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This Practice Statement is an internal ATO document and an instruction to ATO staff. 

Taxpayers can rely on this Practice Statement to provide them with protection from interest 
and penalties in the following way. If a statement turns out to be incorrect and taxpayers 
underpay their tax as a result, they will not have to pay a penalty, nor will they have to pay 
interest on the underpayment provided they reasonably relied on this Practice Statement in 
good faith. However, even if they do not have to pay a penalty or interest, taxpayers will have 
to pay the correct amount of tax provided the time limits under the law allow it. 

 

SUBJECT: Pay as you go instalment income and foreign exchange 
realisation gains and losses 

PURPOSE: To provide guidance about when a net foreign exchange 
realisation gain (after offsetting foreign exchange realisation 
losses) can be included in pay as you go instalment income 
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STATEMENT 
1. This Practice Statement clarifies when it is acceptable for pay as you go 

(PAYG) instalment payers to include a net foreign exchange (forex) realisation 
gain1 in their PAYG instalment income, which generally includes gross rather 
than net income amounts. This Practice Statement takes effect from 
1 July 2003. 

 
1 Section 995-1 of the Income Tax Assessment Act 1997 defines ‘forex realisation gains’. 
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2. For the purposes of determining its PAYG instalment income2 for a particular 
period, an entity that uses the ‘instalment rate  instalment income’ method of 
calculating its PAYG instalment can include a net forex realisation gain as 
ordinary income derived during that period if: 

• the entity accounts for forex realisation gains and losses on a net basis 
in its books of account, and 

• this net basis of accounting is reflected in the manner in which the 
entity reported information about forex realisation gains and losses in 
the tax return (before reconciliation to taxable income) on which the 
instalment rate for that instalment period is based. 

3. The net forex realisation gain referred to in paragraph 2 of this Practice 
Statement cannot include a forex realisation loss that is known, at the time of 
determining instalment income, to be material.3 

4. This Practice Statement does not apply to: 

• individuals who do not derive income from a business, or 

• entities that pay PAYG instalments on the basis of gross domestic 
product adjusted notional tax. 

5. All legislative references in this Practice Statement are to Schedule 1 to the 
Taxation Administration Act 1953, unless otherwise indicated. 

 
EXPLANATION 
6. The PAYG instalment provisions in Division 45 require an entity that uses the 

‘instalment rate  instalment income’ method of calculating their PAYG 
instalment to apply their instalment rate to their PAYG instalment income for 
the period.4 

7. Subsection 45-120(1) states that an entity’s PAYG instalment income for a 
period includes the entity’s ordinary income derived during that period, but 
only to the extent that it is assessable income of the income year that is or 
includes that period. This does not include statutory income except for 
particular types of entities.5 As stated in subsection 6-5(1) of the Income Tax 
Assessment Act 1997, ordinary income is income according to ordinary 
concepts. This generally means gross income before taking expenses into 
account. 

8. Tax professional association representatives have advised us that it is 
common for entities to account for forex realisation gains and losses on a net 
basis rather than on a gross basis. That is, some accounting systems net off 
forex realisation gains and losses in one account rather than having separate 
accounts for gains and losses. Australian accounting standards do not require 

 
2 This is the amount shown at Label T1 on the activity statement. 
3 Accounting Standard AASB 101 Presentation of Financial Statements states that: 

Information is material if omitting, misstating or obscuring it could reasonably be expected to 
influence decisions that the primary users of general purpose financial statements make on the basis 
of those financial statements, which provide financial information about a specific reporting entity. 
Materiality depends on the nature or magnitude of information, or both. An entity assesses whether 
information, either individually or in combination with other information, is material in the context of 
its financial statements taken as a whole. 

4 See sections 45-110 and 45-115. 
5 The instalment income of an eligible approved deposit fund, an eligible superannuation fund or a 

pooled superannuation trust includes the entity’s statutory income (subsection 45-120(2)). The 
instalment income of a life insurance company includes the part of its statutory income that is included 
in the complying superannuation class of its taxable income (subsection 45-120(2A)). Prior to 
1 July 2003, the part of a life insurance company’s statutory income (other than net capital gains) that 
was included in the ordinary class of its taxable income was also included in instalment income. 

https://www.legislation.gov.au/F2015L01626/latest/text
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forex gains and losses to be disclosed separately unless they are material, 
that is, the payment summary or income statement may disclose a net forex 
gain or loss.6 We recognise that an entity whose accounting system operates 
on a net basis for forex realisation gains and losses may need to undertake 
considerable reworking of accounts to determine gross forex realisation gains 
for an instalment period. 

