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A new era for resource companies
The market has been busy absorbing the results from interim reporting season and yesterday closed
up higher again, but only slightly. Today 30 companies reported, making it one of the busiest days of
the year. The big news of course was at BHP and Penny Pryor takes a look at whether or not it might
be time to add the stock to your portfolio, if it's not already there of course.
In a bumper Switzer Super Report today, Tom Elliot suggests some good stocks for your portfolio. Ron
Bewley puts the magnifying glass over the financial sector and in our question of the month we
examine whether or not you should consider a stock with an unfranked dividend.
Gavin Madson examines the lesser-known Indexed Annuity Bonds and Andrew Bloore looks at how
you can protect your super by splitting it with your spouse. James Dunn dishes the dirt on gold and I'll
be back on Monday with further insights into these market machinations.
Sincerely,

Peter Switzer
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BHP changes leadership – is it time to buy?

by Penny Pryor
Analysts and the market knew that an executive
search was being conducted for Marius Kloppers’
replacement, but most didn’t think it would happen
so quickly. The new chief executive, Andrew
Mackenzie, was actually hired by Kloppers in 2007
and the board went to great lengths yesterday to
show that the whole process had been amicable.
But the appointment is indicative of the new flavour of
management at big resource companies. Kloppers
was known for his propensity to seek out the big deal
– the failed bid for Rio immediately comes to mind –
but Mackenzie is more internally focussed and
management is now expected to concentrate on
cost-cutting and improving efficiencies rather than
seeking out further acquisitions.

Another reality check for the new environment that
companies are operating in, was BHP’s big 58%
drop in profit over the six-month period announced
yesterday. Profit is still pretty hefty at $US4.238
billion. Revenue was down 14.1% to $US32.2 billion.
The company blamed lower commodity prices and
the higher Australian dollar for the drop. Although a
stronger global economy may help improve the future
demand for commodities, the addition of some lower
cost supply for these commodities may slow further
high price rises, according to management.
The profit result was pretty close to market
expectations, which explains why the stock didn’t fall
that much, closing down 0.9% at $38.65. But it dived
on opening this morning to $37.45.

Logical timing

Dividend delivery

Morningstar senior resources analyst, Mark Taylor,
says although the replacement came as a surprise he
can understand the logic to it.

One good piece of news out of yesterday was the
slight increase in dividends. Taylor says this is in
response to investor demand.

“Marius was more famously into bigger picture
strategic stuff, takeovers. Not to say that he couldn’t
manage the existing business or stripping [costs there
from] but it probably makes sense to get a new guy
from the start,” he said.

“I suppose the dividend – they have made some
moves to increase it a bit – it’s sending some modest
signal that they are listening to shareholders desire
for more dividends but it’s not [huge],” he says.

“We’ve just come through a once-in-a-generation
boom. I don’t expect that happening again any time
soon. That said I’m not expecting a collapse in
prices.”
What that means is a change in how companies view
their management and a reorganisation at the top for
companies like BHP.

The interim dividend increased from US 55 cents to
US 57 cents. It was nothing to shoot the lights out but
a good signal of what might be in store. If Mackenzie
can deliver on efficiencies and cost cutting, he should
be able to put more into shareholders’ pockets.
Do the current prices make BHP a buy?
Morningstar’s Mark Taylor has a fair value of $50 on
BHP. That’s higher than much of the rest of the
market who have target prices in the low to mid
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forties.
If you’re a long-term investor, which all SMSF
trustees should be, then now might be a good time to
get in at a reasonable price, particularly if the
dividend outlook is going to improve, but don’t be
surprised if it goes lower first.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Stocks to watch in a rallying market
by Tom Elliot
[This is a transcript of a video report. Watch the video
here]
The share market has been in a very bullish phase
over the past couple of months. The reasons for this
are pretty simple. Obviously the American market has
been going up and American shares have been rising
because investors were heartened by the fact that
Barack Obama was able to deliver on his promise to
conquer the so-called US fiscal cliff.
Now what that really means is that he has agreed
with Congress that the overall amount of money that
can be borrowed by the American government will be
lifted. That, interestingly, has occurred around 60
times since the end of World War II so it seems
there’s no end to this pattern of borrowing more than
the country can really afford and then spending it on
things, again, that it probably can’t afford. But the
market doesn’t want this to end anytime soon and
that’s the main reason the share market has been
going up.
Some positive signs
I guess the good news from the perspective of the
real economy in America is that it’s showing definite
signs of revival. The US has got quite a few things
going for it, leaving aside the issue of government
spending for the moment. It’s pulling back from
Afghanistan, which although that could actually
decrease US GDP in the short-term, obviously it’s a
good thing for the overall welfare of the country.
Secondly, interest rates in America remain resolutely
low. Indeed, the US Federal Reserve is committed to
keeping them this way for another couple of years.
Thirdly, the US is in the middle of an energy
revolution. Shale oil and gas, a bit like our coal seem
gas here, not quite the same but similar, is making
domestic gas in America very, very cheap. America at
the moment is not allowed to export this gas, which is

