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Tax & Accounting
Overview



Highlights

Mr Scott Morrison, the Federal Treasurer, has handed down his second Budget (the government’s first of its
three-year term). Mr Morrison said the Budget is focused on boosting the economy and households, so that
“we live within our means and are able to return the Budget to balance in 2020/21".

The government is proposing to address the housing affordability crisis with a package of tax, superannuation
and other measures. Additionally, the Budget contains measures intended to ensure the integrity of the tax and
superannuation system.

The full Budget papers are available at www.budget.gov.au and the Treasury ministers’ media releases are
available at ministers.treasury.gov.au.

The tax and superannuation highlights are set out below.

Housing affordability measures

A limited amount of an individual's superannuation
contributions made from 1 July 2017 may be withdrawn
from 1 July 2018 onwards for a first home deposit.

A person aged 65 or over can contribute up to $300,000
from the proceeds of the sale of their home as a
non-concessional contribution into superannuation,
from 1 July 2018.

Deductions for travel expenses related to inspecting,
maintaining or collecting rent for a residential rental
property will be disallowed from 1 July 2017.

Plant and equipment depreciation deductions will be
limited to outlays actually incurred by investors in
residential real estate properties from 1 July 2017.

Managed investment trusts will be able to invest in
affordable housing, allowing investors to receive
concessional tax treatment, provided certain conditions
are met, including that the properties are let as
affordable housing for at least 10 years.

The CGT discount for Australian resident individuals
investing in qualifying affordable housing will be
increased from 50% to 60% from 1 January 2018.

Foreign and temporary tax residents will be denied
access to the CGT main residence exemption.

The foreign resident CGT withholding rate will be
increased to 12.5% and will apply to Australian real
property and related interests valued at $750,000
or more.

An annual levy of at least $5,000 will be imposed on
foreign owners of under-utilised residential property.
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= A50% cap on foreign ownership in new developments
will be introduced through a condition on new dwelling
exemption certificates.

= The principal asset test in Div 855 of the Income Tax
Assessment Act 1997 will be applied on an associate
inclusive basis for foreign tax residents with indirect
interests in Australian real property.

Tax integrity measures

= The multinational anti-avoidance law will be amended
to prevent the use of foreign trusts and partnerships
in corporate structures for tax minimisation, with
retrospective effect from 1 January 2016.

= Hybrid mismatch rules used by banks to minimise tax
in cross border transactions will be prohibited from
1 January 2018.

= The government will provide $28.2m to the ATO
to target serious and organised crime in the
tax system.

= The Black Economy Taskforce has delivered an interim
report to the government and the government has
accepted some recommendations for immediate action.

= The taxable payments reporting system will be
extended to contractors in the courier and cleaning
industries from 1 July 2018.

= Sales suppression technology and software, used to
understate business income by deleting electronic
transactions, will be prohibited.

= Funding for the ATO’s Black Economy Taskforce audit
and compliance activities will be extended until
30 June 2018.
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= Atwo-year public information campaign from Other tax changes
2016/17 will highlight the government’s key tax
integrity measures. = The foreign investment framework will be clarified and
simplified with effect from 1 July 2017.

Small business = A major bank levy will be introduced for authorised
deposit taking institutions (ADIs), with licensed entity

= A toth ll busi CGT i illb .
ccesstotne smatt business concessions witt be liabilities of at least $100b, from 1 July 2017.

tightened from 1 July 2017 to deny eligibility for assets

which are unrelated to the small business. = Businesses that employ foreign workers on certain
skilled visas will be required to pay a levy that will
provide revenue for a new Skilling Australians Fund
from March 2018.

= The $20,000 instant asset write-off for small business
will be extended by 12 months to 30 June 2018, for
businesses with an aggregated annual turnover of

less than $10m. = The taxation of “roll your own” (RYO) tobacco and
other products (eg cigars) will be adjusted so that
GST manufactured cigarettes and RYO tobacco cigarettes

receive comparable tax treatment.
= Purchasers of new residential properties or new
subdivisions will be required to remit the GST directly to
the ATO as part of settlement from 1 July 2018.

= The government will provide additional funding to
Treasury and the Office of Parliamentary Counsel
to ensure dedicated drafting resources for

= The GST treatment of digital currency (such as Bitcoin) relevant legislation.
will be aligned with that of money from 1 July 2017.

= Access to diplomatic and consular concessions under
the Indirect Tax Concession Scheme has been extended.

Superannuation

= The use of limited recourse borrowing arrangements
will be included in a member’s total superannuation
balance and transfer balance cap from 1 July 2017.

= Opportunities for members to use related party
transactions on non-commercial terms to increase
superannuation savings will be reduced from
1 July 2018.

= The current tax relief for merging superannuation funds
will be extended until 1 July 2020.

Individuals

= The Medicare levy will be increased from 2.0% to 2.5% of
taxable income from 1 July 2019. Other tax rates that are
linked to the top personal tax rate, such as the fringe
benefits tax rate, will also be increased.

= The Medicare levy low-income thresholds for singles,
families, and seniors and pensioners will increase from
the 2016/17 income year.

= Anew set of repayment thresholds and rates under the
higher education loan program (HELP) will be introduced
from 1 July 2018.
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Housing affordability measures

Access to super for first home deposit

Individuals will be able to make voluntary contributions
into their superannuation of up to $15,000 per year and
$30,000 in total, to be withdrawn subsequently for a first
home deposit. The contributions can be made from 1 July
2017 and must be made within an individual's existing
contribution caps.

From 1 July 2018 onwards, the individual will be able to
withdraw these contributions and their associated deemed
earnings for a first home deposit. The withdrawals will be
taxed at an individual’'s marginal tax rate, less a 30%

tax offset.

Under this new first home super saver scheme, both
members of a couple can take advantage of this measure
to buy their first home together. The scheme is intended to
provide an incentive to enable first home buyers to build
savings faster for a home deposit, by accessing the tax
advantages of superannuation.

Source: Budget Paper No 2, p 30; Treasurer’s media release
“Reducing Pressure on Housing Affordability”, 9 May 2017.

Super contributions from downsizing

A person aged 65 or over can make a non-concessional
contribution into superannuation of up to $300,000 from
the proceeds of selling their principal residence. They must
have owned their principal residence for at least 10 years.
This measure will apply from 1 July 2018 and is available to
both members of a couple for the same home.

These contributions are in addition to existing rules and

caps and are exempt from the age test, work test and the
$1.6m total superannuation balance test for making non-
concessional contributions.

Source: Budget Paper No 2, p 28.

Travel expenses related to residential
rental properties disallowed

Deductions for travel expenses related to inspecting,
maintaining or collecting rent for a residential rental
property will be disallowed from 1 July 2017.

This is an integrity measure to address concerns that many
taxpayers have been claiming travel deductions without
correctly apportioning costs, or have claimed travel costs
that were for private travel purposes.
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This measure will not prevent investors from
engaging third parties such as real estate agents for
property management services. These expenses will
remain deductible.

Source: Budget Paper No 2, p 29.

Depreciation deductions limited for
residential rental properties

Plant and equipment depreciation deductions will be
limited to outlays actually incurred by investors in
residential real estate properties from 1 July 2017.

Plant and equipment items are usually mechanical
fixtures or those which can be “easily” removed from a
property such as dishwashers and ceiling fans. This is
an integrity measure to address concerns that some
plant and equipment items are being depreciated by
successive investors in excess of their actual value.
Acquisitions of existing plant and equipment items
will be reflected in the cost base for capital gains tax
purposes for subsequent investors.

These changes will apply on a prospective basis, with
existing investments grandfathered. Plant and equipment
forming part of residential investment properties as of

9 May 2017 (including contracts already entered into at
7:30pm (AEST) on 9 May 2017) will continue to give rise to
deductions for depreciation until either the investor no
longer owns the asset, or the asset reaches the end of

its effective life.

Investors who purchase plant and equipment for their
residential investment property after 9 May 2017 will be
able to claim a deduction over the effective life of the
asset. However, subsequent owners of a property will
be unable to claim deductions for plant and equipment
purchased by a previous owner of that property.

Source: Budget Paper No 2, p 30.
Managed investment trusts investing in

affordable housing

Managed investment trusts (MITs) will be able to invest
in affordable housing, allowing investors to receive
concessional tax treatment.
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MITs allow investors to pool funds to invest in primarily
passive investments and cannot carry on or control

an active trading business. Non-resident investors are
generally subject to a 15% final withholding tax rate on
fund payments from an MIT where they are resident of a
country with which Australia has an effective exchange
of information treaty. Resident investors are taxed at
marginal rates and their capital gains are eligible for the
CGT discount.

From 1 July 2017, MITs will be able to acquire,
construct or redevelop property but must satisfy the
following conditions:

= the MIT must derive at least 80% of its assessable
income from affordable housing in an income year. Up
t0 20% of income may be derived from other eligible
investment activities permitted under the existing MIT
rules. If either of these requirements are not satisfied,
non-resident investors will be liable to pay withholding
tax at a rate of 30% of investment returns for that
income year

= qualifying housing must be provided to low to moderate
income tenants

= rentisto be charged at a discount below the private
market rental rate, and

= the affordable housing must be available for rent
for at least 10 years. If a property is not held for
rent as affordable housing for at least 10 years, net
capital gains arising on its disposal will attract a 30%
withholding tax rate.

