
Diligence earns its rewards
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benchmark over the longer term. Diligence in stock
selection and diligence from the management teams of the
individual companies make all the difference over a longer
period of time—with luck becoming less of a factor.

As we explained in the last portfolio update, the two
portfolios are now reaching an age where a realistic
measurement of performance can be made. And we’re
pleased to say that both are performing well.

New opportunities
Our Income Portfolio has conservative investors in

mind—those who are looking for a steady diet of fully
franked dividends with a focus on capital protection. And
while the Income Portfolio has provided handsome capital
gains, dividends and capital protection remain the main
goals. It’s been great to see some new opportunities
appearing in recent years, and the portfolio now holds
17 stocks, compared with only 10 stocks two years ago.
Diversification is an important weapon in the conservative
investor’s arsenal.

Our Growth Portfolio is something of a best ideas
portfolio. It’s designed for those prepared to take a little
more risk in pursuit of returns consisting of both dividends
and capital gains. One of those ‘best ideas’ we wish had
passed us by was a small punt on Croesus Mining, which
recently went into administration. We’ve assumed it will be
worth nothing in our numbers, and sadly that’s how things
will probably end up. But a carefully selected portfolio can
afford to have the occasional blow-up and still turn out
OK—as demonstrated by the Growth Portfolio’s
outperformance since the start of the year.

We’ve explained many times that it’s surprising to see
the Income Portfolio outperforming the Growth Portfolio
since inception. But, as the last six months have shown,
that might not always be the case. In theory, the Growth
Portfolio should outperform over time. But in theory
Australia shouldn’t have qualified for the last sixteen of the
soccer World Cup. Anyhow, it’s time to get down to the
individual portfolios and see how they’ve done.

According to a Chinese proverb, ‘a great fortune
depends on luck, a small one on diligence’. We hope the
Chinese don’t mind us spinning their wise counsel, but
we’ve always held the belief that a quick fortune depends
on luck, a slow one on diligence. Regardless of the
difference, we’ve always tried to apply diligence to our
investing and to aim for a small fortune over the long
term—and, you never know, we might get a little luck along
the way.

Over the years, our Income and Growth portfolios have
had more than their share of luck, and that run has
continued over the past six months, helping both portfolios
to beat the benchmark All Ordinaries Accumulation Index.

Take Roc Oil, for example, which is now the Growth
Portfolio’s largest holding. This stock benefited from a
major slice of luck when a prospect drilled in the South
China Sea turned out to be a gusher. Its intrinsic value and
share price have both risen dramatically, with the latter up
67% since the start of the year. This helped the Growth
Portfolio gain 11% in the half, versus 7.5% for the
benchmark, despite a large mishap elsewhere, which we
discuss below.

But while luck played a part, diligence remains the
watchword. It was diligence that led us to Roc Oil in the
first place three years ago; it was diligence from Roc’s

management that led to its drilling in the South China Sea;
and it’s by diligence again that we continue to recommend
the stock as a Buy, because it’s still undervalued by our
reckoning—see issue 200/May 06 (BUY—$3.64) for further
details. Not a lot needs to go right to justify today’s
higher price.

The same applies to the Income Portfolio. During the
first few weeks of June, the markets issued a reminder that
has been all too rare in recent years—they don’t just keep
going up. Periods of falling share prices and fear are as
certain to follow optimism as flood follows drought.

In difficult times, conservative stocks tend to
outperform the riffraff. Hence the Income Portfolio has
held its own in recent weeks and has managed, with a little
luck of its own, to beat the benchmark over the past six
months. But it’s diligence that has enabled it to pound the

‘06
JUN

AS AT 30 JUNE 2006

SHOPTALK All Ordinaries Accumulation Index—A proxy

for the return produced by the overall sharemarket, with all

dividends reinvested. If you include dividends in your own

return calculations, as we do, then this is the appropriate

index for comparison.

