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Tim Lincoln

Brief history of Stock Doctor

About the author

Established in 1984, Lincoln Indicators is 
a specialised equities research house and 
boutique fund manager. It utilises a proprietary 
bottom-up quantitative financial screen (90%) 
with a qualitative risk overlay (10%) to identify 
high-quality stocks called Star Stocks and avoid 
potential disasters. It is available to all investors 
via Stock Doctor – Australia’s premier DIY cloud-
based sharemarket investment platform.

The cornerstone of the Stock Doctor platform is 
Lincoln Indicator’s proven proprietary Financial 
Health Model, first developed by Dr Merv Lincoln 
some 30 years ago. Today, that methodology 
is available to every investor via Stock Doctor. 
Without it, conducting research and thorough 
due diligence across the 2,000-odd stocks 
on the ASX would not be achievable for many 
investors. 

Stock Doctor is also the core research tool for 
Lincoln Indicators’ Funds Management business. 
The strategies presented in this white paper are 
consistently applied to the management of our 
Australian and US funds.

Tim is the Co-founder, Chief Investment Officer, 
and Managing Director of Lincoln Indicators 
and the custodian of its proprietary investment 
methodology and philosophies. Since 1997, 
he has overseen Lincoln Indicators strategic 
direction, product innovation, and funds 
management division. 

Tim is motivated by a belief that sharemarket 
success has nothing to do with luck and 
everything to do with applied knowledge. He 
believes everyone can build a stable financial 
future with the right mindset, education, tools, 
and support. 

He is driven to continue his father’s legacy and 
share his proven investment methodology, 
coaching, and sharemarket investment 
solutions with thousands of Australians. Tim 
aims to continue Lincoln Indicator’s mission to 
empower retail global stock market investors to 
successfully invest with control, confidence, and 
peace of mind.
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Introduction
For many, investing successfully in the sharemarket is 
jeopardised by a myriad of psychological hurdles. Booms 
and busts are driven by greed and fear while holding onto 
losing investments can stem from pride and hope. 

Additionally, significant sharemarket events, such as The 
Global Financial Crisis or the Coronavirus pandemic, can 
influence investor behaviour and often cause people to 
make long-term investment decisions out of short-term 
fear or anxiety.  

As a result, many people believe the markets are 
unpredictable and risky and approach investing with 
apprehension and timidity. 

As well as being unpredictable, sharemarkets can also 
move with real impact and ferocity that can erode a 
substantial amount of investor capital in a single event. 
Unfortunately, in this situation, a well-diversified portfolio 
of stocks will do little to stem the decline in portfolio value.

It can be tempting to sell shares during a market 
correction, sit on the sidelines, and attempt to time 
yourself back in. 

But no one has a crystal ball, and the act of re-entering the 
market is never as well-timed as investors would like. 

And therein lies the importance of having a well-defined 
investment framework and, importantly, the discipline to 
see it through.

Because without a process to organise all the market 
information available, investors will always struggle to make 
strategic decisions and keep emotions and behavioural 
biases in check. 

A framework helps investors to maintain focus, especially 
when exogenous events impact their portfolios. 

During periods of uncertainty, the ability to separate 
the fact from the noise and the tenacity to stick to your 
investment framework could be the difference between 
achieving mediocre or superb investment performance. 

Frameworks minimise the impact of misleading narratives 
because they use objective data rather than subjective 
opinions.

Armed with a proper investment framework, behavioural 
biases can be managed so that the sharemarket becomes 
a highly rewarding asset class rather than a high-risk one.

In this White Paper, we share Lincoln Indicator’s 
investment framework – our “9 Golden Rules of Investing”. 
The first three Primary Golden Rules help investors identify 
exceptional investment opportunities while avoiding  
high-risk businesses. Our Secondary Golden Rules further 
tailor an investment approach to align with an investor’s 
specific objectives and tolerance to risk.

Tim Lincoln 
Co-Founder and Managing Director

To invest successfully, one doesn’t need 
a stratospheric IQ... What’s needed 
is a sound intellectual framework for 
making decisions and the ability to keep 
emotions from corroding that framework.

Warren Buffett



The Three Primary
Golden Rules
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Australian Securities Exchange (ASX)
2,000+ Companies

US Stock Exchanges
5,000 + Companies

Golden Rule 1 
Apply the Financial Health screen

Quantitative
450 Financially Healthy ASX stocks and 
2,000 Financially Healthy US Stocks

Golden Rule 2 
Apply growth or income factor screen

Quantitative
150 ASX stocks and 50-70 US stocks

Golden Rule 3 
Analysts assess outlook and active risks

Qualitative 10% of process
60-80 ASX Star Stocks

Star Stocks
• Star Growth Stock ASX and US 
• Borderline Growth Stock ASX 
• Star Income Stock ASX 

The Three Primary Golden Rules
At the core of our investment framework are 
Lincoln Indicators’ Primary Golden Rules: 

  Golden Rule 1: Financial Health

  Golden Rule 2: Past Financial Performance

  Golden Rule 3: Outlook and Active Risks

These three rules are the core pillars of our 
high-conviction stock selection strategy. 
They focus on high-quality businesses with 
robust fundamentals rather than on opinions 
and speculation. Financial Health remains the 
cornerstone of our approach and fuels our pursuit 
to invest in the numbers.