This measure will apply to income years starting on

or after 1)July 2017 and is intended to increase private
investment in affordable housing. It is estimated to have an
unquantifiable cost to revenue over the forward estimates
period and the ATO will be provided $1.5m to implement
the measure.

Source: Budget Paper No 2, pp 26 and 29.

CGT discount increased for affordable
housing investments

The CGT discount will be increased from 50% to 60% for
Australian resident individuals investing in qualifying
affordable housing.

The conditions to access the 60% discount are:

= the housing must be provided to low to moderate
income tenants

= rent must be charged at a discount below the private
rental market rate
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= the affordable housing must be managed through a
registered community housing provider, and

= the investment must be held for a minimum period of
three years.

This measure will apply from 1 January 2018.

The higher discount will flow through to resident individuals
investing in affordable housing via managed investment
trusts as part of the tax measure enabling such trusts

to invest in affordable housing (see the item “Managed
investment trusts investing in affordable housing”).

Source: Budget Paper No 2, p 29.

CGT main residence exemption removed
for foreign and temporary residents

Individuals who are foreign or temporary tax residents will
no longer have access to the CGT main residence exemption
from 7.30pm (AEST) on 9 May 2017.

Existing properties held before this date will be
grandfathered until 30 June 2019.

Source: Budget Paper No 2, p 27.

Expansion of foreign resident CGT
withholding regime

The CGT withholding rate that applies to foreign tax
residents will be increased from 10% to 12.5% from 1 July
2017.

Currently, the foreign resident CGT withholding obligation
applies to Australian real property and related interests
valued at $2m or more. This threshold will be reduced to
$750,000 from 1 July 2017, increasing the range of properties
and interests that will come within this obligation.

Source: Budget Paper No 2, p 27.

Annual levy for foreign-owned vacant
residential properties

Foreign owners of vacant residential property, or property
that is not genuinely available on the rental market for at
least six months per year, will be charged an annual levy

of at least $5,000. The annual levy will be equivalent to the
relevant foreign investment application fee imposed on the
property when it was acquired.

The measure will apply to persons who make a foreign
investment application for residential property from
7.30pm (AEST) on 9 May 2017.

Source: Budget Paper No 2, p 27; Treasurer’s media release
“Reducing Pressure on Housing Affordability”, 9 May 2017.
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A 50% cap on foreign ownership in new developments

will be introduced through a condition on new dwelling
exemption certificates. The cap will be included as a
condition on new dwelling exemption certificates where the
application was made from 7:30pm (AEST) on 9 May 2017.

New dwelling exemption certificates are granted to
property developers and act as a pre-approval allowing
the sale of new dwellings in a specified development to
foreign persons (without each foreign purchaser seeking
their own foreign investment approval). The current
certificates do not limit the amount of sales that may

be made to foreign purchasers.

The measure will ensure that a minimum proportion of
developments are available for Australians to purchase.

Source: Budget Paper No 2, p 31.
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The principal asset test in Div 855 of the Income Tax
Assessment Act 1997 will be applied on an associate
inclusive basis for foreign tax residents with indirect
interests in Australian real property. The test is relevant to
determine whether a foreign resident’s asset is a taxable
Australian property.

This measure will apply from 7.30pm (AEST) on 9 May 2017.
It is intended to ensure that foreign tax residents cannot
avoid a CGT liability by disaggregating indirect interests in
Australian real property.

Source: Budget Paper No 2, pp 27-28.
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Tax integrity measures

Tax integrity package — multinational
anti-avoidance law broadened

The government will extend the scope of the multinational
anti-avoidance law (Income Tax Assessment Act 1936 s
177DA) to prevent the use of foreign trusts and partnerships
in corporate structures to minimise Australian income tax.

With retrospective effect from its date of commencement
on 1January 2016, the multinational anti-avoidance law will
be amended so that it applies to:

= corporate structures that involve the interposition of
partnerships that have any foreign resident partners

= trusts that have any foreign resident trustees, and

= foreign trusts that temporarily have their central
management and control in Australia.

The amendments will ensure the integrity of the original
policy intent.

Source: Budget Paper No 2, p 39.

Tax integrity package — banks using
hybrids for tax minimisation

Integrity rules will be introduced to clamp down on
aggressive structures used by banks and financial
institutions for tax minimisation. The new rules will apply
OECD hybrid mismatch rules to hybrid tax mismatches that
occur in cross-border transactions relating to regulatory
capital known as additional Tier 1 (AT1) by:

= preventing returns on AT1 capital from carrying franking
credits where such returns are tax deductible in a
foreign jurisdiction, and

= where the AT1 capital is not wholly used in the offshore
operations of the issuer, requiring the franking account
of the issuer to be debited as if the returns were to
be franked.

Subject to transitional arrangements, the measure will
apply to returns on AT1 instruments paid from the later of 1
January 2018 or six months after assent.

Transitional arrangements will apply to AT1 instruments
issued before 7.30pm (AEST) on 9 May 2017 such that the
measure will not apply to returns paid before the next call
date of the instrument occurring after 7.30pm (AEST) on

9 May 2017.
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This measure will strengthen the integrity of Australia’s tax
system and seeks to implement the government’s decision,
announced in the 2016/17 Budget “Tax Integrity Package

— implementing the OECD hybrid mismatch arrangement
rules”, in relation to regulatory capital.

Source: Budget Paper No 2, p 34.

Funding to address serious and organised
tax crime

The government will provide $28.2m to the ATO to target
serious and organised crime in the tax system. This extends
an existing measure by a further four years to 30 June 2021.
This measure is estimated to have a gain to revenue of
$408.5m and a net gain to the budget of $380.3m over the
forward estimates period.

The ATO’s compliance work is currently funded to
30 June 2017.

Source: Budget Paper No 2, p 20.

Interim report into black economy

The Black Economy Taskforce has delivered an interim
report to the government and the government has accepted
the following recommendations for immediate action:

= extending the taxable payment reporting system (TPRS)
to two high-risk industries — cleaning and couriers — to
ensure payments made to contractors in these sectors
are reported to the ATO

= banning the manufacture, distribution, possession, use
or sale of sales suppression technology. This technology
allows businesses to understate their income and has
been identified as a threat to the integrity of the tax
system, and

= providing funding for ATO audit and lodgment activities
to better target black economy risks.

In addition, the government has agreed to a
recommendation that government processes encourage
good tax behaviour. The Taskforce will develop a proposal
in conjunction with government agencies for the 2017/18
Mid-year Economic and Fiscal Outlook.

The Taskforce will consult widely and the public are invited
to make submissions at www.treasury.gov.au/blackeconomy
by 30 June 2017.
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Source: Minister for Finance’s media release “Release of
the Interim Report into the Black Economy, 9 May 2017.

Payments reporting extended to
couriers and cleaners

The government will extend the taxable payments
reporting system (TPRS) to contractors in the courier and
cleaning industries. The measure will have effect from 1 July
2018 and is estimated to have a gain to revenue of $318m in
the forward estimates period.

The TPRS is a transparency measure and already operates
in the building and construction industry, where it has
resulted in improved contractor compliance. Under the
TPRS, businesses are required to report payments they
make to contractors (individual and total for the year) to
the ATO.

This measure brings payments to contractors in the courier
and cleaning industries into line with wages paid to similar
workers, which are reported to the ATO. Businesses in these
industries will need to ensure that they collect information
from 1 July 2018, with the first annual report required in
August 2019.

Source: Budget Paper No 2, p 35.

Sales suppression technology to
be prohibited

The government will act to prohibit the manufacture,
distribution, possession, use or sale of electronic point of
sale (POS) sales suppression technology and software. The
prohibition will have effect from the date of assent of the
enabling legislation.

Sales suppression technology and software allow
businesses to understate their income by deleting selected
transactions from electronic records in POS equipment.
Income earned from these transactions and tax owing from
this income is not reported to the ATO. The revenue risks
such technologies pose have been highlighted by the OECD.
The government’s action is in line with responses of other
jurisdictions.

Source: Budget Paper No 2, p 36.
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Black Economy Taskforce
funding extended

The government will provide additional funds of $32m to
extend the ATO’s audit and compliance programs targeting
black economy risks. This funding was to expire on

30 June 2017.

Under this measure, a further year of funding will be
provided for the ATO’s “Strengthening Foundations”

and “Level Playing Field” programs. “Strengthening
Foundations” focuses on businesses with a turnover
between $2m and $15m that have disengaged from the tax
system. The “Level Playing Field” program involves audit,
review and intensive follow up and targets small businesses
with turnover below $2m.

These programs are directed at changing black economy
and related behaviours such as non-lodgment, omission
of income and non-payment of employer obligations. The
government will make decisions about the future of these
programs beyond 2017/18 in light of the Black Economy
Taskforce's final report, which is expected to be delivered
in October 2017.

This measure is estimated to have a net gain to the budget
of $447.2m over the forward estimates period. The revenue
includes an additional GST component of $109.8m which
will be paid to the states and territories.

Source: Budget Paper No 2, pp 35-36.

Publicising tax integrity measures

The government will provide $8.1m over two years from
2016/17 to communicate the key tax integrity measures to
the Australian business community and the general public.
The campaign will demonstrate Australia’s international
leadership in addressing multinational tax avoidance.

