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Series two of the ‘Top 3 for 3’ competition has concluded, with Intelligent Investor’s 
analysts picking no fewer than seven stocks that returned more than 100%. It’s 
time for series three.

What’s this ‘Top 3 for 3’ report, we hear you ask? Part competition, part educational 
piece and part ‘bit of fun’, every three years we ask our analysts to nominate their top three 
stocks for the next three years.

The main rule is that they are not permitted to change their selections. They should 
pretend that the market shuts for the three-year duration of the competition. 

As a group, we aspire to own quality companies for the very long term. Like that famous 
resident of Omaha Nebraska, our favourite holding period is ‘forever’. So while three years 
is perhaps a bit short to measure results, it does focus the mind. 

Two series of the ‘Top 3 for 3’ have now run their course. Series one ran from 2005 
to 2008, while series two ran from 2008 to 2011. Our analysts beat the market index in 
both series, although they shot the lights out in the most recent competition. Series three, 
which runs from 2011 to 2014, commences with this special report.

Our analysts’ stock selections begin on page 3. But before turning to them, let’s pause 
to consider the highlights of the competition just concluded.

The start date of 10 December 2008 made a difference to our returns (just as the 
same end date negatively affected the returns in series one). It’s hard to overstate the pall 
of gloom that had descended over the market this time three years ago. Lehman Brothers 
had just collapsed and US and British financial institutions were falling like dominos. Credit 
markets had seized up and stock markets were plummeting towards their March 2009 
lows. In short, it was a wonderful time to pick up bargains.

Seven out of nine analysts selected travel agency group Flight Centre, a stock which 
went on to produce a total return of 125% over the three years (despite the share price 
falling 64% over the first four months of the competition). But Flight Centre was no 
isolated case; out of 19 stocks, seven of them produced total returns of more than 100% 
(including dividends).

Total returns ranged from an astounding 350% from the BBI EPS income security 
(which underwent several transformations, converting into Prime Infrastructure before being 
acquired by US-listed Brooksfield Infrastructure Partners) to –43% from retailer Noni B. 
It’s a salient reminder that you can only ever lose 100% of your capital in any one stock, 
but you can make many multiples of your money from your best selections.

All in all, the team’s stocks delivered a total average return of 69% (equivalent to 19% 
per annum). That’s well in excess of the 39% return (12% per annum) produced by the 
All Ordinaries Accumulation index.

While we’ve focused here on total return, which takes movements in share prices 
into account, we should also be judged by business performance. Here the results are 
much more mixed. Of the 17 companies in the portfolio—the other two were income 
securities—only nine grew profits over the period. You can only go so far by picking cheap 
stocks, which has been the source of our success in the competition. In the very long run 
choosing companies that consistently grow their earnings without requiring much additional 
capital is necessary for superior results.

and the winner is....

With the BBI EPS in his ‘portfolio’ (if you can call three stocks that), it was always going 
to be hard to beat Steve Johnson. Steve, who manages Intelligent Investor’s Value Fund, 
won the competition with a total return of 137%, equivalent to an annualised 33%. If 
he can achieve even half of that annual return for unitholders in the Value Fund over the 
long-term, they’ll make a great deal of money.

There were also three other members of the ‘100% club’: in order, Tony Scenna (another 
fund manager), Gareth Brown and James Carlisle. You can see the rankings in Table 1. 
[James Carlisle, Tim and Alex no longer contribute to Intelligent Investor, although we still 
catch up with them at our ‘beer club’ evenings].

Only one analyst, Greg Hoffman, failed to beat the All Ordinaries Accumulation index 

CoNteNts 
    page

Steve Johnson 3
Tony Scenna 4
Gareth Brown 5
Nathan Bell 6
James Greenhalgh 7
Greg Hoffman 8
Gaurav Sodhi 9 
Jason Prowd 10
Conclusion  11

–5% 0% 5% 10% 15% 20% 25% 30% 35%
NBL
AWE
ALL
IFM
SHV
SRV

HVN
COH
REH
PTM

All Ords Accum.
SAKHA

II average
IGR
JBH
FLT
IMF
SRX

MFG
ARP

BEPPA/PIH

Chart 1: top 3 for 3 returNs

  
 

 
  

 

http://www.iifunds.com.au/


Special report | Top 3 stocks for 3 years

3

over the period, but we’re hoping he’ll redeem himself in series three. Resources analyst 
Gaurav Sodhi missed the beginning of the competition—and therefore the December 2008 
bargains—joining Intelligent Investor in 2009. In Gaurav’s one-horse race, also known as 
the ‘Top 3 for 2 (Sodhi edition)’, he just managed to outpace the flat return from the index 
over the two years.

Welcome to series three

With the history out of the way, let’s turn to series three of the competition. While the 
current climate suggests returns from this series will be much lower, at least one analyst 
is very bullish about his selections.

While you’re reviewing their selections, keep two things in mind. First, the competition is 
primarily for education and entertainment. Visit the ‘Recommendations’ tab at the website 
(www.intelligentinvestor.com.au) for our official recommendations (we cover most of the 
stocks selected).

Second, we’d never seriously recommend a portfolio consisting of only three stocks. 
A well-diversified portfolio should generally contain at least a dozen stocks. For more on 
portfolio construction, head to our special report Building and Managing your Portfolio, 
which is available under the New Members Area of the website.

