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Residential and Commercial Property Under the New Tax Rules 
 
The 2026 Federal Budget proposes major changes to how property investment is taxed, but the impact is 
not uniform across the market. 
 
While much of the early attention has focused on the proposed restriction of negative gearing for 
established residential property, the broader overlay is the proposed rewrite of the capital gains tax (CGT) 
regime from 1 July 2027, including the replacement of the 50% CGT discount with cost base indexation 
and a 30% minimum tax on real gains. 
 
Residential property, particularly established dwellings acquired after Budget night, sits at the centre of 
the reform package. By contrast, commercial property remains outside the negative gearing changes, 
although it is still affected by the broader CGT reforms where assets are held by individuals, trusts or 
partnerships. The Budget therefore draws a sharp line not only between residential and commercial 
property, but also between established residential stock and new builds. 
 
While legislation is yet to be finalised, the policy direction is clear: established residential property is 
becoming less concessionally taxed, while new housing supply remains comparatively favoured. 

Residential property 
 
Residential property is the clear target of the negative gearing reforms. From 1 July 2027, negative 
gearing for established residential property acquired after 7:30pm AEST on 12 May 2026 would no longer 
be able to be claimed as a deduction against salary, business or other non-property income, with those 
losses instead quarantined against future residential rental income or residential capital gains. 
Established residential property already owned at Budget night remains under the current negative 
gearing rules, while qualifying new builds purchased after Budget night continue to access full negative 
gearing. New residential build investors also retain the option to choose between the existing 50% CGT 
discount and the proposed indexation method on sale. 
 
In practical terms, the residential market is now split into three tax categories: 
 
1. Grandfathered established property 
2. Post-Budget established property 
3. New builds 
 

Market insight – in collaboration with Realmark Group 
 
In collaboration with Realmark, this newsletter also incorporates on-the-ground observations from 
the Perth property market, highlighting how proposed tax changes may interact with supply, 
demand and investor behaviour in practice. 
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That split is likely to affect after tax returns, cash flow during the holding period, and the relative appeal of 
established dwellings versus supply-creating projects. 

New buyers and construction 
 
According to Government projections, the reforms to negative gearing and CGT could allow about 75,000 
additional Australians to become first-home buyers over the next four years by reducing investor demand 
in the established housing market. 
 
On the supply side, the Budget preserves full negative gearing and more favourable CGT treatment for 
new builds, while also supporting build-to-rent and housing-enabling infrastructure. Even so, labour 
availability, build costs, finance conditions and planning bottlenecks will still determine how many new 
homes are actually delivered. 
 

Commercial property 
 
Commercial property remains outside the negative gearing changes, so existing loss utilisation rules 
continue to apply. However, commercial real estate held by individuals, partnerships and trusts is still 
exposed to the broader CGT overhaul from 1 July 2027. 
 
 
Realmark Group commentary suggests the proposed changes may further shift investor focus toward 
commercial assets, particularly for those prioritising income and diversification. 
 

CGT Discount: New Rules After 1 July 2027 
 
The Government has announced the following proposed CGT measures: 
 
• Replace the existing 50% CGT discount with an inflation indexation model from 1 July 2027. 
• Introduce a 30% minimum tax on realised gains. 
• Extend the CGT regime to pre-20 September 1985 assets for disposals occurring on or after 1 July 

2027. 
• Allow investors in new residential builds to choose between the 50% discount and the inflation 

method. 

Realmark Group notes that while the proposed reforms may influence investor behaviour at the 
margins, they are unlikely to override underlying market fundamentals such as supply and 
population growth. 

“The Federal Budget reforms may change investor behaviour at the margins, particularly around 
established housing, but they don’t solve the bigger structural issue of housing supply. The reality 
is markets like Perth tend to respond more to supply shortages and population growth than tax 
headlines alone. Investors will become more selective, but well-positioned property in constrained 
markets is still likely to remain highly competitive.” - Clayton Foster, Executive Residential 
Director of Realmark Urban 
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These changes are not limited to property and will affect a broader range of assets held by individuals, 
trusts and partnerships. 
 

CGT rules across both segments 
 
The proposed CGT reform applies across both residential and commercial property where the asset is 
held by an individual, partnership or trust. As companies are not currently entitled to the CGT discount, 
they remain unaffected by these changes. 
 
For assets sold after 1 July 2027, gains accrued up to that date remain under the existing rules, while 
gains accruing after that date move into the new indexed regime. That makes valuation readiness and 
ownership structure important planning considerations across both segments. 
 