Overall portfolio performance as at 31 Dec 05

DATE OF ANNUAL % CHANGE SINCE % CHANGE SINCE

INCEPTION INCEPTION [ALL ORDS] 31/12/2005 [ALL ORDS]

Growth Aug 01 14.1 [12.8] 11.3 [7.5]

Income Jul 01 25.0 [12.9] 10.0 [7.5]
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Growth Portfolio turns a blizzard into a breeze
Taking a bird’s eye view, the portfolio achieved a total

return of 11.3% over the half, a handy gain over the
benchmark All Ordinaries Accumulation Index’s 7.5%
return. Although dividends aren’t the main aim of this
portfolio, they do make up a significant percentage of the
expected returns from some of the stocks we’re invested in,
such as Infomedia and Westfield Group. So the dividends
of $2,310 received since the start of the year definitely
won’t go astray and we look forward to more.

The portfolio has achieved an annual return of 14.1%
since its inception in mid-2001, beating the benchmark’s
12.8% by a small amount. A modest outperformance will

A couple of big winners and a wipe-out have combined
to deliver a decent return over the past six months.

American rockers Incubus proclaimed that ‘a bird’s eye
turns a blizzard into a breeze’ and followers of our Growth
Portfolio can probably empathise with them. Many of the
individual stocks in our ‘portfolio of best ideas’ had a
tumultuous six months, but the combined effect was
pleasing and relatively steady.

Our small investment in Croesus Mining has been a
shocker and we’re sorry both to have recommended it to
subscribers and to have lost money on it ourselves. But we
made up for it with several big winners.

Hearing implant maker Cochlear was up 19% in the half,
and is a stock we plan to hold for the very long term. We’ve
received a few queries from subscribers on whether it’s
time to get out of this one, bought for less than $20 a few
years back. Our recommendation is currently Hold, but
we’re much closer to upgrading than downgrading, such is
the quality of its business and the predictability of its growth.

Roller-coaster ride
After a roller-coaster ride, the much more speculative

Betcorp is up 19% over the half, adjusted for a 1-for-10
stock consolidation. Automotive software group Infomedia
also had a good run, up 20% before counting its generous
fully franked dividend. But the biggest winner for the half
was Roc Oil, which rose 67% (see Stock Focus on page 3).
The gains on this stock alone made up for the loss on
Croesus almost twice over. More modest gains or small
losses were experienced by the remainder of the portfolio.

Growth Portfolio—Returns

SINCE INCEPTION AVERAGE ANNUAL LAST 6 MONTHS

Portfolio return 90.4% 14.1% 11.3%

All Ords Accum. 80.4% 12.8% 7.5%

Growth Portfolio current status

COMPANY NAME (ASX CODE) PURCHASE PRICE ($) PRICE ($) AT 30/6/06 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ARB Corporation (ARP) 3.05 3.15 Long Term Buy—200 ($3.21) 3,000 9,450.00

Betcorp (BCL) 3.05 3.70 Speculative Buy—201 ($3.79) 820 3,034.00

Burns Philp (BPC) 0.965 0.915 Long Term Buy—200 ($0.97) 8,000 7,320.00

Cochlear (COH) 19.04 54.63 Hold—199 ($53.25) 420 22,944.60

Croesus (CRS) 0.374 0 Hold—203 (Suspended) 14,300 0.00

Fantastic Holdings (FAN) 3.25 2.70 Hold—195 ($3.18) 2,200 5,940.00

Futuris (FCL) 1.49 2.10 Hold—194 ($2.36) 4,000 8,400.00

Flight Centre (FLT) 12.21 9.93 Buy—200 ($9.71) 1,050 10,426.50

Infomedia (IFM) 0.58 0.625 Buy—200 ($0.60) 18,400 11,500.00

Macquarie Bank (MBL) 30.76 69.00 Hold—203 ($69.26) 250 17,250.00

ROC Oil (ROC) 1.36 4.23 Buy—203 ($3.90) 6,080 25,718.40

STW Communications (SGN) 2.91 2.81 Long Term Buy—201 ($2.91) 3,685 10,354.85

Westfield Group (WDC) 12.60 17.33 Long Term Buy—202 ($16.65) 640 11,091.20

Cash 47,018.75

Total 190,448.30

STOCK FOCUS—Cochlear (COH)

No Australian company offers such excellent and

predictable prospects for growth as this world-leading

supplier of hearing implants. It is, by a slim margin, the

second-largest investment in the Growth Portfolio. In a

business based on reputation and design excellence, no other

player in this market comes close, which explains Cochlear’s

almost 70% global market share.

