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Prepared by LCI Advisory Pty Ltd, Chartered Accountants and Tax Advisors. For client use only. This document is general in nature
and does not constitute personal tax, financial or legal advice.

This information has been provided as general advice only. We have not considered your financial circumstances, needs or
objectives. You should consider the appropriateness of this information having regard to your own circumstances and obtain
independent financial advice before making any investment decision. You should obtain and consider the relevant Product Disclosure
Statement (PDS) before making any decision regarding any products or strategies mentioned in this document.

While all care has been taken in its preparation, to the maximum extent permitted by law, no warranty is given in respect of the
information provided and accordingly, LCI Advisory Pty Ltd and its related bodies corporate, partners, employees and agents shall
not be liable for any loss suffered arising from reliance on this information.

This document contains certain forward-looking statements. Words such as "expects", "anticipates”, "believes", "estimates" and
"forecasts"” identify forward-looking statements. Such statements involve known and unknown risks and uncertainties which may
cause actual results to differ materially from those projected. References to specific securities, managers, or investment strategies
are for illustrative purposes only and do not constitute a recommendation.

All proposals are pre-legislation and subject to change.
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At 7:30pm on Tuesday 12 May 2026, Treasurer Jim Chalmers handed down the 202627
Federal Budget. This summary covers the key measures relevant to our clients, covering
capital gains tax reform, negative gearing, discretionary trust taxation, personal tax
relief, superannuation and aged care.

All proposals are pre-legislation and subject to change.

1. Capital Gains Tax Reform

From 1 July 2027, the 50% CGT discount for individuals, trusts and partnerships will be
replaced by CPI-based cost base indexation and a 30% minimum tax rate on capital gains.
Superannuation funds are unaffected.

COST BASE INDEXATION

The 50% CGT discount, in place since 1999, will be replaced with CPI indexation, returning to a system
similar to that which operated between 1985 and 1999. The ATO will provide guidance tools to assist with
calculations.

EXAMPLE: Cost Base Indexation
Zoe purchases shares for $100 on 1 July 2027 and sells them on 1 July 2032 for $125, a $25 gain.

Assuming 2.5% annual inflation, the indexed cost base becomes $113, reducing her taxable gain to
$12.

Under the old 50% discount, the taxable gain would have been $12.50, marginally higher in this
scenario.

30% MINIMUM TAX ON CAPITAL GAINS

A 30% minimum tax rate will apply to real capital gains accruing from 1 July 2027, with no impact until the
gain is realised. This reduces the benefit of deferring realisation to lower-income years.

Exemption: Recipients of means-tested income support payments (Age Pension, JobSeeker) in the year
of realisation are exempt from the minimum tax.

EXAMPLE: Minimum Tax

Jack has $25,000 taxable income in 2029-30 and realises a $10,000 capital gain on an asset
purchased in 2027-28.

His effective tax on the gain at marginal rates is 14% ($1,400). As this is below 30%, Jack pays an
additional $1,600 to satisfy the minimum tax,

unless he has eligible tax offsets or receives an income support payment that year.

TRANSITIONAL ARRANGEMENTS
— Assets purchased and sold before 1 July 2027: no change.
— Assets purchased on or after 1 July 2027: fully subject to new rules.

— Assets owned before 1 July 2027 and sold after: gains accrued before that date taxed under
current rules; gains accrued after, under new rules.
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— Pre-1985 legacy assets: gains accrued before 1 July 2027 remain exempt; gains accrued after 1
July 2027 are taxable under the new rules (using market value at 1 July 2027 as the deemed cost
base).

Taxpayers will determine an asset's value at 1 July 2027 either by formal valuation or using an ATO
apportionment formula.

NEW RESIDENTIAL PROPERTY BUILD EXEMPTION

Investors in genuine new residential supply (vacant land builds, or demolish-and-replace increasing
dwelling count) may choose between the 50% discount or indexation/minimum tax on sale. Knock-down
rebuilds and renovations not adding supply are excluded. Subsequent purchasers cannot access the 50%
discount or negative gearing on that property.