The utilisation of a quantitative approach to 
investing ensures objectivity, efficiency and, most 
importantly, accountability in decision making. 

Through our quantitative data-driven approach, 
our algorithms screen the financial accounts of 
some 5,000 listed US companies and 2,000 ASX 
companies, typically within 24 hours of reporting, 

to distinguish investment-grade businesses from 
speculative and high-risk ones.

From here, our Financial Health screen narrows 
its focus to 450 Financially Healthy ASX stocks 
and around 2,000 Financially Healthy US stocks. 

But our analyses do not end there. We apply 
a further growth or income factor quantitative 
screen - Golden Rule 2 Past Financial 
Performance - that narrows our investment 
focus to 150 ASX stocks and 50-70 US stocks. 
From here, our team of analysts then conduct 
a qualitative assessment of Outlook and Active 
Risks. 

It’s from this process that our portfolios of Star 
Stocks are created. Star Growth and Borderline 
Star Growth Stocks are suitable for investors 
seeking long term capital appreciation. And Star 
Income Stocks are suitable for those who prefer 
a more sustainable income stream. For more 
information, refer to our Star Stocks White Paper.

https://www.lincolnindicators.com.au/white-papers/stock-doctor-star-stocks-white-paper
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This fundamental investment framework principle 
encapsulates the thorough due diligence that investors 
need to undertake on a company’s financial position 
before investing.  

Put simply, Financial Health uses proprietary algorithms 
to analyse companies’ financial accounts and calculate 
industry-specific profit, debt, asset, equity, and cash flow 
ratios. 

The concept was first developed in Australia in 1983 by 
Lincoln Indicators founder - renowned academic, business 
leader, and Olympic athlete Dr Merv Lincoln. Later, in 
the 1990s, it was computerised and commercialised by 
Tim Lincoln, Lincoln Indicators Co-Founder and current 
Managing Director. 

To this day, Financial Health is Lincoln Indicators first and 
foremost Golden Rule of Investing.

And while the process around Financial Health may be 
different from the 1980s, the focus remains the same: a 
data-driven objective analysis of a company’s financials. 

What was initially characterised by reams of paper and 
hours of individual data entry is today applied through 
extensive data capture processes and sophisticated 
computer algorithms. 

It’s the result of years of innovation and investment in 
robust systems and thorough back-testing - a testament 
to the ground paved by Lincoln Indicators as one of 
Australia’s first-ever true ‘Fintech’ companies. 

Today, the Financial Health process analyses multiple 
sources of third-party market information with accuracy 
and speed, providing investors with objective, fast, 
quantitative research that cuts through all the market 
commentary and noise. 

Since its inception in the 1980s, Lincoln’s Financial Health 
Model has had approximately 95% success rate of 
identifying corporate failures before they occur.

It’s helped investors avoid various significant corporate 
collapses, including Babcock & Brown, Dick Smith, 
and One.Tel. Investors should note that it is practically 
impossible to have a model that can predict failures at 
100% accuracy as frauds and unforeseen economic 
disasters (tail events) can impact the assessment.

Many investors do not have the time or the technical 
expertise to perform deep financial analysis and adequate 
due diligence on potential investments. Knowing this 
is what drove Tim Lincoln to make the Financial Health 
model available to every investor - big and small - so that 
individuals, not just institutions, can benefit from Lincoln 
Indicators proprietary process.

Pictured above are left, Tim Lincoln, Co-Founder and Managing Director 
Lincoln Indicators, and right, Dr Merv Lincoln, Co-Founder Lincoln Indicators.

Corporate failures we avoided

Golden Rule 1

Financial Health
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Golden Rule 1
Stock Doctor members can easily identify the  
Financial Health of a listed ASX company using our 
colour-coded display. 

Click here to download the  
Financial Health White Paper

How it works
A company’s investment rating and insolvency risk 
is calculated by combining 14 key accounting ratios 
extracted from its financial statements. The inputs 
encompass debt, cash flow, and profit ratios. Put simply, 
if a company is profitable, has manageable debt levels and 
strong cash flows, chances are it will be Healthy. However, 
if a company is loss-making, has high debt and poor cash 
flows it would almost certainly rank as Unhealthy and 
therefore not be investment grade. 

