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better’ on its report card, despite being slightly ahead of
the index, while the Defensive portfolio, which is designed
to weather the toughest of bear markets, has done
reasonably well to almost keep up. If and when the
stockmarket hits a wall, we expect the Defensive portfolio
to show the index a clean set of heels. The Income and
Ethical portfolios have been the standouts, with both of
them more than doubling.

So what’s in store for the next three years? Unless you’re
very new to the family, you’ll no doubt be aware that your
analysts at The Intelligent Investor aren’t particularly excited
by the mid-term prospects for Australian shares. We’re
having trouble finding many worthwhile opportunities,
with Infomedia, MMC Contrarian and Great Southern
Plantations TREES2 being the only stocks we’ve added
to the portfolios in the past six months. We found some
stocks to sell though, which is why the portfolios, as a
group, are sitting on record levels of cash. While we’d
prefer to have opportunities right now, we’re prepared to
wait until compelling opportunities become available. As
Rachael Hunter said, ‘it won’t happen overnight, but it will
happen’. And with a sack of money sitting on the sidelines,
we look forward to those opportunities.

Our disappointing mistake with Miller’s Retail has hurt
the results of four of our portfolios. But, in the context of
a portfolio, the 24% fall in that stock since June actually
hasn’t hurt results too badly, clipping a few percent off
the return of each portfolio. While we’re not big fans of
an overly diversified approach, the lessons about not
putting all your eggs in one basket have been brought
into focus because of this experience. With that in mind,
let’s take a closer look at each of the portfolios.
Please note that prices used in this report are from the market’s
close on 31 December 2004.

George Gallup, of Gallup Poll fame, once said that ‘not
everything that can be counted counts; and not everything
that counts can be counted’. At least until recently, our five
model portfolios—Growth, Income, Defensive, Starter and
Ethical—have fallen into both categories. The short-term
results could be counted but meant little, and it was too
early to measure the all-important longer-term
performance. But with the portfolios all now being more
than 3 years old, we’re beginning to get to the stage when

enough time has passed for meaningful comparisons to
be made with the benchmark All Ordinaries Accumulation
Index.

So how have we done? Not too shabbily on the whole,
although the performance from portfolio to portfolio has
varied widely. This is to be expected, given the varying
aims of each one—although the best performers aren’t
the ones we’d have expected them to be when we started
the portfolios.

The black sheep of the family is the Starter portfolio.
After a difficult first few years, in which several mistakes
were made, this portfolio has made a bit of a recovery.
But it’s still some way behind the index and that’s a
disappointment to say the least. Given the benign conditions
in the market, the Growth portfolio scores a ‘could do

Growth portfolio
Communications and Westfield Group are leaders in their
industries, with fat profit margins and absolutely first-rate
management. While a bull market may see some lower-
quality stocks temporarily slip past them, over time they
are very likely to put the average stock to shame.

That’s not to say we won’t get nasty surprises from time
to time. Unfortunately, our performance for the half-year
was dragged down by the large holding in Miller’s Retail.

The only trade undertaken this half was the purchase
of Infomedia shares when they tripped up in late August.
That experience once again
highlights the value of

In a raging bull market, our Growth portfolio failed to
beat the benchmark over the past six months. But we
doubt it will always be that way.

Phil Fisher, whom you’ll have read about in our recent
Christmas pack, has laid down some pretty compelling
reasoning as to why it’s the marginal companies that do best
in a bull market. It’s a topic we’ll take a close look at in an
Investor’s College very soon. But, for the comfort of those
who follow the Growth portfolio, the holdings in this portfolio
are anything but marginal. Companies like Cochlear,
Infomedia, Leighton Holdings, Macquarie Bank, STW
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Overall portfolio performance as at 31 December 2004

PORTFOLIO DATE OF % CHANGE % CHANGE SINCE
INCEPTION SINCE INCEPTION (ALL ORDS) 30/6/04 (ALL ORDS)

Growth Aug 01 40.8 (38.6) 16.3 (17.2)

Income Jul 01 120.6 (40.4) 15.1 (17.2)

Defensive Mar 01 37.0 (43.2) 12.8 (17.2)

Starter Aug 01 24.3 (39.7) 12.3 (17.2)

Ethical Aug 01 144.8 (39.7) 29.8 (17.2)

AS AT 31 DECEMBER 2004

[  CONTINUED ON PAGE 2 ]



