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2018 Federal Budget Update

Summary  

Federal Treasurer Scott Morrison delivered an 
election Budget on May 8, with few surprises. 

It includes promised personal tax cuts, very minor at 
first and staged over seven years. The company tax 
cuts proposed last year have been retained but phase 
in over 10 years. 

Expenditures include an increase in health and aged 
care services as well as science and innovation with 
another boost for infrastructure commitments 
(although it is unclear how much of the infrastructure 
spending is new money).  

On the back of an unexpected tax windfall, the 
Government expects a return to a budget surplus by 
2020, one year earlier than previously expected, and 
the first time since 2008. All this relies on an 
economic forecast of real GDP growth of 3% over the 
next few years along with a sharp pay rise for us all by 
2019-2020.  

While the Budget contained few surprises, we believe 
that the Treasury’s economic outlook is a little 
optimistic and there is a risk that the personal tax 
cuts, locked in for the next seven years, could come 
at an (unexpected) cost to the Government.  

Below we have summarised some of the key Budget 
proposals that may affect you. 

Personal Taxation 

Personal Income Tax Rates - reductions 

The Government has proposed personal tax cuts in 
a three step process over seven years: 

1. Introduction of a new ‘Low and Middle Income 
Tax Offset’ (LMITO) to provide tax relief of up 
to $530 per annum to low and middle income 
earners.  

This is in addition to the existing Low Income 
Tax Offset (LITO) and neither the LMITO nor 
the LITO result in a refund, they just reduce 
any tax liability to a minimum of zero, but you 
still pay the Medicare Levy. 

2. From 1 July 2018, there is a proposed increase 
to the upper threshold of the 32.5% marginal 
tax rate from its current threshold of $87,000 to 
$90,000. This will see wage earners take home 
an extra $135 a year. Do we need to say don’t 
spend it all at once! 

3. Then over the next 6 years the proposal is to 
keep raising the income threshold for the 
32.5% marginal tax rate until 2024 when the 
37% marginal tax rate is removed all together. 
Income earners above $200,000 will be subject 
to 45% tax.  

Medicare Levy – no change 

The proposal from the 2017 Budget to increase the 
Medicare Levy by 0.5% has been dropped and it will 
remain unchanged at 2% with low income 
exemptions. 

Minors Receiving Income from Testamentary 
Trusts – tax benefit 

Minors receiving income from Testamentary Trusts 
will be taxed at adult tax rates, instead of penalty 
rates.  

The Government also provided a warning about 
injecting more assets into Testamentary Trusts to 
benefit from this change, and plan to regulate to 
ensure only income from assets distributed from an 
Estate will be taxed at adult marginal tax rates. 

Superannuation  

Work Test – slight easing 

After 1 July 2019, retirees with a superannuation 
balance below $300,000 who can meet the work test 
will be able to contribute to super for a further 12 
months after meeting this requirement. This will make 
additional super contribution planning a little easier for 
some retirees. 

High Income Earners – reduced risk of excess 
contributions 

High income earners who currently unintentionally 
breach the concessional contribution cap through 
compulsory contributions (SG) from their employers, 
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2018 Federal Budget Update (continued) 

can now elect to remove this compulsory contribution 
on their income over $263,157. 

This will reduce the likelihood of them contributing 
more than the concessional contribution cap of 
$25,000 each financial year. 

Self-Managed Super Funds -  minor changes 

SMSFs will be able to increase the number of 
members of their fund from four to six, providing 
possibilities for larger families to add members. 

Further, for SMSFs with a history of good record-
keeping and compliance, the annual audit 
requirement will change to a three-yearly requirement.  

Small Balance Super Benefits - protected 

From 1 July 2019, the Government has proposed a 
range of protection measures for super accounts with 
small balances such as a ban on exit fees for all super 
accounts.  

Insurance in Super - opt-in  

From 1 July 2019, insurance within superannuation is 
proposed to change to an opt-in basis for members: 

1. with low balances of less than $6,000, 

2. under the age of 25 years; or  

3. if accounts have not received a contribution in 
13 months and are inactive. 

Social Security  

Pension Work Bonus – increased  

The Pension Work Bonus is aimed at encouraging 
pensioners to remain in the workforce by disregarding 
an amount of employment income from the pension 
income test. 

From 1 July 2019, this will increase from $250 to $300 
per fortnight, meaning that the first $300 of income 
from work each fortnight will not count towards the 
pension income test and it will also be extended to 
earnings from self-employment. 

The Pension Loans Scheme - expanded 

The Pension Loans Scheme is a voluntary reverse 
mortgage provided by Centrelink, against Australian 
real estate which must be repaid when the property is 
sold or the recipient passes away.  This allows people 
to “top-up” the age pension to the maximum rate. 

From 1 July 2019, the Government will extend 
eligibility to all Australians of age pension age, 
including self-funded retirees and full rate age 
pensioners (currently excluded from the scheme) and 
increase the maximum amount of “top-up” payments 
from 100% to 150% of age pension. 

The loan is paid fortnightly, is tax-free and currently 
attracts compound interest of 5.25% on the 
outstanding balance. 

This may be an attractive option for retirees whose 
income needs are not currently being met. 

Aged Care 

While there were no financial planning implications in 
the announcements, an extra 13,500 residential age 
care places will be released to benefit elderly 
Australians. Further, over the next four years, an extra 
14,000 high level home care packages and 775 short 
term care places will be introduced to help people 
stay in their own homes as they age. 

Small Business 

$20,000 Instant Asset Write-Off - extended 

To continue to encourage investment in new 
equipment, for a further 12 months until 30 June 
2019, small business owners with annual turnover of 
less than $10 million may continue to deduct 
purchases of eligible assets costing less than 
$20,000.  
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