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Hello to you all . . .

There is certainly no shortage of things to consider in
our Newsletter for this year. In last month’s Federal
Budget, some significant changes were announced
which will affect almost all taxpayers to some extent.

I will discuss the key points of some of these, and also
provide a few other reminders which many of you
may already be familiar with. There are also some
general tax planning tips towards the end of the
newsletter.

As always, please note the disclaimer at the bottom of
the page and make sure you contact me to discuss any
tax plans before acting on them, just to make sure
that they will be effective for your circumstances.

ATO INTEREST NO LONGER DEDUCTIBLE

I am mentioning this first because of its potential effect
on ALL taxpayers with unpaid tax debts, regardless of
whether you are an individual, partnership, company,
trust or other entity. And it is already current.

From 1 July 2025, any “General Interest Charge” or
“Shortfall Interest Charge” imposed by the ATO on
late lodgements and/or late payments IS NOT
DEDUCTIBLE. This is a strong incentive to lodge and
pay on time.

INDIVIDUALS

Individual Tax Rates
The 2025-26 income tax rates for resident Australian
individuals have not changed.

From 1 July 2026 — ie: for the next (2026-27) income
year, the current 16% tax rate (which applies to taxable
incomes of between $18,200 and $45,000) will be
reduced to 15%.

31,000 Standard Tax Deduction

The recent Federal Budget announced a standard
$1,000 tax deduction for individuals without the need
for substantiation. It will apply from 1 July 2026 (ie:
starting with the 2026-27 income year).

So why are we discussing it now? Because if you tend
to have only minimal work-related expense claims, you
will need to decide now whether to continue keeping
evidence of those expense claims. If you are sure that

these will be less than $1,000, then you can simply stop
keeping records and make that claim even if you
incurred less than this amount in work-related
expenses, or even no expenses at all.

This standard deduction only applies to those earning
income from employment (eg: those receiving salary,
wages, directors’ fees or similar payments from an
employer). It is NOT available to self-employed
individuals (eg: independent contractors).

It can be claimed in addition to the following other
expenses . . .

Union fees

Other professional or trade membership fees
Donations

Tax agent fees

Investment-related expenses (eg: interest)
Income protection insurance premiums.

This new concession basically replaces the previous
two concessions which allowed up to $150 in laundry
expenses and up to $300 in other work-related
expenses without substantiation.

If you want to claim more than the $1,000 standard
deduction, then you will need to substantiate ALL of
your expense claims (ie: from the very first dollar, not
just the amount exceeding $1,000).

Remember that this applies from the 2026-27 year, so
you will still need to substantiate your expense claims
(even if below $1,000) for this current 2025-26 year.

What Else Can I Claim?

A new “Tips & Tools” page was added to our website
a couple of years ago to answer some of the questions
that are most frequently asked by clients. There is
some information there about the types of expense
claims you may be eligible for, and how you would
need to substantiate them.

You may find it helpful to consult this when preparing
your tax information.

Motor Vehicle Expenses

This continues to be a confusing area. Please see our
website for an explanation of the two methods of
claiming these expenses and how to substantiate them.
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In particular, the logbook requirements are very
specific and the ATO will not hesitate to disallow
claims where these requirements have not been met.

New “Division 296” Tax on Superannuation
Earnings

If this new tax affects you, then you are in the enviable
position of having a superannuation balance of more
than $3 million. There are two tiers and two different
rates at which this new tax applies.

o Earnings attributable to balances above $3
million will be taxed at an additional 15%,
bringing the total tax rate to 30%.

o Earnings attributable to balances above $10
million will be taxed at an additional 25%,
bringing the total tax rate to 40%.

Please note that this relates to personal superannuation
balances of more than these amounts, NOT to the total
balance of your superannuation fund(s).

So why is this included here under the section on
“Individuals™? Because it is already in effect for the
2025-26 year, and if it applies, this tax will be levied
on Individuals. However, you will have the option of
either:
1.  Paying the additional tax yourself, thus leaving
your superannuation balance(s) intact, or,
2. Electing to have the additional tax released by
your Super Fund(s) and paid to the ATO.

The intention of this legislation is clearly to discourage
the use of superannuation for estate planning or wealth
creation. The lower tax rates on earnings generated in
the superannuation environment are intended to apply
only when it is used to provide for genuine retirement.

EMPLOYERS AND SMALL BUSINESS

Instant Asset Write-Off

The ability for small businesses to immediately claim
the full cost of assets up to $20,000 is still in place. The
recent Federal Budget announced that this will become
a permanent feature of the Tax Law for small
businesses with a turnover of less than $10 million.

