
Innate Financial Services Group - Budget Review  

 
When it is all said and done, Treasurer Scott Morrison deserves credit for handing down a federal 
budget which impacted many but offended only a few.  
 
If there is a criticism, it is that this particular budget is more closely too aligned to Labor values than it 
is too Liberal values.   
 
Given that within a few days the Government will dissolve Parliament and call a Federal election for 2 
July, this is not your typical Federal Budget, but rather an election platform for the Government.  
 
On the whole, Innate Financial Services Group believes it was a balanced and fair budget going into an 
election, and many of the initiatives - particularly the superannuation changes, the modest tax cuts 
and the ‘Google tax’ on multinational companies - are likely to get cross-party support from the ALP. 
Consequently, unlike recent past Budgets, this ‘non-Budget’ may actually get some traction. 
 
 

Superannuation: 
 
 
Although the Government basically abided by their previous promise that there will be no adverse 
changes to superannuation in the current Government’s first term, it is now their second term and 
changes have been made.  
 
Superannuation areas impacted by the Budget announcements include:  
 
• contributions  
• transition to retirement pensions  
• taxation of pension investment returns - lifetime pension limit  
• Anti-detriment. 
 
Contributions  
 
Changes have been proposed to:  
 

 reduce concessional contributions caps  

 allow catch up concessional contributions  

 increase Division 293 tax  

 replace the non-concessional caps with a lifetime cap  

 contribution rules  

 tax deductions for personal contributions  

 tax offset for spouse contributions  

 tax offset for low income earners. 
 
Reduced concessional contributions cap  
 
From 1 July 2017, the Government will reduce the annual concessional contributions cap to $25,000 
for all individuals. The cap is currently $30,000 for individuals under age 50. The transitional 



concessional contributions cap of $35,000 for individuals aged 49 and over will be removed and the 
cap will be $25,000 for all ages.  
 
From 1 July 2017, the Government will include notional and actual employer contributions in the 
concessional contributions cap for members of unfunded defined benefit schemes and 
constitutionally protected funds. Members of these funds will have opportunities to salary sacrifice in 
line with the members of accumulation funds. For individuals who were members of a funded defined 
benefit scheme as at 12 May 2009, the existing grandfathering arrangements will continue. 
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A reduction in concessional contributions is not welcome news for those trying to self-fund their 

retirement. 
 

 
Allow catch up concessional contributions  
 
From 1 July 2017, individuals with a superannuation balance less than $500,000 will be able to make 
additional concessional contributions, provided that they have not reached their concessional 
contributions cap in previous years.  
 
To work out how much in additional concessional contributions can be made in a given financial year, 
unused concessional cap amounts from 1 July 2017 can be carried forward on a rolling basis for a 
consecutive five year period. Amounts carried forward that have not been used after five years will 
expire.  
 
For example, a person aged 47 earning $100,000 per year, with a $300,000 superannuation balance, 
makes a concessional contribution of $10,000 in the 2017/18 financial year. In the following financial 
year, they will be allowed to contribute up to $40,000 into superannuation and the entire $40,000 will 
be taxed at 15 per cent. The $40,000 comprises of unused concessional cap balance of $15,000 
($25,000 minus $10,000) and the annual concessional cap of $25,000. Currently, this person will be 
subject to excess concessional contributions tax at their marginal tax rate.  
 
This measure will benefit those with interrupted work patterns, such as women and carers, by allowing 
them to make ‘catch-up’ contributions once they are able to do so. Under the current system, a strict 
application of annual concessional contributions caps results in a ‘use it or lose it’ system and puts 
individuals with irregular work patterns at a distinct disadvantage. Members of defined benefit 
schemes will also benefit from this proposed measure. 
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Although the measure is designed to benefit groups such as women and carers, it can also be 
beneficial for small business owners and entrepreneurs. During the early years when business 

revenue is lower, such business owners/entrepreneurs are often unable to contribute much into 
their superannuation. This proposed measure will allow them to make ‘catch-up’ contributions 

when business revenue improves. What is unclear however is how the $500,000 will be 
measured, including the logistics involved in monitoring and reporting the relevant information 

to the ATO. It is expected that further consultation will need to be undertaken. 
 



 
 
Division 293 Tax  
 
From 1 July 2017, the threshold at which an additional 15 per cent tax on contributions will apply will 
be reduced from $300,000 to $250,000. The definition of adjusted taxable income remains unchanged 
and includes:  

 taxable income  

 reportable fringe benefits  

 total net investment losses  

 reportable superannuation contributions.  
 
