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The model Income Portfolio is designed to provide a 
steady income while producing enough capital growth 
to offset inflation. Having achieved a 13.5% annual 
return since inception compared to the 8.4% return of 
the All Ordinaries Accumulation Index, the portfolio has 
exceeded its aim and then some.

More recently, though, the performance has been 
average. In the six months to 31 December 2013, the 
portfolio returned 8.6% compared to the 15.4% return of 
the index. The performance was much better over the full 
year but still fell short of the index – 19.1% versus 20.6% 
– chiefly due to the portfolio’s cash holding (currently 
11%). Given how conservatively the portfolio has been 
managed, this is what you’d expect. When the market 
is strong, like it has been in 2012 and 2013, such a 
conservative portfolio will struggle to keep up. But when 
markets turn down, the portfolio should outperform and 
more than make up any lost ground.

Table 1: Income porTfolIo TransacTIons

sTock  buy/ shares prIce Value 
(asX coDe)  sell   (no.)   ($)   ($)  

DaTe

sTW comms. Sell  4,000  1.64  6,560  9/7/2013

perpeTual  Buy  160  38.72  6,195  19/9/2013

TranspacIfIc  Buy  60  95.37  5,722  8/10/2013

m2 Telecomms. Buy  1,000  6.02  6,020  18/10/2013

WesTfIelD Group  Sell  186  11.14  2,072  18/10/2013

Since the GFC, though, the portfolio has returned 12% 
annually compared to the 13% return of the index. 
Again, this isn’t a bad outcome for such a conservative 
portfolio during such a strong period for share prices. But 
given our model Growth Portfolio returned 22% over  
the same period, it’s clear we haven’t made the most of 
our opportunities.

We erred in not including some of our best ideas, such 
as CSL, Macquarie Group and 21st Century Fox, which 
have all doubled or more, because they didn’t pay high 
fully franked dividends. Even a conservative income 
portfolio needs to make room for dirt-cheap stocks. The 
large potential capital gains more than make up for any 
small and temporary sacrifice of income.

charT 1: Income porTfolIo performance Vs.  
all orDs accumulaTIon InDeX

In Australia most stocks pay fully franked dividends anyway 
so we’ve started transitioning the Income Portfolio to look 
more like the Growth Portfolio, which is designed to be a 
collection of our best ideas. More recent additions such as 
Computershare and ResMed are good examples. These 
wonderful businesses deserve inclusion because of their 
attractive valuations and because they offer international 
diversification, but neither pays high fully franked dividends.

There will always be major differences between the 
model portfolios, though. It’s highly unlikely we’ll add 
many Speculative Buy ideas to the Income Portfolio, 
for example, and the portfolio limits may be smaller to 
reduce risk. We’re cognisant that investors living off their 
portfolio can ill afford large, permanent capital losses.

charT 2: porTfolIo allocaTIon by recomenDaTIon

In summary, we’ve been too conservative with the Income 
Portfolio since the GFC and we’ve been taking remedial 
steps throughout the year. Before we highlight the latest, 
let’s analyse the best and worst performers over the 
past six months.

2013: Income Portfolio in transition
The model Income Portfolio has a wonderful long-term record, but it shouldn’t have lagged the index in 2013 even slightly.

Graham WITcomb  •  24 january 2013

Income Portfolio All Ords Accumulation Index

Source: Captial IQ, Jan 14
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When the market is 
strong, like it has  
been in 2012 and 2013,  
such a conservative 
portfolio will struggle  
to keep up. But when  
markets turn down, 
the portfolio should 
outperform and more  
than make up any 
lost ground.

http://shares.intelligentinvestor.com.au/portfolios/income/
http://shares.intelligentinvestor.com.au/portfolios/growth/
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heroes anD VIllaIns

Among the plethora of winners, fund managers Platinum 
Asset Management and Perpetual were our top 
performers, with their share prices increasing 26% and 
25% respectively. Platinum was also the dux of the class 
in 2013, posting a share price increase of 74%. Both 
fund managers have started receiving inflows following 
strong returns from their portfolios, and it’s pleasing to 
see Platinum rediscover its magic while benefitting from 
the falling Aussie dollar.

not far behind was Servcorp. Its share price increased 24%. 
We’ve been patient with this business, which hasn’t been 
a great performer so far, but despite struggling to fill some 
of its mature offices, spurning a potential takeover offer 
from larger rival regis and receiving a ‘first strike’ against its 
remuneration report, an improving global economy should 
help the company increase occupancy levels across the 
board leading to higher profits and dividends.