Pre-20 September 1985 property assets are also proposed to be brought into the CGT regime 
prospectively from 1 July 2027. For long-held family commercial premises, legacy residential investments 
and intergenerational property holdings, that makes valuation evidence and future disposal planning 
especially important. 
 
The Australian Financial Review commentary has highlighted the international significance of the 
proposed change, noting that Australia could move to among the highest-taxed jurisdictions in the world 
for capital gains once the new 30% minimum tax is taken into account. 

 

Source: Australian Financial Review, capital gains tax comparison graphic, May 2026. 
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While international comparisons are never perfect, the broader point is still powerful. This is not a minor 
adjustment to the existing CGT regime, but a material repositioning of Australia’s tax treatment of 
investment gains in global terms. 

CGT - Practical application  
 
Properties sold before 1 July 2027 will continue to benefit from the full 50% discount. 
 
The Budget examples show that gains are effectively split into two components: the pre-1 July 2027 gain, 
which remains under the current rules, and the post-1 July 2027 gain, which is taxed under the new 
indexed regime. Pre-CGT assets will also require valuation at 30 June or 1 July 2027 so that later gains 
can be measured. 
 
Case Study Example 
 
• Mike and Jodie purchased an investment property in March 2016 for $700,000. 
• Mike and Jodie each earn $150,000 in taxable income per annum. 
• They are currently considering selling the property for $1,250,000. 
• The calculations below are based on one individual's tax liability rather than their combined position. 

 

Under the current rules 
 
Table 1: Capital gain on sale under current rules. 

Item Total Mike’s portion (50%) 
Sale proceeds 1,250,000 625,000 
Cost base (700,000) (350,000) 
Gross capital gain 550,000 275,000 
Less: 50% CGT discount (275,000) (137,500) 
Net capital gain 275,000 137,500 
Other income (wages) – 150,000 
Total taxable income – 287,500 
Total tax payable – 95,513 
Effective tax rate – 33% 

 

Under the proposed new rules 
 
Assuming the property is sold in the 2029 income year (two years after commencement), taxpayers 
continue to receive the 50 per cent CGT discount on the capital gain accrued between the purchase date 
and 1 July 2027. 
 
The value of the property at 1 July 2027 can be determined using ATO valuation tools or by obtaining an 
independent valuation. In the example below, an independent valuation is obtained, valuing the property 
at $1,100,000. 
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Consistent with the examples provided in the Budget paper, the capital gain is calculated in two separate 
parts, as set out below. 
 
Table 2A: Under the proposed new rules - Capital gain to 30 June 2027 (CGT discount). 

Item Total Mike’s portion (50%) 
Market value at 1 July 2027 (independent 
valuation) 1,100,000 550,000 

Original cost base (700,000) (350,000) 
Gross Capital gain to 1 July 2027 400,000 200,000 
Less: 50% CGT discount (200,000) (100,000) 
Taxable capital gain (pre-1 July 2027) 200,000 100,000 

 
This portion of the gain is treated entirely under the existing CGT regime, remains eligible for the 50 per 
cent CGT discount, is not subject to indexation, and is fully quarantined from the new rules. 
 
 
Table 2B below illustrates the calculation of the post-1 July 2027 capital gain, which is adjusted for 
inflation using a compounding indexation factor before being included in taxable income. 
 
Table 2B: Under the proposed new rules - Capital gain after 1 July 2027 (inflation-indexed). 

Item Total Mike’s portion (50%) 
Sale proceeds (2 years later) 1,250,000 625,000 
Value at 1 July 2027 (1,100,000) (550,000) 
Nominal capital gain after 1 July 2027 150,000 75,000 
Inflation adjustment (2 years at 2.5%, 
compounded) ÷ 1.050625 ÷ 1.050625 

Taxable capital gain (indexed) 142,800 71,400 
 
 
Combining the pre- and post-1 July 2027 components, the total taxable capital gain for Mike on disposal 
is set out below. 
 
Table 3: Total taxable capital gains. 

Item Total Mike’s portion (50%) 
Taxable gain – pre-1 July 2027 200,000 100,000 
Taxable gain – post-1 July 2027 (indexed) 142,800 71,400 
Total taxable capital gain 342,800 171,400 

 
 
The table below compares the tax outcomes under the proposed CGT rules with those that would have 
applied under the existing 50 per cent CGT discount.  
 
Table 4: Tax outcomes under proposed vs current CGT rules. 

