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Picking Stocks for Income
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About Me

 Founder of Intelligent Investor (1998)

* Purchased by InvestSMART in 2015
e Current Editor-in-Chief

* Definitely not an analyst
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Disclaimer

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.

DISCLAIMER This publication has been prepared from a wide variety of sources, which InvestSMART 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.

PERFORMANCE Past performance is not a reliable indicator of future results. Our performance figures are hypothetical and
based on recommendations from Intelligent Investor using stock prices at date of publication. Brokerage costs have not been

Included. As stocks rise and fall, returns may be negative. We encourage you to think of investing as a long-term pursuit.
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Three Takeaways for Income Investors
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1. Mindset
2. Guidelines

F 3. Mini-portfolio




The Income Investing
Mindset
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US 10-Year Treasuries

Feb. 1790 To damp inflation,
15%| .5, government borrows o Fed Chairman Paul
§19,608.81, marking the Volcker raises short-
beginning of the U.S. national 1790 ) 20 16 term interest rates to
debt under the new Constitution. 20%; vields hit record
The previcus year, Treasury August 1971 _ high in three months.
secretary Alexander Hamilton President Richard Nixon takes
had negotiated to consalidate the U.5. off the gold standard;
the states' war debts vields rose in following years.
0 ' Sept. 2001
Terror attacks in the
Sept. 1945 .S, kill nearly 3,000
SFS"!:?B'?:'N breatd odb The end of World War Il and the people.
+3. LIVIL VVar DReags) Gisg ensuing boom of U.S. econamy; low
vields are replaced by higher ones
&y ; Sept. 2008
during the post-war pericd.
J) E P P Collapse of Lehman
- Brothers Holdings Inc.
-2 Oct. 1987 & and global financial
.5, stock CrisIs.
market
bond yield, oLl LS June-l::lly E?j‘lE-
_ CL. LLE. reterendum in
1730-2015 L.5. stock market crashes. o favor of quitting the
0 The Great Depression follows. European Union, or

| | T | I I T I T I I I T | , | Brexit; yields hit record
\ - o ama aper - . ] A amer tee c - e close on July 5.
1790 1800 1810 1820 1830 1840 1850 1860 1870 1880 1890 1900 1910 1920 1930 1540 1550 1960 1970 1980 1990 2000 2010

Recessions prior to 1854 lack official dates.
Source: Global Financial Data



o

Valuation: US Equities

Cyclically-Adjusted P/E of the S&P 500 Index and US Long-Term Interest Rates
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Valuation: Australian

Australian Equities Cyclically Adjusted P/E

Equities
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Corproate Profits as %

10

1947

Capital Versus Labour

Corporate Profits After Tax and Labor Share as % of GDP, 1947-2013
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US Income Inequality

FIGURE 3:
Family Income Change by Quintile, 1979 - 2009
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The Robber Barons Are Bac

Income Share of the Top 1 Percent, 1913-2012 (annotated)
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Revenue Acts of 1916-18
raise top tax rate over
75%

Securities and Exchange
Commission (SEC) established
(1934)

Glass Steagall Banking Act (1933)

Stock market
crash, October
1829

Bush tax cuts
(2001-3)

Financial Modernization Act
(1999) repeals Glass-Steagall

National Labor Relations
Act; Social Security Act
(1935)

Fair Labor Standards Act (1838)

Eisenhower-era tax policy

Revenue Acts of
pushes top marginal rate over S0

1922-28 lower top rates

to 259 percent
"Little Steel” agreement NAFTA (1994)
sets tempiate for
war-era wage
increases (1941) Reagan breaks air
/ trafific strike (1981)
Revenue Act (1943) raises
rates and broadens base Garn-St. Germain Act
(1982), more banking
Marguette v First of Omaha (1978) deregulation
launches wave of banking deregualtion \

Depository Institutions Deregulation
and Monetary Control Act (1980)
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CENTER FOR ECONOMIC
AND POLICY RESEARCH

Federal Reserve begins assault on
infiation {(1979), driving up unemployment



Flat Wages Growth

Annual Change In Real US Wages
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US Productivity Growth
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Disruption Is A Myth
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Capital Versus Labour Again

