $100,000.
 CGT event A1 happenedand the seller's capitalproceeds are $800,000and the cost base is$700,000. The netcapital gain is $100,000.
 1 CGT event C2 happened. Capital proceeds(financial benefits received) are $100,000[($700,000 − $500,000) × 50%] and the firstelement of the cost base is $100,000. Nocapital loss or gain
 Financial benefits of$100,000 received.Amend Year 0 capitalproceeds by $100,000 to$900,000, which resultsin a net capital gain of$200,000
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2 CGT event C2 happened. Capital proceeds(financial benefits received) are $150,000[($800,000 − $500,000) × 50%] and the firstelement of the cost base is $100,000. Thenet capital gain is $50,000.
 Financial benefits of$150,000 received.Amend Year 0 capitalproceeds by $150,000 to$1,050,000, whichresults in an amendednet capital gain of$350,000.
 3 CGT event C2 happened. Capital proceeds(financial benefits received) are $100,000[($700,000 − $500,000) ×50%] and the firstelement of the cost base is $100,000. Nocapital loss or gain.Note: the total net capital gains reportedover the life of the arrangement is$450,000.
 Financial benefits of$100,000 received.Amend Year 0 capitalproceeds by $100,000 to$1,150,000, whichresults in an amendednet capital gain of$450,000.
 From the example above, under the look-through CGT treatment:
 a valuation of the earnout right itself is not required, andthe CGT consequences for the seller are not reported and assessed until thefinancial benefits are received or provided.
 Extension to period of review
 Financial benefits under a look-through earnout right can be provided or receivedup to five years after the end of the income year in which the CGT event occurred.In some cases, the period of review may have passed before you have provided orreceived the financial benefit requiring the amendment.
 Accordingly, the period of review for all entities’ tax-related liabilities affected by alook-through earnout right is the later of the period of review that would normallyapply and four years after the end of the income year in which the last possiblefinancial benefit could be received or provided under the look-through earnout right.This includes liabilities in subsequent years and tax related liabilities for taxes otherthan income tax.
 Penalties and interest
 You will not be subject to shortfall interest charge on additional tax that you mustpay as a result of providing or receiving financial benefits under a look-throughearnout right. This is provided you request an amendment to the relevant incometax assessment by the due date for lodgement of the income year in which youreceived or provided those financial benefits.
 However, the above exception to the shortfall interest charge does not apply to theextent you accessed a concession for which you are ultimately not eligible as aresult of receiving or providing those financial benefits.
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The Commissioner is not liable to pay interest on any overpayment of tax whichresults from financial benefits being provided or received under a look-throughearnout right.
 Remaking choices affected by look-through earnout rights
 You can remake any choice previously made where the choice relates to a capitalgain or loss that can be affected by financial benefits provided or received under alook-through earnout right. However, you need to remake the choice at or beforethe time you are required to lodge your income tax return for the income year inwhich the financial benefit is provided or received.
 Therefore, you may need to reconsider any choices and your entitlement toconcessions in light of financial benefits provided or received to ensure that theresulting gain, loss or cost base reflects any concessions that are available.Alternatively you can wait until it is clear whether or not you will be finally eligible forthe concession before making any choice.
 Additionally, if you have made contributions to a superannuation fund in order toaccess a concession, you cannot withdraw these contributions if the concessionsare no longer available.
 Effect of look-through earnout rights on CGT Small business concessions
 The future financial benefits received or provided under a look-through earnout rightmay affect your eligibility for some CGT concessions. It may also impact on the timeallowed for you to take certain actions to satisfy the eligibility requirements. Formore information, see Small business CGT concessions.
 Allocated Cost Amount (ACA) affected by look-through earnout rights
 Consolidated groups may need to revise the entry ACA of an entity that joins thegroup if:
 the membership interest in the entity was acquired under a look-throughearnout arrangement; andsubsequent financial benefits were provided or received under the look-through earnout right; andthe subsequent financial benefits were not taken into account in working outthe ACA when the entity joined the group.
 Part B – Completing the capital gains section of your taxreturn
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=99Last modified: 19 Feb 2018
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QC 51236
 Item 18 of the Tax return for individuals (supplementary section) 2017.
 Read this first
 Are you an individual?If you are completing a tax return on behalf of an individual (rather than an entity),read this part of the guide.
 If you need help completing the:
 Capital gain or capital loss worksheet (PDF, 134KB) , go to step 1 of part C(ignore the word ‘entity’)CGT summary worksheet 2017 (PDF, 170KB) , go to steps 2 and 3 of part C.
 Is your entity a company, trust or fund?If the tax return is for a company, trust or fund, go to part C of this guide.
 Introduction
 Read part B if you are an individual and a CGT event happened in 2016–17 or youreceived a distribution from a trust (including a managed fund) that included a netcapital gain.
 If you have sold only a few shares or units, or have a managed fund distribution,you may find it easier to use the Personal investors guide to capital gains tax 2017.
 The steps that follow explain how to calculate your net capital gain or net capitalloss for 2016–17 and complete item 18 Capital gains on your Tax return forindividuals (supplementary section) 2017.
 The labels to complete on your Tax return for individuals (supplementary section)2017 are:
 G Did you have a capital gains tax event during the year?M Have you applied an exemption or rollover during the year?A Net capital gainH Total current year capital gainsV Net capital losses carried forward to later income yearsX Credit for foreign resident capital gains withholding amounts.
 Individuals, including individual partners in a partnership, who lodge using a papertax return, are not required to complete a CGT schedule.
 How to work out your capital gain or capital loss in part A explains how to calculatea capital gain or capital loss for each CGT event or asset using completedexamples and the Capital gain or capital loss worksheet (PDF, 134KB) . For mostindividuals, this worksheet is all you will need to work out what needs to be includedat item 18 on your tax return (supplementary section). Make copies of the worksheetif you need more than one. If you need help completing the Capital gain or capital
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loss worksheet, see step 1 in part C (ignore the word ‘entity’).
 If you have a number of the Capital gain or capital loss worksheets becauseseveral CGT events happened, you may wish to use the CGT summary worksheet(PDF, 170KB) to help you calculate your net capital gain or net capital loss. Readsteps 2 and 3 in part C of this guide (ignoring the word ‘entity’) to find out how tocomplete the summary worksheet. Then complete item 18 on your tax return(supplementary section).
 Step 1 Types of CGT assets and CGT events
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=100Last modified: 19 Feb 2018QC 51236
 Certain capital gains and capital losses (that is, those from collectables andpersonal use assets) are treated differently when calculating your net capital gain ornet capital loss. For explanations of these assets, see Does capital gains tax applyto you? in part A. Disregard capital losses from personal use assets and do not takethem into account when working out your net capital gain. You can only use capitallosses from collectables to reduce capital gains from collectables.
 You need to separate the records of your CGT events into the following threecategories:
 those relating to collectables (for example, jewellery)those relating to personal use assets (for example, a boat you use forrecreation)other CGT assets or CGT events, including distributions of capital gains frommanaged funds.
 Step 2 Exemptions and rollovers
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=101Last modified: 19 Feb 2018QC 51236
 There are exemptions and rollovers that may allow you to reduce, defer or disregardyour capital gain or capital loss.
 If you applied an exemption or rollover to disregard or defer a capital gain or capitalloss, write X in the Yes box at M item 18 Capital gains on your tax return
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(supplementary section). Write X in the No box if you did not.
 If you are lodging a paper return, write in the code box at M the code from thefollowing list that represents the CGT exemption or rollover that produced thelargest amount of capital gain or capital loss deferred or disregarded. If you arelodging electronically, follow the instructions on screen.
 CGT exemption and rollover codes:
 A Small business active asset reductionB Small business retirement exemptionC Small business rolloverD Small business 15 year exemptionE Foreign resident CGT exemptionF Scrip for scrip rolloverI Main residence exemptionJ Capital gains disregarded as a result of the sale of a pre-CGT assetK Disposal or creation of assets in a wholly-owned companyL Replacement asset rolloversM Exchange of shares or unitsN Exchange of rights or optionsO Exchange of shares in one company for shares in another companyP Exchange of units in a unit trust for shares in a companyR Demerger rolloverS Same asset rolloversT Small business restructure rolloverX Other exemptions and rollovers.
 Step 3 Calculating your current year capital gain or capital loss for eachCGT asset or CGT event
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=102Last modified: 19 Feb 2018QC 51236
 Calculate whether you have made a capital gain or capital loss for each CGT eventthat has happened during the income year. The Capital gain or capital lossworksheet (PDF, 134KB) can help you work this out. Do not include capital gainsthat are disregarded, deferred or reduced, or capital losses that are disregarded;see Exemptions and rollovers.
 Include the relevant capital gains at this step if you are a small business owner andqualify for one or more of the following small business CGT concessions:
 50% active asset reductionsmall business rollover relief, or
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small business retirement exemption.
 You apply the concessions to the amount of any relevant capital gains remainingafter step 8.
 In calculating your capital gain, you will use one of the following three methods foreach asset:
 indexation methoddiscount method'other' method.
 For a full explanation of these methods and how to use them to calculate yourcapital gain or capital loss for each CGT event, see How to work out your capitalgain or capital loss in part A.
 For a CGT event that happens after 11.45am (by legal time in the ACT) on21 September 1999 to a CGT asset that you acquired at or before that time, youcan choose to use either the indexation or the discount method to calculate yourcapital gain if you have owned the asset for at least 12 months. If you bought andsold your asset within 12 months, you must use the 'other' method to calculate yourcapital gain.
 If you use the discount method, do not apply the discount percentage until you haveapplied current year capital losses and unapplied net capital losses from earlieryears.
 You also need to work out the amount of any capital gains that you are taken tohave made as part of a distribution from a trust. You must use the same method thetrustee used in calculating the amount of the capital gain. For more information, seeTrust distributions in part A.
 Concessions that may apply
 There are special rules if a trust’s net capital gain was reduced by the CGTdiscount or by applying the small business 50% active asset reduction, or both. Thetrust should advise you if it has claimed either (or both) of these concessions as youwill need to adjust the amount of the net capital gain to be included in your totalcapital gains. For more information, see Trust distributions.
 Step 4 Total current year capital gains
 If you do not have any capital gains from collectables, add up all your capital gainsfrom step 3 and write this amount at H Total current year capital gains item 18 onyour tax return (supplementary section).
 If you have a capital gain from collectables, deduct any capital losses fromcollectables (including unapplied net capital losses from earlier years fromcollectables). Do not deduct capital losses from other capital gains at this stage.
 Any capital gain remaining is added to all your other capital gains from step 3. Writethe total amount at H item 18 on your tax return (supplementary section).
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If you received (or are entitled to receive) a distribution from a trust that includes anet capital gain, you also need to include this amount here in your total capitalgains. Do not include this amount as a distribution from the trust at 13 Partnershipsand trusts on your tax return (supplementary section).
 If your capital gains from collectables were reduced to zero when you applied yourlosses from collectables, and you still have capital losses from collectablesremaining, then make a note of this amount.
 This capital loss can be carried forward to future years, see step 11, and will berecorded at V Net capital losses carried forward to later income years item 18 onyour tax return (supplementary section).
 Step 5 Capital losses
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=103Last modified: 19 Feb 2018QC 51236
 If you have no current year capital losses or unapplied net capital losses fromearlier years, go to step 8. Otherwise, read on.
 From your Capital gain or capital loss worksheet, add up all your capital losses for2016–17 and make a note of this amount. Remember that you do not include capitallosses:
 from personal use assetsfrom collectablesthat are disregarded (for example, those from assets acquired before20 September 1985), see Exemptions.
 If you have a current year capital loss, go to step 6.
 If you have only unapplied net capital losses from earlier years and no current yearcapital losses, go to step 7.
 Step 6 Applying current year capital losses
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=104Last modified: 19 Feb 2018QC 51236
 You must apply your current year capital losses from step 5 against (that is,
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deducted from) any capital gains you made during the year to determine your netcapital gain or net capital loss.
 Example 109: Sale of shares and collectables
 Kathleen sold some assets during the year and has the following capitalgains and capital losses for 2016–17:
 Capital gain on the sale of 1,000 shares for $6 each on 17 December 2016
 Kathleen bought these shares on 17 November 1998 and each has a costbase of $3 (including incidental costs of acquisition and disposal).
 Capital gain = $6,000 − $3,000 = $3,000
 Kathleen chooses to calculate her capital gain using the discount method.
 Capital gain on the sale of 130 shares for $8 each on 27 February 2017
 Kathleen bought these shares on 10 October 2016 and each has a costbase of $4 (including incidental costs of acquisition and disposal). As theasset was bought and sold within 12 months, Kathleen must use the 'other'method to calculate her capital gain from these shares:
 (130 × $8) − (130 × $4) = $520
 Capital loss on the sale of jewellery for $1,000 on 1 April 2017
 Kathleen bought this jewellery for $1,500 and sold it six months later for$1,000.
 She calculates her capital loss as follows:
 $1,000 − $1,500 = $500 capital loss
 Kathleen takes the following steps to complete item 18 on her tax return(supplementary section).
 Firstly, Kathleen writes her total current year capital gains of $3,520($3,000 + $520) from her shares at H Total current year capital gains. Thisis the amount before deducting any capital losses or applying the CGTdiscount. If Kathleen had made a net capital gain on her collectables (herjewellery), she would also have included it here.
 Next, Kathleen notes her capital loss from collectables on her Capital gain orcapital loss worksheet (PDF, 134KB) or on a separate piece of paper.Although she made a capital loss from collectables, she cannot reduce herother capital gains by this amount. However, she can carry this amount overso that if she makes a capital gain from collectables in the future, she candeduct this capital loss from her capital gain on a later tax return. If Kathleen
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has no other capital losses from the current year or earlier income years,she will now write the amount of $500 at V Net capital losses carried forwardto later income years item 18 on her tax return (supplementary section).
 Kathleen still has to complete A Net capital gain.
 Example 110: Capital loss on the sale of shares
 Using the facts from example 109, we will also assume that Kathleen hasthe following to consider:
 Capital loss on the sale of 600 shares for $3 each on 25 June 2017
 Kathleen had bought these shares on 10 October 2016 and each has areduced cost base of $4 (including incidental costs of acquisition anddisposal).
 Reduced cost base 600 × $4 = $2,400
 Capital proceeds 600 × $3 = $1,800
 Capital loss $600
 Kathleen now has a $600 loss she can use to deduct from her capital gains.From the earlier example, we know Kathleen has a $3,000 capital gaincalculated using the discount method.
 She has another capital gain of $520 that she calculated using the 'other'method. Kathleen chooses to deduct the first $520 of her capital loss fromthe capital gain calculated using the 'other' method and to deduct theremaining $80 from the capital gain calculated using the discount method.Working this way gives her the best result:
 'other' method capital gain $520
 less capital loss of $520
 equals $0
 discount method capital gain $3,000
 less capital loss of ($600 − $520) $80
 equals $2,920
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Kathleen makes a note that she has capital gains of $2,920 calculated usingthe discount method.
