
Fisher comes up trumps (again)
very profitable course of action. And so it has proved.
With markets rebounding in the latter part of the year,
Fisher’s sage advice again proved its worth, giving us an
opportunity to make some astute purchases which have
subsequently assisted the performance of our model
portfolios. What hasn’t changed, though, is the fact that
our Income portfolio is again the standout performer, up
19% over the past six months.

It’s a pleasing result, although we don’t expect this
sort of performance to continue. What is perhaps more
satisfying, for us at least, is that our Growth portfolio, after
a period of pedestrian performance, posted an impressive
gain in the second half of the year.

Our Starter and Defensive selections are also travelling
well but we’re struggling to find stocks for our ethical
portfolio, although its recent performance has been
anything but a struggle.

In general, because the prices of good and bad stocks
have run up strongly since last March and bargains are
consequently that much harder to find, the amount of
cash in each portfolio has risen. It’s a situation that doesn’t
displease us. We’re confident that 2004 will provide its fair
share of opportunities and our cash holdings will enable
us to take advantage of them when they arise. So here it
is then, a report on the progress of our five model
portfolios since 30 June 2003.

Please note all figures are correct at 31 December 2003.

You may not have heard of Alphonse Karr (and nor
had we until we looked him up), a French journalist and
novelist, but you may have heard of his most notable
phrase, ‘the more things change, the more they stay the
same’. It’s an aphorism that neatly sums up the
performance of our portfolios over the past six months.

The first part of the 2003 calendar year was marked
by a period of great uncertainty and foreboding, especially
as the sound of war drums grew louder. Share prices

worldwide were in sharp decline. And yet, almost from the
very moment of the invasion of Iraq, sentiment improved
rapidly, as it usually does after a war starts. You may recall
we sent you an excerpt from Phil Fisher’s book, Common
Stocks and Uncommon Profits, around the time of the
invasion. It suggested that buying on a war scare can be a

Growth portfolio
After a slow start the Growth portfolio, up more than
15% in the last six months, is performing well.

Helped by a rising market, the Growth portfolio has
finally started to live up to its name—it’s up more than
15% in the six months since our last update. That brings
total returns since its inception in early August 2001 to
16.4%. It’s not earth shattering but it is almost double the
8.6% the All Ordinaries Accumulation Index achieved
over the same period.

The best performances were turned in by Macquarie
Bank, up 19%, STW Communications (see right), up 15%
and takeover target Tab, up 42%. SecureNet was also a
recipient of a takeover offer, from beTRUSTed, in
September. The $1.57 price per share was an impressive
85% higher than the share price at 30 June 2003. With
Indonesian oil company PT Medco Energi currently
bidding $1.74 for each of our Novus Petroleum shares,
49% above Novus’ price at
the time of our last portfolio
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UPDATE

Overall portfolio performance as at 31 December 2003

PORTFOLIO DATE OF % CHANGE % CHANGE SINCE
INCEPTION SINCE INCEPTION (ALL ORDS) 30/6/03 (ALL ORDS)

Growth Aug 01 16.4 (8.6) 15.6 (12.4)

Income Jul 01 70.1 (10.1) 19.2 (12.4)

Defensive Mar 01 14.2 (12.3) 12.0 (12.4)

Starter Aug 01 5.6 (8.6) 16.5 (12.4)

Ethical Aug 01 41.4 (9.5) 30.0 (12.4)

AS AT 31 DECEMBER 2003

[  CONTINUED ON PAGE 2 ]

STOCK FOCUS—STW Communications
In our view, STW Communications epitomises the ideal

growth stock. Whilst this advertising group offers a
respectable dividend yield of 4.1%, it’s what the company
does with the profits it retains that makes this such an
attractive stock to own. STW’s headline earnings per share
have grown from seven cents in 1999 to an expected 18 cents
for the year to 31 December 2003. Those earnings have risen
every year in between and, to us, it looks like the trend will
continue, especially if Russell Tate remains in charge. His
management team somehow manages to extract returns
that are two or three times higher than the competition, to
the extent that the competition appear happy to enter into
joint ventures with STW just to get access to this management
expertise. Whilst it isn’t outrageously cheap, it isn’t too
expensive either. And if we could find nine more stocks like
this one for the Growth portfolio then we’d bet that in five or
10 years’ time the overall performance would be exceptional.



