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Committee Secretary 
Standing Committee on Economics 
PO Box 6021 
Parliament House 
Canberra ACT 2600 

By email: economics.reps@aph.gov.au 

To the Committee Secretary, 

Inquiry into the implications of removing refundable franking credits 

We welcome the opportunity to make a submission to the Standing Committee on Economics inquiry into the 
implications of the removal of refundable franking credits.  Our submission focuses on the principles for 
sensible tax reform, analysis of removing refundable franking credits, its impact and alternative tax policies. 

We have analysed the policy against principles of no double taxation, fairness, product neutrality and 
simplicity and find that the removal of refundable franking credits in the form proposed by Labor would fail on 
all counts. 

We also refer the committee to previous research Rice Warner has conducted for the Alliance for a Fairer 
Retirement1 (see attachment). 

Principles 

Our submission is based on the support of the following general principles for the taxation of investment 
income in the hands of individuals.  We have analysed the proposal of removal of refundable imputation 
credits in the context of these principles. 

▪ No double taxation – investors should only be taxed once on their investment income in the hands of the 
investor. 

▪ Fairness – this principle will mean different things to different people.  In our submission, we consider this 
principle at a very high level.  We expect that those with the most capacity to pay tax (i.e. the highest 
incomes) should pay the most tax.  We make no comment on the way this should be structured in 
practice.  

▪ Product neutrality – where a tax on an investment is applied to certain investment products, the tax 
should be expected to apply equally to all products (and investors in those products) in that category e.g. 
superannuation trusts.  This is an important principle to prevent potentially economically inefficient 
behaviour as investors readjust their affairs to seek product arbitrage. 

                                                           
1https://static1.squarespace.com/static/5b0d32a4e7494053b79b955e/t/5b290a636d2a73363ea20210/1529416297652/
Rice+Warner+Report_FINAL.pdf  

https://static1.squarespace.com/static/5b0d32a4e7494053b79b955e/t/5b290a636d2a73363ea20210/1529416297652/Rice+Warner+Report_FINAL.pdf
https://static1.squarespace.com/static/5b0d32a4e7494053b79b955e/t/5b290a636d2a73363ea20210/1529416297652/Rice+Warner+Report_FINAL.pdf
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▪ Simplicity – tax reform should aim to delivery simplicity while achieving other objectives.  Grandfathering 
arrangements, exemptions or other complexities increase the regulatory burden on tax payers and create 
inefficiencies which should be avoided. 

Analysis and impact 

Double taxation 

It is evident that removal of the refundability of franking credits will result in those on marginal tax rates less 
than the corporate tax rate of 30% being effectively taxed twice on the same income (as they will pay a rate of 
tax higher than their marginal rate). 

Arguments in favour of abolishing franking credits that ignore the ‘double taxation’ principle tend to rely on 
flawed logic.  Specifically, proponents of abolishing franking credits invoke argumentum ad populum stating: 

“Australia is the only OECD country with a fully refundable dividend imputation system”2 

Other countries have different taxation policies and that does not imply is that Australia’s is wrong.  Strong 
arguments should be grounded in the underlying tax principles rather than a simple appeal to what is 
common. 

Similarly, other arguments frame the problem around the ‘distortive’ effect of franking credits.   

It is true that this system has encouraged investment in Australian shares both directly and via pooled vehicles 
such as LICs and ETFs.  It has also led to Australian companies paying higher dividends than those in other 
regimes.  For example, in the USA, where there is double taxation of corporate dividends, it is more common 
for a company to pay smaller dividends (if any) and to use retained earnings to invest in growth of the 
business.  This tends to increase the capital value of the company, which is desirable when tax on capital gains 
is lower than the tax on dividends. 

These trends can only be interpreted as distortive if you accept that the baseline of an ideal system is one with 
double taxation – a fallacy of framing.  Arguably, the above effects of franking credit refundability are a 
positive and logical result that arises from avoiding double taxation.  Indeed, the impacts of removing franking 
credit refundability will result in true distortions, lower investment in domestic shares and businesses, and 
lower dividend payout ratios from companies resulting in them potentially investing excess earnings in sub-par 
initiatives.  

