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Why inertia pays in the long run
In our last Portfolio update, we found ourselves in the  

unfamiliar position of being fully invested. We’ve been  
largely content with our selections over the past six months,  
which has meant our model Income and Growth portfolios 
have required only minor adjustments—just the way we 
like it. 

This is more significant than it might first appear. As 
Seth Klarman, a respected value investor, once noted: 
‘Don’t think you can avoid making a choice; inertia is also 
a decision’. We’re about as far away from ‘day traders’ as 
it is possible to be. And there are good reasons why our 
strategy of very deliberate and conscious inertia pays off 
over the long term. 

Firstly, it minimises taxes (though we don’t actually 
count tax in the model portfolios, we’re very aware of its  
implications for real-world investors, so we like to minimise  
it). Secondly, it means paying less to our stockbrokers over  
the years (again, these hypothetical portfolios don’t 
account for brokerage costs but we aim to minimise them 
all the same). 

Income portfolio vs  All Ordinaries accumulation index

Index

Best of all, less than fervent trading and not focusing on  
day-to-day share price movements means we have more 
time to research businesses and industries—the real key 
to long-term investing success.

And yet, despite our relative inactivity, the market has 
presented some interesting situations and we’ve been quick  
to take advantage of them. 

Credit crunch
The era of cheap and easy credit is over. The 

spectacular downfall of Centro Properties and recent 
mortgage rate rises by the banks (in excess of official 
interest rate rises) are vivid evidence of this. Lenders and  
investors alike seem to be reacquainting themselves with  
the quaint concept that higher risks should be 

accompanied by commensurate returns.
We expect to see more trouble before the current 

turmoil plays out but it’s unlikely to impact companies 
with ‘lazy' balance sheets like ARB Corporation and 
Infomedia, both of which feature in our portfolios. That’s  
one issue the management teams of these businesses can 
strike from their worry list.

While many resource stocks have boomed, we’ve stuck  
with the comparatively staid Roc Oil and Santos. We’re 
not sure whether or not the current boom in commodity 
prices will continue, but at current prices we’re not willing  
to bet that it will. The risks are simply too high.

performance
We remain quite content with our long-term 

performance but over the past six months we look like 
dunces. The happy exception has been travel retailer 
Flight Centre. It’s come full circle: from darling to 
doghouse and back again. It’s delivered a tremendous 
financial return and, more than that, it’s intellectually 
rewarding when a contrarian investment like this turns 
out so spectacularly well. We hope that many of our 
current unfashionable selections pan out in a similarly 
profitable vein.

Our Growth portfolio is a collection of our best ideas. 
We’d hope and expect that most of the performance 
should come from capital gains, as opposed to income, 
over the years.

Growth portfolio vs All Ordinaries accumulation index

The performance for the second half of 2007 was –2.7%,  
compared to the All Ordinaries Accumulation Index (AOAI), 
which delivered 3.7%. The more pertinent return since 
inception has been 13.3% per annum, which compares 
unfavourably to the index’s 15.1%.
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Overall, our 2007 performance was disappointing. 
But given our long-term record of outperformance since 
2001—22.2% compared to the index’s 15.2%—we’re not 
about to change our approach. 

After identifying the right company for purchase, the 
next trick is to allocate an appropriate proportion of the 
portfolio according to the risks involved. Prudent portfolio 
allocation and diversification provides a cushion against 
investment miscalculations or bad luck and on this score 
we think we’ve struck a suitable balance.

So this portfolio is less about keeping up with the 
Joneses than keeping food on the table. It’s unfair to expect 
such a portfolio to outpace a raging bull market and we 
remain content with this diversified stable of companies 
which should continue to receive attractive dividends long 
into the future.

Income portfolio—transactions  
STOCK (ASX CODE) BUY/SELL NO. OF SHARES PRICE VALUE ($)

Flight Centre (FLT) Sell 770 19.93 15,346.10

Sigma Pharm. (SIP) Buy 7,850 1.74 13,619.75

Westfield Grp (WDC) Buy 86 19.50 1,677.00

Net Sales    49.35

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  12,018.55

Of the 17 companies in the Income portfolio, six had 
significant decreases in their share price and only one had 
a meaningful gain. The rest of the stocks spent six months 
treading water.

