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Income Portfolio weathers 
the storm 

Nathan Bell, CFA

The Income Portfolio aims to deliver reliable dividends in all weather. Having 
risen 2.5% while the index is down 2.0%, it’s riding the storm nicely.

According to the Westpac-Melbourne Institute Index of Consumer Sentiment, the proportion 
of Australians now rating bank deposits as the wisest investment (32%) has been exceeded only 
twice since 1979. And only 8.4% of people now believe shares to be the wisest investment.

You can hardly blame them. With the prospect of sovereign debt defaults, faltering 
house prices, the sharemarket plumbing nine-month lows and talk of a second banking 
crisis, there’s plenty to worry about.

Table 1: iNcOMe pOrTfOliO
sTOck purchase price aT lasT recO.—issue #  shares Value 
(asX cOde) price  30/06/11 (price aT reView)  ($) 
 ($) ($) 

abacus prOperTy GrOup (abp) 2.13 2.31 Hold—323 ($2.21) 2,350 5,428.50

ausTralaNd (alZ) 2.40 2.86 Hold—313 ($2.98) 1,560 4,461.60

ausTralaNd asseTs (aaZpb) 70.29 91.50 Hold—304 ($89.99) 100 9,150.00

challeNGer iNfra. fuNd (cif) 1.53 1.02 Buy—323 ($0.94) 3,600 3,672.00

fOsTer’s GrOup (fGl) 4.06 5.15 Hold—322 ($5.14) 1,250 6,437.50

iNfOMedia (ifM) 0.52 0.22 Hold—314 ($0.26) 20,000 4,300.00

Map GrOup (Map) 2.58 3.34 Long Term Buy—322 ($3.44) 3,280 10,955.20

MeTcash (MTs) 4.09 4.15 Long Term Buy—321 ($3.90) 2,500 10,375.00

plaTiNuM asseT MMT (pTM) 4.30 4.12 Long Term Buy—314 ($4.74) 1,500 6,180.00

Qbe iNsuraNce (Qbe) 20.64 17.25 Buy—322 ($16.65) 700 12,075.00

serVcOrp (srV) 3.35 2.85 Long Term Buy—314 ($2.90) 1,800 5,130.00

seVeN NeT. Telys4 (sVwpa) 84.11 90.00 Hold—309 ($88.45) 93 8,370.00

spark iNfrasTrucTure (ski) 1.05 1.29 Long Term Buy—320 ($1.18) 7,000 9,030.00

sTw cOMMuNicaTiONs (sGN) 0.73 1.03 Take Part Profits—319 ($1.10) 7,000 7,175.00

Treasury wiNe esTaTes (Twe) 3.21 3.40 Hold—319 ($3.26) 417 1,417.80

washiNGTON h sOul paTTs. (sOl) 9.03 13.10 Long Term Buy—308 ($13.18) 700 9,170.00

wesTfield GrOup (wdc) 16.65 8.66 Long Term Buy—322 ($8.81) 1,086 9,404.76

wesTfield reTail TrusT (wrT) 2.75 2.71 Long Term Buy—322 ($2.65) 2,343 6,349.53

wesTpac baNkiNG cOrp. (wbc) 22.63 22.26 Hold—321 ($21.57) 320 7,123.20

whk GrOup (whG) 0.91 0.92 Buy—319 ($0.885) 5,500 5,060.00

wOOlwOrThs (wOw) 26.19 27.75 Long Term Buy—317 ($27.00) 400 11,100.00

cash (aVailable fOr iNVesTMeNTs)      17,216.56

pOrTfOliO Value 169,581.65

cash (lifeTiMe diVideNds receiVed) 102,032.23

TOTal pOrTfOliO Value 271,613.88
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key pOiNTs

Portfolio has outperformed in a falling market

Trades kept to a minimum, keeping a sizeable cash 
balance

12 of current 21 stocks in portfolio on buy list

pOrTfOliO pOiNT

We recommend limiting your portfolio 
exposure to no more than 10% in bank stocks. 
And no more than 15% in other financials 
such as insurance companies and fund 
managers, for a total of 25%. 
Whilst the big four offer attractive yields, the 
risks that they entail need to be minimised, 
which is why the 4% position in Westpac is 
our only bank holding. Were we to start a 
portfolio from scratch today, it wouldn’t have 
any bank holdings.
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In conditions like this our Income Por t folio should thrive. Built from a  
collection of reliable, blue chip businesses with sound balance sheets delivering  
high yields, the strategy is for it to deliver a steady, growing income stream sufficient  
to fend off inflation. In jittery markets, investors are typically attracted to exactly  
these types of stocks, which is why our Income Portfolio has outperformed in the last  
six months.