With those caveats out of the way, let series three of the ‘Top 3 for 3’ begin.

 

Complex special situations might be Steve’s forté, but he’s managed to identify 
a neglected blue chip as well.

I’m really happy with the past three years. The defensive position I took served me well 
and I also produced some excellent returns. Even Infomedia, my dud selection, wasn’t too 
bad taking dividends into account.

Portfolio positioning is much harder now. Back then, defensive stocks were providing 
protection from a weak economy but they were also offering up outstanding returns. 
The prospective returns from here look reasonable for defensives like MAp and Spark 
Infrastructure, but riskier opportunities are more attractively priced.

I’m going out of my way to avoid resources stocks and anything China-related, as there’s 
a good chance the Chinese ‘miracle economy’ will derail over the next three years. But, as 
you’ll see with my selections, I’m taking on more business risk than three years ago. Most 
of the risks are company-specific, and the outcomes shouldn’t be unduly influenced by 
macroeconomic events, but the potential returns are ample.

In fact, it might sound silly after the strong returns from my selections three years ago, 
but I believe this new portfolio has similar potential.

QBe insurance

My first selection for the next three years is a blue chip, QBE Insurance. The market has 
become obsessed with the impact low interest rates will have on QBE’s profitability. The share 
price has fallen by about 60%, from around $35 in late 2007, to around $14.50 now. Over this 
time the company’s annual net earned premium has grown from $US8.5 billion to $12.9 billion.

Low rates will obviously affect QBE’s short-term profitability. It has $US29bn of insurance 
premiums and shareholders’ equity invested in highly-rated debt securities. Low rates mean 
less income on these investments and, with 30-year US government bonds yielding just 
3%, there’s not much sign  of improvement.

But if interest rates remain low, the insurance industry will have to adjust premiums 
upwards. QBE’s average combined operating ratio over the past decade—it has paid out 
just 92% of premiums in claims—looks low compared with historical averages of closer 
to 100%. But in the context of extraordinarily low interest rates, this outcome should be 
expected. In fact, as one of the world’s best managed insurance companies, I expect the 
underwriting results to get even better.

  
 

 
 
  

 

taBle 1: aNalyst raNkiNgs  
(series tWo)     

aNalyst year  aNalyst year aNalyst year 
 1  2  3

tony 149% tony 152% steve 137%

Tim 89% Gareth 124% Tony 115%

Steve 88% James C 124% Gareth 113%

Alex 80% Steve 105% James C 107%

James G 75% Alex 99% Tim 77%

Gareth 74% Tim 94% Alex 70%

James C 61% Nathan 85% Nathan 56%

Nathan 50% James G 83% James G 55%

Greg 42% Greg 41% Greg 26%

Gaurav n/a Gaurav* 12% Gaurav* 2%

 
 

steve’s results (series 2) 

stoCk 
theN DiviDeNDs NoW returN (asX CoDe)

iNfomeDia 
 $0.295   $0.076   $0.20  –6%

 
(ifm)

skies  
$71.00   $18.775   $100.55  68%

 
(sakha)

BBi eps*  
$0.12   $0.095   $0.45  350%

 
(Beppa/pih) 

average    137%

 
     

http://www.intelligentinvestor.com.au/current-recommendations/buy/
www.intelligentinvestor.com.au
http://www.intelligentinvestor.com.au/core/download/specialReports/BMP__May_11_o3.pdf
http://www.intelligentinvestor.com.au/new-members-area/
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photon group

My second stock is Photon Group. This holding company owns a collection of marketing 
consultancy businesses such as BMF, Naked and Belgiovane Williams Mackay. It’s also been 
one of the Value Fund’s dogs for the past two years.

For today’s investor, though, Photon is a very different prospect. A number of asset sales 
over the past 12 months means Photon’s debt has been repaid and it now has $15m of cash. 

I’m very confident in the value of the remaining businesses, including a few relatively unknown 
ones like Frank and Hotwire, both UK-based public relations businesses. The stock will probably 
remain unloved for a while but over the next three years I’m expecting some tidy returns.

rNy property trust

My third pick is RNY Property Trust, a very illiquid ASX-listed property trust that owns 
commercial property in the United States. Although I like the US-dollar exposure—the trust 
has no currency hedging in place—a resolution of company-specific issues will be more 
important over the next three years.

RNY has about 20 office buildings in suburban areas around New York with a total 
book value of US$470m. The property portfolio is financed with $US363m of debt, which 
is why the market capitalisation is only $26m. 

The trick here is that the debt consists of four different loans that are each secured by 
their own specific properties and that are non-recourse to the rest. Two of the four aren’t 
due to be repaid until 2017 and have more than sufficient assets to cover the loans. This 
part of the portfolio alone is worth multiples of the current unit price.

The other two are extremely highly leveraged pools, which RNY will hand over to the 
lenders if it can’t refinance them. The investment case is based on this happening but I’m 
getting increasingly hopeful that the manager can work a deal which enables the trust to 
hang on to them. The stock is cheap in any case, but it also has a couple of interesting 
options that could make it look very cheap. 

Steve is a former analyst with Intelligent Investor and is now the chief investment officer 
of Intelligent Investor Funds, which manages the Value Fund.

