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2023-2024 Federal Budget Update - $3 million super threshold
confirmed

As expected, the 2023-2024 Federal Budget has placed a strong emphasis on the cost of
living.

From an SMSF perspective, we were pleased to see there were no unexpected changes likely to significantly impact the
sector or superannuation more broadly. As expected, we saw continued provisions for the Government’s proposed $3
million tax threshold for superannuation balances.

The following is a brief summary of the key changes relevant to the SMSF sector.
Better Targeted Superannuation Concessions

The Government will be going ahead with its previously announced measure to reduce the tax concessions available to
individuals with a total superannuation balance exceeding $3 million, from 1 July 2025. This follows the release of the
Government’s Fact Sheet and Consultation Paper on this proposed measure.

This reform is intended to ensure that superannuation concessions are better targeted and sustainable. It will bring the
headline tax rate to 30 per cent, up from 15 per cent, for earnings corresponding to the proportion of an individual’s total
superannuation balance that is greater than $3 million.

The Government has indicated that earnings relating to fund assets below the $3 million threshold will continue to be
taxed at 15 per cent or zero per cent if held in a retirement phase pension account.

The Budget papers also note that this measure will include earning amounts calculated on defined benefit fund interests.

While the precise details on how ‘earnings’ will be calculated under this measure are yet to be finalised, and the Budget
papers were silent on the methodology to be applied, the initially proposed model broadly relies on a person’s total
superannuation balance to calculate earnings. Unless this proposed approach is modified, unrealised gains, accounting
adjustments, and/or book entries and tax refunds will potentially be subject to this new tax.

Still unresolved to our minds is how catastrophic injury compensation funds in super will be treated. It is not clear how the
government has considered this and its relationship to NDIS.

Note: While the Budget papers state that this measure will include earning amounts on defined benefit fund interests, the
papers made no mention of the previously announced measure to allow SMSFs a two-year amnesty period to convert
legacy defined benefit pensions.

Non-arm'’s length income (NALI)

The Government is proposing to amend the non-arm’s length income (NALI) provisions that apply to certain expenses
incurred by superannuation funds.

Specifically relevant to SMSF trustees, the Government is proposing to limit the level of a fund’s income that is potentially
taxable as NALI to twice the level of an impacted ‘general’ expense.

Additionally, fund income taxable as NALI will exclude contributions.
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Treasury had previously proposed that the maximum amount of income, subject to the highest marginal rate, would be five
times the level of the general expenditure breach. So, on face value, this proposal would appear to result in an improved
outcome for SMSF trustees.

However, further details are required to determine whether this calculation relies on the value of the general expense
itself or the level of the general expenditure breach - calculated as the difference between the amount that would have
been charged for the general expense under an arm’s length arrangement and the amount that was actually charged to the
fund.

Superannuation Guarantee - Changes to payment frequency

From 1 July 2026, employers will be required to pay their employees’ compulsory SG entitlements on the same day that
they pay salary and wages. Currently, employers are only required to pay their employees’ SG on a quarterly basis.

This measure will increase the payment frequency of superannuation to align with the payment of salary and wages,
ensuring employees have greater visibility over whether their entitlements have been paid and better enable the ATO to
recover unpaid superannuation amounts. The increased frequency of payment will also support better long-term retirement
outcomes.

This measure was announced prior to the Federal Budget and will provide individuals and their professional advisers
greater certainty on the timing of superannuation contributions. From a contribution planning perspective, this is critically
important and is expected to help reduce instances of inadvertent contribution cap breaches.

How can we help?

If you have any questions or would like further clarification in regards to any of the above measures outlined in the
2023-24 Federal Budget, please feel free to contact the author to arrange a time to discuss your particular requirements in
more detail.

With thanks to the SMSF Association.
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