Source: Budget Paper No 2, p 171.
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Small business

Small business CGT breaks to
be tightened

Access to the small business CGT concessions will be
tightened from 1 July 2017 to deny eligibility for assets
which are unrelated to the small business.

The concessions assist owners of small businesses by
providing relief from CGT on assets related to their
business which helps them to re-invest and grow, as well as
contribute to their retirement savings through the sale of
the business. However, some taxpayers are able to access
these concessions for assets which are unrelated to their
small business, for instance through arranging their affairs
so that their ownership interests in larger businesses do
not count towards the tests for determining eligibility for
the concessions.

The small business CGT concessions will continue to be
available to small business taxpayers with aggregated
turnover of less than $2m or business assets of less
than $6m.

Source: Budget Paper No 2, p 38.
Instant asset write-off extended for

12 months

The $20,000 instant asset write-off for small business will
be extended by 12 months to 30 June 2018, for businesses
with an aggregated annual turnover of less than $10m.
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Small businesses will be able to immediately deduct
purchases of eligible depreciating assets costing less than
$20,000 provided they are first used, or installed ready for
use, by 30 June 2018. Only a few assets are ineligible (such
as horticultural plants and in-house software).

Depreciating assets valued at $20,000 or more (which
cannot be immediately deducted) can continue to be
placed into the general small business pool (the pool)
and depreciated at 15% in the first income year, and 30%
for each income year thereafter. The pool can also be
immediately deducted if the balance is less than $20,000
over this period (including existing pools).

The current “lock out” laws from the simplified depreciation
rules will continue to be suspended until 30 June 2018.
These rules prevent small businesses from re-entering the
simplified depreciation regime for five years if they opt out.

From 1 July 2018, the immediate deductibility threshold,
and the balance at which the pool can be immediately
deducted, will revert to $1,000.

This measure is designed to improve cash flow for small
businesses, providing a boost to small business activity and
investment for another year. It is estimated to have a cost
to revenue of $650m over the forward estimates period.

Source: Budget Paper No 2, pp 21-22; Treasurer’s media
release, “Stronger growth to create more and better paying
jobs”, 9 May 2017; Minister for Small Business media release,
“Budget boost for small business”, 9 May 2017; and Budget
2017-18 Glossy: Stronger growth to create more and better

paying jobs, pp 5-6.
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GST

Purchasers of new residential properties
to remit GST

Purchasers of newly constructed residential properties or
new subdivisions will be required to remit the GST directly
to the ATO as part of settlement from 1 July 2018.

Under the current law (where the GST is included in the
purchase price and the developer remits the GST to
the ATO), some developers are failing to remit the GST
to the ATO despite having claimed GST credits on their
construction costs. The new measure is an integrity
measure to strengthen compliance with the GST law.

Source: Budget Paper No 2, p 38.

Double taxation of digital
currency removed

The GST treatment of digital currency (such as Bitcoin) will
be aligned with that of money from 1 July 2017.

Digital currency is currently treated as intangible property
for GST purposes. Consequently, consumers who use digital
currencies as payment can effectively bear GST twice: once
on the purchase of the digital currency, and again on its use

in exchange for other goods and services subject to GST.
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This measure will ensure purchases of digital currency are
no longer subject to GST. Removing double taxation on
digital currencies will remove an obstacle for the financial
technology (fintech) sector to grow in Australia.

Source: Budget Paper No 2, pp 22-23.

Diplomatic concessions under Indirect
Tax Concession Scheme extended

Access to refunds of indirect tax (including GST, fuel and
alcohol taxes) under the Indirect Tax Concession Scheme
has been extended.

New access to refunds has been granted to the diplomatic
and consular representations of Belarus, Cuba, Zambia and
Ethiopia. The diplomatic and consular representations of
Mauritius and Thailand have had their access expanded.

These concessions are provided in accordance with
Australia’s international obligations in relation to
diplomatic missions and consular posts. Each of these
changes will have effect from a time specified by the
Minister for Foreign Affairs.

Source: Budget Paper No 2, p 23.
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Superannuation

LRBAs included in super balance and
transfer balance cap

The use of limited recourse borrowing arrangements
(LRBAs) will be included in a member’s total superannuation
balance and transfer balance cap from 1 July 2017.

LRBAs can be used to circumvent contribution caps and
effectively transfer growth in assets from the accumulation
phase to the retirement phase that is not captured by

the transfer balance cap. The outstanding balance of an
LRBA will now be included in a member’s annual total
superannuation balance and the repayment of the principal
and interest of an LRBA from a member’s accumulation
account will be a credit in the member's transfer

balance account.

Source: Budget Paper No 2, p 33.

Related party transactions to increase
super reduced

Opportunities for members to use related party
transactions on non-commercial terms to increase
superannuation savings will be reduced from 1 July 2018.

The non-arm’s length income provisions will be amended to
ensure expenses that would normally apply in a commercial
transaction are included when considering whether the
transaction is on a commercial basis.

Source: Budget Paper No 2, p 34.
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Tax relief for merging super
funds extended

The current tax relief for merging superannuation funds will
be extended until 1 July 2020.

Since December 2008, tax relief has been available for
superannuation funds to transfer capital and revenue
losses to a new merged fund, and to defer taxation
consequences on gains and losses from revenue and capital
assets. This tax relief was due to lapse on 1)July 2017. The
tax relief will be temporarily extended as the Productivity
Commission completes a review into the efficiency and
competitiveness of Australia’s superannuation industry.

Extending this relief should:

= ensure that member balances are not reduced by tax
when superannuation funds merge

= remove tax as an impediment to mergers, and

= facilitate industry consolidation, which should lead to
better retirement outcomes through reduced costs.

This measure has an unquantifiable estimated cost to
revenue over the forward estimates period.

Source: Budget Paper No 2, p 21.
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Individuals

Medicare levy to increase from
2.0% t0 2.5%

The Medicare levy will be increased from 2.0% to 2.5%

of taxable income from 1 July 2019. Other tax rates that
are linked to the top personal tax rate, such as the fringe
benefits tax rate, will also be increased.

Low income earners will continue to receive relief from
the Medicare levy through the low income thresholds
for singles, families, seniors and pensioners. The current
exemptions from the Medicare levy will also remain

in place.

This measure is estimated to have a gain to tax revenue of
$8.2b over the forward estimates period (across all heads
of revenue, not just the Medicare levy).

All revenue generated by the Medicare levy will be used to
support the National Disability Insurance Scheme (NDIS)
and to guarantee Medicare. For example, $9.1b will be
credited over the forward estimates period to the NDIS
Savings Fund Special Account when it is established.

Source: Budget Paper No 2, pp 24-25; and Budget 2017-18
Glossy: Budget overview, p 16.

Medicare levy — low income thresholds
to increase
The Medicare levy low-income thresholds for singles,

families, and seniors and pensioners will increase from the
2016/17 income year.

The threshold for singles will increase to $21,655 (up from
$21,335 for the 2015/16 year).

The family threshold will increase to $36,541 (up from
$36,001 for the 2015/16 year).
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For single seniors and pensioners, the threshold will
increase to $34,244 (up from $33,738 for the 2015/16 year).
The family threshold for seniors and pensioners will
increase to $47,670 (up from $46,966 for the 2015/16 year).

The child-student component of the income threshold for
all families will increase to $3,356 (up from $3,306 for the
2015/16 year).

The increases take into account movements in the
consumer price index so that low-income taxpayers
generally continue to be exempted from paying the
Medicare levy.

This measure is estimated to have a cost to revenue of
$180m over the forward estimates period.

Source: Budget Paper No 2, p 25.

New HELP repayment thresholds and
rates to be introduced

A new set of repayment thresholds and rates under the
higher education loan program (HELP) will be introduced
from 1 July 2018.

A new minimum repayment threshold of $42,000 will be
established with a 1% repayment rate. Currently, the
minimum repayment threshold for the 2017/18 year is
$55,874 with a repayment rate of 4%.

A maximum threshold of $119,882 with a 10% repayment
rate will also be introduced. Currently, the maximum
repayment threshold for the 2017/18 year is $103,766 with a
repayment rate of 8%.

Source: Budget Paper No 2, p 83.
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Other tax changes

Foreign investment framework to be
clarified and simplified

The foreign investment framework will be clarified and
simplified with effect from 1 July 2017. This will make foreign
investor obligations clearer, and allow for more efficient
allocation of Foreign Investment Review Board screening
resources to higher risk cases.

The amended framework will allow the foreign investment
framework to operate more efficiently by facilitating

business investment and reducing unnecessary red tape by:

= refining the type of developed commercial property
subject to the lower $55m threshold by removing low
sensitivity applications from the meaning of
“sensitive land”

= improving the treatment of residential applications by
allowing failed off-the-plan purchases to be considered
as “new”

= overcoming limitations with the existing exemption
certificate system for individual residential real estate
purchases and amending the treatment of residential
land used for a commercial purpose

= streamlining and simplifying foreign investment
business application fees, including legislating existing
fee waiver arrangements

= introducing a new exemption certificate that applies to
low risk foreign investors

= clarifying the treatment of developed solar and wind
farms, and

= restoring the previous arrangement whereby companies
with significant foreign custodian holdings (ie legal
rather than equitable interest holders) are not subject
to notification requirements.

These amendments are informed by stakeholder views and
a public consultation process on options to improve the
framework and make obligations clearer.