(If your business is registered for GST, this means that
the GST-inclusive cost can be up to $22,000).

This applies to the purchase of both new AND second-
hand business assets. There is no limit to the number of
such assets that can be purchased, as long as each one
is within this cost limit.

Payday Super

If you are an employer, you are no doubt already aware
that from 1 July 2026, superannuation must be paid
and received by employees’ super funds within 7
business days of paying wages. The ATO will monitor

compliance by means of the reports lodged by your
“Single Touch Payroll” system.

This applies to ALL employees, including yourself if
you are employed by your own company.

As a related measure, the Small Business
Superannuation Clearing House will close on 1 July
2026. If you have been using this facility, you will
need to download and/or otherwise save any reports or
other records you may need.

Fringe Benefits Tax

With the increasingly sophisticated electronic tools at
the ATO’s disposal, this is an area that is more and
more likely to arise as time goes on. Please excuse the
repetition. The following paragraph is taken from our
2024 newsletter . . .

The Tax Office has indicated that it is especially
focusing on cars where there is considerable private
use and yet 100% of the vehicle expenses are being
claimed as tax-deductible by the business, and no
Fringe Benefits Tax return is being lodged. The
ATO believes the practice is widespread (and it
probably is) and is ready to conduct audits where it
detects non-compliance with the law.

Please note also that dual-cab utilities with a carrying
capacity of less than one tonne are considered “cars”
and ARE caught by the FBT legislation unless their
private use is limited and incidental.

If you believe your business may be affected, please let
me know. There are various methods of legitimately
reducing the amount of FBT payable.

2026 FEDERAL BUDGET

The recent Federal Budget revealed an intention to
make significant tax changes which, if enacted as
announced, will add yet more complexity to the tax
system. There is a lot to work through at a technical
level. I will keep this as brief as possible while still
attempting not to omit any important information (so
this will not actually be brief!). I will start with four
fairly simple proposed changes, and then move on to
the big-ticket items of negative gearing, capital gains
tax and discretionary trusts.

Please note that these are as announced. We will have
to wait and see which of these make it into law, and
whether any additional changes are made along the
way to passing the final legislation . . .

Working Australians Tax Offset (“WATO”)

From 1 July 2027 (ie: on lodgement of the 2027-28 tax
return) there will be a $250 offset that will apply to
individuals who are employees or sole traders.
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Private Health Insurance Rebate

For some years now, the Government has paid a
portion of private health insurance premiums for
eligible policies. An increased portion was paid for
people over the age of 65.

From 1 July 2027, older individuals will no longer
receive an increased rebate. The portion of premiums
payable by the Government will be the same for
everyone, irrespective of age.

Carry-back losses (companies only)

If you run your own company, you will know that
company tax losses must be carried forward and are
available to reduce taxable income of future years.

Commencing 1 July 2026 (ie: with the 2026-27 income
year), companies with a turnover of less than $1 billion
will be able “carry back” a tax loss and obtain a refund
of some or all of the tax paid on any taxable profits it
derived up to two years earlier. The refund will be
limited to the balance of the company’s dividend
franking account.

This is similar to a temporary measure that applied
during the COVID-19 pandemic. The difference with
this proposed measure is that it is intended to be
permanent.

Loss Refundability for Small Start-up Companies
Commencing 1 July 2028 (ie: for the 2028-29 and
future years), new companies with a turnover of less
than $10 million which make tax losses in their first
two years of operation will be able to use those losses
to generate refundable tax offsets.

The resulting refunds will be limited to any amounts
paid to the ATO in respect of:

e  Withholding tax on wages, and/or

e Fringe Benefits Tax

And now for the “big-ticket” items which have been
generating a lot of discussion in the news and financial
media . . .

NEGATIVE-GEARING

Negative-gearing is the ability to use losses on geared
investments (ie: those funded with borrowings) to
reduce taxable income from other sources and thereby
obtain a tax benefit (either an increased tax refund or a
reduced tax liability).

The proposed changes only apply to residential
investment properties. Superannuation funds and
widely-held trusts are not affected by these new rules.
Other forms of negative-gearing (eg: shares or
commercial property) are also unaffected. The
legislation is proposed to commence from 1 July 2027.

Here are the key points (references to “Budget Night”
relate to 12 May 2026 at 7.30 pm AEST) . ..

Properties already owned on Budget Night

These will be exempt from the changes until disposal.
Tax losses on these properties can continue to be used
to reduce taxable income from other sources.

Properties purchased after Budget Night
(This relates to a contract date after Budget Night,
NOT the settlement date).

