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Budget Overview – still room for some rabbits 
 
Despite its pre-Budget claims aimed at reducing expectations, the Government has 
managed to produce two rabbits from its Budget hat – sweeping changes to superannuation 
and a complex set of reductions in company tax. 

Both are likely to be political winners: cutbacks in superannuation concessions for high 
income earners are partially offset by a raft of – largely unexpected – concessions aimed at 
improving superannuation provision for women and others with broken work patterns.  While 
they are likely to attract some criticism for measures favoring ‘stay at home wives’ of wealthy 
primary earners, the Government can argue that the measures support superannuation 
contributions by medium and low-income earners – providing they are in the workforce.  

The company tax cuts address the demands of business for such cuts but are staggered in 
such a way to help medium-sized businesses first and minimise the impact on the Budget 
over the four years of the Forward Estimates.  

While medium-sized businesses (between the $2 million turnover threshold for businesses 
which received a company tax cut to 27 ½ per cent in the last Budget, and $10 million) will 
receive an immediate cut in their company tax to 27.5 per cent, the full cut in company tax to 
25 per cent for all but the largest companies with a turnover of up to $1 billion will not take 
effect until 2026-27. 

Economically, the Budget forecasts ‘steady as she goes’, little changed from the Mid-Year 
Economic and Fiscal Outlook (MYEFO) in December, with growth in the 2 ½ to 3 per cent 
range for the next two years (2 ½ per cent in 2016-17 and 3 per cent in 2017-18), from a 
forecast 2 ½ per cent in 2015-16 and 2.2 per cent in 2014-15. 

The Budget repair task on which Tony Abbott rode to power in 2013 has gone out the 
window and for the first time the Government, while maintaining that its objective is to 
achieve a balanced Budget, has dropped any mention of when it expects this to be 
achieved. 

As has occurred in every Budget update since the 2013 election (Budgets, MYEFO and the 
Pre-Election Economic and Fiscal Outlook), the size of the forecast deficit has increased in 
every year of the forecasting period. 

For 2016-17 the Budget forecasts a deficit of $37.1 billion, compared to a forecast of $33.7 
billion in MYEFO.  For 2017-18 it forecasts a deficit of $26.1 billion, compared to a forecast 
of $23.0 billion in MYEFO. For 2018-19 it forecasts a deficit of $15.4 billion, compared to a 
forecast of $14.2 billion in MYEFO. In 2019-20 (which appears in the forecasts for the first 
time because of the four year forecasting cycle), the deficit drops dramatically to $6 billion.  
 
At a glance 
 

• Deficit - The Budget forecasts a significant deterioration in the Budget outcome in the 
next three financial years, with a major deterioration in the outcome in 2018-19 
compared to last year’s Budget, although less so than compared to the Mid-Year 
Economic and Fiscal Outlook (MYEFO) in December. 
 

• Economy - A continuation of current economic conditions with continued moderate 
economic growth over the current and next two financial years, little change in household 
consumption spending and modest employment growth. 
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• Growth - Economic growth (GDP) will be 2 ½ per cent for 2015-16 and 2016-17 – up 

from 2.2 per cent in 2014-15, then rising to 3 per cent in 2017-18. 
 

• Business investment - The outlook for business investment will continue to be dominated 
by shrinking mining investment, which is expected to fall by 27½ per cent in 2015-16 and 
25½ per cent in 2016-17.  
 

• Employment - Employment growth is forecast to fall to 1 ¾ per cent in both 2016-17 and 
2017-18, from 2 per cent in 2015-16 (and 1.6 per cent in 2014-15). The unemployment 
rate is forecast at 5 ¾ per cent in the current financial year, dropping to 5 ½ per cent in 
each of the two following years. 
 

• Company tax – The Government will reduce the company tax rate to 27.5 per cent in 
2016-17 for companies with a turnover of less than $10 million. Under the complicated 
arrangements for a rolling series of company tax cuts out to 2026-27, the income 
threshold for the lower rate will rise each year until 2022-23 when it will cover businesses 
with a turnover of $1 billion. In addition, the tax rate will start falling from 27.5 per cent in 
2024-25 until it falls to 25 per cent in 2026-27. 
 

• Superannuation - The Government has announced a number of changes to 
superannuation arrangements, imposing stricter limits on contributions, lower income 
thresholds for concessional taxation and stricter limits on the amount of superannuation 
to be available in the pension phase of superannuation. However the Budget also 
contains a number of increased superannuation concessions and benefits, including 
measures allowing high income earners to top up the superannuation balances of their 
low income spouses, increased opportunities for people aged 65 to 74 years to 
contribute to their superannuation and a Low income Superannuation Tax Offset 
(replacing the abolished Low income Superannuation Contribution), giving low income 
earners a tax offset for voluntary superannuation contributions. 