Item New rules Old rules 
Capital gain  171,400 137,500 
Other income (Wages) 150,000 150,000 
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Total Taxable income 321,400 287,500 
Total Tax payable 110,768 95,513 
Effective tax rate 34% 33% 

 
As the example shows, the taxable capital gain under the proposed rules is higher than under the existing 
CGT discount in this scenario, resulting in a higher tax outcome. This reflects the replacement of the 50% 
discount with an inflation adjusted methodology, which may produce larger taxable gains where asset 
values increase faster than inflation. 
 
The proposed 30% minimum tax is most relevant where taxpayers fall into lower tax brackets, earning 
less than $45,000 of other income excluding any capital gains. In this example, no adjustment is expected 
because the taxpayer's taxable income already places them above that threshold. 
 
These examples are simplified and based on the Budget papers, and further clarification will be required 
once draft legislation is released. 
 

Negative Gearing – What’s Changing?  
 
From 1 July 2027, losses on established residential property acquired after Budget night would only be 
deductible against other rental income or capital gains derived from residential property held by 
individuals, partnerships, companies and most trusts. Widely held trusts such as managed investment 
trusts, and superannuation funds including SMSFs are not affected by these proposed changes. 
 
Properties already held at Budget night are grandfathered and new builds remain eligible for full negative 
gearing. The practical effect is a deferral of deductions rather than their complete loss, with greater cash-
flow pressure during the holding period and more value in those losses at the time of sale. 

Transitional treatment for post-Budget purchases 
 
Properties acquired after 7:30pm AEST on 12 May 2026 are not immediately subject to the new rules. 
Negative gearing continues to apply under current rules during the transitional window to 30 June 2027. 
From 1 July 2027, losses on these properties become quarantined and may only offset other residential 
rental income or residential capital gains. 
 
 
 
 
 

“Any policy change that affects investor confidence ultimately flows through to rental supply and 
rent prices. That’s where the market will be watching closely. Perth’s rental market is already 
operating with limited margin for additional pressure. The proposed changes probably won’t 
create an immediate shift, particularly for existing investors, but they do reinforce how 
important long-term investment confidence remains key to maintaining healthy rental supply" - 
Edward Brine, Director of Property Management at Realmark Urban 
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Negative Gearing – Practical Application 
 
Case Study Example 
 
• Mike and Jodie purchased an investment property before Budget night for $700,000. 
• The property is negatively geared, producing rental losses of $20,000 per year for two years. 
• Mike has $150,000 of other taxable income. 
 
 
The table below compares the tax treatment of rental losses and capital gains under the current rules and 
the proposed changes, highlighting how the timing and availability of deductions differ for an individual 
taxpayer, specifically for Mike’s portion. 
 
Table 5: Rental loss treatment during the holding period under the current and proposed rules. 

Year Rental result 
(loss) – Total 

Mike’s share of 
Rental loss  
(50%) 

Mike’s Other 
income 
(Wages) 

Current rules 
(loss offsets 
wages) 

Proposed rules 
(loss 
quarantined*) 

Year 1 (20,000) (10,000) 150,000 Taxable income 
reduced to 
140,000 

Taxable income 
remains 150,000; 
quarantined loss 
10,000 
 

Year 2 (20,000) (10,000) 150,000 Taxable income 
reduced to 
140,000 

Taxable income 
remains 150,000; 
cumulative 
quarantined loss 
20,000 
 

 
 

Impact of negative gearing on capital gains 
 
The table below builds on the capital gains calculations set out in the first example and illustrates how 
quarantined rental losses are applied in the year of sale under the proposed negative gearing changes. 
For consistency, the capital gains figures used in this example are sourced directly from the earlier CGT 
calculations. 
 
Table 6: Application of quarantined rental losses on disposal. 

Component Mike’s portion (50%) 
Taxable gain – pre-1 July 2027 (after 50% discount) 100,000 
Taxable gain – post-1 July 2027 (indexed) 71,400 
Total taxable capital gain (before rental loss offset) 171,400 
Less: quarantined rental losses applied in sale year (20,000) 
Net taxable capital gain (after loss offset) 151,400 
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Quarantined losses are pooled, not property-specific 
 
Quarantined losses are not restricted to the property that generated them. They may be offset against 
rental income or capital gains from any other residential property held by the taxpayer, allowing a degree 
of intra-portfolio aggregation. Excess losses carry forward indefinitely. While this softens the impact for 
investors with multi-property portfolios, the timing disadvantage relative to the current rules remains. 
 
Overall, the proposed changes represent a shift in timing rather than the complete removal of deductions 
for affected properties. Quarantined losses are not lost, but their deferral may affect cash flow during the 
holding period and increase the importance of outcomes on disposal. 
 