Tax losses from already-existing dwellings that are
purchased after Budget Night CANNOT be used to
reduce taxable income from other sources. They must
be carried forward and offset against net taxable
income from residential property in future years.

To clarify . . . An established residential property
purchased after Budget Night can be negatively-geared
until 30 June 2027, after which losses will either have
to be carried forward, used against other net residential
rental income or to reduce a taxable capital gain on the
sale of the property. (It remains to be seen whether
such a loss could be used to reduce the net capital gain
from a different property).

Newly Built Homes

Newly built properties are exempt from these rules.
Net tax losses from these properties can continue to be
used to reduce income from any other source. They are
also not caught by the proposed CGT changes (more on
that later in the newsletter).

The clear intention of these changes is to encourage the
building of new residential properties. For this reason,
a “new build” must actually result in the creation of
additional residential premises. For example, a “knock-
down / rebuild” of a single dwelling on the same block
will not qualify as a “new build”. By comparison,
knocking down a single home and building a duplex or
a block of apartments would likely qualify.

CAPITAL GAINS TAX (CGT)

These proposed changes are also high-profile (and very
controversial) If enacted as announced, they will add
considerable complexity to the calculation of taxable
capital gains and the resulting tax liabilities thereon.

At present, the CGT legislation contains the following
three features that are reasonably well-known . . .

1. Half of the taxable capital gains that are derived
on the sale or disposal of an asset that is owned
for more than 12 months can be ignored. This is
known as the 50% general CGT discount.

2.  Capital gains on assets that were acquired
before September 1985 are exempt from CGT.

DISCLAIMER: This newsletter is intended to be a general guide only. You should not take any action based on the information
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3. There is no actual “rate” of CGT. If a capital
gain must be included in your taxable income,
then it is simply added to your taxable income
from other sources and then taxed along with
that other income at your marginal tax rate.

This year’s Federal Budget proposes to change ALL of
these rules — in certain circumstances. To explain . . .

The 50% general CGT discount

This will expire on 30 June 2027, other than for
newly-built residential premises. Owners of newly-
built properties will continue to be eligible for the 50%
general CGT discount, or alternatively they may
choose to calculate their taxable capital gain using an
“inflation-adjusted indexation” method (explained
later).

Any other taxable capital gain derived on or after 1
July 2027 will be calculated according to either:
e An “inflation-adjusted indexation” method, or
e A combination of the existing 50% CGT
discount method and an “inflation-adjusted
indexation” method.

These new CGT rules are NOT limited to real estate
assets. They apply to ALL assets (eg: shares or
cryptocurrency).

To illustrate and explain (and assuming that an asset is
NOT a “new build”, is held for more than 12 months
and sold on or after 1 July 2027) . ..

An asset acquired prior to 1 July 2027: The taxable
capital gain would need to be separately calculated in
two portions as follows:

1. The portion which accrued up to 30 June 2027.
This portion of the gain would be eligible for
the 50% CGT discount.

2. The balance of the gain, which would be
reduced by an “indexation factor” to allow for
inflation calculated from 1 July 2027 to the date
of sale.

These two portions would then be added together to
arrive at the total taxable capital gain.

The ATO has indicated that it will develop and provide
a calculation tool to allow the inflation-adjusted portion
of the gain to be calculated. Presumably, there would
be some “freezing” of asset values as at 30 June 2027,
and a method for adjusting those values thereafter for
inflation. Likely this will be similar to the pre-1999
system where two CPI-indexed values were compared
at two different points in time.

As an alternative to the ATO calculation tool (for
assets acquired prior to 1 July 2027), it is likely that
there will be an option to obtain a market valuation as
at that date which could be retained and used in
calculating the taxable capital gain.

An asset acquired on or after 1 July 2027: The entire
capital gain would be calculated under the “inflation-
adjusted indexation” method described earlier.

This means that good record-keeping will be critical
for any assets acquired from 1 July 2027. It will be
necessary to identify the dates of acquisition and sale
so that the correct indexation factors can be applied.
This is usually not difficult for real estate, but can be a
challenge for other asset classes such as shares or
cryptocurrency.

Pre — September 1985 Assets
This one was a real surprise. Totally unexpected.

One of the basic tenets of the CGT legislation has been
that assets acquired prior to September 1985 (when the
legislation was first introduced) will always be exempt.

Under the Budget proposals, this exemption will end
on I July 2027. Any capital gains accruing up to 30
June 2027 will remain exempt, but any additional gains
that accrue from that time will be subject to CGT and
calculated using the “inflation-adjusted indexation”
method described earlier.