It’s no exaggeration to say that without understanding the 
financial health of a company investors are walking into a 
minefield - purely speculating and risking serious loss. 

And, it’s a minefield that has the potential to trap many. 
Currently, around three-quarters of the market exhibit 
unacceptable levels of Financial Health. This is one of 
the reasons why many people avoid the sharemarket, 
believing it is a high-risk asset class.

Strong

23.0%

Distress

22.9%

Satisfactory

4.9%
Early Warning

8.3%

Marginal

40.9%

Unhealthy
72.1%

Financial Health of the Market

As at 1 November 2021

Without understanding the Financial 
Health and true quality of a business, 
investors are purely speculating and at 
risk of serious loss.

Tim Lincoln

Financial Health Ratio Table is the engine room of Stock Doctor and used to determine the 
Financial Health Score.

https://www.lincolnindicators.com.au/white-papers/financial-health-white-paper
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Past performance is not an indicator of future performance

Lincoln Indicators research has shown that a company’s 
track record and past performance metrics can be a 
reliable indicator of its future performance. 

When combined with Golden Rule 1 Financial Health, 
past financial performance is an essential quantitative 
barometer to help further measure the true fundamental 
quality and investment potential of growth and income 
stocks.

The specific growth factors used to assess quality growth 
opportunities are: 

 Return on Equity (ROE), 

 Return on Invested Capital (ROIC), 

 Return on Assets (ROA), 

 Net Profit Margins (NPM),

 Earnings Quality (EQ), 

 Revenue Growth (REVG), and 

 Earnings Per Share Growth (EPSG).

In identifying income opportunities, it is vital that 
companies demonstrate sustainable and dependable 
dividends via a history of consistent dividend payments, 
cash flow margins above dividend payments, and a stable 
dividend outlook. 

The sector-specific income factors used to assess this 
include: 

 Operating Cash Flow Per Share (OCFPS), 

 Free Cash Flow (FCF), 

 Earnings Per Share (EPS), 

 Dividends Per Share Growth (DPSG), 

 Dividend Payout Ratio (DPR) and 

 Gross Dividend Yield (GDY) 

Investors should understand that factor investing can 
experience bouts of short-term under-performance due to 
the cyclical nature and factor rotation that can often occur 
in markets over time. 

It is far better to focus on what you know 
with a degree of certainty than what you 
don’t know with uncertainty.

Kien Trinh 
Lincoln Indicators Head of Research

Golden Rule 2

Golden Rule 2

Past Financial Performance
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Past performance is not an indicator of future performance

Despite the benefits, there are some limitations to 
quantitative investing. Both Golden Rule 1 Financial Health 
and Golden Rule 2 Past Financial Performance are based 
on backward-looking (historical) data. To overcome this 
backward-looking bias, we apply Golden Rule 3 Outlook 
and Active Risks. 

The intention of this rule is not to make assumptions about 
the future profitability of a company as this is difficult to 
predict, especially among cyclical businesses. 

Instead, this approach focuses on assessing known facts to 
ensure a company can maintain its Financial Health (Golden 
Rule 1) and Past Financial Performance (Golden Rule 2). 

This involves assessing the active risks of a business and 
its earnings revisions to understand whether a company’s 
consensus expectations (where available) – that is the 
assessment of independent global research houses – and 
the share price, have fully factored in these risks. 

We refer to these steps as our qualitative overlay. Lincoln 
Indicators has a team of in-house research analysts. They 
spend a significant amount of time talking to management, 
attending industry events, and speaking to industry peers 
to determine whether a business is likely to meet the 
grade moving forward. 

Stock Doctor members have phone and email access 
to our analysts to ask specific questions on any 
company, especially around the qualitative aspects, 
including management, competitive advantages, capital 
management structure, and potential future investment 
opportunities.

Golden Rule 3

Golden Rule 3

Outlook and Active Risks
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Star Stocks

Representing approximately just five per cent of the 
entire Australian stock market, Stock Doctor’s Star 
Stocks are a select group of companies that provide 
a robust and reliable base for investors to construct, 
manage, and optimise sharemarket portfolios.

Star Stocks are high-quality growth and income 
businesses identified by Lincoln Indicator’s 
proprietary methodology, which has been proven, 
trusted, and relied upon for more than 25 years. 

There are three categories of Star Stocks: 

Each Star Stock category caters to investors with 
different investment objectives and tolerance to risk. 

But whatever an investor’s focus, each Star Stock – 
despite the category – has been identified because 
of its quality financial factors demonstrated by 
meeting Golden Rules 1, 2, and 3.