good for our local LNG producers, but it can use it for
its own industry, and American industry is responding
by both increasing production and hiring more
workers.
So the US economy is going better and there are a
few positive signs emerging from France and
Germany. But the point is that the market has already
decided that Europe is a basket case, so any bits of
good news that will emerge will be good for our share
market. The Australian share market for the last 18
months has been stuck in a trading range of around
3950 to 4450 — it’s now well and truly broken out of
that range.
Companies to watch
Interest rates were kept on hold during February. I
still reckon there is probably another 50 basis points
of cuts and indeed if you look at fixed rate home
loans, they’re pricing in more than that around 70 to
75 basis points of further cuts. At some stage pretty
soon though, I do think we’ll probably reach the
bottom of the interest rate easing cycle. But at the
moment, debt, relatively speaking, is cheap. It is
cheap by our own standards historically. Of course
Australian interest rates do remain high, much higher
than the rest of the world and that is the reason the
Australian dollar does not want to go down.
Even though the Reserve Bank is suggesting rates
might fall further, our dollar is still just under 104 US
cents. One of the things that low interest rates have
done for our market is really improve the allure of
yield stocks. I mean Telstra (TLS) is at a four year
high, trading at over $4.60 a share. Just over 18
months ago it was down around $2.56. Telstra shares
have had a massive recovery.
Of course the banks have been very strong. Even
National Australia Bank (NAB), which has been a
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laggard because of its problems in the United
Kingdom, its share price has appreciated.
Commonwealth Bank (CBA) has hit record highs of
all time, higher than it was pre the global financial
crisis. And also infrastructure stocks — Sydney
Airport (SYD), Transurban (TCL) for example —
they’re doing very well. And property stocks
like Investa Office Fund (IOF), which we hold.
Again, quality companies or property trusts that can
pay a solid rate of dividend in an environment of low
interest rates will still be sort out by the market. Yields
have gone down, the market has gone up, but the
yields available on the share market, particularly
when you include franking credits, are still a lot better
than what you’d get from term deposits at the
moment
But I really think all eyes have got to be on the banks
because bank share prices have gone up quite
dramatically. I’m not so convinced that banks
profitability justifies the price increases. Yes, the
banks pay good dividends. Will they be able to fund
those dividends in the future? Only time will tell but at
the moment anecdotal evidence suggests credit
growth at the banks is virtually non-existent. Now they
are still making good margins on loans but again, if
interest rates bottom out soon, it’s going to be harder
for banks to do that. In an environment where credit
isn’t growing, it’s hard to see how coffers can grow
very much. So that’s what I’ll be looking for in the
upcoming reporting season.

is trading only a little bit above the bid from Archer
Daniels Midland. I think GrainCorp and Archer
Daniels Midland will soon resume their talks and I do
think if Archer Daniels Midland, especially now the
overall stock market has gone up during the period of
this bid, will pay more than $13 for GrainCorp.
And also Echo Entertainment Group (EGP),a stock
that we hold as a takeover stock, hasn’t performed
very well, but I do think once James Packer’s Crown
Group (CWN) gets permission to increase its stake
beyond 10%they will do so, hopefully on market.
Finally, I guess I wanted to look at other investment
related stocks in our main portfolio in the Beulah
model portfolio. We’ve done very well from
holding IOOF (IFL), which is of course a fund
manager, and the ASX (ASX) itself, both of those
stocks benefited enormously from a rising share
market.
That’s it for now. Look forward to your company
same time again next month.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

