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We will cover:

1.CGT

2.Negative gearing
3. Discretionary trusts
4.0Other measures




Disclaimer

Information provided is derived from public
information available as at 18 May 2026. o
Announcements are not yet law and may be L .-"':‘.: . ‘
subject to change. . ,."‘
Seek professional advice from ,‘ ‘,.':_,:"..

your registered tax agent, licenced financial L e _4 .
advisor and/or qualified valuer. e P LA TR T
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1. CGT

Source: Negative Gearing and Capital Gains Tax Reform Factsheet, Budget 2026—27 Tax Explainer
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Removal of 50 per cent CGT discount

 From 1 July 2027, the Government proposes replacing the 50 percent CGT discount with cost base
indexation, subject to a 30 per cent minimum tax on capital gains

» Applies to individuals, partnerships and trusts holding CGT assets for at least 12 months and
includes pre-CGT assets but excludes new residential builds, which retain access the CGT discount

* Indexation will be calculated using CPI in a similar manner to arrangements previously in place between
1985 and 1999.

» Government to consult on the CGT changes and incentives for early-stage and start-up businesses.
What is unchanged?

* The main residence exemption remains

* The four small business CGT concessions are unchanged

» The 60 per cent CGT discount for qualifying affordable housing retained

Exemption from the minimum tax

» 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.
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Where the 50 per cent CGT discount will remain

The 50 per cent CGT discount will remain for:

* Investors who buy new residential builds will have the choice between the 50 per cent CGT discount or
indexation and the minimum tax methods when they sell the property.

Eligible news builds Not an eligible new build

A newly constructed apartment bought off-the-  An established property that has recently been
plan extended to add additional bedrooms

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

rebuild replacing a single, free-standing house  knock-down rebuild replacing an older, smaller
free-standing house.

Any residential construction on previously A granny flat built adjacent to an established
vacant land property that is not eligible for negative gearing

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

* No change for assets purchased and sold prior to 1 July 2027.

» Assets purchased after 1 July 2027 will be treated wholly under the new arrangements (indexation and
minimum tax).

Assets purchased from 1985 to 30 June 2027

* Pre-1 July 2027 gains: eligible for the 50 per cent CGT discount

» Post 1 July 2027 gains: taxed under indexation subject to the minimum 30 per cent tax
» Asset value at 1 July 2027 reset as cost base

Pre-CGT assets

» Gains before 1 July 2027: remain CGT-exempt

» Gains from 1 July 2027: taxed under indexation subject to the minimum 30 per cent tax
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Valuation methods

» An asset’s value at 1 July 2027 will be determined by taxpayers as part of their tax return in the year of
disposal.

» Taxpayers can choose to:
* Obtain a valuation of the asset as at 1 July 2027, or

» use 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 ATO will provide tools to estimate this value for taxpayer

* The valuation at 1 July 2027 will be critical to determining future tax outcomes.
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Examples

1. Pre-CGT asset

Asset acquired Asset disposed
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No CGT Indexation method and
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2. Pre-1 July 2027 asset (post-CGT) held for more than 12 months 30% minimum tax
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50% discount Indexation method and 30% minimum tax
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Examples

3. Post-1 July 2027 asset that is not a new residential build held for more than 12 months

Asset acquired Asset disposed

| l

|
1 July 2027
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Indexation method and 30% minimum tax

4. Post-1 July 2027 asset that is a new residential build held for more than 12 months

Asset acquired Asset disposed
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|
1 July 2027

A
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Indexation and 30% minimum tax, or
50% discount method
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Case study — CGT calculation

Scenario: Individual property owner purchased residential property in 1998 and sold this asset in 2030.

Purchase price in 2000 $200,000
Market value as at 1 July 2027 $750,000
Sale price in 2030 $800,000
Total net capital gain $600,000
Gain between purchase and 30 June 2027 $550,000
Gain between 1 July 2027 and sale $50,000

Capital gain calculated as:
* 50% discount for 2000 to 30 June 2027 gain: $550,000 x 50% x applicable marginal tax rate/s

plus
 indexation method and 30% minimum tax for 1 July 2027 to 2030 gain: $50,000 discounted for CPI x

applicable marginal tax rate/s

*for simplicity, exclude holding and other costs.
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How tax outcomes differ: salary and wage earners versus capital gains
taxpayers

Scenario 1 - A person earning the average weekly wage Scenario 2 - A person starting a business. Doesn't earn a

($2050.10 in November 2025) salary or take drawings from the business to help the
business with cash flow. Doesn’t receive income support
payments. Sold some of their own CGT assets to help fund
the business in start-up phase as they couldn’t access
funding from other sources. Taxable income is the same as
the average weekly earnings.