The lower threshold will also apply to members of defined benefit schemes and constitutionally 
protected funds currently covered by the tax. Existing exemptions for State higher level office holders 
and Commonwealth judges will be maintained as the Constitutional argument on which their 
exemption is based is unchanged. 
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Whilst we are not happy with this initiative given that high income earners are already paying 

their fair share, it could have been worse with the threshold being reduced to $180,000.  
 

 
Lifetime non concessional contribution caps  
 
As part of the reforms to super, the Government has announced the removal of the existing annual 
non-concessional contributions cap. This was previously set at six times the concessional contributions 
cap, and allowed for three years’ cap to be “brought forward” under the averaging provisions.  
 
The Government is replacing this with a lifetime non-concessional contribution limit of $500,000, 
which will be indexed in line with AWOTE, presumably on an annual basis. This lifetime limit is effective 
7:30pm on 3 May 2016, i.e. immediately after announcement, and takes into account all non-
concessional contributions made since 1 July 2007.  
 
For those who have already contributed more than $500,000 over this time, the excess will not be 
taxed however they will be precluded from making further contributions in the future. 
 
Amounts contributed above the new annual cap appear to be subject to the same excess non-
concessional contributions tax arrangement as is currently in place, so those who breach their lifetime 
cap will be offered the ability to have their excesses refunded from super before heavy penalty taxes 
apply. The budget papers also imply the ‘notional earnings’ associated with the release of excess non-
concessional contributions will also continue to apply.  
 
Importantly, the lifetime cap will include non-concessional contributions made to defined benefits 
funds and constitutionally protected funds. However, if the member has only made non-concessional 
contributions to a defined benefit fund the excess will not be refunded. If the defined benefit member 
has an accumulation interest which has received non-concessional contributions since 1 July 2007 the 
excess can be refunded from that benefit.  
 



In terms of impact, assuming AWOTE increases by 3 per cent per annum, the following table looks at 
the differences in maximum possible non-concessional contributions based on the number of years 
eligible to contribute. 
 

 
 
As can be seen, the opportunity cost of this measure is potentially high for those with capacity to make 
large non-concessional contributions over time. One piece which remains unclear with the indexation 
of the cap is whether once you have reached your annual cap, will you benefit from future indexation? 
That is, would you be able to make small contributions each year thanks to an increased cap or would 
it be similar to the low rate cap, where ‘once you’ve reached your cap, that’s it’.  
 
This new measure does not appear to impact the exemption of certain contributions from the non-
concessional contributions cap, such as personal injury settlement capital or contributions made 
under the small business capital gains tax exemptions. However it does raise interesting questions 
around overseas pension transfers, which currently count towards the non-concessional contributions 
cap. Combined with the changes to the UK QROPS transfer scheme effective 6 April 2015, this would 
appear to be another consideration for people with significant UK Pension benefits who may be 
considering an Australian retirement. 
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While this fits very well with the Government’s review of super as part of their economic plan, 

many individuals will find their retirement plans disrupted by the move to a lifetime cap without 
any real telegraphing of this intent – particularly given there has been over $1.4 million in 

potential NCCs which could have been made. 
 

Small business owners may also be impacted in trying to contribute proceeds from the sale of 
their business which do not qualify for the 15-year exemption and/or the retirement exemption. 
Additionally, how this is to be administered for clients with multiple interests, as well as how the 

fund capped contribution restriction is to change, is also unclear. 
 

 
Contribution eligibility rules  
 
From 1 July 2017, anyone under the age of 75 will be able to contribute to super or receive a spouse 
contribution. 
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About time we say. A well overdue simplification measure which unfortunately will be diluted 

by the reduction in contribution caps. 
 

 
Tax deductions for personal deductions  
 
From 1 July 2017, anyone under the age of 75 will be able to claim an income tax deduction for 
personal superannuation contributions, regardless of their employment arrangements. 
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This not only abolishes the 10 per cent self-employed test but offers salary sacrifice 

arrangements to individuals whose employers do not offer such arrangements. 
 

 
Increasing access to the spouse tax offset  
 
From 1 July 2017, the income threshold to qualify for the maximum amount of Low Income Spouse 
Superannuation Tax Offset will be increased from $10,800 to $37,000.  
 
The Spouse Superannuation Tax Offset reduces the amount of tax that an individual pays, provided 
that the individual makes an after tax contribution to their spouse’s superannuation account.  
 
Currently, to qualify for the maximum amount of the tax offset ($540) income of the recipient spouse 
must not exceed $10,800. Income above $10,800 will reduce the amount of the tax offset and 
completely phases out at income above $13,800.  
 
