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Audit checklist 
Claiming losses from business activities

Taxpayer’s name		
Tax file number		
Year ended		
Address		

1. Has the individual taxpayer incurred a tax loss from a business activity as a sole trader or an individual in partnership?  	YES/NO
	If yes, go to question 2.  If no, there is no need to continue.
2. Does the taxpayer satisfy the $40,000 primary producer or professional artist exception?	YES/NO
AUDIT TRAP
Make sure the client is ‘carrying on a business’ which qualifies as a primary production or a professional arts business.   
	If yes, the tax loss can be deducted.  If no, go to question 3.
3. Was the total of the taxpayer’s taxable income (disregarding the tax loss from the business activity and assessable FHSS released amount), reportable fringe benefits amount, reportable superannuation contributions and total net investment losses for the year less than $250,000?	YES/NO
	If yes, go to question 4.  If no, go to question 8.
4. Did the business activity generate assessable income of at least $20,000? 	YES/NO
AUDIT TRAP
Make sure only assessable income from the business activity is included.  Also, ensure that any reasonable estimates, where the activity is carried on for only part of the year, can be fully supported by the client.
	If yes, the tax loss can be deducted. If no, go to question 5.
5. Did the taxpayer make a tax profit from the activity in three of the last 
five years (including the current income year)?	YES/NO
	If yes, the tax loss can be deducted. If no, go to question 6.
6. Is the value (i.e., reduced cost base or market value if greater) of real property used in the activity on a continuing basis at least $500,000?	YES/NO
	If yes, the tax loss can be deducted. If no, go to question 7.
7. Is the value of other assets used in the business activity on a continuing basis at least $100,000?	YES/NO
	If yes, the tax loss can be deducted. If no, go to question 8.
8. 
Did the tax loss arise because of special circumstances (e.g., natural disaster, illness, etc.) beyond the control of the taxpayer?	YES/NO
AUDIT TRAP
The taxpayer must apply for a private ruling and show that, if it were not for special circumstances, the business would have met one of the tests in questions 4 to 7 above.
	If yes, and the Commissioner’s discretion is exercised, the tax loss can be deducted.  If no, go to question 9. 
9. Is the nature of the business activity such that it is not expected to become commercially viable until a certain period after commencement?	YES/NO
AUDIT TRAP 
The taxpayer must apply for a private ruling and show that the activity will be able to produce a tax profit, or (in the case of the taxpayer answering ‘yes’ to question 3 above only) meet one of the tests in questions 4 to 7 above, within a reasonable period for the industry concerned.  
Alternatively, a product ruling may exist for the activity.
	If yes, and the Commissioner’s discretion is exercised, the tax loss can be deducted.  If no, the tax loss cannot be deducted and must be deferred.  
The amount to be carried forward and deducted in a future income year may be affected where the taxpayer has exempt income or becomes bankrupt.
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Overview of the CGT rules
No
1.  Did a CGT event happen during 	the income year?
2.  Do the capital proceeds exceed 	the cost base?
3.  Does the reduced cost base 	exceed the capital proceeds?
The excess is the capital loss from    the CGT event.

A capital gain arises.
No capital gain or loss arises from the transaction.
Yes
   No
Yes
Yes
No
The capital gain or loss may be disregarded (e.g., a capital gain or loss that arises from the sale of a taxpayer’s main residence).  Furthermore, a capital gain may be reduced by certain discounts, concessions and reductions (e.g., the CGT general discount and/or the Small Business Concessions).  
Any remaining net capital gain will be included in the taxpayer’s assessable income.




CGT Method Statement 
Working out an individual’s net capital gain
Step 1 – Calculate the gross capital gains of the individual for the current income year.
Note 1: Certain capital gains and losses are disregarded when working out a gross capital gain (e.g., where a capital gain on an active asset qualifies for the 15-year small business exemption or the capital gain on a dwelling satisfies the main residence exemption).
Note 2: A beneficiary of a trust is required to ‘gross-up’ their ‘attributable’ capital gain under the rules contained in S.115-215(3), as follows:
(a) Where neither the 50% CGT discount nor the 50% active asset reduction were applied by the trust, the beneficiary’s ‘attributable’ capital gain is not grossed up.
(b) Where one of the 50% CGT discount or the 50% active asset reduction was applied by the trust, the beneficiary’s ‘attributable’ capital gain is doubled.
(c) Where both the 50% CGT discount and the 50% active asset reduction were applied by the trust, the beneficiary’s ‘attributable’ capital gain is multiplied by four.  
Step 2 – Reduce the amount at STEP 1 by any capital losses of the current year.  Reduce the amount remaining (if any) by any unused net capital losses from earlier income years.
Note 1: An individual can choose the order in which capital gains are reduced.  
If the capital losses for the year exceed the capital gains for the same year, a net capital loss results.
Note 2: Unapplied prior year net capital losses are applied in the order incurred.
Step 3 – Reduce each amount of a capital gain remaining after STEP 2 (if any) by the CGT general discount (e.g., 50% for resident individuals), if applicable. 
Step 4 – Where any capital gains qualify for the following small business concessions, apply those concessions to each capital gain as provided for in those subdivisions.
1.	The 50% active asset reduction (refer to Subdivision 152-C);
2.	The retirement exemption (refer to Subdivision 152-D); and/or
3. 	The replacement active asset rollover (refer to Subdivision 152-E).
Step 5 – Add up the amounts of capital gains (if any) remaining after STEP 4.  The sum is the individual’s net capital gain for the income year and is shown in their income tax return.


	© National Tax & Accountants’ Association Ltd: May – June 2012	

