
Opportunities for cash
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The Managed Investment Scheme (MIS) sector is a great
example of how some areas lose favour, even in bull
markets where it feels like everything is going up. While
others have given up on Timbercorp because of an adverse
ATO ruling on horticultural MISs, the company has lots
going for it even without more of these schemes and, if a
few things fall its way, then we think today’s price represents
a great opportunity for investors.

Reliable dividends
Looking at its longer-term results, the Income Portfolio

continues to shine. Designed to deliver reliable dividends,
with a strong focus on capital preservation, its 24.8% average
annual growth rate since inception, including dividends,
compares with a return of 15.9% for the All Ordinaries
Accumulation Index. We’re pleased with this result, but
we don’t expect it to continue.

Our aim with the Income Portfolio is to provide a
healthy income and preserve capital against the ravages
of inflation. And if you prioritise those things then it’s too
much, then, to expect exceptional capital gains on top. We’ll
be happy if we can beat the index by a sliver over the long
term. More would be very nice, and indeed it has been very
nice, but we won’t go chasing it.

Best ideas
Our Growth Portfolio, on the other hand, is a collection

of our best ideas. Some of these might expose it to more
risk than its income-focused counterpart, and we’d expect
it to outperform the Income Portfolio over the long term
to compensate for that. 

Over the past six months, the portfolio returned a
total of 10.9% compared to the All Ordinaries
Accumulation Index return of 13.8%. But more relevant is
its annual return of 15.0% since inception, which remains
below the benchmark’s 15.7%.

The portfolio got off to a shaky start but we’re confident
it will make up the lost ground. Although it might
sometimes seem otherwise, not every stock is on a
trajectory into space and we’ve made some great additions
to the portfolios recently. These include Timbercorp, fund
manager TTrreeaassuurryy  GGrroouupp, and a couple of stocks from the
Soul Patts stable, namely BBrriicckkwwoorrkkss and SSoouullss  PPrriivvaattee
EEqquuiittyy (yes you read that correctly, private equity).

It feels slightly strange to be doing so much buying
while the market is so strong, but investing decisions
need to be assessed on their merits, irrespective of what
the market’s doing.

There have been some strange goings on at The
Intelligent Investor since last December’s Portfolio Update.
We’re not talking about a supernatural presence (although
that’s a possibility given our location next to one funeral
parlour and with another across the street); no, the
extraordinary event is that our Growth and Income
portfolios are now both fully invested—aside from a measly
$5,000 anyway.

It’s extraordinary because value investing tends to
involve taking a contrarian approach, and with the market
so full of puff you’d probably expect us to be holding back.
In fact, in our 31 December update we noted that we were
‘happy to accept the costs of holding a significant chunk of
the portfolio in cash, for the firepower it offers if and when
a few more bargains appear.’ And there lies the irony.

Often when markets are galloping along there are a
number of fashionable investing themes that pull in the
dollars. In 2000 it was all things dotcom and technology;
today it’s resources, particularly uranium, and any company
that could potentially fall prey to private equity.

Nuggets of value
We work hard to resist such fads, but being

unfashionable has cost us over the past six months, with
both our model portfolios underperforming the market.

The Income Portfolio returned 9.5% in the first six months
of 2007, including dividends, compared to the 13.8% return
from the All Ordinaries Accumulation Index, while the
Growth Portfolio returned 10.9%.

But avoiding the crowd has its rewards. By chasing some
areas at the expense of others, the market has left some
nuggets of value lying around that we’ve been only too
happy to pick up. And this is how both portfolios have
come to be fully invested (aside from the small $5,000 cash
holding in the Growth Portfolio).

TTiimmbbeerrccoorrpp, which recently earned our first Strong Buy
recommendation since MMaaccqquuaarriiee  BBaannkk in October 2002,
has been added to both portfolios. The Stock Focus on the
following page explains why we like it and why we’ve
chosen to sell our remaining holding in its competitor
GGrreeaatt  SSoouutthheerrnn  PPllaannttaattiioonnss.