The proposed measure means that a recipient spouse can earn up to $37,000 before the tax offset is 
reduced, and $40,000 before it completely phases out. This allows more people to benefit from the 
Spouse Superannuation Tax Offset 
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The Spouse Contribution Tax Offset can be a tax effective method to boost the superannuation 
balance of a low income earning spouse, and can also be used as a means of funding insurance 

premiums of superannuation owned insurance policies. 
 

 
Tax offsets for low income earners  
 
From 1 July 2017, a Low Income Superannuation Tax Offset (LISTO) will reduce tax on superannuation 
contributions for low income earners. The LISTO will provide a non-refundable tax offset for 
concessional contributions made on behalf of individuals who have adjusted taxable income up to 
$37,000. The LISTO will be capped at $500. 
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This is a welcome re-introduction of an initiative that should never have been removed in the 

first place. 
 

 
Transition to retirement  
 
From 1 July 2017 the tax exemption on investment returns supporting a TTR pension will be removed. 
In addition, withdrawals from TTR pensions will not be able to be taxed as lump sums. 
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The taxing of withdrawals as income payments will effectively negate the TTR strategy for those 

under age 60. Investment returns will be taxed as if they were in accumulation phase and 
withdrawals will be taxed at marginal tax rates, the same as income. For clients over age 60, 
the taxation of investment returns is removed as an incentive however many clients will still 

benefit from receiving tax-free income payments. The reduction in contribution caps also 
reduces the attractiveness of the TTR strategy. 

 

 
Limiting superannuation in retirement phase by introducing a $1.6 million superannuation balance 
cap 
 
From 1 July 2017, the amount of total accumulated superannuation that an individual can transfer 
into the retirement phase is proposed to be limited to $1.6 million. Future earnings on these balances 
will not be restricted, even if it increases the value of the retirement phase accounts above $1.6 
million.  
 
Individuals with accumulated superannuation balances in excess of $1.6 million will be allowed to keep 
the excess amount in an accumulation phase account. Earnings of the accumulation phase account 
will continue to be taxed at a maximum rate of 15 per cent.  
 
Individuals who are already in retirement phase with balances above $1.6 million will be required to 
reduce their retirement phase accounts to $1.6 million by 1 July 2017. This can be done by converting 
the amount back to superannuation accumulation phase accounts or alternatively withdraw the 
excess amount out from their pension account.  
 
Amounts in retirement phase accounts in excess of the $1.6 million cap which are not converted or 
withdrawn will attract the same tax treatment that applies to excess non-concessional contributions 
- that is the excess will be taxed at the top marginal tax rate.  
 
The $1.6 million cap will be indexed in $100,000 increments in line with the Consumer Price Index. 
 
Where ‘unused cap space’ remains, the individual will be allowed to make another transfer into a 
retirement phase account. The amount of ‘unused cap space’ will be calculated according to a 
proportionate method. The percentage of the cap that has been used in the past will determine how 
much ‘unused cap space’ is available to an individual at any single point in time.  
 



For example, a person who has used up 80 per cent of their cap will have access to 20 per cent of the 
current (indexed) cap.  
 
Subsequent fluctuations in retirement phase accounts due to earnings growth or pension payments 
are not considered when calculating ‘unused cap space’.  
 
Currently, there is no limit to how much superannuation can be converted to retirement phase 
accounts. This means an individual’s entire accumulation superannuation account can be converted 
to a retirement phase account and benefit from the tax free treatment of earnings of such accounts. 
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This measure will affect higher net worth individuals with total accumulation balances in excess 

of, or likely to exceed, $1.6 million by 1 July 2017. 
Where an individual’s retirement phase account balance is adversely impacted by negative 
market movements, their entire $1.6 million cap has already been utilised, but still has an 

accumulation superannuation account, the individual will not be able to transfer the 
accumulation superannuation account to a retirement phase account. This can put these 

individuals at a significant disadvantage. 
 

 
Anti-detriment  
 
From 1 July 2017, the anti-detriment provisions will be removed. The existing provisions are difficult 
to implement in small funds and for pension accounts. The removal will provide more consistency 
between all superannuation funds. 
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It is interesting that the existing provisions have been maintained since 1987 and currently can 

apply to people who weren’t born in 1987, let alone members of superannuation funds. 
Importantly, death benefits to tax dependants remain tax-free. The availability of 

grandfathering for death benefits that are due but not yet paid has not been addressed at this 
stage. 

 

 
Superannuation Complaints Tribunal  
 
The Government will provide $5.2 million in 2016/17 to the Superannuation Complaints Tribunal (SCT) 
to improve processes and reduce the backlog of complaints lodged with the SCT. 
 