Star Growth 
Stocks

Stock Doctor’s top-ranking 
growth businesses that suit 
investors seeking to achieve 
long-term capital growth. 

Borderline Star 
Growth Stocks

Ranked outside of the Star 
Growth Stocks universe and 
can be used to help diversify 
a portfolio to alternative 
high-quality growth stocks 
depending on risk profile 
and preference. Like Star 
Growth Stocks, these are 
regarded as high-quality 
growth businesses that suit 
investors who seek capital 
appreciation over the  
long-term.

Star Income 
Stocks

Stock Doctor’s  
high-quality income-
producing businesses 
that suit investors seeking 
sustainable and attractive 
dividend yields over the 
long-term.
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(a) 01/09/1995 is the inception date of the Star Growth Stock notional portfolio.
(b)  This is the investment performance for each notional portfolio over the period shown and includes capital returns, dividend income and estimated transaction costs 

(but excludes distributions, fees, charges or tax). The portfolio assumes a full equities allocation at all times, the reinvestment of dividends and the rebalancing of the 
portfolio to equal weight each time a change is made to the notional portfolio (i.e. when stocks come in and out of the portfolio). All trades assume enough liquidity 
to purchase the required volume of stock at the volume-weighted average price (VWAP) on the day following a star stock in/out event or on a rebalance. These past 
performance figures are not a reliable indicator of future performance of the notional portfolio, or any stocks included in the portfolio. In shorter time periods, the 
investment performance of the notional portfolio can vary to the figures shown. You should not make investment decisions based on performance figures alone. For 
more detailed information about how these figures are calculated, including the assumptions used, click here.

(c) ASX All Ordinaries Accumulation and S&P/ASX Small Ordinaries Accumulation indexes are sourced from Standard and Poor’s.
(d) 07/08/2012 is the date of inception of the Star Income Stock notional portfolio.
(e) S&P/ASX 200 Accumulation and Yield index is sourced from Standard and Poor’s.

Star Stock Performance

Yield per annum since inception.
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Deep Dive

Outlook and Active Risk Assessment
Golden Rule 3 applies a qualitative overlay to explore 
all the current active business risks and whether 
these risks could negatively impact the business’ 
performance and outlook in the year ahead.

Such risks may impact a company’s ability to remain 
financially healthy and its ability to continue to deliver 
on the needs of growth or income investors - and 
therefore retain its Star Stock status. 

Lincoln‘s expert team of qualified stock research 
analysts continuously monitor the likelihood of active 
risks becoming a major concern. Examples of active 
risks include: 

 Probability of continued Financial Health, 

 Risks to outlook and forecasts, 

 Regulatory and geographical risks,

  Change of sentiment in analysis consensus  
earnings forecasts (where available),

  Trends in short selling activity, 

  Liquidity and suitability for retail investors, 

  Ownership and CEO and director’s trading activity, 

  Senior management remuneration structures, 

  Company news and announcements, 

  Competitive landscape, 

  Currency and commodity price risk, and,

  Openness and transparency. 

To monitor this range of activities, a Lincoln analyst 
may: 

  Speak to the management of a company, 

  Attend investor briefings, 

  Closely scrutinise announcements, 

  Monitor company peers in the same sector, and,

  Review research produced by other analysts.



The Secondary
Golden Rules

The Three Primary Golden Rules provide the core framework for 
investors to build a portfolio of high-quality financially healthy 
Stock Doctor Star Stocks for capital growth or to provide a 
sustainable dividend stream. The Secondary Golden Rules are 
then used to tailor these stocks to an investors own personal 
preference, tolerance to risk, style, and investment goals. 

Not all secondary Golden Rules will be relevant to every investor. 
Proactive investors are encouraged to use a combination of 
these rules to help refine their own stock selection strategy.
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The Efficient Market Hypothesis (EMH) asserts that it is 
virtually impossible to achieve excess returns because 
all news regarding a company is instantly reflected in 
the underlying share price. This theory assumes that all 
investors and traders are rational. This is a bold statement 
and a far cry from the real world. During periods of high 
macroeconomic uncertainty, share price falls often don’t 
discriminate between high and low-quality businesses. As 
an investor, this is where the opportunity arises.

Although Lincoln Indicators does not subscribe to EMH, 
we understand that stock prices represent the market’s 
perception of value, based on the future expectations of a 
company’s earnings. The share price trend can therefore 
help highlight the fundamental qualities and active risks 
in a business. When the share price is declining relative 
to the market, this often means heightened risks in the 
business that should be investigated.

And while this can create a great opportunity to buy 
quality businesses - such as Stock Doctor’s Star Stocks 
at lower prices - investors will need to conduct thorough 
due diligence on a weak trending stock to ensure they are 
comfortable with Outlook and Active Risks (Golden Rule 3) 
and to establish confidence in the business.

