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	Introduction to capital gains tax

	
	What is capital gains tax?

Capital gains tax (CGT) is the tax that you pay on any capital gain you make and include on your annual income tax return. It is not a separate tax, merely a component of your income tax. You are taxed 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 (including any net capital 

losses from previous years) 

minus 
any CGT discount and small business CGT concessions to which you are entitled. 

For detailed information about capital gains tax refer to the following publications:

· Guide to capital gains tax (NAT 4151-6.2004) – this publication explains how capital gains tax works and will help you to calculate your net capital gain or net capital loss.
  

· Personal investors guide to capital gains tax (NAT 4152-6.2004) – this is a shorter publication which covers the sale or gift or other disposal of shares or units, distribution of capital gains from managed funds and non-assessable payments from companies or managed funds. It does not cover CGT consequences for bonus shares, shares acquired under an employee share scheme, bonus units, rights and options, and shares and units where a takeover or demerger has occurred – you will need to refer to the Guide to capital gains tax.
  

· Guide to capital gains tax concessions for small business (NAT 8384-5.2003) – this publication explains what concessions are available if during the year you sold a small business or an asset of a small business.

Keeping records – don’t leave it too late

It’s time to start keeping records or start a CGT asset register, if you: 

· purchase or inherit an asset 

· receive an asset as part of a divorce settlement or as a gift, or 

· make improvements to property.

Incomplete records could mean paying more tax when you dispose of an asset. If you need more information on record keeping and the assets that attract CGT, refer to the Guide to capital gains tax. 

When does CGT apply?

You usually make a capital gain or a capital loss if a CGT event happens. You can also make a 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 capital proceeds and the cost base of your CGT asset—for example, if you sell an asset for more than you paid for it, the difference is your capital gain. 

You make a capital loss if the reduced cost base of your CGT asset is greater than your capital proceeds. The capital loss is the difference between the capital proceeds and the reduced cost base. 

Where does CGT apply?

Australian residents can make a capital gain (or capital loss) if a CGT event happens to any of their assets anywhere in the world.

How do I know if I have to pay CGT?

To determine whether you have to pay CGT, you will need to know if you have made a net capital gain. For this, you will need to know the following:

· whether a CGT event has happened 

· the date of the CGT event 

· what assets are subject to CGT 

· the date and amount of any expenditure you incurred that forms part of the cost base of the asset, and 

· the amount of money and value of property you received - or were entitled to receive - for the asset.

What is a CGT asset?

Many CGT assets are easily recognisable. They include:

· real estate—for example, a holiday home 

· shares in a company 

· units in a unit trust or managed investment fund 

· collectables—for example, jewellery, and 

· personal use assets—for example, furniture.

Other CGT assets are not so well understood—for example:

· contractual rights 

· options 

· foreign currency 

· goodwill.

Exemptions and exceptions

Generally speaking, you disregard a capital gain or capital loss on: 

· an asset you acquired before 20 September 1985
  

· cars, motorcycles and similar vehicles 
  

· compensation you received for personal injury 
  

· disposing of your main residence. This can change depending on how you came to own the residence, whether it is on more than 2 hectares of land and what you have done with it—for example, if you have rented it out, you may be liable to some tax when you sell it 
  

· a collectable—for example, an antique or jewellery—if you acquired it for $500 or less
  

· a personal use asset—for example, items such as boats, furniture, electrical goods and household items used or kept mainly for personal use or enjoyment—if you acquired it for $10,000 or less. You also disregard any capital loss you make from a personal use asset, irrespective of the cost
  

· the exchange of shares and units you own in a company or trust that is taken over if certain conditions are met
  

· shares in a company or interests in a trust where there has been a demerger and certain conditions have been met, or
  

· disposing of an asset to which the small business 15-year exemption applies. There are a range of concessions that allow you to disregard part or all of a capital gain made from an active asset you use in your small business. For more information see Guide to capital gains tax concessions for small business (NAT 8384-5.2003).

What is a CGT event?

CGT events are the different types of transactions or events that may result in a capital gain or capital loss. Many CGT events involve a CGT asset, for example, a sale of shares.

The sale of an asset is simply one of more than 50 CGT events that can produce a capital gain or capital loss. Some of the more common CGT events or situations that may produce a capital gain or capital loss are:

· an asset you own is lost or destroyed 

· you give an asset away 

· you enter into an agreement not to work in a particular industry for a set period of time 

· shares you own are cancelled, surrendered or redeemed 

· shares you own are declared worthless by a liquidator 

· you grant an option to someone to buy an asset that you own 

· you receive a non-assessable payment from a unit trust or managed fund 

· you dispose of a depreciating asset that you used for private purposes, or 

· you stop being an Australian resident. 

How to calculate your capital gain or capital loss

For most CGT events you have made a capital gain if the amount of money and value of any property you received - or were entitled to receive - from the CGT event is more than the cost base of the asset. You may have to pay tax on your capital gain.

For most CGT events you have made a capital loss if the amount of money and value of any property you received - or were entitled to receive - from a CGT event is less than the reduced cost base of your asset. 

You cannot deduct a capital loss from your income, but it can be used to reduce any capital gain you made in the same financial year. 

You can only use capital losses from collectables to reduce capital gains from collectables. 

You must disregard capital losses from personal use assets. 

If your capital losses in a financial year exceeded your capital gains for that year, you have made a net capital loss for that year. You can carry forward this net capital loss to reduce any capital gains you make in future years. 

There are three methods you can use to calculate your capital gain or capital loss. They are the:

· indexation method 

· discount method, and 

· 'other' method (for all CGT events where the asset has been owned for less than 12 months).

Each of these methods is discussed in detail in the publication Guide to capital gains tax.

How much tax is payable on a capital gain?

CGT is not a separate tax, but a component of income tax. This means that the rate of tax you pay on a capital gain depends on your other income (see Individual resident income tax rates).

Example
Fran’s taxable income of $56,000 in 2003-04 included a net capital gain of $1,000. The tax rate which applies to income between $52,001 and $62,500 for 2003-04 is 42 cents per dollar plus Medicare levy of 1.5 cents per dollar.

The tax and Medicare levy which applies to Fran’s capital gain is $435 (43.5 cents x $1,000).

What to read/do next

· Guide to capital gains tax (NAT 4151-6.2004) – this publication explains how capital gains tax works and will help you to calculate your net capital gain or net capital loss.
  

· Personal investors guide to capital gains tax (NAT 4152-6.2004) – this is a shorter publication which covers the sale or gift or other disposal of shares or units, distribution of capital gains from managed funds and non-assessable payments from companies or managed funds. It does not cover CGT consequences for bonus shares, shares acquired under an employee share scheme, bonus units, rights and options, and shares and units where a takeover or demerger has occurred – you will need to refer to the Guide to capital gains tax.
  

· Guide to capital gains tax concessions for small business (NAT 8384-5.2003) – this publication explains what concessions are available if during the year you sold a small business or an asset of a small business.



	

	