Growth portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/03 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Futuris (FCL) 1.49 1.49 Long Term Buy—137 ($1.58) 8,045 11,987

Foster's Group (FGL) 5.51 4.50 Hold for the Upside—142 ($4.39) 1,270 5,715

Mayne Group (MAY) 6.30 3.26 Hold while Unstable—140 ($3.63) 600 1,956

Macquarie Bank (MBL) 30.76 35.56 Hold for the Upside—141 ($33.90) 473 16,820

Miller's Retail (MRL) 1.79 1.73 Buy—140 ($1.88) 10,100 17,473

National Australia Bank (NAB) 34.00 29.95 Buy—140 ($29.10) 235 7,038

Novus Petroleum (NVS) 1.87 1.89 Hold for the Upside—141 ($1.28) 3,214 6,074

ROC Oil Company (ROC) 1.34 1.53 Buy—141 ($1.42) 3,800 5,814

STW Communications (SGN) 2.91 3.25 Buy—142 ($3.16) 3,685 11,976

Suncorp Metway (SUN) 14.50 12.39 Long Term Buy—136 ($11.77) 500 6,195

Tab (TAB) 2.72 4.62 Hold for the Upside—140 ($3.92) 3,300 15,246

Cash (Dividends) 10,138

Total 116,433

We hosed down expectations last update but the
Income portfolio has shot the lights out again—up 19%
since 30 June 2003.

In the two and a half years since this portfolio’s
inception it has delivered a 70% return, thoroughly
trouncing the 10% return from the All Ordinaries
Accumulation Index. We’ll admit to a sprinkling of good
luck, though, with Abigroup and Tab benefiting from
takeover offers. And we’ve made a few fortuitous sells,
including Australand in September for $1.75 (now $1.61)
and putting the proceeds into Santos at $5.72 (now $6.87).
Our switch from Adsteam Marine at $1.72 (now $1.66)
into ANZ at $16.28 (now $17.68) also proved fruitful.

But it’s been some of our long-term holdings that have
really boosted the result. Great Southern Plantations,
which we purchased in July 2001, has risen from $0.66 to
$1.69 and paid out a whopping 37 cents in dividends. It’s
up an impressive 78% in the last six months. Leighton
Holdings has also done well, rising 18% in the last 
half-year and 36% since we bought it two and a half years
ago. And Sydney Aquarium is up 45% since our purchase
in mid-2001 and has paid attractive dividends. We should
also receive a very good price in the likely takeover of Tab
but we’ll be disappointed to see this stock go. It’s just our
type of company—offering a good yield on our purchase

price and a strong likelihood of capital gains over the
years. Let’s not forget Queensland wagering company
UNiTAB. The $10,000 invested in the stock in July 2001 is
now worth $24,200, excluding the $2,000 in dividends.

As we’ve said repeatedly in the past, our large cash
position shown in the table on page 3 represents
accumulated dividends and is not a stockpile of financial
gun powder. In this portfolio, unlike the other four, we
assume the dividend income is to be set aside for an
investor’s day-to-day living expenses—it is an income
portfolio after all. But with the likely acquisitions of Tab
and Abigroup ahead, we’re bound to have some financial
ammunition in the near future.

Another important aspect to consider in all our
portfolios is that we don’t count the value of franking
credits (when they clearly have some value). The specific
figure varies according to the individual, which is why we
exclude them. Now for our usual caveat: we’re delighted
with this portfolio’s performance these last few years but
this magnitude of outperformance will not continue over
the long run. If we can beat the index by a few points each
year over a long period we’ll be quite content. We also
don’t expect this portfolio’s performance to repeatedly
beat the others either. Our stock selection has been good
but we’ve been dealt a few aces, too. And that’s a matter
of luck rather than skill.

Growth portfolio [  CONTINUED FROM PAGE 1 ]

Income portfolio

update, it’s easy to see why this portfolio has done well
over the past six months.

That, though, didn’t stop us making a few changes to
the stocks in the portfolio in mid-September. We sold our
holding in Sons of Gwalia for $3.05 a share and put the
proceeds and a bit more into ROC Oil—the subject of
our June special report Opportunities in Oil—at $1.34.
While the shares of Sons have continued to rise, we’re
much more comfortable with the assets and first-class
management at ROC. Not only is this a less risky

proposition but, we suspect, in the long term it will be a
better performer, despite its sterling share price
performance since our original Buy recommendation.