 

Management is vital to Tony so he’s stuck with two old favourites for the next 
series of the competition. But there’s also a resources stock attracting his attention.

I suspect the next three years will be just as interesting as the past three, although 
returns are unlikely to reach those lofty heights. When we made our original selections 
in late 2008, only a few months after Lehman Brothers and numerous other financial 
businesses had collapsed, the outlook was bleak to say the least.

Here investors should heed an important lesson: Judging an individual business based 
on economic conditions is not necessarily a smart move. Frankly we were spoilt for choice 
and the results we’ve achieved are testament to that.

sirtex medical

Pleasingly all three of my stocks generated positive returns, with Sirtex and Flight 
Centre leading the charge. The performance of liver cancer treatment company Sirtex 
is particularly pleasing because there were many reasons to avoid it. As a one-product 
medical company, it was highly exposed to regulatory as well as product risk. The strong 
Australian dollar also negatively affected profit, masking the excellent progress the company 
has made in advancing its SIR-Spheres cancer treatment.

flight Centre

Flight Centre also delivered, with the share price recovering strongly from its March 
2009 lows. Management has made considerable changes to the business in recent years 
and the results are showing up in both its Australian and overseas operations.

Finally Reece Australia has plodded along with solid results. The building industry 

steve’s stars (series 3)   

stoCk priCe at most reCeNt   
(asX CoDe) 15 Nov 2011 revieW

QBe iNsuraNCe  
$14.61 

 22 Sep 11 
(QBe)  (Strong Buy—$12.17)

photoN group  
$0.063  N/a

 
(pga)

rNy prop. trust 
 $0.10  N/a

 
(rNy) 

 Here investors should heed 
an important lesson: Judging 
an individual business based 
on economic conditions is not 
necessarily a smart move. 
Tony Scenna

toNy’s results (series 2)  

stoCk 
theN DiviDeNDs NoW returN

 
(asX CoDe)

flight CeNtre  
$9.64   $1.63   $20.07  125%

 
(flt) 

reeCe (reh)  $15.87   $1.70   $18.55  28%

sirteX (srX)  $1.70   $0.21   $4.75  192%

average    115%

http://www.iifunds.com.au/
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
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has not been an easy one but the company has a sound business plan, an experienced 
management team and a long term mentality.  

None of the three needed to raise capital (all have net cash on the balance sheet), all 
paid their dividends, and they all avoided buying other businesses.

The temptation for these next three years is to uncover three new businesses. However 
on this front I’m going to risk being described as boring and stick with Flight Centre and 
Sirtex for two of my picks.

Whitehaven Coal

For the third I’ve chosen coal company Whitehaven Coal. The company is relatively 
new, having listed in 2007. It operates in the Gunnedah Basin, a new coal province some 
350 kilometres northwest of the Port of Newcastle. Management owns 20% of the stock 
and has barely put a foot wrong so far, having developed the mining operations and steered 
the business conservatively. The company has net cash on the balance sheet.

Whitehaven also has an important stake in a new coal terminal at Newcastle and 
recently confirmed it has sufficient capacity to meet its increasing production. The company 
is forecasting coal production will hit 15m tonnes by 2015 at a cost of $60–65 per tonne. 
While the green movement against coal mining is strong, I don’t expect significant problems 
for the industry.

Tony is a former contributor to Intelligent Investor and an occasional consultant to our 
analysts. He is a director and portfolio manager of Selector Funds Management.

 

Gareth, another member of the 100% club, has stuck with quality this time around, 
but with a decidedly international flavour.

Flight Centre and ARB Corporation worked out better than I ever hoped for in 2008. But 
while neither is compellingly cheap today, both are good businesses run by great management. 

I can’t help but feel a little bruised by the competition’s strict ‘no sale’ rule on my 
third selection. We recommended Select Harvests be sold at more than double today’s 
price in early 2010 (see Time to exit Select Harvests from 14 Jan 10 (Sell—$4.45)). If the 
competition allowed me to lock in profits then, Steve would be holding the silver medal 
now [them’s the breaks Gareth—Ed].

If I had to put a theme to my series three selections, it would be ‘international 
diversification’. With the Australian dollar priced at more than one US dollar, our economy 
is in a bind. Our resources companies will suffer if the Chinese miracle economy shifts into 
reverse, while our non-resources companies will be hollowed out if the boom continues.

Either way, I’m focused on great businesses at fair prices with a bias towards foreign 
currency exposures. Of course, I’d never recommend a portfolio that was 100% international 
because diversification matters. While I’ve chosen these three stocks to highlight how important 
I think the issue is, the bottom line is that they’re good businesses, cheaply priced.

QBe insurance

I’m sure this will be a popular choice given its Strong Buy recommendation (current 
as at 15 November 2011). For me, it’s the asymmetrical nature of the bet that appeals. As 
Nathan has highlighted in his recent reviews, the stock is very cheap even if key variables 
continue working against the company.

If some of those variables turn then shareholders are in for a treat. For example, if interest 
rates rise, so will the income from QBE’s huge bond portfolio; if the Australian dollar falls, 
the value of QBE’s international business is worth more to Australian shareholders. I’m also 
comforted by management’s relentless cost focus and acquisition discipline.