The bright spot was Westpac, which rose by 8.8% over 
the period under review. The market reacted positively to 
its opportunistic acquisition of the RAMS brand and 
distribution network. 

On the list of short-term drags, bread, milk and 
margarine group Goodman Fielder was down 22% after 
concerns about increased commodity prices and transport 
costs. Management has been working hard to reduce costs, 
notably by closing inefficient manufacturing facilities.

Income portfolio—Returns   
 AVERAGE ANNUAL LAST 6 MONTHS HISTORICAL YIELD

Portfolio return 22.2% –4.5% 4.7%

All Ords Accum. 15.2% 3.7% 3.3%

The biggest decrease was from Timbercorp. Its 27.9% 
drop was aided by the issue of stock at a hefty discount to 
the then-prevailing share price. Recent rains have certainly 
helped reduce concerns over the impact of the drought 
but attention has now shifted to the group’s debt levels 
(analysed in issue 239).

Other declines weren’t so severe, although toilet and 
tap manufacturer GWA International was down 19.7%. 
Companies related to the building industry (especially in 
New South Wales and Victoria) have fallen from favour as 
conditions have worsened.

Electronic parts catalogue producer Infomedia retreated 
12.9%, largely due to the deleterious impact of a higher 
Aussie dollar on this successful little exporter. Still, the 
current dividend yield remains very attractive, even if the 
currency crimps it a little this year.

Why inertia pays in the long run [ FROM pAGE 1 ]
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Two unloved companies were added to the portfolio: 
RAMS Home Loans Group, now known as RHG, and 
Platinum Asset Management. The former we expect to 
deliver huge dividends over the coming few years and then 
disappear into oblivion. The latter we believe to be well 
managed with excellent growth prospects (on top of its 
eye-popping 88% operating profit margins).

The Income portfolio has a more conservative mandate. 
Its holdings include two listed investment companies (MMC 
Contrarian and Wilson Investment Fund) as well as an 
income security (Great Southern Plantations TREES2). 
The portfolio is carefully mixed to deliver both capital 
preservation and income over the medium term.

That being the case, it’s disappointing to have recorded 
a negative return of 4.5% for the six months to December 
2007, compared to 3.7% from the All Ordinaries 
Accumulation Index. We’re not whinging too loudly, though. 

After so many years of outpacing the index, the odd setback 
is not too upsetting. 

Sigma Pharmaceuticals was the sole addition to our 
holdings. We’ve frequently detailed the challenges faced 
by this drug manufacturer and distributor and are 
optimistic about the prospective returns from today’s levels.

Overall portfolio performance as at 31 Dec 07
 DATE OF ANNUAL % CHANGE % CHANGE SINCE
 INCEPTION SINCE INCEPTION (INDEX) 30/6/07 (INDEX)

Growth Aug 01  13.3 [15.1]  –2.7 [3.7]
Income Jul 01  22.2 [15.2]  –4.5 [3.7]

With little in the way of spare cash available, though, 
significant new additions require the sale of an existing 
holding, which we’re loathed to do unless something 
becomes clearly overpriced. Failing that, we have to wait 
until we build up a meaningful amount from dividends.

Income portfolio



the Intelligent Investor PO Box 1158, Bondi Junction NSW 1355 Phone: (02) 8305 6000 Fax: (02) 9387 8674 info@intelligentinvestor.com.au www.intelligentinvestor.com.au 3

p
o

r
t

f
o

l
io

 u
p

d
a

t
e

 /
 3

1
 d

e
C

 0
7

Income portfolio current status     
COMPANY NAME (ASX CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/07 LAST RECOMM.—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ANZ Banking Group (ANZ) 16.28 27.46 Hold—239 ($27.57) 406 11,148.76