Thanks to a good dividend season and the takeover of
SecureNet, the cash balance now stands at $10,138, about
9% of the portfolio. We’re happy to hold that amount of
cash as it will allow us to take advantage of opportunities
when they arise. Looking over the list of quality stocks in
the Growth portfolio, we have confidence that it will
continue to perform well over time.



Income portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/03 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Abigroup (ABG) 2.05 3.90 Hold for the Upside—139 ($3.97) 2,927 11,415

ANZ Bank (ANZ) 16.28 17.68 Buy/Subscribe—140 ($16.28) 406 7,178

Commonwealth Bank (CBA) 27.39 29.45 Long Term Buy—137 ($27.70) 205 6,037

Great Southern Plantations (GTP) 0.66 1.69 Hold for the Upside—136 ($1.50) 9,091 15,364

Leighton (LEI) 8.70 11.81 Long Term Buy—140 ($11.72) 690 8,149

Miller's Retail (MRL) 1.61 1.73 Buy—140 ($1.88) 8,505 14,714

Sydney Aquarium (SAQ) 3.40 4.94 Hold for Yield—140 ($4.88) 2,353 11,624

Santos (STO) 5.98 6.87 Long Term Buy—142 ($6.40) 2,008 13,795

Tab (TAB) 2.69 4.62 Hold for the Upside—140 ($3.92) 2,643 12,211

Telstra (TLS) 4.60 4.82 Long Term Buy—141 ($4.87) 3,040 14,653

UNiTAB (UTB) 2.62 6.34 Hold for the Upside—140 ($6.45) 3,817 24,200

Westpac Banking (WBC) 13.49 15.99 Buy—140 ($15.77) 741 11,849

Cash (Dividends) 18,924

Total 170,112
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Defensive portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/03 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Australian Infrastructure Fund (AIX) 1.45 1.63 Hold for the Upside—135 ($1.64) 4,000 6,520

Brambles (BIL) 11.44 5.28 Long Term Buy—137 ($4.69) 789 4,166

Foster's Group (FGL) 4.75 4.50 Hold for the Upside—142 ($4.39) 1,895 8,528

Macquarie Bank (MBL) 21.63 35.56 Hold for the Upside—141 ($33.90) 230 8,179

Miller's Retail (MRL) 1.91 1.73 Buy—140 ($1.88) 3,200 5,536

National Australia Bank (NAB) 30.40 29.95 Buy—140 ($29.10) 296 8,865

Rio Tinto (RIO) 34.41 37.20 Hold for the Upside—139 ($34.70) 262 9,746

Suncorp Metway (SUN) 12.69 12.39 Long Term Buy—136 ($11.77) 931 11,535

Tab (TAB) 2.59 4.62 Hold for the Upside—140 ($3.92) 3,350 15,477

Telstra (TLS) 5.75 4.82 Long Term Buy—141 ($4.87) 2,432 11,722

Westpac Banking Corporation (WBC) 13.90 15.99 Buy—140 ($15.77) 647 10,346

Westfield Holdings (WSF) 13.54 13.97 Long Term Buy—138 ($14.02) 665 9,290

Cash (Dividends) 4,293

Total 114,203

Australian Infrastructure Fund, Brambles, Suncorp
Metway and Telstra. However, this was partly offset by
falls in major banks National Australia Bank and
Westpac and also shopping centre developer Westfield
Holdings. And Miller’s Retail, after rising earlier in the
period, has given back most of its gains to be only a little
above the level of six months ago.

We regret not loading up on Great Southern
Plantation shares when they were cheap as it would have
been a perfect, low-risk and underpriced investment for
the defensive portfolio. But, as we had little cash at the
time, it would have involved selling other stocks and,
given that we’re comfortable with the current holdings,
that was something we were reluctant to do. Sometimes,
inaction is the best course of action.

Defensive portfolio
Like our growth selections, the Defensive portfolio has
continued its turnaround in the last half year, up 12%.

We haven’t purchased or sold any stock for this
portfolio in the last six months, whilst the cash holdings
have risen to $4,293 due to dividends. Again, the big
winner has been Tab, up 42% since 30 June 2003 as a
result of Tabcorp and UNiTAB both bidding for the
company. With a bidding war unfolding the cash balance
is set to rise significantly. All being well, we’ll get some
opportunities to use it sooner rather than later. The
portfolio was also given a boost by our holdings in
Macquarie Bank, up 23% since 30 June, and Rio Tinto,
up 27%—helped along by China-mania.