OTHER EXEMPTIONS
— Main residence: continues to be CGT exempt.
Small business CGT concessions: unchanged (four concessions retained).

Qualifying affordable housing: 60% CGT discount fully retained.

Early-stage and start-up businesses: Government to consult on interaction with CGT reforms.

2. Reforming Negative Gearing

From 1 July 2027, negative gearing on residential investment properties will be limited to
new builds. Established properties purchased from Budget night (7:30pm AEST 12 May
2026) are affected.

THE NEW RULE

Under current law, rental property losses can offset any taxable income. From 1 July 2027, losses on
affected established properties will only be deductible against residential property income (including capital
gains). Excess losses can be carried forward to offset future residential property income.

These changes apply to individuals, partnerships, companies and most trusts. Widely held trusts (e.g.
most managed investment trusts) and superannuation funds, including SMSFs, are excluded.

TRANSITIONAL ARRANGEMENTS — ESTABLISHED PROPERTIES

— Held at Budget night (incl. contracts exchanged but not settled): negative gearing continues until
sold.

— Purchased between 7:30pm 12 May 2026 and 30 June 2027: negative gearing permitted until 30
June 2027 only.

— Purchased from 1 July 2027: no negative gearing permitted.

— New builds: negative gearing continues, before and after 1 July 2027.

Note: Commercial property is NOT affected. The negative gearing reforms apply only to
residential investment property. Commercial real estate, shares and other asset classes

continue to be negatively geared under existing rules. (However, gains on those assets held
by individuals, trusts or partnerships are still subject to the new CGT rules from 1 July 2027 —
see Section 1.)
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3. Minimum Tax on Discretionary Trusts

From 1 July 2028, a 30% minimum tax will apply to taxable income of discretionary trusts.
Non-corporate beneficiaries receive non-refundable credits for tax paid by the trustee.

EXCLUDED TRUSTS

— Fixed trusts and widely held trusts

Complying superannuation funds (includes SMSFs with current complying status)

Special disability trusts

Deceased estates

Charitable trusts

Discretionary testamentary trusts in existence at 7:30pm 12 May 2026 — income from existing
trust assets is excluded

Note: New testamentary trusts created from Budget night onward will be subject to the
30% minimum tax — they are not automatically excluded. Existing Wills containing
testamentary trust provisions should be reviewed before they take effect, as estate planning
outcomes may need restructuring.

Note: SMSFs: "Complying superannuation fund" is the technical SIS Act term. In practice, all
SMSFs operating normally are complying super funds and are therefore excluded. An SMSF
that loses complying status (via a serious unrectified breach) would also lose this exclusion —
but that's an edge case with much larger consequences in its own right.

EXCLUDED INCOME TYPES

Primary production income, income related to vulnerable minors, non-resident withholding tax amounts,
employee salary and wages, and income from assets held by existing discretionary testamentary trusts (in
existence at announcement) are all excluded.

NO GRANDFATHERING FOR OTHER DISCRETIONARY TRUSTS

Existing inter vivos discretionary (family) trust structures are not grandfathered — they will be captured by
the new rules from 1 July 2028.

INTERACTION WITH SECTION 99A (ACCUMULATED INCOME)

The new 30% rate is a minimum, not a cap. Where existing law imposes a higher rate, that higher rate
continues to apply. In particular, undistributed trust income (no beneficiary presently entitled) is still taxed
at the top marginal rate plus Medicare under s 99A ITAA 1936 — currently 47%.
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Note: Distributed vs accumulated ladder (from 1 July 2028):

Distributed to non-corporate beneficiary at 30%+ marginal rate » 30% trustee floor, credit
fully absorbed (neutral).

Distributed to low-rate beneficiary — 30% trustee floor, excess credit lost.

Distributed to corporate beneficiary — 30% trustee + company tax (no credit) - 47.5-51%

combined.

Accumulated — s 99A applies - 47% at trustee level (unchanged).
Accumulation remains the most expensive option. The interaction between the new 30%
minimum and any s 99A assessment in the same year is one of the items expected to be
clarified through consultation.