 When applying your current year capital losses, you can choose the method thatgives you the best result to reduce your current year capital gains. While you willneed to consider your own situation, for most people the order that usually gives thegreatest benefit and the smallest net capital gain is to apply the capital lossesagainst capital gains calculated using the:
 'other' methodindexation methoddiscount method.
 Apply your current year capital losses against your current year capital gains andmake a note of any capital gains remaining. If you have current year capital lossesthat can be applied this income year they must be applied here. You cannot chooseto defer to a later year any amount that can be applied this year.
 If your total capital losses for the year are more than your total capital gains, you willneed to keep a record of the difference. This amount (your net capital loss) iscarried over and used to reduce your future capital gains. There is no time limit onhow long you can carry forward your net capital loss. If you have reduced yourcapital gains to zero, do not put anything at A Net capital gain.
 Step 7 Applying net capital losses from earlier years
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=105Last modified: 19 Feb 2018QC 51236
 If you do not have any unapplied net capital losses from earlier years, go to step 8.Otherwise, read on.
 You can further reduce your current year capital gains by your unapplied net capitallosses from earlier years.
 You must apply unapplied net capital losses from earlier years against capital gainsin the order you made them (for example, use net capital losses from 1998–99before you use any net capital losses from 1999–2000). You can then apply thesecapital losses against your capital gains in the manner that gives you the bestresult. Again, for most people the order that usually gives the greatest benefit andthe smallest net capital gain is to apply the capital losses against capital gainscalculated using the:
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'other' methodindexation methoddiscount method.
 Reduce your remaining current year capital gains by any unapplied net capitallosses from earlier years and make a note of any capital gains remaining. If youhave unapplied net capital losses from earlier years that can be applied this incomeyear, they must be applied here. You cannot choose to defer to a later income yearany amount that can be applied this income year.
 You will need to keep a record of any unapplied net capital losses from earlieryears. You can continue to carry over these amounts and use them to reduce yourfuture capital gains. There is no time limit on how long you can carry over your netcapital losses. You record these at V Net capital losses carried forward to laterincome years, see step 11. If you have reduced your capital gains to zero, do notput anything at A Net capital gain.
 Example 111: Unapplied net capital losses from earlier years
 Let us also now assume that Kathleen has the following to consider:
 Kathleen has unapplied net capital losses from earlier years of $400 that arenot from collectables or personal use assets.
 In our example so far, Kathleen applied her current year capital loss and had$2,920 of capital gains calculated using the discount method remaining.
 Taking this example further, Kathleen would now also deduct the unappliednet capital losses of $400 from earlier income years from her capital gain of$2,920 calculated using the discount method:
 $2,920 − $400 = $2,520
 This leaves $2,520 of capital gains calculated using the discount method.
 Kathleen must use all current year capital losses and all the unapplied netcapital losses from earlier years before applying the CGT discount of 50%.In this example, the amount at V is still $500 because this is what she willcarry forward as losses from collectables to future income years.
 Step 8 Applying the CGT discount
 You can now reduce any remaining current year capital gains calculated using thediscount method by the discount percentage (50% for individuals).
 You cannot apply the discount to capital gains calculated using the indexationmethod or the 'other' method.
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Example 112: Total capital gains calculated using the discount method
 From our earlier information, we know Kathleen had capital gains of $2,520calculated using the discount method after applying relevant capital losses.She works out her total capital gains by multiplying her capital gain by theCGT discount of 50%:
 $2,520 × 50% = $1,260
 Step 9 Applying the small business CGT concessions
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=106Last modified: 19 Feb 2018QC 51236
 If you are a small business owner, you may qualify for one or more of the followingsmall business CGT concessions: the 50% active asset reduction, small businessrollover relief or the small business retirement exemption. You can apply theseconcessions now to the amount of any relevant capital gains remaining after step 8.You may apply the concessions to capital gains calculated using any of the threemethods.
 Businesses with an aggregated turnover of less than $2 million can now access thesmall business CGT concessions via the small business entity test for the CGTpurposes. This will also apply to:
 taxpayers that do not carry on a business but own a CGT asset used in abusiness by a related entityan individual partner who owns a CGT asset used in the partnership business.
 For more information, see Capital gains tax concessions for small business –overview.
 Step 10 Working out your net capital gain
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=107Last modified: 19 Feb 2018QC 51236
 The amount of your remaining capital gains becomes your net capital gain, which
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you write at A Net capital gain item 18 on your tax return (supplementary section).
 It represents the amount you have written at H Total current year capital gainsreduced in accordance with:
 Step 6 Applying current year capital lossesStep 7 Applying net capital losses from earlier yearsStep 8 Applying the CGT discountStep 9 Applying the small business CGT concessions.
 If you have capital losses that have reduced your capital gains to zero, do not putanything at A Net capital gain. If you have any capital losses remaining afterreducing your capital gains, you can carry these forward to future income years, seestep 11. Again do not include losses from:
 assets you acquired before 20 September 1985personal use assetsother losses that are disregarded.
 Example 113: Net capital gain – A
 Because no other CGT concessions apply to Kathleen she writes $1,260 atA Net capital gain item 18 on her tax return (supplementary section).
 Step 11 Capital losses carried forward to later income years
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=108Last modified: 19 Feb 2018QC 51236
 Your net capital losses amount to be carried forward is the total of any:
 unapplied current year net capital loss from step 6unapplied net capital losses from earlier years from step 7capital losses from collectables to be applied in future income years from step4. You will need to keep a separate record of unapplied net capital losses fromcollectables because you can only use these to reduce capital gains fromcollectables in later income years. There is no time limit on how long you cancarry over the net capital losses.
 Write this amount (if any) at V item 18 on your tax return (supplementary section).Remember to deduct these losses from any capital gains in future income years.
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Example 114: Net capital losses to be carried forward – V
 Kathleen has deducted all her current year capital losses (except those fromcollectables) and her net capital losses from earlier years from her capitalgains in the order that gave her the best result. This means she will onlyhave capital losses from collectables to carry forward to a later income year.Kathleen writes $500 at V item 18 on her tax return (supplementary section).
 Kathleen must make a note of this capital loss for next year, as she did withthe unapplied net capital losses from earlier years that she used this year.She must also note that her capital losses this year are capital losses fromcollectables, as she will only be able to deduct them against capital gainsfrom collectables in a future year.
 Foreign resident capital gains withholding payments
 Foreign resident capital gains withholding applies to certain transactions enteredinto on or after 1 July 2016. If an amount has been withheld from you and paid tothe ATO we will advise you of the receipt of the withholding amount. You can claima credit for the withholding amount at X item 18 on your tax return (supplementarysection).
 Look-through earnout rights and amendment to your earlier year income taxassessment
 If you received or provided a financial benefit under a look-through earnout rightcreated on or after 24 April 2015 you may need to seek an amendment to yourincome tax assessment for the year in which the relevant CGT occurred. You maybe able to request such amendment via the CGT Schedule (if you satisfy therelevant conditions) when you lodge your current year income tax return. Detailedinstructions are provided in Item 7 Earnouts arrangements under Part C.
 Part C – Instructions for companies, trusts and funds(entities)
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=109Last modified: 19 Feb 2018QC 51236
 Are you an individual?
 If you are completing a tax return on behalf of an individual (rather than an entity)and you do not wish to use the worksheets, read part B.
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If you need help completing the:
 Capital gain or capital loss worksheet (PDF, 134KB) , read step 1 of this part(ignoring the word ‘entity’)CGT summary worksheet 2017 (PDF, 170KB) , read steps 2 and 3 in this part.
 Is your entity a company, trust or fund?
 Read this part.
 Do you expect your entity’s total capital gains or total capital losses for the2016–17 income year to be $10,000 or less?
 An Attribution Managed Investment Trust (AMIT) with multiple classes must applythe $10,000 total capital gain or loss threshold to each class separately.
 Yes Work through steps 1 to 3.
 No Work through steps 1 to 4. Step 4 will show you how to complete the CGTschedule.
 Introduction
 The instructions in this part are designed to help companies, trusts and funds (yourentity) to calculate a capital gain or capital loss and to complete the capital gainsitems on the relevant tax return:
 Company tax return 2017 item 7Trust tax return 2017 item 21Fund income tax return 2017 item 10Self-managed superannuation fund annual return 2017 item 11.
 Funds include superannuation funds, approved deposit funds and pooledsuperannuation trusts.
 A self-managed superannuation fund is a fund with fewer than five members thatmeets the requirements of section 17A of the Superannuation Industry(Supervision) Act 1993.
 The labels to complete at these items on your entity’s tax return are:
 G Did you have a capital gains tax event during the year?M Have you applied an exemption or rollover?A Net capital gain
 You will also need to complete V Net capital losses carried forward to later incomeyears at Losses information on your entity’s tax return.
 The relevant item number on each tax return is:
 Company tax return 2017 item 13
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Trust tax return 2017 item 27Fund income tax return 2017 item 13Self-managed superannuation fund annual return 2017 item 14.
 You may need to complete a Consolidated groups losses schedule 2017 or aLosses schedule 2017. See the applicable schedule instructions for full details ofwho must complete the schedule.
 The term ‘entity’ is used to describe a company (including a head company of aconsolidated group), a trust and a fund in this part of the guide.
 WorksheetsThe worksheets provided in this guide are the:
 Capital gain or capital loss worksheet (PDF, 134KB) (to calculate the capitalgain or capital loss from each CGT event)CGT summary worksheet 2017 (PDF, 170KB) for 2017 tax returns (to calculatethe net capital gain for the 2016–17 income year or net capital losses carriedforward to later income years and to complete the CGT labels on the 2017 taxreturn).
 You can print out the worksheets and complete them as you work through this part.
 The worksheets are optional and your entity may prefer to use a different worksheetor a computer-based alternative. We have used these worksheets throughout thispart of the guide as examples to help you complete the capital gains item on yourentity’s tax return, and a CGT schedule if this is required.
 CGT scheduleYour entity must complete this schedule for the 2016–17 income year if:
 the total current year capital gains are greater than $10,000, orthe total current year capital losses are greater than $10,000, oryou have applied the transitional CGT relief for the 2016–17 income year. Formore information regarding transitional CGT relief, see LCR 2016/8Superannuation reform: transfer balance cap and transition-to-retirementreforms: transitional CGT relief for superannuation funds
 If your entity is required to complete a CGT schedule, you must attach it to yourentity’s 2017 tax return.
 In the worksheets and CGT schedule at the back of this guide:
 current year capital gain (CYCG)current year capital losses (CYCL) andprior year net capital losses (PYNCL)
 refer to ‘current income year’ and ‘prior income year’.
 Consolidated groups
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If a group consolidates during the income year, the head company must lodge aCGT schedule if the total capital gains or total capital losses that it makes (as headcompany of the consolidated group and while not a member of a consolidatedgroup) are greater than $10,000.
 An entity that has joined a consolidated group or groups during the year of incomeas a subsidiary member must lodge a CGT schedule covering any periods of non-membership if the entity satisfies the requirements for lodgment of that schedule.
 For more information on the operation of consolidation, see Consolidation.
 Attribution Managed Investment Trusts (AMIT)
 If an AMIT chooses multi-class treatment, complete a separate CGT schedule foreach class with a total capital gain or loss greater than $10,000.
 AMITs that do not choose multi-class treatment must lodge a CGT schedule if theentity has a total capital gain or loss greater the $10,000.
 Steps you need to take
 The completion of the CGT labels on your entity’s 2017 tax return involves a three-step process (for entities with capital gains or capital losses under the $10,000threshold) or a four-step process (for entities with capital gains or capital lossesover the $10,000 threshold):
 Step 1 Calculate the capital gain or capital loss for each CGT event thathappens during the 2016–17 income year using the Capital gain or capitalloss worksheet.Step 2 Calculate the net capital gain for the 2016–17 income year or netcapital losses carried forward to later income years using the CGT summaryworksheet.Step 3 Complete the capital gains item on your entity’s tax return.Step 4 If required, complete a CGT schedule. If you have applied the CGTrelief, you must complete a CGT schedule.
 Step 1 How to complete the capital gain or capital loss worksheet for eachCGT event
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=110Last modified: 19 Feb 2018QC 51236
 The Capital gain or capital loss worksheet calculates a capital gain or capital lossfor each separate CGT event. Do not attach completed worksheets to your entity’s2017 tax return. These are your working papers and should be kept with your
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entity’s tax records.
 There are a few things to remember when you are using the worksheet.
 Firstly, you show the type of CGT asset or CGT event that resulted in the capitalgain or capital loss.
 Organise each of these under one of the following nine categories:
 shares in companies listed on an Australian securities exchangeother sharesunits in unit trusts listed on an Australian securities exchangeother unitsreal estate situated in Australiaother real estateamount of capital gain from a trust (including a managed fund)collectablesother CGT assets and any other CGT events.
 Secondly, there are special rules that apply when working out a capital gain orcapital loss for a depreciating asset. A capital gain or capital loss will only arise tothe extent that a depreciating asset is used for a non-taxable purpose (for example,used privately). You calculate the capital gain or capital loss according to conceptsused in the uniform capital allowance provisions. Those provisions also treat asincome or allow as a deduction any gain or loss from a depreciating asset to theextent that it was used for a taxable purpose.
 Thirdly, if a capital gain was made, you calculate it using the:
 indexation method (see note 2 of the worksheet) for capital gains made onCGT assets acquired before 11.45am (by legal time in the ACT) on21 September 1999 and owned for at least 12 monthsdiscount method (see note 3 of the worksheet) for assets owned for at least 12months and for which you are not using the indexation method, or'other' method (if neither the indexation method nor the discount methodapplies).
 These three methods of calculating a capital gain are explained in full in part A Howto work out your capital gain or capital loss and are also listed in Definitions.
 When choosing between the indexation and discount methods, the amounts at (a)and (b) at the bottom of the worksheet do not yet reflect any capital losses or CGTdiscount you may be able to apply. This affects your choice of the amount totransfer to the CGT summary worksheet, which you can use to calculate your netcapital gain or net capital loss.
 Organise your worksheets so they are grouped by the type of CGT asset or eventand transfer the capital gain or capital loss calculated for each group of worksheetsto the CGT summary worksheet. Transfer a capital gain according to the methodyou used to calculate it and the type of asset that gave rise to it.
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Step 2 How to complete the CGT summary worksheet for 2017 tax returns
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=111Last modified: 19 Feb 2018QC 51236
 You use the CGT summary worksheet to calculate your entity’s net capital gain forthe 2016–17 income year or net capital losses carried forward to later income years.It also provides the information you need to complete the capital gains item on yourentity’s tax return and, if required, the CGT schedule.
 You should include on this worksheet any capital gain your entity is entitled to as adistribution from a trust.
 The CGT summary worksheet is designed for entities that make capital gains orcapital losses during the income year. However, you may also find it useful if youare an individual (including a partner in a partnership) who has more complex CGTaffairs.