Source: Budget Paper No 2, p 32.

Major bank levy to be introduced

A major bank levy (the levy) will be introduced for
authorised deposit taking institutions (ADIs), with licensed
entity liabilities of at least $100b, from 1 July 2017.
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The $100b threshold will be indexed to grow in line with
nominal gross domestic product.

The levy will be calculated quarterly as 0.015% of an ADI's
licensed entity liabilities as at each quarterly reporting
date mandated by the Australian Prudential Regulation
Authority (APRA). This equates to an annualised rate

0f 0.06%.

Liabilities subject to the levy will include items such as
corporate bonds, commercial paper, certificates of deposit,
and Tier-2 capital instruments. The levy will not apply to the
following liabilities: additional Tier-1 capital, and deposits
of individuals, businesses and other entities protected by
the Financial Claims Scheme. It will not be levied

on mortgages.

Superannuation funds and insurance companies will not be
subject to the levy.

The levy is forecast to raise $6.2b over the forward
estimates period, net of interactions with other taxes
(principally corporate income taxes). The levy is designed
to assist with budget repair and to provide a more level
playing field for smaller banks and non-bank competitors. It
complements prudential reforms being implemented by the
government and APRA.

To facilitate the introduction of the levy, the Australian
Competition and Consumer Commission (ACCC) will
undertake a residential mortgage pricing inquiry until 30
June 2018. As part of this inquiry, the ACCC will be able

to require relevant ADIs to explain changes or proposed
changes to residential mortgage pricing, including changes
to fees, charges, or interest rates by those ADIs.

Source: Budget Paper No 2, p 24; and Budget 2017-18 Glossy:
Guaranteeing the essentials for Australians, p 17

Skilling Australians Fund levy introduced

Businesses that employ foreign workers on certain skilled
visas will be required to pay a levy that will provide revenue
for a new Skilling Australians Fund from March 2018.

Businesses with turnover of less than $10m per year will be
required to make an upfront payment of $1,200 per visa per
year for each employee on a Temporary Skill Shortage visa
and make a one-off payment of $3,000 for each employee
being sponsored for a permanent Employer Nomination
Scheme (subclass 186) visa or a permanent Regional
Sponsored Migration Scheme (subclass 187) visa.
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Businesses with turnover of $10m or more per year will be
required to make an upfront payment of $1,800 per visa per
year for each employee on a Temporary Skill Shortage visa
and make a one-off payment of $5,000 for each employee
being sponsored for a permanent Employer Nomination
Scheme (subclass 186) visa or a permanent Regional
Sponsored Migration Scheme (subclass 187) visa.

The levy will replace the current training benchmark
financial obligations for employers of workers on
Temporary Work (Skilled) (subclass 457) visas, which are
being abolished, and permanent Employer Nomination
Scheme (subclass 186) Direct Entry stream visas.

Source: Budget Paper No 2, p 16.

Aligning tax treatment of “roll your own”
tobacco and cigarettes

The taxation of “roll your own” (RYO) tobacco and other
products (eg cigars) will be adjusted so that manufactured
cigarettes and RYO tobacco cigarettes receive comparable
tax treatment. This will be achieved by calculating the per
kilogram excise and excise-equivalent customs duty rates
on the assumption that the average tobacco content of a
cigarette is 0.7 gm, rather than the current assumption of
0.8 gm. Since the average cigarette contains less than 0.8
gm of tobacco, the current tax treatment of RYO tobacco is
relatively more favourable. The adjustment to the rates of
duty will better align the tax on tobacco regardless of

its form.

The adjustment will be phased in over four years, from 2017
to 2020, to match the timing of the previously legislated
12.5% tobacco tax increases, which occur on 1 September
each year. The first of the four annual changes will occur on
1September 2017.

Source: Budget Paper No 2, p 12.

Legislative drafting —
additional resources

The government will provide $16.9m to Treasury and
$5.2m to the Office of Parliamentary Counsel over four
years from 2017/18 to ensure dedicated drafting resources
are available to progress financial services and tax

reform legislation.

Source: Budget Paper No 2, p 168.
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Budget Overview and Economic outlook

Table 1: Budget aggregates

Actual Estimates Projeclions
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 Tolaka)
Underlying cash balance ($b)ib) -39.6 376 294 N4 2.5 T4 459
Per cent of GDP -2 4 21 -16 -1.1 01 0.4
Net operating balance{Sb) 3316 387 198 10,8 76 1715 5.5
Per cent of GDP -20 -22 -11 0.6 04 08

(a) Total i equal 1o the sum of amounts from 2017-18 o 2020-21
(k) Excludes expected net Future Fund eamings bafore 2020-21

As foreshadowed by Treasurer Scott Morrison the week
before the Budget this year’s Budget highlights the net
operating balance alongside the underlying cash balance
to reflect those Government payments which contribute to
recurrent expenditure.

The operating balance excludes interest payments on
borrowings for capital spending.

The underlying cash deficit is expected to be $29.4 billion
in 2017-18 and improve over the forward estimates to a
projected surplus of $7.4 billion in 2020-21. The average
annual pace of fiscal consolidation of 0.6 per cent of GDP is
a slight improvement over the 2016-17 MYEFO.

The net operating balance is also expected to improve

from $19.8 billion (1.1 per cent of GDP) in 2017-18 to reach
a projected surplus of $7.6 billion (0.4 per cent of GDP) in
2019-20 and $17.5 billion (0.8 per cent of GDP) in 2020-21.

Economic growth is expected to have slowed temporarily to
134 per cent in 2016-17 as a result of weather-related factors
in early 2016-17 and the impact of Tropical Cyclone Debbie.
The economy is expected to rebound to grow at 2% per cent
in 2017-18 and 3 per cent in 2018-19, supported by growth

in household consumption, exports and non-mining
business investment as the drag from falling mining
investment wanes.

The Budget says that overall, spending as a proportion of
GDP are forecast to fall to 25 per cent by the end of the
forward estimates, slightly lower than forecast at the 2016-
17 MYEFO, before rising over the medium term.

Tax and other receipts as a proportion of GDP are expected
to increase across the forward estimates, broadly in line
with forecasts at the 2016-17 MYEFO.

Net debt is estimated to be 19.5 per cent of GDP in 2017-18
and to peak as a share of GDP at 19.8 per cent in 2018-19.
Net debt is then projected to decline as a share of GDP

to 8.5 per cent by 2027-28. Refer to Statement 7: Debt
statement, assets and liabilities for further information.
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The Budget says “Australia’s transition towards broader-
based growth is well advanced. The 2017-18 Budget aims

to facilitate a smooth transition and ensure that all
Australians have the opportunity to benefit from Australia’s
continued economic growth by guaranteeing essential
government services, easing pressure on the cost of living
and building on the Government’s plan for economic growth
and jobs.”

It says, “There have been encouraging signs that the global
economy will strengthen over the coming years. Economic
activity appears to have firmed in a range of countries

and there are tentative signs that global trade growth is
strengthening from subdued rates.

It says the Government is focusing on growing the economy
to secure more and better paying jobs, by:

= Increasing its total funding and financing commitments
to transport infrastructure projects to over $70 billion
from 2013-14 to 2020-21, including an equity investment
of up to $5.3 billion in a new Commonwealth-owned
company, WSA Co, to develop Western Sydney Airport
and an additional $8.4 billion equity investment in the
Australian Rail Track Corporation to deliver Melbourne
to Brisbane Inland Rail;

= Committing more than $533 million in new funding to
infrastructure and community projects to improve the
resilience, connectedness and adaptability of regions,
including a $472 million Regional Growth Fund;

= Australian jobs first by better targeting skilled visas and
introducing a Skilling Australians Fund to ensure that
employers of foreign workers are investing in training
Australians to meet future skills needs, with a particular
focus on apprenticeships and traineeships; and

= Continuing to support small businesses by extending
the $20,000 immediate deductibility threshold for a
further 12 months to 30 June 2018 at the higher $10
million annual turnover threshold.
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The Budget

= Establishes a Medicare Guarantee Fund

= Fully funds the Commonwealth’s contribution to the
National Disability Insurance Scheme, through half a
percentage point increase in the Medicare levy;

= New and amended listings on the Pharmaceutical
Benefits Scheme;

It says that although the payments-to-GDP ratio remains
a little above its historical average of 24.8 per cent, the
ratio is expected to fall to 25.0 per cent by the end of the
forward estimates.

Economic Outlook

Domestically, it is anticipated that growth will lift following
the effects of a number of weather-related events in
2016-17. Real GDP growth is expected to be 2% per cent

in 2017-18 and 3 per cent in 2018-19. Australia’s economic
performance continues to compare favourably with

most advanced economies, including other major
commodity exporters.

The lift in economic growth is expected to occur as the drag
from falling mining investment diminishes and as growth

in household consumption and non-mining business
investment improves. Exports are also forecast to continue
to grow, supporting greater economic activity and growth.