FRANKING CREDIT INTERACTION

Where a trust receives franked dividends, the trustee must apply available franking credits against the
30% minimum tax liability before any other use. This prevents the credits being passed to low-rate
beneficiaries and refunded out. Treatment of any excess franking credits is subject to ongoing
consultation.

Note this is separate from the new trustee-tax credit. Corporate beneficiaries are denied the trustee-tax
credit (the new measure), but ordinary imputation credits attached to underlying franked dividends
continue to operate under s 207 ITAA 1997 — subject to the trustee's prior-use rule above.

RESTRUCTURING RELIEF

Rollover relief will be expanded for three years from 1 July 2027, enabling small businesses and others to
restructure out of discretionary trusts (into companies or fixed trusts) without triggering immediate income
tax or CGT consequences. Key aspects will be finalised following stakeholder consultation.

WORKED SCENARIOS

EXAMPLE: Scenario 1 — Trading Trust (active business)

Facts. The Smith Family Trust (an inter vivos discretionary trust) operates a retail business. For the
year ending 30 June 2029, the trust earns $300,000 of trading profit.

Case A — Stream equally to Mr and Mrs Smith ($150k each). Both have other income placing
them in the 30% marginal bracket.

Current law (pre-reform): Each spouse pays 30% on their $150,000 share — total tax = $90,000.
Tax flows through to the beneficiaries; trustee tax is nil.

From 1 July 2028 under the new rules: Trading income is not primary production income, so the
30% trustee minimum tax applies. Trustee pays $300,000 x 30% = $90,000 at trust level. Each
beneficiary receives $105,000 cash plus a $45,000 non-refundable credit. Personal tax at 30% =
$45,000, fully offset by credit — no top-up.

Practical impact: Where all beneficiaries are at/above 30%, the trustee tax is essentially a timing /
cashflow shift. The real bite is on income-splitting strategies — distributing to adult children,
retirees or other lower-rate beneficiaries no longer reduces the family's overall tax bill. The 30% floor
is paid regardless and low-rate beneficiaries lose the excess credit (hon-refundable).

EXAMPLE: Scenario 1 (continued) — Same trust, streaming to a corporate beneficiary

Case B — Stream all $300k to Smith Investments Pty Ltd (a bucket company). Assume the
company has $200k aggregated turnover and otherwise meets the BRE conditions.
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Step 1 — Character retention for BRE testing. Yes, the underlying income retains its character on
distribution to a corporate beneficiary under s 23AB Income Tax Rates Act 1986. Trading income
from the trust flows through as non-BREPI in the company's hands. The company's BREPI is 0% of
assessable income - the company qualifies as a base rate entity, taxed at 25%.

Step 2 — Critical new rule. Under the 2026—27 Budget design, corporate beneficiaries do NOT
receive a non-refundable credit for the trustee's 30% tax. This is a deliberate policy choice to
discourage the use of bucket companies as a workaround. Result: the trust tax is fully sunk; the
company is then taxed again on the net distribution.

Step 3 — Cash flow and tax. Trustee pays $90,000 trust tax — company receives $210,000.
Company picks up $210,000 of assessable income (no gross-up, no credit) and pays 25% = $52,500
in company tax. The company's franking account is credited $52,500.

Step 4 — Combined tax at the corporate level. $90,000 (trust) + $52,500 (company) = $142,500
on $300,000 = 47.5% effective rate. (For a non-BRE company at 30%, it's $90k + $63k = $153k =
51%.)

Step 5 — When the company eventually pays the retained profit as a dividend. Company has
$157,500 cash and $52,500 in franking credits. If paid fully franked to a 47% individual: grossed-up
$210,000, personal tax $98,700 less franking credit $52,500 = $46,200 net tax. Total tax across the
chain: $90,000 (trust) + $52,500 (co) + $46,200 (individual) = $188,700 on $300,000 = ~62.9%
effective on the final dollar reaching the family.

