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We are pleased to make a submission to the Committee on this matter. 

 

The recently proposed policy to prohibit the refund of franking credits has potentially adverse ramifications for 
many Australian taxpayers: 

 It would be likely to hurt low-income earners and many low-income retirees; 

 It actively discriminates against Self-Managed Super Fund members compared to members of large 
pooled super funds which breaches the principle of fair tax policy; 

 It potentially hurts those borrowing to invest in their own business or public companies; 

 By introducing a significant anomaly into the tax system, other parts of the tax system will no longer 
operate as intended and would require further tax law changes. 

While some of the consequences may be inadvertent, this policy would appear to breach many of the 
fundamental principles of good taxation, being fairness, simplicity, consistency and support for those less well-off. 

Problematically for the Australian economy, such a policy would establish a financial disincentive for investment 
in Australian business. Borrowers, retirees, SMSFs and low-income earners collectively contribute a sizeable 
proportion of the $2.4 trillion invested in the 2.5m businesses operating in Australia. It could reasonably be 
expected that a policy that discourages the contribution of capital to those businesses would damage economic 
activity and employment, possibly by a material amount, and possibly for many years. 

We further highlight that the refund of franking credits has been actively portrayed as a policy that only benefits 
“typically wealthier retirees”. This is a clear misrepresentation of the facts that requires public correction. 

By its very nature franking credit refunds benefit low-tax rate, low income individuals. They also provide the 
mechanism whereby all retiree members (whether wealthy or poor) are taxed equally on their superannuation 
(whether they are in APRA regulated funds or SMSFs). It is quite clearly incorrect to suggest otherwise. 

 



 

A. Understanding the Important Benefits of Australia’s Imputation System 

Australia’s dividend imputation system does three fundamentally important things: 

(1) It prevents company profits being double taxed (at the company level and the shareholder level) 

The fair taxation of company profits is a fundamental necessity to encourage business to operate in 
Australia. 

(2) It aligns the ultimate taxation of company profits to the underlying marginal tax rate of 
shareholders 

Australia’s taxation system is based on the humane and universally valued precept that those earning 
higher incomes should pay a larger share of the tax burden, while those on lower incomes should pay a 
smaller share. The imputation system ensures that this structure applies to company profits, with lower 
income and lower tax rate shareholders receiving tax refunds for franking credits and high income, 
higher tax rate shareholders paying additional tax on dividends. 

(3) It allows the interest cost of funding an investment into a company to be deducted from before 
tax (not after tax) profits 

This policy has the benefit of: 

(a) Lowering the financial risk of public and private companies by encouraging lower debt to be held at 
the company level (Without imputation it is more financially efficient for debt to be held at the 
company level. As was the experience in the 1980’s companies with higher internal debt levels are 
more likely to suffer a financial collapse.) 

(b) Allowing investors to choose the level of debt funding that suits their risk appetite. (By encouraging 
lower debt holdings at the company level, investors then have the scope to choose the level of 
borrowing they wish to use to fund their investment). 

(c) Facilitating investment in small or start up businesses. (If debt to fund small businesses is held at 
the investor level, and there is no imputation system, company tax would be paid on profits before 
interest costs of the investor are deducted. Alternatively if debt to fund small business is held at the 
company level losses may be incurred and trapped within the company, and the investor over-taxed 
on other income despite having to fund the company’s losses. In both cases this would clearly 
result in the inappropriate over-taxation of profits or earnings, and may discourage or prevent 
investors from providing funding in the first place.) 

That is, the Australian imputation system is a simple and efficient structure ensuring that low tax-rate taxpayers 
do not pay tax at rates higher than their marginal rate, and ensuring that company profits are not taxed until the 
interest costs of investors have been deducted. 

The significant benefit for Australia’s capital markets is that this encourages low rate taxpayers (including 
Australia’s retirees and superannuants) and those wishing to borrow money, to invest in public and private 
Australian companies. 

A prohibition of refunds of franking credits reduces or eliminates these important benefits to the 
detriment of low tax rate taxpayers, and to the detriment of the businesses in which they may seek to 
invest.   