As resources stocks and cyclicals fell, dragging the All Ordinaries Accumulation Index 
down 2.0% in the six months to 30 June, the Income Portfolio rose 2.5%. Over the longer 
term, it’s performed even better, returning an average of 13.6% per year since inception 
in July 2001, versus 7.8% for the All Ordinaries Accumulation Index (see Chart 1).

Dividends of $5,240 were collected over the half, putting the portfolio on a yield of 
6.2%, substantially higher than the index’s 4.2%. Overall, it’s been a successful period. 
Let’s see what drove those returns.

Infomedia was the worst performer, falling 19% as the looming expiration of its foreign 
currency hedges threatens profits. Platinum Asset Management dropped 17% as its 
earnings are highly leveraged to stock prices. Challenger Infrastructure Fund also lagged, 
falling 15%. But, as explained in Challenger Infrastructure’s flaming buy (Buy—$0.94,), 
it’s looking more attractive as a result. Servcorp and Westfield were two more offenders, 
declining 12% and 10% respectively.

As for the success stories, sizeable positions in MAp Group and Spark Infrastructure 
paid off, rising 12% and 14% as their monopolistic infrastructure assets continued to 
mint cash. In a prescient reminder that excess risk isn’t necessary to earn outsized returns, 
cornerstone holdings in grocery businesses Metcash and Woolworths held steady.

The portfolio’s four income stocks—Seven TELYS4, Australand ASSETS, Southern Cross 
SKIES and Dexus RENTS—all posted positive returns after dividends. The latter two were sold 
in the half, providing handy capital gains (see Table 2). The purchase of WHK Group, a stock 
recently upgraded to Buy, was the only other transaction for the half (see Tax loss transactions).

Table 2: iNcOMe pOrTfOliO TraNsacTiONs
sTOck (asX cOde) buy/sell NO. Of shares price ($) Value ($) daTe

Treasury wiNe esTaTes (Twe) Demerged 417 0 0 10/05/2011

deXus reNTs (dXrpa) Sell 56 96.70 5,415 27/05/2011

sOuTherN crOss skies (sakha) Sell 55 100.15 5,508 3/06/2011

whk GrOup (whG) Buy 5,500 0.91 5,005 30/06/2011

TiMbercOrp cOrp. bONds (TiMhb) Capital return/Removed 97 56.00 5,432 30/06/2011

TiMbercOrp cONV. NOTes (TiMG) Removed 168 0 0 30/06/2011

NeT sales 11,350.45 

In March Timbercorp Corporate Bonds paid a capital return of $56 per security (see 
this update from 09 Mar 11). We’re recognising the receipt of $5,432 from the portfolio’s 
97 securities but have excluded it from the calculation of the portfolio’s six-month returns. 
This is to avoid distorting short term performance (it adds 3.3% to the already impressive 
4.5% outperformance), although the cash is included in the returns since inception. As 
further distributions are unlikely, we’re also removing these bonds and the 168 Timbercorp 
Convertible Notes from the portfolio. If there are more developments in the administration 
process, we’ll alert you to them.

That leaves the portfolio with $17,217 in cash (dividends are assumed to be spent on 
bills and groceries, not new stocks), a suitable sum that we’d hope to deploy if markets 
continue to sink over the next few months. 

Finally, note that of the current 21 stocks in the Income Portfolio, 12 currently reside on 
our buy list. That’s another advantage of the current market uncertainty: if you’re looking to 
build an Income Portfolio from scratch, or simply strengthen an existing basket of stocks, 
now is a good time to do so.

Look out for an update on the Growth Portfolio in the coming days. 

Disclosure: Staff members own many of the stocks mentioned above. For a full list of holdings, see 
disclosure on page 24. First published online 6 Jul 2011.