 

Corporate tax review  
 
 
In line with the Government’s position that this Budget should be seen as an economic plan, 
substantial consideration has been given to corporate tax affairs. Below we review the major changes 
relevant to small and medium businesses. 
 



Small business entity turnover threshold  
 
The Government will increase the small business entity turnover threshold from $2.0 million to $10.0 
million from 1 July 2016. The current $2.0 million turnover threshold will be retained for access to the 
small business capital gains tax concessions. Access to the unincorporated small business tax discount 
will be limited to entities with turnover less than $5.0 million.  
 
This will provide over 90,000 additional small businesses with access to tax concessions including the 
reduced corporate tax rate and the instant asset write-off provisions. 
 
Small business tax rate and corporate tax rate ten year plan  
 
For the 2016/17 income year the tax rate for businesses with an annual aggregated turnover of less 
than $10.0 million is proposed to reduce to 27.5 per cent from the 2016/17 income year. The current 
tax rate for small business is 28.5 per cent for businesses with a turnover of less than $2 million.  
 
This will impact approximately 870,000 small business. Furthermore the Government will implement 
a phased reduction in the company tax rate to 25 per cent over 10 years.  
The turnover threshold will also be progressively increased to ultimately have all companies at 27.5 
per cent in the 2023/24 income year. The annual aggregated turnover thresholds for companies facing 
a tax rate of 27.5 per cent will be:  
 

 $25.0 million in the 2017/18 income year  

 $50.0 million in the 2018/19 income year  

 $100.0 million in the 2019/20 income year  

 $250.0 million in the 2020/21 income year  

 $500.0 million in the 2021/22 income year  

 $1 billion in the 2022/23 income year. 
 
In the 2024/25 income year the company tax rate will be reduced to 27 per cent and then be reduced 
progressively by 1 percentage point per year until it reaches 25 per cent in the 2026/27 income year.  
 
Franking credits will be able to be distributed in line with the rate of tax paid by the company making 
the distribution. 
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This has solved an unintended problem of the $2 million threshold that essentially encouraged 

small business to remain small. 
 

 
Unincorporated business tax rules  
 
An 8 per cent unincorporated tax discount will be provided to unincorporated businesses with 
turnover less than $5 million per annum, capped at $1,000 per individual per year from 1 July 2016 
for the following eight years.  
 
The discount will increase to 16 per cent in increments from 2024 to 2026 to coincide with the 
staggered reductions in the corporate rate. 
 



Small business capital gains tax concessions 
 
Despite the above changes in relation to small business, the area of capital gains tax exemptions has 
been retained as is.  
 
The current eligibility criteria remains unchanged. For example the aggregated turnover test remains 
at $2 million and the net asset value at $6 million, however the sting is in the tail. For instance the 15 
year rule exemption retains its current upper threshold currently $1.395 million for the 2015/16 
income year and the retirement exemption retains its $500,000 lifetime limit. These CGT exempt 
contributions naturally add towards the $1.6 million maximum capital that can fund a retirement 
income stream whilst receiving pension earnings tax concession of zero percent.  
 
A great development for small business operators is the removal of the work test for contributions 
made on or after the age of 65. 
 
Small business and Part 7A  
 
The Government will make amendments to improve the operation and administration of Division 7A 
of the Income Tax Assessment Act 1936 (an integrity rule for closely held groups). These changes will 
provide clearer rules for taxpayers and assist in easing their compliance burden while maintaining 
the overall integrity and policy intent of Division 7A. 
 
Most importantly it includes a self-correction mechanism for inadvertent breaches of Division 7A, 
appropriate safe-harbour rules to provide certainty, simplified Division 7A loan arrangements and a 
number of technical adjustments to improve the operation of Division 7A and provide increased 
certainty for taxpayers.  
 
These changes draw on a number of recommendations from the Board of Taxation’s post-
implementation review into Division 7A and will apply from 1 July 2018. 
 
 

Personal taxation  
 
 
Although there have been no major changes in relation to personal income tax, some small 
adjustments have been made. We have reviewed the major changes below. 
 
Reduction in personal income tax for middle income earners  
 
In an effort to combat bracket creep (increased income tax resulting from wage inflation), the 
Government has announced an increase in the middle personal income tax bracket from $80,000 to 
$87,000, effective from the 2016/17 financial year. The table below compares the current tax rates to 
the rates effective 1 July 2016. 
 



 
 
As a result, people with taxable income above $87,000 will save $315 in personal income tax each 
year, with those earning below $80,000 not impacted by the change. 
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A sensible change to help combat bracket creep. Although the Government has positioned this 

as helping the ‘average fulltime wage earner‘ the current average weekly ordinary time 
earnings equates to an annual income of roughly $75,360. Either the average Australian has 

over $5,000 in other net taxable income to increase their taxable income, or the Government is 
using another measure to define an average full-time wage earner. 