Take-away. Character retention for BRE under s 23AB is preserved — that part hasn't been
touched. But the denial of trustee-tax credits to corporate beneficiaries makes the bucket company
strategy materially uneconomic from 1 July 2028. Existing bucket arrangements should be
reviewed; the restructure rollover (1 July 2027 — 30 June 2030) is the obvious planning window. For
active businesses with stable beneficiary profiles, moving the business itself into a Pty Ltd (so it
never passes through a discretionary trust) becomes the cleaner structure under the new regime.

EXAMPLE: Scenario 1 (continued) — Same trust, income retained (no distribution)
Case C — Trustee accumulates the $300k (no beneficiary presently entitled).

Existing s 99A ITAA 1936 continues to apply. Where the trustee retains income, it is assessed at
the top marginal rate plus Medicare — 47%. The new 30% trustee minimum is a floor, not a cap; s
99A imposes a higher rate and therefore prevails.

Tax outcome. Trustee pays 47% x $300,000 = $141,000 retained at the trust. No beneficiary credit
because nothing is distributed.

Comparison across the three cases:
Case A (distribute to two 30% individuals): $90,000 tax = 30%.

Case B (stream to bucket company): $142,500 tax at corporate level = 47.5% (or ~62.9% on
eventual flow to a top-rate individual).

Case C (accumulate): $141,000 tax = 47%.

Take-away. Accumulation remains the most expensive option — that hasn't changed from current
law. What has changed is that the new 30% floor narrows the gap between distributing to a low-rate
beneficiary and accumulating. Pre-reform, accumulation at 47% was avoided by streaming to a 0% /
19% beneficiary at a near-zero rate. Post-reform, the lowest available rate on distributed income is
30% — still cheaper than accumulation, but the planning headroom is gone. The interaction between
the new 30% minimum and any s 99A assessment in the same year (where part is distributed and
part accumulated) is a consultation item.

EXAMPLE: Scenario 2 — Discretionary Trust holding pre- AND post-Budget night residential
property
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Facts. The Jones Family Trust (inter vivos discretionary) owns two established residential rentals:

Property A — contracts exchanged 1 March 2026, settled June 2026 (held before Budget night).
Net rental loss of $15,000 p.a.

Property B — contracts exchanged 1 August 2026, settled October 2026 (acquired after 7:30pm
12 May 2026). Net rental loss of $20,000 p.a.

Trust also earns $80,000 of dividend income p.a. from a portfolio. Mr and Mrs Jones are the
discretionary beneficiaries.

Negative gearing — Year ended 30 June 2027 (transitional year). Property A: $15,000 loss fully
deductible against any trust income (grandfathered). Property B: $20,000 loss also fully deductible
— the period from 7:30pm 12 May 2026 to 30 June 2027 is a transitional window. Net trust income
for distribution = $80,000 — $35,000 = $45,000.

Negative gearing — Year ended 30 June 2028 onward. Property A: $15,000 loss continues to
offset all trust income (grandfathered until sold). Property B: $20,000 loss is quarantined — only
deductible against residential property income (including capital gains on residential property). It
cannot offset the $80,000 dividend income or Property A's rental income (Property A is
grandfathered but its income remains "residential property income", so a more aggressive reading
lets Property B's losses offset Property A's rent — the carve-out is "residential property income
(including capital gains)", not asset-by-asset). Final ATO guidance pending. Assume the cautious
approach: Property B's $20,000 loss carries forward.

30% minimum trust tax — from 1 July 2028. Trust net income is $80,000 (dividends) — $15,000
(Property A loss) = $65,000. Trustee pays 30% = $19,500. Beneficiaries receive $45,500 cash plus
credits.

CGT on sale of Property B (assume sold 1 July 2030 for a $200,000 nominal gain). Property B
acquired post-1 July 2027 rules — no, in fact acquired before 1 July 2027 (October 2026), so
transitional apportionment applies. The gain is split: portion accrued before 1 July 2027 - current
rules (50% discount); portion after — indexation + 30% minimum tax. Carried-forward Property B
rental losses ($20k x 4 years = $80,000 quarantined) can be applied against the post-1 July 2027
capital gain because the carve-out permits offset against residential property capital gains.

