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On Tuesday, 12 May 2026, Treasurer Jim Chalmers handed down the 2026 Federal Budget.

This is the Albanese Government’s fifth Federal Budget, and the first since winning a decisive majority at the 2025
election with 94 seats in the lower house. The landslide election victory last year allowed the government to
address the politically thorny issue of intergenerational inequity.

The centrepiece are proposals limiting capital gains tax discounts and negative gearing on property investments,
policies that have long been criticised for skewing home ownership towards older, wealthier investors and away
from first-home buyers.

From 1 July 2027, the Government plans to scrap the 50% capital gains tax (CGT) discount on assets held for more
than 12 months, a benefit begun in 1999. Instead, the CGT will return to the pre-1999 policy of taxing inflation
indexed gains, with a 30% minimum tax applied on net capital gains. This will apply to all assets including real
estate.

Negative gearing, which allows investment losses to be offset against taxable income, will be limited to newly built
homes to support new housing supply. Existing residential property owned at the time of the Budget
announcement will be carved out from this change. Commercial property and other assets (e.g. shares) will
remain subject to existing arrangements.

There is some good news, there will be a new tax cut for working Australians delivered through a $250 tax offset,
as well as a new $1,000 instant tax deduction. That is on top of already legislated tax cuts to deliver up to $536 in
annual savings for taxpayers.

The Budget is being delivered at a time of major economic challenges posed by the war in the Middle East, with an
uptick in inflation driven by global supply chain shocks. Inflation is forecast to hit 5% by June 2026 as the Middle
East conflict drives up energy costs, way above the Reserve Bank’s target band of 2% to 3%. This means the risk
of further interest rate rises remains high.

Despite the challenging economic environment, the Government’s budget bottom line improves due to significant
savings from an overhaul of its disability welfare programme — worth more than $35 billion over 4 years - as well
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as higher commodity prices from the Iran war. The tax reforms will also save the Government $3.5 billion over the
next 4 years.

Finally, it is welcoming to see that superannuation has been carved out of the proposed changes.

The commentary in this document is based on initial observations and interpretation of the proposals based on the
limited details provided in the Budget papers and accompanying fact sheets.

Importantly, these proposals require the passage of legislation before they are implemented (unless noted
otherwise). We do anticipate that there will be heavy public debate over the coming months and the details may
ultimately be subject to negotiations in the Senate.

We will continue to monitor these proposals and issue further communications as more details emerge.
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Capital gains tax (CGT) reform

Proposed effective date: 1 July 2027

The 50% CGT discount was introduced by the Howard Government in 1999, replacing the prior system of inflation
indexation. It allows investors to halve the taxable capital gain on assets held for more than 12 months. It has never
been meaningfully reformed in over 25 years, and Labor has attempted to make changes twice before —in the 2016
and 2019 elections.

The Government proposes that from 1 July 2027, the 50% CGT discount will be replaced by cost base indexation
for assets held for more than 12 months, with a 30% minimum tax on net capital gains. These changes will apply to
all CGT assets (including property, shares and pre-20 September 1985 CGT assets), held by individuals, trusts and
partnerships. Indexation will be calculated using Consumer Price Index (CPI) in a similar manner to arrangements
previously in place between 1985 and 1999.

A minimum tax rate of 30% will apply to real capital gains accruing from 1 July 2027 (with no impact until the income
is realised). The minimum tax rate is to reduce the benefit of taxpayers deferring capital gains realisation to years
where their marginal tax rates are low. Recipients of means-tested income support payments, such as the Age
Pension or JobSeeker Payment, will be exempt from the minimum tax if they receive any payment in the financial
year in which they realise the capital gains.

Transitional arrangements will limit the impact on existing investments by ensuring the changes only apply to gains
arising on or after 1 July 2027. The 50% CGT discount will continue to apply to gains arising before 1 July 2027.
Capital gains on pre-20 September 1985 assets arising before 1 July 2027 will remain exempt from CGT.

