
The Role of SPDR® ETFs in a Tax Efficient Portfolio
The Benefits of Dividends and Franking Credits for the Australian Investor

THE ADVANTAGE OF DIVIDEND IMPUTATION AND  
FRANKING CREDITS
The dividend imputation system in Australia can represent an 
important advantage for investors over the dividend taxation 
schemes found in other countries because it essentially 
eliminates the double taxation of corporate profits in Australia.  
If Australian corporate taxes have already been paid on 
dividend distributions those taxes need not be paid again at 
the personal level by investors. The corporate taxes paid are 
attributed, or imputed, to the Australian investor through tax 
credits called franking credits. These franking credits can be 
used to reduce an investor’s total tax liability to account for 
the taxes on dividends already paid by companies. For 
investors which are individuals or complying superannuation 
entities, any excess franking credits can also be refunded at 
the end of the year if the investor’s tax liability is less than the 
amount of the franking credits. In effect, any dividends 
investors receive will only be taxed at their respective marginal 
tax rates.1   

Let’s look at an example to illustrate. ABC Corporation makes 
$1.00 per share in pre-tax profit during a given period and 
would like to pay it all out in the form of dividends. After 
paying the 30% corporate tax, ABC distributes $0.70 per 
share in fully franked dividends. To the Australian investor, this 
is equivalent to being paid an unfranked, “grossed up” 
dividend of $1.00 per share. The 30% corporate taxes already 
paid will accompany the dividend in the form of a $0.30 per 
share franking credit and act similar to an “IOU” from the tax 
office.1 

From this we can see that:

Dividend + Franking Credit = Grossed Up Dividend

The taxpayer must now pay the appropriate level of tax on the 
grossed up dividend less any franking credit. In other words, 
the franking credit can be used to offset taxes due on the 
dividend (for a 45% marginal tax rate investor), fully offset 
taxes due on the dividend (30% marginal tax rate investor) or 
entitle the investor to a tax refund (15% and 0% marginal tax 
rate investor). An investor with 0% taxes due will be entitled 
to receive the entire franking credit back as a tax refund. (See 
Figure 1 for example involving 100 shares of ABC.) 

FIGURE 1: FULLY FRANKED DIVIDEND AT VARYING TAX RATES

In countries without a tax imputation system, investors could 
have to pay personal taxes on top of corporate taxes already 
paid, i.e. corporate profits may be double taxed at the 
corporate as well as personal level.
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UNDERSTANDING DIVIDENDS AND FRANKING CREDITS FOR 
THE AUSTRALIAN INVESTOR
A company that pays all its income tax domestically in 
Australia will usually pay a fully franked dividend, i.e. a 
dividend with a franking proportion of 100%. However, some 
companies’ franking proportions can be less than 100%, 
especially for companies paying taxes outside of Australia.  
Other companies that do not pay any Australian tax, and have 
no franking credits from prior years available to roll forward, 
may pay an unfranked dividend. The franking proportion of a 
stock will therefore have a material effect on after-tax returns 
making it an important issue for all investors to consider. 

Let’s look at another example that compares 100 shares of 
ABC for varying levels of proportional franking (see Figure 2).  
Before we can compare proportionally franked dividends we 
must first gross them up according to the following formulas: 2

 
Franking Credit = Franking Proportion × Dividend × (t ÷ (1 – t)) 
where t = corporate tax rate

Then, as before:

Grossed Up Dividend = Franking Credit + Dividend 

FIGURE 2: PROPORTIONALLY FRANKED DIVIDENDS

Source: PWC and SSgA, as of 31 May 2011.
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100% $70.00 0.3 ÷ (1 - 0.3) $30.00 $100.00

75% $70.00 0.3 ÷ (1 - 0.3) $22.50 $92.50

50% $70.00 0.3 ÷ (1 - 0.3) $15.00 $85.00

25% $70.00 0.3 ÷ (1 - 0.3) $7.50 $77.50

0% $70.00 0.3 ÷ (1 - 0.3) $0.00 $70.00

Generally speaking, a higher franking proportion will mean a 
higher after-tax return on the $70 dividend for investors.

FRANKING CREDITS AND ETFS
ETFs represent a basket of multiple companies that pay 
varying levels of dividends, at varying levels of franking 
proportions. Investors holding Australian ETFs on and around 
the distribution dates (which can be quarterly or semiannually 
for example, month end June and December) could receive 
valuable franking credits along with any dividends they 
receive.3

As an example at 31 December 2010, the SPDR® S&P®/ASX 
200 Fund (ASX ticker: STW) distributed $0.78 per share in 
dividends, 79% of which were franked at a rate of 31.5%.4  
Using the formulas for grossing up dividends, we can see that 
the dividend may also be accompanied by $0.28 cents per 
share of franking credits. We also know that the $0.78 
partially franked dividend may be equivalent to a $1.06 in 
unfranked dividends. 