 

B. Why retirees would be hurt by a policy prohibiting franking credit refunds 

 

The Proposed Pensioner Guarantee does not solve the problem for many low-rate taxpayers 

While it has been proposed that those in receipt of a Government Pension or SMSF’s with a member in receipt of 
a Government Pension at March 2018 would be exempted from the policy, the impact on other low rate taxpayers 
and retirees is still material.   

 

Which retirees would still be hurt by such a policy? 

This policy will leave three primary groups of retirees worse-off, assuming they hold some investments in 
Australian shares: 

 Lower-income self-funded retirees with shares held in their own name who do not receive a Government 
Pension (Table A). Typically this would be retirees earning $20,000 - $65,000 dollars (the $20,000-
$65,000 range represents the level of investment income that could be earned in the current 
environment by an individual who fails to meet the income or asset test age pension requirement, but 
based on some receipt of franked income would require a refund of franking credits); 

 Those in Self-Managed Super Funds with no member in receipt of a Government pension at March 
2018 (Table B) 

 Those in SMSFs or Public Super Funds with a large proportion of pension phase members (Table B) 

 

TABLE A: Retiree Individuals (With assets held in own name) 

Affected if taxable income includes franked income? 

Taxable Income Over 65, No Govt Pension Over 65, with Govt Pension 

<$20,000 Yes. Will be worse-off. Not affected 

$20,000 - $65,000 Yes. Likely to be worse-off. Probably N/A 

>$65,000 Less likely to be affected N/A 

 

TABLE B: Super Funds 

Affected if taxable income includes franked income? 

Super Fund Type Accumulation Phase Member Pension Phase Member 

Self Managed [Mar 2018 member in receipt of 
Govt Pension] 

Not affected Not affected 

All Other Self Managed Funds May be worse-off. Yes. Likely to be worse-off. 

Public (Many Pension Phase Members) Uncertain. Possibly not affected May be worse-off. 

Public (Many Accumulation Phase Members) Unlikely to be affected Probably not affected 

 



 

C. Why low-income earners would be hurt by a policy prohibiting franking credit refunds  

 

When it comes to Individuals, a Policy that prevents the refund of franking credits would hurt 
low income earners and lower rate taxpayers 

The Australian imputation system is a simple and efficient structure which ensures that low tax-rate taxpayers do 
not pay tax at rates higher than their marginal rate. If franking credits cannot be refunded, it is low-tax rate 
taxpayers, particularly those earning less than the minimum wage of $36,135 who would be hurt.  

The proposed prohibition on franking credits: 

(a) Increases the tax burden on individuals with low marginal tax rates; 

(b) For those under 65 and those over 65 who do not access a Government Pension; and 

(c) Who are in receipt of franked income 

Depending on the individual’s income level and mix, this Policy may reduce a low-income earner’s after tax 
income by up to 30%. 

 

TABLE A: Individuals (With few deductions) 

Affected if taxable income includes franked income? 

Individual's 
Taxable Income 

Marginal 
Tax Rate 

Under Age 65 
Over 65, No Govt 

Pension 
Over 65, with Govt 

Pension 

< $18,200 0% Yes. Will be worse-off. Not affected 

$18,200 - $37,000 19% Likely to be worse-off.* Not affected 

$37,000 - $65,000 32.5% Probably worse-off.* Not affected 

$65,000-$87,000 32.5% Possibly worse-off.* N/A 

$87,000-$180,000 37% Unlikely to be affected N/A 

>$180,000 45% Unlikely to be affected N/A 

* Taxpayers with a higher proportion of franked income and lower unfranked income more likely to be affected 

 

Which Individuals would still be hurt by this policy? 

Typical examples of taxpayers earning less than $65,000 who are likely to be financially worse-off include: 

 18-65 year olds running their own business (earning a small salary and franked dividends) 

 Single parents under 65 earning a small salary and some franked dividends from assets (either 

savings or assets received under a divorce settlement) 

 Non-working spouses under 65 in whose name a family’s investment savings are held  

 Self-funded retirees earning $15,000-$65,000 from investments including shares held in their name 

(who would typically not be entitled to the age pension) 

The adverse effect on taxpayers may be significant. Depending on their exposure to franked income a taxpayer 
in this category could lose up to 30% of their current income.  