Management is excellent, debt is low, and margins and

return on capital are impressive. The only thing a value

investor might baulk at is the stock’s PER of 30-plus, but

that doesn’t necessarily mean it’s expensive.

We’re pleased to say, though, that we managed to buy it

at undeniably cheap prices back in 2004, and it’s the thought

of finding more opportunities like this that keeps your analysts

skipping into work each morning. Buying great stocks when

they become available at knock-down prices and holding for

the long run is value investing at its best. The stock is up a

touch since issue 199/May 06 (HOLD—$53.25) and, as we

noted above, we’re closer to upgrading than downgrading

from our current recommendation of HHOOLLDD.
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It’s designed for conservative income investors, but this
portfolio has delivered useful capital gains.

Explaining the aims of our Income Portfolio would put
the average day trader to sleep. We look for simple,
predictable businesses; we want good management; and
we don’t want to see much debt on the balance sheet. From
such businesses, we want to see plenty of fully franked
dividends flowing to shareholders. And we want a purchase
price that offers a decent yield. After all, the groceries aren’t
going to pay for themselves.

If you share these aims, you might find the Income
Portfolio particularly suitable. You may be wondering,
though, why the ‘transactions’ table displays activity levels
that might wake the average day trader up again—almost.
In all we’ve completed 15 individual transactions compared
with just one in the prior half year.

Buying low, selling high
If we were spin doctors, we might say it was a period of

consolidation, and that we’ve now set the foundations for
growth. But the simple truth is that we happened across a
whole bunch of individual opportunities to buy low and sell
high. We sold down Santos and sold out of Leighton, as
neither look cheap and we didn’t want the risk. Mortgage
Choice was also trimmed after rising 150%. Miller’s Retail,
which hasn’t paid a dividend for a few years, was lobbed

out after it got back to a reasonable price and CBA PERLS
were redeemed by the bank. On the buy side, we loaded
up on Telstra, MMC Contrarian—since downgraded to
Hold—and Wilson Investment Fund, on two occasions
each, as well as Colorado—also since downgraded—Ten
and GWA International.

Hopefully we can now calm down again, as we’re
happy with the way things stand. Three of the big four
banks are core holdings, making up 16% of the portfolio.

We advised subscribers not to hold much more than 15%
of their portfolio in such stocks, but we’re comfortable
with this amount.

Only one of the stocks fell more than a few per cent
over the half. The 17% fall in Ten’s share price has been
disappointing, but we’re confident of its prospects and will
enjoy its juicy yield in the meantime. Not many stocks went
up significantly either. Infomedia rose 20% and Miller’s
Retail rose 37% before we flogged it in March. Everything
else was very boring, which is just the way we like it.

Growth Portfolio—Transactions

STOCK BUY/SELL NO. OF SHARES PRICE VALUE ($)

Burns Philp (BPC) Buy 8,000 0.965 7,720.00

Croesus Mining (CRS) Buy 1,300 0.26 338.00

Futuris (FCL) Sell 4,045 2.36 9,546.20

Leighton Holdings (LEI) Sell 450 17.70 7,965.00

Miller's Retail (MRL) Sell 10,100 1.70 17,170.00

Net Sales 26,623.20

Income Portfolio delights in dividends

[ CONTINUED ON PAGE 4 ]

Income Portfolio—Returns

SINCE INCEPTION AVERAGE ANNUAL LAST 6 MONTHS

Portfolio return 175.3% 25.0% 10.0%

All Ords Accum. 82.8% 12.9% 7.5%

remain our noble aim, as that adds up to a significant
amount over the long term.