The share price for Westpac and Commonwealth Bank 
both increased 12%, as (provisions for) bad debts fell and 
investors bid up stocks offering attractive dividends in the 
face of low interest rates. Dividends will likely become 
more important from here following the large rise in 
share prices and valuations across the financial sector.

Turning to the biggest losers, QBE Insurance‘s share price 
fell 23% after announcing it was writing-off a significant 
chunk of its uS operations. It’s been a frustrating holding 
for several years but we’re prepared to be patient because, 
as we explained in QBE upgraded to buy from 9 Dec 13  
(Buy – $12.00), QBE looks cheap given many of its 
problems are temporary and it’s still producing $1bn of 
cash per year.

Westfield Group and BWP Trust produced the only 
other losses, with their share prices declining 12% and 
8% respectively. We regret not reducing our stake in 
Westfield as the share price approached $13. Over time 
we expect to find better investments but we’re content 
to hold at current prices.

key chanGes

In addition to Perpetual, we added fast growing internet 
and mobile services provider M2 Telecommunications 
Group. The price-to-earnings ratio of 13 and fully franked 
dividend yield of 3.6% compares very favourably with its 
larger peers, some of which are trading on extremely high 
multiples, and growth in its internet and mobile divisions 
should offset the decline of its more obsolete services. 

Table 2: Income porTfolIo (as aT 31 Dec 13)

sTock  prIce moVemenT mosT recenT shares prIce Value % of  
(asX coDe)  sInce 30/06/13 (%)  recommenDaTIon.   (no.)   ($)   ($)  porTfolIo

arIsTocraT leIsure (all)  10   Hold   3,000  4.69  14,070  4.4

amalGamaTeD (ahD)  5  Hold  675  8.19  5,528  3

ale properTy Group (lep)  2  Buy  4,500  2.72  12,240  6

asX (asX)  11  Buy  320  36.76   11,763  6

bWp TrusT (bWp)  -8  Buy  2,600  2.19  5,694  3

carsales (crZ)  10  Buy  600  10.19   6,114  3

commonWealTh bank (cba)  12  Hold  60  77.80  4,668  2

compuTershare (cpu)  11  Buy  1,430  11.38   16,273  8

m2 TelecommunIcaTIons (mTu)  4  Buy  1,000  6.27    6,270  3

orIGIn enerGy (orG)  12  Buy  450  14.07     6,332  3

perpeTual (ppT)  25  Buy  160  48.26  7,722  4

plaTInum asseT mmT (pTm)  26  Hold  1,500  6.89   10,335  5

Qbe Insurance (Qbe)  -24  Buy  700  11.51    8,057  4

resmeD (rmD)  26  Buy  2,300  5.30  12,190  6

serVcorp (srV)  24  Hold  1,800  3.98  7,164  3

seVen neT. Telys4 (sVWpa)  4  Hold  93  88.20    8,203  4

syDney aIrporT (syD)  12  Buy  3,280  3.80    12,464  6

Transpac sps (Tpapa)  5  Hold  60  100.00   6,000  3

WashInGTon h soul paTTs. (sol)  11  Buy  700  14.61   10,227  5

WesTfIelD Group (WDc)  -12  Hold  900  10.09    9,081  4

WesTpac bankInG corp. (Wbc)  12  Hold  140  32.38     4,533  2

WoolWorThs (WoW)  3  Buy  400  33.85  13,540  7

cash (lIfeTIme DIVIDenDs receIVeD)                    119,959   

cash (aVaIlable for InVesTmenTs)                     23,087  11

ToTal                    327,444  100We’re generally 
avoiding companies 
highly reliant on a 
strong australian 
economy, as we’re 
still concerned 
about the credit 
boom and slowing 
growth in China. 

http://shares.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-upgraded-to-Buy-10335596.cfm
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after it produced a total return of 109% since The mad 
men of STW from 8 Dec 11 (Long Term Buy – $0.85).