But this isn’t a ‘no risk’ stock. QBE is an insurance business, so it will always be susceptible 
to black swan events. While the company has been profitable in all but one of the past  
30 years, a huge disaster could shake the foundations. Outside of this competition, the 
real world demands you stick to the suggested 7% portfolio limit.

toNy’s top Dogs (series 3)  

stoCk priCe at most reCeNt 
(asX CoDe) 15 Nov 2011 revieW

flight CeNtre  
$20.07

  14 Nov 11  
(flt)  (Hold—$19.72)

sirteX meDiCal  
$4.75

  29 Aug 11  
(srX)  (Speculative Buy—$4.95)

WhitehaveN Coal 
$5.74  16 Aug 10 (Avoid—$6.04)

 
(WhC)

  
 

gareth’s results (series 2)  

stoCk 
theN DiviDeNDs NoW returN

 
(asX CoDe)

flight CeNtre  
$9.64   $1.63   $20.07  125%

 
(flt)

arB Corp  
$2.90   $0.99   $8.00  210% (arp)

seleCt harvests  
$2.50   $0.46   $2.10  2% (shv)

average    113%

http://www.selectorfund.com.au/
http://www.intelligentinvestor.com.au/articles/Select-Harvests-SHV/Time-to-exit-Select-Harvests.cfm
http://www.intelligentinvestor.com.au/articles/Flight-Centre-FLT/Flight-Centre-Shops-v-Internet.cfm?articleID=6563473
http://www.intelligentinvestor.com.au/articles/Flight-Centre-FLT/Flight-Centre-Shops-v-Internet.cfm?articleID=6563473
http://www.intelligentinvestor.com.au/articles/Sirtex-Medical-SRX/Stocks-in-Brief-6540098.cfm?articleID=6540098
http://www.intelligentinvestor.com.au/articles/Sirtex-Medical-SRX/Stocks-in-Brief-6540098.cfm?articleID=6540098
http://www.intelligentinvestor.com.au/articles/Whitehaven-Coal--WHC/Whitehaven-Coal-Too-hot-to-handle.cfm?articleID=6427519
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Computershare

I never grasped quite how good a business Computershare was until I started 
covering the company earlier this year (see Computershare takes the lion’s share—Pt 1  
(from 16 Jun 10 (Long Term Buy—$9.32) and Pt 2 (from 22 Jun 10 (Long Term Buy—$9.19)). 
It’s a highly profitable business with a wide moat and significant insider ownership, and we 
were able to upgrade to an outright Buy recommendation during the market slump in August.

This is also an asymmetrical play. Borrowing a term from the gaming industry, the regular 
revenue from the ‘grind’ business—mainly share registry maintenance—almost justifies 
today’s price. Furthermore, the company has recently been granted approval to acquire its 
main competitor in the US, which will give it market share of about 60%.

There are three other sources of potential upside: increased corporate actions (such as capital 
raisings and takeovers), higher interest rates or a lower Australian dollar. On an adjusted price-to-
earnings ratio of 15 and a dividend yield of 3.4%, partly franked, the stock doesn’t scream bargain. 
But if just one or two factors fall in our favour, it could turn out to be cheaper than it appears.

Berkshire hathaway

I had the competition rules stretched to include Berkshire Hathaway, the US-listed 
investment company run by Warren Buffett and Charlie Munger. As international brokerage 
has been getting cheaper, there’s an increasingly compelling argument for direct investing 
in selected overseas stocks.

Berkshire is a diversified collection of insurance and reinsurance companies, operating 
divisions and listed investments. While we don’t recommend the company, there’s a case 
for calling it cheap today.

Buffett has said that book value is a useful, but understated, proxy for Berkshire’s intrinsic 
value. Many of the operating divisions are worth far more than book value. Earlier this year 
the price of Berkshire’s A-class shares fell below US$100,000 to within a whisker of the 
US$95,500 book value (as at 31 December 2010). In response, the company authorised 
a permanent on-market buyback program to acquire shares at up to a 10% premium to 
book value, a price Buffett must still consider cheap.

Today, the A-class shares sit a little out of buyback range at US$112,000 but are probably 
still cheap. For the purposes of this competition I’m selecting some B-class shares (each of 
which represents 1/1,500th of the economic value of the A-class shares). If you’d like a closer 
look at Berkshire, Whitney Tilson’s analysis (see www.tilsonfunds.com/BRK.pdf) is useful.

Gareth is a Senior Analyst with Intelligent Investor.

Nathan’s grandmother is pleased with his results from the last series, although 
this time around she has her fingers crossed for financial markets.

My aim back in December 2008 was to select a handful of companies that I could 
comfortably recommend to my grandma. Safety and outperformance aren’t mutually 
exclusive, provided you buy at a cheap price.

Although my results were satisfactory, Cochlear’s recent recall shows that a one-product 
company is probably too risky in a portfolio of just three stocks. It also shows how important 
timing can be to success in this competition. I was worried about ‘groupthink’ back in 2008 
given Flight Centre was chosen by seven out of the eight analysts. But it merely showed 
we knew this business well and that the stock was inexpensive.