‘07
JUNAS AT 30 JUN 2007

Overall portfolio performance as at 30 Jun 07

DATE OF ANNUAL % CHANGE SINCE % CHANGE SINCE

INCEPTION INCEPTION [ALL ORDS] 31/12/2006 [ALL ORDS]

Growth Aug 01 15.0 [15.7] 10.9 [13.8]

Income Jul 01 24.8 [15.9] 9.5 [13.8]
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Growth Portfolio behind, but not beaten
Warren Buffett tells the story of a hypothetical manager
who earns $2m a year and is more than happy with his
take-home pay—until he hears that one of his peers
has earned $3m.

If, back in January, someone had offered us a 10.9%
return on our money for the first six months of 2007, we’d
have bitten their hand off. But from where we sit now, with
the All Ordinaries Accumulation Index having returned
13.8%, it looks pretty ordinary. The fact is that a six-month
return of 10.9% or 13.8% is neither good nor bad. It’s the
long term that counts and in this respect we’re still a bit
behind, but working hard to catch up.

While we spend our days searching for the next great
opportunity, it’s nice to see some past decisions paying off.
MMaaccqquuaarriiee  BBaannkk returned 7.7% over the half as it showed
the world that it doesn’t need performance fees to continue
making huge profits.

AARRBB  CCoorrpp is one of our favourite smaller companies and,
despite the headwinds of a higher Aussie dollar, it rose 17.5%.
Its business continues to make good progress, especially
at its new production facility in Thailand. Finding skilled
tradesmen in Thailand is much easier than in Australia at
the moment, and they’re cheaper as well. There are also
indications that the locals are purchasing some of ARB’s
products, although not in huge amounts. It’s these sorts of
small surprises that often differentiate good companies
from average ones.

In a classic contrarian play, the period’s biggest gainers
were two companies in the agricultural sector. GGrraaiinnCCoorrpp
rose 52.2% and rural conglomerate FFuuttuurriiss wasn’t far
behind, returning 41.1%. It’s amazing what a little bit of
rain can do to dampen talk of a never-ending drought and
put the spring back in a farmer’s step. There may also
be opportunities for GrainCorp when the AAWWBB debacle

Growth Portfolio—Returns

SINCE INCEPTION AVERAGE ANNUAL LAST 6 MONTHS

Portfolio Return 130.1% 15.0% 10.9%

All Ords Accum. 138.5% 15.7% 13.8%

Growth Portfolio current status

COMPANY NAME (ASX CODE) PURCHASE PRICE ($) PRICE ($) AT 30/6/07 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ARB Corporation (ARP) 3.05 4.30 Long Term Buy—218 ($4.17) 3,000 12,900.00 

Brickworks (BKW) 12.45 14.30 Long Term Buy—225 ($14.00) 1,000 14,300.00 

Cochlear (COH) 19.04 61.00 Long Term Buy—218 ($59.33) 420 25,620.00 

Croesus Mining (CRS) 0.37 -   No View—222 (N/A) 14,300 -   

Futuris Corporation (FCL) 1.49 2.78 Hold—224 ($2.49) 4,000 11,120.00 

Flight Centre (FLT) 12.21 19.20 Hold—227 ($19.74) 1,050 20,160.00 

GrainCorp (GNC) 7.41 14.00 Hold—214 ($8.90) 1,000 14,000.00 

Infomedia (IFM) 0.58 0.62 Buy—226 ($0.655) 18,400 11,408.00 

Macquarie Bank (MBL) 30.76 85.00 Hold—227 ($85.44) 250 21,250.00 

ROC Oil (ROC) 1.36 3.29 Buy—226 ($3.34) 6,080 20,003.20 

STW Communications (SGN) 2.91 2.96 Hold—222 ($3.26) 3,685 10,907.60 

Souls Private Equity (SOE) 0.22 0.25 Long Term Buy—225 ($0.24) 50,000 12,250.00 

Timbercorp (TIM) 1.85 2.10 Strong Buy—225 ($2.09) 11,000 23,100.00 

Treasury Group (TRG) 13.49 15.52 Long Term Buy—221 ($13.49) 1,000 15,520.00 

Westfield Group (WDC) 12.60 19.96 Long Term Buy—226 ($20.90) 640 12,774.40 

Cash 4,765.97 

Total 230,079.17 

STOCK FOCUS—Timbercorp (TIM) vs.  