 The CGT summary worksheet differentiates between capital gains from activeassets and non-active assets. Generally, an active asset is a business asset theentity owns, for example, goodwill of a business. A share and an interest in a trustcan also be active assets if certain conditions are met. You will only need todifferentiate your capital gains between active and non-active assets if you aregoing to apply the small business concessions.
 There are four small business CGT concessions that may apply to capital gainsfrom active assets.
 The small business 15-year exemption, subject to certain conditions beingsatisfied, means a capital gain is totally disregarded if you or your smallbusiness entity has continuously owned the CGT asset for at least 15 years,and
 you are 55 years old or over and retiring, oryou are permanently incapacitated.
 The small business 50% active asset reduction provides a 50% reduction of acapital gain for an active asset.The small business retirement exemption allows you to disregard capital gainsfor active assets (up to a lifetime limit of $500,000) if the conditions aresatisfied. If you are eligible for this exemption and are under 55 years old justbefore you choose it, you must pay the amount into a superannuation (orsimilar) fund.The small business rollover enables you to defer all or part of a capital gain ifyou acquire a replacement asset or make an improvement to an existing assetand satisfy other conditions.
 To find out if your business is eligible for the small business CGT concessions, seeCapital gains tax concessions for small business – overview.
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Active assets
 At Active assets in the CGT summary worksheet (and the CGT schedule), youshould only include a capital gain from an active asset that qualifies for one or moreof the following three small business CGT concessions:
 small business 50% active asset reductionsmall business retirement exemptionsmall business rollover.
 If the asset does not qualify for one or more of these three concessions, include thecapital gain at Non-active assets.
 Limit on value of assets
 Where the turnover of your entity and related entities exceeds $2 million, the smallbusiness CGT concessions are only available if the net value of the assets of yourentity and related entities just before the CGT event do not exceed $6 million. Formore information, see Comparison of changes to small business CGT concessionssince 2006.
 If your entity is not entitled to the small business concessions, include the capitalgain at Non-active assets.
 Life insurance companies
 Life insurance companies, including friendly societies that conduct life insurancebusiness, need to complete two CGT summary worksheets, one for each class ofincome they derived (superannuation class and ordinary class income). You canonly apply capital losses from one class of income against capital gains from thatclass of income. Combine the details from both summary worksheets onto one CGTschedule, if it is required.
 The following parts in this step relate to the parts of the CGT summary worksheetwhich in turn match the items of the CGT schedule. Work through each relevantpart to complete your entity's CGT summary worksheet.
 If you have total capital losses from collectables (including current year and prioryear losses) greater than your current year capital gains from collectables you needto complete part 9 of the summary worksheet. Otherwise you only need to completeparts 1 to 6.
 Part 1 Total current year capital gains and lossesEach group of worksheets you organised at Step 1 corresponds with a column androw in table 1 according to the method you used to calculate your capital gain orloss and the type of CGT asset or event that gave rise to it. To complete table 1,write your entity’s current year capital gains and capital losses for each group ofworksheets in the corresponding column and row.
 What to include and exclude
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You generally do not include any capital gain to which an exemption (for example,the small business 15-year exemption) or exception applies.
 However, you must include in the Active assets columns capital gains for which yourentity may be exempt because it is entitled to one or more of the following:
 small business 50% active asset reductionsmall business retirement exemptionsmall business rollover.
 If a capital gain does not qualify for one or more of these three concessions, includeit at Non-active assets.
 Do not include any capital loss made from personal use assets at Other CGTassets and any other CGT events. You disregard capital losses from personal useassets and cannot apply them to reduce capital gains.
 Trust capital gains
 Include in row 7 of table 1 amounts of capital gains your entity received from a trust(including a managed fund) other than a capital gain involving a collectable.
 You must use the same method as the method used by the trustee to calculate yourentity’s amount of capital gain from the trust. For example, if the trustee used thediscount method to calculate a capital gain, you must use the discount method. Insome cases, your entity must gross up the amount of the trust’s capital gain. If thisapplies, you include the grossed-up amount at row 7 as explained below.
 If the trustee used the discount method to calculate a capital gain, you need togross it up by multiplying the distribution amount by two. Include the result at theappropriate box in row 7 under Non-active asset Capital gains – discount method.Grossing up ensures that any capital losses your entity has made are deductedfrom your entity’s grossed-up capital gain before the CGT discount is applied.
 If the trust’s capital gain was reduced by the small business 50% active assetreduction, again it needs to be grossed-up by multiplying the distribution amount bytwo. Include the result in row 7 at Active assets under the Capital gains – indexationmethod or Capital gains – ‘other’ method.
 If the trust’s capital gain was reduced by the CGT discount and by the smallbusiness 50% active asset reduction, multiply the distribution amount by four andinclude the result in row 7 at Active assets under the Capital gains – discountmethod.
 Did your entity receive an amount from a trust during the income year that includes a net capitalgain from a collectable?
 If your entity was entitled to an amount of capital gain from a trust resulting from acollectable, include the amount in row 8 of table 1. Do not include these amounts inrow 7. You must use the same method as the trustee to calculate your entity’scapital gain from the trust. For example, if the trustee used the discount method tocalculate a capital gain, you need to do the same and write the grossed up amountunder the Capital gains – discount method column in row 8 of table 1.
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If the trustee used the discount method to calculate a capital gain, gross it up bymultiplying the distribution amount by two. Grossing up ensures that any capitallosses your entity has made are deducted from your grossed-up capital gain beforethe CGT discount is applied.
 Amount of capital gain and loss
 Sum each row of table 1 to obtain the amounts at 1A to 1I and sum each column toobtain the amounts at A to F and 1J and 2A.
 Do not apply:
 capital losses (which are applied at part 2 of the worksheet)the CGT discount (which is applied at part 4 of the worksheet)the small business CGT concessions (which are applied at part 5 of theworksheet).
 Transcribe the amounts at A to 1J to the corresponding A to 1J to table 2 in part 2 ofthe CGT summary worksheet.
 Part 2 Applying capital losses against current year capital gains
 Part 2A Applying current year capital losses
 In this part, you are calculating the amount of current year capital losses you canapply to reduce your entity's current year capital gains.
 A company is entitled to deduct net capital losses from current year capital gains aslong as it has either:
 substantially maintained the same ownership and control, orcarried on the same business.
 For more information, see 'Continuity of ownership, control, and same businesstests' in How to claim a tax loss.
 If your entity has current year capital losses that can be deducted, you must deductthem here. You cannot choose to defer to a later income year any amount that canbe deducted this income year.
 You can choose the order in which you apply your entity’s current year capitallosses.
 Generally, if your entity is entitled to the small business CGT concessions, it isbetter to reduce the non-active asset capital gains first. Within the non-active andactive categories you usually get the greatest benefit by reducing:
 capital gains calculated using the 'other' method, thencapital gains calculated using the indexation method, thencapital gains calculated using the discount method.
 Write your entity’s current year capital losses applied in the order you have chosen(calculated using your current year capital losses at 2A in table 1) in row 2 of table2. If you do not have any current year capital losses, record zeros in all labels in row
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2.
 Collectables
 If you have capital losses from collectables you can only apply those to your capitalgains from collectables. If your current year capital losses from collectables (1Q oftable 1) are greater than your current year capital gains from collectables (1H oftable 1) you need to reduce them to the amount of the gain when calculating theamounts in row 2. Any unapplied losses from collectables are carried forward tolater income years. Make a note of this amount at Q of table 9.
 Transcribe the total amount of unapplied current year capital losses to K in table 5.
 Calculate the amounts at G to M in table 2 and transcribe to row 1 of table 3.
 Part 2B Applying prior year net capital losses
 In this part, you are calculating the amount of prior year net capital losses you canapply to reduce your entity's current year capital gains remaining after you appliedcurrent year capital losses.
 Prior year net capital losses are the unapplied net capital losses carried forwardfrom earlier income years.
 If your entity has prior year net capital losses that can be applied, they must bededucted here. You cannot choose to defer to a later income year any amount thatcan be applied this income year.
 Does your entity have any prior year net capital losses?
 Yes
 Complete the corresponding boxes in table 3A. Reduce the prior year netcapital losses by any adjustment for commercial debts forgiven. For moreinformation on commercial debts forgiven, see your entity’s tax returninstructions.
 The amount at Z1 is the amount of prior year net capital losses that is available tobe applied against current year capital gains remaining after applying current yearcapital losses.
 No Record a zero in Z1 of table 3A.
 Again, you can deduct prior year net capital losses from any remaining capital gainsin the way that produces the best result. However, you must deduct them in theorder in which they were made, for example, you must deduct a 1995–96 incomeyear capital loss before a 1998–99 income year capital loss.
 Collectables
 If you have capital losses from collectables you can only apply those to your capital
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gains from collectables. If your prior year capital losses from collectables are greaterthan your current year capital gains from collectables remaining after applyingcurrent year capital losses from collectables, you need to reduce them to theamount of the gain when calculating the amounts in row 2. Any unapplied prior yearnet capital losses from collectables are carried forward to later income years. Makea note of this amount at R of table 9.
 Write your entity's prior year net capital losses applied in the order you have chosen(calculated using your Prior year net capital losses after adjustment from Z1 in table3A) in row 2 of table 3.
 Transcribe any unapplied prior year net capital losses to L of table 5.
 Calculate the amounts at N to T and transcribe to row 1 of table 4.
 Part 2C Applying net capital losses transferred in
 Transfer of net capital losses is only applicable to group companies with net capitallosses transferred in. All other entities record zeros in row 2 of table 4.
 A group company may transfer the whole or a part of a net capital loss to anothercompany where:
 both companies are members of the same wholly owned groupone of the companies is
 an Australian branch of a foreign bank, oran Australian permanent establishment of a foreign financial entity if thecapital loss is for an income year commencing on or after 26 June 2005
 the other company is
 the head company of a consolidated group or multiple entry consolidated(MEC) group, ornot a member of a consolidatable group, and
 further conditions in Subdivision 170-B of the Income Tax Assessment Act1997 are satisfied.
 You need to apply the net capital losses transferred in to your entity in the orderthey were received. Your entity must have enough capital gains to absorb the netcapital losses transferred in.
 Write the amount of net capital losses transferred in your entity chooses to applyagainst capital gains in row 2 of table 4.
 Calculate the amounts at U to A of table 4 and transcribe to row 1 of table 6.
 Part 3 Calculating unapplied net capital losses carried forwardIn this part you are calculating the total of any unapplied capital losses from step 2.These unapplied capital losses will be available to reduce any capital gains in laterincome years.
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Write the sum of K and L at 3B of table 5.
 Part 4 CGT discount on capital gainsIn this part you are calculating the amount of discount you can apply to reduce yourcapital gains after applying all losses.
 CGT discount
 Companies are not eligible for the CGT discount unless they are life insurancecompanies or friendly societies that carry on life insurance business. Thesecompanies may be entitled to the CGT discount for their complying superannuationbusiness.
 Calculate the CGT discount in row 2 of table 6 that applies to the capital gains at Vand Y. The CGT discount percentage is:
 33 1/3% for complying superannuation entities, or50% for individuals and trusts.
 Individuals (including a beneficiary of a trust and a partner in a partnership) whohave a period of foreign residency after 8 May 2012 may not be entitled to the full50% discount on a capital gain from a CGT event that happened after 8 May 2012.
 For more information, see Capital gains tax (CGT) discount for foreign residentindividuals.
 Write the amount of the CGT discount in row 2.
 Calculate the amounts at B to H and transcribe to row 1 of table 8.
 Part 5 Small business CGT concessionsIn this part, you are calculating the small business CGT concessions your entity isclaiming. For more information about the small business CGT concessions, seeCapital gains tax concessions for small business – overview.
 Write:
 the amount of your entity’s small business 50% active asset reduction in row 1of table 7the amount of your entity’s small business retirement exemption in row 2 oftable 7, andthe amount of your entity’s small business rollover in row 3 of table 7.
 Write the total amount of the small business CGT concessions your entity isclaiming at I to L of table 7 and transcribe those amounts to table 8 at I to L.
 Part 6 Net capital gain calculationYour entity’s net capital gain is the amount remaining after applying any:
 current year capital losses
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net capital losses from prior income yearsnet capital losses transferred inthe CGT discount, andany applicable CGT small business concessions.
 In table 8, calculate the amount of your entity’s net capital gain by taking theamounts in row 2 away from the amounts in row 1. Write your entity's net capitalgain in row 3 and 6A.
 Include a net capital gain as assessable income on your entity’s tax return at therelevant item. See step 3.
 There is no Part 7 or Part 8
 Part 9 Calculating net capital losses from collectables carried forward tolater income years.Only complete this part if you have any unapplied capital losses from collectablesfrom part 2.
 Using the amounts in Q and R transferred from part 2A and 2B, calculate theamount in 3A of table 9.
 Step 3 How to complete the capital gains item on your entity’s tax return
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=112Last modified: 19 Feb 2018QC 51236
 In the earlier steps, you calculated your capital gain or capital loss for each CGTevent, then worked out your net capital gain or net capital loss.
 Print X in the Yes box at G Did you have a capital gains tax event during the year?at the capital gains item on your entity’s tax return.
 Exemptions and rolloversIf you applied an exemption or rollover, print X in the Yes box at M Have you appliedan exemption or rollover? at the capital gains item on your entity’s tax return. If youare lodging by paper print in the code box at M the code that represents the CGTexemption or rollover that produced the largest amount of capital gain or capital lossdeferred or disregarded.
 If you are lodging electronically, follow the instructions on screen.
 CGT exemption and rollover codes:
 A Small business active asset reduction
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B Small business retirement exemptionC Small business rolloverD Small business 15 year exemptionE Foreign resident CGT exemptionF Scrip for scrip rolloverG Inter-company rolloverH Demerger exemptionJ Capital gains disregarded as a result of the sale of a pre-CGT assetK Disposal or creation of assets in a wholly-owned companyL Replacement asset rolloversM Exchange of shares or unitsN Exchange of rights or optionsO Exchange of shares in one company for shares in another companyP Exchange of units in a unit trust for shares in a companyQ Disposal of assets by a trust to a companyR Demerger rolloverS Same asset rolloversT Small business restructure rolloverX Other exemptions and rollovers.
 If your entity is required to complete a CGT schedule, then if you applied the CGTrelief you will need to provide details at item 8 of that schedule, and you may alsoneed to provide details of certain exemptions or rollovers applied.
 If you or your entity receive an amount of capital gains from a trust and the trustapplied an exemption or rollover to that capital gain, you do not need to report theexemption or rollover on your income tax return at M Have you applied anexemption or rollover? The trust will report the exemption or rollover on its own taxreturn.
 Net capital gainTransfer the amount at 6A in part 6 of your entity’s CGT summary worksheet to ANet capital gain on your entity’s tax return
 Losses informationAdd the amounts, if any, at 3A in part 9 and 3B in part 3 of your entity’s CGTsummary worksheet and write the total amount at Losses information, V Net capitallosses carried forward to later income years on your entity’s tax return.