I’ve selected three blue chip stocks that I personally own for this third series of the ‘Top 3 
for 3’. While I’m very conscious that each of them depends on financial markets, they should all 
produce much higher profits should the world return to some semblance of normality by 2014. 
Each pays a decent dividend, but my return expectations are much lower this time around.

macquarie group

Whichever way I splice and dice it, Macquarie Group looks cheap. Expectations for the 
investment bank and its global rivals are at an all-time low. That’s usually a good time to buy, though 
this maligned group has still managed to underperform even the lowest of expectations recently.

gareth’s greatest (series 3)  

stoCk priCe at  most reCeNt   
(asX CoDe) 15 Nov 2011 revieW

QBe iNsuraNCe  
$14.61

  22 Sep 11  
(QBe)  (Strong Buy—$12.17)

Computershare  
$8.16 

 8 Nov 11  
(Cpu)  (Long Term Buy—$8.31) 

Berkshire 
US$75.86  N/a

 
hathaWay 
(Brk-B, Nyse)

NathaN’s results (series 2)  

stoCk 
theN DiviDeNDs NoW returN

 
(asX CoDe)

flight CeNtre 
 $9.64   $1.63   $20.07  125%

 
(flt)

CoChlear  
$56.49   $6.00   $55.37  9%

 
(Coh)

platiNum asset  
$3.44   $0.67   $3.90  33%

 
mgmt (ptm)

average    56%

http://www.intelligentinvestor.com.au/articles/Computershare-CPU/Computershare-takes-the-lion-s-share-pt-1.cfm
http://www.intelligentinvestor.com.au/articles/Computershare-CPU/Computershare-takes-the-lion-s-share-pt-2.cfm
www.tilsonfunds.com/BRK.pdf
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/Computershare-CPU/Stocks-in-Brief-6563375.cfm?articleID=6563375
http://www.intelligentinvestor.com.au/articles/Computershare-CPU/Stocks-in-Brief-6563375.cfm?articleID=6563375
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Macquarie’s three trading businesses together produced a loss in the six months  
to 30 September and, although this should reverse eventually, the timing is uncertain.  
Even if the trading businesses remain subdued, then profits from funds management, 
asset financing and banking services should enable Macquarie to keep paying a  
reasonable dividend.

A share buyback could add value, and a takeover bid isn’t out of the question. But the 
real upside will come if markets stabilise and a wave of corporate activity—thanks to record 
levels of cash—is unleashed. Macquarie would win a share of this business, so it would 
put a rocket under earnings.

QBe insurance

QBE’s share price has been clobbered following a series of natural disasters and falling 
yields on its bond portfolio. As Steve has mentioned, investment returns are unlikely to 
recover while major western economies pursue ultra-low interest rate settings. But at the 
current price we don’t need them to.

This financial year has been an ‘annus horribilis’ for the insurance industry yet, unlike 
most of its rivals, QBE still managed to produce respectable profits. The company is already 
hiking premiums to compensate, and it will continue to do so if changes in weather patterns 
produce more frequent claims. Finally, as one of the industry’s stronger players, it’s well 
placed to take business should competitors fail.

Computershare

Computershare has something in common with each of QBE Insurance and Macquarie 
Group. Like QBE, it’s suffering from low interest rates. This is because Computershare 
earns interest on cash it holds on behalf of corporate customers in the US and Canada. 
While there’s little likelihood rates will rise soon, profits will receive a significant boost if 
they do down the track.

Like Macquarie, Computershare’s earnings have fallen with lower corporate actions. 
While Computershare’s global share registry business provides valuable recurring revenues, 
it’s the administration work from big corporate deals that ignites profitability. With activity 
levels at a historical low, Computershare should be a significant beneficiary if companies 
start doing deals again.

Nathan is the Research Director of Intelligent Investor.

James might be worried about the global economic outlook, but he’s not going 
to let it stop him buying cheap businesses.

I’m pleased with my returns from series two of the competition. While I underperformed 
my colleagues, I still gave the index a beating thanks to Flight Centre, which shows it’s 
important to identify the occasional big winner.

My other two stocks were slightly disappointing although hardly disasters. The outlook 
for Harvey Norman has changed significantly over the past three years, as outlined in recent 
reviews, and it’s a long way from earning a place in series three. But a cheap purchase 
price and dividends still resulted in a positive return.

Platinum Asset Management’s business and share price has performed much better 
than most large funds management businesses. But it’s been a difficult period for markets 
so inflows have been hard to come by. Again, though, a reasonable purchase price and 
solid dividends produced a reasonable result.

Perhaps my biggest potential mistake back in 2008 was expecting a quick recovery 
from the global financial crisis. All the stocks I chose had significant exposure to economic 
activity or financial markets, so I was lucky the Australian economy held firm.

If that was a potential mistake, then I’m about to make it again. One of my stocks is 
simply an underpriced blue chip but the other two depend significantly on economic activity. 
If Australia enters recession, it’ll hurt two of my three stocks. But as they all have significant 
overseas operations, they’ll probably benefit from a lower Australian dollar.

