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The 2009 Federal Budget reflected a subdued economic climate, with pensioners and carers
the big winners, and those in higher income tax brackets most likely to be adversely
affected. Some of the key issues include:

e Anincrease in the full Age Pension for both singles and couples

e A progressive increase in Age Pension age to 67 from 2017

e A decrease in the concessional contribution caps for superannuation, and

e A reduction in the private health insurance rebate and an increase in the Medicare levy
surcharge for those on higher incomes.

Please note that the announcements below are yet to be legislated. For further clarification
on any of these changes or for assistance with how they may impact your personal situation,
please contact your financial planner.

Personal taxation changes

Personal tax rates

No changes have been announced to the tax rates confirmed in the 2008-09 Federal
Budget. These rates and thresholds are below.

Current New tax New tax
thresholds Tax rate thresholds Tax rate thresholds Tax rate
(2008/09) (2009/10) (2010/11)
$0 - $6,000 0% | $0 - $6,000 0% | $0 - $6,000 0%
$6,001 - $34,000 15% | $6,001 - $35,000 15% | $6,001 - $37,000 15%
$34,001 - $80,000 30% | $35,001 - $80,000 30% | $37,001 - $80,000 30%
$80,001 - 40% | $80,001 - $180,000 38% | $80,001 - 37%
$180,000 $180,000
$180,001 + 45% | $180,001 + 45% | $180,001 + 45%

Medicare levy low income threshold

The Medicare levy does not apply to those on low incomes as a result of the Medicare levy
low income threshold. This threshold will be increased to $17,794 for individuals (from
$17,309) and $30,025 for individuals in families (from $29,207), with effect from 1 July 2008.
The additional amount of threshold for each dependent child or student will increase to

$2,757. The Medicare levy threshold for pensioners below Age Pension age will be

increased to $25,299 (previously $22,922), with effect from 1 July 2008 to ensure that
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pensioners below Age Pension age do not pay the Medicare levy when they do not have an
income tax liability.

Medicare levy surcharge and private health rebates

From 1 July 2010, private health insurance rebates will be reduced for high income earners,
while the Medicare levy surcharge will increase.

Income levels Private health insurance Medicare
rebate levy
surcharge
Singles earning $75,001 — $90,000 20% up to age 65 1%
Couples earning $150,001 — $180,000 25% for those aged 65-69 1%
30% for those over age 70 1%
Singles $90,001 — $120,000 10% up to age 65 1.25%
Couples earning $180,001 - $240,000 15% for those 65-69 1.25%
20% for those over 70 1.25%
Singles earning more than $120,001 Nil 1.5%
Couples earnings more than $240,001 Nil 1.5%

For singles earning less than $75,000 and couples earning less than $150,000, the existing
30%, 35%, and 40% private health insurance rebates respectively will remain.

Family Tax Benefit (FTB) Part Aand B

From 1 July 2009, FTB Part A payment rates will be indexed in line with the Consumer Price
Index (CPI). This will make this payment consistent with other family payments, such as FTB
Part B and the Baby Bonus.

In addition, the upper income thresholds for family payments will remain at their current level
until 1 July 2012. These include:

e The FTB Part B primary earner income threshold, which will remain at $150,000

¢ The income threshold for receiving the dependency tax offsets, which will remain at
$150,000

e The Baby Bonus eligibility threshold, which will remain at $75,000 of family income in the
six months following the birth or adoption of a child (equivalent to $150,000 a year), and

* The higher income-free area of FTB Part A, which will remain at $94,316 of family income
(plus $3,796 for each child after the first).

These thresholds would ordinarily be indexed by CPI.
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Paid parental leave

From 1 January 2011, parents will be eligible for 18 weeks leave paid at the federal minimum
wage (currently $543.78 per week). Payments under the scheme will be included in taxable
income. To be eligible for the scheme, a parent in paid work must have:

- worked continuously with one or more employers for at least 10 of the 13 months before
the expected date of birth or adoption,

- worked at least 330 hours in those 10 months, which is equivalent to around one full day
of work each week, and

« an adjusted taxable income of $150,000 or less in the financial year prior to the date of
birth or adoption of the child.