However, at times, investor psychology or stage of life may 
mean that investors are unable to tolerate sharemarket 
volatility and temporary declines in the value of their 
portfolios. In this instance, trend sensitive investors may 
wish to protect their capital and reduce their exposure to 
a stock once it breaches a certain negative share price 
threshold or has triggered a bearish trend on a technical 
indicator. Lincoln Indicators Entry and Exit Strategies 
White Paper provides more analysis and helpful guidance 
around timing, buying and selling activity. 

Stock Doctor has two unique indicators – SDMAX (Stock 
Doctor Simple Moving Average Crossover) for the highly 
trend-sensitive investor and SD30TSR^ (Stock Doctor 
30% Trailing Stop Loss/Re-Entry indicator) for the 
moderately trend-sensitive investor that can be applied 
to help investors avoid negative and potentially significant 
share price declines.

Volatility creates 
opportunity for 
the non trend 
sensitive investor.

Tim Lincoln

Golden Rule 4

SDMAX & SD30TSR 
technical indicators

Golden Rule 4

Share Price Sentiment
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The investment world is perennially focusing on value. 
Intuitively, this makes sense. We’re wired towards bargain 
purchases because it can maximise return, assuming the 
price eventually reverts towards analyst price targets. But 
this concept is often elusive and misleading.

Unlike physical assets, the value of a company can be 
hard to quantify because it relies on numerous forward 
assumptions. Cash flows need to be projected into the 
future and discounted at an internal rate of return.  
As a result, determining share price value involves 
subjective decisions.

At Lincoln Indicators, instead of concentrating on inherent 
biases in opinion, we focus on the facts – and high-quality 
businesses tend to cost more based on these facts.  
When a company is financially healthy (Golden Rule 1), 
generates high returns on equity, and has a competitive 
advantage via wide net-profit margins (Golden Rule 2), 
then these facts mean that it tends to trade at a premium 
to valuation or, at high valuation multiples.

Therefore, to own these high-quality growth and  
income companies, investors should be prepared  
to pay a premium.

List of Star Stocks trading at a premium: Note the column to the far right treats fair value as 100%

Golden Rule 5

Share Price Value

Take for example Pro Medicus (PME), a provider of  
state-of-the-art radiology imaging software that is 
experiencing significant growth off the back of an ageing 
yet growing population, chronic disease spread, and 
mandatory requirements for electronic medical records  
in US hospitals.

PME is a Star Growth Stock that has consistently traded 
at a premium to consensus price targets. In fact, analyst 
price targets tend to revert to the share price rather than 
vice versa, as seen in this chart. In addition, the stock 
historically trades at high-valuation multiples,  
with its price to earnings multiple currently over 100x. 

If investors avoided PME because of its price, they would 
have missed out on significant returns. 

Most stocks will trade at a discount following a market 
correction. This can present an excellent opportunity for 
opportunistic investors. Pro Medicus (PME) share price has consistently traded above its Consensus 

Price Target, as displayed under Golden Rule 4 Share Price Sentiment

Golden Rule 4

A sample of Star Stocks trading at a premium - as identified by Stock Doctor’s Filter tool
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If, as part of a correction, the market mistakenly oversells 
a quality stock – such as a Star Stock - then investors 
should be alert to the opportunity it presents to buy 
quality stocks at a discount price.

On these occasions, Analyst Comments (Golden Rule 
4 Share Price Sentiment) play a particularly vital role in 
providing insight regarding the factors impacting the stock 
price and the rationale for why the discounted stock has 
retained Star Stock status.

In contrast with Star Stocks, a stock that does not have 
a healthy Financial Health score trading at a significant 
discount to its target price usually tells a different story.  

Such a discount raises important questions for investors, 
such as ‘is the large discount to the target price on a stock 
highlighting risk to the business that I am unaware of?’

The reality is that value stocks tend to be cheap for a 
reason, and it is usually because of heightened active 
risks that could lead to further losses - a concept known 
as the “value trap”. 

The chart on page 19 provides a historical comparison of 
a portfolio of stocks selected from various factors. Over 
the long term, companies selected on quality and growth 
factors have significantly outperformed a portfolio of 
stocks chosen purely on value.

Lincoln Indicators Star Growth Stocks benefit from this 
because they are selected from high-quality and growth 
factors. And, similarly, our Star Income Stocks look at high-
quality and sustainable yield rather than yield at all costs.

Analyst Comments provide important analysis regarding why a Star Stock stock might 
be trading at a discount, while retaining its Star Stock Status.