D. Why those borrowing to invest in businesses may be hurt 

 

Why those borrowing to invest in businesses may be hurt 

A prohibition on franking credit refunds potentially affects individuals who borrow to invest either in their own 
small business or ASX listed shares. Taxpayers most likely to be affected in this category would be: 

(a) Those earning less than $37,000 OR 

(b) Those with only a small or moderate level of unfranked income and a high proportion of franked 
income OR 

(c) Those with a high proportion of borrowings (on any tax rate) 

An illustrative example would be a taxpayer who invests $500,000 in their small business funded by a $400,000 
loan and $100,000 of savings, and who also receives a $37,500 salary. This individual would receive after tax 
income of $61,730 under the current tax system, but only $57,500 if franking credits are non-refundable, being 
7% or $4,230 worse-off

1
. 

The impact on those with larger borrowings or a majority of their earnings being franked could be far more 
significant. Depending on the combination of debt, interest costs, dividend yield and other income, a prohibition 
on franking credit refunds can cut a borrower’s after tax income by more than 100% (ie they can be pushed into a 
net cash loss). 

In theory, some investors could restructure their affairs to lessen the impact. In practice there will be instances 
where this is neither possible nor desirable. For some investors, the refund of franking credits may be a financial 
necessity to enable them to borrow and invest successfully. For businesses with multiple shareholders, 
restructuring may not suit all parties, and as a result not be an option. For small businesses with volatile earnings, 
switching equity investment for debt may see operating losses trapped inside the business, and investors being 
taxed on income that is higher than actual earnings. 

In aggregate, a policy prohibiting franking credit refunds creates significant problems and disincentives for those 
seeking to invest in Australian businesses. 

 

E. Would a prohibition on franking credit refunds affect many people? 

 

Most investors who are in the potentially affected categories receive some type of franked 
income and would require a franking credit refund 

Whether or not a taxpayer is affected by this policy depends in part on their tax rate and their proportionate 
exposure to Australian shares. However once the possible range of asset allocations are assessed in conjunction 
with the tax rates applicable to low-income retirees and super funds, it can be seen that this policy does 
adversely affect taxpayers in these categories once they have any more than a low exposure to franked income. 

Franked income sources have become a steadily increasing avenue for investment, and include ordinary shares, 
hybrid securities and listed investment companies. Collectively these investments are likely to form a significant 
part of many investors’ portfolios, and it is realistic to expect that a very significant proportion of retirees, SMSFs, 
super funds and other low rate taxpayers who fall into a potentially adversely affected category would be 
affected.  

At the very least, a policy that prohibits the refund of franking credits would undoubtedly act as a discouragement 
to investment in franked income sources for such investors.  

 

Retirees  

140,000 Additional New Retirees could be affected each year 

Over 260,000 Australians reach retirement age each year. Employment statistics show that approximately 85% of 
those would have been employed and received compulsory superannuation contributions during their life. 

Approximately 30% of Australian superannuation assets are held in self-managed super funds (SMSFs). 
Combining these figures implies that more than 66,000 additional SMSF members would be affected each year. 

Of the remaining 194,000 new retirees each year, a moderate percentage would not be entitled to the 
government age pension and would fall into the $20,000-$65,000 income bracket with their income typically 
consisting of a mix of superannuation-sourced pension payments and investment income (the latter usually 
including franking credits). Based on census data, 40% of income earners have income falling in the $20,000-
$65,000 range. If 40% of retiree incomes also fell in this range, potentially 78,000 of these new retirees each year 
could be affected. 

                                                           
1
 Using indicative assumptions on investment yields and interest rates for private company shares 



Combining those affected through SMSFs and those in the income bracket affected, the numbers suggest that 
approximately 140,000 new additional retirees would be affected each year. 

Conceivably 1,000,000 current retirees may be influenced directly or indirectly 

There are approximately 4m people of retirement age in Australia. If we again apply the census percentage of 
40% falling into the $20,000-$65,000 income bracket, and subtract some allowance for those who are not directly 
exposed to franked income (either through asset allocation or the structure through which they generate their 
income) this would suggest that around 1,000,000 current retirees could be either directly influenced (through a 
loss of a franking credit refund) or indirectly affected by having to adjust their asset allocation away from franked 
income either now or in future. 

This number also overlaps significantly with those retirees holding assets through SMSFs (but do not have a 
member in receipt of a Government Pension) where it is estimated that approximately 550,000 investors would 
be immediately affected. 