 

Budget Outcome – Deficit forecasts 
 

The Budget forecasts a significant deterioration in the Budget outcome in the next three 
financial years, with a major deterioration in the outcome in 2018-19 compared to last year’s 
Budget, although less so than compared to the Mid-Year Economic and Fiscal Outlook 
(MYEFO) in December. 

While the Budget Papers say the Government continues to work towards a balanced 
Budget, it contains no date for a return to surplus. 

The deterioration continues the pattern of deterioration since the 2013-14 Budget (before the 
last election.) 

The Budget forecasts a deficit of $39.9 billion in 2015-16, compared to a forecast of $37.4 
billion in MYEFO. 

For 2016-17 it forecasts a deficit of $37.1.1 billion, compared to a forecast of $33.7 billion in 
MYEFO. 

For 2017-18 it forecasts a deficit of $26.1 billion, compared to a forecast of $23.0 billion in 
MYEFO. 
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For 2018-19 it forecasts a deficit of $15.4 billion, compared to a forecast of $14.2 billion in 
MYEFO. 

In 2019-20 (the first time the year has been included in the Forward Estimates), the deficit 
shows a dramatic fall to $6.0 billion – from $15.4 billion the previous year. 

The Budget says, “The underlying cash deficit is expected to be $37.1 billion in 2016-17 and 
improve over the forward estimates. The average annual pace of fiscal consolidation is 
consistent with the 2015-16 MYEFO at 0.4 per cent of GDP.” 

Government payments as a share of GDP are forecast to decline from 25.8 per cent of GDP 
in 2016-17 to 25.2 per cent of GDP in 2019-20, above their long-run average level of 24.9 
per cent, before rising slightly and remaining stable over the medium term. 

Net debt as a share of GDP is expected to peak in 2017-18 before declining over the 
remainder of the forward estimates. By 2026-27, net debt is projected to fall to 9.1 per cent 
of GDP. 

The Budget Papers say, “The Government remains committed to its medium-term fiscal 
strategy of achieving a sustainable surplus, building to at least one per cent of GDP as soon 
as possible by continuing to keep downward pressure on payments growth, consistent with 
budget repair. The overall tax burden in this Budget is not being increased as a result of 
policy changes taken by the Government. Excluding tax integrity measures, the Government 
is reducing the tax burden by around $1.9 billion over the forward estimates.” 

Tax receipts as a share of GDP are forecast to return to the long-term average in 2017-18. 
Net debt as a share of GDP is expected to peak in 2017-18 and then decline over the 
remainder of the forward estimates and the medium term. 

The Budget says government receipts continue to be impacted by weaker nominal GDP, 
weighed down by weaker wages and inflation. Downwards revisions to forecast tax receipts 
since the 2015-16 MYEFO are $13.5 billion over the four years to 2018-19, excluding new 
policy. 

These revisions have been primarily driven by lower taxes from individuals and 
superannuation funds, partly offset by upward revisions to indirect taxes such as the GST. As 
a result, the underlying cash balance has deteriorated by $3.4 billion in 2016-17 compared 
with the 2015-16 MYEFO. 

It says, “The Government remains focused on restraining growth in government spending 
and aims to achieve a steady trajectory towards a balanced budget and lower government 
debt.”  

The overall impact of new policy decisions in this Budget is an improvement to the bottom 
line of $1.7 billion over the four years to 2019-20. 

Shortly before the Budget leading Budget watcher Deloitte Access Economics' Chris 
Richardson forecast  a further blow-out in the budget deficit  to be $21 billion worse by 2018-
19 than forecast in the December 2015 Mid-Year Economic and Fiscal Outlook (MYEFO) 
update. 

He said the starting point for the 2015-16 budget deficit would be $38.6 billion, rather than 
the $33.7 forecast in the last official update in December. 
 
Mr Richardson said, "Most of the mistakes in the budget in Australia over the last decade 
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have actually been in spending and we'd be comfortable to see the bulk of budget repair 
done on the spending side."  But, he said, "Equally, you cannot ignore the revenue side. 
Taxes have to go up too." 

Credit ratings agencies were also hoping to see concrete moves by the Government to 
narrow the deficit in the budget, with Moody's recently warning that tax increases would be 
needed in addition to spending cuts. 