As demonstrated under Golden Rule 5 Share Price Value, Consensus Price Target 
demonstrates that, in this instance, the stock price is trading at a significant discount 
to Fair Value.
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Deep Dive

What are Value and Dividend Traps?
A Value Trap refers to a stock where the price 
appears cheap relative to a range of factors including 
to its peers, asset base, or earnings forecast. An 
investor may be fooled into believing they have 
discovered a company that the market has grossly 
mis-priced, when in fact the ‘value’ on offer may be 
illusionary. This is because the share price may be 
factoring in elevated risks within the company. 

Take the example of Sezzle Inc (SZL) - a technology-
driven payments company based in the United 
States, with operations in the United States, Canada, 
and start-up operations in India and Europe. At first 
glance, the stock looks like it could be a bargain, 
trading at a significant discount with a share price in 
decline – currently $5.09, down from $9.77 just six 
months earlier. But it could also be a Value Trap. It 
fails Golden Rule 1 and exhibits unacceptable levels 
of financial risk due to a below benchmark Financial 
Health Score (distress), and it fails Golden Rule 2 
and has a poor record  of past financial performance.

There are a myriad of reasons that could transform a 
company’s stock into value traps.

The most common factors include: 
1)  loss of competitive advantage from lack of 

innovation, or,
2)  industry in structural decline – such as Kodak 

when digital cameras were introduced to the 
market, or again, Myer with its persistence bricks 
and mortar-focused philosophy.

Dividend traps or yield traps are similar to value traps, 
but the focus is on a stock’s dividend yield potential 
rather than capital appreciation. 

When the share price of a stock experiences a 
substantial decline, the forward dividend yield 
would often appear attractive, especially if analysts 
or company management have not updated their 
forecasts. 

Such high-yielding stocks may fool income-
seeking investors into believing the forecast yield is 
sustainable when often, the dividend tends to revert 
in line with a fall in earnings and underlying quality of 
the business.

If the dividend looks too good to be true it usually is. 

Service Stream Limited (SSM) is a good example. 
The company is a provider of essential network 
services to the telecommunications, energy, and 
water industries. It fails Golden Rule 1 with a Marginal 
Financial Health score and Golden Rule 2 on its past 
financial performance. Its share price has fallen 
significantly making the dividend – albeit slightly 
reduced – still look more attractive than it may be 
long-term. 

To avoid value or yield traps, an investor should seek 
to understand why a stock’s price or dividend yield 
looks attractive. Perform thorough due diligence 
– assess a company’s financial position and apply 
Golden Rules 1 and 2, and apply Golden Rule 3 to 
understand the active risks and whether there will be 
an impact to future earnings.

Poor quality companies that fail Golden Rule 1 Financial Health, have a declining share price ( Golden Rule 4 Share Price Sentiment),  
and are trading at a significant discount to value (Golden Rule 5 Share Price Value) present investors with a potential Value Trap.

A company with a failing Financial Health Score 
(Early Warning, Marginal, or Distress) is always 
the most significant cause for investor concern 
and an important indicator that a stock trading at a 
discount to Price Target or Inflated Dividend Yield 
could be a potential Value or Dividend Trap.

Advanced Charting, as part of Golden Rule 4 Share Price Sentiment, 
demonstrates a stock price trending in decline which could also artificially 
inflate perceived value and dividend strength. 

A share price trading at a significant discount to premium – coupled with a share 
price declining (Golden Rule 4) and unhealthy Financial Health score (Golden 
Rule 1) - is indicative of a potential Value Trap.

Golden Rule 5

Golden Rule 4Golden Rule 1
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Deep Dive

Quality versus value investing
History has shown that value investing is not a 
dependable means of attaining long-term wealth in 
the Australian sharemarket. Often a stock is ‘cheap’ 
or trading at a discount to its price target for a 
good reason. At Lincoln Indicators, we are quality 
investors. We do not rely on valuations as our sole 
determinant for stock selection. It is not even a 
primary Golden Rule; it ranks as Golden Rule 5. 
Rather, we believe that a high-quality business with 
strong Financial Health (Golden Rule 1) will often do 
well over the long term.

With investing, as in life, you often get what you pay 
for. Investors should, therefore, be prepared to pay 
a premium for quality. Stocks trading at significant 
discounts to its price target, especially after share 
price declines, are often high-risk propositions and, 
as outlined above, potentially value traps.

That said, sometimes quality stocks are oversold, 
whether that be through ignorance or panic during a 
market correction. If the market is naive enough to 
oversell a quality Star Stock, we adopt a contrarian 
and opportunistic mindset: buy high-conviction 
high-quality stocks.

Focus on quality growth 
and quality dividends

Dividend and value traps
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The Golden Rules

Investors need to determine if there is a liquidity constraint 
on the shares they wish to transact. The volume of share 
transactions must be high enough (liquid) so investors can 
enter, and more importantly – exit within the timeframe and 
at the price they want. 