For assets owned prior to 1 July 2027 and sold after 1 July 2027, taxpayers will have to either:

e Seekavaluation of the asset as at 1 July 2027, which willinclude using quoted prices for assets such as shares;
or

e Using a specified apportionment formula that estimates the asset’s value on 1 July 2027, based on its growth
rate over the asset’s holding period. The Government has indicated that the ATO will develop tools to help
taxpayers estimate this value.

Investors of new residential properties will be able to choose either the 50% CGT discount, or cost base indexation
and the minimum 30% tax when they sell the property.

Observations

e Thegood newsisthatthe main residence exemption, and the four small business CGT concessions will remain
unchanged. The existing 60% CGT discount applying to qualifying affordable housing will also be retained.

e There are many unanswered questions relating to this proposal, for example, how the minimum tax rate of 30%
interacts with carry forward capital loss rules, as well as those taxpayers with a loss on other income-related
activities in the same income year.

e The minimum 30% tax on capital gains may render the common strategy of reducing taxable capital gains via
making personal deductible contributions into super (including catch up concessional contributions) not as
effective.
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Restricting negative gearing to new builds

Proposed effective date: 1 July 2027

From 1 July 2027, losses related to existing residential investment properties purchased from 7:30pm AEST 12 May
2026 will only be deductible against other income from residential properties, including capital gains. When an
investor has excess losses, they will be able to carry forward these losses to offset against residential property
income in future years.

These changes will apply to individuals, partnership, companies, and most trusts. Widely held trusts (for example,
most managed investment trusts) and superannuation funds (including SMSFs) will be excluded.

Changes to negative gearing will only apply to residential property. Commercial property and other asset classes,
such as shares, will remain subject to existing arrangements.

Newly built residential properties can continue to be negatively geared before and after 1 July 2027.
Transitional arrangements
For established residential properties:

e Properties held at the time of the Budget announcement will be allowed to be negatively geared in future years
until sold.

o Properties purchased between Budget announcement and 30 June 2027 may be negatively geared during this
period, but not from 1 July 2027.

What constitutes a new residential property as per the Government’s fact sheet:

Eligible new build Not an eligible new build

An established property that has recently been extended

A newly constructed apartment bought off the plan to add additional bedrooms

A duplex constructed through a knock-down rebuild A free-standing house constructed through a knock-down

replacing a single, free-standing house rebuild replacing an older, smaller free-standing house
Any residential construction on previously vacant A granny flat built adjacent to an established property that
land is not eligible for negative gearing.

A newly built property which is occupied for less A newly built property which is occupied for more than 12
than 12 months before being first sold months before being sold to a subsequent investor.

Observations

e There appears to be no limitation introduced on the number of properties that investors can have negatively
geared.

e Although not addressed in the Budget papers, it will be interesting to see if the tax “losses” arising on a
particular property investment will be tied to that property, i.e. it will not be able to offset against rentalincome
from other investment properties the taxpayer may own or own in the future.

e It will also be interesting to see is how “residential property” will be defined for this provision. Currently the
terms “residential premises” and “new residential premises” are defined in the GST Act and it has been subject
to past litigation in the GST sphere as it may not be as black and white as some may think.
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Introducing a 30% minimum tax rate on discretionary trusts

Proposed effective date: 1 July 2028

From 1 July 2028, the Government will introduce a minimum tax on discretionary trusts, requiring trustees to pay
tax at a minimum rate of 30% on the taxable income of the trust. Beneficiaries, other than corporate beneficiaries,

will receive non-refundable credits for the tax payable by the trustee.
The following trusts will be exempt from the new minimum tax:

e Fixed and widely held trusts (including fixed testamentary trusts)
e Complying superannuation funds

e Special disability trusts

e Deceased estates, and

e Charitable trusts.

The following types of income are also proposed to be excluded from the new minimum tax:

e Primary production income,
¢ Income from assets of discretionary testamentary trusts existing at announcement
e (Certainincome relating to vulnerable minors, and

e Amounts to which non-resident withholding tax applies.