Dividends of $5,240 were 
collected over the half, putting 
the portfolio on a yield of 6.2%, 
substantially higher than the 
index’s 4.2%. Overall, it’s been 
a successful period. 

waNT TO kNOw MOre?

From now on, our six-monthly portfolio 
updates will be published as regular articles, 
not special reports. See the ‘Latest portfolio 
reviews’ box at the bottom right of Intelligent 
Investor’s home page or the dedicated 
Portfolios area of the website for all recent 
portfolio reviews and transactions.
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charT 1: iNcOMe pOrTfOliO Vs all 
Ords accuM. iNdeX

http://www.intelligentinvestor.com.au/portfolios/income/
http://www.intelligentinvestor.com.au/articles/Challenger-Infrastructure-Fund-CIF/Challenger-Infrastructure-s-flaming-buy.cfm?articleID=6529595
http://www.intelligentinvestor.com.au/articles/323/Tax-loss-transactions.cfm
http://www.intelligentinvestor.com.au/articles/Timbercorp-Bonds-TIMHB/Stocks-in-Brief-6469812.cfm?articleID=6469812
http://www.intelligentinvestor.com.au/current-recommendations/buy/
http://www.intelligentinvestor.com.au/portfolios/growth/
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Volatility favours  
Growth Portfolio 

Nathan Bell, CFA

Volatility makes most investors nervous. It shouldn’t. With more stocks in this 
portfolio now sporting buy recommendations, there’s reason for optimism.

Volatility, the collective expression of Mr Market’s inability to make up its mind, instead 
getting drawn to the latest, rather than the most important, news is often seen as a bad 
thing. In fact, if the collective wisdom of thousands of investors can’t establish what an 
asset might be worth, mispricing is more likely.

That offers value investors—people more likely to dispense with sentiment and establish 
an intrinsic value—an opportunity to offload stocks at prices more than they’re worth and 
to acquire new stocks at prices for less than their value.

Over the past six months, that’s exactly what we’ve done in the Growth Portfolio, which 
explains why, despite the portfolio falling 2.1% over the past six months, against the All Ordinaries 
Accumulation Index’s 2.0% decline, there’s no reason to be dissatisfied with its performance.

Although the market hasn’t yet recognised it, recent changes to the portfolio have 
increased its intrinsic value. Six months ago, 54% of the portfolio resided in stocks on 
which we had positive recommendations. That proportion is now 67%, with three stocks, 
compared to one in December, now carrying outright Buy recommendations.

It’s true that many of the stocks we’ve recently purchased have recently fallen in price. 
They may continue to do so, in which case there’s a reasonable chance we’ll look wrong for 
a while. But while good decisions can go unrecognised temporarily, over the long run they 
should be vindicated (a key reason why it’s necessary to focus on long term performance).

Indeed, the Growth Portfolio’s long run performance is stronger, returning 8.3% per 
annum since inception in August 2001 and meeting its goal of outpacing the All Ordinaries 
Accumulation Index, which returned 7.7%.

Table 1: GrOwTh pOrTfOliO TraNsacTiONs
sTOck  buy/sell  NO. Of shares  price ($)  Value ($)  daTe

OceaNia capiTal (Ocp)  Sell  720  1.55  1,116  24/02/2011

iNG priVaTe eQuiTy (ipe)  Sell  8,700  0.315  2,741  17/03/2011

arb cOrpOraTiON (arp)  Sell  1,000  8.42  8,420  14/04/2011

wesTfield reTail TrusT (wrT)  Sell  1,859  2.59  4,815  14/04/2011

fliGhT ceNTre (flT)  Sell  200  22.93  4,586  14/04/2011

wOOlwOrThs (wOw)  Buy  430  26.68  11,472  14/04/2011

News cOrp NON-VOTiNG (NwslV)  Buy  710  16.20  11,502  14/04/2011

spark iNfrasTrucTure (ski)  Buy  6,493  1.15  7,434  14/04/2011

sTw cOMMuNicaTiONs (sGN)  Sell  10,000  1.10  11,000  11/05/2011

rhG GrOup (rhG)  Sell  10,000  1.26  12,600  12/05/2011

challeNGer iNfrasTrucTure (cif)  Buy  9,000  0.94  8,460  30/06/2011

cOMpuTershare (cpu)  Buy  1,000  8.85  8,850  30/06/2011

One more fact about that performance is satisfying. During the life of the portfolio, it 
has generally been ‘underweight’ resources for conservatism’s sake. An average of 9% of 
the portfolio has been invested in the sector versus 16% for market as a whole.