The scheme is in addition to any employer funded parental leave and will be available to
contractors, casual workers and the self-employed. Parents who receive paid parental leave
will not receive the Baby Bonus (except in the case of twins or multiple births), or FTB Part B
during the 18 week paid parental leave period.

Those who choose not to receive paid parental leave or are otherwise not eligible will
continue to receive the current forms of family assistance such as the Baby Bonus, where
eligible.

Employee share schemes

From 12 May 2009, shares, rights and options issued as part of an employee share scheme
will be taxed in the year of receipt, meaning that employees who receive salary through
discounted company share packages will no longer be able to defer paying tax on the
discount. Additionally, the current exemption for the first $1,000 of shares issued will be
limited to those with adjusted taxable income of less than $60,000.

Other tax measures

These measures will take effect from 1 July 2009 except where otherwise indicated.

e Where a taxpayer earning more than $250,000 per annum has tax losses relating to a non-
commercial enterprise (such as a hobby farm), these will not be able to be offset against
other income.

e Certain income from foreign employment will only be tax exempt where the taxpayer was
employed as a government, aid or charitable worker, or employed in the national interest.

e From 1 January 2010, the Extended Medicare Safety Net will be capped for services with
excessive fees, such as assisted reproductive services.

e The small business and general business tax break will be extended to allow a bonus
deduction of 50% to small businesses with a turnover of less than $2 million that acquire
an eligible asset between 13 December 2008 and 31 December 2009 where it is ready for
use by 31 December 2010.
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Superannuation changes

Concessional contribution limits

The concessional contribution (CC) caps (ie. the limit on concessionally treated tax
deductible contributions) for those under and over age 50 will be halved from 2009/10. As a
consequence of these changes, the annual non-concessional contribution cap (ie. the limit of
post-tax contributions) will become six times the CC cap (as it applies to those under age
50).

The table below shows the caps for the current financial year, those that were scheduled to
apply for 2009/10, and the new reduced caps for 2009/10.

Contribution Cap 2008/09 | 2009/10 2009/10 (after
(before Budget)
Budget)
Concessional contributions
(CC) cap
Under age 50’ $50,000 $55,000 $25,000
Over age 50 (until 30/6/2012)? $100,000 $100,000 $50,000
Non-concessional contributions
(annual NCC) cap® $150,000 $165,000 $150,000
4
3-year NCC cap $450,000 $495,000 $450,000
CGT cap'
(lifetime limit for eligible business | $1,045,000 $1,100,000 $1,100,000
owners)

! These thresholds are indexed in line with movements in Average Weekly Ordinary Time Earnings (AWOTE) in increments of
$5,000 (rounded down).

2 This cap is not indexed.

3 This cap is equal to six times the CC cap. It will change when the CC cap is indexed.

4 This cap only applies to individuals less than 65 on the first day of the financial year. The year in which the 3-year cap is
initially triggered determines the value that can be contributed during the 3-year period.

The reduction in the CC cap may affect salary sacrifice and transition to retirement pension
strategies. In addition, the NCC cap will not be increased for 2009/10.

Grandfathering arrangements will apply to ensure that the employer funding rate for existing
defined benefit arrangements in place at 12 May 2009 are deemed to meet the new reduced
cap.

Superannuation co-contribution

The maximum rate and amount of Government co-contributions to superannuation
(previously $1,500 for each $1,000 contributed by an eligible taxpayer) will be reduced over
a five year period. This is a temporary reduction; from 2014/15 the co-contribution again
increases to a maximum of $1,500.
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The reductions to the maximum rate and amounts of the Government co-contribution are
summarised in the table below.

Contribution year Matching rate % Maximum co-contribution
2009/10 100% $1,000
2010/11 100% $1,000
2011/12 100% $1,000
2012/13 125% $1,250
2013/14 125% $1,250
2014/15 onwards 150% $1,500

Minimum pension payment requirements

In a press release on 18 February 2009, the Government announced that clients in account
based pensions, allocated pensions and term allocated pensions (TAPs) would only be
required to draw down half their calculated minimum income requirement for 2008/09. This
relief has been extended for a further 12 months to 30 June 2010.

The reduced drawdown rates are set out below.