While we’re more than happy to buy companies 
despite any macroeconomic concerns if we’re being 
compensated with a cheap valuation, we’re generally 
avoiding companies highly reliant on a strong Australian 
economy, as we’re still concerned about the credit boom 
and slowing growth in China. The market for high quality 
industrials also looks fairly valued, so we’d welcome any 
opportunity to put our cash to work and complete the 
final transition of the portfolio toward a more prospective 
balance between risk and return.

charT 4: Income porTfolIo DIVIDenDs paID, IncluDInG 
frankInG creDITs

Disclosure: Staff own many of the stocks discussed, for a full list 

please refer to the Staff portfolio on the website.

charT 3: sTock performance IncluDInG DIVIDenDs  
(sIX monThs To 31 Dec 2013)

There weren’t many transactions overall, but we slightly 
reduced our position in Westfield Group and we sold 
advertising and marketing company STW Communications 

Note: Open price used for existing holdings, purchase price 
for new holdings. For holdings that were sold, the sale price 
was used.

Source: Capital IQ, Jan 14
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growth in China. 

‘However beautiful the strategy, you should 
occasionally look at the results’ – Winston Churchill

The model Growth Portfolio is designed to be a collection 
of our best ideas. After performing poorly during the 
GFC, it has returned 22% per year since 31 December 
2008 compared to the 13% return of the All Ordinaries 
Accumulation Index. Its 10% annual return since inception 
also compares favourably with the 8% return of the index 
(franking credits have been included since 1 july 2013).

In the latest half to 31 December 2013 the Growth Portfolio 
couldn’t keep up with the market (12.2% versus 15.4%), but 
over the calendar year the situation was reversed (23.8% 
versus 20.6%). The Growth Portfolio’s outperformance 
was chiefly due to avoiding the fallout in the resources and 
mining sector in the first six months of 2013.

The top per former in the past six months was  
21st Century Fox with its share price increasing 27%, 
but unfortunately the company is expected to delist in 
Australia after a shareholder vote. We’ll probably sell out 
before it delists, but it’s been a wonderful example of 
the incredible returns you can earn without taking large 
risks by buying into uncertainty.

Fund managers Platinum Asset Management and 
Perpetual enjoyed share price increases of 26% and 
25%, respectively. A vintage year for the sharemarket, 
particularly for most of Platinum’s international funds, 
should pave the way for higher inflows and performance 
fees. It wasn’t easy buying Perpetual on 19 Sep 13 (Buy 
– $38.71) after such a strong rally in its share price, but 
as value investors it’s vital that we avoid anchoring to 

Growth Portfolio outperforms  
in 2013 
Strong performances from financial stocks and fund managers helped the Growth Portfolio outperform the index in 
2013, but it was a tale of two halves.

Graham WITcomb  •  22 january 2013

http://shares.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-upgraded-to-Buy-10335596.cfm
http://shares.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-upgraded-to-Buy-10335596.cfm
http://shares.intelligentinvestor.com.au/portfolios/growth/
http://shares.intelligentinvestor.com.au/articles/Perpetual-PPT/Pulling-the-trigger-on-Perpetual-10328127.cfm
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past share prices (and mistakes) and focus on weighing 
up price and value. It’s the future that matters, not the 
past, as we discussed in How anchoring sets you adrift. 
Macquarie Group’s share price also increased 24%, as 
the market factored in stronger financial markets.

Table 1: GroWTh porTfolIo TransacTIons

sTock  buy/ shares prIce Value 
(asX coDe)  sell  (no.)  ($)  ($)  

DaTe

GuInness peaT Grp Sell   20,000   0.49   9,700  5/8/13

InfIGen  Sell   18,500   0.30   5,550  30/8/13

perpeTual  Buy   (240)   38.72  9,293  19/9/13

neWscorp  Buy   (300   17.74   5,322  27/9/13

echo  Buy   (3,750)   2.58   9,675  15/10/13

m2  Buy   (1,650)   6.02   9,933  18/10/13

macQuarIe Group  Sell   50   49.42   2,471  18/10/13

resmeD  Sell   500   5.81   2,905  18/10/13

calTeX  Buy   (540)   18.68   10,087  22/10/13

brIckWorks  Sell   600   13.50   8,100  19/11/13

soul paTTInson  Buy   (570)   14.23  8,111  19/11/13

On the flipside, QBE Insurance’s share price fell 23% 
after it surprised the market (and us) by writing-off more 
of its uS operations. We’ve opted to hold tight as many of 
the company’s problems are temporary, as we explained 
in QBE upgraded to buy. Westfield Group was the 
other major laggard, declining 12%, after the company 
announced it was hiving off its Australian shopping centres 
(see Westfield Group divorces Australia from 6 Dec 13 
(Hold – $10.42)). We view this as a positive, but we’ll 
likely replace Westfield with a more prospective idea as it 
doesn’t make much sense to have such a small position in 
such a large business that offers fairly pedestrian returns.