Annual salary and wage $106,657 Annual salary and wage $0

Net capital gain $0 Net capital gain $106,657
Taxable income $106,657 Taxable income $106,657
Tax payable* $22,249.10 Tax payable* $31,997.10
Effective tax rate 20.9% Effective tax rate 30%

*using the 2027-28 tax rates but excluding the Medicare Levy and the proposed WATO
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Possible impacts

» The shift from the CGT discount to indexation, subject to a minimum tax favours lower growth assets

« For taxpayers earning less than $45,000 a year and not on income support, they will pay a higher tax on their capital gains
than income earned from salary and wages

» Potential surge in demand for valuers ahead of 1 July 2027

» Possible pre-emptive sales of pre-1985 assets before loss of exemption

» Shift in investment to new residential builds

» Characterisation issues (e.g. treatment of goodwill as pre-CGT) may require early consideration, well before disposal
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2. NEGATIVE GEARING

Source: Negative Gearing and Capital Gains Tax Reform Factsheet, Budget 2026—27 Tax Explainer
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Removal of negative gearing on residential property

 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

* Properties held before the announcement (7:30pm AEST 12 May 2026) will be exempt from the
negative gearing change

* When an investor has excess losses, they will be able to carry forward that excess to offset against
residential property income in future year

» This measure will apply to individuals, companies and most trusts (widely held trusts and superannuation
funds including SMSFs will be excluded)

 From 1 July 2027, negative gearing on residential property limited to new builds only.

« 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.

» Further exemptions to the negative gearing changes will also be available for private investors who support
government housing programs, for example, through the provision of affordable housing.
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Avallability of residential rental losses

» Properties held before 7:30pm, 12 May 2026 are grandfathered and unaffected
 Purchase date is the date on the contract, not settlement

 From 1 July 2027, losses related to existing residential investment properties purchased from 7:30pm AEST
12 May 2026 can only offset losses against:

» Rental income from residential property (including rental income derived from other properties), or
» Capital gains from residential property

» Excess losses carried forward to offset residential property income and costs such as maintenance in future
years

* Properties purchased between 12 May 2026 and 30 June 2027 may be negatively geared during this period,
but not from 1 July 2027

Matters in need of clarification:

* |tis unclear whether residential properties held at announcement but not previously used for investment (for
example a main residence) will be grandfathered if they start to be rented after the announcement date.

« What is the definition of a ‘residential property’
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Abllity to negatively gear

Property type

Non-residential properties

Purchase date Negative gearing available?

Before and after 12 May 2026 Q/

Established residential properties

New build residential properties

Held at 12 May 2026 J

Purchased between 12 May 2026 J Until 30 June 2027
and 30 June 2027

>X From 1 July 2027

Purchased from 1 July 2027 %

Purchased from 12 May 2026 J
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3. DISCRETIONARY TRUSTS

Source: Minimum tax on discretionary trusts Factsheet, Budget 2026—27 Tax Explainer
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30 per cent minimum tax on discretionary trusts

Introduction of a 30 per cent minimum tax on
discretionary trusts from 1 July 2028

Trustee obligations
 calculate, report and pay the 30 per cent minimum tax

 notify beneficiaries of their entittements and associated
tax credits.

Impact on beneficiaries

 Individuals and other non-corporate beneficiaries will
receive non-refundable tax credits for the tax paid by the
trustee. Ensures effective tax rate on trust income is not
below 30 per cent

» Corporate beneficiaries will be assessed based on the
trust income to which they are entitled, and will not be
able to claim credits for tax payable by the trustee

» Trustees that receive franked dividends will be required to
use their franking credits to pay the minimum tax
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Exceptions to the minimum tax on discretionary trusts

* The minimum tax will not apply to other types of trusts such as
« fixed trusts
+ widely-held trusts (including fixed testamentary trusts)
« complying super funds
» Special disability trusts
» Deceased estates
» Charitable trusts.

« The following income from discretionary trusts will be excluded:
* Primary production income
« Certain income relating to vulnerable minors
* Amounts to which non-resident withholding tax applies
* Income from assets of discretionary testamentary trusts existing at announcement.
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Rollover relief and other options

» Rollover relief will be available to assist small businesses and others that wish to restructure out of a discretionary trust into
other arrangements, such as a company.

« Their will be expanded relief from income tax consequences, including capital gains tax, for those who choose to
restructure, and will be available for three years from 1 July 2027.

 In addition to incorporating, small businesses may consider employing the beneficiaries as payments of salary or wages
will not attract the minimum tax.

» At present, there are rollovers to assist a discretionary trust in disposing of its assets to a company; however, there is no
rollover relief to facilitate a transition from a discretionary to fixed trust or accommodate the transfer of all assets, for
instance trading stock.
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Case study

Comparison of beneficiaries receiving trust income v salary and wages

« In 2028-29, Helen has $200,000 in wage income, equal to Steven’s $200,000 in investment income received through a
family discretionary trust

« The tax payable on Helen’s salary would be $59,352
« The tax payable on Steven’s trust distribution would be $60,000

22
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Case study

How a $150,000 total trust income distribution split equally ($50,000 each) between two individuals and one
corporate beneficiary will be taxed under the 30% minimum trust tax?