Fairness 

Fairness is a difficult policy objective to define as it has different meanings to different groups. 

At a high level we would expect those with more capacity to pay tax to pay the most.  The current set of 
marginal tax rates provides a useful anchor from which to assess other policies that alter rates of tax around it.  
Consequently, if those on a marginal tax rate of 15% were taxed at 30% on a different form of income, the 
policy that created that distortion would appear unfair.   

Policies that create tax concessions may be justified where there is an additional social good created.  For 
example, workers for Public Benevolent Institutions are able to receive more tax-free fringe benefits from 
employers.  Government have recognised the social benefits created by their work.  Similarly, some other 

                                                           
2 https://www.chrisbowen.net/issues/labors-dividend-imputation-policy/  

https://www.chrisbowen.net/issues/labors-dividend-imputation-policy/
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negative behaviours may be discouraged through an additional tax, such as excises on tobacco.  Without a 
reasonable justification on a social basis, variations in tax for certain categories of income should be deemed 
unfair.  

We note that the removal of dividend imputation refunds will only affect those with a tax rate lower than the 
corporate tax rate of 30%.  The greatest impact will be on those with a 0% marginal tax rate as they will be 
taxed at the full corporate tax rate where they would otherwise pay no tax. 

There are some distinct groups in the community that will be affected: 

▪ Pensioners or retirees who no longer earn income as a salary or wage but rely on dividend income from 
personally held stocks will experience a large reduction in their income.  We note that many retirees will 
be holders of high dividend blue chip stocks arising from public sector privatisations e.g. Telstra and CBA. 

▪ Women may be disproportionately affected if they hold shares and take time out of the workforce to raise 
children 

▪ Small business owners may be disproportionately affected if they have incorporated and distribute 
income through dividends to a non-working spouse 

 We note that the reduction in corporate tax (for small business) to 25% will offset this, effect 
somewhat 

 For example, for a payout on profits of $10,000: 

> Under the previous tax basis $7,000 would be paid directly and carry a $3,000 franking credit 
which a low-income person might lose completely without refundability 

> On the new basis, $7,500 would be paid directly and $2,500 would be lost to the individual 
without franking credit refunds.  This reduces the impact by 16.7% 

▪ Members of superannuation funds that do not have sufficient members in the accumulation stage who 
are paying tax on contributions / investment earnings will also be affected, 

 this will predominantly be members of Self-Managed Superannuation Funds (SMSFs) given the high 
proportion of assets held by members in the retirement phase 

 however, some APRA regulated funds, particularly retail funds will also be included. 

▪ Other low-income wage earners who also own shares, perhaps through private savings or an inheritance. 

We believe that the genesis of this policy may have roots in the idea that members of superannuation funds, 
especially self-managed super funds, may be particularly advantaged by franking credit refundability.  Since 
superannuation fund earnings are taxed at the fund level rather than the individual’s rate of tax, it can be used 
as a tax preferred vehicle.  In particular, because the retirement phase of superannuation is tax free, dividends 
earnt in this phase provide a full refund of franking credits from the Government and members pay no tax. 

Given the tax preferred nature of superannuation many individuals who hold substantial wealth and are 
retired may pay no tax on their earnings (inside super) despite those earnings being likely to push them into a 
high marginal tax rate band were it to be taxed in their hands.  This situation was altered by the introduction 
of the $1.6 million transfer balance cap in the 2016 Budget which Rice Warner generally supported.  Those 
with larger balances, say above $2 million will have some of their assets in a taxed account.  The franking 
credits will offset the taxes in the taxed account and less will be wasted. 

Indeed, most of the savings costed by the Parliamentary Budget Office will come from SMSF members rather 
than the other groups listed.  Though we believe that if Labor or other parties wish to address fairness of tax 
for these members, then the policy should be specifically targeted by either lowering the transfer balance cap 
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or taxing all earnings in retirement (a policy Rice Warner has advocated for previously, albeit at a reduced rate 
for both accumulation and retirement members3). 

A policy of removing refundability of franking credits for all investors is a scatter gun approach that will result 
in many casualties, noting some of those affected will come from the lowest income groups in society.  The 
policy is not fair and there are reasonable alternative policy actions available that could remedy any perceived 
unfairness in using superannuation as a vehicle to reduce a wealthier person’s tax burden. 