Take-away. The Jones Trust faces three overlapping reforms — grandfathered negative gearing for
Property A; quarantined losses on Property B; and from 2028-29, a trustee-level 30% floor on net
income. Income-splitting flexibility is lost, but the property-level losses still have value because they
preserve future CGT offsets. Restructure consideration: if the trust's primary purpose is property
investment, retaining trust structure may be preferable to a company (companies don't get any CGT
discount under the new rules; trusts/individuals retain indexation).

4. Tax Relief Measures

INCOME TAX RATE REDUCTIONS

The 16% rate applying to income between $18,201 and $45,000 reduces to 15% from 1 July 2026, and
further to 14% from 1 July 2027.
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Threshold 2025-26 2026-27 2027-28
$0 — $18,200 Tax-free Tax-free Tax-free
$18,201 — $45,000 16% 15% 14%
$45,001 — $135,000 30% 30% 30%
$135,001 — $190,000 37% 37% 37%
Over $190,000 45% 45% 45%

Individual resident taxpayer. Excludes 2% Medicare Levy.

WORKING AUSTRALIANS TAX OFFSET (WATO)

From 1 July 2027, a permanent tax offset of up to $250 per year applies to income from work, wages,
salaries and sole trader business income. Applied automatically on assessment after lodgement.

$1,000 INSTANT WORK-RELATED TAX DEDUCTION

From 1 July 2026, taxpayers can claim up to $1,000 of work-related expenses without substantiation. If
total work-related expenses exceed $1,000, normal substantiation requirements apply. Charitable
donations, union fees and professional membership fees can be claimed on top of this amount.

Note: This is a deduction (reduces assessable income), not a tax offset (which directly

reduces tax payable). The effective tax saving depends on the individual's marginal tax rate
(e.g. $1,000 deduction saves $300 at the 30% marginal rate).

EFFECTIVE TAX-FREE THRESHOLDS (WITH LITO & WATO)

Financial Year Effective Tax-Free Threshold
2025-26 $22,575
2026-27 $22,866
2027-28 $24,985

2025-26 and 2026-27 reflect LITO only. 2027-28 reflects LITO ($700) plus WATO ($250).

MEDICARE LEVY LOW-INCOME THRESHOLDS

Status 2024-25 2025-26
Single $27,222 $28,011
Single eligible for SAPTO $43,020 $44,268
Family $45,907 $47,238
Family eligible for SAPTO $59,886 $61,623
Additional per dependent child $4,216 $4,338

2025-26 thresholds increased by 2.9% and apply retrospectively from 1 July 2025.

5. Small Business Changes
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$20,000 INSTANT ASSET WRITE-OFF — MADE PERMANENT

From 1 July 2026, the $20,000 instant asset write-off becomes a permanent feature of the simplified
depreciation rules for small businesses with aggregated turnover under $10 million. The threshold applies
per asset, allowing multiple immediate deductions. Assets at or above $20,000 continue through the
simplified depreciation pool.

TWO-YEAR LOSS CARRY BACK

From 1 July 2026, companies with aggregated annual turnover under $1 billion can carry back a tax loss
and offset it against tax paid in the prior two years. The measure is permanent (not time-limited).

R&D; TAX INCENTIVE REFORMS (FROM 1 JULY 2028)
— Maximum R&D; expenditure threshold lifted from $150 million to $200 million.

— Minimum R&D; expenditure threshold lifted from $20,000 to $50,000 (claims below $50,000 must
be undertaken with a Registered Research Service Provider or Cooperative Research Centre).

— Refundable offset turnover threshold lifted from $20 million to $50 million; refundability limited to
firms under 10 years of age.
OTHER SMALL BUSINESS MEASURES

— Loss refundability for qualifying start-ups in their first two years of operation, from 1 July 2028.

— Expanded venture capital incentives from 1 July 2027: VCLP investee asset cap from $250m to
$480m; ESVCLP cap from $50m to $80m.