Nominal GDP growth is expected to increase strongly

in 2016-17, driven by the large increase in coal and iron
prices in the past year. Nominal GDP growth is forecast
to slow to 4 per cent in 2017-18 and 2018-19 as commodity
prices are expected to decline from their recent elevated
levels. Growth in wages is expected to be subdued, butt a
little stronger than recent rates, over the forecast period.
Inflation is forecast to increase moderately in that time.
These factors are expected to constrain the pace of
nominal GDP growth in 2017-18 and 2018-19.
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Non-mining business investment is expected to benefit

as negative spill-overs from the mining sector wane. It will
also be supported by a strengthening in domestic demand,
solid business conditions and low financing costs.
Non-mining business investment is forecast to grow by

4% per cent in both 2017-18 and 2018-19.

Household consumption growth is expected to pick up
over the forecast horizon to 2% per cent in 2017-18 and 3
per cent in 2018-19. It is expected that consumption will
continue to grow by more than household income, resulting
in a further decline in the household saving rate.

Dwelling investment is forecast to slow to 1% per cent in
2017-18 and to fall by 4 per cent in 2018-19.

The Budget says that globally,” there is heightened policy
uncertainty as reforms needed to strengthen productivity
have proved difficult to achieve and there appears to

be growing support in some countries for protectionist
policies. High levels of debt, potential financial imbalances
and overcapacity in some sectors remain risks to the
Chinese economy, while Europe continues to face legacy
issues following the global financial crisis. The recalibration
of interest rates in the United States is also a risk.

Domestically, there are risks around the momentum in
household consumption as well as uncertainty around
dwelling investment. The timing and pace of the recovery in
non-mining business investment also remains a risk to the
domestic outlook.
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Table 1: Domestic economy forecasts™

Dutcomesib) Forecasls
T 201516 _2016-17___2017-18__ 2018-19
Real gross domestic product 2.6 134 234 3
Household consumption 29 21 234 3
Drwveliing investment 106 417 112 -4
Tolal business investmentic) -103 4 0 3
By inguslry
Mining mnvestment 275 =21 -12 -3
Non-mining investimanl 14 112 412 417
Private final demanadic) 08 1 214 212
Public final demandic) 34 4 21 a
Change in invenionesid) £.1 0 0 0
Gross national expenditure 13 134 212 234
Exports of goods and services 67 512 5 4
Imports of goods and senices £3 3 3 3
Net exportsid) 14 2 in 1
Nominal gross domestic product 23 L 4 4
Prices and wages
Consumer price indexie) 10 2 2 214
Wage price ingex(f) 21 2 212 3
GDP defator 0.3 4 1 1
Labour marked
Paricipation raté (per centig) 648 6412 8412 417
EmpiloymentiT) 18 1 112 112
Unempioyment rate (per ceni)g) 57 534 534 512
Balance of payments
Terms of trade(h) -10.2 1612 =2 4 414
Current account balance (per cent of GDP) 44 112 112 -2

{a) Percentage change on preceding year unkess otherwise indicated

(b) Calculated using onginal data unless othenwise Indcaled

{¢) Excluging second hand assel sales from the public seclor 1o the private seclor

{d) Percentage pont contribution to growth in GDP.

{e) Through the year growth rate o the June quarier

i Seasonally adpated, thiough the year growth rate 1o (he June quanead

(g) Seasonally adjusied rate for the June quansr.

in) The forecasis are underpinned by price assumptions for iron ore. metaliurgical coal and themal coal
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Table 2: Australian Government general government sector budget aggregates

Actual Estimates Projections
201415 201516 201617 2017-18 2018-19 2019-20 Total{a)
$h sh 5 Sh b 5h b
Receipts 3783 Jge.0 4113 4374 469.9 500.7 1,819.3
Per cent of GDP 235 235 239 242 248 251
Paymentsib) 4121 425.0 4450 4509 481.5 5026 1,889.0
Per cent of GDP 25.6 258 258 255 254 25.2
Met Future Fund eamings 41 30 33 36 38 41 148
Underlying cash balance(c) -379 -39.9 374 -26.1 154 -6.0 -34.6
Per cent of GDP -2.4 2.4 -2.2 -1.4 0.8 -0.3
Revenue 380.7 396.4 4169 4495 484.4 5151 1,865.8
Per cent of GDP 237 240 242 2449 255 259
Expenses 417.9 431.5 4506  464.8 489.3 5116 19163
Per cent of GDP 26.0 26.1 26.2 25.T7 258 5.7
Net operating balance =37.2 -35.1 =337 -15.3 50 35 -50.5
Met capital investment 27 4.4 34 34 49 55 17.2
Fiscal balance -39.9 -394 374 -18.7 4.8 21 -6T.7
Per cent of GDP -2.5 2.4 -2.2 -1.0 0.5 0.1
Memorandum item:
Headline cash balance -38.9 -51.5 -534 -34 2 -238 144 1260

{a) Total is equal to the sum of amounts from 2016-17 to 2019-20.

(b) Equivalent to cash payments for operating activities, purchases of non-financial assets and net
acquisition of assets under finance leases.

{¢) Excludes net Future Fund eamings.

References

Budget Paper No 1, Statement No 1.

Budget Paper No 1, Statement No 3.

Background

Net operating balance vs underlying cash balance - 2016-17
Budget Papers

First appears page 66 BP1-2016-17. Underlying cash
balance appears page 5

Budget 2016-17

Table 1: Budget aggregates
Actual Estimates Projections

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 Totaka)

Underlying cash balance

{Sbib) -37.9 -39 374 -26.1 -15.4 6.0 -B4.6
Per cent of GDP -2.4 -2.4 22 =14 08 0.3
Fiscal balance ($b) -39.9 -4 AT 1.7 9.8 -2.1 -67.7
Per cant of GDP -2.5 -2 4 2.2 =1.0 0.5 0.1

{a) Total rs equal 10 the sum of amounts from 2016-17 10 2019-20
{b) Excludes nei Future Fund eamings
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Company and business taxation

Extending the immediate deductibility
threshold for small businesses

The Budget extends the 2015-16 Budget measure expanding
accelerated depreciation for small businesses by 12 months
to 30 June 2018 for businesses with aggregated annual
turnover less than $10 million.

The measure is estimated to have a cost to revenue of
$650.0 million over the forward estimates period.

Small businesses will be able to immediately deduct
purchases of eligible assets costing less than $20,000 first
used or installed ready for use by 30 June 2018.

Only a few assets are not eligible (such as horticultural
plants and in-house software). Assets valued at $20,000 or
more (which cannot be immediately deducted) can continue
to be placed into the small business simplified depreciation
pool (the pool) and depreciated at 15 per cent in the first
income year and 30 per cent each income year thereafter.
The pool can also be immediately deducted if the

balance is less than $20,000 over this period (including
existing pools).

The current ‘lock out’ laws for the simplified depreciation
rules (these prevent small businesses from re-entering the
simplified depreciation regime for five years if they opt out)
will continue to be suspended until 30 June 2018.

From 1 July 2018, the immediate deductibility threshold and
the balance at which the pool can be immediately deducted
will revert back to $1,000.

Small business capital gains tax
concession crackdown

Revenue ($m) 2016-17 2017-18 2018-19 2018-19 2020-21

Australian Taxation Office - - % *oox

The Budget proposes to amend the small business capital
gains tax (CGT) concessions to ensure that the concessions
can only be accessed in relation to assets used in a small
business or ownership interests in a small business.

This measure will take effect from 1 July 2017. This measure
is estimated to have an unquantifiable gain to revenue

over the forward estimates period. The concessions assist
owners of small businesses by providing relief from CGT

on assets related to their business which helps them to
re-invest and grow, as well as contribute to their retirement
savings through the sale of the business. However, the
Budget says some taxpayers are able to access these
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concessions for assets which are unrelated to their small
business, for instance through arranging their affairs so
that their ownership interests in larger businesses do not
count towards the tests for determining eligibility for

the concessions.

The small business CGT concessions will continue to be
available to small business taxpayers with aggregated
turnover of less than $2 million or business assets less than
S6 million.

GST — removing the double taxation of
digital currency

The Budget aligns the GST treatment of digital currency
(such as Bitcoin) with money from 1 July 2017.

Digital currency is currently treated as intangible property
for GST purposes. Consumers who use digital currencies
as payment can effectively bear GST twice: once on the
purchase of the digital currency and again on its use in
exchange for other goods and services subject to GST.

This measure will ensure purchases of digital currency are
no longer subject to the GST. Removing double taxation on
digital currencies will remove an obstacle for the Financial
Technology (Fintech) sector to grow in Australia, the
Budget says.

It is estimated to have a small but unquantifiable decrease
in GST collections and associated payments to the States
and Territories over the forward estimates period.

Aligning the tax treatment of roll your
own tobacco and cigarettes

The Government will adjust the taxation of roll your own
(RYO) tobacco and other products such as cigars, so that
manufactured cigarettes and RYO tobacco cigarettes
receive comparable tax treatment.

This will be achieved by calculating the per kilogram

excise and excise-equivalent customs duty rates on the
assumption that the average tobacco content of a cigarette
is 0.7 grams, rather than the current assumption of 0.8
grams. Since the average cigarette contains less than 0.8
grams of tobacco, the current tax treatment of RYO tobacco
is relatively more favourable. The adjustment to the rates
of duty will better align the tax on tobacco regardless of
its form.
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The adjustment will be phased in over four years, from 2017
to 2020, to match the timing of the previously legislated 12.5
per cent tobacco tax increases, which occur on 1 September
each year. The first of the four annual changes will occur on
1September 2017.