There were several transactions over the half, which we
reported as they were enacted. We bought shares in Burns
Philp after our upgrade in issue 199/May 06 (LONG TERM

BUY—$0.97). It looks cheap compared with the value of its
assets, and backing Graeme Hart has proven profitable over
the years. We also, sadly, participated in the Croesus capital-
raising earlier in the year. But we made bigger sales, selling
Futuris, Leighton Holdings and Miller’s Retail.

As a result, the portfolio is sitting on a cash pile of
$47,019. There are a few opportunities on the radar,
including some of the smaller holdings already in the
portfolio, such as Burns Philp. But there’s no rush to spend
the money—a little liquidity could go a long way if the
stockmarket took a dive.

For those wishing to start a similar portfolio, plenty
of the stocks in the Growth Portfolio currently attract a
positive recommendation—so now’s as good a time as
any to get started.

STOCK FOCUS—Roc Oil  (ROC)

It’s not typical that a small oil company becomes the

largest holding in one of our portfolios, but Roc Oil is not a

typical small oil company. Each year, the group’s portfolio of

oil assets around the world improves a little, thanks to the

excellent management at the company.

Managing director John Doran is a true contrarian

investor who intuitively understands the difference between

price and value. That kind of approach is all too rare in the

world of wildcats and greasy hands, but it’s one that suits

us perfectly.

The share price has risen significantly since the company

hit a gusher in the South China Sea, but even so we think the

market is underestimating the potential of this find.

The prospects for the company’s interests in Angola are

also excellent. Roc controls a big chunk of very prospective

land in an area that hasn’t seen a drill rig for over 30 years

due to civil war. Just offshore, though, big oil firms have found

billions of barrels of oil over the years. The potential for a

major discovery is about as good as it gets here, although this

sort of stuff is always risky. The best news, though, is that this

prospect seems to be thrown in for free.

We don’t plan to buy more Roc for the portfolio, since it

already makes up a significant weighting, but we’re holding on

tight to what we’ve got. The share price has risen 13% since

issue 202/Jun 06 (BUY—$3.75) and our recommendation

remains BBUUYY.
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The portfolio collected $6,513 in dividends, a half-yearly
yield on invested capital of 2.8%. While over the past five
years the portfolio has made even greater profits from
capital gains than dividends, we don’t expect that to
continue. If you want to limit your downside, the flipside
is that you can’t expect much more than a decent dividend
yield and a free cuppa at the annual meeting.

Over time, we wouldn’t be surprised if the portfolio
mildly underperformed the benchmark index, given its
conservative aims. Fortunately, that didn’t prove to be the
case over the past six months, with the portfolio returning
10% versus 7.5% for the benchmark. Since inception, it has
trounced the index, with an average annual return,
including dividends, of 25% compared to 12.9%.

All up, we’re very happy with how the portfolio is placed.
Taken as a whole it offers a dependable and predictable
flow of dividends and is better placed than most if the
market were to hit further turmoil. Unfortunately, many
of the stocks were bought at much lower prices and only
seven of them now attract a positive recommendation. But
those seven stocks would make the beginnings of a decent
income portfolio for those new to the publication.

Income Portfolio current status

COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 30/06/06 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ANZ Bank (ANZ) $16.28 26.59 Hold—202 ($25.29) 406 10,795.54

Colorado Group (CDO) $3.96 4.35 Hold—203 ($4.43) 1500 6,525.00

Comm. Bank (CBA) $27.39 44.41 Hold—202 ($41.40) 205 9,104.05

Flight Centre (FLT) $13.05 9.93 Buy—200 ($9.71) 770 7,646.10

Great Southern Plantations (GTP) $0.66 3.43 Hold—202 ($3.23) 2,000 6,860.00

Great Southern Plant. Trees2 (GTPGA) $100.00 105.70 Hold for Yield—187 ($103.30) 98 10,358.60