These large numbers are also supported in practice by the very high percentage of the 700,000 investors in listed 
investment companies and trusts who have indicated that they would potentially be adversely influenced by such 
a policy. 

In total it can realistically be expected that the adverse effects of proposed policy would very quickly extend to 
exceptionally large numbers of retiree Australians either directly or indirectly. 

 

Other Non-Retiree Low Rate Taxpayers, SMSFs and Those Borrowing to Invest in Businesses 

We have not attempted to quantify the numbers of non-retirees affected by this policy, due to the practical 
complexities of doing so.  

However we stress the following points: 

(a) Some quantity of people in these categories will be directly adversely affected 
(b) Many people in these categories will be indirectly affected by being discouraged or prevented from the 

holding of shares in Australian public and private businesses 
(c) The vast majority of those affected will be low-tax rate, low income earners  

 

ALP modelling suggests 8% of taxpayers potentially affected 

The ALP’s modelling states that 92% of taxpayers do not receive refunds of franking credits. This implies that 8% 
of taxpayers do receive a franking credit refund. Based on a tax-paying population of over 16 million, this 
suggests that at least 1,300,000 would be affected, prior to allowance for the pension exemption. This number 
aligns broadly with our suggestions above.  

 

F. Why this Policy could potentially damage Australian economic activity and employment 

 

The ability to borrow and invest in private and public company shares is a cornerstone of any well-functioning 
financial system. A prohibition on franking credit refunds introduces a large disincentive to this process. 

The bias against franked income for self-managed super funds and low and middle income retirees and SMSFs 
caused by such a policy also discourages investment in Australian shares. 

By discouraging equity investment, companies would be compelled to raise their debt levels to compensate 
(assuming that lenders are prepared to do this). Higher debt to equity levels significantly increase the risk of 
corporate collapse – with consequent damage to investors, the economy and Government. 

The value of investments held by SMSFs (who are also affected) is currently $0.7 trillion, 30% of which is 
invested in Australian shares. The value of equity investment in public and private Australian businesses is $2.4 
trillion. If we assume one third of this is debt funded then around $1 trillion dollars of equity investment has the 
potential to be influenced by this policy. 

While it should be recognised that within this number there will be investors who are not affected, we must also 
remember that there will also be a moderate percentage who are affected. 

In aggregate it may be realistic to expect that a policy to prohibit franking credit refunds would create a bias 
discouraging investment for at least a moderate percentage of the $1 trillion dollars of equity investment in small 
and large Australian businesses provided by borrowers, SMSFs and other affected retirees, with consequent 
flow-on implications for business activity, employment and business market values.  



 

G. A prohibition on franking credit refunds has further significant ramifications 

In addition to the first order implications of such a policy, a prohibition on franking credit refunds has many 
undesirable characteristics and side-effects.  These include: 

a) Breach of the tax principles of fairness and consistency: A prohibition on franking credit refunds 

adversely affects some taxpayers but not others. Those investing in companies are hurt, those investing 
in unfranked income sources are not. Borrowers, SMSFs, pooled super funds with a predominance of 
members in the retirement phase and those with little unfranked income would be hurt. Other super 
funds with many accumulation members, or individuals with large amounts of other unfranked income 
would be unaffected.  

Good tax policy is even-handed and consistent, not discriminatory. Breaking down the imputation 
system creates great inconsistency in the workings of the Australian tax structure. 

 

b) Higher cost to the Government from Age Pensions and less encouragement for responsible self-
funding of retirement: By increasing the tax burden on SMSFs and lower tax rate retirees and 

providing exemptions for those on Government Pensions, the policy would: 

a. Discourage the responsible self-funding of retirement;  

b. Encourage the use of Government pensions; and 

c. Accelerate the drawdown of superannuation balances and increase the numbers and extent of 
retirees forced to use the Government age pension. 

The largest problem for any Government over the next 30 years is the retirement cost of an aging 
population. Sensible tax policy must surely encourage self-funding of retirement and discourage reliance 
on Government handouts. The proposed policy does the opposite.  

 

c) Erosion of the structural positives of the Imputation System for Companies: The Imputation 

System provides a strong incentive for companies to pay tax, distribute dividends and fund operations 
through a sensible balance of debt and equity. These positives may be contrasted against countries 
without imputation, or the Australian example before imputation, where there is/was a greater propensity 
for company tax minimisation, corporate cash retention and higher corporate debt levels relative to 
equity.  