Lending implications  
 
Although the negative gearing changes do not commence until 1 July 2027, lenders are already adjusting 
investor serviceability. Macquarie Bank, in a broker bulletin issued on 18 May 2026, became the first 
lender to remove negative-gearing tax add-backs from its investor serviceability calculator for purchases 
of established residential property contracted after 7:30pm AEST on 12 May 2026.  
 
Pre-12 May contracts, eligible new builds and dollar-for-dollar refinances of grandfathered properties 
continue to receive add-back treatment. Cash-out on refinance only retains the add-back where the funds 
are applied to an eligible new build or to improve a pre-12 May investment property. 
 
Early broker analysis suggests reductions in maximum borrowing capacity of approximately 20–30% for 
affected investors, with Commonwealth Bank estimating the cash-flow impact is equivalent to a 90–155 
basis point increase in investor mortgage rates. Westpac has indicated similar changes are under 
consideration.  
 

What this means  
 
For residential investors, the Budget clearly favours new supply over established stock. For commercial 
investors, the annual tax treatment is comparatively stable, but exit outcomes may still change materially 
because of the CGT overhaul. 
 
Advisers should avoid treating “property” as a single tax category when discussing the Budget with 
clients. A client buying a new residential build, a client holding an established rental property, and a client 
owning a commercial warehouse through a family trust may all face very different tax consequences 
under the same Budget package. 
 
Further care should be taken in understanding what is considered a “new build”, as not all new builds are 
considered equal for the purposes of these proposed changes. For example, the purchase and 
knockdown of an existing home and rebuild of a single dwelling will not qualify for negative gearing as a 
new residential build, as it is not contributing to an increase in housing supply. Compared to the purchase 
and knockdown of an existing single home but a rebuild of multiple or a greater number of dwellings, 
which will qualify for negative gearing concessions as it increases housing supply.  
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There is also a historical parallel worth noting. The Hawke/Keating Government quarantined negative 
gearing in 1985 before restoring full negative gearing in 1987 after political pressure and concern about 
rental market conditions. The more useful lesson for today is that tax changes affecting rental property 
can have significant political and behavioural consequences when housing supply is already constrained. 
 
Table 7: Summary of key impacts by investor type. 

Investor type Key impact 

Existing established residential owner Grandfathered negative gearing; split CGT gain; 
no rush to sell 

New build investor Full negative gearing; choice of 50% discount or 
indexation 

Commercial property investor  
(non-company) 

Negative gearing unchanged; CGT rules change 
on sale 

Developer / Build-to-rent  Tax settings supportive; feasibility still driven by 
costs, finance, planning 

 
With regard to former main residences becoming rentals it remains unclear how the grandfathering rules 
will apply to properties acquired before 12 May 2026 as a principal place of residence that subsequently 
become investment properties. Industry commentary suggests these are likely to be grandfathered, but 
confirmation will need to await draft legislation. 
 

No rush to sell, but time to plan 
 
For existing investors, there is no need to rush to sell purely because of the Budget. Properties held 
before Budget night retain their current negative gearing treatment, and for CGT purposes gains accrued 
up to 1 July 2027 will continue to access the 50% discount, with only later gains moving into the new 
indexed regime. 
 
The key message is to review structures and timing with advice, rather than making rushed decisions 
based solely on headlines. 
 
Institutional build-to-rent projects also remain supported by separate federal concessions and are not 
directly targeted by the negative gearing changes, which means larger-scale rental developments may 
continue to see relatively favourable treatment compared with small, leveraged investors in established 
stock. 
 
The Federal Opposition has indicated it does not support the proposed changes to negative gearing and 
the capital gains tax regime and has stated it will seek to oppose or potentially repeal the measures if 
implemented. 
 
As a result, there remains a degree of policy uncertainty, particularly in relation to the final design, timing 
and longevity of the proposed rules. 
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Key Takeaways  
 
The 2026 Federal Budget marks a significant change in the taxation of property, particularly for investors 
in established residential assets. 
 
While the measures remain proposed, the planning direction is already clear:  
 
• confirm grandfathering,  
• prepare for potential valuations around 1 July 2027,  
• reassess ownership structures, and  
• revisit the relative attractiveness of new residential, commercial and development-focused 

investments. 
 
For property investors, the key message is not to rush, but to plan early and understand how the new 
rules may affect acquisition, holding and disposal decisions. 
 
As the examples in this paper are based on high-level scenarios from the Budget papers, further clarity 
will be required once draft legislation is released. 
 
For further assistance in assessing the implications of these proposed changes, please contact your 
engagement team at Cooper Partners for tailored advice and guidance. 
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