References 
 
Budget Paper No 1, Statement No 1. 
Budget Paper No 1, Statement No 3. 

 
 

Company and business taxation 
 
The Government announced in the Budget that it will reduce the company tax rate to 27.5 
per cent in 2016-17 for companies with a turnover of less than $10 million. 
 
Under the complicated arrangements for a rolling series of company tax cuts out to 2026-27, 
the income threshold for the lower rate will rise each year until 2022-23 when it will cover 
businesses with a turnover of $1 billion. 
 
In addition, the tax rate will start falling from 27.5 per cent in 2024-25 until it falls to 25 per 
cent in 2026-27. 
 
Franking credits to shareholders in the companies will fall in line with the reduction in 
company tax. 
 
It will reduce the company tax rate to 25 per cent over 10 years, for companies with a 
turnover of up to $1 billion. 
 
The tax rate for businesses with an annual aggregated turnover of less than $10 million will 
be 27.5 per cent from the 2016-17 income year. The threshold will 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 million in the 2017-18 income year; 
• $50 million in the 2018-19 income year; 
• $100 million in the 2019-20 income year; 
• $250 million in the 2020-21 income year; 
• $500 million in the 2021-22 income year; and 
• $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 reduce 
progressively by 1 percentage point per year until it reaches 25 per cent in 2026-27.  
 
Franking credits will be able to be distributed in line with the rate of tax paid by the company 
making the distribution. 
This measure is expected to have a cost to revenue of $2.7 billion over the forward 
estimates. 
 
 
 



 

Page | 7 

 

 
Multinational disclosure 
The Government will increase administrative penalties imposed on companies with global 
revenue of $1 billion or more who fail to adhere to tax disclosure obligations. This measure 
will apply from 1 July 2017. 
 
Penalties for lodging non-complying tax documents with the Australian Taxation Office 
(ATO) will be increased by a factor of 100. This will raise the maximum penalty from 
$4,500 to $450,000, which will help to ensure that multinational companies do not opt 
out of their reporting obligations. 
 
Penalties for making non-complying statements to the ATO will be doubled, to increase the 
penalties imposed on multinational companies that are being reckless or careless in 
their tax affairs. 
 

Transfer pricing 
The Government is amending Australia’s transfer pricing law to give effect to the 2015 
OECD transfer pricing recommendations. The amendment will apply from 1 July 2016. 
 
Diverted profits tax 
A new tax aimed at multinational corporations that artificially divert profits from Australia will 
be introduced. The tax will apply to income years commencing on or after 1 July 2017. This 
measure is estimated to have a gain to revenue of $200 million over the forward estimates. 
 
The new tax will target companies that shift profits offshore through arrangements 
involving related parties: 
 

•  that result in less than 80 per cent tax being paid overseas than would otherwise 
have been paid in Australia; and 

 
• where it is reasonable to conclude that the arrangement is designed to secure a tax 

reduction. 
 

The measure will apply to large companies with global revenue of $1 billion or more.  
Companies with Australian revenue of less than $25 million will be exempt, unless they are 
artificially booking their revenue offshore.  
 

Tax Avoidance Taskforce 
The Government will provide $678.9 million to the Australian Taxation Office over the 
forward estimates to establish a new Tax Avoidance Taskforce. This will enable the ATO to 
undertake enhanced compliance activities targeting multinationals, large public and private 
groups and high-wealth individuals. 
 

References 
 
Budget Paper No 2, Part 1 Revenue Measures - Treasury 
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Superannuation 
 

The Government has announced a number of changes to superannuation arrangements, 
imposing stricter limits on contributions, lower income thresholds for concessional taxation 
and stricter limits on the amount of superannuation to be available in the pension phase of 
superannuation. 

The lowering of the income threshold for concessionally taxed superannuation contributions 
from $300,000 to $250,000 mirrors the change announced by the Labor Party in April 2015. 

However the Budget also contains a number of increased superannuation concessions and 
benefits, including measures allowing high income earners to top up the superannuation 
balances of their low income spouses, increased opportunities for people aged 65 to 74 
years to contribute to their superannuation and a Low income Superannuation Tax Offset 
(replacing the abolished Low income Superannuation Contribution), giving low income 
earners a tax offset for voluntary superannuation contributions. 

The big surprise in the Government’s superannuation changes is that they go considerably 
further than the Labor Party superannuation changes announced a year ago. 

The Government’s moves could prove a political and budgetary masterstroke, as Labor, 
when announcing its changes, locked itself into not making any further changes to 
superannuation. 