With our income portfolio, which again as the name
would suggest focuses heavily on income stocks,
banks of course have been a major driver, along with
Telstra. That portfolio is in considerable appreciation
and we look at least for those dividends to be
maintained, if not increased
Interestingly, Transurban, which we hold in both the
income and takeover portfolios, announced that even
though its earnings had fallen slightly, it’s increasing
its dividends. Transurban knows how to spot a trend,
knows what’s attracting investors. Investors ignored
the earning cut and focussed on the dividend
increase at Transurban.
With regard to other takeover stocks, I think
GrainCorp (GNC) is still worth looking at. It has a bid
on the table, things have gone rather quiet. The stock
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What to buy in the financial sector
by Ron Bewley
The ‘big four banks’ reside in this sector – along
with some regional banks, insurance companies and
diversified financials like Macquarie – making 14
stocks in total this ASX 100 sector (listed in the table
below).
The recommendations for most of these stocks are
not great. Five of them are not even better than ‘3’
for a hold! Two of the big four – CBA and WBC – do
not meet my criterion of a 2.5 or better, but the other
two do just make it (please see my paper on the
Market Updates tab of our website
www.woodhall.com.au for details). Having worked in
the industry for decades, I am well versed in the
Sydney (CBA, WBC) versus Melbourne (ANZ, NAB)
divide and I (naturally?) fall into the Sydney camp. My
undocumented view is that ANZ and NAB seem to
have had more problems in the past with overseas
strategies and risk issues than the other two big
banks.

possibility of a major disaster striking not just the
people, but also the insurers’ balance sheets, with
little warning.

Sector outlook
Turning to Chart 1, I plot the recommendations for all
of the big four. CBA has been consistently worst by
this measure and WBC has not been much better.
NAB’s rating has improved much in recent times –
perhaps on the back of yet another new strategy.

I hold CBA and WBC and I have done very nicely with
them – even though it has been a while since they
had good ratings. Dividends in this sector are
reasonably big and consistent over time. For me, a
fully franked dividend and moderate capital gains with
no big issues, pulls me towards CBA and WBC. Of
course, a stock can have an underperform rating
because their prices have run very hard – and not
because the company is ‘not good’. Anyone who
read CBA’s stellar accounts last week would have
regretted not being in it during its 32% capital gain in
the last year to a new all-time high. WBC is close to
its all-time high but the other two banks are not near
such peaks – and NAB’s price would have to
increase by nearly 50% to beat its previous peak!
I have held other stocks in this sector in the past but I
am not tempted to revisit. I can get my excitement
elsewhere! Of course anyone who invests in
insurance companies must live with the distinct

06

The exuberance trace for this sector shown in Chart 2
tells an important story. It has bounced beautifully off
the 6% dotted line that is our indicator of a correction
or prolonged sideways movement. It did stay at
elevated levels during the latter part of 2009 – as did
most sectors – as investors piled in hoping the GFC
was over. In recent weeks, the 6% line has been
broken – and with much momentum. The question to
be asked now is whether this is a re-run of late 2009
or an accident waiting to happen?

The critical issue is whether analysts start to upgrade
earnings forecasts in the wake of last week’s CBA
report. If they do, some of this overpricing will be
eroded leaving the four banks as good dividend plays
and two of them as very good plays!
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Has gold lost the Midas touch?
by James Dunn
Some strange things are happening in the gold
market – and I don’t just mean Wednesday’s fall
through the US$1600 an ounce level.
Traditionally, investors have thought of gold as a
store of value, a safe harbour in times of economic
turmoil. The yellow metal has certainly lived up to that
role in the GFC years, rising from US$734.30 an
ounce when Lehman Bros. collapsed in October 2008
to an all-time high of $1,923.70 on September 6,
2011.
Since then, gold has lost 18%, as the US “fiscal cliff’
has been negotiated away and the European Central
Bank’s “whatever it takes” motto has lessened
concerns over Europe. But gold’s historical
correlation to investor fear levels is not the whole
story.

The central banks have been net buyers of gold since
mid-2009. In particular, the central banks of emerging
countries have been big recent buyers of gold, to
diversify their reserves portfolios and to hedge
themselves against what many see as irresponsible
US and European monetary and fiscal policy.
High-profile individual investors, such as George
Soros and John Paulson, have done the same.
China’s growing gold appetite
Here, as in so many other economic factors, China is
the most important factor. China is the biggest
central-bank buyer of gold (although India as a nation
still buys the most gold in a given year, mostly during
the February-May wedding season.) China has not
announced its official gold holdings since 2009, when
it held 1,054 tonnes, but since then the People’s
Bank of China has been buying plenty.