Great Southern Plantations (GTP)

Many of you have asked why we’re positive on Timbercorp,

but not Great Southern, even though they are similar businesses.

The answer lies in their business models, which are slightly

different. Great Southern requires its investors to pay 100%

of their contribution upfront, whereas Timbercorp requires a

smaller upfront payment but additional annual rent and

management fees. Timbercorp also decided in 2001 to diversify

significantly into non-timber (horticulture) products as land

prices for timber plantations escalated.

While Great Southern persevered with paying top dollar for

land, Timbercorp’s business transformed so much that

plantation timber now pales in size compared to its horticulture

business. The rub, though, is that the taxman now wants to

penalise future non-timber investors while plantation timber

investors can continue enjoying their beneficial arrangements.

This news sent shockwaves through Timbercorp’s share

price, but it also created an opportunity. Timbercorp has an

annuity stream from its existing almond and olive projects

that will last more than 20 years. And it can continue selling

its horticulture products until the end of the 2008 financial

year, at least. If a few other things also fall in its favour,

then today’s price will represent an exceptional opportunity.

The share price has risen by a cent since 4 Jun 2007

(Strong Buy—$2.09) and Timbercorp remains our first

strong buy in several years. Opportunities like this don’t

come around very often.
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We keep saying that the Income Portfolio can’t keep up its
current rate of outperformance forever. We’ve also said
that we’d be completely satisfied if it only outperformed
by a percentage point or two.

Between 31 December 2006 and 30 June 2007, the
Income Portfolio underperformed the All Ordinaries
Accumulation Index, returning 9.5%, including dividends,
compared to 13.8%. One of the reasons the index performed
so well is that it’s skewed towards larger companies, which
had a strong run over the period.

LLeeiigghhttoonn  HHoollddiinnggss, for example, which we dropped
from the portfolio early last year, was up 104.0%. With
roughly a third of the Income Portfolio invested in smaller
companies, it highlights one of the flaws in performance
measurement—especially over short periods. You’re not
always comparing apples with apples.

The performance lagged the market over the period,
though, and we make no bones about it. You can’t always
win over such a short time scale. Our focus is on long-term
results and, on this score, the Income Portfolio is still well
ahead of its benchmark.

Big movers
What’s interesting about the portfolio’s big movers

during the past six months is how disliked they were not
all that long ago, showing that it pays to be independent
rather than run with the herd.

After drifting down to a low of $8.85, SSaannttooss  was the best
performer, finishing at $13.94. Its links to the uncontrollable
boiling mud flow in Indonesia were partly responsible for
the fall, and higher oil prices have certainly been a factor
in its resurrection.

Two other large gainers have been TTeellssttrraa, rising 10.9%,
and the TTeellssttrraa  IInnssttaallmmeenntt  RReecceeiippttss, up 15.6%. Telstra was
languishing at $3.43 in August last year and investors
couldn’t get far enough away from it. Increased competition

in its mobile business, question marks over the new
management and regulatory concerns were all the rage.

Then along came T3 with its swathe of positive
publicity, deliberately designed to ensure mums and
dads everywhere forgot the ghost of T2 and signed up for
their T3 entitlement. The focus suddenly switched to
Telstra’s high cash flow, dominant market position and
potential to cut costs. The market’s a funny beast, isn’t it?
Although Telsta’s future profitability is still in question, the
share price now more closely reflects our assessment
of its true value.

The big banks put in another sparkling performance,
but this was offset by TTeenn which fell 17.6% and IInnffoommeeddiiaa,
which was down 18.4% for reasons we’ve already discussed.

During the half, we sold the remainder of our shares in
MMoorrttggaaggee  CChhooiiccee. GGrreeaatt  SSoouutthheerrnn  PPllaannttaattiioonnss also got the
chop, only to be replaced by competitor TTiimmbbeerrccoorrpp. And
HHPPAALL was sold in line with our advice on 30 Jan 07
(SELL—$2.28).