Recipients of means-tested income support payments, such as the Age Pension or JobSeeker, will be exempted
from the minimum tax if they receive any payment in the financial year in which they realise the capital gain.

Under these changes, the trustee of a discretionary trust will continue to determine the trust income that
beneficiaries are entitled to each year, and beneficiaries will receive non-refundable tax credits for the tax payable
by the trustee, which reduces their income tax payable.

Trustees will be required to calculate, report and pay the minimum tax, as well as to notify beneficiaries of their
entitlements and associated tax credits. The Government will undertake public consultation on the mechanism for

the collection of the minimum tax.

In terms of franking credits, trustees that receive franking credits will be required to use these credits to pay the
minimum tax; and corporate beneficiaries will not receive non-refundable credits for tax payable by the trustee, to
avoid them converting these to refundable franking credits to avoid the minimum tax.

Rollover relief

The Government stated that it will provide expanded rollover relief for three years from 1 July 2027 to support small
businesses and others that wish to restructure out of discretionary trusts into another entity type, such as a
company or a fixed trust. This will provide expanded relief from income tax consequences, including capital gains
tax, for those who choose to restructure. The Government indicated that the Australian Small Business and Family
Enterprise Ombudsman and ASIC will be available to assist small businesses to understand the options available
to them and where they can get further advice.

Observations

e The marginal tax rate of 30% applies to taxable income in the range of $45,000 to $135,000. This means that
beneficiaries who have taxable income of less than $45,000 would pay more tax on the trust distributions than
they would on the rest of their taxable income.
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Instant tax deduction

Proposed effective date: 1 July 2026

The Government proposes a $1,000 instant tax deduction for tax residents who derive assessable labour income.
Individuals can choose to claim a standard deduction of up to $1,000 for work-related expenses in their 2026-27
income tax return, without needing to incur or substantiate those expenses.

The standard deduction is reduced, dollar-for-dollar, by general and specified work-related expense deductions
claimed (such as certain transport, car, repair, capital allowance and COVID-19 test deductions) so thatindividuals
do not receive a double benefit.

Certain deductions would remain available in addition to the standard deduction, including deductions that are not
in connection with earning assessable labourincome (such as investment expenses), income protection insurance
premiums, charitable donations, costs of managing tax affairs, payments for membership of a union or other trade,
business or professional association.

Individuals who incur more than $1,000 of work-related expenses can elect to claim their actual deductions under
existing rules instead.

Observations

e The standard deduction is intended to benefit taxpayers who have assessable labour income, which includes
the following types of income payments:
e Paymentto employees
e Paymentto company directors
e Paymentto office holders,
e Payments for retirement or because of termination of employment
e Return to work payments
o Paymentto religious practitioners
e Payments for parental leave pay.
e This measure will streamline recordkeeping obligations and improve efficiency at tax time. Individuals who
historically claim less than $1,000 of work-related expenses and who value a simpler tax return process will
benefit.

e Integrity settings will be introduced to prevent individuals from receiving a double benefit by salary packaging
expenses covered by the standard deduction. Clients with existing salary packaging arrangements should
review these to avoid unintended outcomes where the same expenses are packaged.

Introducing the Working Australians Tax Offset
Proposed effective date: 1 July 2027

AWorking Australians Tax Offset (WATO) will be introduced to provide a permanent annual tax offset for individuals
forincome derived from work, such as wages and salaries and the business income of sole traders.

Observations

e The WATO will increase the effective tax-free threshold for income derived from work by nearly $1,800 to
$19,985 (or up to $24,985 for those eligible for the Low Income Tax Offset).

e This measure is in addition to the legislated tax cuts due to take effect on 1 July 2026 (reduction of the 16%
marginal tax rate to 15% on taxable income between $18,201 and $45,000) and 1 July 2027 (a further reduction
of the tax rate to 14%).
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Increasing the Medicare Levy low-income thresholds
Proposed effective date: 1 July 2025

The Government will increase the Medicare levy low-income thresholds for singles, families, and seniors and
pensioners from 1 July 2025 to provide cost-of-living relief. The increase to the thresholds ensures that low-income
individuals continue to be exempt from paying the Medicare levy or pay a reduced levy rate.