The measure is estimated to produce $360.0 million extra

revenue over the forward estimates. This includes an

additional GST component of $35.0 million which will be
paid to the States and Territories

Budget Paper No 2, Part 1 Revenue Measures - Treasury
pages 12, 21, 22, 38




Personal Taxation

The Budget will raise $8.2 billion over the four year Forward
Estimates by increasing the existing Medicare levy across
all incomes.

Increase in the Medicare levy

The Government will increase the Medicare levy by half a
percentage point from 2.0 to 2.5 per cent of taxable income
from 1 July 2019.

The Government estimates the increase will raise an
additional $8.2 billion in tax revenue over the forward
estimates period.

Funds raised by the increase will be used to ensure the
National Disability Insurance Scheme (NDIS) is fully funded.
Other tax rates that are linked to the top personal tax rate,
such as the fringe benefits tax rate, will also be increased.

The Government will use all revenue generated by the
Medicare levy to support the NDIS and to guarantee
Medicare. In particular, the Government will credit $9.1
billion over the forward estimates.

The Budget says this is the net impact across all heads of
revenue, not just the Medicare levy.

Increasing the Medicare levy
low-income thresholds

The Government will increase the Medicare levy low-income
thresholds for singles, families and seniors and pensioners
from the 2016-17 income year.

The increases take account of movements in the CPI so that
low-income taxpayers generally continue to be exempted
from paying the Medicare levy.

The threshold for singles will be increased to $21,655. The
family threshold will be increased to $36,541 plus $3,356
for each dependent child or student. For single seniors
and pensioners, the threshold will be increased to $34,244.
The family threshold for seniors and pensioners will be
increased to $47,670 plus $3,356 for each dependent child
or student.

This measure is estimated to have a cost to revenue of
$180.0 million over the forward estimates period.

Family Tax Benefit Part A

The Government will achieve savings of $415.4 million
over five years by implementing a consistent 30 cents in
the dollar income test taper for Family Tax Benefit Part A
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families with a household income in excess of the Higher
Income Free Area (currently $94,316) from 1 July 2018, the
Budget says.

This will ensure that higher income families are subject to
the same income test taper rates.

Family Tax Benefit Part A payments will also be affected

by the introduction of new compliance arrangements for
the No Jab No Pay (NJNP) and Healthy Start for School (HSS)
policies, to ensure that all families receiving Family Tax
Benefit (FTB) Part A are encouraged to meet immunisation
and health check requirements.

From 1 July 2018, families who do not meet the NJNP and
HSS requirements will have around $28 per child withheld
from their fortnightly rate of FTB Part A.

Capital gains tax

The Government announced the capital gains tax discount
for investments in affordable housing will be increased to
60 per cent.

This and other measures will also support State, Territory
and local governments imposing inclusionary zoning
requirements on new development sites and provide more
vehicles for superannuation funds to invest in affordable
housing, the Budget said.

Downsizing superannuation concession

The Government will encourage older Australians to free
up housing stock by enabling downsizers over the age of 65
to make a non-concessional contribution of up to $300,000
into their superannuation fund from the proceeds of the
sale of their principal home.

Mum and dad investors will continue to be able to use
negative gearing, supporting the supply of rental housing
and placing downward pressure on rents.

Regulatory agencies will continue to use their flexible and
calibrated controls.

Mr Morrison said the Government will legislate to extend
APRA's ability to apply controls to the non-ADI sector and
explicitly allow them to differentiate the application of loan
controls by location.

Even tougher rules on foreign investment in residential real
estate will be introduced, removing the main residence
capital gains tax exemption, and tightening compliance.
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There will be an annual foreign investment levy of at least References

$5,000 on all future foreign investors who fail to either
occupy or lease their property for at least six months Budget Paper 2 Part 1 Revenue Treasury page24

each year. BP 2 Part 2 Expenses Social Security page 157

Budget Paper 2 Part 1 Revenue Treasury page 24
Budget Paper 2 Part 1 Revenue Treasury page 24, 25

Budget Paper 2 Part 2 Expenses Social Security page 157
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Superannuation

Downsizing superannuation concession

The Government will encourage older Australians to free
up housing stock by enabling downsizers over the age of 65
to make a non-concessional contribution of up to $300,000
into their superannuation fund from the proceeds of the
sale of their principal home.

Mum and dad investors will continue to be able to use
negative gearing, supporting the supply of rental housing
and placing downward pressure on rents.

Regulatory agencies will continue to use their flexible and
calibrated controls.

Mr Morrison said the Government will legislate to extend
APRA's ability to apply controls to the non-ADI sector and
explicitly allow them to differentiate the application of loan
controls by location.

Even tougher rules on foreign investment in residential real
estate will be introduced, removing the main residence
capital gains tax exemption, and tightening compliance.

There will be an annual foreign investment levy of at least
$5,000 on all future foreign investors who fail to either
occupy or lease their property for at least six months
each year.

Extending tax relief for merging
superannuation funds

The Government will extend the current tax relief for
merging superannuation funds until 1 July 2020. This

measure is estimated to have an unquantifiable cost to
revenue over the forward estimates period.
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Non-arm’s length arrangements

From 1 July 2018, the Government will reduce opportunities
for members to use related party transactions on non-
commercial terms to increase superannuation savings.

The non-arm’s length income provisions will be amended to
ensure expenses that would normally apply in a commercial
transaction are included when considering whether the
transaction is on a commercial basis.

This measure will ensure the 2016-17 Superannuation
Reform Package operates as intended and is estimated
to increase tax revenue by $20.0 million over the
forward estimates.

Limited recourse borrowing arrangements

From 1 July 2017, the Government will include the use
of limited recourse borrowing arrangements (LRBA) in
a member’s total superannuation balance and transfer
balance cap.

The Budget says limited recourse borrowing arrangements
can be used to circumvent contribution caps and effectively
transfer growth in assets from the accumulation phase to
the retirement phase that is not captured by the transfer
balance cap. The outstanding balance of a LRBA will now

be included in a member’s annual total superannuation
balance and the repayment of the principal and interest
of a LRBA from a member’s accumulation account will be a
credit in the member’s transfer balance account.

The measure will increase tax revenue by $4.0 million over
the forward estimates period.

References

Budget Paper No 1, Statement No 1- Budget Overview

Budget Paper No 2, Part 1 Revenue Measures — Treasury
page 21, page 34
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Aged care

The Budget says that overall, the principal driver of growth
over the forward estimates for assistance to the aged is
income support for seniors, which is estimated to grow by
0.1 per cent in real terms from 2016-17 to 2017-18, and by 7.7
per cent in real terms from 2017-18 to 2020-21, reflecting
demographic changes. Growth in these years is partially
moderated by the reduction in expenses associated with
incremental increases in the age pension age.

It says that also contributing to growth from 2017-18 to
2020-21is an increase in expenses associated with home
care, home support and residential and flexible aged care
programs, largely reflecting demographic factors.

CHSP and Regional Assessment
Services funding

The Budget provides $5.5 billion over two years from
2018-19 to extend the Commonwealth Home Support
Program (CHSP) and Regional Assessment Services (RAS)
funding arrangements.

National Health Reform Agreement

The Budget provides $754.0 million over five years from
2016-17 to extend revised arrangements for aged care and
disability services under the 2011 National Health Reform
Agreement (NHRA). Implementing the NHRA in WA will
include transitioning Home and Community Care services
for people aged 65 years and over to the Commonwealth
Home Support Programme from 1 July 2018 and
transitioning older people in Specialist Disability Services
in WA to the Commonwealth Continuity of Support Program
from 1 July 2019.

Modernise the aged care
payments system

The Government will provide $67.3 million in 2017-18 to
modernise the health and aged care payments system and
ensure that the Government continues to own and operate
the ICT systems that deliver Medicare, the Pharmaceutical
Benefits Scheme, aged care and related payments.

This measure will enable market engagement, procurement
and design work to continue, which is required to replace
aging ICT systems that deliver a number of Commonwealth
payments. This measure also includes funding for essential
maintenance of current ICT systems.
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Aged care workforce

The Government will provide $1.9 million over two years
from 1 July 2017 to establish and support an industry-led
aged care workforce taskforce. The taskforce will explore
options to improve productivity in the aged care workforce
and contribute to the development of an aged care
workforce strategy, including for regional and remote areas.

The cost of this measure will be met from within the
existing resources of the Department of Health.

The Budget also provides assistance to service providers
in rural, regional and outer suburban areas to provide the
workforce to meet expected growth in the disability and
aged care sectors arising from introduction of the National
Disability Insurance Scheme and an ageing population by
investing $33.0 million over three years from 2017-18.

The cost will be met from existing resources of the
Department of Social Services and the Department
of Health.

My Aged Care

The Budget provides $3.1 million in 2017-18 to support the
operations of the My Aged Care platform.
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Housing affordability

Capital gains tax discount

The Government announced the capital gains tax discount
for investments in affordable housing will increase to
60 per cent.

This and other measures will support State, Territory

and local governments imposing inclusionary zoning
requirements on new development sites and provide more
vehicles for superannuation funds to invest in affordable
housing, the Budget said.

The Government will encourage investment into affordable
housing by enabling Managed Investment Trusts (MITs)

to invest in affordable housing. For investors to receive
concessional taxation treatment through a MIT, the
affordable housing must be available for rent for at

least 10 years.