GWA International (GWT) $3.19 3.11 Long Term Buy—202 ($3.19) 2000 6,220.00

HPAL (HPX) $1.75 1.70 Long Term Buy—200 ($1.68) 6,500 11,050.00

Infomedia (IFM) $0.58 0.625 Buy—200 ($0.60) 26,000 16,250.00

MMC Contrarian (MMA) $0.95 0.90 Hold—201 ($0.92) 21,250 19,125.00

Mortgage Choice (MOC) $1.00 2.55 Take Part Profits—197 ($2.48) 5,000 12,750.00

Sydney Aquarium (SAQ) $3.40 6.10 Take Part Profits—192 ($6.62) 1,177 7,179.70

Santos (STO) $5.98 12.10 Hold—194 ($11.32) 1,500 18,150.00

Ten (TEN) $3.34 2.64 Long Term Buy—203 ($2.62) 4,430 11,695.20

Telstra (TLS) $4.34 3.68 Long Term Buy—197 ($3.66) 5,300 19,504.00

Westpac Banking Corp (WBC) $13.49 23.28 Hold—202 ($21.85) 741 17,250.48

Wilson Inv. Fund (WIL) $0.932 0.935 Buy—185 ($0.91) 19,689 18,409.22

Cash (Dividends) $42,813.24

Cash (Investments) $23,606.24 

Total $275,292.36 

Income Portfolio delights in dividends [ CONTINUED FROM PAGE 3 ]  

Income Portfolio—Transactions

STOCK BUY/SELL NO. OF SHARES PRICE VALUE ($)

Telstra (TLS) Buy 1,460 4.06 5,927.60

MMC Contrarian (MMA) Buy 16,250 0.96 15,600.00

Wilson Inv. Fund (WIL) Buy 7,689 0.905 6,958.55

Telstra (TLS) Buy 800 3.86 3,088.00

Ten (TEN) Buy 1,562 3.20 4,998.40

MMC Contrarian (MMA) Buy 5,000 0.93 4,650.00

Wilson Inv. Fund (WIL) Buy 12,000 0.95 11,400.00

Colorado Group (CDO) Buy 1,500 3.96 5,940.00

GWA International (GWT) Buy 2,000 3.19 6,380.00

Santos (STO) Sell 508 12.16 6,177.28

Leighton Holdings (LEI) Sell 860 17.85 15,351.00

Leighton Holdings (LEI) Sell 850 17.70 15,045.00

Miller's Retail (MRL) Sell 11,515 1.70 19,575.50

Mortgage Choice (MOC) Sell 5,000 2.48 12,400.00

CBA Perls (CBAPA) Sell 100 200.00 20,000.00

Net Sales 23,606.24

Important information about The Intelligent Investor.

WARNING This publication is general information

only, which means it does not take into account your

investment objectives, financial situation or needs.

You should therefore consider whether a particular

recommendation is appropriate for your needs before

acting on it, seeking advice from a financial adviser or

stockbroker if necessary.

The Intelligent Investor and associated websites are

published by The Intelligent Investor Publishing Pty Ltd

(Australian Financial Services Licence number 282288).

DISCLAIMER This publication has been prepared

from a wide variety of sources, which The Intelligent

Investor Publishing Pty Ltd, to the best of its

knowledge and belief, considers accurate. You should

make your own enquiries about the investments and

we strongly suggest you seek advice before acting

upon any recommendation.
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DISCLOSURE In-house staff at The Intelligent Investor

Publishing Pty Ltd currently hold shares in: AAU, AEA,

AHC, ARP, BCL, CDO, CHF, COS, CRS, DBS, DEX, DJS,

FLT, FRE, GLB, GTP, HVN, IAS, IFM, IVC, JBH, JST, KRS,

LMC, LWB, MAP, MBL, MDL, MLB, MMA, MRC, MRL,

QGC, REB, ROC, SFC, SGN, STO, TLS, UTB, WDC and

WIL. This is not a recommendation.

Thanks to IRESS for the price information. Prices

correct as at 30/6/06.