Growth portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/04 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Cochlear (COH) 19.04 25.25 Long Term Buy—163 ($24.50) 420 10,605

Futuris (FCL) 1.49 2.16 Hold for the Upside—161 ($1.87) 8,045 17,377

Foster's Group (FGL) 5.51 5.79 Hold for the Upside—165 ($5.22) 1,270 7,353

Infomedia (IFM) 0.63 0.76 Buy—166 ($0.74) 9,700 7,372

Leighton Holdings (LEI) 7.83 12.33 Hold for the Upside—165 ($10.99) 894 11,023

Macquarie Bank (MBL) 30.76 46.50 Hold—166 ($44.83) 473 21,995

Miller's Retail (MRL) 1.79 1.03 Hold—166 ($1.01) 10,100 10,403

National Australia Bank (NAB) 34.00 28.82 Hold—166 ($28.73) 235 6,773

ROC Oil (ROC) 1.36 1.81 Long Term Buy—166 ($1.66) 6,080 11,005

STW Communications (SGN) 2.91 2.89 Long Term Buy—164 ($3.22) 3,685 10,650

Suncorp Metway (SUN) 14.50 17.38 Hold—160 ($15.20) 500 8,690

Westfield Group (WDC) 12.60 16.43 Long Term Buy—166 ($15.95) 640 10,515

Cash 7,048

Total 140,809

Interestingly, the Income portfolio has provided more
capital gains than income. At the risk of sounding like a
broken record, don’t expect that to continue.

A good, steady income and safety of capital are the main
aims of the Income portfolio. Yet, somehow, it’s managed
to blitz the All Ordinaries Accumulation Index for more
than three years, clocking up 120.6% versus the index’s
40.4%—although it underperformed slightly in the past six
months. Much of the outperformance can be attributed to
two stocks, Great Southern Plantations and UNiTAB.
When great stocks are bought cheaply, you really can have
your cake (capital gains) and eat it too (income). In line
with our current Take Part Profits recommendations,
we’ve sold roughly half our holdings in both Great Southern
Plantations and UNiTAB since our June update. Both
have been very successful recommendations and it was
time to take some profits off the table.

We used some of the sale proceeds to buy Infomedia
and Great Southern Plantations TREES2, hopefully
sowing the seeds of future income and capital gains. The
former is a good company selling at an attractive price—
and that’s been a rarity lately. The latter is a high-yielding
investment with some potential for capital gains, especially
at the $100 price we paid in the offer.

We also socked away some of the sale proceeds. While
the $26,176 in dividends received over the portfolio’s life are
assumed to have been spent on living expenses (it is an
income portfolio after all), there’s also $24,523 of financial
‘dry powder’, ready for pouncing on good income-
producing opportunities. As you can tell by perusing the
‘Last recommendation’ column of the following table, with
just one Buy recommendation we’re not finding many
compelling income opportunities at present. That situation
is unlikely to persist indefinitely.

Over the last six months, the best performances were
turned in by Great Southern Plantations, up 46%, Leighton
Holdings, up 36%, Santos, up 22%, and UNiTAB, up 37%.
And Infomedia is up 24% since our recommendation in
issue 159/Sep 04 (BUY—$0.63). That said, picking rising
stocks hasn’t exactly taken a lot of skill in this market.

Obviously, the biggest disappointment of the past six
months (and past few years) has been Miller’s Retail,
down 24% since our June update. But, all up, this portfolio
has delivered plenty more good surprises than bad. And,
if income investors patiently await compelling opportunities
and resist the urge to invest at any price, then that
situation should continue—but don’t expect the same
sort of capital gains that this portfolio has achieved in the
past few years.
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Growth portfolio [  CONTINUED FROM PAGE 1 ]

Income portfolio

keeping a little spare cash in the bank for a rainy day. If
the portfolio had been fully invested, then this opportunity
may have gone begging.

The portfolio is up 40.8% since inception, just ahead of
the 38.6% from the All Ordinaries Accumulation Index.
And, with Dr Chris Roberts (Cochlear), Wal King (Leighton),
Allan Moss (Macquarie Bank), Dr John Doran (ROC Oil),
Russell Tate (STW Communications) and Frank Lowy

(Westfield Group) working hard on the portfolio’s behalf,
we expect the respective businesses to show their quality
over the long-term. For those looking to invest today,
there are five stocks in this portfolio on which we
currently have positive recommendations—enough to
start your own growth portfolio. Just don’t forget to keep
some cash on the sidelines for future opportunities, they
often arise when you least expect it.