  
 

 
 
 

 

Bellseye (series 3)   
stoCk priCe at most reCeNt  
(asX CoDe) 15 Nov 2011 revieW

maCQuarie grp  
$24.03 

 3 Nov 11   
(mQg)  (Buy—$23.62)

QBe iNsuraNCe  
$14.61

  22 Sep 11   
(QBe)  (Strong Buy—$12.17)

Computershare  
$8.16 

 8 Nov 11  
(Cpu)  (Long Term Buy—$8.31)

James’s results (series 2)  

stoCk 
theN DiviDeNDs NoW returN

 
(asX CoDe)

flight CeNtre  
$9.64   $1.63   $20.07  125%

 
(flt) 

harvey NormaN  
$2.30   $0.31   $2.16  7%

 
(hvN)

platiNum asset  
$3.44   $0.67   $3.90  33%

 
mgmt (ptm)

average    55%

http://www.intelligentinvestor.com.au/articles/Macquarie-Group-MQG/Macquarie-interim-Good-bad-ugly.cfm?articleID=6563117
http://www.intelligentinvestor.com.au/articles/Macquarie-Group-MQG/Macquarie-interim-Good-bad-ugly.cfm?articleID=6563117
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/Computershare-CPU/Stocks-in-Brief-6563375.cfm?articleID=6563375
http://www.intelligentinvestor.com.au/articles/Computershare-CPU/Stocks-in-Brief-6563375.cfm?articleID=6563375
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QBe insurance

I’m sure my colleagues have said a lot about QBE Insurance. It’s rare to pick up a 
company of this calibre for such a low price. The reasons to dislike the stock are obvious 
enough—low returns on its investment portfolio and a string of natural disasters—but 
customers will eventually pay for these in the form of premium increases.

QBE is in the business of ‘risk’ so there’s always the chance it gets insurance pricing wrong, 
or one of its reinsurance counter-parties fails in the wake of a crisis. But QBE’s management 
is first-class so I’m prepared to overlook that the company is a bit of a ‘black box’. 

macquarie group

Speaking of black boxes, choosing Macquarie Group is a bet that financial market activity 
recovers at some point over the next three years. It has a number of decent businesses 
that are masking the barely profitable cyclical ones.

It’s by no means risk-free. As a bank, it’s unlikely to perform well in a recession or depression 
scenario.  There’s also the risk that the cycle improves over the next few years, only to turn 
down again by the time this competition draws to a close in 2014. But the stock is cheap 
enough that, even without a recovery, returns should be reasonable in most circumstances.

servcorp

For my third choice I considered the stability of WHK Group or Metcash, as well as 
the built-in profit growth that Computershare will probably deliver. But I dismissed each of 
them in favour of Servcorp, which I think has superior profit growth potential.

As a serviced office provider, Servcorp is the ultimate cyclical. With most of its operations 
in Australia, Japan, the Middle East, China, Asia and now the US it depends to a large extent 
on business conditions improving rather than deteriorating over the next three years. It also 
requires that the Virtual Office concept, which it has been rolling out during the downturn, 
is successful. Here, owner-manager Alf Moufarrige is the ultimate value investor, having 
shown he’s prepared to accept short-term pain for long-term gain.

But if growth doesn’t improve it shouldn’t kill the company, which has more than $1.00 
a share in cash. Management also intends to boost dividends to 15 cents a share in 2012 
now that the floor rollout program is coming to an end.

Servcorp has quite a few moving parts, but perhaps the biggest risk is a recession in 
Australia, which has supported profitability during the global downturn. Offsetting that, a 
recession would probably also be accompanied by a fall in the Australian dollar, which will 
make the company’s overseas earnings more valuable to local shareholders.

James is a Senior Analyst with Intelligent Investor.

 

Like Nathan and James, two financials make it on to Greg’s list. So does a holding 
in Australia’s highest quality retailer.

[Greg begs forgiveness for a brief submission. He and his wife Janine are currently 
travelling and were last heard from in a little medieval cottage in rural France. The wine 
has been impeccable; the internet connection has not—Ed.] 

QBe insurance

The argument for this stock has been well made by others in the Intelligent Investor 
team, so I won’t repeat it here. I’ll put it this way: I expect the next three years to be much 
more rewarding for shareholders than the last three. 

macquarie group

I’m nervous about including two ‘financials’ in my top three but, at a price below $25 
per share, market has firmly weighted the odds in favour of today’s buyer. There are many 
ways shareholders could win—from a rebound in lucrative corporate activity (because of 
the advisory fees Macquarie would reap) to a potential takeover bid from a larger firm. 

James’s gems (series 3)   

stoCk priCe at most reCeNt 
(asX CoDe) 15 Nov 2011 revieW

QBe iNsuraNCe 
 $14.61

  22 Sep 11  
(QBe)  (Strong Buy—$12.17)

maCQuarie grp 
 $24.03

  3 Nov 11  
(mQg)  (Buy—$23.62)

servCorp  
$2.70

  17 Oct 11  
(srv)  (Long Term Buy—$2.75)

  
 

 
 

 
  

greg’s results (series 2)  
stoCk 

theN DiviDeNDs NoW returN (asX CoDe)

flight CeNtre  
$9.64   $1.63   $20.07  125%

 
(flt)

iNfomeDia  
$0.295   $0.076   $0.200  –6%

 
(ifm)

aWe (aWe)  $2.39   –     $1.445  –40%

average    26%

http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/Macquarie-Group-MQG/Macquarie-interim-Good-bad-ugly.cfm?articleID=6563117
http://www.intelligentinvestor.com.au/articles/Macquarie-Group-MQG/Macquarie-interim-Good-bad-ugly.cfm?articleID=6563117
http://www.intelligentinvestor.com.au/articles/Servcorp-SRV/Riding-the-Servcorp-escalator.cfm?articleID=6562089
http://www.intelligentinvestor.com.au/articles/Servcorp-SRV/Riding-the-Servcorp-escalator.cfm?articleID=6562089
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In any case, the fat dividend yield means that we’re being paid for our patience while we 
wait for things to improve.