MITs allow investors to pool their funds to invest in
primarily passive investments and have them managed by
a professional manager. The MIT will be able to acquire,
construct or redevelop the property but must derive at
least 80 per cent of its assessable income from affordable
housing. Qualifying housing must be provided to low to
moderate income tenants, with rent charged at a discount
below the private rental market rate. It will start from

1 July 2017.

Under the MIT withholding tax regime, non-resident
investors are generally subject to a reduced rate of tax

if they are a resident of a country with which Australia
has an effective exchange of information treaty. Non-
resident investors are generally subject to a 15 per cent
final withholding tax rate on fund payments from the MIT.
Resident investors are taxed at their marginal tax rates,
with capital gains remaining eligible for the capital gains
tax discount.

Up to 20 per cent of the income of the MIT may be derived
from other eligible investment activities permitted under
the existing MIT rules in the income tax law. If this is
breached, or less than 80 per cent of the MIT’s income

is from affordable housing in an income year, the non-
resident investor will be liable to pay withholding tax at

30 per cent on investment returns for that income year.
Properties held for rent as affordable housing for less than
10 years will be subject to a 30 per cent withholding tax rate
on the net capital gains arising from the disposal of

those assets.
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Bond aggregator

The Government will provide $63.1 million over four years
from 2017-18 (including $4.8 million capital) to the Treasury
to establish the National Housing Finance and Investment
Corporation (NHFIC).

The NHFIC will operate an affordable housing bond
aggregator. The function is to provide cheaper and

longer term finance for community housing providers by
aggregating their borrowing requirements and issuing
bonds to the wholesale market at a lower cost and longer
tenor than bank finance. The design of the affordable
housing bond aggregator and the NHFIC will be informed by
the Affordable Housing Implementation Taskforce.

National Housing Infrastructure Facility

The new National Housing Finance and Investment
Corporation will administer a $1 billion National Housing
Infrastructure Facility, which will provide financial
assistance to local government.

The facility will provide financial assistance to local
government from 2018-19 for infrastructure that supports
new housing, particularly affordable housing. The NHIF will
provide financial assistance of up to $1 billion over five
years from 2018-19, including concessional loans, grants,
and other financial instruments.

The cost of $118.0 million over three years from 2018-19
includes the grants component and the balance impact of
the concessional loans. The revenue component relates to
interest earned on the concessional loans and is not for
publication because of commercial sensitivities.

Super for first home savers

The Government will encourage home ownership by
allowing voluntary contributions to superannuation made
by first home buyers from 1 July 2017 to be withdrawn for a
first home deposit, along with associated deemed earnings.

Concessional contributions and earnings that are
withdrawn will be taxed at marginal rates less a 30 per
cent offset. Combined with the existing concessional tax
treatment of contributions and earnings, this will provide
an incentive that will enable first home buyers to build
savings more quickly for a home deposit.
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Up to $15,000 a year and a total of $30,000 can be
contributed, within existing caps. Contributions can be
made from 1 July 2017. Withdrawals will be allowed from
1July 2018 onwards. Both members of a couple can take
advantage of this measure to buy their first home. This
is expected to cost revenue $250.0 million over the
forward estimates.

Superannuation concession
for downsizing

The Government will encourage older Australians to free
up housing stock by enabling downsizers over the age of 65
to make a non-concessional contribution of up to $300,000
into their superannuation fund from the proceeds of the
sale of their principal home.

The Treasurer said Mum and dad investors will continue to
be able to use negative gearing, supporting the supply of
rental housing and placing downward pressure on rents.

Regulatory agencies will continue to use their flexible and
calibrated controls.

Mr Morrison said the Government will legislate to extend
APRA’s ability to apply controls to the non-ADI sector and
explicitly allow them to differentiate the application of loan
controls by location.

These contributions will be in addition to those
currently permitted under existing rules and caps and
they will be exempt from the existing age test, work test
and the $1.6 million balance test for making
non-concessional contributions.

This measure will apply to sales of a principal residence
owned for the past ten or more years and both members of
a couple will be able to take advantage of this measure for
the same home.

This measure reduces a barrier to downsizing for older
people. Encouraging downsizing may enable more effective
use of the housing stock by freeing up larger homes for
younger, growing families.

Changes for foreign home owners

The Government will introduce a charge on foreign owners
of residential property where the property is not occupied
or genuinely available on the rental market for at least

six months a year. The charge will be levied annually and
will be equivalent to the relevant foreign investment
application fee imposed on the property at the time it was
acquired by the foreign investor. This measure will apply to
foreigners who make a foreign investment application for
residential property from 7:30PM (AEST) on 9 May 2017. It is
estimated to have a gain to budget of $16.3 million over the
forward estimates period.
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It is intended to encourage foreign owners of residential
property to make properties available for rent where they
are not a residence and so increase the dwellings available
for Australians to live in.

The Government will extend Australia’s foreign resident
capital gains tax (CGT) regime by:

= denying foreign and temporary tax residents access to
the CGT main residence exemption from 7:30PM (AEST)
on 9 May 2017, however existing properties held before
this will be grandfathered until
30 June 2019;

= increasing the CGT withholding rate for foreign tax
residents from 10 per cent to 12.5 per cent, from
1 July 2017; and

= reducing the CGT withholding threshold for foreign tax
residents from $2 million to $750,000 from 1 July 2017.

The Government will improve the integrity of the foreign
resident CGT regime by applying the principal asset test

on an associate inclusive basis from 7:30PM (AEST) on 9
May 2017, for foreign tax residents with indirect interests

in Australian real property. This will ensure that foreign tax
residents cannot avoid a CGT liability by disaggregating
indirect interests in Australian real property.

The measure is estimated to gain $581 million over the
forward estimates.

Foreign ownership cap

The Government will introduce a 50 per cent cap on foreign
ownership in new developments through a condition

on New Dwelling Exemption Certificates. The cap will

be included as a condition on New Dwelling Exemption
Certificates where the application was made from 7:30PM
(AEST) on 9 May 2017.

New Dwelling Exemption Certificates are granted to
property developers and act as a pre-approval allowing the
sale of new dwellings in a specified development to foreign
persons without each foreign purchaser seeking their

own foreign investment approval. The current certificates
do not limit the amount of sales that may be made to
foreign purchasers.

This will ensure that a minimum proportion of
developments are available for Australians to purchase.
This sends a clear message that the Government expects
developments to increase the housing stock for
Australian purchasers.
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New National Housing and
Homelessness Agreement

The Government will work with States and Territories to
reform the National Affordable Housing Agreement and
provide ongoing, indexed funding for a new National
Housing and Homelessness Agreement (NHHA) from
2018-19. The NHHA will combine current funding under the
National Affordable Housing Specific Purpose Payment
(NAHSPP) and the National Partnership Agreement on
Homelessness (NPAH).

As part of the NHHA, the Government will provide an
additional $375.3 million over three years from 2018-19 to
fund ongoing homelessness support services, with funding
to be matched by State and Territory governments.

The Government will provide $6.5 million over four years
to the National Competition Council to assist NHHA
implementation and assessment.

Deductions for travel expenses

From 1 July 2017, the Government will disallow deductions
for travel expenses related to inspecting, maintaining or
collecting rent for a residential rental property.

This is an integrity measure to address concerns that many
taxpayers have been claiming travel deductions without
correctly apportioning costs, or have claimed travel

costs that were for private travel purposes. As part of

the Government’s strategy to improve housing outcomes,
this measure will provide confidence in the tax system by
ensuring tax concessions are better targeted.

This measure will not prevent investors from
engaging third parties such as real estate agents for
property management services. These expenses will
remain deductible.

This measure is estimated to have a gain to revenue of
$540.0 million over the forward estimates period.

New limits to plant and
equipment deductions

From 1 July 2017, the Government will limit plant and
equipment depreciation deductions to outlays actually
incurred by investors in residential real estate. The items
are usually mechanical fixtures or those which can be easily
removed from a property such as dishwashers and

ceiling fans.
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This is an integrity measure to address concerns that

some plant and equipment items are being depreciated

by successive investors in excess of their actual value.
Acquisitions of existing plant and equipment items will be
reflected in the cost base for capital gains tax purposes for
subsequent investors.

The changes will apply prospectively, with existing
investments grandfathered. The estimated gain to revenue
is $260.0 million over the forward estimates.

Social Impact Investments

The Government will provide $10.2 million over 10 years
from 2017-18 to partner State and Territory Governments to
trial Social Impact Investments in funding some innovative
programs aimed at improving housing and welfare
outcomes for young people at risk of homelessness.

The trial will target priority groups, including those
supported by specialist homelessness services, leaving
the out-of-home care system or institutions such as
juvenile detention.

Cooperatives

The Government will provide $6 million over four years
from 2017-18 towards a national rollout of the Homes

for Homes initiative, established by The Big Issue to
encourage property vendors to donate 0.1 per cent of sale
proceeds to fund social and affordable housing projects
across Australia.
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Welfare benefits, employment programs

and pensions

The Government will consolidate seven working age
payments into a single Jobseeker payment.

The changes reflect the recommendations of the 2015
McClure welfare reform report.

The Budget provides $84.1 million over five years from
2016-17 to consolidate seven working age payments

and allowances into a new JobSeeker Payment and to
strengthen the participation requirements for job seekers,
the Budget says.