Current Medicare Low-income thresholds (2024/25)

Full Medicare levy (2%) applies

Circumstances Low-income threshold
above*
Single $27,222 $34,027
Single pensioner eligible for SAPTO $43,020 $53,775
Families $45,907 (+$4,216 for each $57,383 (+$5,270 for each
dependent child) dependent child)
$59,886 (+ $4,216 for each $74,857 (+$5,270 for each

ATul IS DU A AT dependent child) dependent child)

Proposed Medicare low-income thresholds (2025/26)

Full Medicare levy (2%) applies

Circumstances Low-income threshold
above*
Singles $28,011 $35,013
Single pensioner eligible for SAPTO  $44,268 $55,335
Families $47,238 (+$4,338 for each $59,047 (+$5,422 for each
dependent child) dependent child)
$61,623 (+ $4,338 for each $77,028 (+$5,422 for each

LRI OU RS dependent child) dependent child)

*The Medicare levy phases in at 10 cents for each dollar above the relevant low-income threshold until full levy at 2% applies.
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TAXATION — BUSINESSES

Retaining the small business instant write-off permanently

Proposed effective date: 1 July 2026

The Government will make the small business instant asset write-off permanent as a measure to support small
businesses with improving cashflow and encourage business investment.

All other eligibility settings and mechanics remain unchanged. This means that small businesses, with aggregated
annual turnover of less than $10 million, will be able to immediately deduct the full cost of eligible assets costing
less than $20,000 that are first used or installed ready for use in the relevant income year.

The $20,000 threshold will apply on a per asset basis, so small businesses can instantly write off multiple assets.
Assets valued at $20,000 or more (which cannot be immediately deducted) can continue to be placed into the small
business simplified depreciation pool.

Reforming the treatment of company tax losses

Proposed effective date: 1 July 2026 and 1 July 2028 respectively

The Government will provide tax relief to businesses and startup companies by reforming the treatment of tax
losses.

From 1 July 2026, companies with annual turnover of less than $1 billion will be able to carry back a tax loss and
offset it against tax paid up to two years earlier. Loss carry back will apply to revenue losses only and will be limited
by a company’s franking account balance.

From 1 July 2028, the Government will also introduce loss refundability for small start-up companies. Start-up
companies with aggregated annual turnover of less than $10 million that generate a tax loss in their first two years
of operation will be able to utilise the loss to generate a refundable tax offset. The offset will be limited to the value
of fringe benefits tax and withholding tax on wages paid in respect of Australian employees in the loss year.

Observations

e The loss carry back measure will benefit up to 85,000 companies, mostly small businesses, while the loss
refundability measure will benefit up to 25,000 young companies each year before they are profitable.

Not for Client Distribution Page 8



2026-27 FEDERAL BUDGET SUMMARY

Extra funding for residential aged care

Proposed effective date: From 1 January 2027

Increasing aged care bed supply and protecting access for supported residents

The Government will fund an additional 5,000 aged care beds each year, principally for individuals with limited
financial means, through new subsidies designed to incentivise aged care providers from 1 January 2027:

- Newly constructed aged care homes will receive a New Home Payment of $30 per supported resident per day.
- Existing homes that undergo significant expansions (i.e. increasing the number of beds by 40% or more) will

receive a Significant Improvement Payment of $15 per supported resident per day.

Additionally, accommodation supplements payable to residential care providers will increase from 2027, with
additional top-ups from 2028 for aged care homes with more than 60% supported residents, subject to finalising
implementation details.

Targeted supports for dementia needs

The Government will invest $200 million for 20 additional Specialist Dementia Care Program units and an expansion
of the Hospital to Aged Care Dementia Support Program to help older people successfully transition from hospital
into residential aged care.

Other aged care changes
The Government has also announced the following to be implemented by 1 July 2027:

- Changes to accommodation pricing, including replacing the maximum interest rate with an alternative way to
convert a daily payment into a refundable deposit.