Product neutrality 

An issue with the removal of franking credit refunds is that in the case of superannuation, individuals will be 
able to easily avoid the tax and engage in a range of economically inefficient activities to achieve product 
arbitrage.  

Investors with high taxable incomes benefit from a reduction in their tax bills and they will continue to do so 
after the changes.  The main groups affected would be retirees on modest incomes holding equities directly, 
and many SMSFs which have assets predominantly in pension accounts.  The latter group will have a 
relationship with an accountant and possibly a financial adviser.  These intermediaries are likely to establish 
revised strategies for their clients. 

We expect the policy will encourage people to change behaviour in order to preserve the value of their 
franking credits.  We believe that people could do the following in response to this proposed policy change: 

▪ Move their assets out of Australian equities and attain higher yields (including potential tax-free capital 
gains) in other assets such as overseas listed shares and infrastructure trusts. 

▪ Move their assets into unfranked Australian equities where the price remains the same. 

▪ Close their SMSF and move their assets to an APRA regulated fund where the franking credits will still 
have value (as they can still be offset against other taxable income within that fund). 

▪ Introduce children into their SMSF so that the franking credits are used to offset the taxes in the 
accumulation accounts. 

These changes in behaviour may impact the relative value of these assets. In addition to these changes to 
asset allocations and investment decisions, the proposed policy may encourage self-funded retirees to 
increase their drawdowns from their superannuation (to preserve their current levels of income).  This may 
result in those with moderate balances receiving the Age Pension earlier in their life, which would be an 
additional cost to Government. 

Table 3 outlines the potential impact on the collection of franking credits from the various behavioural 
changes above. 

                                                           
3 See Rice Warner, Quo Vadis?, Submission to the Tax White Paper Task Force, section 4. https://ricewarner.com/wp-
content/uploads/2015/07/Tax-White-Paper.pdf  

https://ricewarner.com/wp-content/uploads/2015/07/Tax-White-Paper.pdf
https://ricewarner.com/wp-content/uploads/2015/07/Tax-White-Paper.pdf
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Table 1. Behavioural outcomes 

Member behaviour Predicted Effect 

Sell to APRA regulated 
funds 

Revenue from proposed policy would be lower as franking credits would continue to be 
paid on those Australian Equity assets transferred into APRA regulated funds.  These 
funds will have tax liabilities and will likely be able to claim the full franking credit. 

Sell to foreign investors 
Revenue from proposed policy would be unchanged as these investors are not entitled to 
a franking credit.   

Transfer to member-direct 
option in APRA fund 

Revenue from proposed policy would be lower as the APRA super fund will have a tax 
liability.  The member/retiree is able to maintain their Australian equity exposure and still 
benefits from a full franking credit (at the expense of an annual administration fee of 
around $400 p.a.). 

Add children to an SMSF 
Some older members will introduce their children into the SMSF.  Some of the imputation 
credits will offset the taxes on the children’s concessional contributions and their 
investment earnings. 

The fact that the impact of removing franking credit refundability can easily be avoided indicates that it is a 
poor policy design.  Further, it will create two classes of taxpayer, those that alter their arrangements or 
receive appropriate financial advice to restructure their affairs and those who do not have the means or 
financial sophistication to do so.   

Simplicity 

The original policy was simple in design however multiple carve outs increase complexity.  

Labor released a statement that the Future Fund, which receives nearly $1 billion a year in tax refunds would 
be exempt.  After a few weeks, there was concern about the impact on several hundred thousand Age 
Pensioners, and it was decided to exempt anyone receiving welfare payments from the new tax.  It also 
exempted any SMSF with a member receiving the Age Pension on the day of the announcement (28 March).  
However, all SMSFs with future retirees receiving even a small part-pension will not qualify for the exemption. 

These carve outs create additional complexity and two classes of Age Pensioner (those on before and after 
28 March), which again brings us back to the issue of fairness. 

Cameos of financial impacts 

Those with higher superannuation balances in the pension phase will likely lose their refundable franking 
credits under the opposition’s proposed policy.  If they are no longer able to receive refundable franking 
credits, they may change their allocation away from Australia Equities, and to higher yielding investments such 
as overseas listed shares. 