charT 1: porTfolIo sTock performance  
(sIX monThs To 31 Dec 2013)

key chanGes

In addition to Perpetual, another stock we added 
despite a strong increase in its share price was M2 
Telecommunications. We normally steer clear of 
highly acquisitive companies, but M2 has done a fine 
job integrating many acquisitions and the forecast price-
to-earnings ratio of 13 seems too cheap for a business 
with a fast growing internet and mobile business that 
should offset the decline of its more obsolete businesses.

In a deeply contrarian play, we also added Echo 
Entertainment after its share price fell 42% from a high  
of $4.60 following poor results from the refurbished 
Star casino in Sydney and the threat posed by Crown’s 
high roller casino scheduled to open in 2019 on the  
opposite side of Darling Harbour at Barangaroo. Our view  
is that the development could actually help increase 
traffic at Echo, and we’re backing new chief executive 
john redmond who has six years to improve Star’s 
appeal. redmond should be able to identify a ton of 
small operating changes from his years spent as chief 
executive of MGM Grand resorts in Las Vegas.

charT 2: porTfolIo allocaTIon by recommenDaTIon

We sold Guinness Peat Group, locking in a 32% gain, as its 
higher share price started to reflect more value in its Coats 
subsidiary than we were comfortable with and reduced our 
margin of safety. We also slightly reduced our positions in 
Macquarie Group and ResMed as they have performed well 
and their positions in the portfolio were becoming too large. 
resMed’s share price increased 35% during 2013, but we 
still think there’s plenty more to come over the next decade.

charT 3: sTock performance IncluDInG DIVIDenDs (sIX 
monThs To 31 Dec 2013)

The model Growth 
Portfolio is designed  
to be a collection of 
our best ideas. after 
performing poorly 
during the GFC, it 
has returned 22% 
per year since 31 
december 2008

Buy (56%)
Hold (38%)
Speculative Buy (4%)
Cash (2%)
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Source: Capital IQ, Jan 14

http://shares.intelligentinvestor.com.au/articles/311/How-anchoring-sets-you-adrift.cfm
http://shares.intelligentinvestor.com.au/articles/QBE-Insurance-Group-QBE/QBE-upgraded-to-Buy-10335596.cfm
http://shares.intelligentinvestor.com.au/articles/382/Westfield-Group-divorces-Australia-10335490.cfm
http://shares.intelligentinvestor.com.au/portfolios/growth/
http://shares.intelligentinvestor.com.au/portfolios/growth/
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Where To noW?

The performance of the Growth Portfolio is more 
impressive when you consider that we’ve held relatively 
large cash positions at various stages over the past few 
years. While we’re cognisant that the market is probably 
fairly valued, our current cash position remains fairly 
low as we believe the portfolio contains a spread of 
compounding machines with little prospect of permanent 
capital losses over the long term and some deeply out of 
favour stocks with the potential to significantly increase 
earnings regardless of the economic environment. That 
said, the cash pile is expected to increase as the dividends 
roll in, 21st Century Fox is sold and more stocks reach 
fair value.

We’re still very sceptical of China’s efforts to rebalance its 
economy, which is why we own several businesses with 
large divisions overseas that should benefit over time from 
a lower Aussie dollar. We’re largely avoiding businesses 
that are highly leveraged to a strong Australian economy 
and the portfolio is much better prepared for a financial 

shake up than it was going into the GFC, though we’re 
conscious that virtually no stock would remain untouched 
by a financial crisis in China in the short term.