The yellow portfolio life jacket
It is easy to make the case that gold as a safe-haven
investment does not have any intrinsic value itself – it
merely serves as an inverse asset to fiat
(government-created) money. When more money is
being created, the value of that money falls, and the
value of gold rises. That has certainly been the case
in the “great reflation” that central banks have
mounted since the GFC. Under this case, the advent
of “currency wars,” or “competitive devaluation,”
also plays into the hands of gold.
More recently, central banks have become the most
significant factor in the gold market. According to the
World Gold Council (WGC), central banks bought
534.6 tonnes of gold in 2012 – one-fifth of production
– their highest level of purchases since 1964. For
example, Russia’s central bank added 570 tonnes of
gold in the past decade, making the country the
world’s biggest gold buyer over the decade.

Chinese gold imports in 2012 more than doubled, to
more than 800 tonnes, which is nearly 30% of global
production, proving that China is accumulating huge
amounts of gold. China has stated that it plans to
have official gold reserves of nearly 9,000 tonnes by
2015, to back its plan to make the yuan an
international reserve currency.
All of this implies that Chinese demand stands as a
significant floor under the gold price.
Then there is the fact that production of gold is falling.
Five years ago the average ore grade mined globally
was 1.7 grams per tonne (g/t), but today it is just 1.1
g/t. The lower the grade, the higher the cost of mining
the gold: and it is getting more difficult to find ounces.
The looming demand/supply imbalance – plus the
‘counter-weight to global money supply’ argument –
are the main supporting factors for holding gold.
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New ways to hold your gold
Many investment advisers recommend that a
long-term portfolio such as an SMSF should hold at
least 5% of its assets in gold, as the ultimate
diversifier.
Gold investors have traditionally bought bullion itself,
or on the Australian share market bought gold
exploration stocks for a leveraged exposure to the
gold price – as a company progresses a mining
project from discovery to production, it can be
significantly re-rated on the stock exchange. These
days, there are far simpler exposures, in the form of
the exchange-traded commodities (ETCs) listed on
the Australian Securities Exchange (ASX).
The ETCs give you access to the gold exposure (as
well as silver, platinum or palladium), custody,
insurance and liquidity all wrapped up into one
product. You can invest any amount you like, the
management fee is low and you pay normal
brokerage on both buying and selling, which you can
get quite cheaply if you use an online broker.
The stocks simply track the A$ gold price, and may
be sold at any time on the ASX. You can trade in gold
as if you owned physical bullion.
Most ASX-listed ETCs are priced in A$, meaning that
investors bear currency risk – the risk that an
appreciating A$ tempers gold’s rise in US$. Some
investors like this, because there is also the potential
for the opposite to occur, and a falling A$ to magnify
any rise in gold in US$. In 2011, ETF issuer
BetaShares launched its Currency Hedged Gold
Bullion ETF (QAU), which is hedged into A$.
Some people will always prefer physical gold, either
‘allocated’ bullion, which is stored individually in the
investor’s name, or ‘unallocated’ bullion, which is
stored in bulk and each investor has the legal title to
the amount of gold they have bought. The Perth Mint
and the Australian Bullion Exchange both offer
SMSF-compliant gold investment vehicles, which cost
more in annual fees than the ETCs.

disappointed in recent years as their costs have risen.
But gold explorers should be too risky a proposition
for an SMSF investor to contemplate; while, like most
miners, the gold heavyweights are not reliable
dividend payers. Even the nation’s premier gold
stock – Newcrest Mining (NCM), the fourth-largest
gold stock in the world – is expected by consensus to
pay an unfranked yield of just 1.4% in FY13 and a
half-franked 1.8% in FY14. Newcrest CEO Greg
Robinson says the company intends to lift its dividend
– seeing it as a way that Newcrest can differentiate
itself from the ETCs, with which it competes for
investment.
Some of Australia’s smaller producers – the likes of
Regis Resources (RRL), Resolute Mining (RSG), St.
Barbara Limited (SBM) – can perhaps make a sound
case as capital growth prospects, but the dividend, or
lack thereof, should preclude them from SMSF
consideration players.
It has never been simpler for SMSFs to hold gold
exposure, through the choice of physical gold, listed
entitlement to gold, and shares in gold-miners. Each
avenue of exposure has its own attractions. Certainly
the ETCs have the great advantage of liquidity and
being able to accommodate any amount of
investment. Bullion has that ‘sleep-at-night’ feel, but
it has relatively high holding costs. And neither bullion
nor the ETCs offer an income. For taking company
risk, some SMSFs might see Newcrest shares as a
better alternative to the ETCs: some income is better
than negative income (i.e. annual management fees.)
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