Consolidation of working age payments

0On 20 March 2020, Newstart Allowance and Sickness
Allowance recipients will transition to the new
JobSeeker Payment.

The JobSeeker Payment will be set at the same rate
as Newstart Allowance and current mutual obligation
exemptions for Sickness Allowance will be retained.

The Widow Allowance will be closed to new recipients from
1January 2018 and will cease on 1)January 2022, when all
remaining recipients have reached Age Pension eligibility
age. Widow Allowees transferring to the Age Pension will
receive a higher payment rate.

The Partner Allowance, which has been closed to new
recipients since 20 September 2003, will cease on 1January
2022, when all remaining recipients have reached the
eligibility age for the higher payment Age Pension.

The Widow B Pension, which has been closed to new
recipients since 20 March 1997, will cease on 20 March 2020.
Recipients will transition to the Age Pension with no change
to their payment rate.

The Wife Pension, which has been closed to new recipients
since 1 July 1995, will cease on 20 March 2020. Most
recipients will transition to the Age Pension or Carer
Payment at the same payment rate. Australian residents
who do not qualify for these payments will transition to
the new JobSeeker Payment. Transitional arrangements will
ensure that those who transfer to the JobSeeker Payment
have their rates preserved; however, those aged under 55
will be required to meet mutual obligation requirements.

The Bereavement Allowance will be closed to new
recipients from 20 March 2020 and will be replaced by the
new JobSeeker Payment. Existing recipients of Bereavement
Allowance will not be impacted by the change.
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Newly bereaved people on the new JobSeeker Payment will
receive a triple payment in the first fortnight and current
mutual obligation exemptions will be retained.

Eligibility for the Pensioner Concession Card and the Health
Care Card will not be affected by the changes.

Work participation requirements

A new participation framework will apply from 20
September 2018. Key elements include aligning the
participation requirements for recipients aged 30 to 49 with
those for recipients under 30, and recipients aged 55 to 59
will only be able to meet up to half of their participation
requirements through volunteering. Recipients aged
between 60 and Age Pension age will have a new activity
requirement of 10 hours per fortnight that can be met
through volunteering. The current jobactive program will be
enhanced to support both mature age and inexperienced
job seekers to increase their chances of finding
employment, including through a new Career Transition
Assistance Program.

Social security spending

Overall, the Budget said the Social Security budget Social
security and welfare function are estimated to increase by
3.3 per cent in real terms from 2016-17 to 2017-18, and by 8.9
per centin real terms from 2017-18 to 2020-21.

The most significant driver of growth is the assistance to
people with disabilities sub-function, which is expected to
grow by 19.1 per cent in real terms from 2016-17 to 2017-18,
and by 23.0 per cent in real terms from 2017-18 to 2020-21,
reflecting the progressive implementation of the National
Disability Insurance Scheme (NDIS).

This sub-function includes Commonwealth as well as State
and Territory contributions to the NDIS. Other drivers
include the assistance to the aged sub-function, which is
expected to grow by 1.2 per cent in real terms between
2016-17 and 2017-18, and by 8.7 per cent in real terms
between 2017-18 and 2020-21; the assistance to families
with children sub-function, which is expected to increase
by 1.7 per cent in real terms between 2017-18 and 2020-21;
and the assistance to the unemployed and the sick sub-
function, which is expected to increase by 16.8 per cent in
real terms between 2017-18 and 2020-21.
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The principal driver of growth over the forward estimates
for the assistance to the aged sub-function is income
support for seniors, which is estimated to grow by 0.1

per cent in real terms from 2016-17 to 2017-18, and by 7.7
per cent in real terms from 2017-18 to 2020-21, reflecting
demographic changes. Growth in these years is partially
moderated by the reduction in expenses associated with
incremental increases in the age pension age.

Also contributing to growth from 2017-18 to 2020-21 is an
increase in expenses associated with home care, home
support and residential and flexible aged care programs,
largely reflecting demographic factors.

Boosting the Local Care Workforce

The Budget provides for increased assistance to service
providers in rural, regional and outer suburban areas

to provide the workforce required to meet the expected
growth in the disability and aged care sectors arising from
the introduction of the NDIS and an ageing population by
investing $33.0 million over three years from 2017-18.

It will be funded from within the existing Department of
Social Services and the Department of Health budgets.

Department of Human Services —
improving service delivery and
reducing red tape

The Budget makes a number of changes to the
administrative processes of the Department of Human
Services (DHS) service delivery and reduce red tape.

These include:

= piloting with existing accredited Government service
providers to reduce call wait times by increasing
Centrelink call centre capacity by 250 full-time
equivalent roles;

= increased information-sharing arrangements with
the Australian Taxation Office by requiring welfare
claimants to provide their Tax File Number (TFN) when
first lodging claims; and

= streamlining of referrals for welfare fraud prosecution
by allowing information held by DHS to be used in
respect to potential criminal proceedings.

A total of $5.5 million over five years from 2016-17 will
be invested to deliver on improvements to TFN and
referrals processes.
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Funding to support efforts to improve call centre
operations was not published because of
commercial-in-confidence sensitivities.

Energy Assistance Payment

The Government will provide $268.9 million over two years
to make a one-off Energy Assistance Payment in 2016-17
of $75 for single recipients and $125 per couple for those
eligible for qualifying payments on 20 June 2017 and who
are resident in Australia.

Qualifying payments include the Age Pension, Disability
Support Pension, Parenting Payment Single, the Veterans’
Service Pension and the Veterans' Income Support
Supplement, Veterans’ disability payments, War Widow(er)
s Pension, and permanent impairment payments under
the Military Rehabilitation and Compensation Act

2004 (including dependent partners) and the Safety,
Rehabilitation and Compensation Act 1988.

Residency Requirements for Pensioners

The Government will save $119.1 million over five years
from 2016-17 by revising the residency requirements for
claimants of the Age Pension and the Disability Support
Pension (DSP).

From 1 July 2018, claimants will be required to have 15 years
of continuous Australian residence before being eligible to
receive the Age Pension or DSP unless they have either:

= 10 years continuous Australian residence, with five years
of this residence being during their working life (16 years
of age to Age Pension age); or

= 10 years continuous Australian residence, without
having received an activity tested income support
payment for a cumulative period of five years.

Existing exemptions for DSP applicants who acquire their
disability in Australia will continue to apply.
Expansion of Cashless Debit Card

The Government will extend current cashless debit card
trials in Ceduna (South Australia) and the East Kimberley
(Western Australia) until 30 June 2018. It will also expand to
a further two locations from 1 September 2017.

Extension of Income Management

The Government will provide $145.5 million over three
years from 2016-17 to extend Income Management (IM) in all
current locations until 30 June 2019.
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Under new arrangements, Financial Counselling, Capability
and Resilience Hubs will be renamed Money Support Hubs,
and funded for a further two years until 30 June 2019,
ensuring continued access to Financial Wellbeing and
Capability services in locations where IM and the Cashless
Debit Card are operating.

Government Response to the
Parliamentary Inquiry into the
Child Support Program

The Government will provide $12.4 million over five years
from 2016-17 to implement three priority recommendations
of the report of the House of Representatives Standing
Committee on Social Policy and Legal Affairs, From

conflict to cooperation — Inquiry into the Child Support
Program, including:

= extending the time period before determining when
to adjust the amount of child care support payable,
including Family Tax Benefit and other payments, in
interim care determinations;

= enabling simpler and more flexible court processes to
set aside and modify child support arrangements, in
particular Child Support Agreements made before 1 July
1998; and

= adopting a more equitable approach to collecting child
support debts and overpayments, taking into account
the best interests of the child.

Liquid Assets Waiting Period

Savings of $138.5 million over four years from 2017-18 will
be achieved by increasing from 13 weeks to 26 weeks the
maximum Liquid Assets Waiting Period when a claimant’s
liquid assets are equal to or exceed $18,000 for singles
without dependants or $36,000 for couples and singles
with dependants.

Pensioner Concession Card —
reinstatement

The Budget provides $3.1 million in 2017-18 to reinstate

the Pensioner Concession Card for pensioners who were

no longer entitled to the pension following changes to the
pension assets test from 1 January 2017. Reinstating the
Pensioner Concession Card will enable pensioners to access
Commonwealth subsidised hearing services.
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Social Impact Investing Market — trials

The Government will provide $20.2 million over 10 years
from 2017-18 to encourage the development of the
Australian market for social impact investments.

The measure includes:

= $12.2 million over 10 years from 2017-18 to partner with
State and Territory Governments to trial social impact
investing initiatives; and

= $8.0 million over 4 years from 2017-18 to establish a
Social Impact Investment Readiness Fund to build
capacity in the non-government and private sector to
develop social impact investment proposals.

A drug testing trial for 5,000 new welfare recipients will be
introduced. JobSeeker recipients who test positive would
be placed on the Cashless Debit Card for their welfare
payments and be subjected to further tests and possible
referral for treatment.

Other welfare measures include: strengthening verification
requirements for single parents seeking welfare, a
crackdown on those attempting to collect multiple
payments, stricter residency rules for new migrants to
access Australian pensions, and denying welfare for a
disability caused solely by a person’s substance abuse.

Announcing the Government’s plans to return the Budget to
surplus, Mr Morrison noted that about three quarters of the
increase in debt since 2007-08 had been driven by welfare,
health and education spending.
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