Over that time resources, as measured by the S&P/ASX 300 Metals and Mining 
Accumulation Index, have returned 17.6% per annum. With only half as much invested 
in resources, we’ve been handicapped. The outperformance has come not from being in 
the right sector at the right time, but from picking individual stocks well.

To see what will drive future returns, we need to examine recent transactions,  
of which there have been plenty. More than 20% of the portfolio was turned over during the half.

The bigger transactions included the trimming of ARB Corporation as it rose to $8.42 

key pOiNTs

Volatility can bring mispricings

Short term share price moves can obscure business 
performance

Portfolios hold stocks that are worth buying now

 Indeed, the Growth 
portfolio’s long run performance  
is stronger, returning 8.3% per 
annum since inception … and  
meeting its goal of outpacing  
the All Ordinaries Accumulation  
Index, which returned 7.7%.

http://www.intelligentinvestor.com.au/portfolios/growth/
http://www.intelligentinvestor.com.au/current-recommendations/buy/
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a share and more than 10% of the portfolio (see Growth Portfolio spends up, issue 317). 
The sale of STW Communications to reinvest in greener pastures (see this update of 
11 May 11) was also significant, as was cashing in on RHG at more than four times our 
purchase price (see RHG finally gets the message, issue 318).

The resulting cash was deployed into five new positions. In Growth Portfolio spends up 
of 15 Apr 11, we explained the rationale behind substantial purchases of Woolworths, 
electricity distributor Spark Infrastructure and News Corp. More recently, global share 
registrar Computershare was added (see Tax loss transactions, issue 323), and the 
final purchase was the riskier but potentially more rewarding investment in Challenger 
Infrastructure Fund (see Challenger Infrastructure’s flaming buy, issue 323).

As for the performances of the individual stocks, the worst by far were the speculative resources 
plays. Gold miners Catalpa Resources, Integra Mining, and Silver Lake gave back their prior 
gains, falling 31% and 39% and 16%, respectively, while oil and gas explorer AWE dropped 28%.

Table 2: GrOwTh pOrTfOliO
cOMpaNy NaMe  purchase  price lasT recOMMeNdaTiON— shares Value % Of 
(asX cOde) price ($) aT issue # (price aT reView)  ($) pOrT 
 ($) 30/6/11    -fOliO

abacus prOperTy (abp)  2.13  2.31  Hold—323 ($2.21)  3,060  7,069  3.2%

arb cOrpOraTiON (arp)  3.05  7.57  Hold—313 ($7.80)  2,000  15,140  6.9%

arisTOcraT leisure (all)  4.01  2.42  Buy—319 ($2.73)  3,000  7,260  3.3%

ausTralaNd (alZ)  2.40  2.86  Hold—313 ($2.98)  2,180  6,235  2.8%

awe (awe)  2.55  1.28  Speculative Buy—318 ($1.61)  4,175  5,323  2.4%

brickwOrks (bkw)  12.45  10.20  Long Term Buy—321 ($10.42)  600  6,120  2.8%

caTalpa (cah)  1.49  1.36  Hold—322 ($1.475)  1,300  1,768  0.8%

challeNGer iNfra. (cif)  0.94  1.02  Buy—323 ($0.94)  9,000  9,180  4.2%

cOchlear (cOh)  19.04  72.00  Hold—313 ($76.18)  200  14,400  6.6%

cOMpuTershare (cpu)  8.85  8.87  Long Term Buy—322 ($9.19)  1,000  8,870  4.0%

csl (csl)  32.34  33.06  Long Term Buy—315 ($33.97)  150  4,959  2.3%

elders pref.  (eldpa)  55.55  41.60  Speculative Buy—322 ($44.00)  70  2,912  1.3%

harVey NOrMaN (hVN)  2.63  2.49  Long Term Buy—314 ($3.04)  2,650  6,599  3.0%

iNfOMedia (ifM)  0.53  0.22  Hold—314 ($0.26)  25,800  5,547  2.5%

iNTeGra MiNiNG (iGr)  0.24  0.44  Hold—323 ($0.44)  4,100  1,804  0.8%

MacQuarie GrOup (MQG)  28.50  31.25  Long Term Buy—318 ($34.87)  150  4,688  2.1%

