
 

Investing in high dividend yielding stocks with a margin of safety to reduce risk and enhance returns  

Of all of the many sound investing principles that legendary teacher and investor Ben Graham put 

forward, he believed that his concept of "margin of safety" was the most important of all. This investment 

lesson was so deeply ingrained into the mind of Ben Graham's most famous student, Warren Buffett, that 

he created his two most important rules of sound investing. Rule number one: Never lose money. Rule 

number two: Never forget rule number one. Clearly, both of these renowned sages understood the 

importance of minimizing risk, especially when investing in equities. The following quote from Ben's famous 

book The Intelligent Investor corroborates and summarizes my point: 

"In the old legend the wise men finally boiled down the history of mortal affairs into the single phrase, This 

too will pass."* Confronted with a like challenge to distill the secret of sound investment into three words, 

we venture the motto, MARGIN OF SAFETY. This is the thread that runs through all the preceding discussion 

of investment policy-often explicitly, sometimes in a less direct fashion." Chapter 20: The Intelligent 

Investor. 

We at Platinum Portfolios accept and embrace the margin of safety concept as integral to our 

investment philosophy and investment process.  We believe that investing in a share when it provides the 

investor with a large margin of safety, not only lowers the risk of investment, but also concurrently 

increases the potential for enhanced long-term returns. 

In order to understand how this works, we need to understand what a margin of safety means.  Simply 

stated, a share offers a margin of safety when it can be purchased at a valuation that is lower than its 

intrinsic value.  The wider the gap between current value and intrinsic value, the greater will be the 

margin of safety.   

Can you find this margin of safety in today’s market? 

There seems to be a misconception held by many investors.  Instead of making decision on investing 

based on the merits of individual companies, investors will often allow their biased view of the overall 

market deter them.  So you will hear them say…after such a strong run, the stock market is overvalued or 

too high for me to invest in shares. 

We tend to see the stock market as a market of stocks and not a stock market.  Whether we are in a bull 

market or a bear market, there will always be examples of overvalued, fairly valued or undervalued 

individual shares to be found.   

Summary and Conclusions 

Investing in shares can be complex and risky.  Therefore, anything that can reduce the risks associated 

with successfully building and executing a share portfolio is of great benefit.  We apply a disciplined 

investment process in which the margin of safety is one of the most important investing principles.  

Additionally, we look for great businesses with strong moats, strong brands, solid cash flow, solid balance 

sheets, great liquidity, a solid development pipeline with new products and customer opportunities, and 

expanding revenues and earnings.  We look for companies that are poised to take advantage as the 

world opens up and billions more need to be catered for…with insurance, band-aid, stents, toothpaste 

and low cost retail, with the experience, expertise, deep pockets and infrastructure to develop and 

deliver the goods and services worldwide….2/ 



 

Some of the stocks you will find in our global portfolios. 

 

Aflac: Aflac is #1 on the S&P 500 Dividend Aristocrats index for its spectacular total returns. And it 

continues to post solid growth. In 2012, Aflac revenues were up 14.4% to $25.4 billion through higher 

premium income that was partly offset by investment losses. So Aflac is still solidly adding customers and 

its revenue growth isn't driven by investment earnings (which can be fairly volatile from year to year) but 

by premium-paying customers. Aflac also has sizable international exposure with more growth in Japan 

than in the U.S. but it clearly has products that resonate with its customers' needs. 

Aflac has increased dividends for each of the past 30 years. Its 2012 dividend was 8.9% higher than in 

2011 and its 1-year total return (with dividends reinvested) was a very solid 26.4%. 

In its most recent quarter (ended June 30, 2013), the company reported a slower 2.4% annual gain in 

revenues and a whopping 84.5% increase in diluted earnings per share. Looking ahead, Aflac continues 

to see solid growth opportunity in its core U.S. and Japan markets. 

 

Johnson & Johnson: JNJ serves the world with consumer health care, diagnostic and prescription 

products, and medical devices, many of which are ranked #1 or #2 globally. JNJ has grown dividends for 

each of the past 51 years. However, shares have lagged the S&P 500 over the past ten years with total 

returns of 5.5% versus a 7.1% gain for the index. But JNJ's fundamentals are intact and it continues to 

grow. In its most recent second quarter, revenues were up 8.5% annually with 8% domestic growth and 

12% international sales growth. JNJ also reported solid double-digit gains in key emerging markets.)
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Medtronic: #5 on the Dividend Aristocrats index, Medtronic is a world leader in products and 

therapies for cardiovascular, diabetes and surgical applications in over 120 countries. 

 Seven Year Revenue Growth Rate: 5.6% 

 Seven Year EPS Growth Rate: 7% 

 Seven Year Dividend Growth Rate: 15% 

 Current Dividend Yield: 2.08% 

 Balance Sheet Strength: Very Strong 

Founded in 1949, Medtronic, Inc. MDT is a medical technology company focusing on alleviating pain, 

restoring health, and extending life for people all over the world. With over 46,000 employees and a 

market capitalization of over $50 billion, Medtronic is the world's largest independent medical device 

company.  Approximately 45% percent of company revenue comes from outside of the United States. 

The company markets its products in over 120 countries. The company recently reported 3% growth in 

quarterly revenue to $4.083 billion (partly boosted by a 9% increase in international sales) and a 12% 

increase in diluted EPS, with broad outperformance across each sector.  

 

Wal-Mart: Wal-Mart is a slow but steady grower with significant upside in new store formats and organic 

growth. For its Q2 ended July 31, 2013, in a tough retail environment, the company reported a 2.3% 

increase in quarterly sales to $116.95 billion, a 5.1% gain in diluted EPS and a drop in 6-month cash flow to 

$11.25 billion from $11.6 billion on higher capital expenditures. Notably, Wal-Mart gained market share in 

the food, consumables and health & wellness/OTC categories. International sales grew 2.9% to $33 billion 

(4.4% on a constant currency basis). And over the past 12 months, Wal-Mart delivered a very solid 17.9% 

return on investment. Wal-Mart is also aggressively integrating its online and mobile portals with physical 

stores and growing its smaller format neighborhood and express store formats, getting ever closer to its 

cost-conscious customer base. For example, Wal-Mart plans to add 500 new neighborhood market stores 

over the next 18 months with 100+ openings slated for FY 2014. 

 

 

These are mature companies with slow revenue and earnings growth, a great track record with 

dividends, good cash flow and businesses that still have good room for expansion and are likely going to 

be around for the foreseeable future, bigger, stronger and more geographically entrenched than they 

are today. 
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