This fluidity allows investors to deploy sufficient capital 
into an investment and buy stocks, while also ensuring 
there are enough buyers on the other side of the ‘order 
book’ when it comes time to sell. Traditionally, larger 
market capitalised stocks tend to be less volatile and have 
a higher volume traded, versus smaller market capitalised 
companies.

To ensure investors can exit at any time, we suggest the 
average ‘daily volume traded’ figure is at least 5x the 
amount you want to trade, although in practice investors 
should aim for 10x to ensure they can exit during periods 
of financial disruptions that can lead to a liquidity crunch.

Liquidity is an important consideration, for instance, for 
investors considering buying 1300 Smiles Limited (ONT). 
The business owns and operates full-service dental 
facilities in New South Wales, South Australia, and in the 
10 major population centres in Queensland and Adelaide. 
It has a market capitalisation of $190.8m and is trading at 
fair value of around $8. It has Strong Financial Health and a 
consistent upward-trending share price

But it has low average daily traded amount of just $37,067 
(Golden Rule 6), is tightly held (Golden Rule 7) with the 
majority of stock owned by only a few individuals (some 
60% held by the Managing Director), and it has only a 
small number of covering consensus analysts (Golden 
Rule 3) – all of which make it a potential example of a 
liquidity constrained stock.

Golden Rule 6 Golden Rule 3

Golden Rule 7

Golden Rule 6

Liquidity and Size

Average Daily Traded amount as highlighted under Golden Rule 6 Liquidity and Size, 
indicating in this instance low levels of liquidity.

As displayed under Golden Rule 7 Principal Activities, an example of a tightly held stock,  
as highlighted by the percentage of all stock on issue held by the company’s executive leaders.

Low number of covering analysts as 
highlighted under Golden Rule 3 Outlook 
and Active Risks.
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The Golden Rules

Golden Rule 7 states that an investor should understand 
a company’s principal activities before investing. As 
an owner of stock, an investor is a part-owner in the 
business. As such, investors need to ensure they 
understand its operational model (e.g., how it generates 
sales), gain familiarity with the products or services it 
provides, and ensure it aligns with their values. 

Furthermore, investors should seek an understanding 
of the opportunities and threats that may impact the 
earnings potential of the company, as well as its industry. 
For example, if an investor has significant ethical 
considerations, they may want to understand whether a 
business’ principal activities involve gambling, weapons, 
or fossil fuels.

Ideally, company leaders should also have their ‘own 
skin’ in the company through personal holdings which 
demonstrates their belief in the company and its future – 
this is more prevalent and important in smaller to mid-size 
companies. It’s always a bonus to see that the founder is 
still involved, whether running the business as CEO or as 
chairman. Lastly, the remuneration of senior executives is 
also scrutinised to determine whether their remuneration 
is appropriate relative the level of shareholder returns 
generated in the past. 

The Stock Doctor platform combines information from 
every ASX listed company’s operations and principal 
activities with analyst comments, company director 
statements, and extensive financial data to help investors 
better understand the business behind the stock.

Deep Dive

The Founders Effect
Tracking the activities of key executives and 
directors through Golden Rule 7 can help investors 
understand a company’s vision, and more 
importantly, the people driving it. However, it can be 
difficult deciphering what is and isn’t important.

There has been a significant amount of academic 
research that supports a concept known as 
the ‘founder’s effect’ as being  positive for the 
company’s prospects, particularly in the formative 
years of a company’s life when it is on a strong 
growth trajectory.

The positive impact of the ‘founder’s effect’ tends to 
be more prominent in small to mid-cap stocks where 
the vision, drive, and experience of the Founder can 

have the most impact. Often, by the time a company 
becomes large, the amount of complexity can 
reduce the impact of entrepreneurship. This can in 
turn lead to a reduced impact or the Founder leaving 
the business.

And, knowing that the key Executives and Directors 
have their interests aligned to that of shareholders 
through ownership of the business’ stock is also 
important. While there may be a perfectly good 
reason for selling, significant transactions may warn 
of an Executive or Director’s impending lack of 
commitment. 

Golden Rule 7

Principal Activities

Golden Rule 7

Key information regarding the 
company’s Principal Activities, 
executive stock holdings, and 
breakdown of the company’s earnings 
are all displayed as part of Golden Rule 
7 Principal Activities.
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The Golden Rules

Investors also need to stay abreast of company news  
and announcements, as these events can have a material 
impact on a company’s stock price (both positively  
and negatively).

Investing in the sharemarket is difficult at the best of 
times, let alone when investors are investing in companies 
with grey clouds on the horizon. 