Income portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/04 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

ANZ Bank (ANZ) 16.28 20.59 Hold—165 ($19.66) 406 8,360

Commonwealth Bank (CBA) 27.39 32.10 Hold—165 ($31.82) 205 6,581

Great Southern Plantations (GTP) 0.66 4.21 Take Part Profits—166 ($3.95) 4,000 16,840

Great South. Plant. Trees2 (GTPGA) 100 115.50 Hold for Yield—163 ($105.00) 98 11,319

Infomedia (IFM) 0.63 0.76 Buy—166 ($0.74) 15,500 11,780

Leighton (LEI) 8.18 12.33 Hold for the Upside—165 ($10.99) 1,710 21,084

Miller's Retail (MRL) 1.57 1.03 Hold—166 ($1.01) 11,515 11,860

Sydney Aquarium (SAQ) 3.40 5.53 Hold for Yield—158 ($5.12) 2,353 13,012

Santos (STO) 5.98 8.48 Hold—166 ($8.62) 2,008 17,028

Telstra (TLS) 4.60 4.91 Hold—166 ($4.89) 3,040 14,926

UNiTAB (UTB) 2.62 11.35 Take Part Profits—158 ($9.31) 2,000 22,700

Westpac Bank (WBC) 13.49 19.49 Hold—165 ($18.32) 741 14,442

Cash 50,698

Total 220,630
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Income portfolio [  CONTINUED FROM PAGE 2 ]

Our bad-weather portfolio hasn’t excelled in this
period of market sunshine. But, if a storm hits, the
Defensive portfolio won’t get as wet as most will.

Things don’t change rapidly for the Defensive portfolio.
While the Australian stockmarket has been breaking
turnover records recently, there have only been two trades
undertaken in this portfolio since June. We sold some of our
holding in Suncorp Metway in line with our view that we
should not have more than 5% of our portfolios in this
stock—we’re just not comfortable having a large investment
in Suncorp in what looks like a frothy insurance market.
That may prove too conservative, but keeping the entire
holding couldn’t be considered defensive. The other trade
was a topping up of our holding in MMC Contrarian—a
stock that fits the ‘defensive’ criteria because of its great

management, reasonable price and large cash holdings.
While all of our portfolios are quite conservative, this

one in particular is constructed with the next recession
in mind. The aim is to own a portfolio of sturdy
businesses that should do OK in those times when others
may crumble. In tough times, people should continue to
drink Foster’s Group’s beer and wine products, pay
Telstra phone bills and shop at the local Westfield Group
shopping centre. The flip side of this security is that, in
rising markets, the portfolio is likely to underperform a
little, which is exactly what it’s done.

If the stockmarket keeps rising—and that’s not a
prediction—the Defensive portfolio is more likely to be a
seller of shares than a buyer. We’ll happily hold more than
the current $10,423 cash balance if selling opportunities
outnumber buying opportunities.

Defensive portfolio

Defensive portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/04 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Australian Infrastructure Group  (AIX) 1.45 2.40 Hold for the Upside—151 ($1.61) 4,000 9,600

Foster's Group (FGL) 4.75 5.79 Hold for the Upside—165 ($5.22) 1,895 10,972

Leighton (LEI) 7.83 12.33 Hold for the Upside—165 ($10.99) 894 11,023

Macquarie Bank (MBL) 21.63 46.50 Hold—166 ($44.83) 230 10,695

MMC Contrarian (MMA) 1.00 1.06 Long Term Buy—166 ($1.07) 13,000 13,780

Miller's Retail (MRL) 1.66 1.03 Hold—166 ($1.01) 7,310 7,529

National Australia Bank (NAB) 30.4 28.82 Hold—166 ($28.73) 296 8,531

Rio Tinto (RIO) 34.41 39.12 Hold for the Upside—157 ($38.15) 262 10,249

Suncorp Metway (SUN) 12.69 17.38 Hold—160 ($15.20) 500 8,690

Telstra (TLS) 5.75 4.91 Hold—166 ($4.89) 2,432 11,941

Westpac Bank (WBC) 13.90 19.49 Hold—165 ($18.32) 647 12,610

Westfield Group (WDC) 13.54 16.43 Long Term Buy—166 ($15.95) 665 10,926

Cash 10,423

Total 136,969



Ethical portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/04 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Cochlear (COH) 22.72 25.25 Long Term Buy—163 ($24.50) 1,000 25,250