Exhibit 14: U.S. Corporate Profits as Percent of GDP
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The hidden risk of holding cash

How £10,000 in 2007 is worth only £9,041 in 2017
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InvestSMART Portfolio Manager

Healthcheck surer £ MANAGE +CREATENEW & PRINT

@ Dashboard Summary Investment Comparison

& Investment Goal

Portfolio Health Check

Asset class Is your portfolio
¥ Health Check Score is out of a possible 1005 averfunder weight?
Your invesiment goal fer this ponfolio is

il |mprove your Portfolio » AUSTRALIAN EQUITIES 1.6% @

@ Aszets in this Portfolio INTERNATIONAL EQUITIES 56 @
Diversified portfolios Try another investment goal » PROPERTY 3% ©
Shares & ETFs 7-10 YEARS : GROWTH v o CASH L]
Managed Funds o FIXED INTEREST 6.8% @

Target You

Cash ALTERNATIVES 0.1%
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PROPERTY
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Don’t Be Over-exposed To Property
And Aussie Shares

INVESTSMART INVESTSMART
Average Member’s Recommended

Conservative Portfolio Conservative Portfolio

\

PROPERTY

g




5. Don’t Be Over-exposed To Banks

INVESTSMART INVESTSMART
Average Member’s Recommended
Conservative Portfolio Conservative Portfolio

BANKS BANKS
2477?7% <207?7%



It Too Complicated

6. Don’t Make







8. Try Not To Reach For Yield
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12. Focus On Valuation
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Sell Price Is Around Fair Value

Recommendation

1l

HOLD BUY HOLD SELL

Current price: $44.14 at 10:57, 11 Jul B |

2017 HOLD at $37.16

Price at review: $37.16 on 15 Jun 17

Flight Centre (FLT) Recommendation Guide

s
] % s
D
1= llll
Max Portfolio

weighting Business risk Share price risk

6% Medium Medium-High



14. Which Means It’s
Okay To Buy Holds

Recommendation

Flight Centre (FLT) Recommendation Guide
HOLD BUY HOLD SELL
Current price: $44.14 at 10:57, 11 Jul B ]

A | HOLD at $37.16
Price at review: $37.16 on 15 Jun 17

T
)

=
"= il
Max Portfolio
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6% Medium Medium-High



The Mini Portfolio
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amaysim

SAY HI TO MORE

ASX Code:

AYS

Current Recommendation:

BUY at $77?

Price $?77?

FY17 exptd div. yield ??7%

FCF yield ??7%
Franking Unfranked
Portfolio limit 4%

Price Limit

Buy below $2.00
Hold up to $3.50

Reasons for inclusion

High quality growth stock;
good management.

Key risks

Competition in mobile
market; big energy
acquisition.




ASX Code:

ASX

Current Recommendation:

BUY at $?7

Price $?77?
FY17 expctd div. yield | ??%
FCF yield ??7%
Franking 100%
Portfolio limit 8%
Buy up to $50

Price Limit

Hold up to $70

Reasons for inclusion

Earnings set to grow;
monopoly market position,;

Key risks

Competition in equity clearing
and potentially trading; major
sharemarket weakness




FLIGHT
CENTRE

ASX Code:

FLT

Current Recommendation:

HOLD at $?7?

Price $?77?
FY17 expctd div. yield | ??%
FCF yield ??%
Franking 100%
Portfolio limit 6%

Price Limit

Buy up to $32, Hold up to $50

Reasons for inclusion

Strong in AU leisure and
corporate travel; overseas
expansion and/or acquisitions;
weak players under pressure.

Key risks

Threat from online travel agents;
recent weakness in airfare pricing;
housing or consumer downturn.




ASX Code:

IFL

Current Recommendation:

HOLD

Price $?77?
FY17 expctd div. yield | ??%
FCF yield ?2?7%
Franking 100%
Portfolio limit 6%

Buy below $8

Price Limit

Hold up to $12

Reasons for inclusion

Experiencing inflows; move
to non-bank platforms;
earnings to rise in 2018.

Key risks

Falling wealth management
margins; earnings linked to
equities; possible cap

raising to fund acquisitions.




. Price $?77?