Foreign tax credits may also be applicable to further increase 
the after-tax value of the dividend. In order to assess the 
requirements and precise impact of these and other tax 
issues please consult your tax advisor. 

ABOUT SPDR EXCHANGE TRADED FUNDS
Offered by State Street Global Advisors, SPDR ETFs are a 
family of ETFs that provide investors with the flexibility to 
select investments that are precisely aligned to their 
investment strategy. Recognised as an industry pioneer, State 
Street Global Advisors created the first ever ETF in 1993 - the 
SPDR S&P 500®, which is currently the world's largest ETF. In 
2001, SSgA introduced ETFs in Australia when it launched the 
SPDR S&P/ASX 200 Fund and the SPDR S&P/ASX 50 Fund. 
Currently, State Street Global Advisors manages more than 
US$260 billion of ETF assets worldwide.*

For more information about our ETFs or how to invest, 
please call +612 9240 7600 or email info@spdrs.com.au.

*	 Source: SSgA, as of 31 March 2011. This AUM includes the assets of the SPDR Gold Trust 
(approx. US$56 billion as of 31 March 2011), for which State Street Global Markets, LLC, an 
affiliate of State Street Global Advisors serves as the marketing agent.



1	 Australian Government: Australian Taxation Office, as of 31 May 2011.

2 Taken in one step: Grossed Up Dividend = Dividend × (1 + Franking Proportion × (t ÷ (1 – t)))

3 There are additional requirements that must be fulfilled in order to receive franking credits. Please consult your tax advisor.

4 As the ETFs are unit trusts, it may offset expenses against the cash amount of franked dividends which can result in franking credits in excess of the 
30% corporate tax rate.

All currency is in Australian dollars, unless otherwise stated.

The information in this document is general information only and does not take into account your individual objectives, financial situation or needs. You 
should consider whether the information in this document is appropriate for you in light of your objectives, financial situation and needs. You should also 
obtain the product disclosure statement for any ETF referred to in this document before making any decision about whether to invest.

An investment in SPDR does not represent a deposit with or liability of any company in the State Street group of companies including State Street Bank and 
Trust Company (ABN 70 062 819 630) and is subject to investment risk including possible delays in repayment and loss of income and principal invested. No 
company in the State Street group of companies, including State Street Global Advisors, Australia Services Limited, State Street Bank and Trust Company and 
State Street Global Advisors, Australia, Limited (“SSgA”) guarantees the performance of SPDR or the repayment of capital or any particular rate of return.

The issuer of units in SPDR S&P/ASX 200 Fund (ARSN 097 712 377) is State Street Global Advisors, Australia Services Limited (ABN 16 108 671 441, 
Australian Financial Services Licence number 274900). A product disclosure statement (“PDS”) for units in each of these funds is available at spdrs.com.au.  
Investors should consider the product disclosure statement in deciding whether to acquire, or continue to hold, units in an ETF.

“SPDR” is a trademark of Standard & Poor’s Financial Services LLC (“S&P”) and has been licensed for use by State Street Corporation. No financial product 
offered by State Street Corporation or its affiliates is sponsored, endorsed, sold or promoted by S&P or its affiliates, and S&P and its affiliates make no 
representation, warranty or condition regarding the advisability of buying, selling or holding units/shares in such products. Standard & Poor’s®, S&P®, SPDR®, 
S&P 500® have been registered in many countries as trademarks of Standard & Poor’s Financial Services LLC and have been licensed for use by State Street 
Corporation. Further limitations and important information that could affect investors’ rights are described in the PDS for the applicable product.

Standard & Poor’s S&P Indices are trademarks of Standard & Poor’s Financial Services LLC.

ASX, as used in the terms S&P/ASX 50 and S&P/ASX 200, is a trademark of the Australian Securities Exchange (“ASX”) and has been licensed for use by 
SSgA Australia. SPDR products are not sponsored, endorsed, sold or promoted by ASX, and ASX makes no representation regarding the advisability of 
investing in SPDR products. You should consider the PDS in deciding whether to acquire, or to continue to hold such products.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and may trade at prices above or below the ETFs net asset value. Brokerage 
commissions and ETF expenses will reduce returns.

These investments may have difficulty in liquidating an investment position without taking a significant discount from current market value, which can be a 
significant problem with certain lightly traded securities. Diversification does not ensure a profit or guarantee against loss.

Passive management and the creation/redemption process can help minimise capital gains distributions. Frequent trading of ETFs could significantly increase 
commissions and other costs such that they may offset any savings from low fees or costs.

The redemption mechanism may impact on the amount of franked dividends available for distribution to investors. Further details are described in the PDS for 
the applicable product.