Good but unspectacular gains were turned in by



Ethical portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/03 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Blackmores (BKL) 6.35 7.84 Sell—74 ($6.40) 1,969 15,437

CSL (CSL) 47.60 17.85 Hold for the Upside—142 ($16.50) 262 4,677

Energy Developments (ENE) 6.49 2.51 Hold while Unstable—116 ($2.22) 1,926 4,834

Great Southern Plantations (GTP) 0.57 1.69 Hold for the Upside—136 ($1.50) 33,148 56,020

Cash (Dividends) 60,465

Total 141,433

Starter portfolio current status
COMPANY NAME (CODE) PURCHASE PRICE ($) PRICE ($) AT 31/12/03 LAST RECOMMENDATION—ISSUE # (PRICE AT REVIEW) SHARES VALUE ($)

Brambles (BIL) 9.97 5.28 Long Term Buy—137 ($4.69) 1,605 8,474

Foster's Group (FGL) 4.87 4.5 Hold for the Upside—142 ($4.39) 2,053 9,239

Macquarie Bank (MBL) 29.39 35.56 Hold for the Upside—141 ($33.90) 340 12,090

Miller's Retail (MRL) 1.91 1.73 Buy—140 ($1.88) 5,760 9,965

Rio Tinto (RIO) 33.9 37.2 Hold for the Upside—139 ($34.70) 295 10,974

Suncorp Metway (SUN) 12.75 12.39 Long Term Buy—136 ($11.77) 784 9,714

Tab (TAB) 2.75 4.62 Hold for the Upside—140 ($3.92) 3,673 16,969

Telstra (TLS) 4.46 4.82 Long Term Buy—141 ($4.87) 2,850 13,737

Westfield Holdings (WSF) 18.12 13.97 Long Term Buy—138 ($14.02) 883 12,336

Cash (Dividends) 2,063

Total 105,561

The Starter portfolio began life in August 2001—
and we couldn’t have picked the short-term top of 
the market better if we had been trying.

After a tough period following the US terrorist attacks,
the All Ordinaries Accumulation Index has managed to
rise almost 9% over that two and a half year period. So
the Starter portfolio’s return of only 6%, when compared
with the benchmark index, is a pretty poor performance.
If we can’t beat that index over the long run then, quite
frankly, we’d be better off putting our money in an index
fund and spending our days at the beach, or more likely,
at the dole office, than being surrounded by annual

reports and trade journals. Maybe it’s just pride but we
hope it hasn’t come to that yet. If the last six months is
anything to go by, things are improving. All but one of our
stocks, Westfield Holdings, have shown modest gains
over the period. And the portfolio as a whole is up 16%
since 30 June 2003. Yet again we stand to collect a chunk
of cash in the Tab takeover and we’ll be searching for
some bargain stocks to put that money to work. Having
revisited our selections, many of which also feature in
the Defensive portfolio, we’re comfortable with this
basket of stocks. They’re safe, conservative and generally
well-run companies and therefore quite suitable for 
new investors.

Starter portfolio

The ‘green’ portfolio is cashed up and ready to do some
good in the world. But opportunities are scarce.

We frequently grapple with what constitutes an ethical
stock. Does a company need to be doing good or just not
causing harm to qualify? We’re resigned to the fact that
we’re unlikely to find a clear set of rules that will be
palatable to everyone. Take Great Southern Plantations
for example. At the time of our purchase we thought it was
an ethically well-respected company (it plants native trees
on previously cleared agricultural land and offers an
alternative timber source to old growth forests) with an
attractive valuation. But Ian from Birchgrove, NSW, made
a very strong argument to contradict that view.

Preparing the land and planting a single species of

tree, Ian argued, ‘destroys nearly all the biodiversity on
that land’ and is less ecologically-friendly than sheep or
cattle grazing. Yes, finding good-value stocks that are also
uncontestably ethical is most demanding, if not impossible.
That’s why we’re sitting on a big cash pile of $60,465 and
hold just a few stocks. Happily, the portfolio is up a
whopping 30% since our 30 June update thanks, ironically,
to our large holding in Great Southern. It’s also up 41%
since its inception on 28 August 2001, versus less than 10%
for the All Ordinaries Accumulation Index.

We’ll continue to sit on the large cash pile but we do
have our eye on hearing implant maker Cochlear, a stock
we used to hold in the portfolio but sold it when the price
went above $33. At $21.46, it’s much more attractive now
and we’re tempted. We’ll keep you posted.

Ethical portfolio