We always aim to have this portfolio fully invested and
we assume that dividends are spent rather than reinvested.
Along with Timbercorp, we added GGooooddmmaann  FFiieellddeerr in the

Income Portfolio incubates the new, isolates the old

[ CONTINUED ON PAGE 4 ]

finally runs its course.
On the downside, with most of its revenues earned in

US dollars, IInnffoommeeddiiaa has suffered from a higher Aussie
dollar. The recent announcement that it has retained 8,500
Ford Europe customers wasn’t enough to stem the fall,
especially since the new deal will contribute $1.5m less
profit each year than the old one. But we think the business
is in a stronger position than ever and it remains one of
our best Buy ideas.

SSTTWW  CCoommmmuunniiccaattiioonnss also fell 9.5% during the period.
Its founder, John Singleton, sold the remainder of his
shares in the company, which didn’t help.

We didn’t sell a single stock during the period, but we
did spend $57k on new additions. Soul Patts’ involvement
in Australian enterprise stretches back to the turn of the
20th century and the Millner family (predominantly Rob)
still leads its stable of companies. We added both
BBrriicckkwwoorrkkss and SSoouullss  PPrriivvaattee  EEqquuiittyy to the portfolio, but
for very different reasons (see our reviews from 4 Jun 07).

Growth Portfolio—Transactions

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

Brickworks (BKW) Buy 1,000 12.45 12,450.00 

Treasury Group (TRG) Buy 1,000 13.49 13,490.00 

Timbercorp (TIM) Buy 11,000 1.85 20,350.00 

Souls Private Equity (SOE) Buy 50,000 0.215 10,750.00 

Net Purchases 57,040.00 

After being a little regretful that we didn’t add TTrreeaassuurryy
GGrroouupp  earlier, we decided to buy 1,000 shares. But
TTiimmbbeerrccoorrpp was our biggest purchase for the period, and
now represents 10.0% of the portfolio.

Most of the stocks in the portfolio currently sport a
positive recommendation, which means we think there is
still unrealised value. It also means that there are
opportunities for your portfolio, even as the market makes
record highs.

Income Portfolio—Transactions

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

Goodman Fielder (GFF) Buy 4,000 2.39 9,560.00 

WH Soul Pattinson (SOL) Buy 1,400 9.04 12,656.00 

Great South. Plant. (GTP) Sell 2,000 2.70 5,400.00 

HPAL (HPX) Sell 3,500 2.28 7,980.00 

Timbercorp (TIM) Buy 4,050 1.85 7,492.50 

Mortgage Choice (MOC) Sell 5,000 3.34 16,700.00 

Timbercorp (TIM) Buy 8,147 2.05 16,701.35 

Net Purchases 16,329.85 
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belief that Australia’s dominant supermarket chains were
friends, not foes. And with WWaasshhiinnggttoonn  HH  SSoouull  PPaattttiinnssoonn
paying a special dividend every year this century, we took
advantage of a drifting share price and bought.

We realise that the current lack of income ideas is
frustrating, but take heart from PPllaattiinnuumm  AAsssseett
MMaannaaggeemmeenntt’s 14th reflection on investment: ‘Foul Moods:
When you feel down, don’t take it out on stocks.’ Investing
is, and always will be, a test of temperament.

Patience is one of the greatest virtues for the value
investor and, at times like these, upholding your investment
criteria can be as difficult as it is important. Reaching for
that extra bit of yield by accepting a disproportionate
amount of risk is not the way to achieve your goals. You
just have to take advantage of suitable and sensibly priced
investment opportunities as they present themselves.