Gold stocks disappoint
Lastly, there are the gold stocks, which have largely
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Annuities and what they can do for you
by Gavin Madson
The question of asset allocation is key for retirees.
Since the onset of the global financial crisis, markets,
and equity markets in particular, have shown
considerable volatility and while an investor with 20 or
more years to retirement may be able to ride out such
volatility, investors close to, or already in retirement
do not have the same luxury of time.
For investors who need to provide themselves with a
regular income in retirement, these dips in equity
markets may cause them to eat into their capital base
and there may be limited opportunities to rebuild this
capital base.
For this reason, investors in retirement should be
re-evaluating their asset allocation, with a focus on
moving some of their portfolio away from riskier,
volatile markets, and moving more of their allocation
towards defensive, less volatile asset classes like
fixed income.
Your objective
A key driver of levels of allocation and style of assets
investors should hold is, “what are you trying to
achieve from your investments in retirement?
As a retiree, are you really looking for growth? What
is really important to you at retirement age? Do you
really want your portfolio to double over the next 20
years or do you want your portfolio to provide a
steady income? If you answer yes to the latter, then
ensuring income is locked in should be a key focus.
While fixed income investments, by their nature,
provide a regular cash payment stream, investors are
still often looking for their investments to provide a
higher income. This has led to the re-emergence of a
product once considered a little old fashioned, the
annuity.

What is an annuity?
As annuities return regular cash flows, they are
usually classed as fixed interest investments. This is
because, on the surface, they are not unlike a fixed
rate mortgage, where the annuity investor is the
equivalent of the lending bank. The investor, in return
for purchasing the annuity, receives a regular
repayment that comprises an interest and principal
repayment, until the principal balance is zero.
By repaying both interest and principal, an investor is
able to receive an increased income from their
investment, with the trade off being the repayment of
the principal portion over time.
Indexed annuity bonds versus retail annuities
Only life insurance companies can issue retail annuity
products, but some bond issuers issue Indexed
Annuity Bonds (IABs). These are effectively an
amortising loan with the interest indexed to CPI and,
as such, share similar traits to a retail annuity.
IABs will often provide returns superior to retail
annuity offerings as all of your investment return is
returned to you, the IAB provider does not retain
significant amounts of your return to pay for
advertising, administration, commissions, APRA
capital standards etc.
By directly owning an IAB, you also have the added
flexibility of being able to exit your investment if
something does happen and you need to access your
money.
What retail annuities do offer over IABs is the tailoring
of exit dates. As a bond, an IAB has a set maturity
date, which may or may not suit an individual
investor. They also do not offer a ‘whole of life’
option.
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Who issues IABs?
As most companies in Australia choose to issue
‘bullet’ loans (like an interest only loan) rather than
amortising loans, IABs tend to be issued by projects
with definitive time lines, and in particular are issued
by a number of social infrastructure PPPs.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

11

The benefits of super splitting
by Andrew Bloore
As a federal election looms, we hear yet again the
constant murmuring of proposed changes to the
super system. One of the best strategies against any
possible changes involving thresholds might be super
splitting.
Consideration should be given to contributing to the
super account of a spouse who has the lower
balance, as any rule changes will have less impact
because there are two accounts. Super splitting may
also assist families to maximise the benefits available
in super and provide an avenue for spouses to share
in super benefits. It will be of particular benefit to low
income or non-working spouses by allowing them to
control their super and have their own income in
retirement.
Key features
You can split super contributions if you are a member
of an accumulation fund, a Retirement Savings
Account (RSA) holder, or a member of a defined
benefit style superannuation fund where the individual
holds an accumulation interest.
It’s important to note that a member can apply to split
contributions regardless of their age, but their spouse,
to whom the member transfers the contributions,
must be either less than 55 years old or 55 to 64
years old and not retired.
Don’t forget that the definition of a spouse is quite
extensive and includes not only a person who the
member is legally married to but also a person who
the member is in a relationship with who is registered
under certain state or territory laws (including
registered same-same relationships) and a person, of
the same or of a different sex, who lives with the
member on a genuine domestic basis in a
relationship as a couple.