9. This Practice Statement confirms that entities that account for forex realisation 
gains and losses on a net basis in their books of account can include a net 
forex realisation gain (that is, after offsetting forex realisation losses) as 
ordinary income derived during an instalment period for the purposes of 
calculating the amount of their PAYG instalment income. 

10. However, to maintain the integrity of the PAYG instalments base, where the 
amount of a PAYG instalment is calculated using the ‘instalment rate × 
instalment income’ method, there must be consistency between the basis on 
which: 

• forex realisation gains and losses are disclosed at the business income 
labels in the relevant tax return, and 

• forex realisation gains are included in the calculation of PAYG 
instalment income for the instalment period. 

11. This is because the instalment rate that the entity uses to work out its PAYG 
instalment for a period (that is, the rate notified by us) is based on information 
provided in the entity’s tax return. We work out an entity’s instalment rate from 
information contained in the latest tax return from which an assessment has 
been made (or would have been made except that the entity had no taxable 
income).7 

 
Entities that account for foreign exchange realisation gains and losses on a net 
basis 
12. An entity reflects a net basis of accounting for forex realisation gains and 

losses in reporting information in its tax return by: 

• disclosing the net forex realisation gain at an income label8 (and 
nothing at an expenses label except if a material forex realisation loss 
is shown at an expenses label) if it has a net forex realisation gain for 
the income year, or 

• disclosing the net forex realisation loss at an expenses label9 (and 
nothing at an income label except if a material forex realisation gain is 
shown at an income label) if it has a net forex realisation loss for the 
income year. 

 
6 Refer to paragraph 35 of Accounting Standard AASB 101 Presentation of Financial Statements. Prior to 

1 January 2005, refer to paragraph 5.1 of Accounting Standard AASB 1018 Statement of Financial 
Performance and paragraph 8.1 of Accounting Standard AASB 1012 Foreign Currency Translation. 

7 Section 45-320 sets out how we work out the instalment rate, using information provided in an entity’s 
most recently assessed tax return to establish the entity’s base assessment instalment income. 

8 For companies, at Item 6 – Calculation of total profit or loss; and for individuals, at Item P8 – Business 
income and expenses. 

9 For companies, at Item 6 – Calculation of total profit or loss; and for individuals, at Item P8 – Business 
income and expenses. 

https://www.legislation.gov.au/F2015L01626/latest/text
https://aasb.gov.au/research-resources/pre-2005-standards/pre-2005-aasb-standards/
https://aasb.gov.au/research-resources/pre-2005-standards/pre-2005-aasb-standards/
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13. An entity can include a net forex realisation gain in its PAYG instalment 
income for each instalment period for which the instalment rate is based on 
that tax return if the entity: 

• accounts for forex realisation gains and losses on a net basis in its 
books of account, and 

• reflects this net basis in the way that forex realisation gains and losses 
are shown in its tax return. 

14. Where an entity has a forex realisation loss that is known at the time of 
working out instalment income for an instalment period to be material, this loss 
must be excluded for the purpose of working out the net forex realisation gain 
to be included in PAYG instalment income for that instalment period. It is 
recognised, however, that determining whether a forex realisation loss is 
material may not be known during the year when instalment income for an 
instalment period has to be worked out. 

15. Where an entity has a net forex realisation loss for an instalment period, this 
loss cannot be offset against other income in the calculation of PAYG 
instalment income for the period. This is the case, regardless of the fact that 
the tax return on which the instalment rate was based reflected a net basis of 
accounting for forex realisation gains. 

 
Entities that account for foreign exchange realisation gains and losses on a 
gross basis 
16. An entity reflects a gross basis of accounting for forex realisation gains and 

losses in reporting information in its tax return by: 

• disclosing gross forex realisation gains (that is, without offsetting forex 
realisation losses) at an income label, and 

• disclosing gross forex realisation losses at an expenses label. 
17. An entity that has reported information about forex realisation gains and losses 

on a gross basis in its tax return cannot include a net forex realisation gain as 
ordinary income for the purpose of determining its PAYG instalment income 
for an instalment period for which the rate was based on that tax return. 