Commonwealth Bank (CBA) 27.39 59.10 Hold—237 ($59.60) 205 12,115.50

Goodman Fielder (GFF) 2.39 1.895 Long Term Buy—238 ($1.925) 4,000 7,580.00

GTP Trees2 (GTPGA) 100.00 90.50 Buy for Yield—232 ($100.05) 98 8,869.00

GWA International (GWT) 3.19 3.55 Hold—234 ($4.00) 2,000 7,100.00

Infomedia (IFM) 0.58 0.54 Buy—236 ($0.53) 26,000 14,040.00

MMC Contrarian (MMA) 0.953 0.90 Hold—234 ($1.04) 21,250 19,125.00

Santos (STO) 5.98 14.12 Hold—229 ($14.34) 1,500 21,180.00

Sigma Pharmaceuticals (SIP) 1.735 1.595 Buy—238 ($1.635) 7,850 12,520.75

Ten Network (TEN) 3.34 2.74 Hold—239 ($2.93) 4,430 12,138.20

Timbercorp (TIM) 1.98 1.515 Buy—239 ($1.27) 12,197 18,478.46

Telstra Corporation (TLS) 4.34 4.69 Hold—237 ($4.76) 5,300 24,857.00

Telstra 3 Instalment Receipts (TLSCA) 2.00 3.17 Hold—222 ($3.27) 3,000 9,510.00

Washington H Soul Pattinson (SOL) 9.04 9.16 Long Term Buy—234 ($9.38) 1,400 12,824.00

Westpac Banking Corp. (WBC) 13.49 27.92 Hold—238 ($27.18) 741 20,688.72

Westfield Group (WDC) 19.41 21.00 Long Term Buy—239 ($21.16) 1,086 22,806.00

Wilson Investment Fund (WIL) 0.932 1.03 Long Term Buy—239 ($1.085) 19,689 20,279.67

Cash (lifetime dividends received)     62,277.14

Cash (available for investment)     50.41

total     317,588.61

Growth portfolio

The portfolio allocation issue is also evident in the half 
year results from the Growth portfolio. Declines in some 
stocks were offset by gains in others.

GrainCorp fell 30% on drought concerns (since 
somewhat allayed by huge summer rains) and Macquarie 
Group fell 10.4%. Thus far, Australia’s largest listed 
investment bank has managed to avoid any direct exposure 
to disastrous sub-prime mortgages but has been caught 
by the general downdraft in financial stocks. That provided 
an opportunity for us to upgrade this quality business 
once again. It remains a cornerstone holding, although 
it should be noted that the size of the position reflects 
more the original bargain purchase price than our 
conviction at current levels.

Growth portfolio—Returns   
 SINCE INCEPTION AVERAGE ANNUAL LAST 6 MONTHS

Growth Portfolio 123.9% 13.3% –2.7%

All Ords Accum. 147.3% 15.1% 3.7%

Respectable gains came from a couple of high quality 
companies. Bionic ear implant manufacturer Cochlear 
increased 22.8% over the six months after delivering a 
very impressive full-year profit, even in the face of a 
strong Aussie dollar.

After the (second) failed takeover offer, Flight Centre 
shares skyrocketed 68.2% over the six month period. Ever 
since Graham Turner stopped trying to buy the whole 

thing for himself and his private equity partners, profit 
upgrades have been trotting off his desk like the magical 
brooms in Fantasia. 

Our holding in rural conglomerate Futuris made way 
for additional stock from Flight Centre’s Share Purchase 
Plan. We also added 41,800 RHG shares and 2,000 shares 
in Platinum Asset Management. These buys have used up 
almost all of the spare cash, as you can tell from the tiny 
balance left in the portfolio.