Dividend imputation was established for good structural reasons. A policy that undermines the 
functioning of the system reintroduces the problems inherent in the Australian tax system 30 years ago. 

 

d) Breaches the tax principle of simplicity, by creating future problems and complexities for the Tax 
System:  One of the important benefits of imputation is that it structurally simplifies the tax system, and 

allows the marginal rate system to operate properly. A prohibition on the refund of franking credits 
materially interferes with this, in turn undermining many other areas of the Australian tax framework. 
Each of these other areas may then require remediation through complex changes to laws, making the 
tax system even more unwieldy and less workable.  

Examples of the way such a policy interferes with broader tax policy include: 

 The marginal tax rate system becomes ineffective for low-income earners with franked income 
(undesirable and likely to require remediation) 

 Concessional tax rates for superannuation become ineffective for franked income (carve outs 
such as the proposed Pension exemption are then required, which in turn has the adverse 
side-effect of encouraging, not discouraging, use of Government Pensions) 

 Dividend pass-through regimes embedded in tax law, such as the trust dividend streaming 
regime, and the listed investment company regime, become ineffective for low income earners, 
SMSFs and some borrowers (further law changes would then be required to remediate the 
problems created) 

 

 

 

 

 



 

H. Once allowance is made for investor reaction to this Policy, it will not raise tax revenue  

This policy was originally proposed as one means of raising tax revenues. It has become increasingly accepted 
that once investor reaction to this Policy is taken into account, such a policy would not materially raise any net tax 
revenue. 

The reasons for this can be easily understood.  

A prohibition on franking credit refunds would motivate lower rate tax payers to switch from franked income 
sources to unfranked. At an economy wide level this can only occur as higher-rate taxpayers do the opposite and 
switch from unfranked income sources to franked sources, or by companies replacing equity with debt (and thus 
lowering company tax payments and the franking credit pool). The net effect on tax revenues for a Government 
from these actions would then be close to zero, as within the economy as a whole the pool of franking credits 
created would be reallocated to those who have the ability to use them.  

However the policy also penalises those borrowing to invest in a business. Should this lead to lower levels of 
borrowing, lower investment, lower employment and lower economic activity then tax revenues could be 
expected to shrink and usage of government welfare payouts to rise.  

Ironically, when these flow-on effects are considered this policy may be more likely to damage than improve the 
financial position of the Government. 

 

I. Unjustified and Unfair Bias Against SMSFs (and some pooled APRA fund members) 

One of the most disturbing implications of a prohibition of franking credit refunds is the significant and unfair bias 
it creates against SMSFs (and some pooled APRA funds) in favour of many large pooled APRA super funds. 

The basic precept of retirement policy should be that all funds and the members of all funds (whether SMSF or 
APRA) are taxed equivalently.  

Pooled funds, with many members, have the ability to offset the excess franking credits of some members 
against the tax liabilities of other members, the net result being that the total fund may not require a franking 
credit refund. Implicitly, however, individual members of such a fund will have been credited with the equivalent of 
a franking credit refund (with such refund having been paid for by the tax otherwise payable to the ATO by other 
members who have been charged a tax expense). 

For smaller funds (particularly SMSFs), being those with few or no members in the accumulation phase and 
consequently few tax liabilities to pay, and some or many members in the pension phase generating excess 
franking credits, the fund would generally be entitled to a net refund of franking credits. Should the refund be 
prohibited, the individual members of these funds would be taxed differentially and unfairly relative to the 
members of larger funds. 

It is in neither appropriate nor fair to have a tax system that differentially taxes superannuation investors based 
on their choice of superannuation fund. 