We’ve enjoyed two vintage years for the sharemarket 
in 2012 and 2013 and we’re pleased that the Growth 
Portfolio has performed well despite, or because of, its 
conservative settings. With expectations now much higher 
than they were in 2009 and 2011, we welcome a pull 
back in valuations in order to invest our cash at attractive 
rates of return and potentially replace some fairly valued 
blue chips with more out of favour – and potentially 
smaller – companies boasting higher return prospects. 

Staff own many of the stocks discussed, for a full list please refer to 

the Staff portfolio on the website.

 

our current cash 
position remains 
fairly low as we 
believe the portfolio 
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environment.

Table 2: GroWTh porTfolIo (as aT 31 Dec 13)

sTock  prIce moVemenT mosT recenT shares prIce Value % of  
(asX coDe)  sInce 30/06/13 (%)  recommenDaTIon.   (no.)   ($)   ($)  porTfolIo

arIsTocraT leIsure (all)  10   Hold   3,000  4.69  14,070  4.4

asX (asX)  11   Buy   200  36.76  7,352  2.3

aWe (aWe)  8   Speculative Buy   4,175  1.34  5,574  1.7

calTeX (cTX)  7   Buy   540  20.05  10,827  3.4

carsales (crZ)  8   Buy   900  10.19  9,171  2.9

cochlear (coh)  –5   Hold   200  58.92  11,784  3.7

compuTershare (cpu)  11   Buy   2,315  11.38  26,345  8.2

csl (csl)  12   Hold   150  68.96  10,344  3.2

echo (eGp)  –5   Buy   3,750  2.46  9,225  2.9

m2 (mTu)  4   Buy   1,650  6.27  10,346  3.2

macQuarIe Group (mQG)  24   Hold   300  54.97  16,491  5.1

foX – non VoTInG (foXlV)  27   Hold   360  39.59  14,252  4.4

neW neWs corp – non VoTInG (nnclV)  6   Hold   90  20.32  1,829  0.6

neW neWs corp – VoTInG (nnc)  12   Hold   300  19.90  5,970  1.9

orIGIn enerGy (orG)  12   Buy   650  14.07  9,146  2.8

perpeTual (ppT)  25   Buy   240  48.26  11,582  3.6

plaTInum asseT mmT (pTm)  26   Hold   2,700  6.89  18,603  5.8

Qbe Insurance (Qbe)  –24   Buy   1,043  11.51  12,005  3.7

resmeD (rmD)  6   Buy   3,550  5.30  18,815  5.9

serVcorp (srV)  24   Hold   1,636  3.98  6,511  2.0

sIlVer lake (slr)  –10   Speculative Buy   2,800  0.54  1,498  0.5

sonIc healThcare (shl)  12   Hold   1,000  16.58  16,580  5.2

soul paTTInson  3   Buy   570  14.61  8,328  2.6

syDney aIrporT (syD)  12   Buy   6,377  3.80  24,233  7.5

Tap oIl (Tap)  7   Speculative Buy   9,850  0.51  4,974  1.5

WesTfIelD Group (WDc)  –12   Hold   695  10.09  7,013  2.2

WoolWorThs (WoW)  3   Buy   615  33.85  20,818  6.5

cash              7,331  2.3

ToTal              321,015  100
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ImporTanT InformaTIon
intelligent investor Share advisor
PO Box Q744
Queen Victoria Building NSW 1230
T  1800 620 414
F  02 9387 8674
info@intelligentinvestor.com.au
shares.intelligentinvestor.com.au

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. not all investments are 
appropriate for all people.

DIsclaImer This publication has been 
prepared from a wide variety of sources, 
which The Intelligent Investor Publishing 
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.

copyrIGhT© The Intelligent Investor 
Publishing Pty Ltd 2014. Intelligent Investor  
and associated websites and publications  
are published by The Intelligent Investor 
Publishing Pty Ltd aBn 12 108 915 233 
(aFSL no. 282288).  

DIsclosure As at 20 February 2014, 
in–house staff of Share Advisor held the 
following listed securities or managed 
investment schemes: aOG, arP, aSX, 
aWC, aWE, aZZ, COH, CPu, CrH, CrZ, 
CSL, EGG, ICQ, IFM, jIn, KrM, Mau, MIX, 
MQG, nST, PTM, QBE, rMD, rny, SLr, 
SrV, SWK, SyD, TaP, uSD, uXC, VMS, 
WDC, WES and WrT.  
This is not a recommendation.