18. Where an entity changes its accounting system from a gross to a net basis of 
accounting for forex realisation gains and losses, it will be necessary for the 
entity to take appropriate action to ensure the change to their systems still 
enables them to determine gross forex realisation gains for their instalment 
periods until such time as the entity’s instalment rate is based on a tax return 
that reflects a net basis of accounting for forex realisation gains and losses. 

 
Entities to which this Practice Statement applies 
19. This Practice Statement applies to entities that use the ‘instalment rate  

instalment income’ method of calculating their PAYG instalments, except for 
individuals who do not derive income from a business. 

20. Individuals who do not derive income from a business must include their gross 
assessable forex realisation gains that are ordinary income10 in PAYG 
instalment income when working out their PAYG instalment using the 
‘instalment rate  instalment income’ method. This is because if these 
individuals have assessable forex realisation gains and deductible forex 

 
10 This does not include statutory income except for an eligible approved deposit fund, an eligible 

superannuation fund or a pooled superannuation trust (subsection 45-120(2)). 
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realisation losses, they do not have the option of disclosing a net forex 
realisation gain or a net forex realisation loss in their tax returns. They include 
any assessable forex realisation gains they derive at the appropriate income 
label and any deductible forex realisation losses at the appropriate deductions 
label. 

21. This Practice Statement does not apply to entities that pay PAYG instalments 
on the basis of gross domestic product adjusted notional tax. 

 
Penalties 
22. Where there is a shortfall in a PAYG instalment that results from a false or 

misleading statement about the amount of instalment income for the 
instalment period, an administrative penalty for the shortfall amount is payable 
under Division 284. Inclusion of a forex realisation gain determined on an 
inappropriate basis could constitute such a false or misleading statement. For 
example, it is inappropriate for an entity that accounts for its forex realisation 
gains and losses on a gross basis and reflects this basis in the information 
included in the relevant tax return, to include a net forex realisation gain rather 
than the gross forex realisation gains in instalment income. 

23. We have a discretion to remit all or part of any penalties for shortfalls in PAYG 
instalment amounts.11 Law Administration Practice Statement PS LA 2012/5 
Administration of the false or misleading statement penalty – where there is a 
shortfall amount sets out guidelines for exercising this discretion. 

 

Example – pay as you go instalment income - foreign exchange realisation 
gains and losses 
24. XYZ Co accounts for forex realisation gains and losses on a net basis in its 

books of account. It includes a net forex realisation gain of $30,000 in ‘Total 
income’ in its ‘Calculation of total profit or loss’ at item 6 of its tax return for the 
2003–04 income year. 

25. XYZ Co is working out its PAYG instalment for the September 2005 to 
December 2005 quarter. The instalment rate that it applies to its PAYG 
instalment income for that quarter to work out its PAYG instalment amount is 
based on the information in the 2003–04 tax return. XYZ Co must include the 
net amount of its assessable forex realisation gains as ordinary income in its 
PAYG instalment income for the quarter. 

 
11 Subsection 298-20(1). 
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26. If, on the other hand, XYZ Co includes gross forex realisation gains of 
$100,000 in ‘Total income’ and forex realisation losses of $70,000 in ‘Total 
expenses’ in its ‘Calculation of total profit or loss’ in its 2003–04 tax return, it is 
not appropriate for XYZ Co to include net forex realisation gains in its PAYG 
instalment income for the September 2005 to December 2005 quarter. It must 
include in its PAYG instalment income its gross assessable forex realisation 
gains as ordinary income (that is, without offsetting forex realisation losses). 
Failure to do so could lead to the instalment amount payable being lower than 
it would have been, resulting in a liability to shortfall penalty under 
Division 284. 

 

 
 
Date issued: 29 September 2005 
Date of effect: 1 July 2003 
Business line: Individuals and Intermediaries 
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Amendment history 
20 March 2025 

Part Comment 
Throughout Content checked for technical currency and accuracy. 

Updated in line with current ATO style and accessibility 
requirements. 

 

8 May 2014 

Part Comment 
Contact details Updated. 

 

19 October 2012 

Part Comment 
Paragraph 22 Reference to PS LA 2004/5 updated to PS LA 2012/5. 

Contact details Updated. 
 

21 November 2011 

Part Comment 
Contact details Updated. 
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