Great Southern Plantations (GTP) 0.57 4.21 Take Part Profits—166 ($3.95) 22,000 92,620

Great South. Plant. Trees2 (GTPGA) 100.00 115.50 Hold for Yield—163 ($105.00) 98 11,319

Infomedia (IFM) 0.74 0.76 Buy—166 ($0.74) 16,000 12,160

Cash 103,461

Total 244,810
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Making money has never been so easy—and ethical.

We’ve grappled with the ethics of the Ethical portfolio
for years. Is it for companies that don’t do bad, or only
companies that do good? Fortunately (financially, at least),
we decided Great Southern Plantations fell into the latter
camp, to the benefit of the portfolio’s performance.

After loading up on the almost-undeniably ethical
Cochlear just before the last portfolio update in June 2004,
we thought it would be a quiet half-year for the portfolio.
Fortunately, though, a big opportunity came in November
when we pounced on car parts catalogue producer
Infomedia. While some may consider the car parts industry

a rather unethical area, Infomedia’s product provides an
alternative to paper or microfiche catalogues. We also took
the opportunity to ‘clear the decks’ of some stocks we no
longer cover—such as Blackmores and Energy
Developments—and also one we’re less than
comfortable with at current prices—CSL.

The portfolio is sitting on a massive cash pile of more
than $100,000, waiting to pounce on future opportunities.
While the Ethical portfolio absolutely blitzed the benchmark
All Ordinaries Accumulation Index, over both the last six
months and the three-year period since inception, it’s not
a performance we consider likely to continue. We will,
however, continue to search for ethical opportunities.

Ethical portfolio

This portfolio has also lacked a big winner like Great
Southern Plantations, Tab or UNiTAB, which did so well
for some of our other portfolios. Perhaps new additions
Infomedia or MMC Contrarian will prove to be big
winners over time. Or perhaps we’ll find some bargains
down the track and get to put the portfolio’s $14,844 cash
holding to work. Combine that with the more than
acceptable (but not spectacular) performances that we
expect from the likes of Macquarie Bank, Rio Tinto and
Westfield, and we should bridge that gap with the index
over time. We’ll continue to look for low-risk, mainly blue-
chip, opportunities for both income and growth and
steer new investors away from any speculative madness.

Starter portfolio
Designed with the beginner investor in mind, the
Starter portfolio hasn’t lived up to our expectations.

Easily the biggest dog of the pack, the Starter portfolio
has performed poorly since inception and we have little
in the way of excuses to offer. As explained in the June
2004 portfolio update, we overpaid for some stocks like
Westfield Group in 2001 and also lost money on Brambles.
And we’ve come to the conclusion that Miller’s Retail was
another mistake—so it’s little wonder that the portfolio has
achieved only a 24.3% gain since inception, versus 39.7%
for the All Ordinaries Accumulation Index. All three were
analytical errors and we blame no one but ourselves.

Starter portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/04 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Foster's Group (FGL) 4.87 5.79 Hold for the Upside—165 ($5.22) 2,053 11,887

Infomedia (IFM) 0.63 0.76 Buy—166 ($0.74) 8,800 6,688

Leighton Holdings (LEI) 7.83 12.33 Hold for the Upside—165 ($10.99) 766 9,445

Macquarie Bank (MBL) 29.39 46.50 Hold—166 ($44.83) 340 15,810

MMC Contrarian (MMA) 1.04 1.06 Long Term Buy—166 ($1.07) 12,000 12,720

Miller's Retail (MRL) 1.91 1.03 Hold—166 ($1.01) 5,760 5,933

Rio Tinto (RIO) 33.9 39.12 Hold for the Upside—157 ($38.15) 295 11,540

Suncorp Metway (SUN) 12.75 17.38 Hold—160 ($15.20) 400 6,952

Telstra (TLS) 4.46 4.91 Hold—166 ($4.89) 2,850 13,994

Westfield Group (WDC) 18.12 16.43 Long Term Buy—166 ($15.95) 883 14,508

Cash 14,844

Total 124,321