 Foreign resident capital gains withholding paymentsForeign resident capital gains withholding applies to certain transactions enteredinto on or after 1 July 2016. If an amount has been withheld from you or your entityand paid to the ATO we will advise you of the receipt of the withholding amount.Refer to the instructions for the tax return relevant to you or your entity forinformation on how to claim the credit for the foreign resident capital gainswithholding amount.
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Step 4 How to complete the CGT schedule
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=113Last modified: 19 Feb 2018QC 51236
 Your entity must complete a CGT schedule for the 2016–17 income year if:
 the total current year capital gains are greater than $10,000, orthe total current year capital losses are greater than $10,000, oryou have applied the transitional CGT relief for the 2016–17 income year. Formore information on transitional CGT relief, see LCR 2016/8 Superannuationreform: transfer balance cap and transition-to-retirement reforms: transitionalCGT relief for superannuation funds.
 If your entity is required to complete a CGT schedule, attach it to your entity’s 2017tax return. You should lodge only one CGT schedule with your entity’s tax return.
 If you are lodging a paper tax return and CGT schedule, print and complete theCGT schedule provided. To get copies of the schedule, phone our PublicationsDistribution Service on 1300 720 092.
 Print your entity’s tax file number (TFN), name and Australian business number inthe boxes provided. The CGT schedule must be signed in the same way that the2017 tax return is signed.
 If you are a multi-class AMIT you will be required to lodge your tax return and CGTschedule electronically. If you are a multi-class AMIT show the name of the AMITclass that the schedule relates to on the CGT schedule for each class. The nameshould be identical to the AMIT class name used in the related AMIT tax schedule.
 Consolidated groups
 If a group consolidates during the income year, the head company must lodge aCGT schedule if the total capital gains or total capital losses that it makes (as headcompany of the consolidated group and while not a member of a consolidatedgroup) are greater than $10,000.
 An entity that has joined a consolidated group or groups during the income year asa subsidiary member must lodge a CGT schedule covering any periods of non-membership if the entity satisfies the requirements for lodgment of that schedule.
 Attribution Managed Investment Trusts (AMIT)
 If an AMIT chooses multi-class treatment, complete a separate CGT schedule foreach class with a total capital gain or loss greater than $10,000.
 AMITs that do not choose multi-class treatment must lodge a CGT schedule if theentity has a total capital gain or loss greater the $10,000.
 Item 1 Current year capital gains and capital losses
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Transcribe the amounts at 1A to 1I for capital gains and from 1K to 1R for capitallosses in table 1 on your CGT summary worksheet to the corresponding labels atitem 1 of the CGT schedule. For example, transcribe the figure at 1A in table 1 ofthe CGT summary worksheet to A Shares in companies listed on an Australiansecurities exchange item 1 of the CGT schedule.
 For an AMIT that chooses multi-class treatment, include any:
 capital gains as a result of transfers of assets between classes of the AMIT at1Iany capital losses as a result of transfers of assets between classes at 1R.
 Sum labels A to I at item 1 of the CGT schedule and write the total at J Total currentyear capital gains.
 Item 2 Capital lossesSum labels K to R item 1 and write the total at A Total current year capital lossesitem 2.
 From your CGT summary worksheet, transcribe the amounts at 2B in table 2, 2C intable 3 and 2D in table 4 to the corresponding labels at item 2 of the CGT schedule.
 Sum labels B, C and D at item 2 and write the total at E Total capital losses applied.
 Item 3 Unapplied net capital losses carried forwardTranscribe the amounts at 3A in table 9 and 3B in table 5 from your CGT summaryworksheet to the corresponding labels at item 3 of the CGT schedule.
 Item 4 CGT discountTranscribe the amount at 4A in table 6 from your CGT summary worksheet to A item4 of the CGT schedule.
 Item 5 CGT concessions for small businessTranscribe the amounts 5A, 5B and 5C in table 7 from your CGT summaryworksheet to the corresponding labels at item 5 of the CGT schedule.
 Sum labels A, B and C at item 5 and write the total at D Total small businessconcessions applied.
 Item 6 Net capital gainFollow the instructions on the schedule to calculate A Net capital gain at item 6 ofthe CGT schedule.
 Item 7 Earnout arrangementsAre you a party to an earnout arrangement?
 Print X in the appropriate box at A.
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If you are a party to more than one earnout arrangement you will need to providedetails of all earnout arrangements in which you are a party. To do this, attach aseparate sheet to the CGT schedule providing the details listed in this item for eachadditional earnout arrangement.
 If you are a buyer, complete B and C.
 If you are a seller, complete:
 B and CD and E for arrangements which do not involve look-through earnout rights.
 Also, if you’re a seller, complete F and G if:
 you received or provided a financial benefit under a look-through earnout rightcreated in an earlier income year; andyou wish to seek an amendment to that earlier income year via this schedule;andyou satisfy all the following conditions:
 the look-through earnout right was created on or after 24 April 2015you are an individual or a company (not in a trustee capacity)you are lodging your current year income tax return before its lodgmentdue date, andnone of the following apply to you:
 you have a substituted accounting periodyou are the head company of a consolidated groupyou are no longer eligible to CGT concessions for the earlier incomeyear to which you are seeking the amendmentyou are a company seeking to utilise tax losses as a result of thisamendmentyou need to request an amendment to more than one income yearas a result of receiving or providing financial benefitsyou need to amend amounts other than your net capital gains orcapital losses carried forward in the earlier income year for whichyou are seeking the amendment.
 If you received or provided a financial benefit under a look-through earnout rightcreated in an earlier income year, you may need to seek an amendment to your netcapital gain (or capital losses carried forward amount) of that earlier income year.You can request such amendment via this schedule by completing labels 7F and 7Gif you satisfy all the conditions above.
 Completing the labels
 Write at B the number of years the earnout arrangement runs for in total.
 Write at C the year of the earnout arrangement you are in.
 For example, if you are in the second year of a four year earnout arrangement, you
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would write
 4 at B2 at C.
 Write at D the total estimated capital proceeds from the earnout arrangement.
 Write at E the amount of any capital gain or loss you made under your earnoutarrangement in the income year for which this schedule is being completed. If thisamount is a loss, print L in the box at the right of the amount at E.
 For F and G, if you meet all the conditions above:
 write at F the income year in which the look-through earnout right or rightswere createdwrite at G the amended net capital gain or capital losses carried forwardamount resulting from the financial benefits received or provided.
 If you are amending your capital losses carried forward amount, you must print L inthe box at the right of the amount at G.
 If your CGT position changes from a net capital gain to a capital loss as a result ofreceiving or providing a financial benefit under a look-through earnout right and youare required to temporarily disregard that capital loss as explained below, write '0' atG.
 Capital losses arising from the disposal of assets to which look-through earnoutrights relate are temporarily disregarded if the capital losses could be reduced byyou receiving future financial benefits. You can recognise such capital losses onlyuntil such time as the losses become certain.
 For example, if you are a seller in a standard or combination look-through earnoutarrangement and you are in a capital loss position resulting from the disposal of theunderlying asset to which the look-through earnout right relates and not in the lastyear of the arrangement, you must temporarily disregard the capital loss as it couldpotentially be reduced by you receiving future financial benefits. However, if you arein a reverse earnout arrangement then a capital loss can be recognised as thecapital loss can only be increased through your provision of financial benefits to thebuyer.
 If your circumstances do not satisfy the conditions above
 If your circumstances do not satisfy the conditions above and you are applying thelook-through CGT treatment, you will need to lodge an amendment request for therelevant income tax assessment. In your amendment request, you should clearlyindicate that the amendment you are seeking is in relation to a look-through earnoutright. This allows us to process your amendment correctly and to ensure nopenalties or interests will apply if other conditions are met.
 Example
 Mark is retiring and he sold all of the shares in his business XYZ Co Pty Ltd, to
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Janet on 24 April 2016.
 According to the sale contract, Mark would
 receive an upfront payment of $1 million at the time of sale;have a right to future payments of $150,000 in the next five income yearsprovided the turnover of XYZ Co Pty Ltd exceeds an agreed threshold in theprior income year; andbe obliged to provide $100,000 to Janet if the turnover of previous year fallsshort of the agreed threshold.
 The following assumptions are made for this example:
 Mark has a cost base of XYZ Co Pty Ltd of $1.1 million.The business turnover exceeds the agreed threshold for the 2016 incomeyear.The business turnover does not exceed the agreed threshold for the 2017income year and the 2018 income year.Mark is only entitled to the 50% CGT discount.There are no other CGT events in those relevant income years.The right is a look-through earnout right.There are no capital losses brought forward from prior years.
 In June 2019, Mark offers to pay Janet $100,000, as well as giving up his right tothe potential future benefits, if Janet agrees to forgo her right to further paymentsunder the look-through earnout right. Janet agrees to this offer.
 2016 income tax return
 At this time, Mark has received an upfront payment of $1 million for the sale of theXYZ Co Pty Ltd shares. Under the treatment provided in withdrawn TR 2007/D10,Mark would need to exclude from the capital proceeds of this CGT event so much ofthe payment as is reasonably attributable to the granting of the right to providefinancial benefits to Janet. Mark would also need to include in the capital proceedsthe value of the right to receive future financial benefits from Janet. However, asthis is a look through earnout right, the amount attributable to the granting of theright to provide financial benefits as well as the value of the right to receive financialbenefits are disregarded when working out the capital proceeds.
 Accordingly, for the 2016 income year, Mark has a capital loss of $100,000 (capitalproceeds of $1 million less the cost base of $1.1 million) as a result of the sale ofXYZ Co Pty Ltd shares. However, as the capital loss could be reduced by Markreceiving future financial benefits, Mark must temporarily disregard the capital lossof $100,000. He cannot recognise the capital loss at the net capital losses carriedforward label of his 2016 income tax return.
 2017 income tax return
 XYZ Co Pty Ltd’s turnover exceeds the agreed threshold in the 2016 income yearand therefore Janet pays Mark a further amount of $150,000 in the 2017 incomeyear.
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As a result of this payment, Mark's capital proceeds from the sale of XYZ Co Pty Ltdshares are now considered to be $1.15 million – made up of the $1 million initialpayment and the $150,000 payment he received in 2017. Mark has now made acapital gain of $50,000 (capital proceeds of $1.15 million less the cost base of$1.1 million).
 Accordingly, Mark now needs to amend his 2016 income tax return to include a netcapital gain of $25,000 (after applying the 50% CGT discount). Mark meets all theconditions listed above, and therefore has the option of completing F and G toinform the Commissioner of the amended net capital gain or alternatively Mark canwrite to the Commissioner to seek an amendment. If Mark decides to complete Fand G, he would need to write ‘2016’ at F and '25,000' at G. By writing '25,000' at GMark’s net capital gain for the 2016 income tax return will be amended to $25,000.
 2018 income tax return
 In the 2018 income year, Mark is required to provide Janet with $100,000 as theturnover for the 2017 income year is less than the agreed threshold. As a result, thetotal capital proceeds from the sale of all the shares in XYZ Co Pty Ltd changes to$1.05 million, resulting in a capital loss of $50,000. As previous mentioned, Markcannot recognise this capital loss. Therefore, when Mark seeks an amendment, heshould write '0' at G. We will reduce the net capital gain from $25,000 (the netcapital gain reported in the prior amendment request) to Nil.
 2019 income tax return
 Janet accepts Mark's offer and foregoes her right to future financial benefits for$100,000.
 The amount of $100,000 paid by Mark is a financial benefit provided to terminate alook-through earnout right and is treated in the same way as a financial benefitprovided under the right.
 As the turnover in 2018 does not exceed the agreed threshold, Mark also paysJanet $100,000 as per the earnout arrangement.
 Consequently, Mark’s total capital proceeds for the sale reduces to $850,000, madeup of the $1 million initial payment, the subsequent $150,000 payment received,$200,000 provided to Janet under the earnout right for the business performancenot achieving the agreed threshold , as well as the payment of $100,000 to end theearnout right.
 Mark’s capital loss from the share sale is now $250,000 (capital proceeds of$850,000 less the cost base of $1.1 million). As no further financial benefits couldbe received, Mark can recognise this capital loss which resulted from the sharedisposal to which the look-through earnout right relates. Mark will need to record‘2016’ at F and '250,000' at G and write L in the box at the right of this amount. Bywriting $250,000 at G and L in the box at the right of this amount, Mark's 2016income tax return is amended to reflect net capital losses carried forward of$250,000.
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The table below summarises how Mark will complete F and G.
 YearFinancialbenefitsreceived
 Financial benefitsprovided
 Total capitalproceedsfrom thedisposal
 NetCapitalgain
 Capitalloss
 How tocomplete Fand G
 2016 $1 million(upfrontpayment)
 N/A $1 million N/A $100,000 N/A
 2017 $150,000(receivedas agreedthresholdis met for2016incometax year)
 N/A $1.15 million $25,000(afterapplyingthe 50%CGTdiscount)
 N/A F: 2016G: $25,000
 2018 N/A $100,000(paid as agreedthreshold is notmet for 2017income year)
 $1.05 million N/A $50,000 F: 2016G: $0
 2019 N/A $200,000($100,000 forpayment to endearnout rightsplus $100,000 forbusinessperformancefalling to meet theagreed thresholdfor 2018 incomeyear)
 $850,000 N/A $250,000 F: 2016G: $250,000(L)
 Item 8 Other CGT information required (if applicable)
 Small business 15-year exemption
 Write the total amount of any capital gains disregarded by the small business 15-year exemption at A item 8 of the CGT schedule. Do not apply the CGT discount.
 Print in the code box at A the code from the list below that best describes the CGTasset or CGT event from which your entity made the capital gain. If your entity madecapital gains from more than one CGT asset or CGT event, select the code whichbest describes the type of CGT asset or CGT event that produced the largestamount of capital gain.
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CGT asset or CGT event code:
 S sharesU units in unit trustsR real estateG goodwillO other CGT assets or CGT events not listed above.
 Capital gains disregarded by a foreign resident
 If you are a foreign resident, you are subject to CGT if a CGT event happens to aCGT asset that is ‘taxable Australian property’. However, if you are eligible for anexemption then you may disregard the capital gain you have made. If your CGTasset is not a taxable Australian property, you do not need to answer this question.
 Write the total amount of any capital gains disregarded by the application of foreignresident exemption at B item 8 of the CGT schedule. Do not apply the CGTdiscount.
 Capital gains disregarded as a result of scrip for scrip rollover
 During the income year, did your entity choose a scrip for scrip rollover when anarrangement was made to exchange original interests for replacement interests?
 Original interests are shares or units or other interests (or an option, right or similarinterest in a company or trust), while replacement interests are similar interests inanother company or trust.
 Write the total amount of any capital gains disregarded by the application of thescrip for scrip rollover at C item 8 of the CGT schedule.
 Capital gains disregarded as a result of inter-company assets rollover
 A same asset rollover may be available where a company transfers or creates aCGT asset in another company that is a member of the same wholly-owned group,where at least one of the companies is a foreign resident.
 Write the total amount of any capital gains disregarded by the application of theinter-company asset rollover at D item 8 of the CGT schedule.