 

 

J. Misinformation being publicised about the proposed policy 

We are particularly concerned with the mis-information that has been promoted in public regarding this policy. In 
particular the policy has been characterised as one that primarily affects high income earners. We note the 
following examples; 

“Labour to axe cash refunds for wealthy investors….In a speech in Sydney…Shorten will characterise the current 
[refund of franking credits] arrangement as “unsustainable largesse for high-income earners”” The Guardian 13 
March 2018 

“…individuals – many wealthy individuals – were getting a tax bonus [from the refund of franking 
credits]…Recipients of cash refunds are typically wealthier retirees” Ending Cash Refunds for Excess Imputation, 
an ALP Fact Sheet 

“This is a tax concession that overwhelmingly benefits the top end of town” Frankly, Shutting this Tax Loophole is 
Long Overdue, by Bill Shorten 

The ALP have noted that 90% of refunds go to SMSFs (not APRA funds), and that 50% of the refunds go to the 
largest 10% of SMSF funds. This evidence is used as the primary support for the contention that franking credit 
refunds benefit “typically wealthier retirees”. Ending Cash Refunds for Excess Imputation, an ALP Fact Sheet 

These statements are exceptionally misleading as we explain below. We would be particularly concerned 
if these statements on such an important matter of policy have been made to mislead the public either 
deliberately or negligently. 

 



 

 

When it comes to the taxation of individuals: 

It is only those individuals on tax rates below the company tax rate, earning low levels of income who can 
possibly be entitled to a franking credit refund (those earning less than $37,000 with franked income are most 
likely to be affected and those earning less than $65,000 with franked income have some chance of being 
affected). Higher tax rate, higher income individual taxpayers are simply not entitled to franking credit refunds.  

With the Australian minimum wage set at roughly $36,000 it is blatantly misleading to describe those individuals 
earning between $0 and $65,000 as “typically wealthier”, “high income” or “top end of town”.  

 

When it comes to the taxation of super funds: 

APRA funds are pooled funds, meaning they have large numbers of members, some in the accumulation and tax 
paying phase, and some in the pension (tax-free) phase. Consequently these funds can offset the tax paying 
liabilities of some members with the excess franking credits generated by other tax-free members. It is this 
process that explains why only a small number of APRA funds obtain refunds. The underlying reality is that 
ALL the underlying individual members (of whatever income level) in the tax free pension phase of such 
APRA funds obtain the equivalent of a refund of franking credits (it is merely that the refund has been 
paid to them out of other members’ tax liabilities). Once again, it is a gross misrepresentation and 
manipulation of the facts to state that ONLY “typically wealthier” retirees within super benefit from a refund of 
imputation credits. 

When it comes to SMSFs, the same principal applies. ALL SMSF members (of whatever income level) are 

treated and taxed the same, and are currently are able to receive a franking credit refund. It is blatantly 
misleading to suggest that the current law benefits “typically wealthier retirees.”  

The ALP’s statement that 50% of SMSF refunds go to the largest 10% of funds is simply the product of 
mathematics - larger funds will of course receive a higher dollar value of franking credits. Further if we flip the 
ALP’s statement the other way round, it highlights that the poorest 90% of SMSF’s receive the other 50% of 
franking credit refunds, and this poorest 90% would accordingly be adversely affected by a prohibition 
on refunds.  

It must be abundantly clear that statements suggesting that franking credit refunds primarily benefit “typically 
wealthier” SMSFs are gross misrepresentations of the facts, when the poorest 90% of SMSF’s would also be 
affected! 

 

K. Conclusion 

In conclusion, a prohibition on franking credit refunds: 

 Unfairly and differentially taxes some superannuation members (primarily SMSF members) over other 
superannuants (members of large pooled funds). Such discrimination should never occur in any taxation 
system. 

 Penalises low income earning individuals, despite our tax system having the objective of supporting the 
less well-off  

 Discourages responsible saving for retirement 

 Discourages investment in Australian public and private companies 

 Is likely to immediately affect more than 1,000,000 taxpayers, being retirees and low income earners, 
and would penalise hundreds of thousands more retirees and low income earners every year going 
forward 

There is significant misrepresentation that franking credit refunds typically benefit “wealthier retirees”. Both in 
theory and practice franking credit refunds benefit superannuants equivalently whatever their income level. At the 
individual level franking credit refunds ONLY benefit low income earners. 

We encourage the Senate Committee to fairly and properly consider the submissions on this matter, and to 
correct any public misunderstanding that has occurred as a result of the improper representations that have been 
made to the public on this matter to date. 

Yours faithfully, 

 

 

I.Irvine, CEO & A.J. Gluskie, Director 

Listed Investment Companies Association of Aust Ltd, ACN 161 506 985 

 


