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Of late, the headlines on dividends has been primarily focused on the proposed removal
of some of the more favourable tax treatments should the Labor Party get elected to
power. While franking credits on dividends certainly enhance the attraction of dividends
received from Australian companies to many investors, we believe there are many other
important reasons why the dividend income earnt from an equity portfolio will always
remain an important element to consider when constructing an equity portfolio.

In our opinion, there are three key reasons why dividends have always been and will continue to be an
important component for investors to consider:

e Dividends are a more reliable source of return from an Australian equity portfolio
e The level of dividends received is not impacted by the level of the sharemarket
e The dividend yield on stocks can act as a ‘safety net’ at times of volatility

In this paper we look at each of these points in more detail.

Dividends are a more reliable source of return

Over the long term, returns from an equity portfolio come from 2 sources — the capital appreciation from the
shares held in the portfolio as well as the dividends received from the shares held.

It is interesting to note that when one analyses the returns from the Australian sharemarket for the ASX 300 of
these two components of returns over the last 20 and 40 years the results are as follows:

Total ASX300 return +8.3% +11.1%

Source of return:

Capital Growth +3.9% +6.6%
Dividend Income +4.4% +4.5%
% of returns of ASX 300 from dividends 53% 40%

Source: Calculated using IRESS data indices

The importance of the dividend component of an Australian equity portfolio to investors is evident as seen
from the table above where almost half of the returns from the Australian sharemarket in the last 20 and 40
years have come from dividends.



The level of dividends received are not impacted by the level of the sharemarket

While the level of capital returns from an equity portfolio over any defined period generally depends on the
movement in the sharemarket, the level of dividends received by an investor from an equity portfolio is
dependent on the performance of the underlying companies’ earnings, not the movement in share prices.

The level of dividends and the dividend payout ratio of any company is set by the Board of the company and
is generally a reflection of the overall profitability of a company and is independent on the level of its share
price.

This is an important point to remember as it means that in negative periods in the sharemarket, an investor’s
level of dividends from a diversified portfolio — if made up of quality companies with the right attributes —
should not vary greatly from year to year and is irrelevant of what is happening on the overall sharemarket.

The chart below demonstrates this clearly by comparing the volatility of the level of capital return to the level
of dividend from the ASX 300 over the last 20 years.

Chart 1: volatility of returns of capital and income of the ASX 300 over 20 years
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This trend is again clearly shown when looking at a breakdown of the level of returns from the ASX 300 in
Chart 2 below. One can clearly see that the orange bar- the level of dividends paid from the ASX 300 — has
been much less volatile than the level of capital returns (the blue bar) from the ASX 300 over the last 20 years.

Chart 2: Income returns to shareholders from the past 20 years have remained consistent
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The key point to remember is that regardless of share price performance, the vast majority of companies in
the ASX 300 continue to pay dividends not independent on the mood of the sharemarket which to some
extent compensates sharemarket investors for a share price often beholden to the whims of the market.

The dividend yield on stocks can act as a ‘safety net’ at times of volatility

The movement in the sharemarket — particularly over shorter time periods of 6 to 12 months - is more often
than not dictated by the mood of investors - which in itself is impacted by things such as the predictions as to
the future level of economic activity, inflation and interest rates as well as perceptions of geopolitical stability.

Often what are with hindsight quite minor events from an economic standpoint can cause the mood of
investors to sour markedly and lead to large declines in the sharemarket. For example, Iraq’s invasion of
Kuwait in 1991 led to all sorts of gloomy predictions about an impending global recession by many market
analysts and economists.

Times of a perceived crisis can cause many investors to panic, and in such times the prices of most shares can
fall heavily initially as many investors/traders often reduce their overall level of sharemarket exposure by
rapidly selling many shares indiscriminately and independent of their quality. What I have observed over the
many years of investing is that once the panic subsides and some sort of normality is restored, those
companies with sustainable earnings that can support a healthy dividend stream are often the shares that can
recover the quickest.

The reason for this is fairly obvious — rational long-term investors are always attracted to companies that pay
a healthy dividend from a sustainable earnings stream as they understand that the level of returns from
dividends is not dependent on future share price performance.

In other words, once shares in quality companies fall to a level where the dividend yield is attractive, this will
often attract many long-term investors to buy these shares as they ‘lock in’ often attractive dividend yields,
despite a volatile sharemarket.