 Capital gains disregarded by a demerging entity
 You may be eligible to disregard any capital gains arising from a demerger if youare a demerging entity in a demerger group, see Demerger exemption.
 Write the total amount of any capital gains disregarded by the application of thedemerger exemption at E item 8 of the CGT schedule. Do not include any amountsdisregarded by the application of a Demerger rollover.
 After following all these steps, you have completed your entity’s CGT schedule.
 Remember to lodge the CGT schedule with your entity’s tax return.
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Do not lodge your worksheets. Keep these with your own records.
 Capital Gains deferred due to CGT relief (Super funds)
 Transitional CGT relief is available for funds to provide temporary relief from certaincapital gains that might arise as a result of individuals complying with the newtransfer balance cap, or as a result of Transition-to-Retirement Income Stream(TRIS) reforms, both commencing on 1 July 2017. It applies to certain CGT assetsheld by a complying SMSF at all times from 9 November 2016 to 30 June 2017.
 CGT relief is not automatic; it must be chosen by a trustee for a CGT asset. If CGTrelief is chosen, the trustee will need to advise us in the CGT schedule on, orbefore, the day they are required to lodge their fund’s 2016–17 income tax return.The decision is irrevocable.
 If you have applied CGT relief, print X in the Yes box at F item 8, otherwise print Xin the No box. If you selected Yes, and you have used the proportionate methodand chosen to defer a capital gain, then provide the deferred amount of the notionalcapital gain at G.
 You must lodge the CGT schedule on or before the day the fund is required tolodge their 2016–17 Income Tax Return.
 For more information regarding transitional CGT relief, see LCR 2016/8Superannuation reform: transfer balance cap and transition-to-retirement reforms:transitional CGT relief for superannuation funds
 Capital gains and capital losses from transfers to other classes
 This section applies to all Attribution Managed Investment Trusts (AMITs).
 You must lodge an AMIT's income tax return, and where applicable its CGTschedule, electronically.
 You may make an irrevocable election to treat separate classes of interests in theAMIT as separate AMITs. If you made this election and transferred assets betweenseparate AMIT classes in 2016–17, show the capital gains and losses arising fromthose asset transfers at.
 Total capital gains from transfers to other classes
 Appendixeshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=114Last modified: 19 Feb 2018QC 51236
 In this section:
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Appendix 1: Summary of CGT eventsAppendix 2: Consumer price index (CPI)Appendix 3: FlowchartsAppendix 4: DefinitionsAppendix 5: Abbreviations
 Appendix 1 Summary of CGT events
 Disposal
 Disposal
 CGT event Time of event Capital gain Capital loss
 A1
 Disposalof aCGTasset
 when the disposal contract isentered into or, if none, when theentity stops being the asset’s owner
 capital proceedsfrom disposal lessthe asset’s costbase
 asset’s reducedcost base lesscapital proceeds
 Hire purchase and similar agreements
 Hire purchase and similar agreements
 CGT event Time of event Capital gain Capital loss
 B1Use andenjoyment beforetitle passes
 when use of theCGT assetpasses
 capital proceeds lessthe asset’s cost base
 asset’s reduced costbase less capitalproceeds
 End of a CGT asset
 End of a CGT asset
 CGT event Time of event Capital gain Capital loss
 C1
 Loss ordestructionof a CGTasset
 when compensation is firstreceived or, if none, when theloss is discovered ordestruction occurred
 capital proceeds lessthe asset’s cost base
 asset’s reducedcost base lesscapital proceeds
 C2
 Cancellation,surrenderand similarendings
 when the contract ending anasset is entered into or, if none,when an asset ends
 capital proceeds fromthe ending less theasset’s cost base
 asset’s reducedcost base lesscapital proceeds
 C3
 End of anoption toacquire
 when the option ends capital proceeds fromgranting the optionless expenditure in
 expenditure ingranting theoption less
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shares andso on
 granting it capital proceeds
 Bringing a CGT asset into existence
 Bringing a CGT asset into existence
 CGT event Time of event Capital gain Capital loss
 D1
 Creatingcontractualor otherrights
 when the contract isentered into or theright is created
 capital proceeds fromcreating the right lessincidental costs ofcreating the right
 incidental costs ofcreating the right lesscapital proceeds
 D2Granting anoption
 when the option isgranted
 capital proceeds fromthe grant lessexpenditure to grant it
 expenditure to grant theoption less capitalproceeds
 D3
 Granting aright toincome frommining
 when the contract isentered into or, ifnone, when the rightis granted
 capital proceeds fromthe grant of right lessthe expenditure to grantit
 expenditure to grant theright less capitalproceeds
 D4
 Entering intoaconservationcovenant
 when covenant isentered into
 capital proceeds fromcovenant less cost baseapportioned to thecovenant
 reduce cost baseapportioned to thecovenant less capitalproceeds from covenant
 Trusts
 Trusts
 CGT event Time of event Capital gain Capital loss
 E1Creating atrust over aCGT asset
 when the trustis created
 capital proceeds fromcreating the trust less theasset’s cost base
 asset’s reduced cost baseless capital proceeds
 E2
 Transferringa CGTasset to atrust
 when the assetis transferred
 capital proceeds from thetransfer less the asset’scost base
 asset’s reduced cost baseless capital proceeds
 E3Convertinga trust to aunit trust
 when the trustis converted
 market value of the assetat that time less its costbase
 asset’s reduced cost baseless that market value
 Capitalpayment for
 when thetrustee makes
 non-assessable part ofthe payment less the cost
 no capital loss
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E4 trustinterest
 the payment base of the trust interest
 E5
 Beneficiarybecomingentitled to atrust asset
 when thebeneficiarybecomesabsolutelyentitled
 for a trustee, marketvalue of the CGT asset atthat time less its costbase; for a beneficiary,that market value less thecost base of thebeneficiary’s capitalinterest
 for a trustee, reduced costbase of the CGT asset atthat time less that marketvalue; for a beneficiary,reduced cost base of thebeneficiary’s capital interestless that market value
 E6
 Disposal toabeneficiaryto end anincomeright
 the time of thedisposal
 for a trustee, marketvalue of the CGT asset atthat time less its costbase; for a beneficiary,that market value less thecost base of thebeneficiary’s right toincome
 for a trustee, reduced costbase of the CGT asset atthat time less that marketvalue; for a beneficiary,reduced cost base of thebeneficiary’s right to incomeless that market value
 E7
 Disposal toabeneficiaryto endcapitalinterest
 the time of thedisposal
 for a trustee, marketvalue of the CGT asset atthat time less its costbase; for a beneficiary,that market value less thecost base of thebeneficiary’s capitalinterest
 for a trustee, reduced costbase of the CGT asset atthat time less that marketvalue; for a beneficiary,reduced cost base of thebeneficiary’s capital interestless that market value
 E8
 Disposal byabeneficiaryof capitalinterest
 when thedisposalcontract isentered into or,if none, whenthe beneficiaryceases to ownthe CGT asset
 capital proceeds less theappropriate proportion ofthe trust’s net assets
 appropriate proportion of thetrust’s net assets less thecapital proceeds
 E9
 Creating atrust overfutureproperty
 when the entitymakes anagreement
 market value of theproperty (as if it existedwhen the agreement wasmade) less incidentalcosts in making theagreement
 incidental costs in makingthe agreement less themarket value of the property(as if it existed when theagreement was made)
 E10
 Annual costbasereductionexceedscost base
 when reductionhappens
 excess of cost basereduction over cost base
 no capital loss
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of interest inAMIT
 Leases
 Leases
 CGT event Time of event Capital gain Capital loss
 F1
 Grantinga lease
 for granting a lease, when the entityenters into the lease contract or, ifnone, at the start of the lease; for alease renewal or extension, at thestart of the renewal or extension
 capital proceedsless theexpenditure ongrant, renewal orextension
 expenditure ongrant, renewal orextension lesscapital proceeds
 F2
 Grantinga long-termlease
 for granting a lease, when thelessor grants the lease; for a leaserenewal or extension, at the start ofthe renewal or extension
 capital proceedsfrom the grant,renewal orextension less thecost base of theleased property
 reduced cost baseof the leasedproperty less thecapital proceedsfrom the grant,renewal orextension
 F3
 Lessorpayslessee toget leasechanged
 when the lease term is varied orwaived
 no capital gain amount ofexpenditure to getlessee’s agreement
 F4
 Lesseereceivespaymentforchanginga lease
 when the lease term is varied orwaived
 capital proceedsless the cost baseof lease
 no capital loss
 F5
 Lessorreceivespaymentforchanginga lease
 when the lease term is varied orwaived
 capital proceedsless expenditurefor variation orwaiver
 expenditure forvariation or waiverless capitalproceeds
 Shares
 Shares
 CGT event Time of event Capital gain Capital loss
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G1
 Capital payment for shares when the companypays a non-assessable amount
 paymentless costbase ofshares
 no capital loss
 G3Liquidator or administratordeclares shares or financialinstruments worthless
 when declaration ismade
 no capitalgain
 shares’ or financialinstruments’reduced cost base
 Special capital receipts
 Special capital receipts
 CGT event Time of event Capital gain Capital loss
 H1
 Forfeiture of adeposit
 when thedeposit isforfeited
 deposit less expenditurein connection with theprospective sale
 expenditure inconnection with theprospective sale lessdeposit
 H2Receipt for anevent relating toa CGT asset
 when the act,transaction orevent occurred
 capital proceeds less theincidental costs
 incidental costs lesscapital proceeds
 Cessation of residency
 Cessation of residency
 CGT event Time of event Capital gain Capital loss
 I1
 Individual orcompany stopsbeing anAustralianresident
 when the individualor company stopsbeing an Australianresident
 for each CGT assetthe person owns, itsmarket value less itscost base
 for each CGT asset theperson owns, its reducedcost base less its marketvalue
 I2
 Trust stopsbeing a residenttrust
 when the trustceases to be aresident trust forCGT purposes
 for each CGT assetthe trustee owns, itsmarket value less itscost base
 for each CGT asset thetrustee owns, its reducedcost base less its marketvalue
 Reversal of rollover
 Reversal of rollover
 CGT event Time of event Capital gain Capital loss
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J1
 Company stops being amember of a whollyowned group after arollover
 when thecompanystops being amember of awholly ownedgroup after arollover
 market value of theasset at the time ofthe event less itscost base
 reduced cost base ofthe asset less thatmarket value
 J2
 Change for replacementasset or improved assetafter a rollover underSubdivision 152-E
 when thechangehappens
 the amountmentioned insubsection 104-185(5)
 no capital loss
 J4
 Trust failing to cease toexist after rollover underSubdivision 124-N
 when thefailure tocease to existhappens
 for the company,market value of theasset at the time thecompany acquired itless its cost base atthat timefor a shareholder,market value of theshare at the time theshareholderacquired it less itscost base at thattime
 for the company,reduced cost base ofthe asset at the timethe company acquiredit less its market valueat that timefor a shareholder,reduced cost base ofthe share at the timethe shareholderacquired it less itsmarket value at thattime
 J5
 Failure to acquirereplacement asset and toincur fourth elementexpenditure after arollover underSubdivision 152-E
 at the end ofthereplacementasset period
 the amount of thecapital gain that youdisregarded underSubdivision 152-E
 no capital loss
 J6
 Cost of acquisition ofreplacement asset oramount of fourth elementexpenditure, or both, notsufficient to coverdisregarded capital gain
 at the end ofthereplacementasset period
 the amountmentioned insubsection 104-198(3)
 no capital loss
 Other CGT events
 Other CGT events
 CGT event Time of event Capital gain Capital loss
 K2
 Bankrupt pays anamount for debt
 when payment ismade
 no capital gain that part of thepayment that relatesto the denied part of a
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net capital loss
 K3Asset passing to atax-advantagedentity
 when anindividual dies
 market value of theasset at death less itscost base
 reduced cost base ofthe asset less thatmarket value
 K4CGT asset startsbeing trading stock
 when the assetstarts beingtrading stock
 market value of assetless its cost base
 reduced cost base ofasset less that marketvalue
 K5
 Special capitalloss from acollectable thathas fallen inmarket value
 when CGT eventA1, C2 or E8happens toshares in thecompany, or aninterest in thetrust, that ownsthe collectable
 no capital gain market value of theshares or interest (asif the collectable hadnot fallen in marketvalue) less the capitalproceeds from CGTevent A1, C2 or E8
 K6
 Pre-CGT sharesor trust interest
 when anotherCGT eventinvolving theshares or interesthappens
 capital proceeds fromthe shares or trustinterest that areattributable to post-CGT assets owned bythe company or trust,less the assets’ costbases
 no capital loss
 K7
 Balancingadjustment occursfor a depreciatingasset that youused for purposesother than taxablepurposes
 when thebalancingadjustment eventoccurs
 termination value lesscost times fraction
 cost less terminationvalue times fraction
 K8
 Direct value shiftsaffecting yourequity or loaninterests in acompany or trust
 the decreasetime for theinterests
 the capital gain workedout under section 725-365
 no capital loss
 K9
 Entitlement toreceive payment ofa carried interest
 when youbecome entitledto receive thepayment
 capital proceeds fromthe entitlement
 no capital loss
 K10
 You make a forexrealisation gain asa result of forexrealisation event 2
 when the forexrealisation eventhappens
 equal to the forexrealisation gain
 no capital loss
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and item 1 of thetable insubsection 775-70(1) applies
 K11
 You make a forexrealisation loss asa result of forexrealisation event 2and item 1 of thetable insubsection 775-75(1) applies
 when the forexrealisation eventhappens
 no capital gain equal to the forexrealisation loss
 K12Foreign hybrid lossexposureadjustment
 just before theend of theincome year
 no capital gain the amount stated insubsection 104-270(3)
 Consolidations
 Consolidations
 CGT event Time of event Capital gain Capital loss
 L1
 Reduction under section 705-57in tax cost setting amount ofassets of entity becomingsubsidiary member ofconsolidated group or MECgroup
 just after entitybecomessubsidiarymember
 no capital gain amount ofreduction
 L2
 Amount remaining after step 3Aetc of ‘joining allocable costamount is negative’
 just after entitybecomessubsidiarymember
 amountremaining
 no capital loss
 L3
 Tax cost setting amounts forretained cost base assetsexceed joining allocable costamount
 just after entitybecomessubsidiarymember
 amount ofexcess
 no capital loss
 L4
 No reset cost base assetsagainst which to apply excess ofnet allocable cost amount onjoining
 just after entitybecomessubsidiarymember
 no capital gain amount ofexcess
 L5
 Amount remaining after step 4 of‘leaving allocable cost amount isnegative’
 when entityceases to besubsidiarymember
 amountremaining
 no capital loss
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L6
 Error in calculation of tax costsetting amount for joining entity’sassets
 start of theincome yearwhen theCommissionerbecomes awareof the errors
 the netoverstatedamount resultingfrom the errors,or a portion ofthat amount
 the netunderstatedamount resultingfrom the errors,or a portion ofthat amount
 L8
 Reduction in tax cost settingamount for reset cost baseassets on joining cannot beallocated
 just after entitybecomessubsidiarymember
 no capital gain amount ofreduction thatcannot beallocated
 Appendix 2 Consumer price index (CPI)
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=115Last modified: 19 Feb 2018QC 51236
 All groups: weighted average of eightcapital cities
 YearQuarter ending
 31 Mar 30 Jun 30 Sep 31 Dec
 1985 – – 39.7 40.5
 1986 41.4 42.1 43.2 44.4
 1987 45.3 46.0 46.8 47.6
 1988 48.4 49.3 50.2 51.2
 1989 51.7 53.0 54.2 55.2
 1990 56.2 57.1 57.5 59.0
 1991 58.9 59.0 59.3 59.9
 1992 59.9 59.7 59.8 60.1
 1993 60.6 60.8 61.1 61.2
 1994 61.5 61.9 62.3 62.8
 1995 63.8 64.7 65.5 66.0
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1996 66.2 66.7 66.9 67.0
 1997 67.1 66.9 66.6 66.8
 1998 67.0 67.4 67.5 67.8
 1999 67.8 68.1 68.7 N/A*
 For an explanation of indexation and how it applies, see The indexation method.
