
A P R I L  2 012        B 2 B  I n  C A n B e R R A12

F E AT U R E

“A serious investor is not likely to believe that the day-to-day or even 
month-to-month fl uctuati ons of the stock market make him richer or 
poorer.” Benjamin Graham

F E AT U R E

facing tough decisions around the world have 
left investors wondering what to do with their 
money? People who have been working, saving 
and planning are worried about what the future 
holds.

Benjamin Graham is widely regarded as one 
of the greatest investors of all time - he was a 
strong advocate of focussing on dividends when 
investing. Today across the ASX Top 20 we have 
some of the highest dividend yields in many 
years. But due to caution, nervousness and fear 
we are seeing unprecendented levels of inaction. 
Cash rates of 5.5% and falling are seen as safe. 
Fully franked dividends of 7.5% are being 
virtually ignored.

Let me explain two simple investment 
concepts that provide confidence in 
uncertain times.

Investors today have more information at 
their fingertips than ever before. Everywhere 
you turn there is a constant stream of 
financial news whether it is magazines, 

newspapers, 24 hour business channels or social 
media. But is this useful for investors or is it a 
case of information overload? I would argue that 
all it has done is lead to greater confusion over 
what the best financial decision is. 

Despite those who say that this financial crisis 
is different, the global economy has had to deal 
with the regular cycle of boom and bust dating 
back hundreds of years. From the Tulip Bubble in 
Europe in the 1630’s to the Great Depression, the 
Oil Crisis of the 1970’s, and the Internet Bubble 
to the GFC. It has happened before and it will 
happen again. 

But today, volatile markets and governments 

“Informati on is useless if you don’t 
know what to do with it. Investi ng 
today requires a measured and level 
headed approach to cut through the 
noise and uncertainty”. David Rae

 “At Beames and Associates we 
educate and advise our clients to 
give them the confi dence to take 
advantage of investment opportuniti es 
that aren’t always obvious.” David Rae
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F E AT U R E

is now back at record levels). Of course there are 
no guarantees as to what will happen in coming 
years. However it is clear there is plenty of Value 
in investing in companies that are able to grow 
their dividends over the long term.To illustrate this I’ll use Westpac (WBC) as 

an example (This is solely an example, do not 
consider this to be an endorsement for Westpac 
shares). In the past 12 months, Westpac has paid 
2 dividends of $1.56 in total which equates to 
a yield of 7.5% based on the current share price 
of $20.90. This is an increase of 12% from the 
dividend paid in the previous 12 months of $1.39. 
On a “grossed up” or “pre-tax” basis this equates 
to an income return of 10.7%. So while the Price 
has fallen from over $25 down to $20 in the past 
10 months, the Investor is getting more Value! 

Over the past 10 years, Westpac have 
managed to increase their dividend by an average 
of 9.3% pa (note it did drop during the GFC but 

In simple terms, Price is what you pay for 
something and Value is what it’s worth. If you 
think about buying a bike the Price might be 
$1,500 but the real Value is the enjoyment and 
improvement in fitness it can provide over 
many years. The same definition of Price and 
Value is applicable to the purchase of shares or 
any other investment. For a true investor, the 
price is what you pay for a stock the day you 
buy it. However the real Value comes from the 
income or dividend that is received. We have 
seen enormous volatility in the sharemarket 
over the past few years. In many cases this has 
meant a fall in Price. For a lot of stocks however, 
the Value to the investor has actually increased 
as companies have increased their dividends. 
We’ve seen this with the likes of BHP and 
Commonwealth Bank.  

“When you invest in quality stocks, 
price is only relevant if you need to 
sell.” David Rae

“Basically, price fl uctuati ons have only 
one signifi cant meaning for the true 
investor. They provide him with an 
opportunity to buy wisely when prices 
fall sharply and to sell wisely when they 
advance a great deal. At other ti mes he 
will do bett er if he forgets about the 
stock market and pays att enti on to his 
dividend returns and to the operati ng 
results of his companies.” Benjamin Graham

1) THE DIFFERENCE BETWEEN PRICE AND VALUE

Property
If we were to throw property into the mix 

(assuming the $100,000 was enough for a 
property) we might be looking at a rental yield 
of 5% which drops to around 4% after costs such 
as agent’s fees, land tax, insurance etc. are taken 
into account.

Fixed Interest
The forgotten investment! High term deposit 

rates have seen fixed interest virtually ignored in 
recent times. 

Currently high yields of around 7%-7.5% are 
available in quality bonds creating opportunities 
to increase income. 

There is income to be found, you just need 
to know where to look.

“To take advantage of a volati le 
market a benefi cial strategy is dollar 
cost averaging your way in.” David Rae

Attractive income returns can be found – it is 
a matter of knowing where to look. 

I was asked by a client recently “where is the 
best place to invest $100,000 if I need income? 
I’m thinking about shares but given everything 
I’ve been hearing in the news lately, maybe I’m 
better off with my money in the bank”.

It’s a great question and the answer is 
relevant not only for those with spare cash 
to invest but also those who already invested 
in the sharemarket. Let’s take a quick look at 
some options:

Cash
Over the past few months we’ve seen most of 

the banks dropping the rates on their fixed term 
deposits. Given the uncertainty we are seeing 
on global markets, they are betting that the next 
interest rate move by the Reserve Bank will be 
down. While 12 months ago you could get about 
6.5% for a 90 day term, this has now fallen to 
around 5.5% for 90 days. 

Shares
If we consider instead investing in one of the 

bank shares rather than deposits we’ll receive 
a dividend yield of around 7.5% based on the 
current price (using the example above). As tax 
has already been paid at the company rate of 
30% we get a franking credit.  

The pre-tax income to compare to our term 
deposit is known as the grossed up yield and in 
this case is 10.7% – which is more than 5% above 
the current term deposit rate.

”But hasn’t the sharemarket just been 
going down lately?” my client asked. We’ve 
certainly seen global pressures and fear drive 
markets around the world including our own 
lower recently. 

The question though was – where is the 
best place to invest for income? Unless you 
think the banks are going to significantly drop 
their dividends then high yielding shares look 
attractive right now. 

2) FOCUS ON INCOME