Which super contributions can be split?
Untaxed splittable contributions and taxed splittable
contributions made to a superannuation fund or RSA
on, or after, January 1, 2006 may be split to the
spouse’s superannuation account.
Taxed splittable contributions include: taxable
contributions such as employer contributions, super
guarantee and salary sacrifice contributions; and
allocated surplus contribution amounts that meet an
employer’s contribution obligations.
Untaxed splittable contributions include: contributions
made by a member or another person to a regulated
superannuation fund when the contributions are not
taxable, such as personal contributions or spouse
contributions made on or before 5 April 2007.
The maximum amount depends on whether it is taxed
or untaxed. For taxed splittable contributions, the
maximum amount is the lesser of 85% of the
concessional contributions for that year, or the
concessional contributions cap for that financial year.
Untaxed splittable contributions have a maximum
amount of 100% of the amount of the untaxed
splittable contributions made in the financial year
Timing
A member of a regulated superannuation fund may
make an application to split an amount of either or
both taxed splittable contributions or untaxed
splittable contributions made on or after 1 January
2006.
The application must be either:
made in the following financial year (i.e.
application must be made between 1 July
following the end of the financial year in which
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the contributions were made and the following
30 June); or
made during the financial year if the entire
benefit is to be rolled over or transferred in
that financial year.
What are the benefits?
The outcome can deliver a significant tax advantage
to the couple. This is because the contribution split
will generate a ‘contributions-splitting super benefit’,
which is a 100% taxable component when it is
withdrawn for the originating spouse’s account. An
eligible termination payment (ETP) must be created
to allow contributions to be split and rolled over from
one member’s account to the spouse’s account.
This is called a contributions splitting ETP.
Super splitting may assist families to maximise the
benefits available in super and provide an avenue for
spouses to share in super benefits. Remember that it
may be of particular benefit to low or non-working
spouses by allowing them to control their own super
and have their own income in retirement while also
providing a benefit against any legislative risk.
It is recommended that specific advice on the benefits
that it may provide be sought if super splitting is to be
considered.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Question of the week - Should you buy a stock that
doesn't pay franked dividends?
by Paul Rickard
Q. Yield is high on the SMSF trustee’s agenda but
does that mean they should forego companies that
issue unfranked dividends?

outperforms stock A in the first year by 2.14% – which
is not that much!

A. There is absolutely no problem in buying a
company that doesn’t pay a franked dividend. The
only downside is that the company, arguably, starts a
little way behind, because it can’t “tax advantage”
the income return.
When investing, we consider both capital returns and
income returns. Capital returns are usually
demonstrated through an increase in the share price,
the income return through the dividend. As our fund
may have to pay tax on these returns, we consider
both of these from an after tax point of view.
For an SMSF, a fund in the accumulation phase pays
tax on income at 15% and a fund in the pension
phase pays tax at 0%. As franked dividends carry
imputation credits which act like a tax offset, the
effective after tax returns from fully franked dividends
for a fund in accumulation and a fund in pension are
as outlined below.
So, a franked dividend yield of 5% pa is effectively a
return of 6.07% (after tax) to a fund in accumulation,
and 7.14% (after tax) to a fund in pension. On the
other hand, an unfranked dividend yield of 5.0% will
provide a return of 4.25% to a fund in accumulation
after tax at 15% is paid, and 5.0% to a fund in
pension.

While the system of imputation credits and franked
dividends is a fabulous system, not all companies on
the ASX can pay a franked dividend. The system is
unique to Australia and only recognizes tax paid in
Australia – there are many companies that are
profitable and paying dividends, and either because
they pay tax overseas or have carried forwarded tax
losses, aren’t currently paying Australian company
tax.
Don’t rule out companies that cannot frank their
dividends.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

Coming back to the question, a stock that pays an
unfranked dividend will need to produce a higher
capital return than a stock that pays a franked
dividend. Putting capital gains tax to one side (which
is going to be fairly trivial or non-existent), if stock A
pays an unfranked dividend of 5%, and stock B pays
a fully franked dividend of 5%, a fund in pension will
be better off investing in stock B if its share price
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