As explained above, the ATO will develop a
calculation tool to assist with arriving at an inflation-
adjusted value and net taxable gain, but it may be
prudent to obtain a market valuation as at 30 June
2027 if you have any affected assets.

Minimum 30% CGT rate

This is also a major change. As explained above, until
now there has been no actual “rate” of CGT. The
taxable capital gain was simply added to your other
taxable income and tax was then calculated at your
marginal tax rate.

From 1 July 2027, any taxable capital gains which are
calculated under the “inflation-adjusted indexation”
method will be subject to a minimum 30% tax rate.

To illustrate the effect of this, take the example of a
resident Australian adult who derives a capital gain of
$40,000 on an asset held for just over 12 months and
has no other taxable income . . .

e Under current rules, $20,000 (50%) of the gain
can be ignored. The person will have NO tax
liability on the other $20,000 due to a
combination of the tax-free threshold and the Low
Income Offsets.

o Under the proposed rules, the same person will
pay $12,000 in tax.

In fact, these new rules will adversely affect anyone
with taxable income from other sources of less than
$45,000 (since the individual marginal tax rates below
that income level are less than 30%).
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These changes will also likely deter taxpayers from
timing the realisation of indexed capital gains so that
they occur in a year when they would otherwise be
subject to a lower marginal tax rate.

Recipients of income support payments (eg: age
pensions) will be exempt from the minimum 30% rate.

Three more brief but important points to make clear
before moving to the next section . . .

1. The CGT main residence exemption is not
affected. This will continue to apply.

2. Superannuation funds are not affected. The
“one-third” CGT discount will continue to be
available.

3. The Small Business CGT Concessions are not
affected. These will remain available where the
eligibility criteria are satisfied.

TAXATION OF DISCRETIONARY TRUSTS
Note that these proposed changes affect only
discretionary (usually family) trusts, other than those
running a business of primary production. Other types
of trusts (eg: widely-held unit trusts or fixed trusts) are
not affected.

For many years discretionary trusts have been used by
family groups for both investment and business
purposes. They have been advantageous for a number
of reasons . . .

e They provide a level of asset protection and
risk mitigation.

e  Monies taken from the trust for personal use
are categorised as distributions to
beneficiaries rather than “wages”. This avoids
the need to process regular payrolls, and also
avoids oncosts such as superannuation and
workers’ compensation insurance.

e Net trust income can be shared amongst
beneficiaries and taxed at their individual
marginal tax rates, thus reducing the total tax
payable on the distributions.

From 1 July 2028 (ie: starting with the 2028-29 year),
the net taxable income of discretionary trusts will be
subject to @ minimum 30% tax rate.

The tax would be paid by the Trustee (ie: at the Trust
level). This means that the trust will not be able to
distribute all of its net earnings to beneficiaries. It will
need to retain sufficient cash to pay the tax liability to
the ATO.

Another related change is that refundable dividend
franking credits will no longer flow through
discretionary trusts to individual beneficiaries. Instead,
these credits would be used to reduce the tax liability
of the Trust.

Beneficiaries (other than companies) will be entitled to
a 30% non-refundable tax offset equal to their share of
the tax paid by the Trust. This means that a beneficiary
on a marginal tax rate of less than 30% will have no
additional tax to pay on the distribution, but the unused
portion of the offset will be lost. It will not generate a
refund. Another beneficiary on a marginal tax rate of
more than 30% would be liable to pay the difference
between tax at their marginal rate and the 30% offset.

This will be particularly problematic where Trust
distributions are made to a company, since there will
be no tax offset available to the beneficiary company.
This may result in double-taxation — 30% tax payable
by the Trust, and then up to another 30% payable by
the company on the after-tax distribution that it
receives. The effective result will be a 51% tax rate at
the corporate level!

These proposed changes will undoubtedly mean that
many who are currently using discretionary trusts will
need to examine the implications and decide whether to
continue to hold assets in, or to do business through,
these structures.

In many cases it will be more practical and tax-
effective to convert to other structures such as
partnerships or companies, and we are likely to see
many trusts unwound. The Government has said that
there will be a 3-year period of rollover relief (until 30
June 2029) to allow for restructuring without incurring
any CGT liabilities on the transfer of assets from one
entity to another (eg: to a company or a fixed trust).
HOWEVER, it remains to be seen whether the
various States will provide relief from stamp duty or
other transfer taxes.

There will also be issues with transferring or assigning
leases and long-term contracts in some cases.