 * If you use the indexation method to calculate your capital gain, the indexationfactor is based on increases in the CPI up to September 1999 only.
 Appendix 3 Flowcharts
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=116Last modified: 19 Feb 2018QC 51236
 Flowchart 3.1
 Treatment of bonus shares issued on or after 20 September 1985
 Flowchart 3.2
 Treatment of bonus units issued on or after 20 September 1985
 Flowchart 3.3
 Treatment of rights or options:
 to acquire shares where the rights or options were issued directly to you by thecompany (but not under an employee share scheme) for no payment becauseyou were a shareholder, orto acquire units where the rights or options were issued directly to you after28 January 1988 by the trust for no payment because you were a unit holder.
 Flowchart 3.4
 Treatment of rights or options:
 to acquire shares where the rights or options were acquired by you from anindividual or entity that acquired them as a shareholder in the company, orto acquire units where the rights or options were issued after 28 January 1988and were acquired by you from an individual or entity that acquired them as aunit holder in the trust.
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Flowchart 3.5
 Treatment of rights or options to acquire shares or units:
 you paid for and which were issued directly to you from the company (but notunder an employee share scheme) or trust, oryou acquired from an individual or entity that was not a shareholder or unitholder.
 Flowchart 3.6
 The capital gains tax (CGT) main residence exemption rules when you sell adwelling you inherited.
 Real estate and main residence needs to be read with this flowchart.
 Flowchart 3.1Treatment of bonus shares issued on or after 20 September 1985
 1. Did you acquire the original shares on or after 20 September 1985?
 Yes Read on from question 2.
 No Read on from question 4.
 2. Is any part of the bonus shares a dividend or treated as a dividend?
 Yes Read on from question 3.
 No Read answer 1.
 3. Were the bonus shares issued before 1 July 1987?
 Yes Read answer 1.
 No Read answer 3.
 4. Is any part of the bonus shares a dividend or treated as a dividend?
 Yes Read on from question 5.
 No Read on from question 6.
 5. Were the bonus shares issued before 1 July 1987?
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Yes Read on from question 6.
 No Read answer 2.
 6. Are the bonus shares partly paid?
 Yes Read on from question 7.
 No Read answer 4.
 7. Were the bonus shares issued before 10 December 1986?
 Yes Read answer 4.
 No Read on from question 8.
 8. Before sale of the bonus shares, were any more call payments made to thecompany?
 Yes Read answer 5.
 No Read answer 4.
 Answer 1
 1. The bonus shares are subject to capital gains tax.2. The bonus shares are acquired when the original shares were acquired.3. The cost base of each original and bonus share is equal to
 4. the cost base of the original shares divided by the total number of originaland bonus shares, plus
 5. any calls on partly paid bonus shares.
 Answer 2
 1. The bonus shares are subject to capital gains tax if issued on or after20 September 1985.
 2. The acquisition date of the bonus shares is their date of issue.3. The cost base is the amount of the dividend plus any calls on partly paid
 bonus shares.
 Answer 3
 1. The bonus shares are subject to capital gains tax.2. The acquisition date of the bonus shares is their date of issue.3. The cost base is the amount of the dividend, plus any calls on partly paid
 bonus shares.
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Answer 4
 You are taken to have acquired the bonus shares before 20 September 1985 andthey are not subject to capital gains tax.
 Answer 5
 1. The bonus shares are subject to capital gains tax.2. The acquisition date of the bonus shares is the date when the liability to pay
 the first call arises.3. The cost base is the market value of the bonus shares just before the liability
 to pay the first call arises, plus the amount of call payments made.
 Flowchart 3.2Treatment of bonus units issued on or after 20 September 1985
 1. Did you acquire the original units on or after 20 September 1985?
 Yes Read on from question 2.
 No Read on from question 3.
 2. Is any part of the bonus units included in your assessable income?
 Yes Read answer 1.
 No Read answer 2.
 3. Is any part of the bonus units included in your assessable income?
 Yes Read on from question 4.
 No Read on from question 5.
 4. Were the bonus units issued on or after 20 September 1985?
 Yes Read answer 1.
 No Read answer 4.
 5. Are the bonus units partly paid?
 Yes Read on from question 6.
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No Read answer 4.
 6. Were the bonus units issued before 10 December 1986?
 Yes Read answer 4.
 No Read on from question 7.
 7. Before the sale of the bonus units were any more call payments made to thetrust?
 Yes Read answer 3.
 No Read answer 4.
 Answer 1
 1. The bonus units are subject to capital gains tax.2. The acquisition date of the bonus units is their date of issue.3. The cost base is the amount included in assessable income, plus any calls on
 partly paid bonus units.
 Answer 2
 1. The bonus units are subject to capital gains tax.2. The bonus units are acquired when the original units were acquired.3. The cost base of each original and bonus unit is equal to
 4. the cost of the original units divided by the total number of original andbonus units, plus
 5. any calls on partly paid bonus units.
 Answer 3
 1. The bonus units are subject to capital gains tax.2. The acquisition date of the bonus units is the date when the liability to pay the
 first call arises.3. The cost base is the market value of the bonus units just before the liability to
 pay the first call arises, plus the amount of call payments made.
 Answer 4
 You are taken to have acquired the bonus units before 20 September 1985 andthey are not subject to capital gains tax.
 Flowchart 3.3Treatment of rights or options:
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to acquire shares where the rights or options were issued directly to you by thecompany (but not under an employee share scheme) for no payment becauseyou were a shareholder, orto acquire units where the rights or options were issued directly to you after28 January 1988 by the trust for no payment because you were a unit holder.
 1. Did you acquire the original shares or units before 20 September 1985?
 Yes Read question 2.
 No The acquisition date of the rights or options is the date of acquisition ofthe original shares or units. Read question 3.
 2. Did you exercise the rights or options on or after 20 September 1985?
 Yes Read answer 1.
 No Read answer 2.
 3. Did you exercise the rights or options?
 Yes Read answer 3.
 No Read answer 4.
 Answer 1
 1. The shares or units acquired on exercise of the rights or options are subject tocapital gains tax.
 2. The acquisition date of the shares or units is the date of exercise of the rightsor options to acquire the shares or units.
 3. The first element of the cost base and the reduced cost base of the shares orunits is:
 4. the market value of the rights or options at the time you exercise them,plus
 5. the amount you pay for the shares or units on exercising the rights oroptions, plus
 6. any amount that was included in your assessable income as a result ofthe rights or options being exercised on or after 1 July 2001.
 Although the shares or units are subject to capital gains tax, any capital gain orcapital loss you make from exercising the rights or options to acquire those sharesor units is disregarded.
 Answer 2
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1. If you did not exercise the rights or options, you disregard any capital gain orcapital loss on the sale or expiry of the rights or options.
 2. If you exercised the rights or options before that date, you disregard anycapital gain or capital loss you make when you dispose of the shares or unitsthat you acquired.
 Answer 3
 1. The shares or units acquired on exercise of the rights or options are subject tocapital gains tax.
 2. The acquisition date of the shares or units is the date of the exercise.3. The first element of the cost base and the reduced cost base of the shares or
 units is 4. the cost base of the rights or options at the time of exercise, plus5. the amount you pay for the shares or units on exercising the rights or
 options, plus6. any amount that was included in your assessable income as a result of
 the rights or options being exercised on or after 1 July 2001.
 Although the shares or units are subject to capital gains tax, any capital gain orcapital loss you make from exercising the rights or options to acquire those sharesor units is disregarded.
 Answer 4
 If the capital proceeds on the sale or expiry of the rights or options are more thantheir cost base, you make a capital gain.
 If the capital proceeds are less than their reduced cost base, you make a capitalloss.
 Flowchart 3.4Treatment of rights or options:
 to acquire shares where the rights or options were acquired by you from anindividual or entity that acquired them as a shareholder in the company, orto acquire units where the rights or options were issued after 28 January 1988and were acquired by you from an individual or entity that acquired them as aunit holder in the trust.
 1. Did you acquire the rights or options before 20 September 1985?
 Yes Read question 3.
 No The acquisition date of the rights or options was the date of the contractto acquire the rights or options or, if there was no contract, the date theother individual or entity stopped being the owner of the rights or options.Read question 2.
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2. Did you exercise the rights or options?
 Yes Read answer 4.
 No Read answer 1.
 3. Did you exercise the rights or options on or after 20 September 1985?
 Yes Read answer 3.
 No Read answer 2.
 Answer 1
 If the capital proceeds on the sale or expiry of the rights or options are more thantheir cost base, you make a capital gain.
 If the capital proceeds are less than their reduced cost base, you make a capitalloss.
 Answer 2
 1. If you did not exercise the rights or options, you disregard any capital gain orcapital loss on the sale or expiry of the rights or options.
 2. If you exercised the rights or options before that date, you disregard anycapital gain or capital loss when you dispose of the shares or units that youacquired.
 Answer 3
 1. The shares acquired on exercise of the rights or options are subject to capitalgains tax.
 2. The acquisition date of the shares is the date of exercise of the rights oroptions to acquire the shares or units.
 3. The first element of the cost base and the reduced cost base of the shares is:
 4. the market value of the rights or options at the time you exercise them,plus
 5. the amount you pay for the shares on exercising the rights or options,plus
 6. if the rights or options were exercised on or after 1 July 2001 (and as aresult, an amount is included in your assessable income) that amount.
 Although the shares or units are subject to capital gains tax, any capital gain orcapital loss you make from exercising the rights or options to acquire those sharesor units is disregarded.
 Answer 4
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1. The shares or units acquired on exercise of the rights or options are subject tocapital gains tax.
 2. The acquisition date of the shares or units is the date of exercise of the rightsor options.
 3. The first element of the cost base and the reduced cost base of the shares orunits is:
 4. the cost base of the rights or options at the time of exercise, plus5. the amount you paid for the shares or units on exercising the rights or
 options, plus6. any amount that was included in your assessable income as a result of
 the rights or options being exercised on or after 1 July 2001.
 Although the shares or units are subject to capital gains tax, any capital gain orcapital loss you make from exercising the rights or options to acquire those sharesor units is disregarded.
 Flowchart 3.5Treatment of rights or options to acquire shares or units:
 you paid for and which were issued directly to you from the company (but notunder an employee share scheme) or trust, oryou acquired from an individual or entity that was not a shareholder or unitholder.
 This flowchart does not apply to rights or options for the issue of units by thegrantor of the rights or options if they were exercised before 27 May 2005.
 1. Did you acquire the rights or options before 20 September 1985?
 Yes Read question 2.
 No Read question 4.
 2. Did you exercise the rights or options?
 Yes Read question 3.
 No Read answer 1.
 3. Did you exercise the rights or options on or after 20 September 1985?
 Yes Read question 5.
 No Read answer 4.
 4. Did you exercise the rights or options?
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Yes Read answer 3.
 No Read answer 2.
 5. Were the rights or options ones which were renewed or extended after20 September 1985?
 Yes Read question 6.
 No Read answer 5.
 6. Were they exercised before 27 May 2005?
 Yes Read answer 5.
 No Read answer 3.
 Answer 1
 You disregard any capital gain or capital loss you make on the sale or expiry of therights or options.
 Answer 2
 If the capital proceeds on the sale or expiry of the rights or options are more thantheir cost base, you make a capital gain. If the capital proceeds are less than theirreduced cost base, you make a capital loss.
 Answer 3
 1. The shares or units acquired on exercise of the rights or options are subject tocapital gains tax.
 2. The acquisition date of the shares or units is the date of exercise of the rightsor options.
 3. The first element of the cost base and the reduced cost base of the shares orunits is:
 4. the amount you paid for the rights or options, plus5. the amount you paid for the shares or units on exercising the rights or
 options.
 Although the shares or units are subject to capital gains tax, any capital gain orcapital loss you make from exercising the rights or options to acquire those sharesor units is disregarded.
 Answer 4
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You disregard any capital gain or capital loss on the shares or units acquired fromthe exercise of the rights or options because the shares or units were acquiredbefore 20 September 1985.
 Answer 5
 1. The shares or units acquired on exercise of the rights or options are subject tocapital gains tax.
 2. The acquisition date of the shares or units is the date of exercise of the rightsor options.
 3. The first element of the cost base and the reduced cost base of the shares orunits is:
 4. the market value of the rights or options at the time you exercised them,plus
 5. the amount you paid for the shares on exercising the rights or options.
 Although the shares or units are subject to capital gains tax, any capital gain orcapital loss you make from exercising the rights or options to acquire those sharesor units is disregarded.
 Flowchart 3.6The capital gains tax (CGT) main residence exemption rules when you sell adwelling you inherited.
 Real estate and main residence needs to be read with this flowchart.
 1. Did the deceased person acquire the dwelling before 20 September 1985?
 Yes Read question 2.
 No Read question 3.
 2. Did settlement of your contract to sell the dwelling happen within two years of theperson dying (or did the Commissioner allow you more time)?
 Yes Read answer 1.
 No Read question 5.
 3. Was the dwelling the deceased person’s main residence just before they died?
 Yes Read question 4.
 No Read answer 2.
 4. Just before they died, was the dwelling being used to produce income
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Yes Read answer 2.
 No Read question 2.
 5. From the deceased person’s death until settlement of your contract to sell theinherited dwelling, was it your main residence (or the main residence of anindividual who had a right to occupy it under the will or the spouse of the deceasedperson)?
 Yes Read question 6
 No Read answer 2.
 6. From the deceased person’s death until settlement of your contract to sell theinherited dwelling, was any part of the dwelling used to produce income?
 Yes Read answer 2.
 No Read answer 1.
 Answer 1
 Dwelling is fully exempt
 Answer 2
 Dwelling is not fully exempt (but you may qualify for a part exemption)
 Dwellings that passed to you before 21 August 1996
 This flowchart does not apply to a dwelling that passed to you before 21 August1996. For the rules that apply in that situation, see Real estate and main residence.