Growth portfolio—transactions  
STOCK (ASX CODE) BUY/SELL NO. OF SHARES PRICE VALUE ($)

Flight Centre (FLT) Sell 550 19.39 10,664.5

RHG (RHG) Buy 15,500 0.30 4,650.00

GrainCorp (GNC) Sell 300 10.00 3,000.00

Futuris Corp. (FCL) Sell 2,000 2.03 4,060.00

RHG (RHG) Buy 26,300 0.30 7,890.00

Futuris Corp. (FCL) Sell 2,000 2.15 4,300.00

Westfield Grp (WDC) Buy 55 19.50 1,072.50

Flight Centre (FLT) Buy 212 23.50 4,982.00

Platinum Asset  Buy 2,000 6.17 12,340.00Management (PTM)

Net Purchases    8,910.00

[ COntInuED On pAGE 4 ]
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Where to start?

Those members new to The Intelligent Investor often ask whether they should simply dive in and replicate the model 
portfolio which best suits their risk profile. Our reply (apart from not being able to provide personal advice) is that your 
starting point should be those portfolio stocks that are currently sporting positive recommendations. With a dozen 
of those in the Growth portfolio and eight in the Income portfolio, now’s a good time to be a budding value 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. Not all investments are appropriate for all people.

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.

COpYRIGHt © The Intelligent Investor Publishing Pty Ltd 2008. The Intelligent Investor and associated websites and publications 
are published by The Intelligent Investor Publishing Pty Ltd ABN 12 108 915 233 (AFSL No. 282288). PO Box 1158 Bondi Junction 
NSW 1355. Ph: (02) 8305 6000 Fax: (02) 9387 8674.

DISCLOSuRE As at 10 January 2008, in-house staff of The Intelligent Investor held the following listed securities or managed 
investment schemes: AEA, AHC, ANZ, ARP, CBA, CDX, CHF, COH, COS, CRS, CXP, DBS, FLT, GFF, GLB, GNC, GTP, HHV, HVN, IAS, 
IBT, IFL, IFM, IVC, JST, KRS, LMC, LWB, MBL, MFF, MLB, MMA, NABHA, NHF, OEQ, PTM, QMT, RHG, ROC, SFC, SFH, SGB, SGN, 
SHV, SIP, SLM, SOE, SOF, SOL, SRV, STO, TEN, TGR, TIM, TLS, TLSCA, TRS, TTS, WAN, WBC and WDC. This is not a recommendation.

DAtE OF puBLICAtIOn 10 January 2008.
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Growth portfolio current status     
COMPANY NAME (ASX CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/07 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ARB Corporation (ARP) 3.05 4.15 Long Term Buy—231  ($4.25) 3,000 12,450.00

Brickworks (BKW) 12.45 13.10 Long Term Buy—234 ($13.98) 1,000 13,100.00

Cochlear (COH) 19.04 74.90 Hold—234 ($75.13) 420 31,458.00

Croesus (CRS) 0.37 0 No View—231 (N/A) 953 0.00

Flight Centre (FLT) 14.10 32.30 Hold—239 ($29.49) 712 22,997.60

GrainCorp (GNC) 7.41 9.80 Hold—234 ($9.42) 700 6,860.00

Infomedia (IFM) 0.58 0.54 Buy—236 ($0.53) 18,400 9,936.00

Macquarie Group (MQG) 30.76 76.20 Long Term Buy—237 ($80.55) 250 19,050.00

Platinum Asset Mgmnt (PTM) 6.17 5.03 Buy—237 ($5.23) 2,000 10,060.00

RHG (RHG) 0.30 0.295 Buy—239 ($0.295) 41,800 12,331.00

Roc Oil (ROC) 1.36 3.03 Buy—237 ($3.06) 6,080 18,422.40

STW Communications (SGN) 2.91 2.35 Long Term Buy—231 ($2.31) 3,685 8,659.75

Souls Private Equity (SOE) 0.22 0.23 Long Term Buy—233 ($0.24) 50,000 11,500.00

Timbercorp (TIM) 1.85 1.515 Buy—239 ($1.635) 11,000 16,665.00

Treasury Group (TRG) 13.49 15.80 Long Term Buy—237 ($16.45) 1,000 15,800.00

Westfield Group (WDC) 12.60 21.00 Long Term Buy—239 ($21.16) 695 14,595.00

Cash     21.06

total     223,905.81