- Improving consumer understanding and protections by giving individuals and providers clearer information about
accommodation arrangements.

Improving affordability and access to the Support at Home program
Effective date: 1 October 2026
From 1 October 2026, the Government will fully fund personal care for Support at Home participants.

Personal care services (including showering, dressing and non-clinical continence management) will move from
the Independence category to the Clinical Supports category.

This means that participants with personal care services approved as part of their support plan and who have
available Support at Home funding will be able to receive personal care services with no out-of-pocket cost,
regardless of means.

Additionally, the Government will implement Support at Home program refinements, including improvements to
assessments for faster access to places, digitising and simplifying the hardship application process and extending
funding under the end-of-life pathway to provide more care for palliative patients, as well as bringing forward the
release of Support at Home program places in 2026/27.

Observations

e The reclassification of personal care will be most impactful for self-funded retirees with high personal care
needs (who are currently paying a 50% participant contribution for personal care services).
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SOCIAL SECURITY

Changes to Pension Supplement to recipients overseas

Proposed effective date: 20 September 2026

Currently, the Pension Supplement reduces from the full rate to the basic amount (payable indefinitely):
- after six weeks if a recipient is temporarily overseas, or

- immediately if the recipient’s departure is permanent.

Itis proposed thatthe full rate of paymentis extended to 12 weeks for temporary departures before ceasing entirely,
and for permanent departures, the Pension Supplement will cease entirely upon departure.

Reforming the National Disability Insurance Scheme (NDIS)

Proposed effective date: From May 2026 onwards

Changes to the NDIS aimed to deliver overall savings of more than $36 billion across the next four years. This will
be achieved via a timeline of various changes for participants and providers.

These aim to return the scheme to its original intent of supporting Australians with significant and permanent
disability while securing the NDIS for future generations.

Observations

e For individuals and families affected by the proposed changes, the reductions in NDIS funding may require
increased out-of-pocket expenditure, resulting in significant impact on cash flow. Advisers will need to assess
the implications for client budgets, liquidity reserves and ongoing financial plans, including the capacity to fund
supports previously covered by the NDIS.
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OTHER MEASURES

Reduction to Fringe Benefits Tax (FBT) exemption for electric vehicles (EVs)

Proposed effective date: From 1 April 2027

The current full FBT exemption on EVs will transition to a 25 per cent discount with the change being phased in over
three stages:

- Under phase 1, the current EV FBT discount will continue in full until 31 March 2027.

- Under phase 2 (1 April 2027 to 31 March 2029), the full FBT discount will apply only to EVs costing $75,000 or
less, while EVs costing more than $75,000 but below the luxury car tax threshold (currently $91,387) will receive
a 25% discount on payable FBT.

- Under phase 3 (1 April 2029 onwards), all EVs below the luxury car tax threshold will receive a 25% discount on
payable FBT.

Existing leases will not be impacted by these changes.
Removal of higher private health insurance premium rebate for older Australians

Proposed effective date: 1 April 2027

The higher private health insurance rebate rates that currently apply for older Australians will be removed, so that
rebate percentages for people aged 65 and over are aligned to the rates that apply to those under 65 on the same
income tier.

Private health insurance rebate rates — current and proposed

Income threshold* Current* Proposed*
Tier
Base <$101,000 <$202,000 24.118% 28.139% 32.158% 24.118%
Tier 1 $101,000-$118,000 $202,000 - $236,000 16.079% 20.098% 24.118% 16.079%
Tier2 $118,000 - $158,000 $236,000 - $316,000 8.038% 12.058% 16.079% 8.038%
Tier 3 >$158,000 >$316,000 0% 0% 0% 0%

* Income thresholds and rebate rates are subject to change

Observations

e Individuals on higherincomes who are contemplating downgrading or cancelling private hospital cover due to
premiums increases should also consider whether the Medicare Levy Surcharge would outweigh any savings.

Contact Us

For technical queries, contact Tapln on 1800 714 106 (Option 3) or tapin@entireti.com.au
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