Discretionary trusts running businesses may want to
turn their beneficiaries into employees (if they actually
work in the business). Wages or salaries received from
a Trust will not be subject to the 30% minimum tax.
However, there will then be the need to run regular
payrolls and pay oncosts such as superannuation.

2026 TAX PLANNING

Deductible Superannuation Contributions

This remains a significant tax planning and tax
reduction strategy, especially if your taxable income is
higher than usual (for example, if you have made a
taxable capital gain). The deductible limit for
individuals for 2025-26 has not changed. It is $30,000
per person This includes deductible contributions from
all sources, so if you are considering making extra
deductible contributions to your Super Fund before 30
June, make sure that you allow for the amounts already
contributed by you or your employer.
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Additionally, if you have not used all of your
deductible limits in any of the 5 previous income years,
you can make “catch-up contributions”. To be
eligible, your total superannuation balance at the
beginning of the income year (ie: 1 July 2025) must
have been less than $500,000. The allowable
deductible limits for the 5 previous years were:

2024-25 $30,000
2023-24  $27,500
2022-23  $27,500
2021-22  $27,500
2020-21 $25,000

If you make any voluntary deductible contributions
(other than salary-sacrificing them through your
employer), please remember that you MUST notify
your Fund of your intention to claim AND have
received an acknowledgement from the Fund. This
must be done before you lodge your tax return.

Also be aware that if you are aged between 67 and 74,
you must also satisfy a “work test”. This essentially
means that you have done paid work for at least 40
hours in any consecutive 30-day period during the past
year. Personal deductible contributions are generally
not permitted once you reach 75.

Trust Resolutions

If you derive business or investment income through a
family (discretionary) trust, and you are (or, are a
director of) the Trustee, you will need to resolve in
writing (prior to 30 June) the proportions to which the
beneficiaries will be entitled to share in any net
income. This will require an estimate of the Trust’s
2025-26 taxable income and the likely marginal tax
rates of beneficiaries. If you are a current client and
this is likely to affect you, I will be in touch via email
prior to then.

Instant Asset Write-Off
See under “Employers and Small Business” on page 2.

Prepay Deductible Expenses in June

Small businesses may prepay deductible expenses up to
12 months in advance. Note, however, that this is
merely a timing advantage. It does not create a
permanent tax benefit, since a claim for the same
expense cannot again be made in 2026-27.

Defer the Receipt of Income until July

This only works if you account for income on a “cash
received” basis. It does not apply if you account on an
“accruals” basis, (unless you delay the issuing of
invoices until after 30 June). Also, it means that you
are asking your customers to delay some of their
payment(s) to you, so you will need to have confidence
that you WILL be paid.

Stocktake 30 June
If you carry inventories, you should count and value
these on 30 June (or as close to that date as you can).

Inventories may be:
e Goods for resale
e  Materials
e  Work In Progress (ie: the cost of materials or
labour embedded in jobs that have not yet
been invoiced to the customer).

Your valuation should be the lower of either:
e  Original cost, or
e Net recoverable (saleable) value.

Any inventory that should be scrapped or is obsolete
should be removed from the inventory records and
written off.

Bad or Doubtful Debts

You should review your receivables prior to 30 June
and write off any amounts that will likely never be
received. But note the following:

e  You can only claim these write-offs if they
have previously been included in your income
(ie: invoiced and currently included in your
Accounts Receivable balance). If you
recognise income on a “cash received” basis,
then these write-offs will not be deductible,
since they were never included as income.

e You must document the reasons for the write-
offs. Generally, you are required to have first
made reasonable efforts to recover the debts.

“Realising” Capital Losses

If you have made a taxable capital gain, you can reduce
the gain by using realised capital losses. A “realised”
loss is an actual loss that has resulted from the sale or
disposal of an asset (ie: you do not still own the asset).
It may be a loss brought forward from a prior year, or a
current-year loss.

If you still own CGT assets which have declined in
value and you have made a taxable capital gain on
another asset, you may want to consider selling the
“loss” assets so that the losses are “realised” and can
then be used to reduce your taxable capital gain.

But the sale of the loss assets must be genuine. The
ATO have been warning for many years that they will
not recognise “wash sales” as generating a real capital
loss. A “wash sale” occurs where an asset is sold (to
“realise” the loss) and then immediately repurchased,
so that the holder’s net economic position has not
changed. The ATO sees this as an artificial
arrangement undertaken for tax purposes only and will
disallow the utilisation of the loss.

AND FINALLY ...

As always, please contact me if you have questions
about any of the matters discussed here, or if you
would like assistance with year-end tax planning.

- Tony Kernan
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