Individual 1 (Salary and wages income — $18,000, trust distribution $50,000):

« Tax payable on salary and wages - $0

« Tax paid on the $50,000 trust distribution (30 per cent) = $15,000

 Total tax payable on the taxable income of $68,000 under proposed system - $15,000

« Tax payable on the taxable income of $68,000 under current system - $10,902 (excluding the Medicare Levy)
« Taxpayer is $4,098 worse off if they are continue to receive trust distributions
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Case study (cont.)

Individual 2 (Salary and wages - $195,000, trust distribution $50,000):

« Tax payable on salary and wages - $53,352 (excluding Medicare Levy)

« Tax paid on the $50,000 trust distribution (30 per cent) = $15,000

« Total tax payable on the taxable income of $245,000 under proposed system - $75,852 (excluding Medicare Levy)
 Total tax payable on the taxable income of $245,000 under proposed system - $75,852 (excluding Medicare Levy)

« As the taxpayer is on the highest marginal rate, the tax payable on the $50,000 trust distribution is $22,500.

 As the trust has only paid $15,000 on the trust distribution, the taxpayer will be required to pay a "top-up" tax of $7,500
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Case Study (con’td)

Corporate beneficiary calculation ($50,000 trust distribution):

« Trustee Tax Paid: 30% of $50,000 = $15,000.

« Net Income Assessed to Company: $35,000 ($50,000 minus the $15,000 trustee tax).
« Company Tax (assuming a standard 30% corporate rate): 30% of $35,000 = $10,500.
« Total Combined Tax on this share: $15,000 (Trustee) + $10,500 (Company) = $25,500.
» Effective Tax Rate = 51%.

« (Note: If the company is a Base Rate Entity taxed at 25%, the company tax drops to $8,750, reducing the combined
effective tax rate to 47.5%).
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Possible impacts of the minimum tax

» Ordinary trust structures could produce worse tax outcomes than both salary and wage and corporate alternatives
 Trusts distributing to individuals with a tax rate of 30 per cent or higher - there will be no overall increase in tax paid
« This measures is intended to make discretionary trusts less popular, especially bucket companies arrangements

» Corporate beneficiaries will be effectively double taxed. With corporate beneficiaries not being able to claim credits for tax
payable by the trustee, this effectively produces a tax rate of 51 per cent at the corporate level.

« The government estimate that 350,000 active small businesses operate through a discretionary trust. Of these, 140,000
are not expected to pay additional tax or need to restructure

» It appears the minimum tax effectively prevents trust losses being utilised against income from other related discretionary
trusts. As the trustee-level tax is non-refundable, a distribution to another trust that is in a tax loss position may still be
subject to tax at an effective rate of 30 per cent, even if those tax losses are utilised.

» Further detail will be required to understand the practical application of this measure, including its interaction with franking
credits, section 100A, the Division 6 present entitlement and beneficiary assessment regime, and the treatment of any
subsequent distribution by the corporate beneficiary to its shareholders
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Possible impacts of the minimum tax

Stamp duty

« While the government is proposing extended rollover relief for trusts that incorporate, there will be stamp duty
consequences, especially for land rich businesses.

» It maybe that for some discretionary trusts, stamp duty is so high, that maintaining the current structure is the better option
Other issues that may make restructuring into a company a difficult decision

» Converting beneficiaries into employees may also lead to payroll tax considerations and other issues associated with
employment

« GST implications of a restructure — it may not be a supply of a going concern

 FBT and Div 7A implications on use of private assets by directors/shareholders of companies compared with trust
beneficiaries

 If a restructure is to a fixed trust, it may become a public trading trust if sufficient unit holders
» Family trust distribution tax (FTDT) if a trust with a family trust election restructures to another entity

* Moving land into companies may also increase land tax. In many jurisdictions, land held in discretionary trusts may be
assessed on a different basis to land held by related companies.
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Next steps

* Look out for further information from the government

* The government is seeking views on:
* mechanism for collecting the minimum tax,
* how the trustee uses franking credits that exceed the minimum tax liability, and
« rollover relief provided to support restructuring.
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4. OTHER MEASURES



Other measures

Description Start date

Announcement

Loss carry-back reintroduced

Companies under $1b global turnover can carry back 1 Jul 2026
revenue losses up to 2 years against prior taxed profits

$20,000 instant asset write-off
permanent

$20,000 threshold made permanent for businesses with Ongoing
turnover up to $10m

R&D Tax Incentive overhaul

Core R&D offset up ~25% to 50%:; intensity threshold 1 Jul 2028
cut to 1.5%; supporting R&D expenditure removed;

turnover threshold raised to $50m; expenditure cap

lifted to $200m

Loss refundability for start-ups

Eligible start-ups under $10m turnover can convert first- 1 July 2028
2-year losses into refundable tax offset, capped by
wage withholding and FBT

Venture capital incentives
expanded

Asset caps for VCLP and ESVCLP structures increased 1 July 2027
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Visit our Budget page to find
out more

Share your views, questions

and case studies with us at
policy.advocacy@cpaaustralia.com.au
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