Woolworths

I toyed with adding a smaller stock but have opted for the stability of Woolworths. 
If my two financial stocks struggle, Woolies should afford some protection. It probably 
precludes me from winning but after a couple of poor showings in this competition, I’m 
firmly focused on saving face! 

Greg is the former Research Director of Intelligent Investor and remains a director of 
the company.

Gaurav’s selections are a little more exotic than some of the other analysts’ picks. 
A bit like him, really.

Let’s face it. I didn’t have a very good competition, despite beating the index slightly. 
While I didn’t benefit from the same aura of doom that helped my colleagues pick some 
bargains, my strategy was nevertheless the wrong one.

I picked three rather speculative companies; Integra Mining, AWE and Aristocrat 
Leisure. I got lucky on the first, unlucky on the second, and on the third I got the business 
entirely wrong. I thought Aristocrat’s profits would turn quickly and didn’t believe gambling 
was the cyclical industry it turned out to be. AWE was unlucky with the drill bit but remains 
sound, if unloved, while Integra was an intelligent speculation that worked out. 

This time around, I’ve put more thought into assembling a robust portfolio. Dominating 
my thinking is that I can’t sell for three years and that I shouldn’t depend on luck.

spark infrastructure

That made my first pick easy: electricity network operator Spark Infrastructure. It’s been 
my largest personal holding for some time and I think I understand it well. Management 
has been internalised and distributions are sustainable and growing.

Electricity network operators are benefiting from a massive investment boom; for every 
dollar Spark spends on capital expenditure, it gets a guaranteed rate of return for five years. 
Its regulatory asset base will grow at 14% a year over the next four years, which should 
translate into earnings and distribution growth. A final endorsement is that large electricity 
users are lobbying to change the rate of return rules for network operators because they 
think Spark’s returns are too generous.

antares energy

My second choice was harder. I’m bullish on energy and think most portfolios should have 
some sector exposure. But picking individual stocks is harder; rising energy prices have not 
resulted in good returns for Woodside shareholders, for example. Tap Oil and Cue Energy—
both of which I own—were tempting but they’ll need exploration success. I’ve opted for Antares 
Energy, a company I’ve been watching for a while but which we haven’t reviewed yet.

Antares is a shale gas producer in the US. Success will depend not on exploration but 
on development and, while it needs capital, it already has funding in place to increase 
production. Costs are very low because its ground in the Permian basin is rich in oil and 
requires vertical rather than horizontal drilling. Management is experienced and focused.

The company isn’t generating free cash flow yet, but it should once production volumes 
ramp up. While it appears cheap now, Antares also has exposure to US gas prices, which 
have been depressed by the weak economy and a supply spike. A recovery in gas prices 
would provide further upside.

golD

My last pick was the hardest. Stocks I considered including were Macquarie Group 
and Computershare, which would have made it into a ‘top 5 for 5’ competition [another 
analyst trying to bend the rules?—Ed]. But in the end, I wanted gold exposure.

  
 

hoffmaN’s heroes (series 3)  

stoCk priCe at most reCeNt 
(asX CoDe) 15 Nov 2011 revieW

QBe iNsuraNCe  
$14.61

  22 Sep 11  
(QBe)  (Strong Buy—$12.17)

maCQuarie grp  
$24.03

  3 Nov 11 
(mQg)  (Buy—$23.62)

WoolWorths  
$24.76 

 3 Nov 11  
(WoW)  ( Long Term Buy—$23.91)

gaurav’s results (series 2)*  

stoCk 
theN DiviDeNDs NoW returN

 
(asX CoDe)

aWe (aWe)   $2.73   –     $1.45  –47%

iNtegra miNiNg  
$0.285   –     $0.54  89%

 
(igr)

aristoCrat  
 $3.79   $0.08   $2.37  –35%

 
leisure (all)

average    2%

 
  

soDhi’s stoCkpile (series 3)  

stoCk priCe at most reCeNt 
(asX CoDe) 15 Nov 2011 revieW

spark iNfras.  
$1.275

  29 Aug 11  
(ski)  (Long Term Buy—$1.31)

aNtares eNergy  
$0.43  N/a

 
(aZZ)

golD (etf) (golD)  $168.74  N/a

http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/Macquarie-Group-MQG/Macquarie-interim-Good-bad-ugly.cfm?articleID=6563117
http://www.intelligentinvestor.com.au/articles/Macquarie-Group-MQG/Macquarie-interim-Good-bad-ugly.cfm?articleID=6563117
http://www.intelligentinvestor.com.au/articles/Woolworths-WOW/Stocks-in-Brief-6563166.cfm?articleID=6563166
http://www.intelligentinvestor.com.au/articles/Woolworths-WOW/Stocks-in-Brief-6563166.cfm?articleID=6563166
http://www.intelligentinvestor.com.au/articles/Spark-Infrastructure-SKI/Stocks-in-Brief-6540106.cfm?articleID=6540106
http://www.intelligentinvestor.com.au/articles/Spark-Infrastructure-SKI/Stocks-in-Brief-6540106.cfm?articleID=6540106
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I’m conscious that I can’t sell for three years, so explorers aren’t suitable. And while I 
own several gold miners in my personal portfolio, the 33.3% weighting demanded by this 
competition is much too high. In any case, my favourite producers—Integra Mining, Silver 
Lake, Kingsgate and Kingsrose—all look fairly priced.