Age at start of pension Original percentage of Reduced drawdown %
and each 1 July account balance (pa) for 2009/10

Under 65 4% 2%

65-74 5% 2.5%
75-79 6% 3%

80-84 7% 3.5%

85-89 9% 4.5%

90-94 11% 5.5%
95 or more 14% 7%
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Social security changes
Age Pension qualifying age

The qualifying age for the Age Pension and the Commonwealth Seniors Health Card for men
and women will be increased to 67 years of age at a rate of six months every two years,
beginning in 2017, to reach 67 on 1 July 2023. The current Age Pension age for men is 65
and 63"z years for women (increasing in half yearly increments to align with the male Age
Pension age).
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Age Pension payment rates

From 20 September 2009, the full rate single pension will be increased by $32.49 a week,
while the full rate pensioner couples (combined) will be increased by $10.14 a week. Those
receiving an Age Pension, Service Pension, Disability Support Pension, Carer Payment,
Bereavement Allowance, Widow B Pension, Wife Pension, Income Support Supplement and
War Widow/ers Allowance will benefit from this increase, which will be comprised of a
supplement and an increase in the base pension rate.

In addition, a new price index will be developed to index the base pension rate. Designed
specifically for households who rely on the pension, the new Pensioner and Beneficiary
Living Cost Index will generally be higher than the Consumer Price Index (CPI). The CPI will
still be used to index relevant eligibility thresholds. The effective benchmark for the single
pension will also be increased from 25 per cent to 27.7 per cent of Male Total Average
Weekly Earnings.

Income test taper rate

The income test taper rate which is used to determine eligibility for various social security
payments will be increased from 40 cents in the dollar to 50 cents in the dollar. Based on the
current thresholds and pension payments including the increases proposed in this Budget,
the Age Pension will be reduced to zero at a fortnightly income of $1,343 per fortnight for a
single person and $2,163.88 per fortnight for a couple.

Commonwealth Seniors Health Card

The definition of adjusted taxable income for the purposes of the Commonwealth Seniors
Health Card will no longer include the gross tax-free superannuation pension income which
was previously announced in the 2008-09 Budget. The Government will proceed, however,
to include income that is salary sacrificed to superannuation in the income assessment with
effect from 1 July 2009. The assessment of salary sacrifice to superannuation is consistent
with the arrangements that have existed for Age Pension for some time.

Carer Supplement

Those receiving Carer Payment and Carer Allowance will receive a non taxable non means
tested payment for the current and future years. The payment will be $600 per person being
cared for by a person receiving Carer Allowance plus $600 for those receiving Carer
Payment. The first payment will be made before 30 June this year; regular payments will
commence from 1 July 2010.

Other measures

First Home Owners Boost — extension

The First Home Owners Boost will be extended until 31 December 2009, albeit at a lower
rate from 1 October. Eligible first home buyers entering into contracts between 1 July 2009
and 30 September 2009 will receive a total of $14,000 for established homes and $21,000
for new homes. Eligible first home buyers entering into contracts between 1 October and
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31 December 2009 will receive a total of $10,500 for established homes and $14,000 for
new homes.

Conclusion

Despite much hype, the 2009 Federal Budget has resulted in few significant structural
changes to the tax, superannuation and social security systems in Australia. Minor changes,
however, may affect your situation and as a result, care should be taken, particularly for
those making or wishing to make pre tax contributions to superannuation.

Contact Us

For further clarification on any of the above changes or for assistance with how they may
impact your personal situation, please contact us on 02 43653666.

The advice contained herein does not take into account any persons particular objectives, needs or financial situation. Before
making a decision regarding the acquisition or disposal of a Financial Product persons should assess whether the advice is
appropriate to their objectives, needs or financial situation. Persons may wish to make this assessment themselves or seek
the help of an adviser. No responsibility is taken for persons acting on the information provided. Persons doing so, do so at
their own risk. Before acquiring a financial product a person should obtain a Product Disclosure Statement (PDS) relating to
that product and consider the contents of the PDS before making a decision about whether to acquire the product.

GWM Adviser Services Limited ABN 96 002 071 749 trading as Garvan Financial Planning, registered office 105 - 153 Miller
Street North Sydney NSW 2060, is an Australian Financial Services Licensee and member of the National Australia Bank
group of companies. From time to time Garvan Financial Planning, members of the National Australia Bank group of
companies, associated employees or agents may have an interest in or receive pecuniary and non pecuniary benefits from the
financial products and services mentioned herein.
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