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Disclaimer: The advice contained in this article is for general information only and should not be taken as financial advice. 
Please make sure to speak to a qualified professional person before making any investment decision.

M A N A G E M E N T TA X

Q

Got tax queries regarding your 
property investments and wealth 

creation strategies? Our experts are on 
hand to answer them 

editor.yipmag@keymedia.com.au

I purchased and lived in my 
unit from 2008 to 2016.                                                   
I purchased a house 
in 2016, which was my 
residential property, 
but I kept my unit and 
rented it out.

I now intend to rent 
my house out for the 
next five years whilst 
I work interstate. I have 
not decided yet if I will 
buy another property or 
just rent for the next five 
years. If I decide to sell 
my unit now, after two 
years of renting it out, can 
I please have clarification 
on the capital gains tax 
implications? 

Thanks, Darren

If a dwelling that was your 
main residence stops being 
your main residence and 
is then used for income-
producing purposes, the 
maximum period the dwelling 
can be treated as a main 
residence is six years from 
first renting it out. However, 
you can only have one main 
residence at any one time.

Should you elect to 
nominate your unit as your 
main residence until you sell it, 
then no CGT will apply on the 
sale as you will be able to claim 
main residence exemption on 
that property. However, that 
will mean your current home 
will be subject to pro rata 
CGT when you sell. The future 
capital gain on the home will 
be calculated as follows:
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Lilian Fisher 
is partner at 

Chan & Naylor Perth

Total capital gain 
x 

days property was main 
residence for tax purposes

Taxable capital gain 
=

Total ownership period 
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after you first rent it out.  
This is assuming you don’t 
have another main residence 
at the same time.

One point to note is that 

this will only apply if you 
continue to live in Australia 
and not overseas, as the 
rules have changed from 
9 May 2017 and foreign 
residents are not able to 
claim the temporary absence 
rule of up to six years on a 
main residence if they sell the 
family home while overseas 
as non-tax residents. 

The exception to this is if 
you acquired the property 
before 9 May 2017 and 
then sold it prior to 30 June 
2019; in this case, the 
main residence exemption 
could still apply. However, 
if you acquired your home 
after 9 May 2017, then no 
exemption will apply for 
non-residents, even if you 
lived in the property.

 

Need to know

   You can only have one 
main residence at a time. 

  No CGT applies under the 
six-year main residence 
exemption.

  Exemptions apply only in 
domestic cases and not to 
residents overseas.

Should you choose to 
nominate your current 
home as your main 
residence, then the unit will 
be subject to capital gain.

You should obtain a 
valuation of the unit at the 
date it first earned rental 
income. That valuation 
amount now becomes the 
reset cost base for CGT 
purposes. The capital gain 
for tax purposes will then 
be calculated based on 
the reset cost base, ie the 
valuation amount. 

Any costs you incurred 
prior to that first rental date 
are ignored, and any capital 
improvements to the unit 
once rented out can be 
added to the cost base for 
CGT purposes, as well as 
any costs you incurred and 
were not able to claim as a 
tax deduction against your 
rental income. The reset 
cost base will, however, be 
reduced by the depreciation 
claimed in relation to the 
property. As you have 
rented it out for more than 
12 months, the capital gain 
will be discounted by 50% for 
tax purposes.

In this instance, you can 
keep your current home as 
your main residence from 
when you acquired it in 2016 
until now. If you choose 
to rent it out and move 
interstate, then you can still 
elect to have it as your main 
residence for up to six years 

Obtain a valuation of the unit 
at the date it first earned rental 
income. That becomes the reset 
cost base for CGT purposes
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M A N A G E M E N T TA X

Ken Raiss
is director of 

Metropole Wealth Advisory

I just read an article in your 
magazine about capital 
gains tax and the six-year 
rule, and I have been trying 
to research it as I have just 
sold my rental property and 
wish to know if I am going 
to get lumped with a tax bill 
or not from this sale.

I bought the unit in 2007 
for $135,000 and lived in it 
until 2015, when I bought 
a house and rented the 
unit out. I have since sold 
the house as I had to move 
to Queensland for family 
reasons. The unit was 
rented out for two years 
in total and has been sold 
recently for $166,500.

I have no idea what the 
tax implications are and if 
I have to pay capital gain 
tax or not. I have found 
an online calculator, but 
it was not very helpful at 
all! I would love to hear 
your thoughts. 

Thanks, Josie 

Your main residence (your 
home) is generally exempt 
from capital gains tax (CGT). 
Full exemption is received if 

you move in immediately on 
settlement and the property 
has a dwelling on it. You must 
also occupy and live in the 
property as your home. 

Generally, a dwelling is no 
longer your main residence 
once you stop living in it. 
However, you can choose to 
continue treating a dwelling 

as your main residence for 
CGT purposes even if you no 
longer live in it. 

You can treat the dwelling 
as your main residence for 
up to six years if it is used 
to produce income, or 
indefinitely if it is not used 
to produce income. 