 Where the deceased person died before 20 September 1985
 If the deceased person died before 20 September 1985, the dwelling is fully exemptwhen you sell it. However, if you made a major capital improvement to the dwellingon or after 20 September 1985 and have used it to produce assessable income itmay be subject to CGT, see Real estate and main residence.
 Appendix 4 Definitions
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=117
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Last modified: 19 Feb 2018QC 51236
 Amount of capital gains from a trust (including a managed fund)Distributions from trusts can include different amounts but only the following typesof amounts are relevant for CGT purposes:
 distributions of all or a part of the trust’s income where the trust’s net incomefor tax purposes includes a net capital gaindistributions or other entitlements described as being referable to a specificcapital gain or gainsdistributions of non-assessable amounts.
 For more information on trusts, see Trust distributions.
 Assessable incomeAssessable income is all the income you have received that should be included onyour tax return. Generally, assessable income does not include non-assessablepayments from a unit trust, including a managed fund.
 Adjusted Division 6 percentageUnder recently enacted legislation relating to trusts, a beneficiary's adjustedDivision 6 percentage is the percentage of the income of the trust estate(disregarding any amount of a capital gain or a franked distribution to which anybeneficiary or the trustee is specifically entitled) that they are presently entitled to.
 For more information, see Trusts.
 Attribution managed investment trustAn attribution managed investment trust (AMIT) is a managed investment trust (MIT)whose trustee has chosen to apply the attribution rules in Division 276 of theIncome Tax Assessment Act 1997.
 Attribution managed investment trust member annual statementAn attribution managed investment trust member annual statement (AMMA) is amember statement provided by an AMIT to its members for an income year.
 Bonus sharesBonus shares are additional shares a shareholder receives wholly or partly as adividend. You may also be required to pay an amount to get them.
 Bonus unitsBonus units are additional units a unit holder receives from the trust. You may alsobe required to pay an amount to get them.
 Call on sharesA company may sometimes issue a partly paid share and then make a call to pay up
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part or all of the remaining outstanding balance.
 Capital gainYou may make a capital gain from a CGT event such as the sale of an asset.Generally, your capital gain is the difference between your asset’s cost base (whatyou paid for it) and your capital proceeds (what you received for it). You can alsomake a capital gain if a managed fund distributes an amount described as a capitalgain to you.
 Under the trust provisions, you may make a capital gain if you are:
 specifically entitled to an amount of a capital gain made by the trust, and/orthere is an amount of capital gain included in the income of the trust to whichno entity is specifically entitled and you are presently entitled to a share of thatincome.
 For more information, see Trusts.
 Capital gains disregarded by a foreign residentIf a foreign resident or the trustee of a foreign trust for CGT purposes has a CGTevent happen during the income year, to a CGT asset that is not considered to betaxable Australian property, any capital gain or capital loss made is disregardedunder Division 855 of the Income Tax Assessment Act 1997.
 For more information, see Foreign residents, temporary residents and changingresidency and Taxable Australian property.
 Capital gains taxCapital gains tax (CGT) refers to the income tax you pay on any net capital gain youmake and include on your annual income tax return. For example, when you sell (orotherwise dispose of) an asset as part of a CGT event, you are subject to CGT.
 Capital improvementA capital improvement does not include a repair that is deductible for income taxpurposes.
 Capital lossGenerally, you may make a capital loss as a result of a CGT event if you receivedless capital proceeds for an asset than its reduced cost base (what you paid for it).
 Capital proceedsCapital proceeds is the term used to describe the amount of money or the value ofany property you receive or are entitled to receive as a result of a CGT event. Forshares or units, capital proceeds may be:
 the amount you receive from the purchaserthe value of shares (or units) you receive on a demergerthe value of shares (or units) and the amount of cash you receive on a merger
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or takeover, ortheir market value if you give them away.
 CGT assetCGT assets include shares, units in a unit trust, collectables (such as jewellery),assets for personal use (such as furniture or a boat) and other assets (such as aninvestment property).
 CGT-concession amountsThese amounts are the CGT discount component of any actual distribution from amanaged fund.
 CGT discountThe CGT discount is the amount (or percentage) by which a capital gain may bereduced under the discount method, see the Discount method.
 CGT eventA CGT event happens when a transaction takes place such as the sale of a CGTasset. The result is usually a capital gain or capital loss.
 CollectablesA collectable is an artwork, an item of jewellery, an antique, a coin, a medallion, arare folio, a rare manuscript, a rare book, a postage stamp or a first day cover thatis used or kept mainly for personal use or enjoyment. Collectables also include aninterest in any of the listed items, a debt that arises from any of those items or anoption or right to acquire any of those items.
 Consolidation rulesEffective from 1 July 2002. Consolidation refers to taxing wholly owned groups assingle entities, and enables assets to be transferred between members of a groupwithout triggering capital gains or requiring cost base adjustments for membershipinterests. Subsidiary members are treated as part of the head company. Intra-grouptransactions are disregarded for income tax purposes.
 Convertible noteA convertible note is another type of investment you can make in a company or unittrust. A convertible note earns interest on the amount you pay to acquire the noteuntil the note’s expiry date. On expiry of the note, you can either ask for the returnof the money paid or convert that amount to acquire new shares or units.
 Cost baseThe cost base of an asset is generally what it costs you. It is made up of fiveelements:
 money you paid or property you gave for the assetincidental costs of acquiring or selling it (for example, brokerage and stamp
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duty)costs of owning it (generally this will not apply to shares or units because youwill usually have claimed or be entitled to claim these costs as tax deductions)costs associated with increasing or preserving its value or installing or movingit, andwhat it has cost you to preserve or defend your title or rights to it, for example,if you paid a call on shares.
 You may need to reduce the cost base for a share or unit by the amount of any non-assessable payment you receive from the company or fund.
 Debt forgivenessA debt is forgiven if you are freed from the obligation to pay it. A commercial debtthat is forgiven may reduce your capital loss, your cost base or your reduced costbase.
 DemergerA demerger involves the restructuring of a corporate or trust group by splitting itsoperations into two or more entities or groups. Under a demerger, the owners of thehead entity of the group acquire a direct interest in an entity (demerged entity) thatwas formerly part of the group.
 Demerger exemptionThis exemption applies to disregard certain capital gains or capital losses made bya demerging entity in a demerger group. A demerger group comprises the headentity of a group of companies or trusts and at least one demerger subsidiary.Discretionary trusts and superannuation funds cannot be members of a demergergroup.
 Demerger rolloverThis may apply to CGT events that happened on or after 1 July 2002 to intereststhat you own in the head entity of a demerger group where a company or trust isdemerged from the group. Generally, the head entity undertaking the demerger willadvise owners whether demerger rollover is available but you should seek ouradvice if you are in any doubt. We may have provided advice in the form of a classruling on a specific demerger, confirming that the rollover is available.
 This rollover allows you to defer your CGT obligation until a later CGT eventhappens to your original or your new shares or units.
 DemutualisationA company demutualises when it changes its membership interests to shares. If youreceived shares as part of a demutualisation of an Australian insurance company(for example, AMP, IOOF or NRMA), you are not subject to CGT until you sell theshares or another CGT event happens.
 Usually the company will advise you of your cost base for the shares you received.The company may give you the choice of keeping the shares they have given you
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or of selling them and giving you the capital proceeds.
 Depreciating assetsA depreciating asset is an asset that has a limited effective life and can reasonablybe expected to decline in value over the time it is used. Depreciating assets includeitems such as computers, tools, furniture and motor vehicles.
 Land and items of trading stock are specifically excluded from the definition ofdepreciating asset, as are most intangible assets such as options, rights andgoodwill.
 Discount methodThe discount method is one of the ways to calculate your capital gain if:
 the CGT event happened after 11.45am (by legal time in the ACT) on21 September 1999you acquired the asset at least 12 months before the CGT event.
 If you use the discount method, you do not index the cost base but you may be ableto reduce your capital gain by the CGT discount. However, you must first reduceyour capital gains by the amount of any capital losses made in the year and anyunapplied net capital losses from earlier years. You discount any remaining capitalgain.
 If you acquired the asset before 11.45am (by legal time in the ACT) on21 September 1999, you may be able to choose either the discount method or theindexation method, whichever gives you the better result.
 Discounted capital gainA discounted capital gain is a capital gain that has been reduced by the CGTdiscount. If you received the discounted capital gain from a managed fund you willneed to gross up the amount before you apply any capital losses and then the CGTdiscount.
 Disposal of assets by a trust to a companyYou can apply a rollover if a trust restructures and disposes of all of its assets to acompany and the units or interests in the trust are replaced by shares in thecompany.
 Disposal or creation of assets in a wholly-owned companyA rollover may be chosen to defer the capital gain if:
 you dispose of a CGT asset, or all the assets of a business, to a company inwhich you own all the shares, or you create a CGT asset in such a companyall the partners in a partnership dispose of partnership property to a companyin which they all own shares or the partners create a CGT asset in such acompany.
 281 of 293

Page 282
                        

Dividend reinvestment plansUnder these plans, shareholders can choose to have their dividend used to acquireadditional shares in the company instead of receiving a cash payment. For CGTpurposes, you are treated as if you received a cash dividend and then used it to buyadditional shares. Each share (or parcel of shares) received in this way is treatedas a separate asset when the shares are issued to you.
 DwellingA dwelling is anything that is used wholly or mainly for residential accommodation.Examples of a dwelling are a home, an apartment, a strata title unit or a unit in aretirement village.
 Employee share schemesEmployee share schemes (ESS) give employees benefits such as shares or theopportunity to buy shares (ie rights or options) in the company they work for at adiscounted price. These benefits are known as ESS interests. In most cases, ESSinterests are exempt from CGT implications until the discount on the ESS interesthas been taxed. When you sell your ESS interests (or resulting shares), they aretaxed under the CGT rules (or if you are a share trader, the trading stock rules).See Employee share schemes for more information.
 Exchange of rights or optionsYou may apply a rollover to defer the capital gain when you exchange rights oroptions to acquire shares in a company or units in a unit trust.
 This rollover is a type of replacement asset rollover.
 Exchange of share in one company for share in another companyYou may apply a rollover to defer the capital gain when you exchange shares in onecompany for shares in an interposed company.
 This rollover is a type of replacement asset rollover.
 Exchange of shares or unitsA rollover may be chosen to defer the capital gain if you exchange shares in thesame company or units in the same unit trust.
 This rollover is a type of replacement asset rollover.
 Exchange of units in a unit trust for share in a companyYou can apply a rollover to defer the capital gain when you exchange units in a unittrust for shares in a company due to a reorganisation.
 Extra capital gainsA beneficiary of a trust who has a share of a capital gain that was included in thenet income of the trust for tax purposes, will include an amount of extra capital gainswhen working out their own net capital gain. The amount of extra capital gains will
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depend on the beneficiary's share of a capital gain/s, the amount of the taxableincome of the trust that relates to the beneficiary's share of the capital gain/s andwhether any discounts or concessions were applied by the trustee when workingout the amount of the capital gain for tax purposes.
 For more information, see Trusts.
 Foreign resident capital gains withholdingFor foreign residents entering into transactions on or after 1 July 2016, a 10 percent withholding obligation will apply to the disposal of:
 taxable Australian real propertyan indirect Australian real property interestan option or right to acquire such property or such an interest.
 Gross upGrossing up applies to unit holders who are entitled to a share of the trust’s incomethat includes a capital gain reduced by the CGT discount. In this case, you ‘grossup’ your capital gain by multiplying by two your share of any discounted capital gainyou have received from the trust. You may also have to gross up a capital gain thatwas reduced by the small business 50% active asset reduction.
 Income yearA financial year in Australia is a period of 12 months beginning on 1 July and endingon the next 30 June. An income year is the period covered by your tax return,generally 1 July to the next 30 June. However, in particular circumstances, theCommissioner may allow a company or other entity to adopt another 12-monthperiod for their income year.
 Indexation factorThe indexation factor is worked out based on the consumer price index (CPI) atappendix 2.
 The indexation of the cost base of an asset is frozen as at 30 September 1999. ForCGT events after that time, the indexation factor is the CPI for the September 1999quarter (68.7), divided by the CPI for the quarter in which you incurred costs relatingto the asset. The result is taken to three decimal places rounding up if the fourthdecimal place is five or more.
 Indexation methodThe indexation method is one of the ways to calculate your capital gain if youacquired a CGT asset before 11.45am (by legal time in the ACT) on 21 September1999. This method allows you to increase the cost base by applying an indexationfactor (based on increases in the consumer price index up to September 1999).
 You cannot use the indexation method for:
 CGT assets acquired after 11.45am (by legal time in the ACT) on
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21 September 1999expenditure relating to a CGT asset acquired after that date.
 For CGT events after 11.45am (by legal time in the ACT) on 21 September 1999the discount method may give you the better result.
 Inter-company asset rolloverA same asset rollover is available where a company transfers or creates (CGTevent) a CGT asset in another company that is a member of the same wholly-owned group, but one of the companies is a non-resident.
 Legal personal representativeA legal personal representative can be either:
 the executor of a deceased estate (that is, a person appointed to wind up theestate in accordance with the will)an administrator appointed to wind up the estate if the person does not leave awill.
 LIC capital gain amountThis is an amount notionally included in a dividend from a listed investmentcompany (LIC) which represents a capital gain made by that company. The amountis not included as a capital gain at item 18 on the tax return (supplementarysection). See example 47 and the instructions for dividend income for question 11 inIndividual tax return instructions 2017.
 Main residenceYour main residence is your home, that is, the dwelling you regard as your mainplace of residence and nominate as such for any CGT concessions dealing with thedisposal of a main residence. For more information, see Is the dwelling your mainresidence?
 Main residence exemptionGenerally, you can ignore a capital gain or capital loss from a CGT event thathappens to a dwelling that is your main residence (also referred to as ‘your home’).You may make a capital gain or capital loss if you have used your home to produceincome, if it was not your home for the full period you owned it or if the land aroundyour home is more than two hectares.
 Managed fundA managed fund is a unit trust. The types of managed funds available include cashmanagement trusts, fixed interest trusts, mortgage trusts, property trusts, equitytrusts, international trusts and diversified trusts. Attribution managed investmenttrusts have separate tax rules.
 Managed investment trustA trust is a managed investment trust (MIT) if:
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the trustee of the trust is an Australian resident, or the central managementand control of the trust is in Australiathe trust does not carry on or control an active trading businessthe trust is a managed investment scheme under section 9 of the CorporationsAct 2001the trust is sufficiently widely-held and not closely-held. In this regard, specialcounting rules apply where investors in a MIT are specified widely held entitiesthe trust is operated or managed by an appropriately regulated entity.
 Market value substitution rule for capital proceedsIn some cases, if you receive nothing in exchange for a CGT asset (for example, ifyou give it away as a gift) you are taken to have received the market value of theasset at the time of the CGT event. You may also be taken to have received themarket value if your capital proceeds are more or less than the market value of theCGT asset, and you and the purchaser were not dealing with each other at arm’slength in connection with the event.