Conclusion

Dividends provide sharemarket investors with a consistent part of their total return and can also act as a
‘safety net’ in down trending markets.

While we acknowledge that the proposed changes to the tax-effective treatment of dividends in Australia via
franking credits is potentially a negative development, dividends will remain an important factor when
investing in the sharemarket as they will continue to provide investors with a relatively stable part of returns
through the delivery of real cash flow, irrespective of the market cycle.

As a bottom-up value manager, fundamentals are crucial to deciding which companies are included in IML's
portfolios - mainly the quality and transparency of the earnings, cash flow generation, gearing levels or
balance sheet strength — which ultimately is what is important in the level of dividends paid by companies.

While the information contained in this article has been prepared with all reasonable
care, Investors Mutual Limited (AFSL 229988) accepts no responsibility or liability for
any errors, omissions or misstatements however caused. This information is not

personal advice. This advice is general in nature and has been prepared without taking T
account of your objectives, financial situation or needs. The fact that shares in a I M I N v E s n R S

particular company may have been mentioned should not be interpreted as a
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recommendation to buy, sell or hold that stock.
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The Fund and investment objective

The Investors Mutual Equity Income Fund aims to provide exposure to a :
diversified portfolio of quality Australian shares for investors seeking a Morningstar Research
regular and relatively high income stream and lower levels of volatility report

relative to the ASX300 and capital growth over time. The fund applies IML’s
conservative, value based investment philosophy with a long term focus
and aims to deliver consistent returns to clients.

“Equity Income favours
higher-dividend paying
stocks; more

The Funds income objective is to provide a distribution yield in excess of importantly, it employs
2% above the S&P/ASX 300 Index on a rolling 4 year basis (after fees and a suite of option
expenses and before tax). The Funds risk objective is to deliver returns with strategies that boost
lower volatility than the S&P/ASX 300 on a rolling 4 year basis. income and diminish

volatility by sacrificing
Investment strategy upside.”

The objective of the Fund is to invest in quality Australian shares with
consistent and sustainable dividend yields and seek to enhance the income
to investors with conservative option strategies.

“Since the Equity
Income strategy was
implemented in this
vehicle in January 2011,

Income received each year based on initial $100k Investment* it has surpassed all
equity-income rivals
70,000 $65,608 that we’ve looked at,
whether they be active
60,000 or passive, fund or ETF,
option-users or not.”
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Morningstar Report
40’000 Oct 31, 2016
30,000
20,000
10,000

A AT N NN OO N I SN NN O OO NN N N
D I s T s T e s T e e e I e e, e e I e, e e e I e e B e B
OO OO0 O OO OO0 O OO0 O OO0 OO0 O OO0 OO O OO
R B R I B N N N N N N I N NN
A 0 N NO AN Q) WS 0 NN NO N OO s 0 ANM
OO O O O OO0 O OO0 O 10 O O OO OO O O

Source: Morningstar as at 31 March 2018

*This graph represents the dollar value of income received each year if you had invested
$100,000 at inception of the Fund on January 2011 and provides an accumulative dollar
amount of all income received as at 31 March 2018. Please also see the information on page
2 in relation to the methodology of this graph.

Investment process

Step 2 Step 3
et Review Stock Step 4
Quality process ‘ assessment Income
screening Identify and quality potential
opportunities scoring
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I‘M‘ INVESTORS

Fund Facts Portfolio Managers
ARSN 107 095 438 Anton Tagliaferro
APIR IMLOOO5AU Founder of IML
Inception 01 Jan 2011 Investment Director & Chief Investment Manager
Benchmark S&P/ASX 300 30+ years experience in the financial services
Accumulation Index industry
Portfolio Managers Anton Tagliaferro, Previously Fund Manager at Perpetual, County & BNP
Michael O’Neill & Michael O’Neill

Tuan Luu Portfolio Manager
Funds Under $ 778 million Joined IML in 2010
Management Previously Equities Analyst at Cannae Capital and an
Investment horizon Four to five years Actuary with the Commonwealth Treasury.
Minimum initial A$50,000
investment Tuan Luu
!thrr;um atc/idltlonal A$5,000 Portfolio Manager
nvestmen
I \; ti Joined IML in March 2017
re: emp !on 20+ years funds management experience
Distributions Quarterly Previously Fund Manager at Macquarie Funds Group
Performance fee Nil and equities trader at Credit Suisse and Gelber
Management fee 0.993% p.a.