You generally cannot 
treat any other dwelling as 
your main residence for 
tax purposes during the 
same period.

With multiple properties, 
such as in your case, you 
must make the choice 
of which dwelling will be 
your main residence when 
preparing your tax return 
for the income year in which 
a CGT event happens to 
the dwelling. The best tax 
outcome is then chosen.

You have two properties 
that you have used as your 
home, plus they have an 
overlap ownership period, 
ie between 2015 and 2018. 
From your question, I am 
assuming that in each case 
you moved into the unit 
and the house immediately 
after settlement. You will 

therefore need to choose 
which property you identify 
as your main residence for 
tax purposes. The exact 
overlap dates are needed, 
as it appears that both 
properties were sold in the 
same tax year. 

In this case, you have the 
following options to consider 

with regard to capital gains 
tax application:

• Option 1

You may choose the unit 
as your home and utilise 
the six-year rule. This will 
mean the entire capital gain 
on the unit will be tax-free 
but the capital growth on 
the house up to the sale 
(exchange date) of the unit 
will be taxable.

• Option 2 
You may elect to value 
the unit as at the date of 
purchase of the house, and 
any capital growth from that 
value will be taxable, while 
the capital growth on the 
house will be totally exempt.

Note that, whichever of the 
above options you choose, 
any capital gain you declare 
would have the 50% discount 
applied as you have owned 
both assets for longer than 
12 months.

You will need to choose 
which property you identify 
as your main residence for 
capital gains tax purposes Need to know

   You can only have one 
main residence at a time.

   You can pick the property 
that gives you the best 
tax outcome.

   A property that doesn’t 
generate income can 
be your main residence 
indefinitely.

A
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Need to know

   The new depreciation 
ruling applies only to 
previously used assets.

  An asset is new if sold as 
such to a new owner.

  The building allowance 
covers the majority of the 
building cost. YIP

Tyron Hyde
is director of  

Washington Brown

While you are not technically 
the first owner, the items in the 
property have been sold to you 
as brand new

I’m looking at purchasing 
an off-the-plan apartment, 
which is supposedly due 
for completion shortly. 
The vendors are a couple 
who must have entered into 
a contract of sale with the 
developer some years ago 
and have decided to sell for 
whatever reason.

I would like to know – is 
it true that depreciation 
on plant and equipment 
will not be available for an 
investor who purchases a 
property from someone 
who is unable to settle their 
off-the-plan purchase?

 Kindest regards, Winston

Great question! The short 
answer is no. It is not true – 
which is great news for you.

As part of the initiative 
to slow down the investor 
market by limiting non-cash 
incentives, it was announced 
in the  federal budget on 
9 May 2017 that acquirers 
of ‘previously used’ plant 
and equipment assets will 
no longer be able to claim 
depreciation on these assets if 
a residential property is rented 
out for income purposes. 
This includes home appliances 
like ovens, dishwashers, 
air conditioning and other 
household items. 

This new regulation is 
applicable to residential 
properties purchased on or 
after 7:30pm on 9 May 2017, 
unless the contract of sale was 
inked before this date. It also 
covers plant and equipment 
assets acquired before 1 July 
2017 that were not used to 
generate income.

A caveat is that the dwelling 
must have generated income 
for the owner between 
1 July 2016 and 30 June 2017. 
The government-issued 

superannuation funds
•  public unit trusts
•  managed investment trusts
•  unit trusts or partnerships 

whose members are the 
above listed entities.”

It is worth noting that property 
investors will be able to 
claim the depreciation on 
the structure of the building 
(the building allowance) 
regardless of whether the 
building is used or not, as 
there have been no changes to 
this part of the equation. This 
includes components like the 
bricks and the concrete used 
in construction.

The only caveat regarding 
this is that the residential 
building needs to have been 
built after 1987 in order for you 
to qualify for these allowances.

The good news is that this 
allowance represents between 
85% and 90% of the building 
cost, and a depreciation 
schedule from a quantity 
surveyor will far more than pay 
for itself.

memorandum in relation to 
this law states the following:

“The amendments also apply 
to assets acquired before this 
time if the assets were first 

used or installed ready for use 
by an entity during or prior 
to the income year in which 
this measure was publicly 
announced (generally the 
2016–17 income year), but 
the asset was not used at all 
for a taxable purpose in that 
income year.“

The key factor here is the 
term ‘previously used’. In 
your case, the plant and 
equipment items have not 
been used previously. While 
you are not technically the 
first owner, the items in the 
property have been sold to 
you as brand new. Accordingly, 
you will be able to claim the 
depreciation on these items, 
since they have not been used 
for a taxable purpose. 

In addition, the new ruling 
applies only to residential 
dwellings; the old laws are 
still in effect in relation to 
commercial, industrial and 
other kinds of non-residential 
properties. The ATO states:

“The changes do not affect 
deductions that arise in 
the course of carrying on a 
business, or for:
• corporate tax entities
• superannuation plans 

other than self-managed 

A
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