FY17 expctd div. yield | ??%

— / / FCF yield ?2?%

S,
n aVI t aS e Franking 100%

Portfolio limit 5%
ASX Code: Price Limit Buy below $4.70
NVT Hold up to $7.50
Current Recommendation: Demand from international
: : students; helps universities
BUY Reasons for inclusion

under funding pressure;
strong cash flow.

Loss of university contracts;
government crackdowns on
immigration or visa
changes.

Key risks




Perpetual

ASX Code:

PPT

Current Recommendation:

HOLD

Price $?77?
FY17 expctd div. yield | ??%
FCF yield ??%
Franking 100%
Portfolio limit 6%

Price Limit

Buy below $50
Hold up to $70

Reasons for inclusion

High quality funds manager;
proven track record,;
reasonable pricing.

Key risks

Sharemarket downturn:
deterioration in investment
performance.




.. Sydney
Airport

ASX Code:

SYD

Current Recommendation:

HOLD

Price $?77?
FY17 expctd div. yield | ??%
FCF yield ?2?7%
Franking 100%
Portfolio limit 8%

Buy below $6

Price Limit

Hold up to $10

Reasons for inclusion

Monopolistic business
model; passenger growth;

Key risks

Rising interest rates;
recession; China crash




trademe

Where Kiwis Buy and Sell

ASX Code:

TME

Current Recommendation:

BUY

Price $??
FY17 expctd div. yield ??7%
FCF yield ??%
Franking 100%
Portfolio limit 6%

Buy below $5

Price Limit

Hold up to $7.50

Reasons for inclusion

Dominant position in NZ online
classifieds; latent pricing
power; cost growth slowing.

Key risks

Downturn would reduce
transaction activity; new
competitors could hit margins.
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virtus

HEALTH

ASX Code:

VRT

Current Recommendation:

HOLD

Price $??
FY17 expctd div. yield ??7%
FCF yield ??%
Franking 100%
Portfolio limit 5%

Price Limit

Buy below $5.50
Hold up to $9.00

Reasons for inclusion

Women having kids later in
life; emotional purchase;
strong market position.

Key risks

Low-cost competition; slowing
economy; lower Medicare
support, fertility specialists
leaving once off contract.
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Wesfarmers

ASX Code:

WES

Current Recommendation:

HOLD

Price $??
FY17 expctd div. yield ??7%
FCF yield ??%
Franking 100%
Portfolio limit 8%

Price Limit

Buy below $38.00
Hold up to $55.00

Reasons for inclusion

Great retail brands; excellent
management and culture,
focused on shareholder
returns.

Key risks

Retail downturn; Amazon entry
to Australia; acquisitions don't
work out.




Table 1: The Holds to Buy mini-portfolio

Current Max. Sell Free  Expected

Company Price Latest Recommendation P:vn::;;: Above i:: Divi:::l:
®) (%) ) Vield*  Yield (%)

Amaysim (AYS)** 1.91 13 Apr 17 (Buy - $1.89) 4 3.50 6.2 55
ASX (ASX) 51.65 17 Feb 17 (Hold - $51.74) 8 70.00 4.0 39
Flight Centre (FLT) 37.16 4 May 17 (Hold - $33.80) 6 50.00 4.8 5.2
I0OF (IFL) 9.56 22 Feb 17 (Hold - $8.44) 6 12.00 6.0 54
Navitas (NVT) 442 11 Apr 17 (Buy - $4.37) 5 7.50 L7 bt 43
Perpetual (PPT) 54.42 28 Feb 17 (Hold - $51.61 6 70.00 5.2 49
Sydney Airport (SYD) 7.61 3 May 17 (Hold - $7.05) 8 10.00 4.1 4. 4%%*
Trade Me (TME)**** 4.84 25 Feb 17 (Buy up - $4.61) 6 7.50 5.3 35
Virtus Health (VRT) 5.43 28 Mar 17 (Hold - $5.99) S 9.00 7.5 49
Wesfarmers (WES) 40.51 14 Jun 17 (Hold - $40.50) 8 55.00 5.5 5.2

*Over the past 12 months.

**All dividend yields fully franked, except for AYS, SYD and TME, which are unfranked.

***NVT FCF yield should normalise around 6% as capex subsides.

****TME figures in AUD.
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