of the net assets Ratings Platform Availability

of the fund Morningstar Analyst Rating™: SILVER Asgard, BT Wrap,
(includes GST) Lonsec: RECOMMENDED Colonial Fist Wrap,

Asset classgs Aust Equities Zenith: RECOMMENDED Macquarie Wrap, MLC
and allocation (50-100%) Wrap, Netwealth & North
range Cash (0-50%)

iml.com.au 1300 551132 iml@iml.com.au

MORNINGSTAR

© 2018 Morningstar, Inc. All rights reserved. Neither Morningstar, nor its affiliates nor their content providers guarantee the data or content
contained herein to be accurate, complete or timely nor will they have any liability for its use or distribution. To the extent that any of this
information constitutes advice, it is general advice and has been prepared by Morningstar Australasia Pty Ltd ABN: 95 090 665 544, AFSL:
240892 and/or Morningstar Research Limited (subsidiaries of Morningstar, Inc.) without reference to your objectives, financial situation or needs.
You should consider the advice in light of these matters and, if applicable, the relevant Product Disclosure Statement (in respect of Australian
products) or Investment Statement (in respect of New Zealand products) before making any decision to invest. Neither Morningstar, nor
Morningstar’s subsidiaries, nor Morningstar’'s employees can provide you with personalised financial advice. To obtain advice tailored to your
particular circumstances, please contact a professional financial adviser. Please refer to our Financial Services Guide (FSG) for more
information www.morningstar.com.au/fsg.asp

LONSEC

The Lonsec Rating (assigned 3 November 2017) presented in this document is published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL
421445. The Rating is a “class service” (as defined in the Financial Advisers Act 2008 (NZ)) or is limited to “General Advice” (as defined in the
Corporations Act 2001 (Cth)) and based solely on consideration of the investment merits of the financial product(s). In New Zealand it must
only be provided to “wholesale clients” (as defined in the Financial Advisers Act 2008 (NZ)). Past performance information is for illustrative
purposes only and is not indicative of future performance. It is not a recommendation to purchase, sell or hold Investors Mutual Limited
product(s), and you should seek independent financial advice before investing in this product(s). The Rating is subject to change without notice
and Lonsec assumes no obligation to update the relevant document(s) following publication. Lonsec receives a fee from the Fund Manager for
researching the product(s) using comprehensive and objective criteria. For further information regarding Lonsec’s Ratings methodology, please
refer to our website at: http://www.beyond.lonsec.com.au/intelligence/lonsec-ratings

ZENITH

The Zenith Investment Partners (“Zenith”) Australian Financial Services License No. 226872 rating (assigned June 2017) referred to in this
document is limited to “General Advice” (as defined by the Corporations Act 2001) for Wholesale clients only. This advice has been prepared
without taking into account the objectives, financial situation or needs of any individual. It is not a specific recommendation to purchase, sell or
hold the relevant product(s). Investors should seek independent financial advice before making an investment decision and should consider the
appropriateness of this advice in light of their own objectives, financial situation and needs. Investors should obtain a copy of, and consider the
PDS or offer document before making any decision and refer to the full Zenith Product Assessment available on the Zenith website. Zenith
usually charges the product issuer, fund manager or a related party to conduct Product Assessments. Full details regarding Zenith’s
methodology, ratings definitions and regulatory compliance are available on our Product Assessment’s and at
http://www.zenithpartners.com.au/RegulatoryGuidelines

INVESTORS MUTUAL LIMITED

Investors Mutual Limited (AFSL 229988) does not guarantee the performance of any Fund, repayment of capital or any particular rate of return.
In the graph on page 1, no allowance has been made for tax. Past performance is not indicative of future performance. Returns can be volatile,
reflecting the falls and rises in the value of the underlying investments. Investors Mutual Limited is the Responsible Entity of the Investors
Mutual Equity Income Fund (Fund). Potential investors and investors should consider the Product Disclosure Statement (PDS) and Investment
Guide (IG) before deciding whether to invest or continue to invest in the Fund. Applications can only be made on the form accompanying the
PDS and IG dated 21 September 2017. The PDS and IG is available on the IML website at http://www.iml.com.au/how-to-invest/pds-and-
forms.Investors should seek independent advice as to the suitability of the Fund for their investment needs. This is general information only and
does not take into account your investment objectives, financial situation or needs.



http://www.iml.com.au/how-to-invest/pds-and-forms
http://iml.com.au/IML/main/index.php?select=pds
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