Income Portfolio current status

COMPANY NAME (ASX CODE) PURCHASE PRICE ($) PRICE ($) AT 30/06/07 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ANZ Bank (ANZ) 16.28 28.99 Hold—223 ($30.67) 406 11,769.94 

Comm. Bank (CBA) 27.39 55.25 Hold—218 ($51.35) 205 11,326.25 

Flight Centre (FLT) 13.05 19.20 Hold—227 ($19.74) 770 14,784.00 

Goodman Fielder (GFF) 2.39 2.43 Long Term Buy—219 ($2.26) 4,000 9,720.00 

GTP Trees2 (GTPGA) 100.00 104.00 Buy for Yield—217 ($101.00) 98 10,192.00 

GWA International (GWT) 3.19 4.42 Hold—218 ($4.12) 2,000 8,840.00 

Infomedia (IFM) 0.58 0.62 Buy—226 ($0.655) 26,000 16,120.00 

MMC Contrarian (MMA) 0.95 1.04 Hold—227 ($1.045) 21,250 22,100.00 

Washington H Soul Patts. (SOL) 9.04 10.09 Long Term Buy—225 ($9.54) 1,400 14,126.00 

Santos (STO) 5.98 13.94 Hold—210 ($10.75) 1,500 20,910.00 

Ten Network (TEN) 3.34 2.71 Hold—227 ($2.79) 4,430 12,005.30

Timbercorp (TIM) 1.98 2.10 Strong Buy—225 ($2.09) 12,197 25,613.70 

Telstra (TLS) 4.34 4.59 Hold—222 ($4.72) 5,300 24,327.00 

Telstra Instalment Receipts (TLSCA) 2.00 3.11 Hold—222 ($3.27) 3,000 9,330.00 

Westpac Banking Corp. (WBC) 13.49 25.66 Hold—223 ($27.32) 741 19,014.06 

Westfield Group (WDC) 19.40 19.96 Long Term Buy—226 ($20.90) 1,000 19,960.00 

Wilson Inv. Fund (WIL) 0.93 1.185 Long Term Buy—216 ($1.135) 19,689 23,331.47 

Cash (Dividends) 56,437.53 

Cash (Investments) 1.06 

Total 329,907.25 

Income Portfolio incubates the new, isolates the old [ CONTINUED FROM PAGE 3 ]  

PPEERRFFOORRMMAANNCCEE Past performance isn’t a reliable

indicator of future results. Our performance figures

are hypothetical and come from recommendations

made by The Intelligent Investor. Transaction costs

haven’t been included. We encourage you to think of

investing as a long-term pursuit, as stocks rise and

fall and you can lose money on the stockmarket. 

WWAARRNNIINNGG 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.

DDIISSCCLLAAIIMMEERR 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 on any recommendation.

CCOOPPYYRRIIGGHHTT The Intelligent Investor Publishing Pty

Ltd 2007. No part of this publication, or its content,

may be reproduced in any form without our prior

written consent. The Intelligent Investor and associated

websites are published by The Intelligent Investor

Publishing Pty Ltd (Australian Financial Services

Licence number 282288).

DDIISSCCLLOOSSUURREE  In-house staff hold the following

securities or managed investment schemes as at

29/6/07: AEA, AHC, ANZ, ARP, CBA, CHF, COH, COS,

CRS, CXP, DBS, FLT, GFF, GLB, GNC, GTP, HHV, HHVO,

HVN, IAS, IFL, IFM, IVC, JBH, JST, KRS, LMC, LWB,

MBL, MLB, MMA, NABHA, OEQ, ORL, PBL, PTM, QMT,

ROC, SFC, SFH, SGB, SGN, SIP, SOE, SOF, SOL, SOT,

SRV, STO, TGR, TIM, TLS, TLSCA, TRS, WAL and WBC.

This is not a recommendation.

Thanks to IRESS for the price information. Prices

correct as at 29 June 2007.

Income Portfolio—Annual dividends

2001 2,657.65

2002 8,796.08

2003 7,437.59

2004 7,236.89

2005 10,124.95

2006 14,005.43

2007 6,178.95

Income Portfolio—Returns

AVERAGE ANNUAL LAST 6 MONTHS HISTORICAL YIELD

Portfolio Return 24.8% 9.5% 5.0%

All Ords Accum. 15.9% 13.8% 3.3%