Net savings from the superannuation measures will be $2.6 billion over four years. 

By comparison the superannuation changes announced by Labor a year ago produce 
savings of just $1.9 billion over four years. 

The increased restrictions on contributions and concessions deliver the Government gross 
savings of $5.69 billion over four years, while the increased concessions and benefits cost 
the Budget $3.09 billion. 

The Government says its superannuation changes are aimed at “improving the sustainability, 
flexibility and integrity of the superannuation system while ensuring that 96 per cent of 
Australians with superannuation are not adversely affected.” 

It says it is “better targeting tax concessions to ensure that the superannuation system is 
sustainable and equitable.” 

The changes announced in the Budget: 
 

• introduce a $1.6 million cap on the total amount of superannuation that can be 
transferred into retirement phase accounts; 
 

• require those with incomes (including superannuation) greater than $250,000 to pay 
30 per cent tax on their concessional contributions, up from 15 per cent. This lowers 
the threshold for the 30 per cent tax rate from incomes over $300,000; 
 

• lowers the concessional contribution caps so that individuals can contribute up to 
$25,000 per annum pre-tax to superannuation; and 
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• introduces a lifetime cap of $500,000 on the non-concessional contributions that can 
be made to superannuation. 
 

These measures which tighten benefits at the contribution and pension phase for higher 
income earners are partially offset by a series of improved concessions affecting both high 
and lower income earners.  
 
The Government says it is recognising that individuals have different work patterns across 
their lives, with new measures to: 
 

• introduce a Low Income Superannuation Tax Offset to replace the Low Income 
Superannuation Contribution (abolished by the Abbott Government) when it ends on 
30 June 2017, which will reduce the tax rate on superannuation contributions to zero 
for low income earners; 

 
• allow all Australians (under age 75) to claim a tax deduction for personal 

superannuation contributions made to an eligible fund, irrespective of their 
employment arrangements; 
 

• allow the rollover of unused concessional caps, for individuals with superannuation 
balances less than $500,000, to allow those with interrupted work arrangements to 
make ‘catch-up’ superannuation contributions; 
 

• encourage partners to make contributions to their low-income spouses’ 
superannuation by extending the eligibility for individuals to claim a tax offset for 
these contributions; and 

 
• remove the current regulations that restrict people aged 65 to 74 from making 

contributions to their superannuation, to allow those who are no longer working to top 
up their retirement savings from sources not necessarily available to them before 
retirement. 

The Government says it “will further improve the integrity of the superannuation system by: 
 

• ensuring that the transition to retirement income stream scheme is fit-for-purpose, 
 

• is not accessed primarily for its tax benefits, and still meets the objective of 
 

      supporting people who want to remain in the workforce; and 
 
• removing the out-dated anti-detriment provision. 

The superannuation changes will deliver the Government savings of $5.69 billion over the 
four years of the Forward Estimates, offset by increased spending on increased 
superannuation concessions of $3.09 billion. 

Under the changes which Labor announced in April 2015 the well-off would lose $14 billion 
in superannuation tax concessions over the next decade. 

From July 1, 2017, once a person is retired and drawing on their super, the first $75,000 in 
super income will remain tax free but earnings above that would be taxed at the 
concessional rate of 15 per cent.  
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This change would not affect eligibility for a partial government pension and would affect 
about 60,000 retirees who have $1.5 million or more in their super accounts. Any capital 
gains on assets held in funds before the new laws apply would be exempt from the tax. But 
capital gains realised after July 1, 2017, and which exceed $75,000 would be taxed. 

Defined benefits schemes would also lose a 10 per cent tax cut on earnings over $75,000. 

The second measure to be announced will be to reduce from $300,000 to $250,000 the 
income threshold at which the tax on a person's super contributions increases from 15 per 
cent to 30 per cent. This would affect about 110,000 people who earn between $250,000 
and $300,000 and will have to pay 30 per cent on earnings. 

The reintroduction of tax on super income, which was abolished by the Howard government 
in the 2006 budget, would raise about $1.4 billion a year and $9.2 billion over a decade. The 
lowering of the High Income Superannuation Charge threshhold would raise $500 million a 
year or $5.1 billion over the decade. 

Mr Shorten promised that if elected Labor would make no other changes to the tax treatment 
of superannuation. 

References 
 
Budget Paper No 1, Statement No 1 – Budget Overview 
Budget Paper No 2, Part 1 Revenue Measures - Treasury 
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