 

 
Medicare levy threshold changes  
 
Although this measure has already been legislated, the Budget included the indexation of the 
Medicare levy low income thresholds, under which people pay no Medicare levy on their earnings, for 
the current financial year. The following table compares the thresholds which applied last financial 
year to the updated thresholds which are to apply this financial year. 
 

 
 



This has also impacted the phase-in rates between which a partial Medicare levy will apply. The 
following table estimates the maximum income under which a partial Medicare levy income is 
available.  
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An expected indexation of the Medicare levy caps, however it is surprising it makes an 

appearance in the Budget at all given this change has already been legislated. 
 

 
Expiration of Budget Repair Levy  
 
The 2 per cent Temporary Budget Repair Levy, introduced by Joe Hockey as part of the 2014/15 Budget 
is set to expire at the end of the 2016/17 financial year and has not been extended by this year’s 
budget. 
 
 

Centrelink  
 
 
Age Pension Changes  
 
The compensation measures which were provided to age pension recipients as part of the Gillard 
Governments Carbon Tax Reforms will be maintained. This initiative however will not be extended to 
new age pension recipients.  
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This is an extraordinary measure for it creates two classes of age pensioners. Those missing out 
will received anywhere between $6 and $14 less per fortnight than their existing counterparts. 

This in our view is unfair and you either apply it to everybody or you remove it entirely. 
 

 
 



Youth Employment Package  
 
From 1 December 2016, the Government will expand the New Enterprise Incentive Scheme (NEIS) and 
support self-employment opportunities for young people. These initiatives include:  
 
• ‘Exploring Being My Own Boss’ workshops to engage young job seekers to explore self-

employment as an alternative pathway to employment  
• Self-Employment and Entrepreneurship Starter Packs to raise awareness of the self-employment 

assistance available to youth  
• engaging Inclusive Entrepreneurship Facilitators in areas of high youth unemployment to assist 

potential entrepreneurs in accessing local mentors and services. 
 
Youth Employment Package – Youth Jobs PaTH 
 
From 2016/17, the Government will establish a Youth Jobs PaTH program for young job seekers aged 
under 25 years to improve youth employment outcomes. The pathway has three elements:  
 
• Industry-endorsed pre-employment training (Prepare) — from 1 April 2017, training for up to six 

weeks will be provided to develop basic employability skills, including those required to identify 
and secure sustainable employment.  

 
• Internship placements of up to 12 weeks (Trial) — from 1 April 2017, up to 30,000 internship 

placements will be offered each year to enable businesses and job seekers to trial their 
employment fit. Job seekers will receive a $200 fortnightly incentive payment and businesses will 
receive $1,000 upfront to host an intern. Job seekers must be registered with jobactive, Disability 
Employment Services or Transition to Work, and have been in employment services for at least six 
months to be eligible for the internship program.  

 
• Youth Bonus wage subsidies (Hire) — from 1 January 2017, employers will receive a wage subsidy 

of up to $10,000 for job seekers under 25 years with barriers to employment and will continue to 
receive up to $6,500 for the most ‘job-ready’ job seekers. Job seekers must be registered with 
jobactive or Transition to Work, and have been in employment services for at least six months for 
employers to be eligible for the wage subsidy. 

 
Youth Employment Package – Work for the Dole  
 
From 1 October 2016, job seekers will enter the Work for the Dole phase after 12 months of 
participation in jobactive, instead of the current six months. 
 
Pausing Indexation of the Medicare levy surcharge & Private Health Insurance Rebate Thresholds  
 
From 1 July 2018, the Government will continue the pause on indexation of the income thresholds for 
the Medicare levy surcharge (MLS) and Private Health Insurance Rebate (PHIR) for a further three 
years. 
 
Mobility Allowance - transition to National Disability Insurance Scheme (NDIS)  
 
From 2016/17, the Government will provide continuity of support for recipients of the Mobility 
Allowance as the National Disability Insurance Scheme is rolled out and to revise the eligibility 
requirements. These details are yet to be determined.  
 



Synopsis 

 
 
The subsequent impact of these proposed changes will be far reaching.  
 
As expected we will be proactively reviewing all impacted clients and where applicable we will look to 
redesign alternative strategies to deliver the best possible outcome moving forwards.  
 
We will naturally be in touch in due course.  
 
That said, should you require assistance in the interim, please feel free to contact our office on 9999-
4100.  
 
 
With thanks  
 
 
 
Innate Financial Services Group  
 
 
 