 You are said to be dealing at arm’s length with someone if each party actsindependently and neither party exercises influence or control over the other inconnection with the transaction. The law looks at not only the relationship betweenthe parties but also the quality of the bargaining between them.
 Market value substitution rule for cost base and reduced cost baseIn some cases, the general rules for calculating the cost base and reduced costbase have to be modified. For example, the market value may be substituted for thefirst element of the cost base and reduced cost base if:
 you did not incur expenditure to acquire the assetsome or all of the expenditure you incurred cannot be valued, oryou did not deal at arm’s length with the previous owner in acquiring the asset.
 Net capital gainA net capital gain is the difference between your total capital gains for the year andthe total of your capital losses for the year and unapplied net capital losses fromearlier years, less any CGT discount and small business CGT concessions to whichyou are entitled.
 Net capital lossIf your total capital losses for the year are more than your total capital gains, thedifference is your net capital loss for the year. This loss can be carried forward anddeducted from capital gains you make in later years. There is no time limit on howlong you can carry forward a net capital loss.
 Capital losses from collectables can only be used to reduce capital gains fromcollectables. If your total capital losses from collectables for the year are more thanyour total capital gains from collectables, you have a net capital loss fromcollectables for the year. This loss is carried forward and deducted from capitalgains from collectables in later years. There is no time limit on how long you can
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carry forward a net capital loss from a collectable.
 Non-assessable paymentA non-assessable payment is a payment received from a company or fund that isnot assessed as part of your income on your tax return.
 This includes some distributions from unit trusts, managed funds and companies.
 'Other' methodTo calculate your capital gain using the 'other' method, you subtract your cost basefrom your capital proceeds. You must use this method for any shares or units youhave bought and sold within 12 months (that is, when the indexation and discountmethods do not apply).
 Other CGT assets and any other CGT eventsAny capital gain or capital loss that you have made that does not fit into any of themore specific categories listed at item 1 of the CGT schedule. For example,disposal of your forestry interests in a forestry managed investment scheme orhedging financial arrangements.
 Other real estateAny real estate including land and buildings that are situated outside of Australia, forexample, a rental property situated in the United States.
 Other exemptions and rolloversAny exemption or rollover that you have applied that is not listed in one of the morespecific codes under the question 'Have you applied an exemption or rollover?' ofthe individual tax return (supplementary section) or your entity's tax return.
 Other sharesAny shares that are not listed on an Australian securities exchange, such asprivately held shares or shares listed on a foreign securities exchange, but not alsoon an Australian securities exchange, for example, shares listed on the New YorkStock Exchange (NYSE).
 Other unitsAny units in a unit trust that are not listed on an Australian securities exchange,such as privately held units or units listed on a foreign securities exchange, but notalso on an Australian securities exchange, for example, units listed on the NYSE.
 Ownership interestYou have an ownership interest if you own a dwelling or land. For othercircumstances where you may have an ownership interest, see What is anownership interest?
 Pre-CGT
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Acquired before 20 September 1985. Assets acquired before this date are generallyexempt from CGT. An exception is if CGT event K6 applies.
 Prior year net capital lossesSee Unapplied net capital losses.
 Post-CGTAcquired on or after 20 September 1985.
 Real estate situated in AustraliaAny real property including land and buildings that are situated in Australia.
 Reduced cost baseThe reduced cost base is the amount you take into account when you are workingout whether you have made a capital loss when a CGT event happens.
 The reduced cost base may need to have amounts deducted from it such as non-assessable payments.
 The reduced cost base does not include indexation or costs of owning the assetsuch as interest on monies borrowed to buy it.
 Replacement asset rolloversA replacement asset rollover may apply to defer the capital gain when you replacean asset in certain circumstances.
 For more information, see Other exemptions and rollovers.
 RolloverA rollover allows a capital gain to be deferred or disregarded until a later CGT eventhappens.
 Same asset rolloverA same asset rollover allows a capital gain that you make to be deferred when youtransfer or dispose of assets in certain circumstances.
 For more information, see Other exemptions and rollovers.
 Scrip for scrip rolloverA scrip for scrip rollover can apply to CGT events that happened on or after10 December 1999 in the case of a takeover or merger of a company or fund inwhich you have holdings. The company or fund would usually advise you if therollover conditions have been satisfied.
 This rollover allows you to defer your CGT obligation until a later CGT eventhappens to your shares or units.
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You may only be eligible for partial rollover if you received shares (or units) pluscash for your original shares. In that case, if the information provided by thecompany or fund is not sufficient for you to calculate your capital gain, you mayneed to seek advice from us.
 Share buy-backIf you disposed of shares back to a company under a buy-back arrangement, youmay have made a capital gain or capital loss.
 Some of the buy-back price may have been treated as a dividend for tax purposes.The time you make the capital gain or capital loss will depend on the conditions ofthe particular buy-back offer.
 Share in companies listed on an Australian securities exchangeThese do not include shares in privately owned companies whereby those sharesare not publicly traded. Shares in a privately owned company should be included inthe Other Shares label.
 Small business CGT concessionsThere are four small business CGT concessions available if certain conditions aresatisfied. They are, the:
 small business 15-year exemptionsmall business 50% active asset reductionsmall business retirement exemptionsmall business rollover.
 These concessions apply to CGT events that happened after 11.45am (by legaltime in the ACT) on 21 September 1999. For information on these concessions, seeCapital gains tax concessions for small business – overview.
 Specifically entitledA beneficiary that is specifically entitled to the whole or part of a capital gain madeby the trust will be assessable on the amount of the net (taxable) income of the trustthat relates to that gain.
 Generally, a beneficiary will be taken to be specifically entitled to an amount of acapital gain if they have received or are likely to receive the benefit of that capitalgain.
 SpouseYour 'spouse' includes another person (of any sex) who:
 you were in a relationship with that was registered under a prescribed state orterritory law,although not legally married to you, lived with you on a genuine domestic basisin a relationship as a couple.
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Takeovers and mergersIf a company in which you held shares was taken over or merged and you receivednew shares in the takeover or merged company, you may be entitled to a scrip forscrip rollover.
 If the scrip for scrip conditions were not satisfied, your capital proceeds for youroriginal shares will be the total of any cash and the market value of the new sharesyou received.
 Tax-advantaged entityA tax-advantaged entity is a tax-exempt entity, or the trustee of:
 a complying superannuation funda complying approved deposit funda pooled superannuation fund.
 Unapplied net capital losses from earlier yearsThis is the amount of net capital losses from earlier years remaining after you havededucted any capital gains made between the years when the losses were madeand the current year.
 You use unapplied net capital losses from earlier years to reduce capital gains inthe current year (after those capital gains have been reduced by any capital lossesin the current year).
 You can only use unapplied net capital losses from collectables from earlier years toreduce capital gains from collectables in the current and future years.
 Unit trustA unit trust is a trust or fund that is divided into units representing capital andincome entitlements. Units may be traded or redeemed (including the switching andtransferring of units). A managed fund is a type of unit trust.
 Units in unit trusts listed on an Australian securities exchangeThese do not include units in private equity trusts or family trusts, whereby the trustis created for the benefit of one or more ascertainable beneficiaries, and not for thepromotion of the welfare of the general public or for the advancement of a cause.Units in a private trust should be included in the Other units label.
 Appendix 5 Abbreviations
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=118Last modified: 19 Feb 2018QC 51236
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ACT Australian Capital Territory
 CGT capital gains tax
 CPI consumer price index
 CYCG current year capital gains
 CYCL current year capital losses
 ESS employee share scheme
 FMIS forestry managed investment scheme
 GST goods and services tax
 GVSR general value shifting regime
 LIC listed investment company
 MDO medical defence organisation
 PYNCL prior year net capital losses
 SIC shortfall interest charge
 TFN tax file number
 TOFA taxation of financial arrangements
 UNCL unapplied net capital losses
 UCA uniform capital allowance
 Publications and rulingshttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=119Last modified: 19 Feb 2018QC 51236
 To get any publication that we talk about in this guide:
 go to Forms and instructions and search for the name of the publication or form
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go to law.ato.gov.au for rulings, determinations and practice statementsphone 1300 720 092.
 Publications
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=120Last modified: 19 Feb 2018QC 51236
 Publications relevant to this guide include:
 Capital gains tax concessions for small business – overviewCapital gains tax (CGT) schedule 2017Carrying on a business of share tradingChoices you make under capital gains taxCompany tax return instructions 2017Comparison of changes to small business CGT concessions since 2006Employee share schemesESS: Rollover reliefForeign exchange gains and lossesForeign income exemption for Australian residents and temporary residents –employee share schemesForeign resident capital gains withholding paymentsGeneral value shifting regime: overview of provisionsGeneral value shifting regime: who it affectsGuide to depreciating assets 2017 (NAT 1996)Guide to tax lossesGuide to the general value shifting regimeGuide to the taxation of financial arrangements (TOFA)Look-through treatment for earnout arrangementsLossesPersonal investors guide to capital gains tax 2017 (NAT 4152)Rental properties 2017 (NAT 1729)Shares and other securities that become worthlessShortfall interest chargeSmall business CGT concessionsTransferring real estate to family or friendsVenture capital tax incentives and concessionsYou and your shares 2017 (NAT 2632)
 Rulings and determinations
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 https://www.ato.gov.au/general/capital-gains-tax/small-business-cgt-concessions/
 https://www.ato.gov.au/Forms/Capital-gains-tax-(CGT)-schedule-2017/
 https://www.ato.gov.au/general/capital-gains-tax/shares,-units-and-similar-investments/shareholding-as-investor-or-share-trading-as-business-/
 https://www.ato.gov.au/general/capital-gains-tax/selling-an-asset-and-other-cgt-events/Making-choices-and-requesting-extensions/
 https://www.ato.gov.au/Forms/Company-tax-return-instructions-2017/
 https://www.ato.gov.au/ess
 https://www.ato.gov.au/General/Employee-share-schemes/In-detail/Rollover-relief/ESS---Rollover-relief/
 https://www.ato.gov.au/Business/Foreign-exchange-gains-and-losses/
 https://www.ato.gov.au/General/Employee-share-schemes/In-detail/Foreign-residents/ESS---Foreign-income-exemption-for-Australian-residents-and-temporary-residents---employee-share-schemes/
 https://www.ato.gov.au/General/New-legislation/In-detail/Direct-taxes/Income-tax-for-individuals/Foreign-resident-capital-gains-withholding-payments/
 https://www.ato.gov.au/Business/Consolidation/In-detail/General-value-shifting-regime/Overview-of-provisions/
 https://www.ato.gov.au/Business/Consolidation/In-detail/General-value-shifting-regime/Who-it-affects/
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-depreciating-assets-2017/
 https://www.ato.gov.au/General/Losses/
 https://www.ato.gov.au/Business/Consolidation/In-detail/General-value-shifting-regime/Guide-to-the-general-value-shifting-regime/
 https://www.ato.gov.au/business/taxation-of-financial-arrangements-(tofa)/in-detail/guide-to-the-taxation-of-financial-arrangements-(tofa)/
 https://www.ato.gov.au/general/new-legislation/in-detail/direct-taxes/income-tax-on-capital-gains/cgt--look-through-treatment-for-earnout-rights/
 https://www.ato.gov.au/General/Losses/
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Personal-investors-guide-to-capital-gains-tax-2017/
 https://www.ato.gov.au/forms/rental-properties-2017/
 https://www.ato.gov.au/General/Capital-gains-tax/Shares,-units-and-similar-investments/Investments-in-a-company-in-liquidation-or-administration/
 https://www.ato.gov.au/general/interest-and-penalties/shortfall-interest-charge/
 https://www.ato.gov.au/general/capital-gains-tax/small-business-cgt-concessions/
 https://www.ato.gov.au/general/capital-gains-tax/your-home-and-other-real-estate/sale-of-property-and-other-cgt-events/transferring-real-estate-to-family-or-friends/
 https://www.ato.gov.au/Business/Venture-capital-and-early-stage-venture-capital-limited-partnerships/
 https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/You-and-your-shares-2017/
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https://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=121Last modified: 19 Feb 2018QC 51236
 These are available from our legal database at law.ato.gov.au
 Draft Taxation Ruling TR 2007/D10 (Withdrawn) - Income tax: capital gains:capital gains tax consequences of earnout arrangementsTaxation Determination TD 97/3 - Income tax: capital gains: if a parcel of landacquired after 19 September 1985 is subdivided into lots ('blocks'), do Parts 3-1 and 3-3 of the Income Tax Assessment Act 1997 treat a disposal of a blockof the subdivided land as the disposal of part of an asset (the original landparcel) or the disposal of an asset in its own right (the subdivided block)?Taxation Ruling TR 92/3 - Income tax: whether profits on isolated transactionsare incomeTaxation Ruling TR 95/35 - Income tax: capital gains: treatment ofcompensation receiptsTaxation Ruling TR 2002/10 - Income tax: capital gains tax: assets registerTaxation Ruling TR 2004/18 - Income tax: capital gains: application of CGTevent K6 (about pre-CGT shares and pre-CGT trust interests) in section 104-230 of the Income Tax Assessment Act 1997Taxation Ruling TR 2006/14 - Income tax: capital gains tax: consequences ofcreating life and remainder interests in property and of later events affectingthose interestsTaxation Ruling TR 2014/5 - Income tax: matrimonial property proceedings andpayments of money or transfers of property by a private company to ashareholder (or their associate)Law Companion Ruling LCR 2015/11 - Attribution Managed Investment Trusts:annual cost base adjustments for units in an AMIT and associated transitionalrules.Law Companion Ruling LCR 2016/8 - Superannuation reform: transfer balancecap and transition-to-retirement reforms: transitional CGT relief forsuperannuation funds
 More informationhttps://www.ato.gov.au/Individuals/Tax-return/2017/In-detail/Publications/Guide-to-capital-gains-tax-2017/?page=122Last modified: 19 Feb 2018QC 51236
 Phone
 We can offer a more personalised service if you provide a tax file number (TFN).
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Individual tax 13 28 61
 Individual income tax and general personal tax enquiries, including capital gains tax.
 Business 13 28 66
 Information about business income tax, fringe benefits tax (FBT), fuel tax credits(FTC), goods and services tax (GST), pay as you go (PAYG) and activitystatements, including lodgment and payment, accounts and business registration(including Australian business number and tax file number), dividend and royaltywithholding tax.
 Superannuation 13 10 20
 Other services
 If you do not speak English well and want to talk to a tax officer, phone theTranslating and Interpreting Service (TIS) on 13 14 50 for help with your call.
 If you are deaf or have a hearing or speech impairment, contact us through theNational Relay Service (NRS). For more information, go to relayservice.com.au
 Our commitment to you
 We are committed to providing you with accurate, consistent and clear information to help you understandyour 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 asa 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. Makesure 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 toyou, 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 waythat suggests the ATO or the Commonwealth endorses you or any of your services or products).
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