So I’ve settled on the ASX-listed exchange traded fund GOLD (each unit is equivalent 
to 0.1 of an ounce of gold). It charges a fee, but as it’s not a gold producing company 
there’s no operating risk. If the Australian dollar goes down or the gold price continues to 
climb, GOLD will do well. And I suspect that government attempts to deal with ongoing 
sovereign debt crises will lead to suspicion of fiat currencies.

Gaurav is the Resources Analyst for Intelligent Investor.

  

Trainee analyst Jason is wisely treading the conservative path, although his third 
choice has what might be called a ‘colourful’ history.

Being my first ‘Top 3 for 3’ competition, I’m unburdened by previous years’ biases, 
which I hope will stand me in good stead. Of course, I haven’t learnt the lessons either. 
But as Charlie Munger has said, it’s better—and less costly—to learn from others. Having 
reviewed the previous two series of the competition in an attempt to glean what works 
and what doesn’t, here are my thoughts. 

First, pick companies that will survive the three years. It’s tempting when creating a 
highly concentrated fictitious portfolio to try to identify a ten-bagger. It could work out, but 
it could just as easily end in ruin. I’m taking the conservative route and will happily forfeit 
the ten-bagger to avoid picking a duster that could hurt my overall portfolio performance.

Second, dividends matter. This cash stream can make a real difference over three years. 
And finally, don’t overpay. Finding great businesses is only half the battle; even the best 
companies bought at inflated prices will deliver poor investment returns.

Whk group

My first selection is accounting firm WHK Group—perhaps Australia’s prime contender 
for most boring business (closely followed by Amcor). Unlike the big four, WHK’s main focus 
is on traditional accounting advice for small to medium businesses and wealthy individuals. 
This business brings in around 75% of the company’s revenue (financial planning brings 
in the other 25%).

This business is as appealing as it is unexciting. Regardless of the economic environment, 
audits need to be done, tax returns filed and GST claims lodged. Every accountant’s time 
is charged out in neat six minute blocks, and this regular income stream flows nicely into 
WHK’s coffers.

Only limited growth is needed at today’s price. Dividends alone should total around 21 cents  
over the next three years. WHK might be a boring business but the returns shouldn’t be.

QBe insurance

My second pick, QBE Insurance, is held widely by the analytical team and with good 
reason. An insurance business is a bet on the jockey as much as the horse and I’m confident 
both are first-rate. QBE’s disciplined and capable team has produced excellent results, 
writing policies when new business is profitable and making acquisitions when it’s not. 
This twin approach, of underwriting discipline and sensible acquisitions, has made QBE 
one of the best insurers in the world. 

Not that you’d know it from the current share price. QBE is now priced to make no 
returns from its sizable investment float, ever. While profits may fall in the short term, 
today’s price should prove very cheap. 

photon group

Photon Group, a collection of advertising agencies, is more speculative. The stock has 
fallen more than 90% over the past two years as its debt-fuelled acquisition binge came 

JasoN’s JaCkpot (series 3)  
stoCk priCe at most reCeNt 
(asX CoDe) 15 Nov 2011 revieW

Whk group 
 $0.865 

 28 Oct 11  
(Whg)  (Buy—$0.835)

QBe iNsuraNCe 
$14.61 

 22 Sep 11  
(QBe)  (Strong Buy—$12.17)

photoN group 
$0.063  N/a (pga) 

  
 

 

http://www.intelligentinvestor.com.au/articles/WHK-Group-WHG/Stocks-in-Brief-6562882.cfm?articleID=6562882
http://www.intelligentinvestor.com.au/articles/WHK-Group-WHG/Stocks-in-Brief-6562882.cfm?articleID=6562882
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
http://www.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-A-buy-amid-the-storms.cfm?articleID=6555846
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unstuck, resulting in a heavily dilutive capital raising.
New chief executive Jeremy Philips has been busy selling assets, having offloaded  

31 of Photon’s 45 agencies. With the recent sale of its field marketing and retail agencies 
for $147m, Photon is finally debt-free. 

The stock has more than doubled from recent lows but remains cheap. Trading on an 
estimated free cash flow yield of above 20%, Photon should be in a position to resume 
paying dividends soon. 

Philips deserves credit for dragging Photon back from the brink of bankruptcy. If he is 
able to demonstrate the same nous over the next few years the stock will prove very cheap.

Jason is a trainee Analyst (not yet qualified) with Intelligent Investor.

 

We commend our ‘Top 3 for 3’ selections to you. While Flight Centre might have been 
the favourite in series two, QBE Insurance has emerged as the top analyst pick for series 
three. Achieving a total return close to Flight Centre’s magnitude won’t be easy for QBE 
but nor should it be impossible.

If previous ‘Top 3 for 3’ competitions are any guide, the total returns will swing wildly 
from year to year. We’ll update the state of play late in 2012 and again in 2013, then 
declare a winner in 2014. Series three could be a wild ride but, with a decent selection of 
underpriced stocks, let’s hope it’s ultimately profitable.

Report compiled by James Greenhalgh
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