— Temporary relief for businesses unable to meet obligations due to fuel supply disruptions.

6. Aged Care

HOME CARE FUNDING

— $1.0 billion (plus $336.8m p.a. ongoing): personal care service type fully funded by government for
all recipients.

— $389.8 million (plus $40.5m p.a. ongoing): Support at Home refinements including assessments,
hardship applications, End-of-Life Pathway, and accelerated release of places in 2026-27.

RESIDENTIAL AGED CARE SUPPLY

Targeted at 5,000 additional residential beds, with capital subsidies for providers:

— $30 per day per supported resident for newly constructed homes (up to 25 years).

— $15 per day per supported resident for significantly expanded homes (40%+ bed increase, up to 15
years).

— $224.3m over four years for dementia care support expansion.

— $1.1 billion provisioned in Contingency Reserve for Accommodation Supplement increases and
high supported resident ratio payments.
REMOVING THE AGE-BASED PHI REBATE UPLIFT

From 1 April 2027, the higher Private Health Insurance rebate for those aged 65 and over will be removed.
All ages will receive the base-tier (under-65) rebate only.
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Age Base Tier Tier 1 Tier 2
Under 65 24.118% 16.079% 8.038%
6569 28.139% 20.098% 12.058%
70 and over 32.158% 24.118% 16.079%

Rebate rates effective 1 April 2026 to 31 March 2027. From 1 April 2027, all ages will receive the under-65 rate only.

Note: Indicative cost impact for seniors (base tier, per $1,000 of premium): aged 65-69

lose approximately $40.21 p.a. per $1,000 of premium; aged 70+ lose approximately $80.40
p.a. per $1,000 of premium. Real-dollar impacts depend on the individual policy premium.

7. Superannuation — Previously Announced
Measures

The following measures were announced previously and take effect from 1 July 2026. They
were not addressed in the 2026—-27 Budget but are included here for completeness.

CONTRIBUTION CAP INDEXATION

From 1 July 2026, the concessional contributions (CC) cap increases to $32,500 p.a. and the
non-concessional contributions (NCC) cap increases to $130,000 p.a. The general Transfer Balance Cap
(TBC) rises to $2.1 million.

Year CC Cap NCC Cap General TBC
2024-25 $30,000 $120,000 $1.9 million
2025-26 $30,000 $120,000 $2.0 million
2026-27 $32,500 $130,000 $2.1 million

BRING-FORWARD NCC CAP: UPDATED TSB THRESHOLDS (2026-27)

TSB on 30 June 2026 Available NCC (First Year)
Less than $1.84 million $390,000

$1.84m — less than $1.97m $260,000

$1.97m — less than $2.1m $130,000

$2.1 million or more Nil

DIVISION 296: TAX ON LARGE SUPER BALANCES

From 1 July 2026, earnings on the portion of total super balances above $3 million attract an additional
15% tax. Earnings on the portion above $10 million attract a further 10% (so a 40% headline rate above
$10 million).
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Note: Large Super Balance Threshold (LSBT): $3 million — additional tax rate 15% (total
30%)

Very Large Super Balance Threshold (VLSBT): $10 million — additional tax rate 10% on
top (total 40% on earnings above $10m)

SUPERANNUATION GUARANTEE: PAYDAY ALIGNMENT

From 1 July 2026, employers must remit SG contributions so they are received by the employee's fund
within seven business days of each payday (with limited exceptions). SG will be calculated on
'Qualifying Earnings' (QE), a broader definition replacing Ordinary Time Earnings (OTE). This change
can impact the timing of concessional contributions counting toward a client's annual CC cap.

Important Disclaimer

This document has been prepared by LCI Advisory Pty Ltd, Chartered Accountants and Tax Advisors, for informational purposes
only. It is general in nature and does not constitute personal financial, taxation, legal or social security advice. All proposed Budget
measures are subject to legislative passage and may change. Before acting on any information contained in this document, we
recommend you speak with your LCI Advisory accountant who can consider your individual circumstances. Current as at 13 May
2026.
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