Investors should ensure companies have robust, transparent, 
and thorough disclosure processes in place that ensure the 
market is updated in a timely and accurate way. 

Once confident in the reliability of information being 
shared, investors should then focus on companies that are 
delivering positive news to the market and management 
teams that under-promise and over-deliver.

Lincoln analysts proactively and promptly alert members 
as relevant and material news is disclosed that may impact 
a company’s stock price and Star Stock rating. 

Golden 
Rule 8

Golden Rule 8

Price Sensitive 
Announcements
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The Golden Rules

The final rule - although it may seem trivial - is among the 
most important. Golden Rule 9 states investors should 
apply Stock Doctor’s Golden Rule framework to their own 
investment objectives and tolerance to risk, and, that they 
should be disciplined in their portfolio decision making 

process. In other words, be systematic with  
buy and sell decisions, and – while difficult at times –  
do not let emotions such as fear or greed interfere. 

Stock Doctor’s 
9 Golden  

Rules in practice

Dig Deeper into each 
Golden Rule 

1 2

4

5

6

7

8 9

3

Golden Rule 9

Follow Your Appropriate Rules
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The Golden Rules

Frameworks organise information into knowledge and, 
over time, allow people to generate unique insight. 
It is this knowledge and insight that is consistently 
monetisable because it allows investors to observe and 
learn, and thereby tilt the probability of a positive outcome 
in their favour.

Lincoln Indicators Golden Rules – the Three Primary 
Golden Rules and the Secondary Golden Rules – ensure 
investors have a sound, intelligent, and objective stock 
selection framework that can be tailored to each individual 
investor’s needs – in other words, an investment compass.

The Golden Rules have underpinned the success  
of Lincoln Indicators and our ability to deliver strong  
out-performance in bull and bear markets for more than  
25 years. 

Every investor can now move forward into the market with 
confidence, control, and peace of mind, knowing what it 
takes to create long-term sharemarket success.

For more information please contact 
Lincoln Indicators | 1300 676 333  
lincolnindicators.com.au

Important Information:  
Information presented in the Golden Rules White Paper (Communication) is as at 10 November 2021 unless otherwise indicated. 

To the extent that any of the contents of the Communication constitutes financial product advice, it is general advice only that has been prepared by Lincoln Indicators Pty Ltd ABN 
23 006 715 573 (Lincoln) as a Corporate Authorised Representative of Lincoln Financial Group Pty Ltd ABN 70 609 751 966, AFSL 483167 without reference to your objectives, 
financial situation or needs. Before acting on any advice, you should consider the appropriateness of the advice and we recommend you obtain financial, legal and taxation advice 
before making a decision. Please refer to our Financial Services Guide (FSG) for more information and Stock Doctor Terms and Conditions, which can be found at  
www.lincolnindicators.com.au

^Disclaimer for the case studies used in this Communication:

Unless indicated otherwise, Lincoln is the source for all graphs, charts, case studies, illustrations and photos used in this Communication. 

Past performance is not an indicator of future performance. 

Lincoln, Lincoln Financial Group Pty Ltd and directors, employees and/or associates of these entities may hold interests in ASX-listed companies referred to in this Communication.  
Further information about particular stocks held by these entities from time to time is disclosed within the Stock Doctor program and may change at any time without notice

No content in this Communication including illustrations, tables and case studies may be reproduced, adapted, uploaded to a third party, linked to, framed, performed in public, 
distributed, stored, published, displayed or transmitted in any form by any process without the specific written consent of Lincoln or, in the case of any third- party material, from the 
owner of the copyright in that material. 

Copyright in the Communication is owned or licensed by Lincoln.

Where we refer to the Lincoln Australian Growth Fund or US Growth Funds (the ‘Funds’) in the Communication, information and advice provided should be considered in conjunction 
with the Product Disclosure Statement (PDS) of the Funds, which are available on request and from our website. You should read and consider the relevant PDS before making any 
decision about whether to acquire or continue to hold the product. The Responsible Entity/ Issuer of the Funds is Equity Trustees Limited ABN 46 004 031 298, AFSL 240975, a 
subsidiary of EQT Holdings Limited ABN 22 607 797 615, a publicly listed company on the Australian Securities Exchange (ASX: EQT).

Copyright © 2021 Lincoln Indicators Pty Ltd. All rights reserved.

Your complete  
investment compass

We don’t have to be smarter than the 
rest, we just have to be more disciplined

Warren Buffett

Start a FREE trial to Stock Doctor to  
experience 9 Golden Rules in action.

https://www.lincolnindicators.com.au
https://members.lincolnindicators.com.au/SignUp?offercode=website-trial


1300 676 333 
enquiries@lincolnindicators.com.au 
lincolnindicators.com.au
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