
The recent Federal Budget delivered on the 25th of October 2022 saw limited new measures and implications for 
superannuation and taxation. However, there was one announcement that has gone a little under the radar that will 
impact super funds, retirees and low-taxed individuals. 

The Labor Government has made a proposal relating to franking credits and the tax treatment of off-market share 
buybacks of listed public companies. More specifically, this is to remove the favourable tax treatment that applies to 
these buybacks by putting a stop to companies streaming franking credits to low (or nil) tax-paying investors who are 
able to be refunded the credits in cash.

The Government said it wanted to improve the integrity of the tax system by aligning the tax treatment of off-market 
share buybacks with the treatment of on-market share buybacks. In the case of an on-market buyback, there are no 
franking credits as the buyback is not categorised as a dividend. 

Off-market buybacks can benefit lots of shareholders. When a company completes an off-market share buyback, it buys 
the shares from shareholders at a discount to the market price. This is usually a 14 per cent discount. The reason low tax-
paying shareholders, including self-managed super fund members in pension phase, jump at this chance is because the 
proceeds received are made up of a capital component and a fully franked dividend (i.e. providing an enhancement to 
investment performance). For zero-taxed entities, the franking credits attached to the dividend are particularly attractive 
as they are refunded in full. This compensates for the willingness to sell the shares back to the company at the 14 per 
cent discount. 

The proposed legislation is set to work its way into Parliament. Meanwhile, companies will still be allowed to conduct 
on-market buybacks or pay fully franked dividends out of retained profits. We may also see an increased use of ‘special’ 
dividends in the future. 
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This publication is current as at time of preparation. Past performance is not a reliable indicator of future performance. 
Any outlooks in this publication are predictive in character. Whilst every effort has been taken to ensure that the 
assumptions on which the outlooks given in this publication are based are reasonable, the outlooks may be based on 
incorrect assumptions or may not take into account known or unknown risks and uncertainties. The results ultimately 
achieved may differ materially from our outlooks. Material contained in this publication is an overview or summary only 
and it should not be considered a comprehensive statement on any matter nor relied upon as such. The information 
and any advice in this publication do not take into account your personal objectives, financial situation or needs and so 
you should consider its appropriateness having regard to these factors before acting on it. This publication may contain 
material provided directly by third parties and is given in good faith and has been derived from sources believed to 
be reliable but has not been independently verified. We are not responsible for such material. To the maximum extent 
permitted by law: (a) no guarantee, representation or warranty is given that any information or advice in this publication 
is complete, accurate, up-to-date or fit for any purpose; and (b) neither Euroz Hartleys Limited, or its representatives, is in 
any way liable to you (including for negligence) in respect of any reliance upon such information or advice. It is important 
that your personal circumstances are taken into account before making any financial decision and we recommend you 
seek detailed and specific advice from your adviser before acting on any information or advice in this publication. Any 
taxation position described in this publication is general and should only be used as a guide. It does not constitute tax 
advice and is based on current laws and our interpretation. You should consult a registered tax agent for specific tax 
advice on your circumstances.  For further information on any issue discussed in this publication, or on any financial 
matter, please contact your adviser.
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