Map GrOup (Map)  2.06  3.34  Long Term Buy—322 ($3.44)  4,027  13,450  6.1%

News cOrp class a (NwslV)  16.20  16.25  Long Term Buy—320 ($16.39)  710  11,538  5.3%

perpeTual (ppT)  28.60  24.93  Long Term Buy—323 ($24.50)  171  4,263  1.9%

plaTiNuM asseT MGMT (pTM)  5.49  4.12  Long Term Buy—314 ($4.74)  2,700  11,124  5.1%

Qbe iNsuraNce (Qbe)  20.34  17.25  Buy—322 ($16.65)  750  12,938  5.9%

serVcOrp (srV)  2.96  2.85  Long Term Buy—314 ($2.90)  1,636  4,663  2.1%

silVer lake (slr)  1.17  2.00  Speculative Buy—322 ($1.80)  1,700  3,400  1.5%

sONic healThcare (shl)  10.03  12.87  Hold—317 ($12.63)  1,000  12,870  5.9%

spark iNfra. (ski)  1.15  1.29  Long Term Buy—320 ($1.18)  6,493  8,376  3.8%

Tap Oil (Tap)  0.53  0.83  Speculative Buy—318 ($0.98)  4,600  3,818  1.7%

wesTfield GrOup (wdc)  10.40  8.66  Long Term Buy—322 ($8.81)  695  6,019  2.7%

wOOlwOrThs (wOw)  26.68  27.75  Long Term Buy—317 ($27.00)  430  11,933  5.4%

cash              7,194  3.3%

TOTal               219,456  

Other losers included Perpetual, Platinum Asset Management and Macquarie 
Group, which fell between 15 and 20%, as lower stock prices and reduced corporate 
activity threaten profits. The average return of all stocks in the Growth Portfolio was -8.6%, 
indicating that many fared poorly. But the fact that the portfolio fell only 2.1% brings us to 
an important point. While some riskier stocks posted substantial declines, their prudently 
low portfolio weightings minimised the damage.

To see what will drive 
future returns, we need to 
examine recent transactions, of 
which there have been plenty. 
More than 20% of the portfolio 
was turned over during the half.
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http://www.intelligentinvestor.com.au/articles/317/Growth-portfolio-spends-up.cfm
http://www.intelligentinvestor.com.au/articles/RHG-Group-RHG/RHG-finally-gets-the-message.cfm?articleID=6523372
http://www.intelligentinvestor.com.au/articles/317/Growth-portfolio-spends-up.cfm
http://www.intelligentinvestor.com.au/articles/323/Tax-loss-transactions.cfm
http://www.intelligentinvestor.com.au/articles/Challenger-Infrastructure-Fund-CIF/Challenger-Infrastructure-s-flaming-buy.cfm?articleID=6529595
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On the other hand, the larger positions afforded high quality businesses performed 
well. Hefty 5–6% stakes in Woolworths, Sonic Healthcare and MAp Group returned 
4%, 11% and 12%, respectively. Spark Infrastructure also gained 12% and the portfolio’s 
largest holding, ARB Corporation, rose 3%.

Dividends of $4,200 were also banked during the half, which leaves $7,194 in cash—
about 4% of the portfolio—waiting to be deployed. Though the post-30 June sale of Catalpa 
(see Panning for profits: Stocks to avoid, issue 324) and perhaps $4,000–$5,000 of upcoming 
dividends will replenish the kitty, there isn’t too much available for future purchases.

With so many undervalued stocks in the portfolio, the list of candidates for sale is also 
short. Unless compelling bargains prompt us to sell out of some current stocks with Hold 
recommendations, we’ll probably be less active over the next few months than we have 
in the period just ended. Of course, if emotion gets the better of Mr Market and volatility 
continues, that may quickly change. 

Disclosure: Staff members own many of the stocks mentioned above. For a full list of stocks owned, see the 
staff portfolio page of the website. First published online 18 Jul 2011.

http://www.intelligentinvestor.com.au/articles/comparative-review/Panning-for-profits-Stocks-to-avoid.cfm
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