Examples included in Table 2 below highlights the impact of the proposed policy retiree with $1 million 
invested in Australian equities in an SMSF in the pension phase.  This scenario is compared to the outcomes 
for a person with $1 million in an SMSF in the accumulation phase.  Scenarios included in Table 1 and Table 2 
assume a dividend yield of 4.2% for Australian shares and a company tax rate of 30%. 
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Table 2. Impact of proposed policy on individual amount of franking credit received 

Scenario 
Assets Dividend Franking credit 

Tax (before 
franking credits) 

Franking credits 
foregone 

($) 

$1 million in 
Australian shares 
in pension phase 
SMSF 

1,000,000 42,000 18,000 - 18,000 

$1 million in 
Australia shares 
in accumulation 
phase in SMSF 

1,000,000 42,000 18,000 9,000 9,000 

Table 3 compares the outcome for a couple with $1 million invested in Australian shares in the pension phase 
within an SMSF to a couple with $300,000 invested in Australian shares in their own names whilst also 
receiving the Age Pension. 

Table 3. Comparison of outcomes for people with different levels of assets 

Scenario 
Assets Dividend 

Franking 
credit 

Franking 
credits 

foregone 

Age pension 
income 

Total income 

($) 

$1 million in 
Australian 
shares in 
pension phase 
SMSF 

1,000,000 42,000 18,000 18,000 0 42,000 

$300,000 in 
Australian 
shares in the 
pension phase 

300,000 12,600 5,400 0 35,573 53,573 

Under the policy proposed by the Federal Opposition, a couple with $300,000 in assets would receive more in 
total income that year than the couple with $1 million in assets in their SMSF.  This scenario assumes that the 
couple with $1 million does not adjust their drawdown behaviour in response to the proposed policy. 

Alternative tax strategies 

In the first instance, we question whether this new tax is needed.  Labor has already foreshadowed many 
changes to our tax system which will raise significant amounts from wealthier Australians.  These changes 
include: 

▪ Supporting the Coalition’s 2016 changes to superannuation taxes and the 2017 changes to means-testing 
of the Age Pension. 

▪ The threshold for taxing superannuation contributions at 30% (Division 293) is to be cut from $250,000 to 
$200,000 (note the Coalition has already reduced this from $300,000). 

▪ The threshold for non-concessional contributions is to be reduced from $100,000 to $75,000. 

▪ Reduction of negative gearing for individuals investing in property. 
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▪ Elimination of negative gearing within an SMSF. 

▪ Halving the concessional capital gains tax rate from 50% to 25% for individuals. 

▪ Potentially reintroducing the Budget repair levy (bringing the marginal tax rate for individuals to 50% 
including Medicare at the relatively low threshold of $180,000). 

▪ Taxing distributions family trusts at 30% on all distributed income. 

Should Labor need this additional revenue (for reasons yet to be disclosed), there are better ways of collecting 
it. 

Rice Warner has suggested simpler mechanisms for collecting tax from those with large imputation credit 
rebates.   

▪ Consider taxing all superannuation earnings at a single rate, say 12% rather than the existing 15%.  Given 
approximately 30% of assets are currently in pension phase, an overall rate of tax of 12% would likely raise 
some revenue while making the system simpler and more equitable4. 

▪ Another option would be to force members to transfer excessive amounts out of superannuation when 
they reach a certain age (say, 65).  We suggested a threshold of (say) $3.2 million for all accumulation and 
pension accounts combined (in other words, double the Pension Transfer Balance.  Amounts above this 
would be transferred tax-free out of the low-tax superannuation environment. 

▪ If the removal of refundable franking credits was deemed a policy imperative, then the policy could be 
improved by introducing a rebate threshold which would exclude most people with low credits and cap 
those with large ones.  The amount could be set at $3,000 to $5,000 per taxpayer. 

 

Yours sincerely  

 

 
 
Michael Rice 
CEO & Authorised Representative 
Rice Warner Pty Ltd AFSL 239 191 

 

 
 

                                                           
4 This policy is consistent with our recommendation to the Tax White Paper Taskforce in 2015. 


